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Update

Regulators discuss new drafts
of fronting program model law
SAN FRANCISCO-State insurance reg-

ulators are considering two new proposals
to limit fronted reinsurance arrangements.

One proposal, endorsed by representa-
tives of Georgia, New York and North
Carolina, is similar to earlier drafts that
ban certain transactions and specify mini-
mum contract requirements.

Another, more liberal draft is being pro-
posed by Iowa Insurance Commissioner
David Lyons. This measure calls for what
Mr. Lyons describes as "minimal" regula-

Continued on nezt page

Trade pact Bush vows second-term action
to expand st *OV Bus' ? President 'fighting' for tort reform
coverage By MARK A. HOFMANN he said to the
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in Mexico , 4

By JUDY GREENWALD
and MICHAEL BRADFORD

WASHINGTON-The North

America Free Trade Agreement
could lead to a broader array of
property/casualty and health
coverages in the previously
highly restricted Mexican mar-
ket.

Several major U.S. insurers
' <nd brokers plan to take advan-

tage of a more liberal Mexican
market by expanding existing
operations or making new in-
vestrnents.

The Mexican economy is vi-
brant and growing, observers
say. With the trade agreement
expected to encourage more in-
vestment by American industry,
U.S. insurers are expected to
"follow the flag" into the Mexi-
can market.

One particularly significant
potential growth area in Mexico
for several large U.S. insurers
and brokers is employee health
and pension benefits. Until now,
the Mexican government has es-
sentially provided most em-
ployee benefits, but a move to-
ward privatization is expected.

Insurance buyers in Mexico
would benefit from the broader

array of coverages available. But
the agreement is expected to
have little overall effect on the

U.S. insurance industry-at least
for some time.

Among the insurers that say
they may invest more in Mexico
are American International

Group Inc., CIGNA Corp., Chubb
Corp., Metropolitan Life Insur-
ance Co. and Reliance National

Insurance Co.

Among the brokers considering
expansion are Alexander &
Alexander Services Inc. and

Marsh & McLennan Cos. Inc.

But the $3.5 billion Mexican
life and non-life insurance mar-

ket is tiny compared with its
$453 billion U.S. counterpart.
Interest in the market will cer-

tainly grow, but observers do not
expect it to draw significant
amounts of capital out of the
U.S. market.

Generally, the trade agreement
aims to phase out barriers to
trade in goods and services in

Continued on page 27
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WASHINGTON A second Bush ad-

ministration promises few surprises on
tort reform or health care issues.

President Bush would stay the pro-
business course on tort reform, lob-

byists say, and that is just the im-
pression the president tried to create
last week.

"I'm fighting to reform our legal sys-
tem, to put an end to crazy lawsuits,"
President Bush said in accepting the
Republican nomination.

"If that means climbing into the ring
with the trial lawyers, let me just say

Round 1 starts tonight,"
crowd.

Mr. Bush also touched on health care

an issue some observers say could
bring to the surface some tensions in a
second term in the speech.

"I have a plan to provide affordable
health care for every American, con-
trolling costs by cutting paperwork and
lawsuits and expanding coverage to the
poorest of the poor," Mr. Bush said.

In a second term, Mr. Bush would de-
viate little from his basic market-based

approach to health care, observers pre-
diet.

"I think there will be some health-

care reform proposal enacted during
the first 100 days of a new administra-
tion. But it will not likely be as sweep-
ing under Bush as it would under Clin-

Continued on page 29
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George and Barbara Bush are cheered
by fellow Republicans at a rally during
last week's Republican convention.

Psychologists fault managed care
By LOUISE KERTESZ

WASHINGTON-The Ameri-

can Psychological Assn. is taking
dead aim at the managed care in-
dustry in the escalating conflict
over how to provide quality
mental health care at a reason-

able cost.

In a report issued last week,
the APA decried "the failure of

the managed care companies to
sufficiently control cost and fur-
nish adequate care."

As an alternative to managed

care, the association is proposing
to help employers implement
what it calls "integrated care."
Employers that use the system-
which involves directly contract-
ing with providers-could re-
ceive free help from APA consul-
tants.

Critics of the proposal claim
that psychologists simply want
to be employed in larger num-
bers in evolving managed mental
health care arrangements.

The APA already is working
with some transportation and

communications companies, said
Bryant Welch, its executive
director of professional practice.

"I don't think we should let

middlemen broker communica-

tions between" employers and
providers, Mr. Welch said.

Managed mental health care
firms were quick to denounce the
psychologists' report. They insist
that managed care has substan-
tially cut costs for employers
while widening access to care for
employees.

"The APA has declared war on

managed care. Their view is they
can kill managed care ,over the
next two years," said Nick Cum-
mings, chairman and founder of
American Biodyne Inc„ a man-
aged mental health care firm
based in South San Francisco,
Calif.

"They've been openly hostile"
to managed care, said Mr. Cum-
mings, a past APA president.
"The APA has taken an atavistic

stance. I'm sorry to see it."
The APA's position is "retro-

Continued on page 16

Shot through with problems
A partial success,
vaccine injury fund
faces case logjam,
funding shortfalls

By LAURA MAZZUCA

WASHINGTON-A federal

compensation system set up five
years ago to offer people injured
by childhood vaccines an alter-
native to the tort system is now
mired in case backlogs, under-
funding and adversarial legal
tactics.

It is, in short, a microcosm of
the system it was designed to re-
place.

The Vaccine Injury Compensa-
tion Trust Fund was created by
the National Childhood Vaccine

Injury Act of 1986 as part of a
"no-fault" system designed to
compensate victims while in-
demnifying the manufacturers of

these drugs and the physicians
who administer them.

To some extent, it has sue-
ceeded. Drug companies say that
vaccine costs have stabilized,
and fewer suits are being
brought against them outside the
fund.

The system's success in reduc-
ing lawsuits against manufactur-
ers may one day make it a model
for a no-fault liability system for
developing and testing an AIDS
vaccine (see story, page 21).

"It seems to have fulfilled the

public-policy issue," said Marc
H. Rosenberg, vp-federal affairs
for the Insurance Information

Institute in Washington. "It's
meeting its broad principles."

But even the fund's supporters
concede that it has done nothing
to make low-limit liability in-
surance more available to drug
companies.

And people trying to collect
damages through the system say
that the Department of Health

1 Compensation fund backlog
More than 75% of the 4,374 claims filed with the Vaccine Injury

Compensation Program as of June 16 are awaiting action.

' El Ruled comp6nsable49%

& Ruled not compensable
- or dismissed-14% _-
{fill No action taken-77%

1

. Source: Vaccine Injury Compensainn Program

and Human Services, which acts
as the defendant in claims pro-
ceedings, rejects or dismisses
many cases, forcing claimants to

77%

14%

9%

GRAPHIC BY CHRIS ROY

hire costly expert witnesses for a
lengthy appeal-just like in the
tort system.

Continued on page 21
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2 new fronting plans discussed
Continued from previous page
tion, like prior approval of some transactions and authorization of
intervention by non-domiciliary regulators to solve problems when
a domiciliary regulator does not act. The proposal, which would
exempt some captives, emphasizes reporting and disclosure rules.

Members of a five-person drafting committee discussed the pro-
posals during a recent meeting of National Assn. of Insurance
Commissioners' subgroups (BI, June 15).

In a memo to members of the NAIC's Reinsurance Task Force,

Mr. Lyons said: "I know this does not go as far as models we have
considered to date," but added he believes the proposal would at-
tract wide support. However, a spokesman for the Risk & Insurance
Management Society Inc. faults the proposal for, among other things,
exempting too few captives.

The task force is soliciting comments on the two drafts from
regulators as well as members of an industry advisory group.

The regulators hope to develop a "workable" model law on which
the entire task force and parent committee can vote at the NAIC's
fall zone meeting Sept. 20-22 in Cincinnati.

Navistar settles PBGC suit
WASHINGTON-Navistar International Corp. will pay the Pen-

sion Benefit Guaranty Corp. $20 million in cash, plus a secured note
and common stock, to settle charges that the company sold its
Wisconsin Steel division to evade pension liabilities.

The PBGC in 1982 sued Navistar, then known as International
Harvester Corp., contending that the Chicago-based company sold its
steel unit in 1977 to Envirodyne Industries Inc. to unload more than
$60 million in unfunded pension obligations (BI, Jan. 11, 1982). In
1980, Envirodyne, a small, financially ailing Chicago firm, terminated
the plans. The PBGC was unable to recover funds from Envirodyne.

In 1988, U.S. District Court Judge James D. Moran ruled that
Navistar was responsible for Wisconsin Steel's pension liabilities, but
left the amount of liability unresolved.

In addition to the cash payment, Navistar will provide a $36.5
million secured note-to be paid over 10 years-and 3.5 million
shares of its common stock, currently worth about $6.4 rnillion. The
PBGC values the settlement at about $65 million.

Antitrust defendants file briefs
WASHINGTON-The U.S. Supreme Court should review the in-

surance antitrust litigation despite the Justice Department's recom-
mendation against review, industry defendants said in two memo-
randums filed with the court (BI, Aug. 17).

A Justice Department brief, which describes the litigation as a
"complex and important case," underscores "the need for this court's
immediate intervention." The brief was filed Aug. 14 on behalf
of most of the defendants

Insurance industry defendants have asked the Supreme Court to
overturn the 9th U.S. Circuit Court of Appeal's ruling reinstating
the litigation after it had been dismissed by a trial judge.

The Supreme Court is expected to decide in early October whether
to consider the case.

The defendants' nine-page brief points out that the Justice De-
partment "acknowledges that the (9th Circuit) was simply wrong in
holding that the domestic insurers forfeited antitrust immunity when
they acted in concert with foreign reinsurers that were not subject to
state regulation."

Separately, British reinsurers filed a response brief focusing on the
issue of whether the state attorneys general who brought the case
"have antitrust standing to challenge alleged restraints in the London
reinsurance and retrocessional reinsurance markets."

Attorneys for defendant Winterthur Reinsurance Corp. of America
plan to file another response this week.

Lloyd's Council resignations
LONDON-Five working members and two external mem-

bers of the 28-member Council of Lloyd's of London will resign
at year end, allowing new blood to join the council, which
will be reduced to 21 members next year.

The resignations come as the Aug. 28 deadline nears for
Lloyd's members to return their ballots on a vote of confidence
in the council (BI, Aug. 3). Others want all current council
members to resign, regardless of the outcome of the vote.

Of the council members who work in the market, eight
will be leaving the council at year end-the five who are re-
signing and three who are retiring when their terms expire.
Among those resigning are Lloyd's Chairman David Coleridge
and Deputy Chairman Richard Hazell.

Of the eight Lloyd's members on the council who do not work
in the market, two are resigning and two are retiring, while
four will continue on the council.

Continued on page 30

Errors & omissions
• Surplus lines broker Swett & Crawford closed a small of-

fice in Columbus, Ohio, and consolidated the operations into
its offices in Detroit and New York. The office changes were
incorrectly reported in the Aug. 17 issue.

• Health Providers Insurance Co. of Utah is a subsidiary of
Health Providers Insurance Co. The name of the subsidiary was
incorrectly reported in the Aug. 17 issue. In addition, the parent
has an A- rating from A.M. Best Co.

Room for compromise
on dividend limits eyed

By MEG FLETCHER

A key regulator's comments
that highly capitalized insurers
could be allowed to pay larger
"extraordinary dividends" than
other insurers may signal new
regulatory flexibility on this
issue.

State insurance regulators are
continuing to discuss alternative
regulations limiting the size of
insurers' extraordinary divi-
dends-those that insurers can

pay without prior regulatory ap-
proval.

Insurers generally object to the
current standard, which is con-
tained in a 1986 National Assn.

of Insurance Commissioners

model law. In addition, some
states want to know if laws and

regulations currently on their
books will pass the NAIC's mus-
ter for accreditation purposes.

Regulators attending a meeting
of an NAIC subgroup in San
Francisco earlier this month re-

ceived one regulatory staff re-
port that included suggestions
for treating highly capitalized
insurers differently from others.

Regulators also discussed staff
analyses of previous alternatives
proposed by insurers and heard
new industry proposals.

No formal action was taken on

the issue.

Under the NAIC's model Hold-

ing Company Act for insurers,

regulators must approve all ex-
traordinary dividends, which are
defined as those that exceed "the

lesser of" 10% of surplus or:
• Net gains from operations

for life/health insurers.

• Net income excluding rea-
lized capital gains with a two-
year carryforward for property/
casualty insurers.

Since mid-June, the NAIC Fi-

nancial Regulations Standards
and Accreditation Committee

has reviewed several alterna-

tives. It has endorsed as substan-

tially similar to the standard in
the 1986 model law two alterna-

tives proposed by Earl Pomeroy
of North Dakota, some existing

Continued on page 7

Fraud.ring suspect nabbed
Work comp insurer wins concessions from medical clinic

By LOUISE KERTESZ

LOS ANGELES-California

employers and insurers claimed
two important victories last
week in their battle against
workers compensation fraud.

Zenith Insurance Co. of Wood-

land Hills dropped its racketeer-
ing.suit against Wellington Med-
ical Corp. in exchange for Wel-
lington's agreement to abide by
strict protocols in dealing with
workers comp claimants.

Also last week, California De-
partment of Insurance fraud in-
vestigators arrested Jorge

Coronado, who Insurance Com-
missioner John Garamendi al-

leges is the leader of a major
workers comp fraud ring that
bilked employers and insurers
out of $100 million in the past 18
months.

In California's first racketeer-

ing lawsuit over workers comp
claims, Zenith had charged Wel-
lington, another clinic, attor-
neys, five claimants and others
with conducting a scheme to file
fraudulent claims (BI, Feb. 3).

Dr. Byron Crawford, the Los
Angeles psychiatrist who owns
Wellington, had pleaded no con-

Profit on American Re sale

test to contempt charges by the
Workers Compensation .Appeals
Board in July 1990. Dr. Crawford
agreed to pay the board $20,000.
He allegedly employed unquali-
fied personnel to "ghostwrite"
medical-legal evaluations of
workers comp claimants that
were submitted to insurers or

self-insured employers.
In 1991, Dr. Crawford lost his

appeal of a WCAB decision that
involved another allegation of
ghostwritten medical-lega>
workers comp reports.

Wellington and several other
Continued on page 29

Aetna gain less than expected
By JUDY GREENWALD

HARTFORD, Conn.-Aetna
Life & Casualty Co. says it will
report to shareholders a $50 mil-

lion to $75 million profit on the
$1.4 billion sale of its American
Re-Insurance Co. subsidiary to
leveraged buyout specialist
Kohlberg, Kravis Roberts &

Reinsurance brokers to be listed
The deadline is approaching to return questionnaires to be

listed in the upcoming Business Insurance directory of reinsur-
ance intermediaries.

The annual directory will be published in the Oct. 26 issue,
which will include a spotlight report on reinsurance topics.
Both U.S.- and Bermuda-based reinsurance intermediaries will

be included. There is no charge to be included in the directory;
however, companies must fill out and return a questionnaire
provided by Business Insurance.

If you would like a questionnaire, please request one by call-
ing Cindy Bloom at 312-280-3195.

The deadline for returning questionnaires is Sept. 14. ,

Inside
&00 Tort reform advocates must enlist a broad coalition of

support, this week's editorial says. PAGE 8

0 Captives may help companies manage the impact of
the retiree health care accounting standard, a consultant
suggests. Copy from the Vermont Captive Insurance
Assn. conference begins on PAGE 10

s,0 Financially struggling Danish insurer Hafnia Holdings
A/S split into two companies last week. PAGE 23

4 Analyst Leonard M. Wilson shares some thoughts

on brokers' upbeat second-quarter results. PAGE 31
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Co. (BI, April 20).
Some analysts-but not Aetna

-had estimated the sale would

net the insurer a $200 million

profit on a generally accepted
accounting principles basis.

An Aetna spokesman said that
although it will post just a $50
million to $75 million profit on a
GAAP basis, the insurer will re-
port a $425 million to $450 mil-
lion gain on the statutory ac-
counting basis used by state
insurance regulators.

The deal, which is expected to
be completed later this year, re-
ceived the Delaware Insurance

Department's approval Aug. 14.
Observers also note the sale

Will free up needed capital to
help Aetna's troubled mortgage

Continued on page 29
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% alternatives to hospitalsNewport Los Angeles»,

InglewoodIng'ood
Fault By SARA MARLEY and a growing number are taking advantage of

those savings% ( Area of detail |
Torrance 9 Employers increasingly are turning to alternative Alternate hospital facilities also claim to be a

hospital facihties to control the cost of caring for more appropriate and comfortable place for pa-

Log Beach J A quake along this patients who are seriously ill but are expected to tients to recover
1- fault could cause $80 recover "This is going to be our patients' home for a few

'****' San 1 /-

Pedro Bay %-  billion of damage These facilities-many of which have evolved months," said Kathleen M Griffin, chief operating
from long-term care and rehabilitation centers- officer of American Transitional Hospitals Inc of

Houston
New Beach 1$ say they can offer the same care that hospitals pro-

I .
vi(ie for half of the cost "We form a relationship with the patients They

PACIFIC OCEAN But some employers are hesi- have the same nurses, the same
tant to use the facilities until they therapists The family is in-
see more evidence that these faci- volved "

'We've found
lities can reduce health care costs "We've found alternative ap-

GRAPHIC BY JOHN HALL
Utilization review could help alternative proaches to be more cost-effec-

L.A. earthquake answer many of those concerns, approaches to be
tive and a more effective means

say UR providers and benefit con- of treatment," said Robert J
sultants more cost-effective,' Grams, director of benefits and

Some employers also are de- says Mr. Grams. compensation for Phoenix-based

claim potential terred by the lack of a specific Circle K Corp
accreditation process for the fa- The convenience store chain has

cilities used these step-down units as well
Alternative care-most commonly associated as hospice and home care when recommended by its

set at $80 billion with hospices, home health care and outpatient case managers, he added
surgery centers-has expanded to so-called step- "We want to move (patients) out of the high-in-
down hospital facilities where patients can recover tensive (hospital) to a step-down facility, as long as
from surgery, receive intravenous medication or be the patient's medical condition 15 not adversely im-

By JOANNE WOJCIK new study also considered post- weaned from a ventilator pacted," commented Ann Dudero, manager of
earthquake repercussions, like The facilities care for patients who require nurs- health and welfare benefit plans at Jostens Inc in

LOS ANGELES-Insurance business interruption ing care or rehabilitation services but no longer Minneapolis

claims triggered by a major The study also looked at bum- need the acute or diagnostic care of a full-service "We write our plan so the case manager has some
earthquake in the Los Angeles ness interruption losses that are hospital And, because the alternatives do not sup- leeway to provide for alternative care proposals,"
area are likely to be much likely to occur outside of Los port high-cost surgery, obstetrics or emergency she said
greater than previously esti- Angeles, since the city is an inte- room units, their costs are as much as 50% less than A provider of a different type of alternative care
mated, a new study reveals gral part of the global economy the costs incurred by traditional hospitals, provid- said that employers and insurers "have to get out of

The study estimates that The study, conducted by Pro- ers say the classic mindset that traditional hospital care is
earthquake-related losses would fessors Peter Gordon and Harry Those savings are passed on to health care payers, Continued on page 25

reach $80 billion $43 billion for W Richardson of the University --
indirect losses-like business in- of Southern California's School

terruption and death and per- of Urban and Regional Planning,
 sonal injurv claims-and $37 was commissioned by the Wa- Nicotine patch dispute

billion for structural damage shington-based Earthquake

This is twice the amount pre- ProJect The pro]ect, a consor- Suit seeks reimbursement of treatment costs from insurer
viously estimated by insurance tium of insurance industry com-
industry engineering experts, ac- panies and trade associations By LAURA MAZZUCA costs between $45 and $60, and cines requiring a physician's
cording to the authors of "Busi- seeking to reduce the risks of a lasts about two weeks A course prescription," she should receive
ness Interruption Effects of a catastrophic earthquake in the CHICAGO-A woman has filed of treatment could cost between reimbursement for the cost of the

Ma}or Earthquake m the New- United States, did not exercise a lawsuit against her group $500 and $1,000, said Robert A patches, the suit contends
port/Inglewood Fault Zone " any editorial control over the health insurer for refusing to Holstein of Holstein Mack & According to the lawsuit, the

And, the study was based on study reimburse her for the cost of Klein, which filed the suit on be- policy promises reimbursement
an earthquake measuring 68 on The findings were presented physician-prescribed nicotine half of Ms Barnaby for prescription drugs used in
the Richter scale, considerably Aug 10 in Washington at a hear- patches The suit also seeks class-action "medically necessary care "
weaker than the 7 4 Landers ing on earthquake hazard miti- The suit, believed to be the status on behalf of all others Medically necessary care is de-
earthquake that jolted the Yucca gation and insurance conducted first involving coverage for nico- denied coverage by Principal for fined in the policy as "any con-
Valley in June (BI, July 6) by a House Science, Space and tine patches, was filed Aug 12 in physician-prescribed nicotine finement, treatment or service

The study focused on damages Technology subcommittee Cook County Circuit Court in patches that is prescribed by a physician
that would result from an earth- Industry experts hope the Chicago by Lisa M Barnaby, a The suit says that Ms Bar- and considered by us to be nec-
quake along the Newport/Ing- findings will help take some of secretary at the law firm of Hol- naby's doctor prescribed the nic- essary and appropriate and non-
lewood Fault, because it runs the steam out of the attacks by stein Mack & Klein otine patch "to prevent plain- experimental or non-investiga-
through the heart of Los Angeles regulators and other critics on Ms Barnaby seeks full reim- tiff's future use of nicotine-con- tional and not in conflict with
and along the Orange County insurance companies over their bursement of the cost of the taining agents so as to reduce her accepted medical standards "
coast reserving practices patches from Principal Mutual risk of serious heart and lung The suit argues that nicotine

While previous earthquake Insurers are bolstering their Life Insurance Co , which under- disease " patches "have worldwide medi-
damage estimates focused almost reserves so they can respond to wrote her group health insurance Since "nothing within Princi- cal acceptance as effective thera-
exclusively on physical damage catastrophic losses from disas- coverage pal's policy description limits the peutic treatments to pre-
and direct economic costs, the Continued on page 30 A nicotine patch typically coverage of drugs and medi- Continued on page 28

Pollution liability climbs corporate ladder
Authorities' strategy: Seek indictments against executives No concensus reached

By JOANNE WOJCIK of any kind of a CERCLA haz- conviction of a civilian employee
ardous substance," said John E at a military base who super-

SAN FRANCISCO-Com- Schulz, an attorney with Bron- vised the improper disposal of in ad =Injury decision ,
AMI

panies with son, Bronson & McKinnon in San paint cans
hazardous Francisco The employee, the mainte- By JOANNE WOJCIK
waste expo- CERCLA is the Comprehensive nance foreman on the firing
sures beware Environmental Response, Com- range at Fort Drum near Water- SAN FRANCISCO-A recent California Supreme Court deci-

State and federal environmental pensation and Liability Act, bet- town,NY, ordered several sion has not settled the dispute over whether
authorities are seeking criminal ter known as Superfund range workers to dump the paint
indictments against executives Just who a "person in charge" cans in a nearby water hole The /'A the advertising injury endorsement in pre-

1986 comprehensive general liability policies
believed responsible for pollu- 15 was purposely left undefined, cans eventually started to leak, provides broad coverage for unfair business
tion though That makes lt possible and one employee blew the whis- practice claims.

In fact, one U S Justice De- for the U S Environmental Pro- tle, according to Mr Schulz Insurer attorneys maintain the July 30 decision in the so-
partment prosecutor says he tries tection Agency and the U S Jus- "The maintenance foreman called Bank of the West case is conclusive

to go as high up the corporate tice Department "to go after lust was prosecuted under (the Re- And, some insurer attorneys even suggest the decision is an
ladder as possible to show that about anybody," he said in a ses- source Conservation and Recov- indication that California's high court may be ready to curb
the government means business sion at the annual American Bar ery Act), the Clean Water Act abuses in applying the doctrine that any ambiguity in policy

"It is a crime for the 'person in Assn meeting neld here Aug 7- and two counts under Super- wording should be construed in favor of the policyholder
charge' of a facility to fail to 12 fund," he said Eventually, "He However, policyholder attorneys argue that the ruling does
make an immediate report to a For example, in U S us Carr, was acquitted of everything ex- not conclusively limit coverage under the advertising injury en-
national response center if the 2nd U S Circuit Court of cept the Superfund charge that Continued on page 13
there's a large spill or discharge Appeals upheld the Superfund Continued on page 14
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Montrose defense ordered
LOS ANGELES-Seven liabilizy inst-rers h:ve a du:y to de-

fend policyholier Montrose Chemical Ccrp in pollution law-
suits after a California appeals court last week rejected their
request for a rehearing of an earlier rulk:

Following the original July 22 ruling, four of the seven defen-
dants-American Motorists Insurance Co,, nsurar.ce Co. of
North America, National Union Fire Insurance Co. End The
Travelers Indemnity Co.-requested a rehearing

Admiral Insurance Co.. Canadian Un iversal Life Insurance
Co. and Cen:aur Insurance Co. did not petition for a r€hearing
of the case.

From 1960 to 1986, the msurers wrote general liabili:y cover-
age for Montrose, a now-defunct producer of DDT.

Travelers may seek review by the State Supreme Court, said
Douglas Halle; an attcrney at Coudert Bros. in Los Angeles,
representing Travelers.

Montrose and the same seven Insurers were the parties in a
landmark Feb. 27 decision that policyhclders can tap all general
liability insurance policies from the time pollution begins until
the liability is Known (BI, March 9).

-By Sara J. Harty

Three receive promotions,
three others join staff at 8/

Three members of Business In-

surance's Chicago staff have been
promoted, while three others have
joined the Chicago staff, Editor
James M. Burcke announced.

Sarah Harty, 25, has been pro-
moted to associate editor. Ms.

Harty, who has been a staff re-
porter since October 1990, joined
BI in 1989 as an editorial assis-

tant. She previously worked as a
claims representative for The Tra-
velers Insurance Co.

She received a bachelor's degree
in English from the University of
Notre Dame in Notre Dame, Ind.

Ms. Harty can be reached at 312-
649-5262.

El
i _j

Ms. Harty

-/,V./r h

Ms. Polster

Sarah Polster, 25, was promoted
to copy editor from directory edi-
tor, a post she has held since Octo-
ber 1990. Previously, she was a
free-lance writer and research as-
sistant for Advertising Age in Chi-

itom employee enrollment through benefit disbursement, you can now offer smaller firms
the same 401(k) advantages that the largest corporations enjoy.

ITTHartford presents EconoMar a complete retirement package for businesses with 25 to
250 employees.

EconoMax advantages include a rvide
variety of investment options, professional F-FOM-CING
money management and a
simplified approach that
keeps papen-ork to an abso- A RELATIVELY SMALL
lute minimum.

EconoMax also includes

a big advantage for you- BREAKTHROUGH IN
unusually attractive pro-
ducer commissions.

What'S more, every-
thing is overseen by a

PE\-SIONPLAN DESIGN,
designated case manager wholt help achieve maximum participation, stay current with all federal

regulations, perform ongoing IRS
qualification testing and ensure
timely, accurate statements.

The first major company to
offer 401(k) plans, Ill Hartford
has been administering them for
more than a decade.

We currently manage in ex-
cess of $10 billion for more than
200,000 employees in 6,800 sepa-
rate sponsor companies.

That's experience plus clout.
And it's all part of EconoMax-
proof that good things do come in
small packages.

For complete informatjon
write to Chuck Clinton, Vice Presj-
dent, Asset Management Services,
ITI' Hartford Life Insurance Com-

panjes, RO. Box 2999, troy

Hartford, CT 06104-2999. -r
Or call him at (203) Mil
843-8032. han/09'/INnis

ITT HARTFORD
© 1992 ITT Hartford Insu -anze Gr(up, Harford, CT 061 5

Ms. Welyki

,

Ms. Bloom

an
Ms. Roberts Ms. Dziubek

cago, which like BI is published by
Crain Communications Inc.

Ms. Polster replaces Kathryn
Larrabee, who left to attend a
graduate creative writing program
at the University of Michigan.

Ms. Polster received a bachelor

of arts degree in journalism from
the University of Wisconsin at Ma-
dison in 1989.

She can be reached at 312-649-
5441.

Kathy Welyki, 26, succeeds Ms.
Polster and will be responsible for
the directories that appear regu-
larly within BI, as well as the an-
nual Business Insurance Directory
of Buyers and the annual Managed -
Care Market Report.

Ms. Welyki has been a member
of the Advertising Age staff since
1984, first as editorial assistant,
then as administrative assistant to

the editor and finally as research
assistant.

She received a bachelor of busi-

ness administration degree from
Loyola University of Chicago.

Ms. Welyki can be reached at
312-649-5279.

Cindy Bloom, who joined BI in
January as an editorial assistant,
has been promoted to assistant di-
rectory editor.

Ms. Bloom, 24, formerly was the
marketing director for a Chicago
eye care center. She received a ba-
chelor of arts degree in advertis-
ing from Michigan State Univer-
sity in East Lansing.

She replaces Karen Armaganian,
who now works in the publishing
department of the American Medi-
cal Assn.

Ms. Bloom can be reached at
312-280-3195.

Sally Roberts, 22, joins BI as a
staff reporter. Ms. Roberts, who in-
terned this summer at BI, also was
an intern for Vance Publishing
Corp. in Overland Park, Kan.

Ms. Roberts holds a bachelor of

science degree in journalism from
the William Allen White School of

Journalism and Mass Communica-

tions at the University of Kansas in
Lawrence. She replaces Lori Block,
who left the magazine in June.

Ms. Roberts can be reached at

312-649-5482.

Kerry A. Dziubek, 23, has joined
BI as editorial assistant, replacing
Ms. Bloom.

Ms. Dziubek received a bache-
lor of arts in communications and

rhetorical studies at Marquette
University in Milwaukee. She also
served as associate director of

Marquette's Summer Debate Insti-
tute.

She can be reached at 312-649-

5398. •
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If he cart dothe job, itcouldbe your fault.
He meets the job qualifications.

The question is: Does your company
meet the employment requirements
under the Americans with Disabilities
Act?

On September 24th, Wausau
Insurance is holding a national satel.
lite conference so Wausau customers
and other interested companies can
gain insight on the employment
perspective of the Americans with

Disabilities Act. A panel of experts
will discuss compliance with the law
and how it may impact workers com-
pensation.

Forty sites across the country will
receive the satellite conference.

Businesses and other organizations
with satellite access can receive it at
their own locations.

The Americans with Disabilities
Act is law. This satellite conference is

A2SINSURANCE

a way to understand the employment
perspective of it.

Free Satellite Conference

"The Americans
with Disabilities Act"

September 24
For registration information call

1 800 685-3240*

A+ (Superior) A.M. Best Rating

Wausau Insurance Companies, 2000 Westwood Drive, Wausau, Wisconsin 54401 Telephone (715) 845-5211 A Member of the Nationwide® Group
* Please resp<md by September J, 1992. Call dunng bttoiness hours. Seati,ig 8 li,nited. Reservaticnis will be handled ona jirst come, jirst served basis.



Poll finds workers prefer flexible benefits
By SARA J. HARTY

Flexible benefits would be pre-
ferred by nearly two-thirds of em-
ployees whose current plans do not
offer flexible benefits, a new sur-
vey reports.

During the telephone interviews
conducted by the Gallup Organiza-
tion for the Employee Benefit Re-
search Institute, the 1,000 people
interviewed were not told that

flexible benefit plans are generally
used to cut the amount of money
companies spend on benefits.

Three-fourths of those surveyed
said that either their employer or
their spouse's employer did offer
employee benefits. Of those, 57%
said their plan was "flexible."

Four out of 10 surveyed reported
that if offered two jobs with iden-
tical salary and benefit level except
that only one job offered Oexible
benefits, that would have a great
deal of influence on their choice.

Another 44% said it would have

some influence; 12% said it would
have very little influence and 4%
no influence.

When asked to choose the three

benefits' they would most like to
see in a flex plan, 62% chose health
care plans, 32% chose pension
plans, 27% selected vacation days,

24% selected 401(k) plans and 21%
chose life insurance.

Other options picked by less
than 20% of those surveyed were
disability insurance, cash above
salary, health care reimbursement
accounts, dependent care assis-
tance benefits and dependent care
reimbursement accounts.

When asked to choose the three

items they would be least likely
to choose, 42% chose dependent
care reimbursement accounts, 34%

chose dependent care assistance
benefits, 24% each chose life insur-
ance and cash above salary, 22%
chose 401(k) plans and 20% chose
health care reimbursement ac-

counts. Less than a fifth of respon-
dents said they would not pick va-
cation days, disability insurance,
pension plans or health plans.

Almost three-fourths of respon-
dents, 73%, said they would partic-
ipate in a benefit program that al-
lowed them to set money aside for
health or child care expenses if of-
fered. On average, they reported
that they would contribute 7.4% of
their income to such a plan.

Copies of "Public Attitudes To-
ward Flexible Benefits, 1992," are
$25 for EBRI members and $75 for
non-members. The full report is
$75 for members and $275 for non-

members. Contact Kim Thorpe,
EBRI, 202-775-6315.

HMO satisfaction

In general, employers are satis-
fied with the HMOs they have
chosen for their employees.

Almost seven in 10 employers
in the San Francisco Bay area
reported that they were very sa-
tisfied with their HMOs' finan-
cial health. The other 30% said

they were somewhat satisfied,
according to a survey and report
by A. Foster Higgins & Co. Inc.

Half of 50 or so surveyed em-
ployers said they were very sa-
tisfied with HMO administra-

tion, 46% were somewhat
satisfied and 4% were not at all

satisfied.

Surveyed employers were less
satisfied with HMO service.

Some 44% callediervice to em-

ployers very satisfactory; 54%
said somewhat satisfactory; and
2% said not at all satisfactory.

Likewise, the quality of service
to employees was judged very

Benem Bee

satisfactory by 41%, and some-
what satisfactory by the other
59%. The number of providers in
the network was very satisfac-
tory to 43% and somewhat satis-
factory to the other 57%.

On issues of cost, only 24% of
employers were very satisfied,
70% were somewhat satisfied

and 6% were dissatisfied.

And, while only 17% of em-
ployers were very satisfied with
benefit design flexibility, 72%
were somewhat satisfied and

11% were not at all satisfied.

The employers reported that
48% of employees were enrolled
in an HMO, up from 41% in 1988.

However, only 29% of partici-
pants say they have a structured
policy to encourage HMO enroll-
ment; the remaining 71% stay
neutral. Employers that provide
incentives to enroll in the HMO

show an average 49% participa-
tion rate. For employers that
keep contributions equal for all
plans, the HMO enrollment aver-
age is 37%.

When asked what type of
health plan would be dominant
in five years, 36% named the in-
dividual practice association,
staff or group model HMO; 34%
said a point-of-service, open-
ended HMO; 20% said a PPO; 8%
said an indemnity plan with uti-
lization review features; and 2%
said a corporate medical center.

Only 10% of employers re-

ported that they did not have an
HMO. Most of these were smaller

organizations with a traditional
indemnity plan.

Copies of the report are avail-
able free from Robbie Brewster,
A. Foster Higgins & Co. Inc., 345
California St., San Francisco,
Calif. 94101; 415-296-3252.

Help for non-profits
Information on insurance and

health care arrangements will
soon be available for non-prof-
it entities.

The National Center for Com-

munity Risk Management & In-
surance, a Washington-based
group that helps non-profit orga-
nizations with risk management
and employee benefit issues, has

%

begun a project to make organi-
zations more aware of insurance

arrangements now available.
The center also will attempt to

evaluate the current health care

system as it works for non-prof-
it groups and suggest reforms to
benefit non-profit organizations,
said Craig 01swang, deputy
director for heialth policy and
benefits and director of the

project.
Efforts will include:

• A directory of health insur-
ance resources for non-profit
groups, which will be available
later this year.

• A national conference on

health benefits for non-profit or-
ganizations next March.

For more information, contact

Mr. Olswang at 202-785-3891. I

i

It's hard to find the responsiveness you need
with some case management services.



Dividend rules

Continued from page 2
laws in New York and Missouri,

and a proposed law in New Hamp-
shire (BI, June 15)

But, insurers, bankers and state

legislators generally want a higher
threshold, like the one in a previ-
ous model act: "the greater of" 10%
of surplus or net income.

NAIC President William

McCartney, who has been oversee-
ing the NAIC committee's discus-
sion of the issue, remains ada-

mantly opposed to reviving the
more generous standard in the pre-
vious model act.

But he said at the San Fran-

cisco meeting that, in his personal
view, "We probably could treat
highly capitalized, historically
profitable companies differently
from other companies."

"I believe the NAIC is consid-

ering the point that we made all

along that there is a difference be-
tween well-capitalized companies
and companies that are not that
well-capitalized," said attorney
Thomas Player, who represents the
Capital Management Coalition, a
20-member group of primarily life
insurers.

Mr. McCartney's public ac-
knowledgment of his personal po-
sition is a "positive" development,
said Lenore S. Marema, vp-legal
and regulatory affairs for the Alli-
ance of American Insurers in

Schaumburg, Ill.
She hopes that the NAIC may

be able to finish the list of al-

ternatives acceptable as substan-
tially similar to the current NAIC
model law at a meeting Sept. 20-22
in Cincinnati.

Mr. McCartney, for his part, said
he was unsure whether the NAIC

could move that fast.

Meanwhile, the NAIC staff re-
commended its own alternative for

regulators if they decide the cur-
rent model law should allow divi-

dends in excess of 10% of surplus
without approval under certain
circumstances.

Minimum qualifying provisions,
which were not discussed in open
session, could include:

• Performing a historical anal-
ysis of profitability, preferably
over three to five years, to pre-
vent manipulation of financial
data.

• Capping dividends in the
range of 15% to 25% of surplus to
ensure that a change in company
direction is not accompanied by
excessive one-year dividend
payouts.

• Excluding realized capital
gains-net of realized capital
losses-from net income.

• Restricting dividends payable
to earned surplus and imposing a
15-day prior-notice provision for
all dividends.

"We believe that the provisions
for historical profits, exclusion of
realized capital gains, earned sur-
plus and prior notice would be a
reasonable trade-off for a higher
cap," the staff said in an Aug. 11
report. "The combination of these
provisions would provide more
flexibility for more profitable com-
panies while placing adequate con-
straints on less profitable com-
panies."

Lewis E. Melahn, Missouri's in-
surance director, said he is "hope-
ful" that regulators are back on
track with their philosophical
commitment to accepting individ-
ual states' approaches to this issue,
as long as the approaches are sub-
stantially similar to the 1986 NAIC
model law. But, he has been "frus-
trated" by ongoing efforts to ham-
mer out technical language that
regulators can accept as being sim-
ilar to the current model.

More restrictive prior approval

Clients appreciate the speed and efficiency of
this CNA case management team.

On December 12th, the wife of a terminally ill patient called.
She was concerned that an extension of his hospital stay
wouldn't be approved and that she couldn't take care of him
at home. I called CNA' s case management people that same day.
The same evening a nurse arrived. She comforted the
patient' s wife by assuring her she would take care of his
needs personally in dealing with the approvals. It' s great
to see how efficiently CNA' s Case Management System works.

Yaurs truly,

n.,uf

Diane Lampe
Group Department Manager, The Duncan Insurance Office, inc

Insurance companies can make promises, but ifs the people
who keep the commitments.And the people on CNAs case
management team, like Nancy Hicks, Robin Nash, Sally
Wallin, Bill Kettlewell and Breneda Williams understarrd

the importance of responding promptlyThey know that
this kind of responsiveness makes the difference between
a policy and an effective employee benefits program.

Benefits managers and employees across thecounby

have written to thank our staff for their responsiveness, fled-

bility in designing the right plan, cost containment efforts,
and even more importantly their compassion and courtesy

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

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

CNA
For All the Commitments You Make®

Group Benefits from CNA: Life & Health·AD&0· Vision · 6ental · LTD · Pensions · Long Term Care · Managed Care · Coverages are underwritten
by Continental Assurance Company and Continental Casualty Compan* two of the CNA Insurance Companies/(DNA Plaza/Chicago, IL 60685.

standards for extraordinary divi-
dends allow states to prevent divi-
dend payments that could jeopar-
dize the solvency of an insurer,
regulators contend (BI, June 15;
April 20).

Dividends do not cause insolven-

cies, but they can be "an indication
of cash flow pressures from the
parent that are driving the in-
surer's operations," which may not
be in policyholders' best interests,
said Terry Boyer, NAIC director of
financial analysis/surveillance, in
an Aug. 12 report to the committee.
The report analyzed dividend pay-
ment patterns of several insurers.

Insurers, though, say that if cur-
rent restrictions are not loosened,
they will find it more difficult-
and expensive-to attract capital,
which in turn could reduce capac-
ity.

"If you artificially cap a return
to investors based on a percent-
age of surplus, you put the insur-
ance industry at a disadvantage in
the capital markets," said coalition
representative Mr. Player, an at-
torney with Neely & Player in At-
lanta.

Unlike regulators, industry rep-
resentatives have developed some
consensus on the issue.

"I think for the first time the

industry as a whole is unified in
their belief that there should be a

distinction between well-capital-
ized and under-capitalized com-
panies," Mr. Player said.

Groups that support that con-
tention include the American

Council of Life Insurers and the

Alliance.

Other approaches suggested by
insurers include various formulas

based on a company's surplus or
net gain from operations, a net lev-
erage test and a risk-based capital
approach.

None of those options sat well
with regulators.

Using a risk-based capital ap-
proach would cause "real prob-
lems," said Mr. McCartney. He
noted that the ratio produced after
the application of risk-based capi-
tal formulas cannot be used as both

a threshold for regulatory inter-
vention-as it is designed to be-
and be used to regulate extraordi-
nary dividend payments.

Mr. Melahn had other criticisms

about the industry's suggestions
for regulating dividend payments.
Some industry representatives
have suggested that insurers be al-
lowed to pay dividends at levels
that are two to three times what

they are actually now paying,
which he does not think is appro-
priate.

However, both regulators and in-
surers support a related regulation
that would outline the process a
state insurance commissioner

should follow in ruling on an in-
surer's request for permission to
pay an extraordinary dividend.
Their common goal is to make in-
vestors more comfortable by limit-
ing regulators' ability to intervene
in insurers' dividend payments.

The NAIC currently is drafting
such a measure.

In the meantime, time pressure
is mounting for a resolution of the
issue as legislators in many states
who want to change current laws
on prior approval of extraordinary
dividends face bill-filing deadlines
this fall.

Only 14 states have enacted the
1986 model act that contains the

NAIC's current prior approval
standard for extraordinary divi-
dends, says an Alliance study.

Many other states now require
the "greater than" test in the previ-
ous model law, which the NAIC-
will not accept when accrediting a
state insurance department's sol-
vency regulation program, Ms.
Marema emphasized. I
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Opinions

Tread gently with tort reform
TORT REFORM IS one of our favorite subjects.We unabashedly endorse reasonable tort reform
efforts. For example, we support caps on punitive dam-
ages that juries can award, and we would like to see
joint and several liability eliminated.

However, to achieve any of these goals, tort re-
form advocates must enlist a broad coalition of sup-
port. While many of the arguments expressed by
groups that favor civil justice reform are persuasive, we
were a bit chagrined at a recent study prepared by
AUS Consultants on behalf of the American Tort Re-

form Assn. (BI, Aug. 17).
The study, which is based on a complicated eco-

nomic model, concludes that litigation filed against
lawyers, accountants and other professionals in con-
nection with failed savings and loans will cost the
economy $17.8 billion annually for the next five years.
These costs would be reduced, ATRA argues, if joint
and several liability were abolished and defendants
were only held liable for the portion of the S&L losses
their misconduct actually caused.

The goal of the study is worthy. The Resolution
Trust Corp. and other federal agencies are trying to
reach into the deep pockets of the nation's accounting
and law firms in an attempt to recover some of the
billions of dollars lost in the S&L debacle. We're con-

vinced that professional firms are being forced to settle
out of court for amounts that exceed the true cost of

their misconduct.

But tying the tort reform movement to the collapse of
S&Ls is a poor lobbying strategy. Nothing will raise
the blood pressure of the average taxpayer more than
the thought of the billions that will be paid out in the
S&L mess. To the average Joe, the accounting firms
that did not catch huge shortfalls in S&L reserves
should be held totally liable, no matter what evidence

luSWESS 45**ftc WVL- *.

Letters

Veterans' benefits don't burden employers
To the editor: The May 25 article, "Vet-

erans' Bill Targets Employers," expressed
several concerns about the proposed Uni-
formed Services Employment and Re-
employment Rights Act, which would re-
place the 52-year-old Veterans' Re-em-
ployment Rights law.

Most of the USERRA's provisions, in-
cluding some of the employee benefit
provisions about which you have ex-
pressed concern, are simply more explicit
restatements of the VRR law. As head of

the agency that would be charged with
enforcing the USERRA, I would like to
address your concerns:

• Treatment of pension entitlement. A
returning veteran who meets the VRR
law's eligibility criteria is entitled to be
treated as if he or she had remained con-

tinuously employed for all seniority-re-
lated purposes, including pension entitle-
ment, as set forth in the 1977 decision
Alabama Power Co. vs. Davis, which ap-
plied to defined benefit plans. The appli-
cation of the ruling to defined contribu-
tion plans remains unsettled.

The USERRA would treat defined con-

tribution and defined benefit plans
equally with respect to the rights of re-
turning veterans. As your article recog-
nizes, this treatment of defined contribu-
tion plans may have adverse tax
consequences. The problem is expected
to be resolved by amedding the Inter-
nal Revenue Code, not by depriving vet-
erans of their entitlement. The proposed
Revenue Act of 1992, H.R. 11, which was
approved by the House, contains lan-
guage focusing on this issue (BI, July 13).

• Health insurance. Under the VRR

law and the USERRA, an employer is
required to provide benefits like health

insurance during military training or ser-
vice if the employer provides such bene-
fits to other employees or on other types
of leaves of absence. Thus, your com-
plaint that this USERRA provision re-
quires new benefits is unfounded.

Your article also mentions that the

USERRA would permit a person enter-
ing military service to elect continued
health insurance through the civilian em-
ployer for 18 months or the period of ser-
vice, whichever is shorter. Employees
leaving jobs for various reasons, includ-
ing military service, already have such a
right under COBRA. Thus, this provision
is not a new burden on employers, except
perhaps for very small employers to
which COBRA does not apply.

As under COBRA, the employee mak-
ing this election is required to pay the
premium associated with the coverage.

It should be noted that many employers
voluntarily continued health care cover-

\dE 11EEb
REF024'11

61'L
56

age for the dependents of reservists who
served in Operations Desert Shield and
Desert Storm.

When Congress enacted the VRR law
in 1940, one senator noted that "the lives
and property of employers as well as ev-
eryone else in the United States are de-
fended by (military) service." Those
words are as true today as they were in
1940. Certainly, the costs the employers
are required to pay are small compared
with the ultimate price that military per-
sonnel are sometimes required to pay.

This obviously is a very complicated
law. We encourage your readers to con-
tact us with specific questions about the
VRR law and/or the USERRA. My staff
can be reached at 202-523-8611.

Robin L. Higgins
Acting Assistant Secretary for

Veterans' Employment and Training
U.S. Department of Labor

Washington

Litigate comp dispute in court, not press
To the editor: The article, "Comp Poli-

cyholder Sues Insurer for Lack of Ser-
vice" (BI, Aug. 10), involving Liberty Mu-
tual Insurance Co. is an example of a
publication allowing itself to be used by a
debtor attempting to win through the
press what it cannot win in court.

You devoted several columns to what
is an old-fashioned premium collection
case. The facts are this: One, this for-
mer policyholder has failed in its obli-
gation to pay hundreds of thousands of
dollars in premiums, and two, many of
the arguments made by the policyholder
have already been rejected by the court.
As for loss prevention services, had your

eventually is presented in the courtroom.
Those who want to reform the tort system must as-

sure the public that change is needed to make the sys-
tem work better for all Americans, not just to protect
big business, insurance companies and the like. By
linking tort reform to the S&L crisis, we're afraid the
study may make many believe the latter.

Those who favor tort reform are quick to point
out that the civil justice system represents a deli-
cate balance between compensating those who are
injured and protecting the rights of the defendants.
That balance also exists in the effort to enact tort re-
form: Those seeking change must give examples of
abuse in the system without alienating the public.

reporter reviewed the court records, she
would have seen that the employer ac-
tually canceled appointments made by
Liberty Mutual to provide such services
in the two years the account was insured
by us. We fail to see how this case can be
characterized as "breaking new ground."

We do not intend to engage in further
comment over a matter that is pending
in court, but the facts and accusations
accepted by you as true are inaccurate.

Daniel P. Heldman

Senior Vp
Mid-Atlantic Region

Liberty Mutual Insurance Co.
Berwyn, Pa.
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With C&1's Environmental Protection Large companies

with diverse property holdings can

Program, we're able to reach almost rest easy. Commerce & Industry's Environ-

every aspect of your business. mental Protection Program offers them a broad

range of pollution management services all under one

roof. In partnership with AIG Risk Management (AIGRM)

and AIG Consuliants, we offer pollution services and policies,

including risk transfer, risk funding, risk assessment, regulatory

requirement analysis, environmental risks monitoring and

dedicated envifonmental claims handling.

C&I has the highest risk transfer capacity generally available, with

limits of up to $40 million. Not to mention the option of funding
non-assessed sites and sites iIi need of remediation for as much or as

little as necessary. And, in terms of flexibility, our policy provides the

option of moving sites from risk funding to risk transfer during a

three- to five-year policy term. As a member company of American

International Group, one of the few in5urance organizations to

have earned the highest ratings fom the major rating agen-

cies, we have the strength to protect you and your business.
For more information on our Environmental

Protection Program, contact Joe Palumbo at

(212) 770-5340 and we'll be happy to

give you an extra hand or two with

all your pollution man-

agement needs.

AI r World leaders in insurance and financial services.U Commerce & Industry Insrance Company
A member company of American International Group, Inc. -

Coverages and/or services may not be available in all states. Please check the actual policy for full·details ofcoverage. Coverage subject to underwriting.
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Captive may blunt FAS 106 impact
By MICHAEL SCHACHNER

BURLINGTON, Vt.-Companies
seeking to man-
age the impact
of the new re-

tiree health care accounting stan-
dard on their fi-

Insagance nancial state-

ments may want
to explore using
a captive for
pre-funding, a
risk manage-

ment consultant suggests.
But, while funding retiree health

benefits with a captive is worth
considering, many regulatory and
tax barriers may still stymie em-
ployers, said J. Brady Young, a
principal in Boston with Tillingh-
ast, a Towers Perrin Co. unit.

Specifically, a captive must be
tax-effective for the parent to even
consider using it. "That's the whole
key to a captive program. It has to
be practical. It must provide a tax
deduction, and it must achieve tax
breaks on funding," said P. Bruce
Wright, a lawyer at LeBoeuf,
Lamb, Leiby & McRae in New
York.

Messrs. Young and Wright spoke
at the Seventh Annual Vermont

Captive Insurance Assn. confer-
ence, held here Aug. 11-14.

Tax consequences should not be
the only factor considered, though.
Since retiree medical plans are
subject to the rules of the Em-
ployee Retirement Income Security
Act of 1974, there are strict limits
on how related companies, like
captives, can be used to fund bene-

fits, Mr. Young explained.
Also standing in the way: Only a

handful of states permit captives to
fund employee benefits, either on a
direct or reinsured basis. Thus,
whether a captive can be used de-
pends on the state in which it is
domiciled.

Under ERISA, captives in non-
U.S. domiciles cannot be used to

directly fund benefit programs.
"There are many hurdles under

ERISA and state regulation to
using captives for funding FAS 106
liabilities. But if these hurdles can

be cleared, captives are a way of
getting what can be a huge liability
off the financial statement," Mr.
Young said.

"It's certainly worth looking into
at a time when the cost of risk re-

lated to employee benefits is at
least five times as great as prop-
erty/casualty costs for most U.S.
companies," he said.

Mr. Young was referring to the
new retiree health care account-

ing standard set by the Financial
Accounting Standards Board.

FAS 106, which goes into ef-
feet for large employers for plan
years beginning after Dec. 15, will
require employers to accrue as an
expense against earnings retiree
health care liabilities from the date

a person is hired until he or she
becomes eligible for benefits. In
addition, the obligation must be
reported on the company's balance
sheet.

A company may decide to pre-
fund its retiree health care obli-

gations in light of FAS 106, and a
captive may be a cost-effective
funding option, Mr. Young said.

In today%

job market

"First, a company must deter-
mine whether it has any motiva-
tion for funding these benefits in
advance," Mr. Young said. "Pub-
lic utilities, government contrac-
tors or anyone else working on a
cost-plus basis may want to build
the pre-funding cost into their cost
structure."

However, a more likely motiva-
tion is that prefunding removes the
liability from the organization's fi-
nancial statement.

"It doesn't look good to certain
audiences to have a huge liabil-
ity sitting there," Mr. Young said.
"In some cases, this liability can be
larger than a company's net
worth."

Once a company is willing to
consider prefunding the obligation,
it then must explore which financ-
ing approach to use.

"You have to know how the

move will be treated from a tax

perspective. Getting a tax deduc-
tion is the primary reason why you
would want to take money out of
earnings to prefund future liabili-
ties," Mr. Young said.

Next, the funding mechanism-
captives included-cannot violate
ERISA's definition of a prohibited
transaction.

For example, one of the most
difficult hurdles for a captive to
clear is the so-called "50% rule,"
which requires that benefits-re-
lated premiums constitute 50% or
less of the premiums paid to the
captive by the parent.

"FAS 106 liabilities are often

very large. If the captive's premi-
ums for property/casualty are $5
million, the use of a captive for
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. . . an increasing number of employers require the Certified Employee Benefit Special-
ist (CEBS) designation for employee benefit positions. Why? Because no other certifica-
tion in the benefits industry is as widely recognized and highly respected as CEBS.

The CEBS program consists of a series of college level courses and examinations
covering the design, administration and management of employee benefit plans. CEBS
is designed in a flexible, user-friendly format that allows busy professionals to study
at home or work, or attend classes at nearly 100 locations nationwide. Those who
participate in CEBS find that it increases knowledge, provides peer recognition and
enhances career growth.

To invest in your career today, find out more about the CEBS advantage. Send
for a copy of the new 1992-1993 CEBS catalog. Call, write or fax:

*EBEadvantage
Certified Employee Benefit Specialist Program
P.O. Box 868, Brookfield, WI 53008-0868
Phone (414) 786-6700 Fax (414) 786-6647

The CESS prqm is a jokt vermn of the I  " 1 Foundation of Emplom Benefit Plam and the Wi,ton School of the Univeitty of Permylvania·

FAS 106 purposes would be very
limited," Mr. Young said.

Among group captives, tax laws
may provide a barrier. Captive
manager International Risk Man-
agement Group is seeking a private
letter ruling from the Internal Rev-
enue Service that would allow

multiple employers to prefund
their FAS 106 liabilities through a
group captive as long as no single
participant controls more than 10%
of the captive's premiums.

The request, which the IRS still

is examining, would allow partic-
ipants to deduct the premiums
they pay from their taxes, said
Jack Ryan, president of American
Risk Management Corp., a Fort
Lee, N.J.-based unit of IRM.

Leonard Crouse, director of

captive insurance with the Ver-
mont Department of Banking, In-
surance and Securities, mo-
derated the session. Its

coordinator was Leta Finch,
director of the Vermont Insurance
Institute. •

Vermont meeting grows
into captive big leagues

BURLINGTON, Vt.-Nearly 500 people attended the Seventh An-
nual Vermont Captive Insurance Assn. conference here Aug. 11-14,
making it the largest captive insurance gathering in the world, its

organizers boast.
In seven years, the meeting has grown from

a roundtable discussion among a few dozen peo-
ple to one of the most sophisticated and best-at-

Captive Brokers, captive managers and reinsurers from
tended captive insurance conferences anywhere.

In--m-ce the United States and abroad were among those
at this year's meeting.

Howard Dean, who took over as Vermont's gov-
ernor after the death of Gov. Richard Snelling
last year, delivered the keynote address. He took
the opportunity to outline his administration's po-

sition on captives.
"As the largest U.S. domicile for captives, we remain commit-

ted to this industry," he said. "Over the remainder of my term
I will push to reduce our tax rates to compete with other states. Cost
and price are factors when selecting a domicile, but it's good regula-
tion that's most important, and we have that here," Gov. Dean said.

Also during the conference, Betsy Costle was appointed com-
missioner of the Vermont Department of Banking, Insurance and
Securities. She replaces Jeffrey P. Johnson, who resigned from the
post to take a position with the St. Johnsbury, Vt., law firm of
Primmer & Piper.

Ms. Costle previously had been the Vermont deputy commissioner
of securities.

Vermont, which became a captive domicile in 1981, currently
has 247 licensed captives.

Next year's meeting is tentatively set for Aug. 10-13 in Burling-
ton. For more information contact Diane Leach, Executive Director,
Vermont Captive Insurance Assn., P.O. Box 763, Stowe, Vt. 05672;
802-253-2263; fax: 802-253-2353.

-By Michael Schachner

CUMULATIVE
TRAUMA
AVOIDANCE
Cost-Effective Solutions

for Costly Problems

It is estimated that half of all workers comp claims involve
problems related to Cumulative Trauma (CT). Couple this
with OSHA's increasing interest in this area and you can
see how CTs impact your operation.

Crawford provides you with site-specific strategies that
cost-effectively address your CT exposures. Dramatic
results can be achieved.

Get the facts by calling Floyd Parsons at

5 (800) 723.3890

Craw/9/d
RISK CONTROL SERVICES
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Why federal :gorilla'
will win on solvency

By MICHAEL SCHACHNER

BURLINGTON, Vt.-Several

major roadblocks continue to stand
in the way of

federal oversight

legislation that
would establish

of insurer sol-

vency regula-

Insu=ace tion, an insur-

ance industry
A#1I attorney says.

Nevertheless,

the federal gov-
ernment still

may play a role in insurance sol-
vency regulation because Congress'
biggest proponent of federal insur-
ance oversight will not give up his

' fight, says Robert H. Myers Jr.
Mr. Myers, an attorney in the

Washington office of Neely &
Player, addressed "One Big Go-
rilla or 50 Monkeys-the U.S. Reg-
ulatory Environment" during a
session at the Seventh Annual Ver-

mont Captive Insurance Assn. con-
ference, held Aug. 11-14.

Mr. Myers called Rep. John Din-
gell, D-Mich., the "gorilla" in the
debate over whether the federal

government or the states should
regulate insurance company sol-
vency.

Rep. Dingell, chairman of the
House Energy and Commerce com-
mittee, introduced legislation in
April that would allow insurers the
option of being regulated by a new

 federal agency, which would set
solvency standards for U.S. and

'John Dingell is
determined to make

federal regulation
. . his legacy,' says
Robert H. Myers Jr.

overseas insurers (BI, April 20).
"John Dingell is determined to

make federal insurance regulation
his congressional legacy. For this
reason alone, his bills are the ones
to watch. But (the current one)
won't pass. It's replete with con-
flict and overlap between the states
and the federal government," Mr.
Myers said.

An outline of Rep. Dingell's pro-
posed legislation, H.R. 4900, calls
for the establishment of a Federal

Insurance Solvency Commission
that regulates certified insurers,
reinsurers and others for solvency.

As it's currently written, cap-
tives and risk retention groups
would be exempt from the bill's
scope. This exemption is a con-
cession to the captive industry, ac-
cording to Mr. Myers, who noted
that when Rep. Dingell introduced
federal insurance solvency regula-
tion proposals last year, captives
and other alternative risk financ-

ing mechanisms would have been
included.

Mr. Myers said Rep. Dingell, in
response to opposition last year,
is trying to "throw a bone" to just
enough people to get hds package
approved.

In order to become certified

under H.R. 4900, an insurer would

have to comply with certain capital
and surplus requirements, invest-
ment standards, accounting and
actuarial practices, management
standards, fiduciary duty require-
ments and public disclosure re-
quirements, among other man-
dates.

Under the bill, all federally cer-
tified insurers would be members

of a pre-funded national guaranty
association not backed by the fed-
eral government.

In addition, all certified insur-

ers would be exempt from state
solvency regulations, but would
still be governed by state rate and
form regulations.

It is this separation of rate and
solvency regulation that makes
H.R. 4900 unworkable, according
to Mr. Myers.

"This would result in a con-

flict between the demand to hold
rates down at the state level and

the demand for solvency at the
Continued on net page
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MARKET "With The Home. you come out
STIMULUS: Many insurers have ahead on complex coverage
dropped coverage they found that could cause you grief if han-
too complex or non-standard. died by some less

HOME
ART PHILLIPS

qualmed insurer."

RESPONSE: "Home seeks out
(212) 530-7201
Executive Vice President

complex coverage and shrinking 4:il:J

markets-for the simple reason that €2)6 0-MAwe have seasoned specialists with ;#1*WH

the skills and experience R takes to HOME INSURANCE '4=-
write tough, non-standard risks. SPECIALTY LINES DIVISION

Institute for Healthcare Quality • American Board of Quality Assurance and Utilintion Review Physicians • Health Risk Management

"Practice Guidelines: Quality or Quagmire?"
The First Workshop To Answer Your Practical Questions.

FRIDAY, OCTOBER 2,1992, HYATT REGENCY, PHOENIX, AZ

AGENDA:

"Prattice Guidelines: A

Movement at the Crossroads"

Robert H. Brook, MD, ScD, FACP,
Director of the Health Sciences

Program at the RAND Corporation,
explains why this moment in American
health care presents the greatest
opportunity - and greatest perils - in
the emergence of practice guidelines as
a dominant quality tool.

"Clearing the Smoke
Around Practice Guidelines"

Just what are guidelines? Are they
different from critical pathways and practice protocols? How
do they fit into outcomes measurement and quality
improvement? Marilyn J. Field, PhD, Study Director at the
Institute of Medicine, will draw on recent IOM studies to

clarify these terms and compare the various practice
guideline approaches underway at government, medical
association, and private enterprise levels.

"Making the Government's
Practice Guidelines Practical"

The federal government issued its first practice guideline
(on pain management) last March, with fifteen more to come.
R. Heather Palmer, SM, MB, BCh, reports on her efforts as
a consultant with the Agency for Health Care Policy and
Research to track compliance with those guidelines.

"Guidelines Applied: The Variety of Uses
in Canada and the U.S."

Representatives of four organizations describe their varied
uses of guidelines, including retrospective review of practice
patterns, prospective inpatient admission criteria, and
continuous quality improvement (CQI). The potential impact
on malpractice claims is also addressed. Panelists are Nick
Kalansky, President of Seven Oaks Hospital in Winnipeg,
Manitoba; Susan Andrews, MBA, Executive Director of the

Program for Quality in Health Care in
Vermont; MaryAnn Stump, RN,
Director of Quality Improvement at
Blue Cross, Blue Shield, Blue Plus of

Minnesota; and Camilla R. Madson,
MPPM, a consultant with the Institute

for Healthcare Quality. W. Alan
Backley of Ernst & Young, Toronto,

t'559..,,·** will moderate the discussion.

iSs.s "Physicians as Allies: Gaining the
Trust of Caregivers"

In any application, a critical success
factor in guidelines is acceptance from

medical staff. How to build medical collaboration into

guidelines efforts is outlined by panelists: Eugene S. Ogrod
II, MD, JD, AMA Practice Parameter Partnership
representative; William J. Morton, MD, JD, President of the
American Board of Quality Assurance and Utilization
Review Physicians (ABQAURP); A. Bruce Campbell, PhD,
MD, FACP, Vice President of Medical Programs at Scripps
Institutions of Medicine & Science; and W.C. Williams III,
MD, FAAFP, President of the National Association of

Managed Care Physicians. Thomas J. Kuhlman, MS, of
Towers Perrin is panel moderator.

"Guidelines at Work: Lessons from the Real World"

How have practice guidelines worked for organizations using
them today? What are the challenges and rewards of their
implementation, and what can be learned from experience?
Key developers and users comprise the panel, including
H. Nancy Sokol, MD, Associate Director of the Clinical
Guidelines Program at Harvard Community Health; Gary T.
McIlroy, MD, CEO of Health Risk Management, Inc.;
Jacqueline Kosecoff, PhD, Executive Vice President of
Value Health Sciences, Inc.; and Mark S. Tanen, Director of

the Health Care Group at Phoenix Systems, Inc. The
moderator is George T. Morrow II, JD, of William M.
Mercer, Inc.

REGISTRATION To qualify for the advance registration fee ($245), registration forms and payment
INFORMATION: must be received by the Institute for Healthcare Quality conference office by

FRIDAY, SEPTEMBER 11, 1992. Registrations received after that date will be
subject to the on-site registration fee of $325.

Payment by credit card (VISA, MasterCard, Institute for Healthcare Quality
American Express) is accepted by mail, fac- Practice Guidelines Conference

simile, telephone, and at the on-site conference 8000 West 78th St.
registration desk. Minneapolis, MN 55439

Please direct all registration correspondence Phone: 612/829-3714

and requests for information to: FAX: 612/829-3578
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Solvency
Continued from previous page
federal level," he explained.

Three other key barriers are
also standing in the way of pas-
sage of the Dingell bill, accord-
ing to Mr. Myers:

• The national guaranty fund.
"This fund may not be backed

by the full faith and credit of the
U.S. government, but there's no
way Congress wants to be re-
sponsible for another industry
bailout similar to the savings and
loan bailout," he said.

• Federal and state conflicts.

"The prospect of dual regula-
tion is opposed by both Congress
and the insurance industry. This
bill is replete with such conflicts.

We have counted as many as 21
overlaps of federal and state reg-
ulation. Our experience with fed-
eral pre-emption of state regula-
tion, especially (the Employee
Retirement Income Security Act)
demonstrates that federal pre-
emption can create a regulatory
morass," said Mr. Myers.

• Cost.

The FISC would cost approxi-
mately $300 million per year to
run. This cost would be assessed

against the insurance industry
and would ultimately be passed
on to consumers.

Also before Congress is S.
1644, introduced last year by
Sen. Howard Metzenbaum, D-
Ohio.

This bill proposes to establish,

among other things, an insurance
regulatory commission, mini-
mum solvency standards, accred-
itation for state insurance de-

partments and a federal liquida-
tor for failed insurers.

"There have been no hearings
on this. T in

Congress on this," Mr. Myers
predicted. "In the future, ele-
ments of both the Dingell and
Metzenbaum bills may be com-
bined. But for now, the Dingell
bill is the one to watch."

Several other speakers said the
federal government should stand
clear of regulating insurance
given its track record with other
industries and the problems fed-
eral regulation would cause.

"Several states are already go-

rillas. We don't need another,"
said David Farmer, vp-federal
affairs with the Alliance of

American Insurers in Washing-
ton. "Most people would rather
have the market regulate itself,
but unfortunately, that isn't a
choice."

However, Mr. Farmer said,

"Absent a major market failure,
we will not have federal insur-

ance regulation coming out of
the 103rd Congress either."

Jeffrey P. Johnson, who re-
signed last week as commissioner
of the Vermont Department of
Banking, Insurance and Securi-
ties, said: If this industry were
just starting out, if the slate was
completely clean, then I would
support federal regulation. But

the slate's not clean. And be-

sides, by and large, insurance is
better regulated than any other
financial industry."

Mr. Johnson criticized Rep.
Dingell for basing his beliefs
that the industry needs federal
solvency oversight on "a few
major insurer failures."

Patrick Foley, vp and associate
general counsel with American
International Group Inc. in New
York, also spoke at the session.
Thomas Grilli, executive vp and
chief financial officer with

American Risk Management

Crop. in Fort Lee, N.J., was mod-
erator and Kathryn Westover, se-
nior vp with American Risk
Management, was the session co-
ordinator. I

Bright future is seen for captives
By MICHAEL SCHACHNER

BURLINGTON, Vt.-Despite
the disappearance of a clear un-

derwriting

-r**+ + MN cycle, cap-
tive insur-

Verm*t ance pro-

grams are

here to stay

In#,r**e because theyare much
Assa* more effi-

1 ++-:Ll:A cient risk

*es#.... financing
vehicles

than commercial insurance, an

insurance industry actuary says.
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Most existing captives were
formed because commercial in-

surance was either too expensive
or unavailable to their owners.

But most future captives, he said,
will be formed to let their owners

play a larger role in loss control
and to insulate them from mar-

ket insecurity.
"The historic driving force for

captives, which was high insur-
ance rates, doesn't appear to be
coming back. Industry results
are too good for there to be a sig-
nificant turn in the market," said
Robert Brian, senior vp with
Conning & Co. in Hartford,
Conn. "But other driving forces

for captives will always be there.
I'm talking about loss control,
solid risk financing and allowing
for the owner to play an internal
role in the captive's activities."

Despite persistent soft market
conditions, captives are worth-
while because they can return
more than 85% of premiums to
participants, said Mr. Brian, who
spoke at a session at the Seventh
Annual Vermont Captive Assn.
conference, held Aug. 12-14.

"Commercial insurance isn't

efficient. It's money out the win-
dow," said Mr. Brian. "Captives
are effective in purchasing rein-
surance and can reduce adminis-

You know Continental Loss

Adjusting as a full-service loss
adjusting firm. But perhaps you
don't know how extensive

our services are. For large self-
insureds, we have a unit that
focuses specifically on meeting
your needs, long before the
first loss occurs.

Experts in our Special Services
unit, as part of our underwriting
process, work with risk managers
in the design and administration
of efficient, cost-effective service
programs.They analyze needs,
set up claim handling instructions
and develop cost containment
procedures. If a loss occurs, they
expedite claims, head off settle-
ment problems and ensure fair
resolution of disputes.

These services and others help
you control costs, especially in
workers' compensation cases.To
learn more about Continental

Special Services, contact George
Czerwonka, Jr, Assistant Vice
President, at (609) 395-2045.

4 Continental
* Loss Adjusting SM

Continental Special Services

There when it counts:

trative costs."

Another reason captives will
thrive is that they permit partici-
pants to implement innovative
loss control strategies, said Mark
Hinkley, a senior vp with Tran-
samerica Reinsurance Co. in

Stamford, Conn.
"Good captives allow for inno-

vation. As an owner, you're close
to the strategy, the opposition
and your loss exposures. You can
identify remedies much faster
than if you're insured," said Mr.
Hinkley, who also spoke at the
session. "It's a simple applica-
tion of an age-old concept: If
you're close to the risk, you'll
have better results."

An additional reason why cap-
tives have a vital future is be-

cause, as the traditional com-
mercial insurance market

realigns itself, captives can in-
sulate companies from market
insecurity.

"We're seeing more globaliza-
tion; London's influence is vastly

'Captives really allow
for the vagaries of the
commercial market to

be dealt with,' says
Mr. Hinkley.

diminished; and there's far more
segmentation by class, line and
price. Conversely, a captive is
steady," said Mr. Hinkley.

He called captives "the last
thing" the insurance industry
ever wanted to see flourish. In-

surers view captives as "a sub-
stitute for themselves," said Mr.
Hinkley, who predicted more
changes in the commercial mar-
ket, possibly very soon.

"There is going to be more reg-
ulation whether you like it or
not," Conning's Mr. Brian told
the audience. "(State regulators)
are stepping up their oversight of
insurance and federal (regula-
tory) action is likely by the year
2000. More than 250 commercial

insurers have gone under in the
past few years, which beckons
more intervention.

"Thus, captives and other al-
ternative markets are here to

stay. In fact, I believe they'll play
a bigger role than they do now."

"Captives really allow for the
vagaries of the commercial mar-
ket to be dealt with," added Mr.
Hinkley. "Basically, you're put-
ting your money where your
mouth is, which increases the
chances of better business. When

you put your money where some-
one else's mouth is, you're reliant
on them."

Hugh Rosenbaum, a principal
with the Tillinghast division of
Towers Perrin in Stamford,
Conn., said captives have a
"great" future because they are
"the best insurance business

going."
Worldwide, the captive indus-

try will blossom as word of cap-
tive successes works its way
through the insurance-buying
community, said Mr. Rosenbaum.
"The information on captives
will improve and a more univer-
sal definition of what a captive is
and what it can do will become
known."

He also said more favorable

tax rulings may be be forthcom-
ing from various domiciles. "But
what ensures the future of cap-
tives is the skill of those promot-
ing them. There's a tremendous
amount of momentum building
behind the captive movement,"
Mr. Rosenbaum said.

While asserting that the future
for captives is predominantly
bright, Mr. Rosenbaum acknow-
ledged that there are still a few
factors that could cause a decline

in captive formation.
"If conventional insurers

really start courting the business
that's going to captives, a sub-
stantial number of potential cap-
tive owners could stay in the
commercial market," he said.

Two other factors that could

harm captive growth are the Na-
tional Assn. of Insurance Com-

missioner's staunch opposition to
fronting arrangements as well as
the relatively high cost of run-
ning a captive, according to Mr.
Rosenbaum.

While captives still offer
owners efficiencies and a good
return on investment, operating
costs are increasing, he said.

"I get the feeling that owners
and users of captives are getting
fed up with the high cost of run-
ning a captive. The so-called
team of service providers con-
tinues to grow, and if it gets to
the point where costs exceed
losses, then there'll be hesita-
tion," said Mr. Rosenbaum.

To remedy this, he forecast
more self-management of cap-
tives. "I think there's going to be
less reliance on contract service

providers," Mr. Rosenbaum
pointed out.

Thomas LoPizzo, director of

group services with the Vermont
League of Cities and Towns in
Montpelier, moderated the ses-
sion.

George Chaffee, president of
Skandia International Risk Man-

agement (Vermont) Inc. in Bur-
lington and a former Vermont in-
surance regulator, coordinated
the session. I
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dorsement.

. "The Supreme Court of Cali-
fornia has simply recognized
that previous courts had gone
way too far out on a limb," said
L. Neal Ellis Jr., an attorney
with Hunton & Williams in Ra-
leigh, N.C., during a session on
"Insurance Coverage of Business
Torts" held during the American
Bar Assn. annual meeting in San
Francisco.

The court logically determined
that "unfair competition" is lim-
ited to the common law defini-

tion of "palming off" or pass-
ing off a competitor's goods as
one's own, he said.

','It could not possibly have
been the intent of insurers to ex-

tend the concept of unfair com-
petition as broadly as" to include
"virtually every fraudulent un-
fair business practice," Mr. Ellis
asserted.

CGL policies that include' the
advertising injury endorsement
restrict coverage to injury aris-
ing out of eight common-law
torts, he explained: libel, slan-
der, defamation, invasion of pri-
vacy, copyright infringement, pi-
racy, plagiarism and unfair
competition.

The court also agreed with in-
surer arguments that the under-
lying litigation must be directly
connected to the policyholder's
advertising activities, Mr. Ellis
pointed out.

In the case before the Califor-

nia Supreme Court, which
stemmed from the Bank of the

West's settlement of consumer

litigation arising from a pre-
' mium financing operation, there

was no direct advertising to con-
sumers.

The bank had advertised only
to insurance agents, who were
offered a commission to offer the

. bank's premium financing pro-
gram to consumers.

Custdmers did not even know

the bank was involved until they
received a notice of the loan's

acceptance by the bank. The no-
tice sent to customers included a

disclosure of terms, which in-
cluded interest rates of more

than 126%, as well as substantial
fees and penalties.

- Some of the consumers at-

tempted to pay off the loans
early to avoid paying the ex-
cessive interest charge, but the
Bank of the West did not permit
prepayment.

In response, the consumers
filed a class-action suit in fed-

eral court seeking damages
under the federal Truth in Lend-

ing Act, the Unfair Business
Practices Act and a state statute

that prohibits excessive liquid-
ated damages. The plaintiffs also
alleged that the loans were un-
conscionable and that the bank
had breached the covenant of

good faith and fair dealing.
The bank settled the suit out of

court by paying $500,000 in res-
titution to the affected consum-

ers.

It then filed a claim with its

insurer, Industrial Indemnity
Co., a unit of Crum & Forster
Inc., which denied coverage.

Bank of the West lost its cover-

age suit at the trial court level,
but the California 1st District

Court of Appeal in November
1990 reversed that ruling and
awarded coverage to the bank.

The appeals court ruled that
because "unfair competition"
was not defined in the policy, the
policy was ambiguous (BI, Dec.
3, 1990).

Industrial Indemnity sought
 review by the California Su:

preme Court, which agreed with
the trial court (BI, Aug. 3).

Prior to the statf' s high court
ruling in the case, California
courts have traditionally held
that the phrase "unfair competi-
tion" as used in an insurance

policy should have the same
meaning as, is provided by the
California Business and Profess-
ions Code.

Section 17200 of that code de-

fines "unfair competition" to
mean and include "unlawful, un-
fair or fraudulent business prac-
tice and unfair, deceptive, untrue
or misleading advertising," or

just about any unlawful or unfair
business practice, said Thomas
W. Johnson Jr., an attorney with
Irell & Manella in Newport'
Beach, Calif.

Mr. Johnson spoke at an ABA
session titled "Cutting Edge. In-
surance Coverage: Four Emerg-
ing Issues Which Impact Your
Corporate Client."

While insurer attorneys yiew
the California Supreme Court's
decision as pretty much cut-and-
dried, some policyholder attor-
neys do not believe the Bank of
the West ruling is the last word
on advertising injury coverage.
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"I don't think the Supreme Court restoration of interest that was

has slammed the door" on adver- overcharged, according to Mr.
Using injury coverage disputes, Mr. Johnson.

Johnson said. Rather, "the court Furthermore, since the Bank of

suggested that there may be cover- the West case did not involve true

age if the underlying case is a law- advertising activities, but merely a
suit between competitors." failure to disclose information,

Mr. Johnson noted that after re- "there would not have been cover-

ceiving its claim from Bank of the . age even if there had been unfair
West, Industrial Indemnity asked, competition," he pointed out.
"Where's the competitor? This is ' "In order for there to be adver-

not a lawsuit filed by a competi- tising injury coverage, something
ton" has to occur in the course of the

In addition, the court found that named insured's advertising pro-
the sum that Bank of the West paid · gram," added Mr. Johnson. "But
to consumers was not damages as Bank of the West did not even

defined by the policy, but merely make contact with consumers." •

"RLI has a unique
expectation of its
underwriters. That

I "

is, to underwrite.

t·

M ost of us who
manage RLI

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

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

It's different at RLI. Our

office managers oversee
processing, collection,
technical staff and clerical

duties, so the underwriters
are available when brokers

call. And that's the whole

idea behind responsive
underwriting.

This entrepreneurial
arrangement works well for
RLI. And for our brokers.

Consider the comments of

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

66.RLI is there when needed,
always exhibiting firm
professionalism. The
Company's underwriters

understand exposure,

asking the right questions

at the right time and

yielding logical decisions.

With a barometric grasp
of the marketplace,

they know when to be

competitive. This efficiency

translates into binding 

business. Above all, RLI's

underwriters are real people
who add that personal

touch to doing business.

James D. Steeves, CPCU
Vice President

RLI Midwest Regional Office
St. Paul, MN

Our agility lets us provide
essential service at the front of

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

for underwriting.

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

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

RLI 9025 N. Lindbergh Drive Peoria, IL 61615
800/445-5468
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Health care workers with HIV
Treat them fairly, employers are told

By JOANNE WOJCIK

SAN FRANCISCO-Health

/[A
care workers

who test posi-
tive for HIV

should be given
the benefit of the doubt that

their exposure occurred during
work, health care experts sug-
gest.

Otherwise, these workers risk
a loss of livelihood in addition to

the threat to their lives, because
most health care facilities will

not employ individuals who are
HIV-positive.

In addition, health care em-
ployers have an obligation to
protect the health and livelihood
of their employees from the in-
creasing risk of AIDS, health
care experts say.

And, workers who contract the
human immunodeficiency virus,
which causes AIDS, should be
treated with AZT to slow the

onset of the disease, just as those
who step on a rusty nail are
given a tetanus shot to prevent
lockjaw, the experts say.

These issues were addressed

during two separate sessions
held during the recent American
Bar Assn. annual meeting in San
Francisco.

At one session, "AIDS and the

Health Care Worker," speakers
focused on the importance of risk
management in preventing the
spread of AIDS among health
care workers and the difficulty
in proving work-related expo-
sure to qualify for workers com-
pensation benefits.

During "AIDS: Insurance and
Employment Issues Related to
Health Care Workers with HIV

Disease," insurance industry ex-
perts and legal professionals dis-
cussed the impact of HIV on em-
ployment opportunities and on
the health care delivery system
overall.

An estimated 70,000 health
care workers nationwide have

tested positive for HIV, accord-
ing to Benjamin Schatz, execu-
tive director of the National Pro-

gram for HIV Positive Health
Care Workers, which is based in
San Francisco.
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In response to those statistics,
the national Centers for Disease

Control in Atlanta in July 1991
issued guidelines urging all phy-
sicians and dentists who perform
"exposure-prone" procedures to
determine their HIV status and

refrain from performing those
procedures if they test positive.

However, professionals who
refrain from working often face
the threat of financial ruin if

they are unable to receive work-
ers compensation benefits, other
experts point out.

And, questions still remain
about the extent to which work-

ers comp laws cover work-re-
lated HIV exposure, both in
terms of lost wage benefits and
medical treatment.

Utah is the only state so far
that has amended its workers

compensation laws to cover
health care workers who con-

tract HIV in the workplace, ac-
cording to Lisa A. Murphy, vp
and assistant general counsel to
the National Council on Com-

pensation Insurance, which is
based in Boca Raton, Fla.

The Utah statute also provides
guidelines for the establishment
of a date of injury-something
that has triggered controversy in
other jurisdictions.

Unlike other workers comp
cases, in HIV exposure cases "the
date of injury has nothing to do
with objective reality," said Pa-
tricia L. Hastings, an attorney in
private practice in San Fran-
cisco.

"Did it occur when the needle

prick occurred?"she asked.
In addition, many health care

workers infected with HIV do not

develop AIDS symptoms until 10
or 15 years after exposure, long
after the five-year statute of lim-
itations on filing workers comp
claims has expired, she said.

Even in California-where

workers comp statutes governing
HIV exposure are more liberal
than those of most states-prov-
ing work-related exposure that
occurred before a reliable HIV

detection test was developed in
1985 is still difficult, according
to Ms. Hastings.

And, while health care workers
are forced to fight for their rights
to benefits under the workers

comp system, health care facili-
ties increasingly are routinely
testing workers to screen out
those who test positive for HIV.

Eventually, as health care
workers are forced to leave the

profession, there will be too few
health care workers to care for

AIDS patients, health care ex-
perts lament.

The only solution is to increase
preventive measures for health
care workers and to protect the
privacy of those who are exposed
to prevent discrimination both
on and off the job, asserted Nor-
ton H. Cohen, an attorney with
Miller, Cohen, Mattin, Ice &
Geary in Southfield, Mich.

And when workers are exposed
to HIV from a needle prick or
some other contamination source

Pollution indictments
Continued from page 3

he was the 'person in charge' of
this facility."

That conviction was upheld on
appeal.

"We don't like to prosecute
low-level employees, particu-
larly when the higher-ups are
more responsible," said Stephen
A. Mansfield, an assistant U.S.
attorney in Los Angeles.

Therefore, federal prosecutors
will go up the corporate ladder
during their investigation, some-
times offering immunity to
lower-level employees to obtain
convictions, he said.

The objective "is going after
the highest-level employees who
were knowledgeable participants
in the crime," Mr. Mansfield
said.

The Justice Department begins
with an undercover investiga-
tion. Then it obtains search war-

rants and conducts "sweep" in-
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terviews of employees during the
searches.

Those investigations often un-
cover other federal crimes, like
perjury during grand jury tes-
timony, Mr. Manfield said.

To avoid criminal prosecution,
employers should make sure that
a report is made as soon as possi-
ble after a hazardous-waste spill,
Mr. Schulz advised.

In addition, decide "who's
going to be the person in charge,
so that whatever happens at
whatever time of day or night,
the report gets made," he said.
Otherwise, "Once a spill occurs
without a report being made,
then EPA can go after (people
other) than the person in
charge."

In U.S. us. Carr, "somebody
else at the same military base
could have also been charged,"
Mr. Schulz said.

Maintaining good records and
using an outside auditor also is
important, asserted Joseph A.
Darrell, a defense attorney with
Thelan, Marrin, Johnson &
Bridges in San Francisco.

Mr. Darrell encouraged em-
ployers to consider having out-
side consultants monitor corpo-
rate compliance with
environmental laws, since "it's
difficult to do a self-evaluation"
and "it can be used as evidence
against you."

Employers also should avoid
giving the appearance of non-
compliance by, for example,
leaving empty drums lying
around, he said.

Over the last four years, the
EPA has collected more in crimi-

nal and civil fines against em-
ployers than it had throughout
its entire history, pointed out
George Hayes, section chief in
the EPA's regional office in At-
lanta.

Penalties can be sizable. Ear-

on the job, they should be pro-
vided access to aziothymidine, or
AZT, as a prophylactic measure,
Mr. Cohen added.

Just as it is unlikely that any
employer or health insurer would
object "to paying for a tetanus
shot for a worker who stepped on
a rusty nail. . .there is no ratio-
nal basis for distinguishing be-
tween the tetanus shot example
and the AZT example in the case
of a health care worker exposed
to HIV," he said.

"As health care workers have

an obligation to provide care to
AIDS patients, health care insti-
tutions have an obligation to
provide up-to-date (safety) con-
trols to protect workers," agreed
Rita Fahrner,- a registered nurse
at San Francisco General Hospi-
tal.

Among the safety measures
that hospitals can use are pro-
tective clothing, like gloves and
masks, and stringent procedures
for the disposal of used syringes.

No level of HIV testing of
health care workers can stop the
spread of AIDS, in part because
there is a long latency period be-
tween exposure and when a
worker tests positive for HIV, she
said.

Ms. Fahrner compared the la-
tency period to that experienced
by shipyard workers exposed to
asbestos during the 1940s.

The session was co-moderated

by Stuart J. Baron, president of
the Workers Compensation
Claims Control Co. in Los Ala-

mitos, Calif., and Matthew B.
Schiff, an attorney with Kovar,
Brittain, Sledz & Morris in Chi-
cago. .

tional Corp. of Pittsburgh agreed
to pay an $18.5 million fine for
violations of the Clean Water Act
and the RCRA related to the

Rocky Flats nuclear weapons
plant near Denver. Rockwell
managed the government plant
from 1975 to 1989.

"Environmental compliance is
becoming big business for prose-
cutors," Mr, Hayes said.

The EPA recently also began
taking a "multimedia approach"
by citing companies under more
than one regulation, according to
Mr. Hayes.

For example, in northern Indi-
ana's Calumet River area, "we
used all the statutes we had

available, and we took a compre-
hensive look at each source (of
pollution) once we found one
problem to make sure we were
identifying all the problems."

Charges are being filed against
Inland Steel Industries Inc.

under the federal Clean Water
Act, the Clean Air Act, RCRA
and the Solid Waste Disposal
Act.

And Bethlehem Steel Corp. is
being charged with violations
under the Toxic Substance Con-

trol Act, RCRA and the Clean
Water Act, for alleged illegal
discharges into Lake Michigan,
according to Mr. Hayes.

"We want to make sure that

our enforcement actions are
commensurate with the conduct

at issue," he said.

For example, the EPA recently
obtained a conviction against the
president of a Chicago company
that authorized the dumping of
cyanide into Lake Michigan,
killing a huge number of fish.

"Those kinds of serious viola-

tions require a serious response,"
Mr. Hayes said.

The panel was moderated by
William A. Gillen Jr., an attorney
with Shackleford, Farrior, Stall-
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APA proposals
Continued from page 1
gressive," said Dr. Richard
Kunnes, chief operating officer of
Prudential Psychiatric Services, a
unit of Prudential Life Insurance
Co. of America in Roseland, N.J.

Providers running the program
is "like the fox guarding the
chickens," argued Dr. Kunnes.
"After all, it was the providers that
caused the problem (of unbridled
costs) in the first place."

"We can't trust all providers
across the board (to make) judi-
cious decisions," said David Le-
vine, vp of marketing and account
management at Human Affairs In-
ternational Inc., a managed mental
health care firm based in Salt Lake

City and a unit of Aetna Life &
Casualty Co.

On the other hand, executives
at managed health care firms say
they agree with most of what the
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APA recommends for improving
mental health care while reduc-
ing costs.

Dr. Kunnes, in fact, character-
ized the group's prescriptions for
improving care as "old hat.'

The general recommendations
"almost mirror part of HAI's busi-
ness plan," said Mr. Levine. "(The
psychologists) try to create an
enemy, and the enemy isn t us."

The APA's suggestions are not
very different from "wh: t a good
managed mental health care com-
pany would provide," said Peter
Sterman, vp for managed care ser-
vices for Preferred Health Care

Ltd.'s western region in Irvine,
Calif.

Prudential Psychiatric Services
"would heartily Endorse' most of
the recommendations, Dr. Kunnes
said.

The controversy seems to stern
from psychologists "wanting a big-
ger piece of the pie," Dr. Kunnes

said. "While psychologists and hos-
pitals are not excluded from the
continuum of care" in a managed
mental health care network, "they
are not the largest piece," Dr.
Kunnes explained.

"Psychologists have been some-
what eclipsed in the current man-
aged care environment," agreed
Dr. Roger Taylor, national leader
for health care consuking for The
Wyatt Co. in Washington.

Psychiatrists "took a dominant
role initially" in early managed
care arrangements, and ''the cur-
rent outpatient environment fo-
cuses on the least costly provider"
-the psychiatric social Forker.

The APA's report is "a mixed
message," Dr. Taylor observed. "It
blasts managed care" while it "rec-
ommends that psychologsts should
be put in the driver's seat in future
managed care arrangern€nts."

But, he said, "I don't think it's
realistic to think that the middle-

man organization will go away.
Employers are not going to want to
manage (their mental health care
benefits) directly."In fact, psychol-
ogists who cohtract directly with
employers will often play middle-
man roles in monitoring treatment.

The APA's position "may be a
strong and important play by psy-
chologists to make sure they will
not be excluded from that middle-

man organization," Dr. Taylor
said.

The APA began assessing man-
aged care two years ago. Follow-
ing what it characterized as wide-
spread complaints about managed
care, the group began a "nation-
wide dialogue" with corporations,
government, institutions and advo-
cacy groups, the managed mental
health care industry, insurers and
mental health care providers.

Fifty-eight corporations partici-
pated in structured interviews, fol-
lowed by roundtable discussions

held throughout the United States.
Through this process, the APA

says it learned that: "Today's sys-
tem is in crisis and has reached a

breaking point. Patients are denied
access to care in the name of cost
control. Providers are forced to

spend more time administering
managed care rules and less time
treating patients.

"And corporations are still sub-
ject to spiraling costs without get-
ting the benefits high-quality men-
tal health care can provide to
employee effectiveness. Corpora-
tions, providers and patients are
demanding reform of the system."

Providers are responding by "de-
veloping coordinated groups and
organized systems of care that con-
tract directly with business," the
APA said. "This integrated ap-
proach is part of the new genera-
tion of health care."

In its report, the group recom-
Continued on next page
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Contznued from previous page • "Develop a system of prac- cally coverage for 20 or fewer life,- you want assurance that it crease access (to care) "
mends that business, profideis tice benchrrarking and outcome outpatient sessions- "turns in- will remain confidential and Better programs, for instance,

and employees studies that presents corpora- surance principles on their "the sense that this relationship feature toll-free numbers operat-
• ''Devel(,p a joint ven- tions with explanations of how head," hesaid (with the therapist) will endure " ing 24 hours a day, seven days a

lure zhat addresses the needs care 1% given and what should be Managed mental health care But a person performing utili- week, he said In non-managed
of corporations, employees and expected, and documents the firms' appioach is, "We'll treat zation review might intervene systems, employees might have
mental health prokiders alike ' value of psychotherapy " your mild problems-that many and recommend stopping after a to search through the phone

• "Develop model benefit de- This proposal would not dis- (individuals) could afford out of few sessions, Mr Welch said book to find care, he pointed out

51§,ns and pror ider networks that card managed care, the APA's pocket-but if you have some- In those cases, "the benefit lS Managed care firms insist they

attack the aiuse of inpatient Mr Welen said Instead, lt lS thing more serious, your insur- inadequate " And managed care do not restrict access to care
psychiatric care, encol.rage the "taking some of the more lea- ance company pays nothing," he firms "are less than candid with Mental health care benefits are
uve of cost-effect.ve outpatient sonable managed care princi- said patients and employers in ack- "generally enhanced" by a com-

care and support a full contin- ples" and developing "a hybrid" Mr Welch also said utilization nowledging that " The process prehensive managed mental
uum of alterna-ive treatments model review at managed care com- can "become terribly destructive health care program, contends
ut_lizing highly trainee provid- The flaw in managed mental panies has "just gotten out of of people," he charged Preferred Health's Mr Sterman

ers " health care 11 that "most man- control " Some firms do reviews In response, Prudential's Dr The APA lS not seeking the de-

• "Create s-stems of care that aged care companies provide the as frequently as eveIy three ses- Kunnes called the APA's assess- mise of managed mental health
focus on quality ' barest, ba est amount of mental sions of psychotherapy, and ment "very upsetting " "There care firms, said Mr Welch "We

• "Expand :he role of psycho- health care 'said Mi Welch many every six sessions, he said are a number of significant hope we're supporting those
logical piinciples in the e,)rpo- "When you look at the kind of "We recommend utilization re- errors and non-facts" in the companies that would like to
i ate environment ' problems c,Li members treat, view only on longeI-term outpa- APA's report, he said offer a higher-quality product If

• "Generate a grass-root,, dis- they'le no- providing ample ben- tient care," he said "Psychoth- Dr Kunnes conceded that, the effect of integrated care ls to
cussion with psychologists that elits to meet patient needs ' erapy has to take place in an among managed care firms, push managed care companies
helps them develop business The benefi. plan design mar- environment of trust, and if you -there are the good, the bad and into a higher-quality product,
practices that allay the confusion keted to err.ylovers by managed ae a patient about to tell some- the ugly " But, he said, "The bet- we'd be delighted to see that
corporations bel " mental healt. care firms-typi- one the intimate details of your ter programs significantly in- happen " .
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With asbestos risk exposures today,
you can't afford to be in the dark.

2 4: If your contractor

doesn't already have an

asbestos abatement policy like

ours, you should consider buying

your own. Or you may be leaving your
assets vulnerable. At Commerce & Indus-

try, our Owner Controlled Insurance Pro-

/ gram (OCIP) covers you, the property owner,
4.

&1 with consistent coverage as well as your own

: dedicated limit of liability.

We've been writing asbestos-related policies

, since the need arose more than six years ago. And

through our network of 14 offices, we're able to
understand those needs by getting closer to you and

your business. As a member company of American

International Group, one of the few insurance

organizations to have earned the highest ratings

from the major rating agencies, we have the 
' strength to protect you and your business.

For more information, contact Mikea

Giese at (212) 770-5508. Because

A when it comes to asbestos-related
 risks, what you don't know

can hurt you.

%*61.-*.a*743:?1.4.0.-4..1.1
.YS

'3,4

AIG World leaders in insurance and finandal services.
Commerce & Industry Insurance Company

A member company of American International Group, Inc.

Coverages and/or services may not be available in all states. Please check the actual policy for full details of coverage. Coverage subject to underwriting.
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Mental health benefits
1 By Howard Savin Employers should health care providers in many areas are engaged in

turf battles that do little to improve patient care

L IKE MOST AMERICAN INDUSTRIES, mental and nothing to control costs As a result, mental
health care operates in a marketplace Costs for help shape reform health care has fallen behind general health services

mental health and substance abuse benefits are in the movement toward a new generation of
escalating rapidly-even faster than managed care, which would force psychiatrists,
medical/surgical costs-and now exceed $15 billion in the marketplace psychologists and other mental health professionals
annually for private-sector employers With money to establish practice guidelines, to clarify what

tight, employers have instituted a number of constitutes effective therapy and to define
strategies to contain the rising costs These pre-adolescents, to hospital and residential treatments of choice

strategies have included greater employee treatment centers Admissions and hospitalization Psychiatrists and psychologists are, by and large,

cost-sharing and the use of health maintenance for adult personality disorders are encouraged as highly motivated professionals who are devoted to

organizations, preferred provider organizations and well As a result of this promotion, corporate benefit their patients and see to it that they are nurtured
hospital bill audits plans and union welfare programs are subsidizing a and well-tended With most patients, we administer

But as a practicing clinical psychologist, I suggest great deal of unnecessary hospitalization, which just the right amount of services in the right

that employers, in their own self-interest and that of represents much waste and inefficient use of settings But like everyone else, we are human

their employees and the employees' dependents, available resources beings with the same moral and ethical standards,

1 + need to do more-not spend more but do more-to • Employees who require mental health services strengths and weaknesses as others

1 influence the design and operation of the mental that are not received because of benefit limitations When we are urged by families and friends to

' health and substance abuse care marketplace utilize the general health care delivery system 300% admit patients to hospitals, we do not always allow
As buyers, employers should clearly advise more than other employees Treatment frequency our professional Judgments to get in the way of

psychologists, psychiatrists and other providers of increases for hypertension, esophageal problems, admission

mental health care to reform the systems we use to cirrhosis of the liver, cardiac and gastrointestmal When we are implored to keep patients in

organize, deliver and finance services This article disorders among the individuals not receiving hospitals to the fullest extent permitted by their

includes a suggested checklist of actions to treatment for needed mental health problems insurance plans, we do not always adamantly resist
implement the needed reforms But first, consider Absenteeism, short- and long-term dis'ability claims such pleas
these facts and workers compensation claims also increase When we find hospitalization as the path of least

• In recent years, this country has experienced a As a result, the bottom line of your annual resistance, we do not always resist, even when we

sharp escalation in inpatient psychiatric services, financial reports is reduced by a substantially know that treating most mental health care patients - 34
...

resulting in large increases in the proportion of greater amount than indicated by any line item on outside their normal environments reduces

employers' premium dollars devoted to these mental health benefit costs This problem will treatment success rates

services probably worsen as employers comply with the We need reforms to ensure that the right patient is

Television ads in major cities urge parents to send Americans with Disabilities Act treated in the right place, at the right time This

their problem adolescents, and even • Psychiatrists, psychologists and other mental Conttnued on next page

 Crisis management plansA toxic chemicals manufacturer prepares to handle a leak
By The Insurance Institute materials, and notifying authorities conditions For planning recovery

of America A.R.M. exerdses responsible for potential from a ma]or spill of toxic chemicals
environmental pollution or other harm into a river, scenario analysis would

The following question and answer riverside storage tanks to the public help ln picturing circumstances where
are drawn from the curnculum for the • For each of the aspects described • If a fire were to strike the adverse weather, a labor union strike,

Assoczate in Risk Management in your answer above, explain whether riverside storage tanks, plans for a series of unrelated catastrophes or
designation awarded by the Insurance the crisis management plan for an evacuating endangered people other unusual circumstances might

Institute of America They represent escape of toxic products is likely to probably would be the same for both make containment and cleanup
the type Of question asked-and the differ from a crisis management plan the fire and for escaped chemicals operations especially difficult

possible answers-in one of the three for a fire at the same facility because both events would threaten all Scenario analysis also could then be
examinations for the ARM • Briefly explain how scenario people equally For a fire, however, used to plan ways of overcoming these
designation analysis and the Program Evaluation the second aspect of crisis special difficulties

Thts month's exercise, drawn from a Review Technique (PERT) each might planning-containing escaped PERT is a relatively simple
recent natzonal examinatzon zn ARM be useful to this manufacturer in potential contaminants-could be quantitative technique for prolecting

55-Risk Control-goes beyond the planning its recovery from a major significantly different because the the time required to complete various

accepted general principle that all spill of toxic chemicals from its contaminants from a fire (principally independent components of a plan or
t organizattons should practzce cnsts storage tanks into the river spent extinguishants and other wastes proiect, and for allowing time for each W

management plannzng Thts example (Describing other aspects of a crisis from the fire) probably require component so that all parts of the plan 35
explores why and how spectfic cnsts management plan also earned full different containment strategies than or project are ready when needed
management plans need to be tailored national examination credit ) do toxic chemicals Furthermore, a hre PERT could be most useful in
to particular fac:lities and to thepents is likely to require notifying different scheduling the various aspects of a 0
to which they are espectatly A: At the most general level, all authorities than those who should be plan to capture and remove toxic
vulnerable crisis management plans are alerted to spills of environmentally chemicals spilled into the river, to

essentially identical They strive to dangerous chemicals rebuild any damaged facilities and to 4

Q: A manufacturer of industrial protect an organization's personnel, • Scenario analysis and PERT are resume normal operation at this

chemicals has riverside storage tanks production facilities, organizational two of several system safety manufacturer's riverside storage

that can hold up to 20,000 gallons of structure, markets and financial techniques that are both useful in tanks .

toxic chemicals ready for shipment resources in the wake of major analyzing how accidents may occur

The manufacturer's risk management accidents caused by any peril and how their frequency or severity

professional recognizes that a crisis • For toxic products escaping from may be reduced The sample questions and answers

management plan is needed in case the riverside storage tanks, three specific Scenario analysis is a used in thts column are taken from the ,

toxic products escape from the storage aspects of an appropriate plan would non-quantitative technique for Associate in Risk Management

tanks include focus on evacuating the visualizing or otherwise designation curriculum of the IIA For

• Describe three specific aspects of manufacturer's personnel and imagining-often as a group more information on the content of the

an appropriate crisis management endangered members of the public exercise-how accidents may strike a ARM program, wnte Dr GL Head,
plan for this manufacturer in case from the storage area, minimizing the particular facility or operation, Vp, Insurance Institute of America,

toxic products escape from its harm from the escape of toxic frequently under worst-case P O Box 314, Malvern, Pa 19355
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Mental health care broad range of experience in dealing with mental state-of-the-art utilization review system Visit the
health care providers and the mental health services UR site and check intake, referral and all other

Continued from previous page system The firm should have a good reputation for procedures
offers the best hope for corralling costs while patient friendliness • What about under-utilization? Check the

- ensuring quality care Studies have confirmed the • The benefits provided for mental health care inpatient utilization rates If they are low-under 36
suspicions of many third-party payers that much of and substance abuse services should allow adequate days per 1,000 lives annually-is this offset by a
the variation in substance abuse costs is determined therapy and treatment, and thereby cut the use of high utilization rate of outpatient visits, which are
more by the availability of empty beds and inpatlent unneeded general medical services. desirable from both a quality of care and costs
insurance coverage then by patients' needs for • The basic components of the managed mental standpoint in a risk-assuming managed mental
lengthy hospital stays health care program should include a gatekeeper health care firm'>

The New England Journal of Medicine reported interfacing with your employee assistance program, • The firm's management reports are critical to
recently that recidivism was reduced when if you have one, a provider network including all the employer's understanding of expenditures and
alcoholics were detoxified as inpatients rather than mental health professional disciplines, and a case quality safeguards Require data from the claims
through attendance at Alcoholics Anonymous management system including on-site utilization processing and provider review systems which will
meetings That's true But does it require a 28-day and concurrent reviews as necessary, pre-discharge enable you to monitor trends and assess the
inpatient detox program when three to five days planning and follow up appropriateness and effectiveness of specific
will do?

• The firm must be willing to assume full risk or mterventlons
3 Unnecessary hospitalization is one symptom of share risk It must agree to offer total global price • Examine the working relationships among the

unnnanaged care, but not the only one In the field of arrangements or partial-risk plans, as desired by various professionals and employees of the firm, the
mental health, a properly constructed managed care the employer It should be flexible in meeting programs offered for continuing education of
plan, incorporating lessons learned from earlier buyers' needs providers, the internal systems of communication
efforts, can reduce costs and enhance the quality of • Make sure the managed mental health care firm and the environment to ensure a smooth-running

'  the services funded by employers allows only the most qualified mental health operation
Some corporate benefit managers and trustees of professionals to become providers of care I believe that providers and purchasers have an

union health and welfare plans have learned how Psychiatrists should be board-certified or equally important stake in ensuring cost-effective,
si= « to design and price such a competitive and workable board-eligible Psychologists should meet the high-quality health care services

mental health/substance abuse product standards required for listing in the National
For those still looking for help toward managing Register of Health Care Providers in Psychology

these benefits, let me suggest a 10-point checklist • Check the managed care organization itself for
for contracting for managed mental health services the practice standards lt requires of providers and

• The managed mental health care firm you select its quality assurance system Be sure it conducts
should be able to demonstrate cost-effective, random charge reviews and hospitalization audits Howard Sav:n ts execut:ve vp of

1{. high-quality management over a minimum of five • Unlike a "risk-carrier," the managed care firm i Achzevement & Guidance Centers Of
years Your due diligence should eliminate firms is not predisposed to over-admit or to over-utilize y  Amenca Inc, a managed mentallewith less experience Know the firm's financial inpatient services But that does not eliminate the health care firm based in Newtown,
strengths Be sure its management team represents a need for a managed care firm to have a

1
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1,4, The Chernobyl of insurance
An insider offers Books & Ideas Life, since he worked there as an "devastating new book on the life -- associate actuary from 1986 until insurance industry," it is unlikely that .

-

kiss-and-tell look 1990 Looking at the situation from this glimpse into seamy Executive Life
tailspin of an insurer must figure in inside the fishbowl lS a daunting task, is representative of an entire industry
every risk manager's nightmares and Mr Modugno strives to retain In this regard, the book's claims seemat Executive Life Although property and casualty objectivity Yet in many ways, overblown and its title casts an ironic
insurance has received much attention "Broken Promises" is an insurance tone on what it purports to be At

64Broken Promises: The Inside for financial distress, the staid world version of the kiss-and-tell genre nearly $25 for a paperback, this
of life insurance has been tainted as more associated with tabloid post-mortem of an insolvency seems0,4, K Story of the Failure of Executive

Life" well Before Mutual Benefit Life newspapers pricey, given its narrow appeal But
By Vic Modugno Insurance Co , there was Executive What can risk managers and benefit for those with morbid fascination for

Life Insurance Co Its story typifies managers learn from the tale of failed enterprises, it will have muchPublished by Pacific Insurance
Press, 4455 Torrance Blvd., much of the greed and avarice that we Executive Life? For one, it should page-turning allure .

Suite 337, Torrance, Calif. now disavow of the go-go 1980s make them more willing to check the
"Broken Promises" is a sad story financial status of the insurance90509-2806

*lf $24•95 about a life insurance company that companies they do business with And, Kevin M Quintey ts up of rzsk
failed (BI, April 15, 1991) It is an it would encourage them to examine services for MEDMARC Insurance Co

By Kevin M. Quinley anatomy of an insurance disaster that financial statements and take the Inc and subsidiary Hamilton
S led to reduced or eliminated benefits assurances of rating organizations Resources Corp , both - 

TX THEN INVESTMENT firms for policyholders, pension plan with a grain of salt of Favrfax, Va MTV V underwrite an issue of new participants and bond owners Much of "Broken Promises" is Quintey holds the
corporate shares, they issue Executive Life stands as the anecdotal, focusing on the personality fl*I- Chartered Property &

** solemn-looking notices called Chernobyl of the life insurance traits and peccadilloes of various Casualty Underwriter
tombstones With the demise of more Industry Executive Life principals Actuaries, and Assoczate in Rzsk#..1insurance companies, the idea of a Author Vic Modugno is a Fellow of insurance regulators-everybody waits Management
"corporate tombstone" has assumed a the Society of Actuaries He ought to in line for his turn at culpability dengnatzons
new, grimmer, meaning The financial know a thing or two about Executive Although the book touts itself as a 1,7

Does a psychological injury arising out of a
Legal Briefs The court said when the origin of an assault arises *1

co-worker's anonymous bomb threat to the because of private or personal reasons, and the
employer demanding an employee's dismissal worker's employer had not engendered or

* provide a basis for an alleged psychological injury The claimant alleged she sustained a exacerbated the quarrel or facilitated the assault,

Appeals of New Mexico ruled that it did not. and filed for workers compensation The claim was Bader-Roudeau vs Truth or Consequences, Court
The workers compensation claimant in this case denied On appeal, the claimant argued that the of Appeals of New Mexico, Dec 27,1991

was employed by a municipal school as a teacher's setting of her employment increased the risk of the (BI/04 S -$10)
aide A co-worker of the claimant made an assault, thereby bringing her claim within the
anonymous bomb threat to the school that compensation law But the court said that the These abstracts were prepared by Mayo H
demanded that the claimant be fired Allegedly, the claimant was not entitled to compensation because Stiegler Copies of these decuions are avadable by
bomb threat resulted from the personal animosity of the "positional-risk"doctrine she cited only applied send:ng a $10 check payable to Mayo H Stiegler
the co-employee against the claimant for reasons where the assault was not motivated by personal to Business Insurance, 740 N Rush St, Chicago, Ill
unrelated to the claimant's employment. animosity toward an individual worker 60611-2590 List the number for each opinion



Vaccine fund 477 cases This figure includes
damages and attorneys' fees,

Contznued from page 1 which the fund pays even if com- Vaccine fund could be expanded
"The (fund's) original intent pensation is denied

was to be fair, expedient and re- Initially, drug companies be-
latively simple, but I don't think lieved that the U S fund would States successful with variations on no-fault theme
it's any of these now," said discourage product liability suits
Marion Ray, a lawyer with Hunt against them and make commer- By LAURA MAZZUCA Since then, states adopting variations on the

& Wilson in Charleston, W Va, cial insurance more available no-fault theme have been more successful

who represents claimants Now their opinions are mixed When the Vaccine In}ury Compensation Pro- Virginia and Florida, for example, have
Other problems exist as well One leading maker of the DPT gram was established in 1987, many observers adopted no-fault programs to indemnify obstet-
Under the 1986 law, doctors vaccine-Lederle Laboratories in viewed it as a large-scale experiment in applying ricians and gynecologists against malpractice

who vaccinate children are re- Wayne, N J -is "cautiously op- no-fault principles to medical and product lia- suits connected with birth defects, Mr Rosen-
quired to report adverse reac- timistic" about the fund, said a bility cases berg said

tions to federal health authori- spokesman for the American Using a table of vaccines and injuries as a Virginia, which enacted its no-fault law in
ties and to distribute informa- Cyanamid Co unit yardstick to determine compensability seemed 1987, requires obstetricians and gynecologists,
tion on childhood diseases and Vaccine-related lawsuits fair, especially because the table and many of as well as all other practicing physicians, to con-
vaccines before inoculation against Lederle have fallen from program's operations were pieced together as a tribute to a compensation fund as part of the

In addition, the law directs the more than 300 in 1988 to a total compromise among representatives of the phar- state's licensing fee, said a spokeswoman from
federal government to promote of only 20 since then, the spokes- maceutical industry, the medical field and the the American Academy of Pediatrics in Elk
the improvement of existing vac- man said consumer groups Grove Village, Ill

cines and to develop safer vac- The atmosphere for vaccine Since then, however, the table has come under Florida, which enacted ltS no-fault law in
cines manufacturers has Improved fire from both claimants-who believe lt lS too 1988, requires only obstetricians and gynecolo-

But it is difficult-if not im- enough for Lederle to develop narrow-and administrators-who believe it is gists to contribute to its compensation fund as
possible-to tell how many doc- and receive FDA approval to too broad part of the licensing fee

tors actually report adverse manufacture ACEL-IMUNE, a "That in]ury table was created with a severe Like the federal vaccine compensation fund,
reactions reportedly safer DPT vaccine shortcoming of scientific data," said Thomas E damages filed in these two states must coincide

And, until a consumer group And Merck & Co Inc, manu- Balbier Jr , administrator of the Vaccine Inlury with a table of injuries to be compensable
sued last year, the HHS had pub- facturer of the MMR vaccine, has Compensation Program in Washington "It was Similar legislation now is pending in New
lished no information for doctors launched a new vaccine division, also a political compromise Congress knew it York state
to give parents on the risks and said Timothy D Proctor, associ- was very lenient " The Florida and Virginia no-fault funds have

benefits of mandated childhood ate general counsel of the Rah- The Vaccine Injury Compensation Committee, resulted in lower liability insurance costs in
vaccines way, N J -based company composed of representatives from all sectors in- those states, Mr Rosenberg said

Federal efforts to improve vac- But because claimants can still volved in the program, currently is holding hear- However, the iniury tables used for birth de-
cines have been slow, too Re- turn to the tort system if they are ings dealing with proposed changes to the table fects by those states are far more specific than
cently, for instance, the Food and not satisfied with awards from (see story, page 1) the one used to determine vaccine inlury, so
Drug Administration approved the fund, commercial liability in- In fact, the compensation program itself was there lS little dispute about whether an iniury
the manufacture and sale of a surance for drug companies has authorized only through the end of 1992 and qualifies for compensation, he added
new, apparently safer vaccine for remained scarce must be reauthorized by Congress, Mr Balbier Whether the federal Vaccine Inlury Compensa-

pertussis, or whooping cough Both Lederle and Connaught said Legislation to continue appropriations for tion Program lS reauthorized has broad implica-
Based on a formula that has been Laboratories, a Swiftwater, Pa, the fund through next year is currently pending tions Because the fund lS the only no-fault m-
available in Japan since 1981, manufacturer of polio and DPT The historical roots of the vaccine compensa- surance system applying to the pharmaceutical
the drug lS still approved only vaccines, say that the cost and tion fund can be traced to the "swine flu ' scare Industry, drug manufacturers see it as a safe
for the last two doses of the five- availability of liability insurance in 1976, when the federal government agreed to haven for developing other vaccines, Mr Balbier
part DPT vaccine has not substantially changed accept liability for personal injury or death re- said

In the meantime, the number since the law went into effect ln sulting from adverse reactions to the swine flu Asked whether the fund could mdemnify the
of post-1988 vaccine injury cases 1988 vaccine This agreement indemnified the four makers of a future vaccine for AIDS, the vaccine
in the compensation system con- And while Lederle has been manufacturers who were ordered by the govern- program's Mr Balbier would say only that such
tinues to grow-from Just one in named in fewer lawsuits since ment to mass-produce the vaccine, said Mark H a drug could be accommodated by broadening the
1989, to 31 in 1990, 121 in 1991 the fund was established, the Rosenberg, vp-federal affairs for the Insurance scope of the existing program or by establlshmg a
and 135 in 1992 These cases join manuffcturer's spokesman Information Institute in Washington separate program to cover only that drug
the more than 4,000 cases al- would not say whether the more The government's push to vaccinate all Ameri- New York-based Bristol-Myers Squibb Co re-
ready pending that were filed recent suits sought greater dam- cans against swine flu backfired when no epide- cently offered to donate to the U S government
before the fund was established ages than the pre-fund cases mic occurred, and vaccination-related claims all research on its HIVAC-le AIDS vaccine if the
in 1988

Major flaws
against the government topped $300 million government would assume responsibihty for fu-

Starting in 1982, news stories within the first year, far exceeding the $135 mil- ture habillty Talks are currently under way be-
detailed the plight of children Drug manufacturers and the lion that Congress had appropriated tween the company and the government

injured by vaccines Since then, fund's administrators generally The swme flu vaccine compensation program, However, m order to accommodate an AIDS vac-

lawsuits against drug makers support the system Many of which was officially terminated in 1991, cine under the current no-fault system, legislators
have attributed injuries to four them, though, readily admit that awarded more than $92 million in claims settle- would "have to change the statute significantly,
vaccines that children in most the program has major flaws, ments The others were dismissed or deemed Mr Rosenberg said "But that's not to say you
states are required to receive especially underfunding and case non-compensable couldn't use a similar model "

diphtheria, pertussis and teta- overload
nus, known as DPT, measles, The program's compensation
mumps and rubella, known as fund lS broken down Into two ca- deadline for filing pre-1988 Conversely, there is no backlog at $30,000 for pre-1988 cases
MMR, diphtheria-tetanus, and tegories one for injuries in- claims was Jan 31,1991 of post-1988 cases The fund will pay all economic

polio vaccine curred before October 1988, As of Aug 4 of this year, 4,383 Many not compensated damages for post-1988 claim-
These vaccines have been asso- when the fund was created, and cases were in the system, 4,095 of ants Awards for pain-and-suf-

ciated in medical literature with one for injuries after that date them for pre-1988 injuries, ac- After an in]ury or death, par- fering and attorneys' fees are

a spectrum of reactions in in- Awards to those injured before cording to program statistics ents file a claim with the Claims capped at a total of $250,000
fants and children, ranging in se- 1988 are financed through fed- The original law stated that Court The special master re- Why are so many cases re-

verity from shot-site swelling eral revenues, while an excise these cases must be processed views the claim before sending jected?
and fever to seizures, brain dam- tax on vaccine sales fund com- and decided within 240 days lt to the Department of Health Medical records accompanying

age and death pensation for post-1988 injuries from the date of filing, or 420 and Human Services The de- many of the pre-1988 claims
The pertussis component of the For the post-1988 injury fund, days if the decision is appealed partment then recommends that were insufficient, and many of

DPT vaccine is especially con- things are going well Reserves This was a realistic goal before the court either award compen- these claims were dismissed vol-
troversial in the medical commu- exceed $521 million and excise the avalanche of claims were sation or not untarily by the claimants, Mr

nity Reports of adverse reac- taxes add another $10 million filed, Mr Golkiewicz said But Once an injury or death lS Balbier said
tions date back to the 1940s per month, according to fund with thousands of cases still un- deemed compensable, a damage "On the whole, the system is

statistics heard, lt became impossible to hearing is held by the court very fair for the petitioner," he
Millions paid out But pre-1988 injuries make up process a case in that length of Fewer than half of the claim- said

The Vaccine Inlury Compensa- the bulk of the cases in the sys- time ant receive compensation, fewer Many claimants offer a differ-

tion Program was designed to tem and funds to compensate "That's what we've been la- than many originally expected ent explanation They say the

compensate victims, control the them are rapidly being depleted boring under," he said, noting Of the 958 cases heard from system is skewed m favor of the
rising costs of vaccines and to While Congress has appro- that cases that have been in the 1989 to Aug 4 of this year, only government and the drug manu-
encourage drug companies to re- priated $80 million annually system for years are "probably 373 were deemed compensable, facturers
main in the business (BI, Feb 1, through this year to finance the Just getting started now " with the awards ranging from "The Justice Department law-

1988, Dec 14, 1987) pre-1988 portion of the fund, Because of the heavy case load, $120 to $4 million The remain- yers are putting you through all
Similar compensation pro- that amount is not enough to Congress has extended the "sus- 1ng 585 have been dismissed or the same hoops as defense law-

grams have been established in compensate the more than 4,000 pension time" to 780 days-or deemed non-compensable yers did (in the tort system),"

Great Britain, Japan, West Ger- cases that are slowly wending more than two years-from the The overall average in]ury said Thomas G Wilson, a
many, and other countries, all of their way through the system date of the initial decision, up award for a pre-1988 case is $1 Charleston, W Va , lawyer who
which-unlike the United States Congress originally antici- from the original eight months, million chairs the vaccine litigation
-have since stopped recom- pated no more than 1,000 cases said Thomas E Balbier Jr, ad- For pre-1988 injuries, the fund group of the Assn of Trial Law-
mending the pertussis vaccine and planned funding accord- ministrator of the Vaccine Injury pays only future unreimbursed yers of America "(The fund)
because of safety concerns ingly, said Gary Golkiewicz, a Compensation Program medical expenses not covered by evolved into a traditional litiga-

To be eligible for compensa- lawyer acting as chief special Although he admitted that the insurance, like custodial, institu- tion situation because the plain-
tion under the U S fund, a per- master for the U S Claims Court case load is onerous, "the court tional or home nursing care, spe- tiff lS fighting everything," he
son's reaction must meet the cri- In that role, he makes a final rul- has tremendously accelerated the cial education, vocational train- said
teria contained in a vaccine in- ing and determines the amount pace," said Mr Balbier Some 60 mg, psychological therapy, and Claimants' costs mount
Jury table of awards from the fund pre-1988 inlury cases are now on related expenses

Since 1990, when the first Instead, the fund was deluged the docket of the U S Claims The 1986 law sets a settlement To appeal cases that have been
awards were granted, the fund with almost 3,000 cases in Sep- Court, which awards compensa- for a death of $250,000 plus at- deemed non-compensable, par-
has paid out $248 8 million for tember 1990 alone, he said The tion, each month torneys' fees, which are capped Continued on next page
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Vaccine fund
Continued frompreviouspage
ents need to hire expert wit-
nesses, said Ann Millan, director

of Dissatisfied Parents Together,
a Vienna, Va.-based consumer
group that was instrumental in
getting the 1986 compensation
law passed.

Several experts may be
needed, depending on the type of
harm done to a child.

And that's not all. Claimants

must also present "life care
plans" to determine the cost of
long-term care for a disabled
child. These plans, developed by
actuaries, cost between $5,000
and $8,000 each, Ms. Millan said.

Court filing fees, the cost of
traveling to Washington and
"miscellaneous" expenses can
reach $10,000 or more, she said.

These expenses are deducted
by the $30,000 maximum attor-
ney's fee, which makes lawyers
reluctant to take these cases.

Because of the expense--and

0

0.

the pre-1988 fund shortfalls-
"we can't get lawyers to take the
cases anymore," Ms. Millan said.

Under this system, even a
straightforward death case can
be expensive to litigate.

Janet Ciotoli, a registered
nurse in Endicott, N.Y., filed her
claim in October 1988, when the
fund's case load was still man-

ageable.
Her son, Richie, died in 1983,

33 hours after receiving his first
DPT vaccine. The case seemed

clear-cut: The death certificate,
she said, listed irreversible shock

from a "probable DPT reaction"
as the cause of death.

But her case was initially re-
jected by the HHS, and Ms. Cio-
toli had to appeal in the U.S.
Claims Court. She won.

Although Ms. Ciotoli's case
was settled within 13 months of

filing, expenses like expert wit-
ness fees still totaled $22,000,
she said.

And, cases can be much more
complicated.

2

For more information, contact:
Elaine Garner

4514 Cole Ave. · Suite 700

Dallas, TX 75205

214/5224204 • FAX: 214/520-1664

Like Ms. Ciotoli, Jim and
Marge Grant of Beaver Dam,
Wis., filed a claim in October
1988.

Their son Scott, now 31, is a

spastic quadriplegic who was
left physically and mentally im-
paired by seizures after receiving
the DPT vaccine as a baby. A
civil suit they brought years ago
failed for lack of adequate medi-
cal records.

The Grants' case was deemed

compensable and a final settle-
ment amount was determined by
the court in 1990. But the HHS

opposed the decision, and took
the issue to an appellate court in
February 1991. A decision was
finally handed down in June
1992.

Ms. Grant expects to receive
the first monthly compensation
check of $2,600 sometime this
month-almost four years after
filing with the "no-fault" sys-
tenn.

The Grants, who are both in
their 60s and who still care for

Scott, hope the monthly payment
will be enough to cover their
son's future medical expenses
when they can no longer care for
him. Plaintiffs who receive

awards through the fund relin-
quish all rights to other govern-
ment aid, like medical assistance
programs.

Tightening the rules
If fund administrators have

their way, it may be more diffi-

cult for plaintiffs to collect
through the fund in the future.

Vaccine committee hearings
are currently under way to con-
sider revising the fund's table of
injuries, the list of symptoms and
timetables that define who can

receive compensation.
"There is a very legitimate

concern that the vaccine injury
table is not the best that it could

be," Mr. Balbier said.
Such changes, which are sub-

ject to public hearings and are
ultimately approved by the Of-
fice of Management and Budget,
could include tightening the time
span for injuries; eliminating
some injuries; and indemnifying
other vaccines for diseases like

influenza, chicken pox and hepa-
titis B, he said.

But even with the fund's

faults, most observers do not ex-
pect a deluge of rejected cases to
come flooding into the court sys-
tern.

To date, only 28 petitioners
have elected to reject the judg-
ment of the claims court, fund

statistics show. Only 10 of those
people said they intended to sue.

The fund also has built-in

safeguards against massive civil
lawsuits. According to the law,
post-1988 plaintiffs cannot file a
lawsuit against a vaccine manu-
facturer or physician until fed-
eral compensation is either den-
ied, or offered and subsequently
refused.

And for post-1988 cases, the

Banks can sell insurance

in small Kentucky towns
FRANKFORT, Ky.-The Ken-

tucky Insurance Department will
likely appeal a federal judge's
decision that it must issue insur-

ance license applications to na-
tional banks operating in small
Kentucky towns.

Even though the U.S. Court of
Appeals for the District of Co-
lumbia determined in February
that the National Bank Act's

"small-town exemption" had
been repealed in 1916 (BI, Feb.
17), U.S. District Court Judge
Joseph M. Hood ruled Aug. 4 the
exemption is still in effect.
Therefore, national banks may
sell insurance in Kentucky towns
with populations of less than
5,000, he ruled.

The decision requires the Ken-
tucky Insurance Department to
issue insurance license applica-
tions to all banks requesting
them and says that it cannot turn
the banks down for a license just

For #he Record
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because they are banks.
The ruling stems from a 1991

lawsuit filed by the Kentucky
Bankers Assn. in Louisville and

three national banks. The plain-
tiffs argued that federal law per-
mits them to sell life, health, fire
and other insurance but that

state insurance regulators had
blocked those sales.

State work comp funds
in bad shape: Alliance

SCHAUMBURG, Ill.-The
Alliance of American Insurers'

latest analysis of the financial
condition of state workers com-

pensation funds supports its po-
sition that such funds are not

a "cure-all" for workers comp
problems.

Eight workers compensation
state funds have become "insol-

vent" since 1984, and the finan-
cial condition of six other work

comp funds has deteriorated over
the same period, according to the
report, "Workers Compensation
State Funds: Disappearing Capi-
tal."

In 1984, there were 19 state
funds-13 competitive and six
exclusive funds-and all but the

Washington state fund reported
that they were solvent, the Alli-
ance says.

But, the report shows that six
funds were "insolvent" by the
end of 1990: Colorado, Montana,
North Dakota, Ohio, West Vir-
ginia and Wyoming.

In addition, by mid-1991, the
Nevada fund reported it was "in-
solvent," and Minnesota regula-
tors took over operation of that
state's fund in 1992 because of

sharply declining surplus.
The Alliance also says funds in

six other states reported a weak-
ening of their capital position
since 1984: Arizona, California,

Maryland, Michigan, Pennsylva-
nia and Utah.

However, spokesmen for state
funds disagree with the Alli-
ance's conclusions, saying the

plaintiff's attorney must prove
causation and amount of dam-

ages, and then pursue a separate
action on punitive damages, Mr.
Wilson of ATLA said. "It's hard

to put together a case."
Most claimants say that such

restrictions make it easier for

victims to collect from the com-

pensation fund, despite its flaws.
Some families, though, do go to

court.

Edwin E. and Susan E. Hodges
of Costa Mesa, Calif., filed a
claim with the fund in 1990.

Seven years earlier, their 12-
week-old daughter, Cara, died
four hours after receiving her
first DPT vaccine. The case was

rejected by the compensation
system because Cara "didn't live
long enough" to develop many of
the symptoms set out in the table
of injuries, Mr. Hodges said.

The Hodges appealed the deci-
sion in the compensation system
and were again turned down.
Their case is now pending in the
U.S. Court of Appeals in Wash-
ington.

Under the restrictions imposed
by the fund, the suit is filed
against the secretary of the HHS.
If the Hodges win, the $250,000
flat death payment will come
from the fund.

But the amount doesn't matter to

Mr. Hodges. "It's not a money
issue. Whether we got $250,000 or
$250 million, it won't bring Cara
back," Mr. Hodges said. "We just
want our day in court." I

funds are not designed to main-
tain large surpluses.

The Alliance's analysis is
based on data published by the
American Assn. of State Com-

pensation Insurance.
Copies of the report (No. _R-

00016-0792) are available from
Alliance Customer Service De-

partment at 708-330-8587. The
report is free to Alliance mem-
bers but costs non-members $10.

Phone fraud cover

offers $1 million limit
HARTFORD, Conn.-The Tra-

velers Insurance Co. has intro-

duced a policy to protect com-
panies from remote-access
telephone fraud.

The product, believed to be the
first of its kind, is geared toward
Fortune 500 companies with
their own phone switching
equipment.

The coverage protects com-
panies from outside hackers who
gain access to internal phone
systems and then charge calls to
the company.

Illegal charges made 30 days
before and 30 days after the bill-
ing date cutoff in the month the
fraud is detected are covered.

Limits of up to $1 million per
company are available. Deduct-
ibles are 10% of policy limits.

Premiums start at $2,500 for
$50,000 of coverage and increase
to $49,400 for $1 million of cov-
erage. But, a 15% discount is
available if the coverage is added
to a crime policy written by Tra-
velers.

The telephone fraud coverage
also can be written separately.

United HealthCare

announces stock split
MINNEAPOLIS-United

HealthCare Corp. of Minneapolis
has announced a two-for-one

stock split for all shares out-
standing as of Sept. 1.

The additional shares, which

will be distributed Sept. 15, will
not reduce the annual per share
dividend amount. •
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Losses at Hafnia prompt restructuring
By ALINE SULLIVAN

LONDON-Danish insurer Haf-

nia Holdings A/S split into two
companies last week after trading in
its stock was suspended.

The Danish insurer has been

struggling after it and Norwegian
insurer UNI Storebrand A/S agreed
to drop their bid to acquire Skandia
Holding A.B. of Sweden. Skandia
opposed the move. Skandia later of-
fered to acquire Hafnia, but Haf-
nia's institutional investors rejected
that offer (BI, May 11; April 20).

Hafnia is transferring all assets to
a new unit, Hafnia Holding of 1992

A/S. The company, with equity cap-
ital of about 5.9 billion krone ($1.05
billion), will operate Hafnia's prop-
erty/casualty and life insurers as
well as its banking operations.

Parent Hafnia Holdings will be
left with liabilities 6f 6 billion krone

($1.07 billion), resulting in a net debt
for the two companies of about 100
million krone ($17.8 million).

Hafnia's insurance units will con-

tinue to pay claims. However, the
parent has stopped debt payments.

The deficit exists despite the 1.9
billion krone ($339 million) raised
through a stock offering last month
(BI, Aug. 3; July 13).
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QE2 to remain in drydock
for more than a month

LONDON-The Queen Elizabeth 2 may be unable to carry passen-
gers until late September as a result of damage suffered when the ship
was grounded earlier this month.

A spokesman for Cunard Steamship Co. P.L.C. said it is still too
early to quantify the business interruption claim (BI, Aug. 17).

After the ship hit a submerged rock Aug. 8 in shallow waters
off the cost of Massachusetts, Cunard thought the ship would be sea-
worthy by Aug. 18, missing only two transatlantic voyages. But hull
damage has turned out to be far worse than originally thought.

Cunard now expects the QE2 to miss six transatlantic cross-
ings and one cruise from Britain to Madeira and back.

Altogether, 10,000 passengers will be affected, the company's
spokesman said. Based on a minimum fare of more than $1,000 per
passenger, the cancellations will cost more than $10 million. However,
Cunard says that most of the passengers who have contacted the
company said they will reschedule their voyages.

Hull and business interruption coverage for the Cunard fleet is led
by the British insurer Commercial Union P.L.C.

A Commercial Union spokesman said its priority was to en-
sure that repairs to the vessel were carried out as quickly as possible.
CU declined to give any estimate of losses except to say that business
interruption would be more costly than hull damage.

-By William Pitt

Before the stock offering, Hafnia's
net debt was about 400 million

krone ($71.4 million). Since then, the
company has suffered an unrealized
loss of 700 million krone ($124.9
million) on its investment in Danish
insurer Baltica Holding A/S and
Skandia as well as 500 million krone

($89.2 million) in unrealized losses
on investments in Danish securities.

Increased provisions for financial
guarantee losses will cost 250 mil-
lion krone ($44.6 million), while the
company's July and August operat-
ing losses are expected to total 150
million krone ($26.8 million).

Analysts said Hafnia appears to

be seeking potential buyers for its
insurance units by separating them
from the parent's debts. Proceeds
could then be used to pay some of
the debt, while creditors may as-
sume debt in exchange for equity in
the remaining insurance operations.

"Hafnia wants its insurance com-

panies to continue as a going con-
cern until it can find a buyer for
them," said Michael Wheelhouse, an

insurance analyst at Hoare Govett
in London. "But the Danish govern-
ment isn't going to allow these com-
panies to operate with a bust hold-
ing company for very long. Hafnia
probably has about three months."

Baltica and Skandia may seek to
buy some of Hafnia's operations,
particularly its life insurance opera-
tions, said Angus Runciman, an an-
alyst with BNP Securities in Lon-
don. Hafnia, which owns 34% of
Baltica and 14.8% of Skandia, has
been negotiating to sell those stakes.

"There may be political pressure
in Denmark for Baltica to take over

some of Hafnia," he said. "There
should be a Danish answer to this

problem because Danish interests"
blocked Skanclia's offer.

Standard & Poor's last week

lowered Hafnia's claims-paying
ability rating to BB from BBB. i

U.K. insurers post gains
But Royal, CU and
General Accident

continue to report
first-half net losses

By WILLIAM PITT

LONDON-Britain's leading in-
surers are reporting improved first-
half results, but sharp rate hikes in
the United Kingdom still are not
offsetting recession-related claims
and have not returned insurers' re-
sults to the black.

Only three of the seven largest
U.K. insurers have reported their
half-year results: Royal Insurance
Holdings PLC., Commercial Union
Assurance Co. P.L.C. and General
Accident Fire & Life Assurance

Corp. P.L.C. All three reported net
losses, but the losses were smaller
than'in the first half of 1991.

In General Accident's case, the

improvement was dramatic: For the
first half of this year, General Acci-
dent reported a pretax loss of 21.2
million pounds ($40.4 million at the
appropriate exchange rate), an 80%
improvement over a loss of 105.2
million pounds ($170.8 million) for
the first half of 1991.

Uniquely among the three com-
panies that have reported so far,
General Accident managed to make
a profit of 9.5 million ($18.1 million)
in the second quarter. Neil Robert-
son, General Accident's chief gen-
eral manager, interprets this as con-
firmation that "the remedial action

we have taken is proving effective."
These actions include rate hikes

for major U.K. lines of business.

For Royal Insurance, the biggest
non-life insurer in Britain, the bur-
den of domestic mortgage indemnity
claims continues to depress results.
Royal has a 20% share of the U.K
mortgage indemnity market, which
protects home lenders from a fall in
the market value of mortgaged
properties. A claim is triggered
when the mortgage holder is unable
to keep up repayments and the
property is repossessed.

Repossessions have been growing
in Britain as unemployment soars
and those laid off are unable to

make mortgage payments.
Domestic mortgage indemnity

claims saddled Royal with 100 mil-
lion pounds ($190.4 million at the
appropriate exchange rate) in un-
derwriting losses in the first half of
this year. Much of this loss was at-

Continued on next page

Middleton rumored to be

new Lloyd's chief executive
By STACY SHAPIRO
and GAVIN SOUTER

LONDON-Industry observers in
London are speculating that the
Council of Lloyd's will name Peter
Middleton as the market's next chief
executive.

However, Lloyd's will not com-
ment on numerous news reports in
the United Kingdom that Mr. Mid-
dleton, chief executive of travel
group Thomas Cook Ltd., tops the
list of candidates.

The identity of the new chief ex-
ecutive will be announced after the

council's next meeting on Sept. 9.
Mr. Middleton would succeed

Alan Lord, who retired as chief ex-
ecutive in June. The post was left
vacant in anticipation of upcoming

LONDON

changes in governing structure.
The duties of chief executive cur-

rently are being filled by three Cor-
poration of Lloyd's executives until
a new chief executive is appointed.
They are: John Gaynor, head of fi-
nance; Andrew Duiguid, head of
market services; and Bob Hewes,
head of regulatory services (BI, Feb.
24).

Mr. Middleton, named chief exec-
utive of Thomas Cook in December

1987, helped its parent, Midland
Bank P.L.C., negotiate the travel
agency's sale for 200 million pounds
($377.4 million at appropriate ex-
change rates) to LTU, one of Ger-

many's largest package-tour opera-
tors.

Before joining Thomas Cook, he
spent 16 years in the British govern-
ment's Foreign and Commonwealth
Office.

The person who becomes chief ex-
ecutive will sit on the Market Board,
which will oversee the development
of Lloyd's business, according to the
new plans for Lloyd's governance
drawn up by a committee headed by
Sir Jeremy Morse and approved by
the council (BI, July 6).

Unlike Mr. Lord, the new chief
executive will not be charged with
drafting and implementing regula-
tions, a task that will be taken over
by a head of regulation who will
oversee a new Regulatory Board.

Continued on next page

Underwriting loss triggers fall in Allianz stock
By DON LEWIS KIRK

MUNICH-Allianz A.G. Hold-

ing's stock has tumbled dramati-
cally after the huge insurer re-
ported its 1991 underwriting loss
of 1.78 billion deutsche marks

($1.17 billion at the appropriate
exchange rate)

That loss compares with an un-
derwriting gain of 182 million
deutsche marks ($100.5 million)
in fiscal 1990/1991.

The Munich-based insurance

group's stock dropped to 1,675

deutsche marks ($1,151) per
share on Aug. 17, compared with
1,695 deutsche marks ($1,165)
per share a week earlier. How-
ever, that's still down from 1,785
deutsche marks ($1,218) per
share shortly after the results
were announced and from an

April high of 2,238 deutsche
marks ($1,410).

Despite the underwriting loss,
Allianz reported a 4% gain in af-
tertax net income to 1.05 billion

deutsche marks ($687.6 million),
up from 1.01 billion deutsche

marks ($555.9 million) in 1990,
largely on the strength of invest-
ment income gains.

Total premium volume, fueled
by Allianz's expansion into the
former East Germany and con-
solidation of its investment in

Fireman's Fund Insurance Co. in

the United states, rose 27% to
48.7 billion deutsche marks

($31.95 billion).
Noting that U.S. insurers tra-

ditionally report underwriting
losses, Allianz pointed out that it
absorbed 625 million deutsche

marks ($407.6 million) in under-
writing losses in 1991 by consoli-
dating Fireman's Fund's results.

Despite the gains in net profits
and premium volume, fears of
dividend cuts fueled a sell-off.

Allianz says it is not worried
about the underwriting loss. The
company acknowledges that the
burden ofits expansion into
eastern Germany and other na-
tions is showing but contends
that the effect is not significant
enough to warrant concern.

"Fears are unsubstantiated,"

an Allianz spokesman said.
"We've got a brilliant market
position. Of course there are
problems. We have to make
headway in a market that didn't
exist before. In the next years,
we expect to spend nearly 2
billion deutsche marks ($1.36
billion at current exchange rates)
to bring (East German) business
up to (West German) standards.
But no one looks at the benefits.

We gained over 3 million deut-
sche marks ($1.97 billion at ap-

Continued on page 25
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Continued from previous page
tributable to what Royal called its
"prudent approach" to reserving.
The company has incurred DMI
claims of 90 million pounds ($171.3
million) over the past 18 months,
and earmarked reserves of 325 mil-

lion pounds ($618.6 million) in the
first half of this year to cover future
claims.

Soaring claims also have lowered
Royal's solvency margin, the net
worth of the company as a percent-
age of its net non-life premiums. In
March of this year, Royal's solvency
margin had slipped to 29%, com-
pared with 40% at the end in 1991.

Royal's solution, announced on
Aug. 13, was to spin off its life in-
surance business from Royal Insur-
ance PLC. and form a new subsidi-

ary of Royal Insurance Holdings.
Royal Insurance P.L.C. complained
that, under the previous arrange-
ment, its net worth was being de-
pleted by life insurance loans unre-
lated to its non-life business.

The result was to boost the sol-

vency margin of Royal Insurance
P.L.C.-the non-life insurer stripped
of the hfe operations-to 40% as of
June 30.

By contrast with Royal, CU has
had a much easier time, though the
Irish Republican Army bomb that
nearly destroyed its London head-

INTERNATIONAL

quarters in April ensured that 1992's
first half was not uneventful.

CU incurred net claims of 15 mil-

lion pounds ($28.6 million) from the
bomb blast, but still managed an
improved performance over last
year's first half. Pretax operating
losses were 18.1 million pounds
($36.6 million), down 26% from 26.3
million ($39.3 million) in 1991.

The main difference between CU

and Royal is CU's insignificant ex-
posure to DMI claims. Its under-
writing loss from this class of busi-
ness was 4.5 million pounds ($8.6
million) in the first half of this year.

Nevertheless, CU lamented that
other "recession-related" losses

were higher. Theft claims rose 37%
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to 27 million pounds ($51.4 million).
CU was not alone in feeling the

impact of the IRA bomb on its bot-
tom line. General Accident paid out
6 million pounds ($11.42 million) net
of reinsurance to the victims of

bomb damage, and Royal paid out
11 million ($21 million) net.

More worrisome to British insur-

ers than the prospect of further IRA
bombs is the prospect that continen-
tal European insurers may target
the U.K. market and drive rates

down again.

Angus Runciman, an insurance
analyst at BNP Securities in Lon-
don, warned continental insurers
like Germany's Allianz AG. Hold-
ings or France's UAP Group may

LONDON

Continued from previous page

Lloyd's wins dismissal
A group of U.S. members of

Lloyd's of Landon will appeal a rul-
ing by a New York federal judge
that their suits charging Lloyd's
violated U.S. securities and racke-

teering laws must be heard in En-
glish courts.

The agreements the members
signed when they joined Lloyd's
compel them to seek any redress
in England, U.S. District Judge
Morris E. Lasker ruled last week.

Granting a motion by Lloyd's,
Judge Lasker dismissed suits by
U.S. members charging managing
agents and members' agents with
violating U.S. securities laws and
the Racketeer Influenced and Cor-

rupt Organizations act (BI, Sept. 16,
1991).

examine several key problem states and
the development and progress of reform
efforts in those states ... discuss how

employers are applying health care cost
management tools - especially managed
care - to reduce soaring workers
compensation costs ... examine the rise
in occupational disease claims ... outline
the simple loss control steps employers
can take to reduce employee injuries ...
and, evaluate the problems that
employers face when trying to provide
vocational rehabilitation services to

injured employees.

BI's directories make it easy for
corporate insurance buyers to find
the right people for the job. BI's
annual Directories of Safety Consultants
and Rehabilitation Services are designed
to give a helping hand in finding the
personnel, resources and services needed
to build a solid framework for workers

compensation programs.

With what BI is constructing, this issue
will attract the executives you want to
reach. So reserve your space in Business
Insurance today, and build the awareness
your message deserves.

i
%

turn their attention to the U.K.

UAP currently has scarcely any
presence in the U.K. non-life mar-
ket, but Allianz writes U,L. business
through subsidiary Cornhill Insur-
ance P.L.C. A ferocious drive to win

market share as a unified market for

insurance evolves in Europe has al-
ready pushed rates down for com-
mercial lines business throughout
most of Europe.

Mr. Runciman noted that conti-

nental insurers have not lost money
on mortgage indemnity insurance. If
they decide to target the U.K. mar-
ket, the rate increases that British
insurers have struggled so hard to
achieve may quickly collapse, he
warned. •

All 115 members have incurred

severe losses. The members, repre-
sented by Proskauer Rose Goetz &
Mendelsohn in New York, will ap-
peal the decision.

The members suit alleges "that
Lloyd's and their managing and
members' agents solicited their in-
vestment in syndicates with false
representations, downplaying the
risks and exaggerating the benefits
associated with such investments."

Upon joining Lloyd's, all mem-
bers are required to sign agreements
that any dispute with Lloyd's will
be heard in England under English
law, the judge noted. "Plaintiffs
went to England to become mern-
bers of a distinctively British entity,
invested in syndicates operating out
of London and entered numerous

contracts, all of which stated plainly
that Lloyd's affairs and plaintiffs'
investment would be administered

in English courts and English arbi-
tration." •
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Alternative care
Continued from page 3
the best."

And, most employers are "ex-
tremely receptive once they see
what is available in subacute

care," said Mary Hanley, presi-
dent of Cincinnati-based Health

Service Affiliates, a preferred
provider organization that pro-
vides ancillary services including
dialysis; home health care; intra-
venous therapy; laboratory
work; and physical, speech and
respiratory therapies.

All health care payers are in-
creasingly interested in "finding
an appropriate place of treat-
ment," said Erick Hanson, vp-
payer relations at Deerfield, Ill.-
based Caremark Inc.

The Baxter International Inc.

unit, which will be spun off by
year-end (BI, July 20), will pro-
vide products and services for

Allianz

Continued from page 23
propriate exchange rate) in pre-
miums for what amounts to 440

million deutsche marks ($288.7
million)."

In 1990, Allianz gained a domi-
nant position in the East German
market when it acquired the for-
mer state insurance monopoly
Staatliche Versicherung. At that
time, competitors charged that
the Allianz deal was monopolis-
tic. Since then, however, Allianz
has incurred substantial ex-

penses in building a new insur-
ance network.

German banks, including the
largest, Deutsche Bank, express
concern about Allianz's position.
At the beginning of August,
Deutsche Bank analysts told in-
vestors that potential returns on
-Allianz shares were highly over-
rated. While Allianz expected re-
turns on 1991 shares to amount

to 40.85 deutsche marks per
share ($27 at the year-end 1991
exchange rate), DB Research-a
subsidiary of Deutsche Bank-
maintained that 26 deutsche

marks ($17.19) per share was
more realistic.

Oliver Gunter, a Frankfurt an-
alyst for Bank of Liechtenstein,
says he expects the stock lo drop
as low as 1,400 deutsche marks
($959.60).

In addition to the July 28 re-
port of underwriting losses, ana-
lysts say another warning sign of
trouble at Allianz is the planned
reduction in its workforce to

5,000 from 10,000 in its East
German offices.

Allianz claims it's a matter of

how you look at it. "These aren't
ordinary losses," the spokesman
says. "We are pouring millions
into training and technology. As
far as we are concerned, losses in
connection with our East Ger-

man operation have nothing to
do with the way we do business.
As far as the workforce is con-

cerned, we are just taking people
out of the office and making
them part of our sales force.
They aren't losing their job, just
getting another one."

Allianz's underwriting losses
are due to its international

scope, according to the spokes-
man. "When you work in as
many markets as we do, it's not
unusual to have underwriting
losses. However, our investments
more than compensate. More
than 50% of our business is done

abroad/'

Allianz says underwriting
losses in East Germany have re-
sulted in part from a government
ceiling on premiums that is
20% below the West German

level. •

home health care, AIDS care,

women's health care, physical
therapy and prescription ser-
vices.

Indeed, "Acute medical and
surgical treatment that was tra-
ditionally inpatient is leaving
that setting at supersonic speed,"
said Lance Hoxie, director of
ambulatory care accreditation
services of the Joint Commission
on Accreditation of Healthcare

Organizations in Oakbrook Ter-
race, Ill.

"These programs are becoming
more prevalent. To a great extent
they can enhance recuperation,"
said Kathy Fliehler, vp of review
at the Sunderbruch Corp., a uti-
lization review vendor based in

West Des Moines, Iowa.
Among the largest alternative

site providers is Vencor Inc.,
which operates 20 hospitals na-
tionwide for intermediate-term

acute hospital care, up from 13

at year-end 1990. Its net revenue
soared to $135 million in 1991
from $79.8 million in 1990 and
$29.1 million in 1988.

Most of Vencor's patients come
out of hospital intensive care
units, and 80% are dependent on
life-support systems when they
arrive. The average stay at a
Vencor hospital is 80 days.

Vencor claims it can care for

these patients for about half the
amount charged by hospitals.

"There are a number of people
in hospitals who fall through the
cracks. They don't really fit into
the intensive care units they are
in, but they are much too ill to be
in any bed but a hospital bed,"
said Michael Barr, co-founder
and vp-operations.

The Louisville, Ky.-based com-
pany, which was founded in
1985, was the first to open a hos-
pital just for catastrophically ill
patients, Mr. Barr said.
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"We are modeled after burn

hospitals and children's hospi-
tals," he said. "We are a spe-
cialty hospital, but our specialty
is severely ill patients."

American Transitional, which
operates both a facility in Hous-
ton that shares a site with a

nursing home and a stand-alone
alternative care hospital in Dal-
las, provides post-surgical and
ventilator care, rehabilitation for
extremely ill patients and
chemotherapy.

Costs at American Transitional

range from 20% to 40% of the
costs at acute care hospitals, and
the average length of stay is 65 to
90 days, Ms. Griffin said.

American Transitional has

completed negotiations to ac-
quire Synergos Inc., a Santa Ana,
Calif.-based provider of neuro-
logical treatment centers in
Phoenix, San Francisco and
Seattle, according to President

THE EIGHTH ANNUAL NATIONAL HEALTH

MANAGEMENT CONFERENCE

September 10-11, 1992 Chicago Hilton and Towers
Chicago, Illinois

HEALTHY

and CEO Bob Crosby. ATH is
still conducting a market analy-
sis to determine which of the fa-

cilities can be converted to tran-

sitional care hospitals.
The firm, founded in 1987,

plans to acquire at least two new
hospitals this year and four in
1993.

Eight years ago, The Hillhaven
Corp., which operates more than
300 nursing centers in 34 states,
began developing inpatient
rehab units within existing nurs-
ing homes. Today, more than 40
Hillhaven facilities offer suta-
cute medical care and rehabilita-

tion as alternatives to acute care

or rehabilitation hospitals, said
Chris Marker, president of the
Tacoma, Wash.-based company.

That number could expand to
as many as 80, including a stand-
alone alternative hospital facil-
ity, Mr. Marker said.

Continued on next poge

PEOPLE 2000

RESOLUTIONS FOR TODAY'S

HEALTH CARE DILEMMA

Plan to join America's leading Healthy People 2000 cooperative in an intensive exchange of ideas

and information with the nation's most prominent authorities on health care, health promotion and

disease prevention.

DISCUSSIONS WILL INCLUDE:

* Demand Reduction: the ultimate solution for containing costs

* Responding to the Health Care Crisis: the corporate, labor, insurance,

and provider perspectives

* Health Promotion and Disease Prevention in Organized Systems of Care

* Informed Choice: physicians and patients making more appropriate decisions

PLEASE MAKE YOUR RESERVATIONS TODAY

Attendance will be limited to 500 registrants, so please call orwrite for registration information today:

The National Health Management Foundation
2 North Point

San Francisco, CA 94133

(415) 445-5888

Sponsored by The National Health

Management Foundation in conjuction with

The Blue Cross and Blue Shield Association.

*
NATIONAL HEALTH

MANAGEMENT FOUNDATION=

Blue Cross

 '*f Blue Shield
I® V; of Illinois



gU / DUat,6666 1/66U/Unle, AUgUSL 49, 133Z

Alternative care on a case-by-case basis, Mr pretty slow to move The practice alternative facility stays like facilities are indeed legitimate,"
Dettmer said of medicine is ahead of insur- preadmission requirements, length Mr Grams said

Continued from previous page "We're not using (alternatives) ers," Caremark's Mr Hanson of stay deternunations concurrent However, some UR vendors are
"Hillhaven will never compete now," said Carl Verdone, man- said review willing to make exceptions for

with acute hospitals for medi- ager of corporate employee bene- Health insurance policies "still "It is more patient-specific You quallty providers
cally complex patients," Mr fits at GAF Corp in Wayne, N J dictate health care," he contmued have to look at the patient's re- "Sometimes when we find a fa-
Marker said "It's something fairly new We That could be ellminated if "payers sources and condition, his insur- cillty that may not have accredi-

However, the company "is able might use them in the future if better understood the delivery of ance and family support It's not as tation, we will recommend a pa-
to provide subacute medical and they're as good as we think they care across the continuum of an purely clinical as a hospital re- tient be placed there because (the
rehabilitation services at a sig- might be " Illness " view," Ms Fliehler said provider's) reputation or our past
nificant cost savings to payers Some health care payers are Stlll, despite the enormous sav- The degree of variation is much working relationship tells us they
(over what) they have tradition- covering the cost of these facili- ings that are possible by using al- greater Hospital stays vary within can dehver the quality of care," In-
ally experienced within hospital ties only on a case-by-case basis, ternative care facilities, employers a limited range," she said tracorp's Ms Mizel said
settings," he said and others are even beginning to should examine these providers Many employers and insurers While the JCAHO does not have

Rehabilitation in an acute care rewrite health plans to specifi- carefully before turning to them, also are reluctant to cover the cost a specific accreditation for alterna-
hospital costs between $ 1,000 cally cover facilities, said Rylla beneht consultants and employers of alternative hospital facillties be- tive health care facilities, it can ac-
and $1,500 per day, said Lane Riverman, Western region sales caution cause of the lack of specific accred- credit them by tailoring the ac-
Bowen, vp of Hillhaven's reha- executive with Ethix Corp of "If it's priced marginally below itation for such facilities creditation process to fit the
bilitation division Portland, Ore, a managed care the original treatment, they're Ms Hanley cautioned that "it's provider, Mr Hoxie said

Hillhaven can cut those daily firm golng to make (it) up on volume of relatively easy and relatively lu- The JCAHO accredits organiza-
costs to between $225 and $275 "We are advising clients to services or number of days," said crative for substandard providers" tions rather than specific services,
for intensive nursing with some look at some of these areas that Michael MeGarvey, managing to start up such facillties but it has changed its accreditation
rehabilitation services, to be- were never covered before" director of Alexander & Alexander The facillties respond that their procedures to keep up with the
tween $375 and $425 for inten- under their health plans, like al- Consulting Group Inc 's Health industry 15 so new that there is no health care marketplace, Mr Hoxie
sive subacute rehabilitation ser- ternative hospital care, skilled Strategies Group specific accreditation for them to noted
vices, and to $550 for intensive nursing and home health care, A managed care firm should obtain More providers are expanding
medical care for patients with said Deirdre Kelly, a consultant monitor length of stay to deter- As a result, many of the facill- their range of services to include
head trauma or who are ventila- with T PF& Cin Atlanta,a mine whether keeping a patient in ties are working on obtaining some combinations that cross traditional
tor-dependent Towers Perrin Co unit a higher-priced hospital bed but sort of accreditation-as a hospital, boundanes, he said

Other health care payers are And, provisions are "starting for a shorter period of time would for example even though they do For example, the JCAHO has de-
looking for more evidence that to be written in" health plans to be more cost-effective, he said not fit squarely into that mold veloped standards for mental
alternative hospital care facill- specifically cover the cost of al- But, employers, insurers and Some also are devising their own health, long-term care, hospitals,
ties can live up to their cost-sav- ternative hospital care, said HMOs should "focus not lust on standards home health care and ambulatory
ing claims and will not make up Caremark's Mr Hanson price when contracting with an al- For example, Vencor hospitals care But now home health care
for cheaper services by inflating In particular, "Self-insureds ternative care facility," said Ms are hcensed and accredited as full- providers are adding infusion cen-
lengths of stay may be more apt to" and cover Fliehler of Sunderbruch Rather, service hospitals, Mr Barr said ters for intravenous treatment, and

"Out-of-hospital care is not the cost of care provided by al- health care payers should look at Most utilization review vendors head trauma and spinal injury re-
necessarily less expensive We ternative hospital facilities, said quality of care, access to primary require that alterative care facih- habilitation centers are offering
have to wait and see if that Terri Mizel, central division physicians, the available technol- ties be certified as hospitals, nurs- mental health services to help pa-
proves to be true," said Ron director for case management for ogyand performance history ing homes or rehabilltation centers, tients learn to cope with life after
Dettmer, master printer section Intracorp in Lisle, Ill She also pointed out that utili- even if these facilities do not solely their Injuries
manager of the Printing Indus- Self-insurers are far more zation review for alternative hospi- provide those services "What we have seen is a recon-
tries Assn of Southern Ohio flexible, more innovative," tal facilities and traditional hospi- Self-insured Circle K requires all figuration, a blending of entities

The group sponsors two health agreed Ms Hanley of Health tals differs providers to obtain some sort of ac- More and more organizations offer
care plans that cover home care, Services Affiliates Sunderbruch lS less inclined to creditation services that span the spectrum of
nursing homes and hospice care "The insurance industry is implement review procedures for "We want some assurance the accreditation," Mr Hone said I
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Free trade pact gest insurance market in the world, can operations-stand to gain from joi-ity ownership," Mr McCarty said
immediately behind France, said the trade pact said A&A has had a correspondent

Continued from page 1 Mr Parker, who is a retired Chubb "From my perspective, I think Earher this month, MetLife an- relationship with a Mexican bro-
North America, eliminate bamers managmg director and senior vp it w111 certamly open up the market nounced a Joint venture partner- ker, Asesores Kennedy Agence de
to mvestment, and strengthen the The Mexican insurance mdustry to the extent that we will see prob- ship with Banco Santander in Se- Seguros SA, since 1976, Mr Perez
protection of Intellectual property "has been relatively protected and ably a better range of insurance guros Genesis, a Mexican insurer noted "This gives us an opportu-
rights has shied away from any outside products on the Mexican market that sells both life insurance and nity to invest m Mexico, which is

Eliminating tariffs and other competition," said William O'Neill, because of NAFTA," commented pension products MetLife and something we've been very in-
trade bamers is expected to cre- senior vp of Standard & Poor's Douglas Smith, senior vp and man- Banco Santander own a 49% Inter- terested in doing
ate an open market of more than Corp m New York ager of the international depart- est in Seguros Genesis. with the re- We view this as a very favor-

360 million people and more than But, if U S manufacturers move ment at Johnson & Higgins m New mainder held by Mexican inves- able opportunity to invest in a
$6 trilhon in annual output more operations to Mexico as they York tors country," he said

Until now, the Mexican insur- are expected to if NAFTA is signed For multinational buyers m par- As a result of the agreement, Aetna Life & Casualty Co plans

ance market has been highly re- into law, many U S property/ca- ticular, NAFTA would result m -We could now have m due course to continue with its lomt venture in
strictive, with foreign insurers and sualty insurers will "follow the better services and a better range a greater position- m Genems, said Menco
brokers forbidden to hold malonty flag," Mr O'Neill predicted The of products, he said "There'11 be Wilham G Poortvhet, executive vp In February, subsidiary Aetna
ownership of Mexican companies same will be true of brokers, he more room to maneuver " in charge of MetLife's interna- International Inc entered mto an

Under the trade agreement- added NAFrA will eventually "mcrease tional operations insurance joint venture with Va-

precise terms of which have not Significant growth also could competition against all companies "We think it's very positive," he lores de Monterrey SA de CV,

been released-U S and Canadian come in employee benefits hke m the Mexican msurance market, said of NAPTA a Mexican insurance holdmg com-

insurers could gain access to the group health and pension plans, said Ronald J Anderson, chairman Joe Graziano, a senior vp with pany Under the agreement, Aetna
market in one of two ways Mr McCarty said Mexican offi- of the International Insurance Rehance National Insurance Co in acquired 10% of each of two

• They could form lomt ventures cials have mdicated they will move Council m Washington and a se- New York, said "We're very close VAMSA subsidiaries, one a multi-
with Mexican msurers, holding up toward pnvatization of these bene- nior vp at AIG's American Inter- to completmg an investment in one hne msurer and the other a bond-
to 30% equity participation by fits over the next few years national Underwriters unit of the Mexican companies and plan mg company
1994 and 51% by 1998 Full owner- This could be an even bigger at- And that is "always good for to conduct business m Mexico as NAFTA "shouldn't impede US in
ship would be allowed by the year traction to U S insurers than Mex- the buyer," he said soon as we're able " any way, and it might, in fact,

2000 There would be no aggregate 1CO'S property/casualty business, he Multinational buyers would no The Mexican company, which make it easier to grow with our
or individual limits on market said U S msurers "have a lot of longer be restricted to purchasmg Mr Graziano would not identify, business there," said an Aetna
share for U S or Canadian firms things they can bring into" the em- the traditional msurance products will write specialty property and spokesman

• They could set up subsidiaries, ployee benefit market because of available in the Mexican market, casualty Insurance, Including large Several companies have con-
subject to aggregate market share their long experience in this area, Mr McCarty said "They'll be able nsks, directors and ofhcers insur- tacted Russell Miller Inc about
caps of 6% that will gradually in- Mr McCarty said to buy a much broader range of ance, and some accident and health "how they might develop their
crease to 12% in 1999 and to indi- Mexico is a potential growth products " coverage business" because of the trade

vidual market share caps of 15% area for group health and hfe, as U S risk managers, however, are Mr Graziano said Rehance will pact, said Russell R Miller, chair-
These limits would be eliminated well as individual coverages, uncertain of the impact on their acquire a 30% stake in the com- man of the San Francisco invest-
on Jan 1, 2000 agreed a spokesman for the Wash- compames' Mexican operations pany, the maximum permitted ment bank that specializes in the

U S and Canadian companies ington-based American Council of "We're kind of watching it," said under the agreement Insurance Industry

that now have stakes in Mexican Life Insurers, which represents 600 Thomas W Ludwick, risk manager M&M, which has a correspon- "I think it'S just going to take

insurers also could increase their life and health insurers NAPTA at Farah Inc m El Paso, Texas dent relationship with Mexican m- time for people to understand the
current minority stakes to 100% will improve the Mexican econ- "We're not sure how it Wlll affect surance broker Bouchier Marquad process and to see what busmess
ownership by Jan 1, 1996 omy, creating a larger middle class, us " Zepeda, "would probably look at" advantages might develop," he

And, intermedianes, mcluding and there "wlll be a need of us," he Farah operates to facilities in talang an equity stake, Ms Kanaga commented .

brokers and service vendors like said Mexico

claims adlusters, could set up sub- But, only a few Insurers and bro- The agreement is not a big topic
sidiaries with no ownership or kers are expected to begm Invest- among risk managers further east
market share hmits ing in Mexican firms initially in Texas either, pomted out James

U S -Canadian trade is not ex- "I think you'll see insurance E Green, risk manager at Justin
pected to be affected much by the companies probably buying out Industnes Inc, a western footwear insurance Services Guide
agreement because few barriers their local partners, and I think manufacturer in Fort Worth
now exist you'll see changes in the brokerage It does not come up much at

Congress still must enact a bill side as well," predicted Katherme local meetings of the Risk & In-
-implementing NAFTA Considera- Kanga, an M&M vp based in New surance Management Society Inc InPhoto Surveillance PSYCHIATRIC PHYSICIAN REVIEW

tion of such legislation will not York and there have been no seminars --ailll Long Range Video
A nabonal network of consulbng physicians

begn untll early 1993 "I do not think there w111 be a about the impact of the treaty, Mr difil Surveillance of Claim- PREST & ASSOCIATES, INC.
President Bush says he supports major rush of U S companies mto Green said 'IP Fh ants Agents within 3 James Richard Prest MID Charmain

the agreement But, Democratic Mexico," said CIGNA's Mr "In the sense of re-thinking our
the U S population Case Rev,ew For Insurance Companies. Claims

presidential nominee Bill Clinton McCarty He predicted 10 or 12 strategic planning in nsk manage- Administrators. Self Insured Employers

has said he would have to review companies will enter the market ment, we think it W111 have no sig-
800-822-8220 FAX 800-7520720 Managed Care Firms. HMOs. EAPs

how NAFrA would protect US overthenext three years mficant impact on us," said Robert 2304 Wimbledon Way

jobs and environmental standards J D Dawson, owner of broker Ozment, director of corporate and
las Vega Nevada 89107

before taking a position Dawson y Correa, which has of- employee insurance at Ford Motor
FAX 7022584669

PHONE 7022584384

CIGNA Senior Vp Jim McCarty, fices m Mexico City and Las Co- CO m Dearborn, Mich
44

who has followed the issue for two hnas, Texas, said he expects major We've already got facilities
years, said he is confident Congress U S brokers to seek majority ow- there with msurance m place," Mr r
will approve the agreement re- nership in Mexican brokerages by Ozment noted, adding that any O& gfeattr THIS! Automated Benefit Administration,
gardless of who is in the White the end of the decade as would be new operations could easily be 1 Claims Processing and Management
House allowed under NAFrA added to the company's current in- SysteminstallednationwideandinPuerto

"I think it's got a very good "There will be an eight-year surance program
chance of making lt through Con- growing-up period for the Mexi- Ford operates several facilities
gress with or without the presi- can brokers to get tough and get m Mexico, mcluding a large en-
dent," he said ready for the big guys coming in," gine plant and an operation that =THIS! 3

Rico since 1979.

THIS! Real-time claims adjudication,
COBRA, EAP, Cost Containment,

"I think there's enough general he said produces Escort automobiles that Managed Care and extensive reporting
support building up" to carry it But, "The major Amencan bro- are shipped back to the United S;>Gte d 966 capabilities with clear. concise processing
through, he said "I'm much more kers are here to some extent any- States
optimistic about it now than I was way," he said "They have rela- Meanwhile, several mternational Call Tblos and ask for THIS!
six months ago " tionships with Mexican brokers " msurers and brokers say they an- 1fsms

"A lot of people want this to The overall effect on U S in- ticipate increasmg their stakes m (805) 968-2551 • Fax (805) 968-2589 COMPUTING INC.

happen, so there's going to be a surers, though, will be inslgnifi- response to NAFTA 42 Aero Cammo, Suite 102 • Goleta, CA 93117

lot of people looking for its ap- cant, some insurance experts be- "AIG has long had a significant
proval " said Jack Perez, senior vp heve presence m the Mexican insurance
of A&k Services and chief execu- "I'm not sure what it really market, and we wil now be per-
tive officer of its Latm America/ means," said Harry Fong, direc- mitted to move to malority owner-
Canbbean region tor of research and senior analyst ship within a few years," noted

Reach For The Stars
Several factors make Mexico at- with Conning & Co in Hartford, Maurice R Greenberg, AIG's Investigate this new generation of quality software solutions for health

tractive to U S business, inclu(ling Conn chairman and chief executive offi- benefits management, workers' compensation claims, general liability,
new economic opportunities and Few U S insurers and brokers cer medical cost containment, including
the country's proximity to the have operations m Mexico, he said AIG looks forward -to bringmg
United States, Mr Perez said "I would say it's going to be an in- our resources to serve the needs of ISP HealthStar • ISP CompStar • ISP MultiStar • ISP MediStar

"It's gomg to be a growing op- significant amount of activity " this rapidly growing market econ-
portunity," he said "These are in- While companies like AIG and omy on our own doorstep," Mr
teresting times " M&M might become further in- Greenberg said For more information about the many ways

There is large potential for volved in the Mexican market, the Chubb, which holds a minority you can benefit from

growth in the Mexican insurance business they will generate proba- Interest m Mexican Insurer Equl- Insurance Software Packages. Inc ..../
market, agreed Henry Parker, a bly would be quite modest, Mr tativa Seguros SA, has not de- write to us at

consultant to Chubb Corp 's chair- Fong said "I lust don't see a lot for cided by how much it unll mcrease
3625 Queen Palm Drive

man who served as a government the industry " its stake But "clearly," Mr Parker
Tampa. FL 33619
or call (800) 237-8133 in the U.1,

adviser on NAFrA Gloria Vogel, first vp and in- said, "we're going to go up a lot (813) 6214069 m Florida

For example, bnnging per-capita surance analyst with Lehman higher than the 30% that we now
insurance spending in Mexico up Bros , agreed "Not that many have "
to Spain's level would increase companies have any interest or de- For CIGNA-which now holds For .1(ivprtlsing Inforrn,INon in the INSURANCE SERVICES GUIDE
total prermums twelvefold to $42 sire a relationship with Mexico " a 49% interest in Seguros CIGNA Contrict Marg,iret H ikido /40 Rip,h Strnfl Chic,1(Jo, Illinois 60611
billion from $35 billion That Insurance buyers m Mexico-m- -the trade pact gives it "a very Telephone (312) 649 5 140

would make Mexico the sixth-lar- cluding U S companies with Mexi- clear-cut path to move toward ma-
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*mericans with
Disabilities Act"
is in effect now...

Nicotine patch
Continued from page 3
vent cancer, heart failure, emphy-
serna and other life-threatening ill-
nesses."

The suit charges the Des Moines,
Iowa-based insurer with breach of

contract, consumer fraud and de-
ceptive trade practices because its
policy does not specifically exclude
the cost of nicotine patches from
reimbursement, Mr. Holstein said.

Principal Mutual's denial of the
claim is particularly ironic because
the insurer offers non-smokers pol-
icy discounts, and the costs to treat
lung or heart diseases associated
with smoking far outstrip the cost
of the patch, he said.

"Why deny a $500 claim that
could perhaps save hundreds of
thousands of dollars on an indi-
vidual?" he asked.

Principal Mutual had not re-
ceived official notice of the lawsuit

The Home is

taking applications
for coverage now.
The Home has created an innovative

coverage to provide added protection
for lawsuits and administrative proceedings
your clients may need in response to
the new "Americans with Disabilities Act,"

The Home is accepting applications
now for companies with 2,500 or fewer
employees. For details, contact any
Home branch office or The Home's

Professional Liability Department
at (212) 530-6422.

ae

#---*

HOME INSURANCE
SPECIALTY LINES DIVISION

Coverage may not be available in all states.

and cannot comment on the claim

or its policy regarding coverage for
nicotine patches, a spokeswoman
said.

The nicotine patch, which has
generated strong consumer interest
since the U.S. Food and Drug Ad-
ministration approved its sale last
November, releases a specific
amount of nicotine through the
skin directly into a patient's blood-
stream to wean the patient from
the drug. Patches are typically pre-
scribed as part of a behavioral
modification program for smoking
cessation (BI, March 16).

Although nicotine patches are
considered a prescription drug, the
issue of coverage is fuzzy because
patch usage is generally coupled
with a smoking cessation program
or other behavior modification

program, which are typically not
covered under standard health in-

surance plans, said a spokesman
for the Health Insurance Assn. of

America in Washington.
While some group health insur-

ers-including Aetna Life & Ca-
sualty Co., Travelers Corp. and
Blue Cross & Blue Shield plans-
cover the cost of the patch, large
self-insured employers are consid-
ered more likely to cover patches.

Insurers that do reimburse pa-
tients for the cost of the patches
usually add limitations similar to
those imposed on prescription nic-
otine gum. In these cases, insurers
will cover nicotine patch costs only
when an individual's medical con-

dition-like heart disease, emphy-
serna, cancer or bronchitis-neces-
sitates that the individual stop
srnoking.

So far, "there is no consistent
position" among insurers on
whether to cover the cost of nico-

tine patches, said Mary Case, a
partner with Kwasha Lipton in
Fort Lee, N.J.

But in general, group health in-
surers are gradually becomiig
more specific in their exclusions
of prescription drugs-not neces-
sarily because of the threat of liti-
gation, but because drugs are "one
of the fastest-growing components
of the health care expense," she
said. •
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GOP platform surance Co m Washmgton The platform also called for creat- feel pressure to move quickly on help indicate whether a benefits tax
President Bush's own pnorities mg a uniform claim and data sys- health care reform wall be suggested againL

Continued from page 1 could also be a factor In a second tem, and for community health cen- "Health care has become such an EBRI's Mr Custer noted that no

ton," said Bill Custer, director of term, his personal Interest would ters to provide care m "medically important issue that a newly elected one should expect any mdication
research for the Employee Benefit remain focused on international underserved" areas The Republl- congressperson wlll have to be able of whether a tax is m the offing
Research Institute in Washington rather than domestic issues, predicts cans called on Amencans to exercise to say by next June, 'We did X,"' until after the election "You don't

But even modest reform could Mr Leflan good Judgment" m their behavior whatever "X" might happen to be, talk about tax mereases in an elec-
lead to new calls for taxes on em- "It depends a lot on who George to prevent disease and injury said Mr Custer of the Employee tion year "
ployee benefits, say health care ex- Bush decides he is in his second The Democratic platform, by con- Beneht Research Institute If there is some suspense over the
perts And that could lead to a nft term," concurs Ellen Goldstein, trast, provides a much longer 11st of "I wouldn't be surpnsed to see direction health care reform might
between those in the administration director-health care pohcy at the goals, though no details on how its some suggestion of cam)lng fees," take m a second Bush administra-
who oppose all new taxes and those Assn of Pnvate Pension & Welfare proposed universal care program said Stuart J Brahs, vp-federal af- bon, there is next to none over the
more concerned with taming the Plans, a benefits lobbying group m would be run or funded (BI, July fairs in the Principal Financial fate of tort reform
budget deheit Washington 20) Group's Washington office "Our legal System is costing con-

At their Houston convention last The GOP platform Indicates that The Democrats promise a "un- Another possibility treating a sumers $300 bilhon a year," Vice
week, Republicans specifically George Bush has decided to be the iquely American reform of the portion of employee benefits as tax- President Dan Quayle said m his
adopted the market-based health "health care president" if he wms a health care system to control costs able income This idea could be re- acceptance speech
reform plan the administration put second term and make health care affordable, vived as away to control costs, Mr "The htlgation explosion has da-
forward earher this year (BI, Feb President Bush came out of the ensure quallty and choice of health Brahs said, on the theory that people maged our competitiveness, it has
3) Their platform categoncally re- Houston convention with a GOP care providers, (and) cover all would be less likely to acquiesce to wiped out jobs, it has forced doc-
lects the "play-or-pay" plans fa- platform that pulls few punches on Americans regardless of pre-exist- higher costs if money came out of tors to quit practicing in places
vored by leading Democrats like health care Brandmg a single-payer ing conditions" their own pockets where they are needed most," said
presidential nominee Bill Clmton system "costly, coercive" and "im- The Democrats also promise to Earlier this year, the administra- the vice president, who heads the
(BI, July 20) and Rep Damel Ros- ported from abroad," the GOP dis- cut waste, "improve primary and tion floated the idea of taiang bene- President's Councll on Competitive-
tenkowski, D-Ill (BI, Aug 19, misses it as a "prescription for mis- preventive care, including child im- flts beyond a certam pomt The idea ness The council has served as the
1991) ery " munization provide expanded ran into immediate trouble, and lt administration's main vehicle for

Such plans, the platform declares, That same tone earned over into education on the relationship be- died quietly (BI, Feb 3, Jan 20) promoting changes to the clvll ]us-
would require a "massive Increase in the acceptance speech tween diet and health, expand ac- Both Richard Darman, President tice system
payroll taxes that would destroy "We don't need my opponent's cess to mental health treatment ser- Bush's budget director, and Trea- "Every Amencan knows the legal
hundreds of thousands of Jobs " Cit- plan for a massive government take- vices, provide a safety net through sury Secretary Nicholas Brady have system is broken-and now is the
mg research by GOP staffers for the over of health care, which would ra- support of publlc hospitals, provide supported the Idea of taxing bene- time to fixit," he said
Congress' Joint Economic Commit- tion care and deny you the nght to for the full range of reproductive fits, noted Ms Goldstem of APPWP "I think the clear message we've
tee, the platform estimates that such choose your doctor Who wants a choice-education, counseling, ac- Both men, however, are under fire been hearing out of Houston lS that
taxes would cost 712,000 jobs health-care system with the effi- cess to contraceptives and the nght from those who oppose all new they'11 continue to press for medi-

The platform also cnticizes the ciency of the House post-office and to a safe, legal abortion, expand taxes cal hability reform and civil lustice
Democratic health care proposals as the compassion of the KGB?" he medical research, and provide long- Given that President Bush has reform on both the state and fed-

relying on government, rather than asked, repeatmg a widely noted hne term care, meluding home health vowed to shake up his cabmet if eral level," said Martin F Connor,
pnvate sector, Initiative he had used a few weeks earher (BI, care" he wlns a second term, the fate of president of the Amencan Tort Re-

On the tort reform front, the Bush Aug 10) Despite those sharply differing Messrs Brady and Darman might form Assn in Washington
administration has advocated sev- Instead, the party adopts the pres- positions, several lobbyists say com-
eral measures designed to discour- ident's position on capplng medical promise would be likely in a second Workers compage lawsuits, including a "loser malpractice damages and follows Bush administration
pays" rule and measures to encour- the administration m calhng for "Battle lines are drawn more Continued from page 2 nith has denied the claim, whichever
age alternative dispute resolution • "Creating new tax credits and sharply pre-election than post-elec- medical clinics responded to Ze- occurs first
(BI, Feb 10) Vice President Dan deductions to help low- and mid- tion," observed Frank McArdle, a nith's suit by suing Zemth, other • Zemth with not pay for med-
Quayle has led that administration's dle-income Americans " Low-in- consultant with Hewitt Associates Insurance companies and a major leal-legal evaluations performed
effort to adopt these reforms come people who work would re- m Washington hotel chain The clinics charged prior to 90 days after lt has re-

In fact, the administration's ceive vouchers rather than tax "There still wlll be a great push them with antitrust violations and ceived the claim or before it no-
health care and tort reform posi- credits for health care reform and the like- conspirmg to dnve out of busmess tifies the claimant that the claim

- tions dovetall in one plank of the • "2roviding insurance security lihood of a compromise increases providers that care for minority has been denied, whichever occurs
platform The plank repeats the for working Americans by requir- in a second Bush administration workers who suffer from workplace earher
president's call for caps on non-ec- 1ng insurers to cover pre-existing Bush would have more leverage be- inluries and illnesses, including • Charges for medical-legal eval-
onomic damages in medical mal- conditions " cause he's not seeking re-election stress uations "shall not exceed the direct

practice lawsuits as part of a larger • "Malang health insurance pre- Congress will have to deal with Wellmgton last week agreed to charges for the physician's profes-
health care reform package miums fully deductible for the self- him," said Mr McArdle dismiss its lawsuit against Zenith, to sional services," other medical ser-

Business lobbyists are by no employed " Only 25% of the pre- "By and large, the Repubhcans pay the insurer an undisclosed vices and reasonable costs
means certain just what President mium currently is deductible are closer to one another m what amount of cash and to drop more Wellmgton w11 also provide the
Bush would do-or attempt to • "Making it easier for small they'd like to do on health care than $1 milhon in workers comp names of all professionals "upon
do--m either of these areas Much firms to purchase coverage for their reform Congressional Repubhcans medical claims filed with Zemth whose work it relied m sending the
will depend on the mood of the employees The proposal would and Bush wlll work together nicely In its agreement with Zenith, bill, including a statement under
103rd Congress, which could con- allow small businesses to form durmg a second Bush administra- Wellington-which admitted no penalty of perjury regarding the
tam 150 new members when it con- health insurance purchasing pools tion, prechcted Mr McArdle wrongdolng-also agreed to specific amount of time" spent by each per-
venes next January, they say to make Insurance more affordable About a Edth of the 435 mcum- business practices that "should son m treating the Injured worker,

"Basically, I see it as steady as It would also guarantee the avail- bent representatives have either re- serve as a basis for legislative reform Zenith said
you go," said David M Farmer, vp- ability and renewability of insur- tired by choice or been defeated that unll ehminate the potential for In the other workers comp fraud-
federal affairs in the Alliance of ance for small firms, set premium m primaries And redistnctlng has abuse and will assist genumely m- related action, Mr Coronado, the
American Insurers' Washmgton of- standards, pre-empt state man- shifted pohtical power from tradi- Jured workers m obtaining the legit- alleged leader of a workers comp
flee dated-beneht laws, establish mini- tionally liberal Northeastern and imate benefits to which they are en- fraud rmg, was charged with 25 fel-

"Much of it is going to depend mum coverage plans and require Midwestern states to more conser- titled," said Zenith Chairman ony counts last week and jailed in
on the composition of the next Con- states to establish risk pools to vative-and more Republican- Stanley Zax in a statement Los Angeles
gress," said Peter A Lefkm, vp-fed- spread nsks broadly across health Southern and Western states According to the agreement Mr Coronado's firm, Spanish
eral affairs for Fireman's Fund In- Insurers Even conservatives, though, could . Wellington wall refrain from Marketing, allegedly acted as a

deceptive and misleading advertis- "cappmg" and referral service for
American Re sale ing Specifically, it wlll state m its chnics and attorneys operating so-

advertising that an employer has a called "work comp nulls "
Continued from page 2 account for unforseeable changes does not take mto account goodwlll, nght to control the treatment of a About 15 Spanish Marketmg em-
portfoho that could arise at the closing deferred acquisition costs or de- work-related injury for up to 30 ployees are suspected of recruiting

Once completed, the deal could be Despite the reduced accounting ferred costs, the spokesman ex- days and to investigate workers mdividuals-typically those seelang
the largest leveraged buyout to date gain, "the money is still in our plained American Re, for instance, comp claims for up to 90 days unemployment insurance at the
m the msurance Industry pockets " Aetna will gain $1 2 iS now earned on Aetna's GAAP 0 Welhngton will state in 12- state Employment Development De-

An Aetna spokesman said that bilhon m cash plus $200 milhon m books with roughly $130 milhon m point boldface type m advertismg partment office-to file fraudulent
analysts had estimated Aetna would "non-cash considerations" from the goodwill, which it w111 no longer the penalties for making a fraudu- workers comp claims
earn $200 milhon from the sale on a deal The $200 milhon, he said, re- have with the sale lent workers comp claim Spanish Marketing is charged
GAAP basis when they took the $1 1 flects $100 milhon m subordinated The Aetna spokesman said the in- • Zenith wlll not pay for more with helpmg individuals to complete
bilhon value of Amencan Re at year debt, $70 milhon m preferred stock surer decided to sell the unit to than one mitial comprehenmve med- workers comp claim forms, though
end, subtracted lt from the $1 4 and $30 milhon in common stock m reduce ltS exposure to the cychcal ical-legal evaluation per claimant, they did not have work-related m-
bilhon sale price and determined the a new holding company, American property/casualty business unless the claimant receives written JuI'les The company allegedly then
sale would net $300 rmllion on a Re-Insurance Corp Analysts say that while the mar- consent from Zenith The msurer referred the claimants to clinics and
pretax and $200 milhon on an after- This amounts to an 8% to 9% ket cycle may have been a factor, also will not pay for medical-legal attorneys, who then reimbursed
tax basis But, he noted, the galn on stake m the new company, said the more relevant was Aetna's mortgage evaluations unless the physician Spanish Marketmg for those refer-
the sale is based on Amencan Re's spokesman If the new company portfolio Of the $11 billion in who performs the evaluation has "a rals
book value at the time the deal is eventually sells stock to the pubhc mortgage loans scheduled to mature hcense in the particular specialty The Insurance Department esti-
concluded American Re's book as expected, there may be additional in the first half of the year, $829 relevant to that service" mates that each Spanish Marketmg
value has increased to more than gains to Aetna as a result milhon was not paid as scheduled California law requires insurers recruiter coerced at least one person
$1 2 bilhon The spokesman also said that the Analysts also say the appeal of and self-Insured employers to pay each day to file a false claim Insur-

In addition, Aetna is puttmg aside $425 milhon to $450 mIllion gain freemg up capital with the sale was for an injured worker's medical- ance companies settled those claims
$75 million to cover American Re on a statutory basis is more 0- also a factor legal reports, which cost an average for an average of $20,000
losses that exceed a certain amount cant than the GAAP profit "This is 'I think it'S a capital issue," said of more than $1,000 each, even if a Among the charges against Mr
Aetna unll decide after the deal lS an accountmg issue, and frankly, Gloria Vogel, first vp with Lehman claim is denied Coronado conspiracy to commit m-
completed whether the $75 milhon there's no economic incentive to Bros in New York Aetna is antici- • Zemth wall not pay for treat- surance fraud, conspiracy to file
wlll be placed m an unearned pre- have a large GAAP gain," he said pating the promulgation of risk- ment that is given prior to 30 days false insurance claims, conspiracy to
mium account or be used to buy a The gain on a statutory basis w111 based capital rules, and wants to from the date an employer receives a sollcit workers compensation claims
reinsurance policy And, another be much larger than on a GAAP make its capital base as strong 15 it workers comp claim notice or prior and conspiracy to sollcit chents for
$50 million has been deducted to basis because statutory accounting possibly can, she said • to the employer's learmng that Ze- attorneys .
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Earthquake study main explosions stemming from to cause, according to USC's Mr Updatean earthquake, according to Pa- Gordon "We were being conser-
Continued from page 3 tricia Lombard, executive direc- vative "
ters like a major Southern Cali- tor of the Western Insurance In- Furthermore, "Our estimates Lloyd's council resignationsfornia earthquake, said a spokes- formation Service, the Los incorporate the business-activity
man for the Assn of California Angeles-based arm of the Insur- consequences of building and Continued from page 2
[nsurance Cos in Sacramento ance Information Institute structure damage and some asso- The other eight council members are non-Lloyd's members

However, regulators want to "Anyone who has a package ciated lifeline damage, but do nominated by the Bank of England Three new non-Lloyd's
crack down on what they see as policy has business interruption not fully account for losses asso- members will be nominated at year end
excessive reserving, he said, re- ciated with potential disruptions Although many Lloyd's members say they will cast a vote of
ferring to California's controver- to infrastructure or lifeline sys- support for the council, several executives-including Malcolm
sial Proposition 103, which in-

More than 40% of tems, both local and interre- MeKinsey, junior deputy chairman of the Lloyd's Underwriting
surers say inhibits their gional," the study authors ac- Agencies Assn -have called on all members to resign These
reserving capability by limiting earthquake losses knowledge executives favor letting David Rowland, who lS expected to
their profits could stem from

Infrastructure-related busi- become chairman next year, choose his own council members
"We hope the findings will ness losses "may amount to sev- Mr Rowland would not say whether he had any role in the

penetrate the political con- business eral additional billion dollars " resignations He pointed out, though, that all council members
sciousness of regulators and interruption. The study also found, among who resign must take a "sabbatical year" before returning to
they'll see that reserves and sur- other things, that a malor earth- the council This is a "major technical problem," he said
plus serve a purpose," he said quake could cause a loss of

The study's findings are signif- 264,625 person-years of employ- Nevada rules on pre-emptionicant also because they say that coverage," she said "Anyone ment, or approximately 3 85% of
more than 40% of likely earth- who has any degree of sophisti- the region's 1990 employment LAS VEGAS, Nev -Insecticide manufacturers that follow fed-
quake losses will stem not from cation makes sure they have it " "Although dollar losses are eral labelmg and packagmg laws cannot be held hable under more
property damage, but from busi- Only 11% of the claims from potentially the most significant strmgent state laws, the Nevada Supreme Court has ruled
ness interruption losses, said Mr the Los Angeles clvil unrest were employment variable for the in- Whde the Nevada high court found that the federal Insecticide,
Gordon, an author of the study for structural damage, Ms Lom- surance industry, job losses have Fungicide and Rodenticide Act does not expressly pre-empt state

However, the study did not bard pointed out at least equivalent importance in liability or tort claims, the court did find an implied pre-emption
calculate what portion of these For example, only 63 of the the political arena," the study 44The opinion is a huge victory for the pesticide industry/; said
losses, estimated at $33 billion, 1,126 riot claims-which totaled says Kathenne Latimer, a lawyer with Spnggs & Hollingsworth m Wash-
would be covered by insurance more than $70 million-reported About 62% of the Job losses mgton She represented Velsicol Chemical Corp m the Nevada case,

"The impact on the insurance by Los Angeles-based Farmers are likely to occur within the Davidson us Vels:cot Chemical Corp
industry may not be as great (at Insurance Group were for struc- fault zone, while 27% will be lost She added that the ruling is consistent with a recent tobacco
least at present), because many tural damage, according to a elsewhere m the Southern Cali- habihty ruling from the U S Supreme Court (BI, July 29) in that it
of these business interruption WIIS report fornia region tells manufacturers that follow federal pesticide labellng and pack-
losses are not insured," the study These figures show that "the Damage caused by shaking aging laws that they "are doing all that they can do under the law "
says bulk of the riot claims were for will account for 61% of the job 'rhe US Supreme Court ruled that some claims agamst tobacco

But if claims stemming from business interruption losses," losses and fire damage will ac- companies are pre-empted by federal laws, while others are not
the recent Los Angeles riots are she said count for 36 5% The Nevada case began when a homeowner sued an extemunator
any indication, most business While the earthquake study and the pesticide manufacturer over misapphcation of a pesticide
owners-even if they do not have damage figures may seem large, For more information about the A claim agamst the exterminator was settled The Supreme Court
earthquake insurance-have they may actually underestimate study or to obtain a copy, contact ruling throws out the portion of the suit agamst the manufacturer
business interruption coverage the damage a malor earthquake the Earthquake Project at 202- for failure to warn, but other allegations are stlll pending
for damages caused by fire or gas in the Los Angeles basin is likely 659-6506

Low rates cut U.K. brokers' earnings
Installation triggers CGL cover

CHICAGO-Property damage-as the term is used in compre-
hensive general hability pohcies-occurs when a defective product

By GAVIN SOUTER areas of the London market, ($112 7 million) in 1991 is installed, not when harm from that product later manifests itself,
profits have been held back by Gross revenues totaled 345 7 the 7th Clrcult Court of Appeals ruled recently

LONDON-First-half profits low rates in the United States, million pounds ($656 8 million), The ruling came m a coverage dispute between two msurers and
at two of the world's largest bro- Mr Rowland said down 1% from 347 6 million a wholly owned subsidiary of Eller Industries Inc in Dallas, which
kers, Sedgwick Group PLC and "The rating environment in the pounds ($564 5 million) in 1991's is facmg several lawsuits from a polybutylene pipe system it madL-
Willis Corroon Group PLC, fell US continues to cause us con- first half from 1979 to 1986 The pipe has been found to detenorate when
by more than 20% from 1991 cern Renewal terms for standard Like Sedgwick, Willis Corroon sublected to hot water with a high chlonne content
levels business fell compared with last expects no profit gains in the Elier says that the nang w111 enable it to tap $15 milhon more m

Both companies cited continu- year," he said second half of 1992 coverage But Liberty Mutual Insurance Co, the primary Insurer from
ing low rates in the United The first-half dividend per "As a result of world insurance 1979 to 1988, says it wlll actually get money back from Elier as a
States as a major reason for the share was also reduced to 3 and financial market factors, to- result of the ruling Liberty Mutual says it has paid $9 milhon of the
fall in profits pence (6 cents) from 4 pence (8 gether with the cost of our long- $10 milhon in coverage which is available to Elier for the claims The

At Sedgwick, pretax profits for cents), and the final dividend term investments, our 1992 prof- insurer continues to defend El}er for underlying claims
the first six months of 1992 fell will be "not less than 3 pence," ltS will be below those achieved Travelers Indemnity Co of Illinois, which wrote excess coverage
21% to 517 million pounds compared with 8 pence (13 cents) in 1991," said Executive Chair- from 1982 to 1986, declined to comment
($98 4 million at the appropriate in 1991 man Roger Elliott Five percent of the 500,000 to 750,000 pipes installed m homes
exchange rate) from 65 3 million Sedgwick's share price plum- Several factors hurt the re- are expected to generate lawsuits, court papers say An Eller spokes-
pounds ($106 1 million) in the meted on the news of the divi- sults, he said, Including lower in- man said losses were likely to exceed $50 milhon, its lawyers told the
first six months of 1991 dend cut The shares opened last terest rates, adverse foreign ex- court that losses would be in the hundreds of milhons

Gross revenues totaled 349 6 Tuesday at 1 44 pounds ($2 78 at change rates, "the worst U S The court ruled that "the incorporation of a defective product
million pounds ($665 5 million), current exchange rates), but insurance market for many into another product infllcts physical InJury in the relevant sense on
down 2% from 355 7 million closed at 1.12 pounds ($2 16) years" and reduced demand due the latter at the moment of Incorporation" The decision overturned
pounds ($577 7 million) in the after the results were announced to the worldwide recession, Mr a lower court's finding that the properly damage occurred when the
first half of last year that day Elliott said leak occurs or, if a homeowner fixes the pipe before lt leaks, when

"The second quarter has been a The share price had failed to W11lls Corroon maintained its the pipe is repaired or replaced
disappointment, and the rest of recover late last week 6 6 pence (12 5 cents) per-share Liberty Mutual and Travelers said they are reviewing the ruling
the year may not be any easier," Willis Corroon's first half pre- dividend Its share price fell 18
said Sedgwick Chairman David tax profits dropped 22% to 54 1 pence (34 cents) to 168 pounds Briefly notedRowland million pounds ($103 million) in ($3 24) Immediately after the re-

Despite higher rates in some 1992 from 69 4 million pounds sults were announced A federal distnct court m Cincinnati has approved a class-action
settlement of claims related to faulty heart valves manufactured

Second-quarter commentary by Shiley Inc, a unit of Pfizer Inc The settlement will cost Pfizer
between $165 nidlion and $215 milton to pay for research, medical

Cont:nued from page 31 earnings leverage derately advancing expenses Com- consultation and compensation for an estimated 51,000 heart valve
breather is not surpnsmg Analyst: On the sublect of prof- petlbon among the leading brokers recipients and their spouses Some of the cost hkely wall be covered by

Analyst: Revenues advanced 3% itability, the pending acquisition of has always been intense As cli- insurance Thirty insurers are paying homeowners who suffered
in the quarter, with insurance bro- Frank B Hall & Co Inc by Aon ent needs have become more so- losses m the October 1991 Oakland fires $151 milhon in excess of
kerage revenues increasing only Corp is another step m the con- phisticated, the competition has pollcy limits after some homeowners complained that agents cild not
2% Expenses rose about 4%, which centration of the brokerage mdus- proceeded along the lines of in- tell them they were undermsured, a Callfomia Insurance Department
we think is a good showmg Never- try With this acquisition, Aon creased professional capability survey of 44 Insurers found About one-third of the claims for des-
theless, profit margins are under emerges as an international com- Shppage in profitability can be at- troyed homes are unresolved, the study also said Insured loss esh-
pressure petitor Will this increased concen- tributed to the soft market What mates from the fires have risen to $13 bilhon from $1 1 bilhon A

Broker: We are aggressively tration lead to keener competition other Industry can you think of federal bankruptcy court last week approved First Executive
managing our company Produc- amongst the large international where pnces have dechned m ab- Corp.'s reorganization plan, which would transfer $260 milhon in
tion is doing great, as I already brokers and correspondingly re- solute terms since 1980? assets to policyholders of subsidiary Executive Life Insurance Co
Indicated We beheve that our cost tard any recovery in profits on the Analyst: One last question As ELIC's sale was approved earlier thls month A 13-member syndi-
controls are working beautifully next cycle? always, we solicit your opinion on cate of lenders, led by Chase Manhattan Bank NA, have agreed to
In other words, everything that we Broker: We think that service when pricing in commercial lines guarantee a $550 milhon backup credit facihty for the Equitable
should be doing, we are doing and productivity are the twin keys wlll turn Life Assurance Society of the United States. The one-year facihty
Shareholders want earnings to operating profit If we deliver Broker: After surveying our is larger than the $400 milhon credit line Equitable previously said it
growth, something we recognize effective service and pay attention people, we have to believe that a would set up (BI, Aug 17) The U.S. Export-Import Bank is
Were we not in such a hostile en- to our cost structure as a perma- genuine hardening m the market taking over administration of its export credit insurance program
vironment, the operating effects of nent feature of our management lS still some distance in the fu- from privately held FCIA Management Co Inc The bank says it w111
management efforts would be dra- culture, our profit margins should ture 1993 is a possibility, but we be able to manage the program more economically by bnnging ad-
matic In a hard market, we wnll be respond to the leverage of rapidly are not planning for it Maybe by ministration m-house

well-situated to achieve potent advancing commissions and mo- 1994 there will be enough pain I
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Two cheers for the second quarter Bi Insurance Index

' 830

By LEONARD M. WILSON risks where it almost seems as if they have sions as a base This iS in line with our
reverted to cash flow underwriting You goals, and frankly is gratifying in the light 810

Special to Business Insurance follow the numbers more closely than I do, of continuing premium rate deflation and
R /rOST OF THE publicly owned brokers but it strikes me that the underwriters had the long soft market Our producers are 790

1Vlhave reported their second-quarter reasonably decent second-quarter reports geared to the ongoing needs of generating
results (BI, Aug 10) Interestingly, earn- They didn't suggest the kind of distress new business Lost business is running at 770

ings reports generally exceeded expecta- that would produce more sensible pricing about 5%, so what we define as net new
tions despite the unremitting soft market Analyst: What is the status of insur- business is holding at 6% to 7%-a critical 150
Rejoicing is not yet in order, given that ance markets outside North America? contribution to our results

earnings momentum for insurance brokers Broker: Quite mixed, but appropria- Analyst: Most companies lament the _730
remains pretty anemic But any upbeat re- tely described as improving Rates on di- glacial pace of economic recovery How is
sult in today's environment is worth sa- rect insurance are advancing in the United the economy affecting brokerage results? 710

voring Kingdom and in some of the countries in Broker: We have felt the recession in
690Marsh & MeLennan Cos Inc benefited Western Europe Australia, despite a re- specific areas Commercial real estate,

from generally solid cost controls as well cession and chronic overcapacity, is also normally an important source of business, ,
as a pronounced rise in 1ts investment experiencing a firming in pricing on com- is depressed Premiums that reflect eco-
management operations mercial lines nomic activity through variables like in- Base = 100 on Dec 29,1978

Cost savings from a corporate restruc- Analyst: We are under the impression ventories and payrolls are not growing as 5ource· Nordby International Ini
turing began to affect the bottom line of that reinsurance rates in the United States rapidly On balance, we worry about the
Alexander & Alexander Services Inc in are stable soft market more than the sluggish econ- Insurance industry stocks sank last week, as
the quarter Broker: There is little movement in re- omy the Business insurance Index fell 12.3 points to

Arthur J Gallagher & Co still continues insurance markets Primary company re- Analyst: Some industry observers think 816.1 on Aug. 21 from 828.4 on Aug. 14. Ad-
to post impressive gains in self-insurance tentions have not changed, and pricing that benefit consulting has lost its steam vancing,ssues were led by Tokio Marine & Fire,
services through its Gallagher Bassett is accurately described as stable, but not What sort of gains did you achieve in the up 23.6%; Reliance Group Holdings, up 11.1%;and Frank B. Hall, up 9.1%. Declining issues
Services Inc subsidiary advancing Maybe retentions will have to quarter, and do you face a period of con-

followed Safeguard HeaRh Enterprises, down
Hilb, Rogal & Hamilton Co managed drop before reinsurance rates increase sohdation in benefits consulting? 12.1%; Harleysville Group, down 10.6%; and

expenses particularly well in the quarter This may not happen soon, and we would Broker: Consulting revenues increased
The dialogue that follows is a composite say that reinsurance capacity in North around 4% in the quarter, well below the

Poe & Associates, down 8.0%. The most active
issue was U.S. Healthcare, 6.0 million shares

of management comments gleaned after America is more than adequate So de- pace of the past few years You have ob- traded. The W Index was down 1.0%; the NYSE
the release of quarterly results While mand is probably the key issue m this seg- served in past columns that companies can Composite was down 1.1%; the Standard &
there is not much optimism about a turn in ment defer large-ticket expenditures, and are Poor's 500 fell 1.2%; and the Dow Jones 30
commercial property/casualty insurance Analyst: We read almost daily about doing so in the consulting area Others Industrials fell 2.3%.

rates, brokerage managements are adapt- the troubles of the London market and have commented on the absence of new
ing operations to the realities of difficult Lloyd's in particular What is the state of legislative initiatives as a factor that re- British Issues
pricing reinsurance pricing across the Atlantic? duces demand for consulting services and

Analyst: Let's start out with premium Broker: Well, capacity has tightened the need to redo benefit plans We are 1 Week

rates Are you detecting even the most markedly m the area of excess-of-loss cov- more optimistic and believe that over time , Aug. 20 Plice P/E Div View High--LowCompanies pence pence %
subtle changes for the better here in the erage Placing is very difficult, but we this area of our activities can still expand pen©epence

United States? have found markets and have simultan- at 10% or better annually Inevitably, after
Commt Union 472 HM 31 5 67 475-72

Genl Accident 429 N/M 357 83 440--428

Broker: It's more of the same Pric- eously benefited from the advance in a long period of fast growth, the current Gdn Royal Exch 129 N/M 100 78 129-126

ing competition grinds on We estimate prices Our international reinsurance Contznued on page 30 ; Royal 168 14/M 70* 42 173-168

that pricing deflation in the quarter was commissions are up nicely year over year Sun Alliance 243 14/M 190 78 247-242

around 5%, a figure embedded for the past We expect the tightness to persist London Brokers

_ six to eight quarters Yes, we are seeing market wholesale brokerage lS another Bradstock 93 104 63 68 98-93

rising rates in aviation, marine and energy beneficiary of our effective placing We
CE Heath 251 14 5 34 5 13 7 292-251

coverages as well as workers compensa- recorded very satisfactory gains in this ' Hogg Group 114 69 109 96 126-114

JIB Grom 111 82 100 90 120--111

tion But the lion's share of commissions area during the quarter Uoyd Thompson 179 179 60 33 185-179

-aie tied to lines that are highly competi-
tive Production has been a mainstay for the

Analyst: Can we turn to new business? Leonard M Witson :s a Lowndes Imbrt 239 9 3 16.8 7 0 249-239
,

1 senior vp with Lazard PWS Holdings 33 38 53 161 33-31

worse?

Analyst: So competition is not gettlng public insurance brokers in this cycle Are Asset Management Inc Sedgwick Grp 113 88 80* 71 144--110

Steel BrrIJones 175 87 177 101 195-175
you meeting your plan? k; He ts a member Of the

Willis Corroon 170 107 176 104 191-170

Broker: Not overall, but we still see Broker: New business amounted to New York Society of

companies quoting aggressively on many around 11% to 12% of last year's commis- Secunty Analysts Source Phip Olsen, London * Estnated

--

Bi Industry Stock Report
AUGUST 17,1992 THROUGH AUGUST 21, 1992

Weekly Year to Date Annual Mkt'Bk Weekly Year to Date Annual Mkfak

; ' BROKERS Pnce % change % change High Low Vol (000) $ Div % Yield P/E Book value value Pnce % change % change High Low Vol (000) $ Div % Yield P/E Book value value

T

' Alexander& Alexander NYS 23.88 104 16.46 2525 1800 97 100 4.19 99 13.10 182 NAC Re Corp OTC 29.00 000 794 3300 21.75 199 016 055 13 1890 1.53

Gallagher Anhur J & Co NYS 25.00 417 11.73 2550 1900 266 064 256 18 5.88 425 National Re Corp NYS 2050 061 14/A 23.63 1700 34 0.12 059 11 N/A N/A

Frank B Ha NYS 3.00 909 2941 5 50 3.00 273 0.00 000 3 195 154 Navigators Group OTC 3300 149 1951 4825 3050 24 0.00 0.00 18 1352 244

Hilb Rogal & Hamilton NYS 1375 0.00 3 77 1550 11.00 37 0 40 2 91 21 356 386 Nobel Insurance LTD OTC 463 5.13 1563 600 350 38 0 00 0.00 3 7.76 0.60

1 Marsh & Mclennan NYS 79.25 128 2.61 83.75 70 00 393 268 338 18 2800 283 NWNL Companies NYS 41.38 2.48 3293 43.75 22.13 138 148 358 12 6265 0.66

1 1 Poe & Associates OTC 11.50 8.00 4.17 16.00 11.25 76 0.40 3.48 15 282 4.08 Oh,oCasually Corp OTC 6300 2.02 2727 6300 43.50 145 268 425 10 1800 350 1

BROKERS AVERAGE 09 07 24 24 Old Republic Int I NYS 20.13 529 1338 2250 1500 1287 040 1.99 7 33.09 061

Onon Capital Corp NYS 38.63 1.59 22.13 3950 2738 57 092 238 6 4350 089

CONGLOMERATES & HOLDING COMPANIES Phoenix RE Corp OTC 1100 222 4.76 1225 8.50 6 020 182 22 1330 083

Provident Life OTC 2725 093 1720 2800 1800 78 100 367 12 3950 0.69
Berkley W R Corp OTC 3500 141 14.75 3625 2350 80 0 36 1.03 12 3695 0.95

Re Capital Corp ASE 1300 -095 957 1725 1250 5 0.24 1.85 16 1607 081 ,
Berkshire Hathaway Inc NYS 932500 1.84 3.04 9325 00 254.69 0 0.00 000 31 7270.00 128

Reliance Group Holdings NYS 500 11.11 2121 588 350 89 0.32 6.40 3 6.40 0.78

ITT (Hartford Group) NYS 66.63 0.19 1537 70.63 50 00 968 184 2.76 13 11205 059
ALI Insuiance Corp NYS 21.13 000 2803 21 38 1400 4 052 246 9 1441 147

Sears (Allstate) NYS 41 50 030 9.57 4800 3250 2795 200 482 11 34.50 120

CONGLOMERATES AVERAGE
St Paul Companies NYS 7300 331 017 80 75 57.13 418 272 3.73 7 8660 084 1

09 107 22 17

SAFECOCorp OTC 5163 000 590 5338 3613 682 164 3.18 13 51 65 100

INSURERS/REINSURERS SCOR U S Corp NYS 1588 078 325 1888 1313 93 0 28 176 9 11.19 142 |

AEGON N V

Se,bels Bruce Group OTC 600 0.00 909 8.75 400 128 036 600 3 1060 057 '

NYS 3738 067 6.79 37.75 2869 23 1.14 3.05 7 N/A N/A
Selective Ins Group OTC 21.25 241 2687 2350 1500 31 1.12 5.27 9 30.75 0.69

Aetna Lite & Casualty NYS 4000 6.16 909 4700 31.88 818 2.76 690 8 87.60 0.46
Statesman Group Inc OTC 725 333 26.09 8.13 438 376 000 0.00 4 248 292

Allied Group Inc OTC 2550 286 5000 26.25 16.25 77 064 251 8 1985 128
Tokm Marine & Fire OTC 47.13 23 61 850 5525 3225 38 000 000 7093 0.66

American General NYS 5000 025 1236 5038 3900 743 208 4.16 11 6000 0.83
Torchmark Corp (s) NYS 5050 4.48 3089 5050 3275 452 104 206 15 4095 1 23 ,

1

American Hentage Lite Ins NYS 31.75 325 3.67 32.25 21 28 4 0.84 2.65 16 N/A N/A
Transarnenca NYS 4288 1.72 752 4675 35.13 152 200 466 22 55.00 078

Amencan Indemn,ty/Fin 1 OTC 5.75 4.17 21 05 9.25 450 1 008 139 8 1293 044 Transallantic Holdings NYS 3725 033 4.18 3963 2900 69 024 064 11 1838 203

American International NYS 9425 333 4.19 9938 7863 1444 056 059 12 9930 0.95
Travelers Corp NYS 2113 4.52 2 31 23.75 1725 844 1.60 7.57 9 59.00 0.36

Aon Corp NYS 4650 1.64 1735 49.75 34.75 530 1 68 3.61 12 3970 117 Trenwtck Group Inc OTC 2913 043 2.19 3075 2300 56 0 72 2.47 10 21 71 134

Argonaut Group OTC 2875 -086 21 05 30.25 21.75 40 084 292 8 2096 137 United Fire & Casualty OTC 42.25 060 40.83 4225 2834 0 100 2.37 9 3539 119 ; ,
AVEMCO Corp NYS 2450 101 200 28 00 21 50 12 0 40 1 63 24 955 257 Unitrin OTC 3650 135 2.10 38 50 31 00 181 120 329 13 3723 098 ,

Baldwin & Lyons Inc OTC 3200 199 24.27 33.00 22 75 0 0.48 150 8 24.29 132 UNUMCorp NYS 4363 113 772 45.00 2881 323 064 147 13 37.70 116 1

 Chandlet Insurance OTC 438 278 3462 763 213 3 000 000 34 5.95 074 US Faciltties Corp OTC 975 541 34.45 1900 825 229 000 000 7 958 102

Chubb Corp NYS 74.88 2.76 2.76 7863 6075 647 1 60 2 14 12 7295 1.03
USF&G Corp NYS 1275 3.77 75.86 1500 563 866 020 157 15 1230 104

1 CIGNA Corp NYS 51.63 528 1554 6175 4150 603 304 589 11 11715 0.44
USLICO Com NYS 1775 0.70 -405 20.38 17.00 8 1.00 5.63 19 3315 054 ,

 CNA Financial Corp NYS 9000 3.49 8.16 104.50 78 50 73 000 000 9 7023 128
USLIFE Corp NYS 49.25 175 287 52.50 38 50 59 168 341 10 8455 0.58

" Continental Corp NYS 3338 3.26 2081 34.75 23.25 484 260 779 23 4000 0.83
Washington National NYS 22.38 0.56 40.94 23.13 1400 25 108 483 56 3350 067

 EXEL Ltd NYS 3650 318 2.67 40.25 29.63 358 092 252 8 N/A N/A
Zenith National Ins NYS 1750 2.10 3.70 19.50 13.75 34 1.00 5.71 8 13.14 133

Fund American Corp NYS 68.75 0.36 1.61 7050 6250 71 068 099 18 3611 1.90
INSURERSREINSURERS AVERAGE 06 97 32 111

Fremont General Corp OTC 24.50 426 051 2600 1700 126 100 408 6 4555 054

Frontier Insurance Group NYS 36.63 5.48 35.65 4050 2131 76 0.60 164 13 2665 137

r

1
Gainsco Inc ASE 1863 510 3304 2063 1034 43 004 021 19 337 5.53 HEALTH MAINTENANCE ORGANIZATIONS
General RE Com NYS 8600 351 1558 10475 7750 800 1 80 2 09 12 78.65 109

Guaranty Nattonal Corp NYS 1738 211 19.83 18 25 12 63 16 048 276 11 N/A N/A FHP International OTC 1825 135 2807 2700 988 631 000 000 17 1550 118 ,

Hanover Insurance Co OTC 40.75 3.16 1399 42 75 2713 68 044 108 11 3744 1 09 HMO America Inc OTC 1550 0.80 746 2488 963 225 000 000 16 061 25.41

Harieysville Group OTC 21 00 10.64 118 23.75 16.75 52 064 305 8 2299 0 91 Pacificare Health Sys OTC 3450 000 1266 36.00 10.75 136 0.00 000 21 28 25 122

Hartford Steam Boiler NYS 5763 132 022 5875 45.13 57 200 347 17 3550 162 Safeguard Health Enter OTC 725 1212 22.67 14 75 5.88 136 000 000 10 353 205

Kemper Corp NYS 2425 490 3639 46.13 23.25 244 092 379 10 50.00 049 Ste,ra Health Services ASE 23.63 455 2770 2750 1238 103 000 000 12 178 1327

Lawrence Insurance Group ASE 963 3.75 1348 11.13 700 2 0.48 4.99 22 471 204 United HealthcareCorp NYS 88.25 0.86 1846 9525 4025 603 003 003 31 43.60 202

Uberty Corp NYS 2963 -327 3390 3288 20.13 59 048 162 12 2935 101 United Medical Corp ASE 7.75 000 10 71 8.75 588 2 020 258 43 879 088

Lincoln National NYS 6813 000 1530 66.00 4700 295 292 463 11 8100 078 U S Healthcare OTC 55.25 2.43 33.13 57 75 21 25 5979 056 101 25 2055 269

Market Corp OTC 26.50 095 20.45 2825 1775 35 0.00 000 7 1559 170 HMOs AVERAGE 25 94 05 22

 Mutual Risk Mgmt Ltd NYS 3213 405 8.54 3775 2225 64 024 075 20 ALL COMPANIES AVERAGE 08 73 27 13

--

System des,gn Nordby International Inc
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