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Update

Louisiana regulators seize
physician risk retention group

BATON ROUGE, La.-Louisiana regula-
tors have placed Physicians National Risk

Retention Group in conservatorship.
The order earlier this month follows

cease-and-desist orders and other actions
against the malpractice insurer in about 14
other states, said a Louisiana Insurance De-
partment spokeswoman.

The spokeswoman would not comment

on the reasons for the conservation order,
the terms of which are confidential. But,

Crain Communications Inc. All rights reser'ved

many regulators have been concerned about

Continued on nezt page

INsurers spared Bob's wrath

Hurricane's damage much less than feared

Hurricane Bob brought winds of more than 100 knots to a Padan-

L

aram, Mass., marina and beached dozens of sailboats.

By MICHAEL BRADFORD
and MICHAEL SCHACHNER

Insurers and property owners
dodged a bullet named Hurricane
Bob last week, as the windstorm
packing 125-mph winds lashed
directly at New England but
caused less damage than feared.

The first claims to come from
Hurricane Bob's march up the East
Coast stemmmed primarily from

damage to boats, houses and cars,
insurers said.

WWhile most insurers could not
estimate claims, they did not re-

gard the storm as a major disaster.
"It wasn't as bad as it could have

Maryland court upholds
key D&O policy exclusion

By STACY ADLER

ANNAPOLIS, Md.-Insurers na-
tionwide are breathing a sigh of
relief in the wake of state supreme
court ruling that upholds a key
directors and officers liability pol-
icy exclusion that protects many
insurers from claims from savings
and loan failures.

The Maryland Court of Appeals,
the state's highest court, on Aug.
16 unanimously upheld the exclu-
sion found in many D&O policies
that bars coverage for claims re-
sulting from regulatory action
against a failed thrift.

Reversing two lower courts, the
Court of Appeals found that there
were no public policy reasons to
strike down the so-called "regula-
tory",exclusion.

In addition, the court found that
there were no public policy argu-
ments to strike down the "insured

s.,insured" exclusion in D&O po-
licies, which bars coverage when
institutions sue their officers.

However, the court found that
the wording of the insured vs. in-
sured exclusion was ambiguous in
suits by the receiver of a failed
thrift against its directors and offi-
cers and, therefore, does not bar
coverage in such cases where no
regulatory exclusion existed.

"This was not a total win for the
insurers," said Neil Dilloff of Piper
& Marbury in Baltimore, who re-

Texas federal judge reverses |
controversial comp ruling
Page 2

presented the Maryland Deposit
Insurance Fund, an S&L insurance
fund that sued a failed thrift's offi-

"We won one out of two," said
Mr. Dilloff, noting that while the
court upheld the regulatory exclu-
sion, it did not uphold the insured

vs. insured exclusion in this case.

The ruling stems from the insur-

If the opinion had been
uphew, it would be very
di#icult for financial
institutions 'to buy D60
insurance in Maryland or

anywhere else.’
-Ed Armstrong

ance fund's 1987 lawsuit against
officers of First Maryland Deposit
Insurance Assn. in Silver Spring,
Md., which the fund took over in
November 1985. After winning
S387 million in judgments against
the officers, the MDIF sued to re-
cover some of this amount from the
S&L's D&O insurer, American Ca-
sualty Co. of Reading, Pa.

The CNA Financial Corp. unit
wrote $3 million in D&O coverage
for the thrift from Oct. 1, 1984, to
Oct. 1, 1986. There was a $5,000
deductible.

D&O insurers nationwide have
closely watched this case because
they fear that D&O policies could
be tapped to help bail out failed
savings and loans. The cost of the
bailout could reach $500 billion.

"If the lower court opinion had
been upheld, it would be very dif-
ficult” for financial institutions
"to buy D&O insurance in Mary-
land or anywhere else," said Ed
Armstrong, a risk management
consultant in the Washington,
D.C., office of The Wyatt Co.

"It is very difficult for an insurer
to sell its product if it doesn't
know if the language will be up-
held by the courts,” Mr. Armstrong
said.

American Casualty attorney
Thomas S. Schaufelberger agreed:
"Prior to this recent ruling, there
was a growing concern among
D&O insurers. Insurers didn't feel
they could underwrite if they
didn't know if the policy provi-
sions would be upheld.

"This decision alleviates that

concern," said Mr. Schaufelberger
of Drinker, Biddle & Reath in
Washington, D.C.

"We are pleased the highest
court has reversed” the lower
court's ruling, said Bob Cox, assis-
tant vp-financial institutions at
Chubb & Son Inc. in Warren, N.J.,
which has been closely following
the Maryland case.

Continued on page 17

New HMO premium rules

to give employers flexibility.,

said Allstate Insurance Co.
spokesman in Northbrook, IlIl. "It

been,

was nothing like Hugo," he said,
referring to 1989's Hurricane
Hugo, which caused $4.2 billion in
insured damage in the United
States.

In fact, many doubt insured
damage from Bob will top the
$418.8 million caused by Hurricane
Gloria in 1985, the last major hur-
ricane to hit the Northeast.

"As far as heavy storms go, I'd
say that this was less destructive
than Hurricane Gloria six years
ago," said M. Renwick Severance,
vp-specialty services with Repub-
lie Hogg Robinson Inc. in Boston.

The Property Claim Services di-
vision of the American Insurance
Services Group said it would not
estimate insured damage from the
storm until later this week.

The damage caused by Hurricane
Bob "was widespread but it's all
very small," said a spokesman for
Hartford Insurance Group in Hart-
ford, Conn. The insurer expects its
gross claims from the storm to
total $15 million to $25 million.

WWhile Massachusetts Gov. Wil-
liam Weld early last week an-
nounced damage to that state to-
taled as much as $1 billion, "we
expect that insured property dam-

Continued on page 4
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Muscovites crowd the plaza in front of the Moscow City Hall
last week to call for Mikhail Gorbachev's return to power.

Insurers still wary
of Soviet risks

By DOUGLAS McLEOD

Political risk underwriters and companies doing business with the
Soviet Union are waiting to see how the dust settles from last

week's failed coup before resuming Soviet activities.

The abortive attempt to oust Soviet President Mikhail Gorbachev
stopped Western exporters and investors dead in their tracks and
sent credit and political risk underwriters scurrying to assess their

Soviet exposures.

Many exporters were advised to discontinue shipments, while
companies considering joint ventures or other investments in the
Soviet Union put their plans on hold.

With the Soviet economy deteriorating, credit and political risk
insurance markets had been severely restricted for months. When
the hard-line Putsch was announced last Monday, the insurers

closed out Soviet risks entirely.

By midweek, though, as the coup leaders fled Moscow and Mr.

Continued on page 29

Insurers promise to fight
latest Proposition 103 rules
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Update

Malpractice insurer restricted

Continued from previous page
the risk retention group's discounting of loss reserves

When Physicians National was licensed m 1987, then-Insurance Com-
missioner Sherman Bernard allowed it to discount reserves, the depart-
ment spokeswoman confirmed Regulators have since negotiated a
three-year phase-out of the discounting practices

Regulators in Arizona obtamed a temporary restrammg order Aug 16
bamng Physicians National from writing new or renewal busmess m
the state because of its reserve discounting practices, Deputy Insurance
Director Joseph M Hennelly Jr said

Physicians National, based m Marietta, Ga, reported writing $10 5
million m direct prermums m 44 states m the first six months of uus
year, with Texas and Arizona each accountmg for more than $2 milhon
in premium volume Direct written premiums for 1990 totaled $22 8
million

Physicians National reported surplus of $8 mdlion as of June 30

Aetna mortgage problems grow

HARTFORD, Conn -A 49 4% hike in mortgage loan impairment re-
serves made at midyear by Aetna Life & Casualty Co may not ade-
quately shield it from more real estate losses, the company admits

Hartford, Conn -based Aetna, whose mortgage investments are
among the mdustry's largest, mcreased mortgage loss reserves to $466
million as of June 30 from $312 milhon at year-end 1990 A spokesman
said that $244 million of the total IS designated for losses that have not
yet occurred but probably will

Increasing reserves is only a prudent thing to do considering the
conditions in the real estate market," the spokesman said

Aetna would not comment on how much more it may have to add
to reserves if the commercial real estate market continues to deten-
orate Areas of concern Include mortgages, foreclosures and com-
mercial real estate holdings, the spokesman said

But, Aetna Chairman James T Lynn pomted out that over the past
four quarters the company reported gross income of nearly $500 million
and more than $300 milhon m net earnmgs

Citing Aetna's heavy exposures to bad real estate investments,
Moody's Investors Service Inc last month downgraded the finan-
cial strength rating of two of the msurer's units-Aetna Life Insurance
Co and Aetna Life Insurance & Annuity Co (B, July 29)

Phillips 66 to pay record fine

WASHINGTON-Phillips 66 Co has agreed to pay a record $4
million fine to settle Occupational Safety and Health Administration
charges that willful and serious violations of federal safety rules
led to a 1989 explosion at its Pasadena, Texas, petrochemcal plant

The catastrophic explosion killed 23 workers and injured 130 others
(BI, Oct 30, 1989)

OSHA originally had proposed a $5 66 million fine agamst Phdlips
66, a subsidiary of Bartlesvine, Okla -based Phllhps Petroleum Co,
chargmg 575 willful and serious safety violations

As part of the settlement, Philhps 66 has agreed to implement Con)o-
rate-wide safety measures, mcluding developing processes for identify-
ing potential safety hazards at its plants and developing systems for
handling those problems

In addition, Phillips 66 agreed to improve safety training for its em-
ployees and for contractor workers to help them better understand
the specific hazards posed by chemicals at worksites OSHA had
charged that Philhps 66 failed to prevent the release of flammable gases
and was inadequately prepared to respond to the release of the gases

Philhps 66 President B M Thompson said "We felt it was best to try
and reach a settlement to allow both parties to avoid potentially long
and costly litigation "

6Alliance' lawyers sentenced

SAN DIEGO--The first criminal sentences have been handed down
against two lawyers accused of bemg part of a network known as the
"Alliance" that defrauded California msurers by manipulating and pro-
longmg litigation to mflate legal bills

Barry J Krasner, 42, of New York, pleaded guilty to a single felony
count of lymg on an mcome tax return and was sentenced to 16 months
in a federal prison and 200 hours of commumty service

And, Mark M Geyers, 41, of Encino, Calif, pleaded guilty to two
misdemeanor tax violations and was sentenced to three years of proba-
tion and 200 hours of community service

Still awaiting sentencmg are more than a dozen other lawyers who
either have been found guilty or have pleaded guilty to various
charges

Many of the same attorneys also are named m a massive civil fraud
lawsuit m which Fireman's Fund Insurance Co, Allstate Insurance Co
and State Farm Insurance Co allege they were bilked out of more than
$200 milhon (BI, Apnl 2, 1990)

The government IS searching for fugitive attorney Lynn Boyd Stites,
who allegedly conceived and orgamzed the Alhance, said Assistant U S
Attorney William Q Hayes

Building manager liable in rape

CORPUS CHRISTI, Texas-An apartment management company
is considering appealing a $17 1 million Texas state court Jury award to
a woman who was raped by a man who entered her apartment using a
key that he stole from the company's office

The judgment is unusual because It includes $3 milhon m actual
damages awarded under the Texas Deceptive Trade Practices Act

The rape victim charged Berry Property Management Inc of Cor-
pus Chnsti violated the act because she was unfairly denied an extra

Continued on page 30

Errors and omissions

Keith Like is executive vp of Kemper National Insurance Cos,
not Kemper Corp as reported in the Aug 19 issue

Texas ruling that bars
employee suit reve rsed

By MICHAEL BRADFORD Judgve Sanders wrote that the decisions, igiilgdgq the Wgatt case.

orker's claims "are within areas of hat made a decision

DALLAS-A federal Judge re- traditional state authonty and do not based on that ruling was making a
versed his own decision that had imphcate the federal concerns under- faulty decision,"” he'said "The issue
blocked an injured worker from re- Iyinq_ERISA pre-emption " of whether or not a plan is an ERISA
covering tort damages against her he worker and Wyatt have both plan should not be a determining
Texas employer that had opted out a relationship governed by ERISA factor" in an employer's decision to
of the state workers compensation and a "separate and distinct em- pull out or staay in the system
system ployer-employee relationship," the There dre much ‘more serious

Texas employers considenng aban- ludge wrote "The state law claims issues mvolved," Mr Williams noted
donmg the state system had been en- at issue here arise out of their em- Among them are employee morale,
couraged by the earlier rullngf;, be- ployer-employee relationship The senior management's philosophy of
heving it would protect them from claims do not anse out of the parties' carmg for injured workers, andthe
tort claims filed by injured employ- ERISA relationship " _ risk management and safety pro-
cos Judge Sanders also pointed out grams that are in place

The May 16 rulmg mvolved Wyatt that "the issue of liability does not Several pending cases could be af-
Cafetenas Inc, which provided bene- depend upon the existence of an fected by Judge Sanders' decision,
fits for employees injured on the Job ERISA plan, plaintiff may assert a said Texas Assistant Attorney Gen-
through a special employee benefit negligence claim against defendant eral Fred Lewis )
plan rather than through the workers regardless of whether there is an Another ruling involving Wyatt
comp systeni ERISA plan " was overturned last Wednesday U S

U S District Judge Barefoot Sand- The judge cited as precedent a 1989 District Judge Jerry Buchmeyer
ersruled m Ma?/ that Wyatt was ex- federal tnal court ruling in Hartle v granted an injured employee's motion
empt from negligence and breach of Packard Electnc As in that case, the for reconsideration and vacated his
contract claims filed by an inlured Wyatt case does not "implicate the July decision to dismiss a suit charg-
worker because the benefit plan was federal regulation of employee bene- ing negligence Judge Buchmeyer's
subject to the federal Employee Re- fit plans is not an action to recover July decision, like Judge Sanders'
tirement Income Security Act of benefits under a plan (and does first rulmg, stated that Wyatt's bene-
1974, which prohibits such employee not) encompass the processing of fit plan was sublect to ERISA and
suits claims for benefits under a regulated thus exempt from state law claims

The Texas Attorney General and plan," he wrote . . Wyatt also was named in at least
the U S Labor Department filed Joe Williams, president df Risk An- two other similar lawsuits in Texas,
briefs oblecting to his decision, alysts Inc, a Houston firm that ad- Mr Lewis said
prompting the judge to review it vises Texas employers on whether to Texas, New Jersey and South

In reversmg the decision last week become "non-subscribers" to the Carolina are the only three states
and remanding the case-Eunne vs workers comp system, pointed out that allow employers to opt out of
Wyatt Cafetenas-to state court, that businesses shouldn't base their the workers comp system

Info needed New group to fight

forglobal  poq1th care mandate

directories

parties as possible Health care is
of such importance that individual
WASHINGTON-A new lobby- employer voices probably will not
One will list globaIJ)roperty/ ing gbroup 15 being organized to be loud enough to make a differ-
casualty insurers and another give business a stronger and more ence," said NAW President Dirk
will include multinational em- powerful voice to oppose proposals Van Dongen )
ployee benefit networks These that employers be required to pro- ~HEAE will provide an opportu-
directories will be published in vide health care benefits nity for business groups to join to-
the Oct 7 issue, which will con- The Healthcare Equity Action gether so their influence can be felt
tain a Spotlight Report on League was formed this month by by policymakers This coalition
trends in intérnational risk several major Washington,DC- can make’ a difference," Mr Van
management and employee ben- based trade associations the Food Dor\)ge.n said
efits Marketing Institute, the Health- hile business groups had been
Companies must complete a care Leadership Council, the Na- informally discussinﬂ forming a
Bl questionnaire to be listed in tional Assn of Wholesaler-Distrib- lobbying group on health care
the directories, there is no utors, the National Federation of issues for about two years, the in-
charge to be included Independent Business and the Na- troduction in June of universal
If your company IS a global tional Restaurant Assn health care access legislation by
property/casualty insurer or a "Our organizations decided to the Senate Democratic leadership
Barticipant in a multinational create HEAL because we believe was the catalyst that led to the for-
enefit network and you have there ts a vacuum in the business mation of HEAL, said Carolynn
not yet received a question- community relative to formulating Miller, legislative representative at
naire, please contact Karen Ar- a unified agenda for reform of the the NFIB .
maganian at 312-280-3195, or American health care sys.em," That legislation, among other
by fax at 312-280-3174 HEAL said in a letter to pros- things, would require employers to
Completed questionnaires are pective members offer health care coverage or be hit
due Sept 9 "Business will benefit by a coall- with new federal taxes (Bl, June
tion that brings together as mar.y Conhnued on page 28
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Deadlines are approaching
for two Business Insurance

By JERRY GEISEL
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Insurers protest Prop. 103 rules

By LOUISE KERTESZ tola A TteIOf return th backs for personal auto insurance attribution Because the commis- But, a challenge also may come

. n particuiar, Insurers say the, Irﬁurers ﬁmd brokers warn that iioner hasl)aet to issue specific roll: through ndap%eal that 84,insurgrs
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st en e il o o elbace brpeses " e ponco omssioner Join o SSE S SIS Ses tee Sepement saronn i
would be based are bothillegal and = 10 reqyiations also Lﬂh/e .Ehe in- Garamendi saji .earlergwls mor% fil%StQOTI ack (rl;a%‘s ewhy hoﬂere&pwl ﬂ% g Frop ’
unfair and will be challenged in surance commissioner autnority, that the new regulations and pro- in his face?" he adde Since Mr Garamendi became the

. when determining rollbacks, t0 re- posed rate of return would result A} of the companies ar; It- state's first elected.commissigner
Insurers coptend the requlafions sirctinsurers' proftabily for ane i $2 5 il n refunds to policy: ing fo See W afn c%m?f OLHF oT?nelgp arigary, ?&osﬂl crfa%e?rb
nd propased rate g reft?gn Vio- e pf bLSpness Eu affow them to holders %ng eé)e art;blac pox. hesides poltical witeh- Proposiior) Mﬂ%lfca thetorl
0 manﬁa{eo e con- make yn those fost prolits m an- ment expects torissife the fist ol crat" anafher nsuer saia, refer- has Intensified, With the commis:-
S jlative and a otherliné hich insurers iﬁy S IN- DacK orders in a Coélp € Of Weeks, a ring o the regUIa 1ons sioner pitted against the insurance

ate
FO\II_ rSial voter initia ang vhich 3
alirornia supreme Cou ecision equitable some say ara- spokeswoman sai Insurers say their challenge to industry

that modified Proposition 103 by mendi may penalize commercial Most insurers Buysiness Insur- Mr Garamendi's re : )
. . . . . gulations may "
declaring that insurers are entitled lines insurers to ensure larger roll- ance contacted would not speak for proceed through indvidual suits e "ew regulations "follow no

Risk Manager Companies employ

of the Year managed care In
mental health plans

Nominations sought for 1992 competition By SARAJ.HARTY  sor plans covering mpatient care

for mental or nervous disorders,

mgx%ugf g?%&”ﬁﬁatﬁasgf th f#gﬁﬁggén%iggg'gve' tutions . Employers are using many man- 77% require some precertification,
his or her peers and tﬁe y 9 y * Mary L DeCamph-Stewart, risk manager for aged care tools to control mental with 66% of those emplo,mrs re-
public? the Metropolitan Wash- health and substance abuse costs, quiring precertification for all
Nominate that risk lngt.on- AIrpOI".tS Au- according to a new survey mental health and nervous disor-
manager for the 1992 g‘g"'txr:g V\C\;assnha:rritg:‘é Nearly eight out of 10 employers der admissions and 11% requiring
Bus:ness Insurance Risk 4 tho 1991 Ron surveyed require precertification precertification for only non-emer-

Manager of the Year < oner e of inpatient treatment for mental gency admissions
award representing govern- and nervous disorders and for al- The survey also found that 73%
Your nominee could *1> me';_:) egtl'jes hiod. sk cohol and substance abuse, while of the respondents vary their bene-
be named the 15th Busz- © m?‘;,'e ’ ”St about seven of 10 employers use fits for mental and nervous disor-
ness Insurance Risk manag?me”_t 'refcg’r: case management in these cases, ders based on whether covered
€ University ot Lan- says the survey of 341 employers lives meet precertification require-

Manager of the Year, or, -,

e Bstess . G s o e 10 a0 oot NGRS 26 ..

"These leaders in risk " :

R 2520 28 or- Mr. Davenport Ms DeCampl-Stewart  management, whowers  SUDESNCL Abuse and MentaNer- 51% pay a fiat porceniade of
nominating form, which honored for their ac- vous Disorders Treatment Bene- charges subJect to a deductible,
is available from Busz- complishments last fits," conducted by Buck Consul- 17% of the respondents pay a flat
ness Irsurance The \ year, will n(.)w contrib- tants Inc of New York percentage of the charges and 32%
deadline for submitting ute to selecting the 1992 "We are seeing more and more use some other method
nominations is Nov 19 I;‘;”S;‘Ees’ Ms Meln- companies going to a managed care When precertification IS not ob-

"Anyone who plans to - L program" in an effort to control tained, 36% of the survey respon-
nominate a candidate . 1e Thefoortmeel’fglgzjl;f’ivgreds_ mental health and substance abuse dents pay a flat percentage of
should request a nomin- ) 4 lead in the i treatment costs, said Richard J charges subject to a deductible, 8%
ating form from US im- » 4-- leaders in the insurance Sinni, director of the health care pay a flat percentage of the
mediately," advised business, consulting management graotice for Buck charges 51% base benefits on some
Kathryn J Mcintyre and education-will be Consultants in Secaucus N J other method and 5% pay no ben-
associate publisher and announced shortly It is important for companies to efit at all
editor of Bunness In- -The 1992 honore?s offer substantial mental health and The survey noted that 32% of the
sssssss ;’:\'" :Ae a”h”;;”jegc;'zn substance abuse benefits, Mr respondents offer a PPO for inpa-

"Obtaining all the in- o T Sinni said "If you don't offer these tient treatment of mental and ner-
formatiotﬂ r?)qutired to Mr. Batchelor Mr. Umsch,ed ance, which will coin- Bgr;?;';‘“sfvetstzﬁ]zetr'?er?nbslslc‘ess";’g'rfen_d voui :'licgge;fovider IS used for
prepare the best norm- cide with the annual . ) . o
nation takes time, so it'S advantageous to begin the Risk & Insurance Management Society Inc confer- ‘S’Vg'rﬁr‘?,vﬁff’e Y e r%%g?gglps'%g .f?ﬁgtfels?)roﬂzre"rﬂgspg'Sgrﬁstrbggcé’nct’f
nominating process as soon as possible," she ex- ence to be held in Anaheim, Calif he said ’ Y
plained Business Insurance created the Risk Manager of H h f idi -bfge3%f00harges SﬂUbJeCt toa dEdUCt}

Ten independent ludges will select the honorees the Year award in 1977, on its 10th anniversary of thesoé"’gg’ﬁgﬁttsecggs};%idﬁ;ogégglgt'e e ch/;riﬁé 2n§'t23(3/5038rmetasgjoem%
The judgeS will include the fOUr' 1991 honorees . {)ublipation, to reqognize Qutstanding achievement if they are not properly managed other method of payment

* Arnold L D.aveni)ort, vp-risk management for in the field In addition, a Risk Management Honor he said T a PPO is offorad but o non_net
Mgrgggétr ‘C))f()tme 'Qe%f’ hesda, Md , the 1991 Risk Roll wastcreatelg to recogn|z?_01§§f:and[[ntg achu?ve- Almost 99% of the survey re- work provider is used, 54% of the

- Donald D Batchelor, risk manager of Union ggnn'?ga;stignrlss management in différent types or or- spondents sponsor plans that cover respondents pay a flat percentage
Planters Corp in Memphis, Tenn, who was named The iudaes score each of the candidates on 10 inpatient mental or nervous disor- of charges subject to deductible,
to the 1991 Honor Roll representing financial insti- Jucg Contznued on page 27 delgx;:ii;mtiztzntwr;)elosyl:arrvset);lzusr;)don- 8% pay a ﬂa}:pet'_'cendtage of tgi

ontinue on page

Relief for HMO costs ttimpl dj,0 allos offft 519~ mim®

. . ] »ntribution -*ual s to non-qualified HM04"™
Proposal relaxes rules governing employee contributions

1 - which 60(*@ih increasing number of individuals.

By JERRY GEISEL required employers to make the ified HMO, S‘esls long as the HMO 35
same, nremium contribution to- prerpium was $200 or more . on-federa
WASHINGTON-Proposed fed-“Ward ha pramiums charged By Te- Rifig that Jolnger, healthier 4 2 30 oriederaly L

0

graLiesauit e empiovars derally gualited HMQS 43 ey STRIYeSs IR0 Io Relet MOR FYE 26 ro rederany
O WImheh.2f - Rremisim.charasd WD heatth e p'an,gke an 'niqumnelg.mg;g;ag thee g?g,gg%n;f 520
| an require their em- Federally qualified HMOs must far greater percentage of HM B 15
't"g{’]a%m‘?yag g . meet c_:ertgirgfederal standards premium% than tr‘e-;ir Claimsgexpel=i— : 70

Those proposed rules, issued by governing, among other things, the ence would lustify 44 =10
the Department of Health and types of benefits they offer Employers also complained that M =
Human Services, implement a key Under the equal contribution HMOs employed "shadow pric- | Z-
change in federal law made by rule, if an emplo%er contributed ing," in which HMOs tie the premi- *S
1988 amendments to the federal $200 a month toward the cost of ums they charge to the cost of in- 48 ¢

family indemnity coverage, it demnity plans

That change modified the so- would be required to contribute Under the new HHS regulations 1980 1985 1988 1991

called-and much criticized- $200 toward the cost of family cov- employers can continue to comply -501182 Irdersludv
equal contribution rule, which had erage provided by a federally qual- Contznued on page 27 GRAPHIG BY HOLLY SEGUINE
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Hurricane Bob

Continued from page 1

age won't be that great. We were ex-
pecting the storrn to hit a lot harder
than it did," Mr. Severance said.

"I'm not sure where (Gov. Weld)
came up with that. They must have
included everything under the sun,
including lost tourism revenues. |
think this was much less of a storm
than was predicted," he said.

Most storm-related commercial
claims probably will be business in-
terruption claims from businesses
that suffered extended power out-
ages, Mr. Severance noted.

Denise Doyle, a commercial claims
specialist in RHR's Boston field of-
fice, which also handles claims from
Rhode Island and Cape Cod, said
commercial claims received last week
were relatively mild.

"So far, we have only received
some food spoilage claims from res-
taurants whose refrigerators haven't
been working," he said.

The area hardest hit by the storm

1331

was the southern coast of Cape Cod,
the islands of Nantucket and
Martha's Vineyard, and coastal areas
of Massachusetts and Rhode Island.

"The Cape got hit with some se-
verity," said Peter Folan, a property
claims specialist with Corroon &
Black Corp. in Boston, "I know of
about 50 to 75 boats that were har-
bored on the Cape that got clob-
bered. A number of 20- to 35-foot
boats got beached and, although
damage to them in most cases was
only cosmetic, it's expensive to ges
them back in the water.”

Possibly the worst, and certainly
the most dramatic damage, was in
Padanaram, Mass., a village below
New Bedford, where 96 large yachts
were torn from their mornings and
bashed against a bridge or washed
ashore. Some sank, some are da-
maged beyond repair, but others can
be salvaged.

Even with the damage to boats
and homes, insured losses through-
out all of New England are expected

to be much less than feared.

Boston, which was bracing for a
major hit, was subjected only to 48
hours of heavy rain and sustained
veil little storm-related damage.

milder than ex-
pected,"” Mr. Folan summed Lp.

Damage was

rhere haven't been too many com-
ruercial losses reported. It's mos:ly
zpater damage to homes that had
their roofs blown off or trees that
crashed trough garages."

'From our early obserr ations, it
coesn't seem as though there are a
lot of property losses. Most commar-
cial losses will stem from the ex-
tended loss of power," said Rich
Friedline, co-owner of Friedline &
Carter Adjustment Inc. in Hyannis,
Mass. "But there are literally thou-
sands of residentid losses, the vast
majority of which are minor.”

Personal pleasure boats took -he
worst beating. Boats "were ripped
off their morings and found their way
eisher to a sandy or rocky beach, said
Mr. Friedline. "Those that avoided
the rocks have a better chance of

being salvaged."

Commercial fishing boats fared
well, because their crews are experi-
enced at tying up the vessels, he said.

Tom Pochman, general manager of
the Nantucket Yacht Club, said sev-
eral members' boats were damaged,
but damage to the club was limited to
a single broken window pane.

Insurers agreed that the claims
they received last week-toth com-

mercial and personal lines-could
have been much heavier.

Amica Mutual Insurance Co. in
Providence, R.l, had received around
3,000 claims, mostly from ho-
meowners. Frank Honey, home office
property examiner, said a "rough
guess" is that Amica will see around
3,500 claims totaling $3 million.

A spokeswoman said Amica was
srprised it did not receive more
claims from boat owners. "We fi-
gured that being on the coast, there
would be quite a few marine losses.
There haven't been that many."

Allstate estimates it will receive
around 15,000 claims totaling about
$20 million. Most of that damage is to

OF COURSE THEY'LL SAY THEIR DRUG
MANAGEMENT PROGRAM FITS YOUR NEEDS.
IT'S THE ONLY ONE THEY OFFER.

These days, everybodyb heralding

prescription drug benefit management

as the hottest new way to control health

care costs. Different companies have

probably approached you and may have

even sold you on the idea of a custom-

ized drug management program. But

what most of them don't tell you is that

they only offer one plan, and it's the same

thing they're selling to everybody.

At Diversified Pharmaceutical Services

(DPS), we have by far the largest range

of options in the industry They're also some

of the most effedive, routinely saving dients

20-50% on drug benefit costs. With a

custom plan from DPS, you can be sure

you're getting the best plan for your business,

not the only one a company has to offer

Well sit down with you and find out what

your health care philosophies are and

how your benefits program is structured.

Then well provide a recommendation
to fit your needs: it could range from
basic claims processing and reporting
to a complex, multi-faceted program.

Since 1976 DPS has pioneered the

© 1991 Umed Heo IthC.(. Corp | at.on

field of drug managemer-; overthe last fifteen years, weketes-ed and orovenallof ourp-ograms

within United Heal-hCare Corporation, which todcy covers over 9 million individuals.

We've learned which syrems fit best with which kinds of companies. And how to make them wcrk.
So donl get stuck with a produd that wasn't designed for you. Call DPI For more

information, call Jown Darling, National Director of Sales, at (612) 936-3661.
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One of The E.nited Her,/thCare Companies

homes and cars on Long Island.

Philadelphia-based CIGNA Corp.
is projecting about 8,500 claims to-
taling about $20 million. A small
portion will be from commercial poli-
cyholders, a spokesman noted.

Industrial Risk Insurers in Hart-
ford, which specializes in large com-
mercial risks, had received about a
dozen claims of a "minimal amount.”

Claims were trickling in at Allen-
dale Mutual Insurance Co. in John-
ston, R.l., last week and a spokeswo-
man said that slow pace probably
will continue. However, she added
"it's early and there could be some
business interruption losses" that
have not been reported.

A spokeswoman for Rhode Island
Gov. Bruce Sundlun, said state auth-
orities and crews from the federal
Emergency Management Agency
were still assessing wreckage from
the storm late last week and had not
made an official damage estimate.

Naval and commercial shipyards as
well as numerous marinas and yacht
clubs were spared major damage, she
said. "Many of the vessels were
grounded by the high winds, but very
few were seriously damaged."

Much of the hurricane-related
problems centered around downed
power and telephone lines.

New England Electric System of
Westborough. Mass., which operates
three separate utilities serving rnore
than 1.2 million people in Massachu-
setts, Rhode Island and Connecticut,
said about 400,000 clients were left
without power.

NEES buys catastrophic transmis-
sion and distribution insurance from
Hartford Insurance Co. The coverage
responds to all property damaged in
a storm or fire as well as expenses
related to repairing damaged equip-
ment and restormg power. NEES de-
clined to provide details on limits.

A spokeswoman said NEES re-
ceived help from about 290 line crews
from 10 major utilities, including two
from Canada, to get power up and
running to most of its customers by
Friday, though some would be with-
out power throughout the weekend.

A spokeswoman for the Potomac
Electric & Power Co. in Washing-
ton, D.C., said that PEPCO dis-
patched about 30 contractor crews
to help the NEES. PEPCO is one of
97 utilities that belong to a mutual
assistance program sponsored by a
utility trade group.- 1

Block joins
Bi staff

Lori Block has joined the Busi-
ness Insurance staff in Chicago as
an associate editor, Associate Pub-
lisher/Editor Kathryn J. Mcintyre
announced.

Ms. Block, 28, most recently was
news editor for American Nursery-
man, a Chicago-based magazine
covering the nursery and landscape
industry. She also has been a re-
porter and researcher for the Dal-
las Business Journal and a sports

reporter and columnist for the Dal-
las Times Herald.

Ms. Block received a bachelor of
arts degree in broadcast journal-
ism from Southern Methodist Uni-
versity in Dallas.

Ms. Block,
who will report
on a variety of
risk manage-
ment and em-
ployee benefit
topics, can be
reached at 312-

649-5482.

In another
staff develop- Ms. Block
ment, Associate
Editor Mark A. Hofmann has
moved to Bl's Washington, D.C.,
bureau.

Mr. Hofmann, who will report on
Washington-based property/ca-
sualty insurance developments as
well as other risk management

topics, now can be reached at 202-
Ssae—=—F === _ =
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Kodak to offer early reti rement package

As part of a continuing effort to
streamline its workforce, Eastman
Kodak Co. will soon begin offering
an early-retirement package to
8,000-or 14.5%-of its Rochester,
N.Y., employees.

Employees eligible for the program
will receive their full pension bene-
fits; extended health, dental and life
benefits; a so-called Social Security
bridge benefit; a rich severance pay-
ment; and other incentives, like a re-
training allowance.

Approximately 8,000 of Kodak's
55,000 employees in Rochester, where
the company is based, will be eligible
to receive the benefits beginning Oct.
1 under the voluntary plan, which is
scheduled to run through Dec. 1,
1992.

Kodak hopes the program will
allow it to reduce its Rochester

workforce by 3,000 workers by year-

Benefit beat

end 1992.

The plan is not open to the re-
mainder of Kodak's 80,000 domes-
tic employees.

"We think that over the course of
the plan, we'll be able to entice
enough employees to leave the conn-
pany voluntarily so that layoffs won't
be necessary," a Kodak spokesman
said.

"Eight thousand Enople meet the
criteria for full pension benefits, and
the program is very generous, espe-
cially if they leave before Dec. 1 and
take the severance pay."

The Kodak spokesman said most
of the eligible empfoyees work in
Kodak's imaging group, which con-
sists of the company's information
systems and photography units.

Under the plan, Rochester-based
workers with 75 years of combined
age and service, as well as employ-
ees who are between the ages of 55
and 62 and have been with Kodak
for at least 10 years, are eligible to
retire with full defined benefit pen-
sion benefits.

Normally, an employee would need
85 years of combined age and service
to retire with full pension benefits.
Employees who retire before age 62
and who do not meet the 85-year re-
quirement normally receive 50% of
their defined benefit pension bene-
fits.

Eligible early retirees under the
new plan also will continue to re-
ceive their health and dental bene-
fits through Kodak's self-insured
health plan as well as their life in-
surance benefits.

In addition, Kodak will give early

retirees a monthly so-called Social
Security bridge payment until they
reach age 62, when retirees become
eligible for early Social Security ben-
efits. The bridge payment will equal
$700 to $900 per month, based on the
retiree's earnings over the past three
years.

Many Kodak units also have com-
mitted to offering eligible employees
who opt for the plan prior to Dec. 1,
1991, a service-based severance ben-
efit equal to two weeks of their final
salary for every year of service,
capped at one year's salary. Most
Rochester Kodak divisions are ex-
pected to offer this benefit, a spokes-
woman said.

Kodak provided an example of the
total package a 50-year-old employee
with 25 years of service would re-
ceive under the plan:

« Full pension benefits, based on

Our most flexible managed

health care plan ever.

The result of years of research

with specialists like this one.

Following the advice prescribed by Benefits Managers, we developed our latest health plan.
We took the proven principles of managed care and combined them with flexible plan designs
and funding options. The result was a PPO they can customize to their needs.

PruNetworlC only from The Prudential. It's a shot in the arm for managed care.

ThePrudentiall®

© 1991 The Pruden-ial Insurance Company of America.

age and years of service.

« Twelve years of monthly Social
Security bridge payments.

* A lump-sum payment equal to
50 weeks of final salary.

+ A $5,000 retraining allowance
and outplacement counseling

Kodak has not estimated how
much the early retirement plan will
save the company.

But, the spokeswoman said that
the plan and other one-time charges
are expected to reduce third-quarter
earnings by $375 million.

Kodak has trimmed nearly 30,000
employees from its domestic work-
force since 1983, mostly through sim-
ilar early-retirement programs.

-By Michael Schachner

Wellness programs rise

Twice as many companies adopted
a health and wellness program in the
first six months of 1991 as had each
year for the previous seven years, ac-
eordmg to a recent study.

In the first half of 1991, 14 em-
ployers out of 135 surveyed, or 10.4%,
adopted a health and wellness pro-
gram, according to a study conducted
by the Employee Benefit Information
Center of TPF&C, the employee ben-
efits division of Towers, Perrin, For-
ster & Crosby Inc. of New York.

An average of only seven surveyed
employers adopted a health and
wellness program annually between
1984 and 1990.

The study also found that:

« Fifty-two percent of respondents
provide wellness programs to their
employees, and 12% more plan to
offer a program.

« Of the companies that already
offer or plan to offer a wellness pro-
gram, 70% make or plan to make the
programs available to 100% of em-
ployees; 17% make or plan to make
the programs available to 70% to 90%
of employees; and 13% make or plan

to make the programs available to
between 10% and 65% of the work-

force.

< Among the employers that offer
or plan to offer a wellness program:
93% feature or plan to feature special
programs like smoking cessation, nu-
trition or weight loss, stress manage-
ment; 92% feature or plan to feature
health screening for factors like high
blood pressure or cholesterol; 92%
reported that the program features or
is planned to feature educational ma-
terial; and 51% feature or plan to
feature an on-site exercise facility.

« Almost half of the programs
allow spouses to participate, and
about 40% of the programs allow re-
tirees to participate.

Copies of the survey are available
at no charge from Keith Freeman,
TPF&C Employee Benefit Informa-
tion Center, 914-745-4190.

-By Sara J. Harty

Maternity costs reduced

Overall claims costs associated
with sick and premature infants
dropped 40% in 1990 for Blue Cross
& Blue Shield of South Carolina
group health insurance polieyholders,
a spokeswoman said.

And, the total number of claims
involving sick and premature infants
dropped 25% last year, according to
the Blues plan.

BC/BS of South Carolina attri-
buted the drop to Maternity Out-
come Management, a program im-
plemented by the South Carolina
plan's Health Cost Management Ser-
vices Division in August 1989 to
monitor high-risk pregnancies as
soon as the mother contacts Blue
Cross & Blue Shield.

Case managers can help set up
doctor appointments, arrange trans-
portation to physician offices for ex-
pectant mothers and provide for
home health care services.

Charges to the employer are in-
curred on a flat-fee, per-case basis.

-By Sara J. Harty
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Opinions

Health care promise, problems

VENJE.HIS approach is wrong, the uiniversal

ealth ca s legis ced
House Ways and Means Committee Chairman Dan-
iel Rostenkowski, D-IIl., is a refreshing break from
the myriad other health care access proposals.

Under the bill, the nation's 34 million uninsured
would be assured of basic health care coverage,
either through their employers or through a new
public plan. In addition, the Medicare eligibility
age for retirees gradually would be lowered to 60
from 65 (BIl, Aug. 19).

While other proposals, like the one advanced last
year by the Pepper Commission, promise universal
coverage, no mention is made of how health care
costs would be controlled or how large a tax bite
would be required to fund a politically popular but
expensive health care system.

Rep. Rostenkowski, to his credit, doesn’'t dodge

either issue.

Under his bill, an 11-member commission would
be established to set annual national health care
expenditure limits. Increases in these limits would
be linked to the growth of the gross national prod-
uct with a small and steadily decreasing adjust-
ment for inflation.

After the limits were set, the secretary of health
and human services would determine reim-
bursement rates for health care services that would
result in expenditures equal to the national limits.

These cost control provisions are, benefit experts
earlier noted, the toughest of any of the major ac-
cess bills that have been introduced.

Through those cost containment provisions, Rep.
Rostenkowski recognizes a fundamental fact often
overlooked by policymakers: Improving access to
health care only is possible if costs can be con-
trolled.

It does no good to mandate coverage or slap em-
ployers with taxes to support a public health plan
for the uninsured if the cost of health care coverage
or an escalating tax bite drives companies into
bankruptcy. Indeed, we believe that the reason
many employers now do not offer health care cov-
erage is not because they don't want to, but be-
cause they can't afford to.

We also commend Rep. Rostenkowski for his
honesty in laying out the cost of providing univer-
sal health care coverage and lowering the Medicare
eligibility age.

At the first level, employers that do not offer a
basic health care plan would be slapped with a tax
equal to 9% of employees' wages, up to the Medi-
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care wage base. If that 9% tax was inadequate to
fund universal health care coverage, individuals
and employers would be hit with a new income tax
surcharge. Finally, the Medicare tax rate and the
amount of wages subject to that tax would be in-
creased substantially.

Rep. Rostenkowski is letting the public know the
huge price of universal access to health care. By
contrast, the Pepper Commission promised a wide
array of benefits to all Americans, but made no
mention of how those benefits would be funded.

But Rep. Rostenkowski's bill falls short in other
areas. His requirement that employers notify the
federal government each time someone joins a
health care plan or terminates coverage simply is
not workable. We don't know how big, national
employers with high employee turnover could keep
up with the paperwork triggered by such a re-
quirement. And, we doubt that anyone in govern-
ment would read the tens of millions of health care
notices that it would generate.

While Rep. Rostenkowski's proposal to lower the
Medicare eligibility age would reduce employers’
retiree health care liabilities, we don't think such a
proposal, which everyone would pay for through
higher taxes, is good public policy. With future
labor shortages likely when the baby boom genera-
tion reaches retirement age, employees should. be
encouraged to stay on the job longer, not retire

soconer.

Rating agencies report symptoms, not cause

To the editor: In response to your Aug.

5 article, "Rating Agencies: Do They Do
the Job?," policyholders are losing confi-
dence in the insurance rating agencies. For
such companies as Executive Life Insurance
Co., Mutual Benefit Life Insurance Co.,
Baldwin-United Corp. and others, down-
grades have been too little and too late.

All of the rating agencies use leverage
ratios and target surplus formulas of one
form or another. But declining surplus
ratios are the symptom of a problem, not

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

St.. Chicago, lll., 60611.

the root cause. By the time ratios deterio-
rate, it's usually too late.

Insurance companies fail because they run
out of cash. They may or may not run
out of surplus. Fatal weaknesses develop
over a period of many years, so it should
be possibleto predict-years in advance-
which companies are likely to experience
problems. And it is.

Using a mathematical formula developed
by our firm, we ranked 46 large companies
based on Dec. 31, 1988, financial statements.
These companies were rated by Moody's In-
vestor Service Inc. at the time.

Looking at the bottom one-third based
on our ranking, most received a rating of
Aaa or Aa. Two years later, 10 of our bot-
tom-tier companies have received rating
downgrades, including Mutual Benefit, Ex-
ecutive Life and Equitable. None of the
low-ranked companies received upgrades.

Of companies in the upper two-thirds of
our rankings, only four have received down-
grades and three have received upgrades.

Our ranking system is criticized by those
who are familiar with methods used by the
insurance rating agencies. Unlike the rating
agencies, we don't interview top manage-
ment or use internal management reports
and projections. Our system is based on the
idea that if a company is in trouble now,
things aren't likely to get better.

We expect the life insurance, health in-
surance and annuity markets to experience
further rating "surprises." In spite of recent
downgrades, most of our bottom-tier com-
panies still enjoy Aa or Aaa ratings. We
agree that insurance buyers shouldn't rely
solely on the rating agencies. They should
perform an independent analysis of insurers
or else avoid the market.

Richard K. Kischuk
Crown Point Management Consultants Inc.
Pendleton, Ind.

To the editor: As the president of a firm

that performs insurance company analysis
Continued on page 10

Busmess
Insurance®

Reporting weekly for corporate risk,
employee benefit and financial executives

Pub'isher: Alfred Malecki (New York)

Associate Publisher/Editor: Kathryn J. Mcintyre, ARM.
(Chicago)
Managing Editor: James M Burcke (Chicago)
Senior Editor: Jerry Geisel (Washington)
Assistant Managing Editor: Dave Lenckus (Chicago)
Assistant Managing EditoWGraphics: Jeanne M. Bartels
(Chicago)
CHICAGO: Karen Armaganian (Ed#oria/ Assistant)
Lori Block (Associate Editor)
Karen Brown (Assistant to the Editor)
Meg Fletcher, ARM (Associate Editor)
Sara J. Harty (Staff Reported
Nancy Johnson (Copy Ed#00
Kathryn M. Larrabee (Copy Editor)
Laura Mazzuca (Agent/Broker Topics Associafe
Editor)
Sarah E. Polster (Directory Editor)
Roger Schillerstrom (Editorial Cartoonist)
Deborah Shalowitz (Associate Editor)
Timothy Stanton (Copy Editor)
Paul Winston (Copy Desk ChieO
Christine Woolsey (Associate Editor)
DALLAS: Michael Bradford (Associate Editor)
LONDON: Stacy Shapiro (/ntemationa/ Editor)
Gavin Souter (Associate Editor)
LOS ANGELES: Joanne Wojcik (Bureau Chief)
Louise Kertesz (Associate Editor)
NEW YORK: Douglas McLeod (Bureau Chief)
Stacy Adler (Associate Editor)
Judy Greenwald (Associate Editor)
Michael Schachner (Associate Editor)
WASHINGTON: Mark A Hofmann (Associate Editor)

Advertising Director: Martin J. Ross (New York)
Midwest Sales Manager: Robert L. Niesse (Chicago)
CHICAGO: Deborah D. Neale (District Manager)
Margaret Hikido (District Manager/
Classified Sales)
Elmer Kerstowske (Production Manager)
NEW YORK: Charles A. Horvath (District Manager)
Jack Forrest (District Manager)
Kathryn Premetz (District Manager)
Cynthia Bykowski (District Manager)
LOS ANGELES: Michael J. Sharpe (Western Advertising

Manager)

Director of Communications: Ronnie |I. Drachman

(New York)

EDITORIAL: Chicago: 312-649-5398
Dallas: 214-363-1066

London: 71-608-1172
Los Angeles: 213-651-3710
New York: 212-210-0140
Washington: 202-662-7200
ADVERTISING: New York: 212-210-0228
Chicago: 312-649-5276

Los Angeles: 213-651-3710
COMMUNICATIONS: New York: 212-210-0132

CIRCULATION: Detroit: 313-446-1611

Published by Crain Communications Inc., Chicago

G.D. CRAIN JR.
Founder (1885-1973)
MRS. G.D. CRAIN

MERRILEE P. CRAIN
Secretary
WILLIAM A. MORROW
Chairman Executive Vp-operations
S.R. BERNSTEIN WILLIAM STRONG
Chairman-executive committee Vice president-circulation
RANCE CRAIN ROBERT C. ADAMS
President Vice president-production
KEITH E. CRAIN H.L. STEVENSON
Vice chairman

MARY KAY CRAIN

Corporate editor
PENELOPE A. GEISMAR

Treasurer Corporate communications mgr.

Published weekly at 740 Rush St., Chicago, lll. 60611-2590, Telex
6871241, Fax 312/280-3174, Cable CRAINCOM. Offices: 220 E. 42nd St.,
New York, N.Y. 10017-5806. Telex 640207, Fax 212/210-0704, CRAIN
COM NYK; 1 Northpark, East Suite 114, 8950 N. Central Expressway,
Dallas, Texas, 75231-6415, Fax 214/696-1936: Suite 814, National Press
Building, Washington, D.C. 20045-1801, Fax 202/638-3155; 6500 Wilshire
Blvd., Suite 2300 Los Angeles, Calif. 90048-4947, Fax 213/655-8157;
Cowcross Court, 2nd Floor, 75-77 Cowcross St., London ECI M 6BP,
England, Fax 71/608/1173. $2.00 a copy. $80 a year in U.S. Canada and
all other foreign add $38 for surface mail. Europe and Middle East only
add $105 for air delivery. First-ciass mail to U. S., add $95; to Canada add
$105. Bermuda only, $180 per year expedited delivery. SHEILA
GORMLEY, circulation manager. Four weeks' notice required for change
of address. Send subscription correspondence to Circulation Department,
Business Insurance, 965 E. Jefferson Ave.. Detroit, Mich., 48207-3185, or
phone 800-678-9595 or 313-446-1611. Fax 313/446-1650. Microfilm
copies are available from University Microfilms, 300 Zeeb Road, Ann
Arbor, Mich. 48013. Microfiche copies available: Bell & Howell, Micro
Photo Division, Old Mansfield Road, Wooster, Ohio 44691

A PubScation 01

Crain< #5{t>Communications Inc
TA:£/4 .. 75 Years of Publishing Leadership

1916 -1991

fl

Member ot Business

TBPA ABP

Publications Audit of Circulation



OUR ANSWER ISNTJUST ANOTHER PLUG.

‘Today's employee health care system is shot full of holes. Unnecessary surgical
procedures, extended hospital stays, inappropriate diagnostic testing, over-utilization of
psychiatric and substance abuse benefits, code gaming and the rubber stamping of claim
payments can seriously drain a company’s profits.

[nsurers that address only one or two of these problems won't stem the flow.

At ITT Hartford, we take a total approach to cost containment. Managed care

networks, utilization management (including psychiatric and substance abuse review),
hospital bill audits, health care provider profiling and careful attention to monitoring
and managing claims are all part of our process.
Everybody's plugging cost containment these days. The [T T Hartford
difference is a strategy that's as comprehensive as it is conscientious. y
For a program that holds water, talk to us. ITT HARTFORD

ForThe Best In Life—And Health.
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At issue

Has your entity taken specific steps to control litigation costs?

Joel.
Banda

R =5
Cirector of Risk

P Management
f City of
McAllen,

McAllen, Texas.

We maintain an index file of law firms
with areas of expertise. We prefer
small firms with no noe than 12 attor-
neys. We maintair and require ite-
mized statements. La-ge billings on
well-established legal issues are ques-
tioned, since some firms tend to edu-
cate young attorneys at the defen-

dant's expense.

Excess E&O thal st

Sikha

Bhatacharya
Risk Manager
County of
Peoria,

Peo,ia 11.

There is no substlute for r sk manage-
ment involvenent. We follow o.tr
daims closely. When wr hear from an
attorne'/, we always make our own re-
sponse quickly. Taking gocd care of
injured employees also s important. If
employees have confiderce that you
will work with them and lolow up In
their care, they do not th nk of hiring an
attorney right away.

/ 3 Stanley s.
Z 791./ Fayne
Director of Risk
1[1--lli-- Management
rfEIvVW and Safety
T Oaklamd

" County,

4 Pontiac, Mich.

Yes. First we introduced a loss control
prograrr to prevent litigation. If litigation
does start, Me manage the case. If it
should be settled, we settle early rather
thai bu Id up defense costs. Our field
invjstigators investigate the daims so
trat attom€ys only handle the actual
litigatior. We pay a flat rate and make

sure that a senior partner is handling

O.Ir cases rather than a law clerk.

Scott
Babcock
Risk Manager
Metro Risk
Management

Agency,

1 Elk Groye.Vii-

We have implemented an attorney re-
porting procedure requiring reports on
monthly billing and formats, rates for
staff, strategy for discovery and bud-
gets. Additionally, | receive copies of all
court papers and our defense attor-
neys are directly accountable to us, not
the TPA. Finally, any legwork-investi-
gations etc.-that can be handled in-
house, is.

acks

up and follows form.

When a client puts in a tall order for excess
E&TO, call the E&O experts at Media/Professional.
Stack our coverage against the others and you'll find
that our Moating Five Program comes out on top

The Flcating Five adds another $5,000,000

over underlying coverages of $5,000,000 or more for

miscellaneous and one-of-a-kind E&TO, insurance

agents' E&O and libel and slander insurance And

the Floating Five is written on a straightforward
following form that tracks the tenns of controlling

primary coverage

Backed by highly-rated Gulf Insurance GrouR

the Floating Five can attach over both claims made

and occurrence policies. Plus, our staff of experi-

enced in-house claim attorneys gives the Floating

Five a level o f expertise that assures knowledgeable
and helpful claim management.

Constructing the right E&0 insurance pro-
gram for your client isnk child's play For excess
E&O0 that tops them all, come to the ESTO experts
at Media/Professional Insurance Call today for an

appcaton.

Available in all states. Lawyers, doctors, architects
and engineers, construction managers, directors and officers
and professional financial management consultants excluded.

Media/Professional Insurance, Inc.
Two Petshing Squam, Suite 800 - 2300 Main Stmt
Kamos CiM, Missoud 64108 816-471-6118

America's E&0 Authority

Letters

Continued from page 8

and financial stability ratings, | sug-
gest that consumers, agents, policy-
holders and others interested in in-
surance company ratmgs spend more
time reading the prefaces to the
raters' publications and less time re-
lying on the rating.

Further, those interested in insur-
ance company ratings should discern
between an insurer rating and an in-
surer financial rating. VWhenever
qualitative criteria are utilized, dis-
cretion is introduced into the equa-
tion; discretion is not a quantifiable
factor.

The problem facing insurance
companies is not the promulgation
of numerous, possibly diverse, insur-
ance company ratings. Rather, the
problem is that some rating com-
panies seem to be unable to evaluate
the economic conditions that cur-
rently are prevalent in the general
economy as well as the insurance
sector.

Those interested in insurer ratings
should be more concerned about the
ability of the rating service to be a
leading indicator of solvency rather
than a mirror image of the insurer's
current financial situation. If it takes
several years for liability insurance
claims to wind their way through the
judicial process, then the current
year's rating, which is based on year-
old data, should be stringent enough
to be a leading rather than coincident
indicator of financial soundness.

Regulators appear to have a le-
gitimate interest in the quality of
insurer ratings. In the life and health
sector, insurer ratings might create a
run on the bank. However, the regu-
lators, not the rating agencies, are the
final authority on the financial
soundness of insurers.

If a rating agency creates a run
on an insurer, my hunch is consum-
ers, agents, policyholders and others
interested in insurance company rat-
ings were already taking a break.

Joseph L. Petrelli
President
Demotech Inc.

Columbus, Ohio

Rating agencies
should be liable

for oversights

To the editor: The last time | found
it necessaly to take issue with a Busi-
ness Insurance editorial was in 1971.
Over the 20-year interval, | have been
impressed by the quality of your re-
porting and your editorials. Your
Aug. 12 editorial, "Assessing the In-
surer Ratings," on the whole is a ba-
lanced comment. However, | take
issue with, "We are not ready to hold
them liable every time they fail to
spot a deteriorating insurer.”

And also, "If the agencies were
to be held liable for policyholder
losses when an A-rated company
goes broke the next year, or five years
later, the rating agencies could not
stay in business.”

You miss the point. The public has
every right to expect the rating agen-
cies to spot the deteriorating insurer
and report the results of their inves-
tigations on a timely basis.

Further, the rating agencies should
be held accountable for their mis-
deeds to every person that relies on
their ratings. You state that to hold
the rating agencies accountable
would mean that they could not stay
in business. That concept went out in
the 19th century.

Accountants, doctors, lawyers,
directors and officers and many other
professionals and businesses solve
the problem by purchasing insurance
that protects their assets and at the
same time funds the payment of
losses to their victims. The rating

agencies should not do less.
Thomas F. Sheehan

President
Thomas F. Sheehan Inc.

Boca Raton, Fla.



What really constitutes

financial strength intodayb
Insurance marketplace?

Animpe«able balance sheet.
And profiti

Ifyou're concerned aboutthefinancial strength ofyour insurance

oganization, hele are somequestionsyou should ask

What j the dearest indkatorof finandal health?

A balance sheet ofimpeccable quality, conservativelymanaged.
LookatAIG's financial statements. You'll find $10billion in capital
funds; $15 billion ofgeneralinsurance lossreserves; and $1.4 billion in

after-tax profits in 1990.

How important are the designations awarded
by the rating agencies?

Very important Theyprovide an impartial, thoroughlyresearched

measure ofa compam/s financial

_ strength. AIG holdsthe highest rat-
AIG Ratings: 1,

Ings awarded bythe principal
Standard agencies. Theyare a prized asset

& poors AAA' enablingusto caprtalize onbusiness

i opportunities not open tothose with-
Moody, Aaa

outthese cmdentials.

Arethere substantial
differences in the way
Insurance organizabons are

managed?

AM.Best Co. A+ *

*Dom:* PMpittrigilly 0/,miue

Yes. Take investment and under-
writing philosophies. In investing AlGhasaninsignificant exposure to
high-yield securities and commercialreal estate, which have lately

caused somam problems forothercompanies. The overall qualityof

AIG Domestic Bond Portfolio Rat*™ ourassetsisexcellent withnew cash

flowinvested primarilyin invest-

ment-grade fixed-income

securities.

2-'-

\ a4 5/
We also believe underwriting
.34 .62%%6 /

profits are fundamental to the long term
stabiliyand healthofacompany. Hence, we am committed tomeeting
the needsofthe public forinsurance plDductswhile maintaining strict

undermiting discipline. (%)
__ Return on Equity

— <>

Foryearsthese belie8

10 »>%2%26, 7
results. Includingareturn on s

Plc

Industiy
equity that has consistently o

(%)

exceeded the IndUStry '80'81'82'83'84*85'86'87-88'89 *90

Industry and S&P SOO source: Conning and Co.

average bya widemargin.

WhatoUler qualities should | look foR

A strongcommitmentto its basic business, a diversified busjness
portfolioand global presence. AIG isthe nation's largest undermiterof
commercial and industrial coverages. We also have aninternational net-
worksecondtonone.

Soifyou're looking forfinancial strength, stabilityand commitment
forthe longtenn, considerthe insurance organizationthathas demon-
strated exactly those charactdstics fordecades.

Ifyouumuld like a copyofourannual mport write to Amedcan

Intemational Group, Inc., Dept A 70Pine Street, NewY(* NY 10270.

AlG World leaders in insurance and financial services.
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Captives dread federal regulation

By STACY ADLER

BURLINGTON, Vt.-Captive in-
surer executives have expressed con-
cern that fed-

eral insurance

regulation

proposals un-

*—e*—— *L., veiled in Con-
Lap—¥r

Insu*ance

- would hamper

gress earlier
this month

-if Nnot elimi-
Nnate-the use
of some cap-
tives.

Proposals by Sen. Howard M. Met-
zenbaum, D-Ohio, and Rep. John D.
Dingell, D-Mich., would introduce
federal oversight of insurer solvency
regulation (Bl, Aug. 12; Aug. 5)
Among other things, the proposals
would require all insurance com-
panies-including captives and risk
retention groups-to meet minimum
solvency standards.

"To the extent state regulation is
reeast, risk retention groups and
other groups will be dramatically af-
fected,” said John Salisbury, chief
executive officer of Housing Au-
thority Risk Retention Group, a Ver-
mont-domiciled insurer that writes
property insurance for public hous-
ing authorities.

An outline of Rep. Dingell's pro-
posed legislation calls for the fed-
eral government to impose: minimum
capital and surplus requirements;
limits on the use of reinsurance,
standards for investments, reserves
and asset valuation; requirements for
independent audits and actuarial
certification of loss reserves; national
standards for state guaranty funds;
procedures for determining when an
insurer is impaired or insolvent; and
national liquidation procedures for
insolvent companies.

.Sen. Metzenbaum's bill, dubbed
the Insurance Protection Act of 1991,
calls for similar federal solvency
standards for insurance companies.
In addition, Sen. Metzenbaum's bill
would create a national guaranty
fund that would supersede state
guaranty funds.

Captive insurance company execu-
tives discussed the impact these sol-
vency requirements would have on
their industry during the Sixth An-
nual Vermont Captive Insurance
Assn. conference, held Aug. 14-16 in
Burlington, Vt.

Mr. Salisbury said risk retention
groups currently operate in a "com-
fortable regulatory structure” that
enables them to comply with the reg-
ulations of a single state and operate
nationwide with minimal regulation
from other states.

"This is about to change,” Mr. Sa-
lisbury warned.

Jon Harkavy, general counsel of
Vermont Insurance Management Inc.,
a Montpelier-based captive manager,
said that "every aspect of a captive or
risk retention group's operations is
fair game" for federal regulatory
oversight.

And, stiff federal solvency regu-
lations could "knock out some cap-
tives," said Mr. Harkavy, a former
director of governmental affairs for
the Risk & Insurance Management
Society Inc.

For example, if federal solvency
standards precluded the use of let-
ters of credit as a means of meeting
minimum capitalization require-
ments, many small captives would
find themselves undercapitalized, he
said.

In addition, the proposals "will put
tremendous pressure on state insur-
ance departments to get accredited,"”
said Mr. Harkavy, referring to a com-
ponent of both the Dingell and Met-
zenbaum proposals that would re-
quire state insurance departments to

meet minimum standards for sol-

vency regulation and to gain federal
accreditation.

He noted that under both propos-

als, if a captive insurance company or
risk retention group is domiciled in a
non-accredited state, the insurer
would be precluded from writing any
business outside of the state in which
it is domiciled.

"That means a captive domiciled
in a non-accredited state would be
prevented from operating nation-
wide," said Mr. Harkavy.

"For example, if Vermont did not
receive accreditation, Vermont cap-
tives could only service Vermont pol-
icyholders," he explained.

In addition, the federal regulation
proposals could cause many offshore
captives and alien reinsurers to move
onshore, according to Mr. Harkavy.

The

| o |
/01 . a=
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He pointed out that both Rep. Din-
gell's outline and Sen. Metzenbaum's
bill call for a federal regulatory office
to regulate both domestic and off-
shore reinsurers.

"They have set up such hurdles
for direct placement with offshore
insurers and reinsurers that it may
lead" to many companies moving on-
shore, he said.

Finally, Mr. Harkavy said captive
insurers and risk retention groups are
especially vulnerable to adverse fed-
eral regulation, because their indus-
try is not fully understood by con-
gressional legislators.

"Vermont has flourished as a cap-
tive domicile because it has recog-

nized the differences" between cap-
tives, risk retention groups and
traditional insurers, he said.

"There is no guarantee federal in-
surance legislation would recognize
these differences," he said.

"If this bill goes through, (captives)
will be thrown in the same pot (as
traditional insurers) and it will be
much more difficult to operate," said
Mr. Harkavy.

He suggested that captive and risk
retention groups take a "pre-emptive
strike" against these proposals by
forming their own regulatory body.

Since Rep. Dingell's outline and
Sen. Metzenbaum's bill both would

allow for accreditation of self-reg-

ulatory bodies, captive and risk re-
tention trade groups may fare best
if they form their own regulatory
body, said Mr. Harkavy.

"l would urge the Captive Insur-
ance Companies Assn. or the Na-
tional Risk Retention Assn. to form
one solid entity,"” he said.

And, he urged all captive associa-
tions to begin a joint lobbying effort
to explain to legislators the needs of
captives and risk retention groups.

"Congress must be sensitized to the
difference in these markets," said Mr.
Harkavy.

Mr. Salisbury agreed: "We are
going to have to be very vocal to sur-

vive."

secret of success is never

being at a loss for words.
Or pictures

If you've ever been frustrated by a mis-
placed or lost piece of information, don't

lose this page.

Because IBM can make sure that never

happens again-thanks to ImagePlus:
ImagePlus is IBM's system solution
designed to give you image processing
capabilities, including high-speed capture
of large volumes of documents, to help
streamline your paper-intensive operation.
It's an imaging system created to make
you more productive, by making you more

responsive.

With ImagePlus, you can scan or fax
your documents. letters, photos-any piece
of paper-directly into your computer.



By STACY ADLER

BURLINGTON, Vt.-A.M. Best.
Co. is reporting on the financial
strength of 42 risk retention groups
and is encouraging others that
want ratings to approach the rat-
ing company.

John H. Snyder, vp of the Old-
wick, N.J.-based rating agency,
discussed the process by which a
risk retention group or a captive
can receive a rating from Best dur-
ing the Sixth Annual Vermont
Captive Insurance Assn. Conven-
tion held in Burlington Aug. 14-16.

Best also reports on a modest
number of captives, according to
Mr. Snyder.

So they can't accidentally fall off your
desk, slip behind your coffee mug or
inadvertently end up in the wastepaper

basket.

And, once you've scanned or faxed
information into your system, anyone in

any department-from your accounting

For a traditional property/ca-
sualty or life/health insurer to re-
ceive a letter rating from Best, it
must have at least five years' expe-
rience and $1.5 million in policy-
holder surplus, he explained.

However, early last year, Best
introduced the Financial Perfor-
mance Index as a means of rating
new companies, particularly the
fast-growing number of risk reten-
tion groups that do not yet qualify
for one of Best's letter ratings (Bl,
Jan. 22,1990).

To receive an FPI rating, a com-
pany needs only three years' expe-
rience and there is no surplus re-
quirement, Mr. Snyder explained.

"All information is based on the

NAIC blank," he said, noting that
Best relies on insurers' statutory
annual filings with the National
Assn. of Insurance Commissioners
to develop its FPI rates.

Those insurance companies that
report on the NAIC blank can sub-
mit a current annual statement and
the two previous years' statements
to Best to become eligible for an
FPI rating, Mr. Snyder said.

Under the FPI rating system,
Best assigns a number to a com-
pany's financial strength:

= An FPI rating of 9 or 8 indi-
cates the company is in strong fi-
nancial health. Mr. Snyder said
this is comparable to an A + or an
A rating.
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Best details risk retention group ratings

- An FPI rating of 7 or 6 indi-
cates the company has above-aver-
age financial health, which he said
is comparable to an A- or a
B + rating.

< An FPI rating of 5 or 4 indi-
cates the company has average fi-
nancial health. The rating is com-
parable to a B or B - rating.

< An FPI rating of 3 or 2 indi-
cates the company has below-aver-
age financial health. That rating is
comparable to aC+ or C rating.

- An FPI rating of 1 means an
FPI rating has not yet been as-
signed to the company. This desig-
nation is often given to companies
that do not yet have three years'
experience or, in a few cases, that

Customer questions that used to take
days to answer, now can take seconds.
One ImagePlus customer recently

reported significant increases in produc-

tivity after only eight weeks. Our image

specialists are hearing more reports like
this all the time.

And remember, IBM can help you
integrate ImagePlus into your existing data
management system. In fact, thanks to
ImagePlus' open interfaces, you can inte-
grate your own image applications and even

attach your own scanners and printers.
Best of all, these features are in addition

people to your customer service reps-can

retrieve it, file it, view it in full color, and

reproduce it. Instantly.

One of the many other conveniences:
An image of a color photograph can be cap-
tured, stored and retrieved from the same

folder that contains an image of a hand-
written letter and other related documents.

Today, hundreds of ImagePlus systems
are installed and improving productivity and
customer service in banks, insurance com-
panies, government agencies, hospitals,
manufacturers, retailers and transportation
companies around the world.

-.-.4:".4k 3,!

©1991 IBMCorporat,on

I*om now on, everyone with an

ImagePlus terminal can have the informa-
tion they need, the second they need it.
Which, alone, is enough reason to consider 1

Name
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—
j Please send me more details about IBM's

Inlmaging Solutions 1

EM Corpofatieri; Dept. 883

R Q Box 3974, Peoria, IL 61614

Or call

ImagePlus. company

to IBM's long-term commitment to service

and support.
ImagePlus, from IBM. Now, when it

comes to information, you can't lose.
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Fbr more details, contact your IBM
representative, call us at 1 800 IBM-6676,
ext. 883 or send in the coupon below.

IBM ImagePlus and 012 are registered trademarks of International Business Machnes Corporabon.

1 800 BM-6676, ext. 883

But there are other reasons. | Address

Like flexibility: ImagePlus with OS/2® : =~
gives you the multitasking power to run g
several different programs-spreadsheets,
word processing, desktop publishing, host —
computer emulation and other image
applications-at the same time, without
interrupting the one you're working on.

You can imagine the impact on
productivity.

Projects that used to take weeks to close,
now can take hours.

State ZI1P

have requested not to have their
FPI rating published.

"The FPI is quickly becoming a
recognized and useful measure of

, an insurance company's financial

strength prior to becoming eligible
for a Best's rating,"” Mr. Snyder
said.

It is particularly useful for gaug-
ing the strength of risk retention
groups, many of which have been
formed in the last three years, he
said.

In computing the FPI ranking for
a captive insurance company or a
risk retention group, the rating
agency will analyze three years
worth of data from NAIC conven-
tion statements, Mr. Snyder said.

Best will assess the insurer's
profitability, leverage and liquid-
ity in relation to norms Best has

established, he explained.
Best also

for-adequacy ..
pamys rem- Capule
uercnce opro Inie

geographic

areloss ex- A

posure by
product line, he said.

"The rating process involves
both a quantitative and qualitative
analysis" of an insurer's financial
statements and operating methods,
Mr. Snyder said.

In particular, he said, risk reten-
tion groups and captives should be
aware of several key areas Best ex-
amines, including:

« Capital structure. Best gen-
erally does not assign a favorable
rating when more than 50% of an

insurer's capitalization is in the
form of letters of credit or sur-

pany's rein-

plus notes.

= Net retention of business. Best
requires a company to retain a
minimum of 25% to 30% of its total
volume to be eligible for a rating.
Therefore, companies that are
fronting operations will not qual-
ify, he said.

- Concentration of assets. To re-
ceive a favorable rating, Best re-
quires a company to have "a con-
centration” of assets that are
liquid, well-balanced and of in-
vestment-grade quality.

"We don't like to see any indi-
vidual asset be more than 5% of a
company's total assets,” Mr.
Snyder said.

Once a company satisfies the
five-year experience requirement
and meets the $1.5 million policy-
holder surplus requirement, a
Best's letter rating is assigned, ae-
cording to Mr. Snyder.

A couple of risk retention groups
already receive letter ratings from
Best, including:

« HOW Insurance Co., which is a
Virginia-domiciled risk retention
group that underwrites home war-
ranties for building contractors,
has aB- rating.

= Podiatry Insurance Co. of
America, which is a Tennessee-do-
miciled risk retention group that
insures members of the American
Podiatry Assn., has an A- rating.

If a company does not wish to be
rated by Best, as in the case of a
single-parent captive, Best will list
the company in the directory sec-
tion of its publications along with
basic information like its address
and phone number.

Mr. Snyder also noted that Best
now publishes a one-page guide
that outlines what is necessary for
an insurance company to pass the
quantitative tests.

For more jnformation about A.M.
Best Co. ratings, write to John H.
Snyder, Vp, A.M. Best Co., Ambest
Road, Oldwick, N.J. 08858; 908-
439-2200, extension 5449.



1-* / Duat/6€566 1/UNU,UnCe, AUgUSL ZO, 1331

Snelling nurtured captive industry

BURLINGTON, Vt.-Vermont's captive
insurance community is mourning the
death of Vermont Giv. Richard A. Snelling,
who died unexpectedly shortly before the
state captive industry's annual conference.

Gov. Snelling, 64, was found dead, ap-
parently of a heart attack, at his home on
Aug. 14.

A long-time supporter of the state's
thriving captive insurance industry, Gov.
Snelling was scheduled to be a keynote
speaker at the Sixth Annual Vermont Cap-
tive Insurance Assn. convention held Aug.
14-16 in Burlington.

Instead, each session during the three-
day conference began with attendees bow-

ing their heads in silent prayer for Gov.
Snelling. He had served a total of 8 K years
in office during two non-consecutive terms,
longer than any Vermont governor since
1820.

"The governor played a vital role in the
growth and development of the captive in-
dustry in Vermont," remarked Jeffrey P.
Johnson, commissioner of the Vermont De-
partment of Banking, Insurance and Se-
curities.

"His involvement in the captive industry
never lagged,” Mr. Johnson said.

"Gov. Snelling was a great supporter to
the captive industry,"” agreed John Prim-
mer, an attorney with Primmer & Wilson in

St. Johnsbury, Vt. "He lived to see this in-
dustry grow and flourish."

Gov. Snelling was serving his first term
in office when the Legislature passed the
Vermont Special Insurers Act in 1981,
which enabled captive insurance companies
to form in the state.

Mr. Primmer recalled how Gov. Snelling
opposed the use of the term "captive" while
the act was wending through the Legisla-
ture, because Iran was holding U.S. citi-
zens hostage at that time. Gov. Snelling
begged legislators to call these insurance
companies anything but "captives,” Mr.
Primmer said.

Lt. Gov. Howard Dean assumed the office

of governor and will serve the remainder of
Gov. Snelling's two-year term, which ends
in January 1993.

Captive insurance company executives
last week expressed hope that Gov. Dean
also will support the state's captive indus-
try.

Mr. Johnson, who said he had spoken
with the new governor about the state's
captive industry, assured conference atten-
dees that Gov. Dean "is interested in hold-
ing the course” regarding captives. "In
Howard Dean you will find another friend
of the captive industry," he told conference

attendees.

-By Stacy Adler

Surplus Underwriters Casualty Insurance Company:

Specialists in all areas
of miscellaneous

health care malpractice

Surplus Underwriters is a unique market for
miscellaneous health care malpractice cover-
age. We are a stable, financially sound, 21 year-
old company supported by A.M. Best "A"-rated
reinsurers, and this is the only class of business
we write. Because it is our specialty, we often
write services and professions other companies
refuse. Surplus Underwriters is an approved
surplus lines insurer in most states.

For more information or a quote, call today:

713/522-6533

SURPLUS UNDERWRITERS
CASUALTY INSURANCE COMPANY

3131 Eastside « Suite 545 « Houston, Texas 77098
Fax: 713/639-6330

Domicile marks

10th anniversary

By STACY ADLER

BURLINGTON, Vt.-VVermont is
celebrating its 10th anniversary as
a captive domicile.

Captive insurance executives
looked back on 10 years of captive
growth and forward to many more
during the Sixth Annual Vermont
Captive Insurance Assn. confer-
ence held here Aug. 14-16.

"From the innocence of 1981, we
have transformed ourselves into a
sophisticated captive domicile,"
said George Chaffee, president of
Skandia International Risk Man-
agement (Vermont) Inc. in Burling-
ton and a former commissioner of
the Vermont Department of Bank-
ing, Insurance and Securities.

The Vermont Special Insurers
Act, which enabled captives to be-
come licensed in the state, was
signed into law in 1981, said Mr.
Chaffee, who is a founding member
of the Vermont Captive Insurance
Assn.

The first captive licensed in Ver-
mont that year, First Charter In-
surance Co., was sponsored by BF
Goodrich Co. of Akron, Ohio. Its
premium volume was just $84,540.

In 1982, when Vermont had just
four captives, total premium vol-
ume generated by Vermont cap-
tives climbed to $4 miillion.

In 1983, premium volume rose to
$29.2 million and then increased to
$43.6 million in 1984.

Continued on page 16

WHAT IS WORKERS COMP ?

question to win?

Well, here are four answers:

»On

Mandated in all but three states.

Afflicted by residual market assessments.
Crippling American business with skyrocketing costs.
The major risk management problem today.

What is workers comp?

But workers comp is no game.

It is the most pressing problem facing risk managers, insurers and regulators.
And it's why 8/ editors have been asking a lot of their own questions.

In an in-depth feature. 8/will provide nearly 150.000* readers with important

answers to ...

why workers comp costs are increasing so rapidly ...

Remember that game show where you got the answer but had to ask the right

Would you have guessed that the question would be the same each and every time:

why employers in

states that don't mandate workefs compensation insurance are still opting to be in

the workers comp system ...

and what approaches risk managers, insurers and

regulators are taking to control these astronomical costs. especially rising health care

costs under workers comp programs.
And when risk managers and insurance executives are evaluating ways to

reduce their workers comp costs, they'll turn to B/'s directory of safety consultants and
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a new directory of rehabilitation management services providers, as their primary
resource for the products and services they need to purchase.

So when the question is: Who provides the most up-to-the-minute news, targeted
editorial, resources for readers. and an audience of purchasing influentials for
advertisers? The only answer is ...

New York: 220 East 42nd Street. NY 10017 - 212/210-0228
Chicago: 740 Rush Street, IL 60611+ 312/649-5276
Los Angeles: 6500 Wilshire Blvd.. CA 90048 + 213/651-3710
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Vermont history

Continued from page 14

In 1985, premium volume gen-
erated by captives rose above the
$100 million mark to $111.6 mil-
lion and more than doubled in 1986
to $258.6 million.

"By the time of our adolescence,
the hai-d market hit and we had
120 now captives," said Mr. Chaf-
fee, explaining the surge in growth
in 1986.

In 1987. premium volume in-
creased to $439.1 million and
jumped sharply to $643.1 million
in 1988 and $818 million the fol-
lowing year.

Last year, premium volume gen-
erated by captives crossed the $1
billion mark for the first time, ris-
ing to $1.33 billion.

As of last week, there were 194
captive insurers in Vermont. Since
Dec. 31, 1990, 10 new captives have
been licensed and one captive has
been dissolved.

The size of Vermont captives is
also growing, according to Mr.
Chaffee.

The first few captives in Vermont
generated an average premium vol-
ume of $1.5 million, he said. Today

the average is $6.8 million.
"What we have now is a mature

environment," said Mr. Chaffee.

'We have a superior

infrastructure; we
should call it a

"superstructure,

Mr. Chaffee quips.

"We are the premier U.S. captive
domicile," he said, noting that 73%
of all domestic captives are based
in Vermont.

Meanwhile, as the captive indus-
try celebrated its 10th anniversary,
the state of Vermont celebrated its
200th.

"Vermont has all the right ingre-
dients" to be the premier captive
domicile, said Jeffrey P. Johnson,
the current commissioner of the
Department of Banking, Insurance
and Securities in Montpelier.

Specifically, Vermont has been
able to flourish as a captive domi-
cile because it is small and because
it has a favorable regulatory en-
vironment. according to Mr. John-

"The small size of the state
means that the captive insurance
industry does not go unnoticed,"
he said. Because the industry is
important to a state as small as
Vermont, it has had no difficulty
passing legislation that benefits it,
he pointed out.

For example, Vermont is the only
captive domicile that devotes a
portion of premium taxes paid by
captives to a captive insurance di-
Vvision.

In fact, Vermont is the only state
that devotes a division exclusively

to captive regulation, according to
Mr. Johnson.

And. in 1989 Vermont reduced
captive premium taxes to make the
state more attractive to larger cap-

tives.

These laws show how VVermont
regulators have responded to the
needs of the captive insurance in-
dustry, said Mr. Johnson.

Vermont regulators have always
been willing to take the necessary
risks when it came to supporting
the captive insurance industry, he
said.

Mr. Johnson also praised Mr.
Chaffee and Edward Meehan, Ver-
mont's deputy insurance commis-
sioner, for their work in promoting
the captive insurance industry in

Vermont.
"VWe must continue to look to the
future,” Mr. Chaffee said.

He said Vermont's strong captive
infrastructure will enable the dom-

icile to continue to flourish.

"We t.ave a superior infrastruc-
ture; we should call it' a 'super-
structure,' " Mr. Chaffee quipped.

Another testimonial to the
growth of the Vermont captive in-
dustry is the attendance at the an-

nual Vermont Captive Insurance
Assn. conference.

The first conference in 1986 drew
fewer than 40 people. More than
400 attended this year's confer-

In fact, the large size of the con-
ference is coming close to outstrip-
ping the capacity of Vsirmont con-
vention facilities, according to
conference organizers.

Next year's meeting is tenta-
tively scheduled for Aig. 12-14 at
the Sheraton BErlington Hotel &

Conference Center.

For more infcrmaticn about the
1992 meeting, contact Diane
Leach, Executive Director, VVer-
mont Captive Insurance Assn., P.O.
Box 39, Burlington, Vt., ()5402-
0039; 802-253-2263; fax: 802-253-
2353.

Insider trading

American International Group
Inc.: Jonn J. Roberts, offize- and
director, exercised an option for
3,697 shares of common stock and
sold 12,)00 common shares at be-
tween $33.9,3 and $90 per share from
May 17 to May 31. He now directly
holds 561,963 common shares.

Nicholas Okulich, officer, pur-
chased 100 shares of common stock
at $85.50 per share on June 17 and
now directly holds 100 eommon
shares.

AIlG stock was trading a. 584.12
per share on Aug. 16.

NAC Re Corp.: The Elizabeth K
Belfer Trus; beneficial owner, pur-
chased 1,000 shares of commDn stock
at $37.25 per share on June 24 and
now directly holds 1,000 common
shares.

The Laurence D. Be_fer Trust, ben-
eficial owner purchased 1,0(]0 shares

of common stock at $37.25 pei- share
on June 24 and now directly holds
1,000 shares.

NAC Re stock was trading at
$38.00 per share on Aug. 16.

Transamerica Corp.: James R.
Harvey, chairman, indirectly exer-
cised an option for 13,444 shares of
common stock at S22.57 per share
on May 10 and now directly and
indirectly holds 69,765 common
shares.

Frank C. Herringer, president, in-
directly exercised an option for 4,112
shares of common stock at $22.57 per
share on May 10 and now directly
and indirectly holds 46,494 common
shares.

Kent L. Colwell, vp, indirectly ex-
ercised an option for 9,000 shares of
conn-non stock at $22.57 per share on
May 7 and now directly holds 20,307
cornmon shares.

Blair C. Pascoe, vp, indirectly ex-
ercised an option for 9,000 shares of
common stock at $22.57 per share on
May 9 and now Indirectly holds

Last yedr, drunk drivers
cost Aetna's poheyholders
$200 million So we've
given 1102 video cameras

to police departments

27,535 common shares
Transamerica stock was trading at
$33.88 per share on Aug. 16.

Trenwick Group Inc.: Stephen H
Binet, officer of a subsidiary, sold
1,890 shares of comnion stock at $29
per share on May 1 and now directly
holds 5,513 common shares.

Paul A. Jacobs, director, sold 500
shares of common stock at $28.50
pei- share on May 2. Mr. Jacobs in-
directly sold 3,000 shares of com-
mon at $28.50 pei- share that same
day. He now' directly and indirectly
holds 10.0()() common shares.

Trenwick stock was trading at
$27.00 per share on Aug. 16.

Insider Trading, compiled by Invest/
Net, T'rading Group Inc. of Fort Lau-
derdale, Fla., from reports filed with
the Securities and Erchange Com-
mission, tracks stock sales and pur-
chases by insurance industry direc-
tors and officers. The column is-
distributed by Tribune Media Ser-

vices Inc.

In court, videotapes

help convict more

drunk dnvers

So poheyholders

save money



D&O decision

Continued ffrom page |

"The decision reflects sound rea-
soning both in terms of the policy
language and the intent of the par-
ties," he said.

Despite this enthusiasm, it is "too
soon to tell': how the law will develop
in this area, Mr. Cox said. As a result,
Chubb "has not reacted either nega-
tively or positively to any individual
court decision," he said.

However, because the Maryland
Court of Appeals is so far the high-
est court to rule on the two D&O
policy exclusions, its decision will be
influential nationwide, experts say.

"A decision as visible as this one
will have an impact on other litiga-
tion," Mr. Armstrong predicted.

Mr. Schaufelberger agreed: -The
pure reasoning of this decision will
cause it to be followed in other juris-
dictions.”

"We at CNA hope that the Mary-
land precedent is followed in other

. jurisdictions," said Ken Wollner, se-

7/,

nior manager in the D&O area.
"The resolution of this issue will

provide us with greater certainty that
the risks we assume are the ones we
bargain for with the insured,"” added
Mr. Wollner.

"The trend in the more recent cases
has been to uphold the regulatory ex-
clusion," said Lena Mkhitarian, se-
nior vp at National Union Fire Insur-
ance Co. of Pittsburgh, Pa., an

American International Group Inc.
unit in New York.

"In a number of other cases, courts
have.interpreted the insurance con-
tracts in light of existing law" and
upheld the policy exclusions, agreed
Mathew Street, associate general
counsel for the American Bankers
Assn. in Washington, D.C.

He said the ABA finds itself in
the unique position of supporting the
insurance industry on this issue.

"The alternative would be reduced
coverage at higher costs," said Mr.
Street.

Ms. Mkhitarian agreed: "If the
lower court opinion had been up-

held, it would have had a signifi-
cant impact on the marketplace.”

Mr. Dilloff noted that the MDIF
does not plan to appeal the deci-
sion. Instead, it will pursue cover-
age under policies purchased by First
Maryland that do not contain a regu-
latory exclusion.

In its decision, the Maryland Court
of Appeals first examined the regula-
tory exclusion, which most D&O po-
licies now include (B, July 8).

The regulatory exclusion bars cov-
erage for "any action or proceeding
brought by or on behalf of the Fed-
eral Deposit Insurance Corp., the
Federal Savings & Loan Insurance
Corp. or any other depository insur-
ance organization.”

It also bars coverage for costs
stemming from regulatory action
taken by a state agency.

The MDIF argued that "applica-
tion of (the regulatory exclusion) to
MDIF would impair significantly
MDIF's ability to perform its statu-
tory responsibilities.”

Specifically, the MDIF argued that

People don't die.

/Etna

A policy to do more.

use of the exclusion would impede its
ability to recover the maximum
amounts for state taxpayers. The
agency also pointed to state laws giv-
ing it broad powers to collect funds
from insolvent thrifts.

Both the trial court and the Mary-
land Special Court of Appeals agreed
with the MDIF and struck down the
regulatory exclusion as a violation of
public policy.

The appellate court held that the
exclusion was void because it would
circumvent "the public policy of the
state: to ennpower MDIF to recover
from the assets of failed savings and
loan associations every dollar avail-
able in order to protect not only the
depositors and creditors of those as-
sociations but, ultimately, to protect
the taxpayers" (Bl, May 14, 1990).

But, the Maryland Court of Ap-
peals ruled 7-0 to reverse the lower
courts. It noted that the right of pri-
vate parties to determine their obli-
gations to each other by contracts su-

percedes any public policy favoring
the collection of funds.

© 1991 Aetna Life and Casualty Company

"Stripped to its essentials, MDIF's
argument is that the taxpayers of
Maryland will have to pay any deficit
in the insurance fund...and that is it
socially desirable to reduce that defi-
cit to the maximum extent possible,”
wrote Judge Lawrence F. Rodowsky.

"The citizens of this state, and this
court, certainly endorse that concept
in the abstract. But the problem pre-
sented here is the clash of that ap-,
pealing result with the established
policy of freedom of contract,” he
wrote.

The court said allowing the MDIF
to succeed in its public policy argu-
ment could lead to disastrous results.

"If the regulatory exclusion is un-
enforceable because it prevents the
state from collecting money, then the
$3 miillion limit of D&O coverage in
the ACCO policy is likewise invalid
and ACCO would stand with the
promise to pay unlimited sums for
which the directors and officers are
liable," the court said.

Thus, the court ruled that there
is no public policy basis for strik-
ing down the regulatory exclusion.

Next, the court examined the "in-
sured vs. insured exclusion," which
states: "The insurer shall not be li-
able to make any payment for
loss. . .which is based upon or attrib-
utable to any claim made against any
director of officer by any other direc-
tor of officer or by the institution.”

The court said that for the same
reasons there is no public policy basis
for striking down the regulatory ex-
clusion, there is likewise no public
policy basis for striking down the
"insured vs. insured” exclusion.

However, the court found that the
exclusion was ambiguous when ap-
plied to regulatory action taken
against a failed thrift.

The clause does not specifically ex-
clude claims made by a receiver of a
failed thrift, the court explained.

Since the clause was ambiguous,
the court interpreted the contract in
favor of providing coverage.

"Looking at the policy as a whole,
the purpose of the exclusion is to
prevent collusive claims," the court
said. "ACCO runs no risk of a collu-
sive suit when a regulatory agency
brings the underlying actions as a re-
ceiver of the association.”

The court held, therefore, that the
insured vs. insured exclusion does
not bar MDIF's claim.

It then remanded the case for fur-
ther proceedings.

The MDIF will now file an
amended complaint against Ameri-
can Casualty in an attempt to re-
cover under a D&O policy in effect
in 1984-85-be'fore regulators took
over the thrift-that did not contain
a regulatory exclusion, Mr. Dilloff
explained.

The policy in effect in 1985-86 con-
tained both the regulatory and the
insured vs. insured exclusion, while
the policy in effect in 1984-85 con-
tained only the insured vs. insured
exclusion.

Since the Court of Appeals has al-
ready ruled that the insured vs. in-
sured exclusion is not an obstacle to
coverage, Mr. Dilloff is optimistic the
MDIF will be able to recover the $3
million policy limits under the 1984-
85 policy.

"We have an opportunity to col-
lect the full proceeds under the ear-
lier policy," Mr. Dilloff said.

American Casualty, however, may
still have other defenses it has not yet
used. One is its argument that the
MDIF did not give timely notice of a
claim under the 1984-1985 policy,
explained its lawyer, Mr. Schaufel-
berger.

While the MDIF sued under both
1984-85 policy and the 1985-86 pol-
icy, the litigation until now has not
addressed whether the regulators
gave timely notice of claim under the

earlier policy when the suit was filed
in 1987.

Michael Find vs. American Casuatty
Co. of Reading, Pa.; and American
Casualty Co. of Reading, Pa. us. State
of Ma,tand Deposit Insurance Fund

Corp.; Maryland Court of Appeals,
No. 81.



Willit cost your comp y
yourcompany?

Ready for one of the most difficult challenges ever to confront
corporate America? One that's estimated to cost up to $400 billion.
New FASB regulations will force companies to measure and post

as a debit theirhealth expense obligation to current andfitture retirees.
The effect ofthis new

liability on your financial
statements could be
enormous. In fact, some
corporations could see
profits cutby as much as
25% .Andnowisthe
time for you to address it
We can help. We offer
actuarial, retirement and
health benefits expertise.
We can correctly assess
your current situation.
And help you better
prepare for the future.
We will do everything
from measuring your
expense and liability to
evaluating plan redesign alternatives and advance funding options.
The endresult: we'll help you minimize the financialimpact ofthese
regulations and still enable you to remain responsive to the benefit
needs of employees. Write or call Mark Lynch, CIGNA Employee
Benefits Services, Dept M-50, Hartford, CT 06152, (203) 725-2186.
After all, the clock is ticking.
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Truce inNn health cost war

Cooperation
required in
planning care

By Ryland P. Davis

AFEYLWREKS ACOLtad. e

executives from three major insurance
companies in the state of Michigan,
and | got an earful. | knew that the
relationship between insurers and
health care providers had turned sour
during the course of the past decade or
so, but never had | heard the
complaints of the payers so forcefully
presented. | had, in fact, found myself
on the front lines of the
payer-provider war.

Like all wars, this one has its share
of victims caught in the middle. The
most important, undoubtedly, are
those who foot the bill for the cost of
medical insurance and, for the
overwhelming majority of insured
Americans, that means employers.

A lack of understanding between
insurers and health care providers can
only lead to an inefficient use of
resources and result in higher
insurance premiums for the nation's

businesses. Perhaps it's time that

Insurers, | learned, have as many
frustrations in dealing with providers
as we have with them. They believe
that we have excessive capacity and
that we give unnecessary treatment
over long periods of time. They think
we keep patients who are ready to go
home in the hospital-in effect,
holding them against their will. And
they believe that we may overcharge

them.

What we have here is a classic
failure to communicate, and with this
failure we are exacerbating the
problem. Something must be
done-and can be done-to reverse
this situation.

As a place to start, | propose that
health care providers and payers work
together to initiate what | call a
prospective process for care. By that |
mean that the care of each patient
should begin with an agreed-upon,
realistic assessment period whose final
product is a detailed, long-range plan
of care to which both provider and
payer are committed.

The situations that are most familiar
to me involve neurological patients,
but the principles could be applied to
anyone requiring long-term care. For
neurological patients, a two-week
assessment period would generally be
appropriate. At the end of this
two-week period, the provider would
present a well-defined treatment plan.

The critical task in developing such

A lack of understanding between insurers and health care

providers can only lead to an inefficient use of resources

and result in higher insurance premiums for the nation's

businesses. Perhaps it's time that those who pay had a

chance to eavesdrop on one of our verbal battles.

those who pay had a chance to
eavesdrop on one of our verbal battles.

First, there is our side of the picture,
the grievances of health care providers
against payers: Insurance companies
are slow to pay. Patients are
transferred inappropriately,
sometimes discharged from care or
downgraded prematurely to another
facility just when they are making
good progress. And to top it off,
there's the problem of retrospective
denial of payment. Ours must be the
only business where we can provide
full service and wind up being paid
much less than the agreed-upon price.

Our frustration in dealing with
payers is intensified by what we
perceive as their myopia, their
short-term view of patient care.
Particularly in the kind of patients |
see-neurological cases-a little more
money spent in the present can save a
very large sum later. An additional 30
days of therapy, at a cost of $15,000 or
$20,000, might enable a patient to live
at home rather than require
permanent nursing home care. A
lifetime spent in a nursing home could
cost an insurer $2 million.

These were the problems | wanted to
convey to the insurance executives.

Instead, what | got was a lesson from
them.

plans is to fully understand the
patient's capacity for recovery and to
identify the treatment regimen that
will allow him or her to reach full
recovery potential within the bounds
of his or her capacity.

But isn't that exactly what we are
doing today? Sadly, the answer is no.
Today's typical therapeutic plan is
based on an ideal level of recovery,
rather than a real assessment of the
patient's needs and potential.

So what is the difference?

First of all, a real plan of care
considers not only the patient's
post-injury physical condition, but
also weighs fundamental
psychological and motivational issues.
For example, patients who were
unhappy in their jobs prior to
sustaining a neurological injury are
not likely to be motivated to undergo
a painful therapeutic process designed
to return them to that workplace.

And some patients who were
perfectly happy in their old job may
not be motivated to return to that job.
For example, a painter who fell off a
ladder may understandably be
reluctant to work at great heights
again-nor should he or she be forced
to do so. In either case, it is senseless
to design a therapy program whose
goal is to return the patient to his or

her old job.

Here we go again, you think. In the
name of reform, we are going to spend
more money. Isn't this going to require
hiring psychologists and other mental
health professionals? In most cases,
not at all. Existing staff members in
quality facilities are already sensitive
to the psychological dimension of
treatment and are quite capable of
making accurate evaluations. For

smokescreen. Let's just say that the
patient has shown a real potential to
be able to write and continues to make
progress toward that goal.

The sort of cooperation | envision,
based as it is on the real needs and
conditions of each patient, can also
create a framework for more flexible
care schedules. For the typical
neurological patient, therapy should
begin as soon as his or her medical

Flexible therapy plans are seldom instituted today, because
insurers are skeptical of such readmissions. If the patient

was healthy enough to go home a month ago and there has

been no deterioration, why should he or she be readmitted

to a facility, they ask.

those few patients who have exhibited
complex problems, it might be
necessary to engage outside experts. In
those cases, doing so will probably be
less expensive in the long run than
starting down the path of a fruitless
therapeutic regimen.

Psychological considerations are not
the only factor that separates real and
ideal plans of care. Care providers too
often ignore the patient's physical
capacity for rehabilitation. An
extreme example can illustrate the
problem: If a young baseball player
lost both legs in an accident, no one
would adopt a therapeutic plan whose
goal was to return him to the ball
field. Instead, his care would be
designed to prepare him for
employment in a new field. Or it might
be possible to focus his goals on
becoming a coach rather than a player.

Sadly, such an obvious concept is
forgotten when the relationship of the
patient's injuries to his or her work is
not so clear. Particularly in cases that
involve workers compensation claims,
therapeutic programs invariably
struggle to return patients to their old
positions in their old settings. Only
after a protracted period of treatment
results in failure are alternative plans
adopted that retrain the patient for
employment in a new position.

These misguided efforts at achieving
an ideal outcome are often undertaken
with full knowledge that the patient is
not going to succeed. As a result, the
patient suffers from a depressing
failure, and substantial treatment time
and resources are wasted. Ultimately,
we providers end up fighting with
insurance companies to pay for these
failures.

A real-as opposed to
ideal-treatment plan should also
include a time line that identifies each
stage of the treatment process.
Insurers can then verify whether
program goals have been met as
measured by specific objectives.

This, too, would represent a
welcome change from current practice.
Status reports today are, quite
frankly, nothing more than pages of
gobbledygook. Insurers are not
interested in learning that the patient
has made a 0.05% gain by writing the
letter "H," which is one step toward
being able to write. That's a

condition is stabilized. Later on, the
patient might reach a point when he or
she requires a "time out" from the
rehabilitation process to allow more
time to heal.

The prospective plan of care for such
a patient might call for two weeks of
care in one facility, followed by an
additional two weeks in a more
specialized unit. The patient might
then go home for a month to heal
before coming back for an additional
two weeks of intensive therapy.

Such flexible plans are seldom
instituted today, because insurers are
skeptical of such readmissions. If the
patient was healthy enough to go home
a month ago and there has been no
deterioration, why should he or she
be readmitted to a facility, they ask.
So, the patient spends the time needed
for recuperation in an expensive
facility, and the insurer pays a
premium rate.

The overriding consideration behind
my proposal is the need to create a
dialogue between provider and payer
that is based on trust and integrity.
Reaching that goal requires a
three-step process:

- Create a detailed and realistic
plan for treating the patient.

« Reach an agreement between the
payer and the provider on the plan.

« Implement the plan faithfully.

Only winners will emerge if the
adversarial relationship that has
developed between insurers and health
care providers can be replaced with a
team effort. Patients can expect more
focused and effective treatment,
payers will experience reduced costs
and the entire health care system will
operate more efficiently. And
businesses might finally see some
progress in another war: the one
against out-of-control premiums. |

Ryland P. Davis is
president and chief
executive officer of
Synergos Inc., which
operates neurological

treatment centers in

Washington, California

Mr. Davis and Arizona.



Crackdown rais es the stakes

By Randall Johnson

THE EMPLOYER FILED. the standard form to
report on the company's retirement plan. The
Department of Labor proposed a penalty of $50,000.

The problem? The employer's auditors didn't
specify that their audit opinion letter was also an
opinion on the attachments to the plan's financial
statement.

The employer is fighting back, but the costs of the
appeal may ultimately be as much as the original
penalty.

Government regulators are putting employee
welfare and pension benefit plans under a
magnifying glass. Closer scrutiny and stricter
enforcement are aimed at pushing employers to
report corporate benefit plan activities in minute
detail.

Until recently, only a few government regulators
took a careful look at corporate benefit plan
reporting under the Employee Retirement Income
Security Act of 1974.

Now the Department of Labor has decided to step
up enforcement of ERISA reporting requirements.

Penalties for non-compliance can total as much as
$1,000 per day.

More than 5,600 plan administrators have been
notified that their plans' Form 5500, the standard
filing form, seems to require an audit report for
1988.

These employer plans have been singled out
because they include a trust or had invested assets,
yet lacked an audit report as required by ERISA.
Generally, plans that have 100 or more participants
must file audited financial statements along with
Form 5500.

To avoid having to conduct an audit, a pension
plan must invest only in fully allocated insurance
contracts. The insurance company must assume all
risk for benefits.

Most pension plans don't meet this test.

For example, if the insurance company merely
invests the assets held by the plan under an
"administrative services only" arrangement, the
plan still bears the risk for paying benefits. This is
not a fully insured arrangement, so an audit is
required.

When welfare plans-like an employer-sponsored
health plan-include employee contributions but
not a trust, an audit is required unless contributions
are used only to pay insurance premiums. The
employer must pay premiums within 90 days of
withholding by the company.

In the midst of this flurry of increased
enforcement, employers are frustrated because
many of the government penalties are based not
only on Form 5500, but also on the attachments to
the form.

Many employers are also confused by the
technicalities of Form 5500 and whether audited
financials are required.

But even as enforcement has increased, regulators
often allow one or more grace periods before
assessing penalties.

Typically, the IRS asks for a correction when it
detects errors, inconsistencies or missing
information in a 5500 filing. The correction could
include audited financial statements if these were
omitted originally.

The Department of Labor says that most deficient
audit reports fail to pass muster in one of four main

Employers confront
tougher U.S. stance
on ERISA reporting

areas:

» The auditor's report doesn't refer to the
supporting schedules-the attachments-as required
by ERISA.

This includes a separate schedule of assets held
for investments, even if the information is included
in financial statements or footnotes. Also required is
a schedule of asset transactions during the year and
a list of loans in default.

» The filing fails to compare net assets available
to pay benefits.

This problem often arises, for example, in
multiple-year audit reports that include a short plan
yvear.

If the audit covers the year ended Dec. 31, 1989,
and a short plan year ended June 30, 1990,
statements of net assets available to pay benefits
must include both those years and the year ended
Dec. 31, 1988.

* The company incorrectly applies ERISA's
limited scope audit exception.

The exception applies only to assets held by an
insurance company, bank, thrift, trust company or
similar corporation that is regularly examined by
federal or state agencies. It doesn't apply to assets
held by registered brokers/dealers or registered
investment company advisers.

* The company doesn't report in detail plan assets
held for investment at "current value.”

Plans other than employee stock ownership plans
can determine the value of non-publicly traded
employer securities under a stockholders' agreement
formula or other specific method.

The report should fully describe in a footnote how
the value of these non-publicly traded securities

was determined.

Employers should realize that the company hasn't

met its filing requirements until the increasingly
rigorous formats are followed in full, and any
questions raised by federal regulators have been

answered.

Here are some additional elements to consider:

* Who's in charge?

Although Form 5500 is issued by the Internal
Revenue Service, enforcement of the ERISA
requirements falls to the Department of Labor's
enforcement division.

A notice from the IRS about shortcomings in
filing Form 5500 will be backed up with
enforcement by the Labor Department.

Both agencies can assess penalties for failure to
comply. The IRS penalty is up to $25 a day with a
$15,000 maximum. A penalty assessed by the Labor
Department can reach $1,000 a day-with no

« Communicate constantly.

An employer that responds quickly to IRS or other
inquiries about Form 5500 will often find the
bureaucrats responsive as well.

A little communication early in the process, for
example, can pinpoint what additional information
is needed, or help the employer negotiate deadline

extensions of up to several months. When regulators
have requested that an employer's plan be audited,
they will often agree with reasonable extensions of
the deadline.

* When is the filing due?

The basic deadline for filing Form 5500 is seven
months after the end of the plan year.

However, if the employer requests an extension
for filing its federal tax return and the plan's year
is the same as the employer's tax year, the plan
filing date is automatically extended to the filing
date of the employer's return.

The plan can also file for its own extension, but
only during the seven months following the close of
the plan year before the filing deadline.

* When all else fails, reading the directions will
only help a little.

Form 5500 has never been more complicated or
difficult to understand. The form is six pages long,
accompanied by 18 pages of instructions. Many of
the instructions refer to sections of the Internal
Revenue Code or ERISA regulations.

Only a few companies can easily obtain or
interpret materials related to ERISA-and the

intricacies of both the law and the forms beg for
mistakes by amateurs.

- Experience is always a cheap insurance policy.

Despite potential problems, smaller companies
often shy away from incurring extra costs to
complete Form 5500. As a result,
an auditor who is inexperienced with these
reporting requirements may increase the risk of
error and resultant penalties.

Employing a highly qualified ERISA expert to
complete a detailed Form 5500 should cost a
maximum of $1,500 and is money well spent. If and
when a full-scale audit of the plan is required, a
professional familiar with the many ERISA
reporting pitfalls can avoid false starts, delays and
missed deadlines.

A plan audit is very different from the annual
financial audits familiar to most corporate
managers. A plan audit is less concerned with
financial information-its main focus is verifying
that the plan in administered as required by ERISA
and the Internal Revenue Code.

For example, an audit of a 401(k) plan reviews not
only the plan's assets and liabilities but also various
discrimination tests that must be met if the plan is
to maintain its qualified status.

- Keep it simple.

Take a hard look at your plan. If it legitimately
meets the rules exempting it from an audit, count
your blessings.

If not, prepare thoroughly for a plan audit. Get
expert help. Follow the formats, talk to the
regulators, and meet the deadlines.

You can avoid being among the thousands of
companies who will learn first hand what it's like to
deal with the enforcement side of the government. |

Randall Johnson is

manager-compensation & benefits
practice at Arthur Andersen & Co.

Mr. Johnson in Dallas.



Controlling pension costs

Hiring practice, retirement age, vesting come into play

By The Insurance Institute
of America

The following question and answer
are drawn from the curriculum for the
Associate in Risk Management
designation awarded by the Insurance
Institute Of America. They represent
the type Of question asked-and the
possible answers-as part of one of the
three examinations for the A.R.M.
designation.

This month's exercise, drawn from a

recent national exam in ARM

54-Structure Of the Risk Management
Process-demonstrates that risk
management and employee benefit
management share mant/ basic
techniques. In this case, the techniques
are exposure analysis and forecasting
as related to pension costs.

Q: Providing pensions to retired
employees can be a major expense for
many organizations. However, most
employers have several means of at
least partially controlling their costs
of providing monthly pension benefits.

- Explain how an organization can
control its ultimate pension costs
through each of the following:

1/ Its hiring practices.

,/ Its policy on mandatory
retirement.

s,0 The vesting provision of its
pension plan.

80' Its policy on pension credit for
prior service.

- Ildentify and briefly explain the
significance of three factors any
organization should consider in
deciding whether to retain or transfer

to a commercial insurer the financial

obligation of paying pension benefits

AR.M. exercises

to retired employees.

= A company's risk management
professional is attempting to project
future costs of providing pension
benefits to its retired employees.
Without repeating any answers,
identify one way in which probability
analysis and regression analysis would
be useful in forecasting these costs.

A: * For each of the pension
practices or provisions dealt with
here, an organization has a number of
legitimate options for reducing the

A firm can exert some

control over its

pension costs by hiring
young, potentially
long-term employees.

expected present value of its eventual
pension costs.

Although federal law and many
labor union contracts regulate an
employer's hiring practices, a firm can
still exert some control over its
ultimate pension costs by hiring
young, potentially long-term
employees for whom pension funds
can be accumulated over many years.
Alternatively, an employer may seek
to hire those persons who wiill
accumulate few pension credits, like
part-timers or those who are likely to
quit before qualifying to participate in
a pension plan or before their
employer-financed benefits will vest.

By deferring mandatory retirements,
employees are able to work beyond
normal retirement age, which reduces
an employer's ultimate pension costs
by increasing the average
accumulation period for each
employee and decreasing each
employee's expected life span after
retirement.

Similarly, deferring vesting often
reduces an employer's pension costs
because fewer employees who resign
before retirement become entitled to
the employer's pension contributions.
The funds set aside for those former
employees can then be used to meet
other pension costs, thus reducing the
employer's total pension outlay.

The fewer pension credits an
employee receives for prior service
(that is, for working for a particular
employer before any pension plan was
installed), the lower the employer's
pension costs. For any emp16yee, years
of work for which no pension credits
are earned add nothing to the
employer's pension costs.

- An employer is likely to retain
pension costs when these costs are
predictable and when retention tends
to lower the expected present value of
the employer's ultimate pension costs;
an employer tends to transfer these
costs when the opposite is true.
Therefore, among other factors which
may be relevant, three of the most
important considerations for an
employer are the age distribution of
current employees (because a greater
dispersion of ages makes pension costs
more easily budgeted); the number of

employees (because a larger employee
population makes aggregate pension
costs easier to forecast); and the
employer's administrative ability to
operate a pension plan, which affects
the employer's ultimate cost.

= All forecasts of costs or other
variables presume that past patterns
will be repeated in the future. When
these patterns are of the static,
unchanging world, probability
analysis-which assumes that the
future will exactly duplicate the
past=-is appropriate. When there are
several factors interacting to generate
complex patterns of change, regression
analysis is more appropriate.

Probability analysis is usually
superior to regression analysis for
forecasting mortality and morbidity
rates (death and sickness, respectively)
for an organization's current and
retired employees. Such forecasts
assume that death and disability rates
remain unchanged over the years.

In contrast, interest rates earned on
pension reserves tend to fluctuate in
patterns that are related to other
economic variables that are easier to
predict than interest rates, and
therefore, more readily forecast than
are ultimate pension costs. Thus, an
employer should rely on regression
analysis that relates interest rates to
other changing economic factors.

The sample questions and answers
used in this column are taken from the
Associate in Risk Management
designation curriculum of the I'A. For
more information on the content Of the
A.R.M. program, write DT. G.L. Head,
Vp, Insurance Institute of America,
P.O. Box 314, Malvern, Pa. 19355.

Defective workmanship not compensable

The Court of Appeals of Michigan ruled-in a case

of first impression in that state-that a

Legal bdefs

subcontractor's allegedly defective workmanship

was not an "occurrence" within the meaning of a

which provided for payment of $100,000 in the event

of death resulting from a "felonious assault while on

authorized business of TWA." The policy did not

define "on authorized business.” Ms. MeMiillan's

comprehensive general liability insurance policy.

A general contractor entered into a subcontract
with VVector Construction Co. for concrete work on a
wastewater treatment plant. Vector then contracted
with Boichot Concrete Co. to provide concrete
meeting certain specifications. but the concrete
supplied failed to comply with those specifications.
The project owner required Vector to remove and
repour 13,000 yards of concrete. Several lawsuits
were commenced between the various parties.
Vector notified its insurer, Hawkeye-Security
Insurance Co., of the incident and filed a claim.

The policy protected Vector for damages arising
from injury or property damage caused by an
"occurrence,"” which was defined as an accident
neither expected nor intended. Hawkeye denied
coverage and filed a suit seeking to have the court
declare that no such coverage existed for Vector's
claim. The trial court ruled for the insurer.

The appellate court said that the fortuity implied
by reference to accident is not what is commonly
meant by a failure of workmanship. According to
the court, it was unable to find in the policy
language a reasonable basis to expect coverage for
defective workmanship. Therefore, the court said
that the defective workmanship of Vector, standing

alone, was not the result of an occurrence within the
meaning bf the insurance contract. The trial court
decision was affirmed.

Hawkeye-Security Insurance v. Vector
Construction, Court of Appeals of Michigan, Sept.
11, 1990 (BI/03/My. $10).

Murder on work premises compensable

The question raised before the U.S. Court of
Appeals for the 3rd Circuit was whether the phrase
"on authorized business" in a group life insurance
policy cbuld be interpreted reasonably to apply to
an employee who completed her work shift but
had not left the premises when she was murdered.
The court ruled the phrase could be so interpreted.

The plaintiffs in this case were the children of
Alma MeMillan, who was murdered by her
estranged husband while leaving the business
premises of her employer, Trans World Airlines Inc.
Ms. MeMillan finished her work shift at 10 p.m. She
left her office on the third floor, descended to the
first floor and exited the lobby onto a covered
walkway connected to the office building, where her
estranged husband stabbed her to death.

She was covered under a group life policy issued
by State Mutual Life Assurance Co. of America,

children sued State Mutual and won in trial court.

The appellate court noted that State Mutual's
failure to define the phrase "on authorized
business" resulted in the common meaning of the
phrase being open-ended. According to the court,
the meaning of the phrase was not self-evident.
Since State Mutual failed to use more distinct
language, the court's conclusion that the phrase was
ambiguous was reinforced. The court said that the
earliest point of separation from her employer's
"authorized business” could have occurred only
once Ms. MeMiillan fully left TWA's premises,
because until that point she would be found to be in
an area required by her employer and for its benefit.
The trial court decision was affirmed.

MeMiillan v. State Mutual Life Assurance Co. of
America, U.S. Court of Appeals for 3rd Circuit, Dec.
28, 1990 (Bl1/o2/SS. $10). -

These abstracts were prepared by Cases Unlimited
Inc. Copies Of these decisions are available by
sending a $10 check payable to Cases Unlimited to
Business Insurance, 740 N. Rush St., Chicago, lll.
60611-2590. List the number for each opinion.
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Complete environmental solutions

With a unique understanding of the needs of the insurance community,
ESE's scientific and engineering experts combine to provide service that goes

beyond technical expertise.

ESE offers a comprehensive range of services to support underwriting,

claims management, and investment and property management including:

0 Expert Witness Testimony

0 Third Party Review

O CERCLA/PRP Representation

0 Technical Support to Agency
Negotiations

O Transactional Environmental
Assessments

O Analytical Laboratory Services

O Risk Assessment, Air Resources
Industrial Hygiene, Geosciences

0 Remedial Engineering

Environmental

1 &701 science =

i:::;a, Engineering, Inc.

Call 800-6694391 for a brochure outlining
ESE's services for the insurance community

More than 30 offices nationwide
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Mental health

Continued from page 3
charges, 28% use some other method
and 10% pay no benefit.

The survey also found that 69%
of the respondents use case manage-
ment for inpatient treatment of men-
tal and nervous disorders, while 54%
use case management for outpatient
treatment of these disorders.

Patients whose outpatient care is
not managed well tend to end up in
the hospital later on, making out-
patient case management especially
important, Mr. Sinni said.

The survey found that 39% of re-
spondents paid a flat percentage of
outpatient charges subject to a de-
ductible, while 33% based their out-
patient benefits on precertification
requirements or the use of PPOs. Ele-
ven percent paid a flat percentage of
charges with no deductible, while
17% used some other method.

Nearly all respondents--97%-also

sponsor plans that provide alcohol
and substance abuse benefits.
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Among the employers that offer
inpatient alcohol and substance
abuse treatment benefits, 78% re-
quire precertification, with 67% re-
quiring precertification for all ad-
missions and 11% requiring
precertification for non-emergency
admissions only

The survey also found that about
three-fourths of the respondents-
74%-vary their alcohol and sub-
stance abuse benefits based on
whether precertification require-
ments are met and whether the com-
pany's preferred providers are used.

When precertification is required
and obtained, 51% of the respondents
will pay a flat percentage of charges
subject to a deductible, 16% will pay
just a flat percentage of charges, and
33% use some other method.

When precertification is required
but not obtained, 36% of the respon-
dents pay a flat percentage of charges
subject to a deductible, 8% pay just a
flat percentage of charges, 50% use
some other method and 6% do not
provide any benefit.

The survey also noted that 32%
of the respondents offer a PPO for
inpatient treatment of alcohol and
substance abuse.

When care is obtained through a
PPO, 41% of the respondents pay a
flat percentage of charges subject to a
deductible, 34% pay just a flat per-
centage and 25% use some other
method.

When inpatient treatment is ob-
tamed from non-network providers,
53% of the respondents pay a flat
percentage of charges subject to a de-
ductible, 8% pay just a flat percent-
age, 29% use some other method and
10% pay no benefit.

The survey also found that 71%
of the respondents use case manage-
ment for inpatient treatment of alco-
hol and substance abuse, while 55%
use case management for outpatient
treatment.

The survey found that 36% of re-
spondents pay a flat percentage of
charges for outpatient treatment sub-
ject to & deductible, while 35% vary
their benefit levels based on whether
employees meet precertification re-
quirements or use a PPO. Twelve
percent pay a flat percentage of
charges, while 17% use some other
method.

The survey also found that six of
10 employers offer an employee as-
sistance program, with 99% geared
to assisting employees with alcohol
or substance abuse problems and
98% designed to assist employee with
emotional disorders.

However, these EAPs generally are
available to help employees with a
wide variety of other problems as
well, like family and marital prob-
lems.

For most employers, EAPs serve
as a "gatekeeper” to their mental
health and substance abuse treat-
ment benefits.

For instance, 82% of the companies
use the EAP for assessment and re-
ferral purposes.

In addition, 11% used the EAP to
perform utilization reviews, 10% used
it to perform all precertifications, 5%
used it to manage their PPO network
and 3% used it to perform all re-
quired inpatient precertifications.

Seventeen percent of the respon-
dents did not use their EAPs as a
gatekeeper in any way.

The percentages do not add to 100
because some employers used their
EAPs to perforrm more than one
function.

Nearly three quarters of respond-
ing employers with EAPs-729-use
an outside vendor to administer their
EAPs. An in-house staff administers
the EAPs for 25% of the respondents
and the remainder use some combi-
nation of outside and in-house ad-

ministrators.

Copies of "Employer-Sponsored At-
cobol/Substance Abuse and Mental/
Nervous Disorders Treatment Bene-
fits" are available for $75 from Caro-
tee Martin, manager of marketing,
Buck Consultants Inc., 500 Plaza
Drive, Secaucus, N.J. 07096; 201-902-
2555.



Duatneaa 1/lau/Unle, AUgllbl ZO, 1331 /7 DJ

INTERNATIONAL

ARIG results socked Insurers back

by Gulf war losses

But offshore, aviation accounts on upswing

By MARIA KIELMAS United Arab Emirates and Libya come to $11 4 million in 1990 from

ARIG's 1990 results showed a $43 1 miillion in 1989

MANAMA, Bahrain-Arab In- $25 6 million loss compared with

surance Group BSC IS predicting record profits of $209 million the come is mainly attributable to the

improved results this year follow- previous year sharp downturn in the major stock

ing last year's unprecedented The company's total assets fell markets as a result of the Gulf cri-
losses in the wake of the Iraqi in- by 52% from $537 7 million at the sts, according to the report

vasion of Kuwait and a soft com- end of 1989 to $509 9 million at

mercial insurance market year-end 1990 capital loss in ARIG's equity port-
ARIG's total investable funds folio

ARIG's reduced investment in-

This caused a substantial net

ARIG General Manager Noorud-
din A Noorud- fell by 7 6% from $463 2 miillion to
din told Busz- $428 O miillion

ness Insurance

A breakdown of reinsurance re-
sults by class of business reveals a
An increase in provisions for deterioration in all classes except
that conditions claims raised the level of technical fire, which was the only class to
are improving reserves to $235 3 million from show a profit in 1990 Aviation,
for offshore 011 $227 Imillion which was very profitable m 1989,
and aviation The company charged the re- produced a loss in 1990 and energy
ported loss of $25 6 million to re- business recorded a substantial

"Actually, tained earnings and general re- loss

aviation busi- serves and transferred $5 million Reflecting the market perfor—
ness is still lagging a little but we to its investment reserve account mance, marine hull continued to be
will know for certain by No- This resulted in a $206 million unprofitable and "other classes,"
vember," he said, referring to up- drop in surplus which mainly covers engineering
coming renewals for the world's The high incidence of large and casualty business, showed
major airlines losses in most classes of business larger losses than m 1989

Bahrain-based ARIG is the lar- coupled with ARIG's prudent re- Because of marketing strategy
gest Middle Eastern reinsurer, al- serving policy resulted in a marked and diversification, premiums
though Mr Nooruddin stresses it deterioration in the company's earned in 1990 rose 4% from 1989
regards itself as an international- technical results, falling to a $17 7 to $99 million compared with $95 1
rather than specifically Middle million loss in 1990 from a million the previous year Operat-
Eastern-reinsurer $700,000 profit in 1989 ing expenses in 1990 increased by

The company is jointly owned by At the same time, there was a 12 1% to $15 8 million, due largely
the governments of Kuwait, the significant drop in investment In- Contznued on next page

Designated chief
resigns at Allianz

MUNICH, Germany-The Al-
hanz A G Holding executive de-

signated to succeed retiring Chair-
man and Chief Executive Office

coverages

arma

Half of that amount will be paid
by the Treuhandanstalt, which is
the agency set up to dismantle and
privatize Eastern Germany's Com-
Wolfgang Schieren has resigned surer, will continue to serve on the munist-era economy and the owner
only months before he was to take insurer's advisory board (Bl, Jan of a 49% stake in Deutsche Versi-
over 7) cherungs

Allianz has not provided details Allianz expects to report a loss Allianz also expects losses re-
on why Friedrich Schiefer, who this year, confirmed Uwe Haasen, lated to ItS acquisition of Fire-
currently ts director of finance, 15 a member of the insurer's execu- man's Fund Insurance Co
leaving Alhanz, but it's speculated tive board
that losses stemming from Al- Allianz's acquisition of the for- Fund could range from 500 mil-
lianz's Eastern Germany opera- mer state monopoly insurer in lion to 800 million deutsche marks
tions are responsible what was East Germany and the ($277 8 million to $444 5 million),

Henning Schulte-Noelle, who formation of a new company, depending in the exchange rate for
currently serves on the executive Deutsche Versicherungs AG, to the US dollar
board, has been named to succeed write business in the nation's east-
Mr Schieren in October ern region is expected to lead to a add about 5 5 billion deutsche

Mr Sch,eren, who announced in 500 million deutsche mark ($277 8 marks ($3 06 billion) to 1991 gross
January that he would retire from million) loss in the insurer's 1991 premiums for Allianz, the German
Allianz after 20 years with the in- results

GLOBAL BRIEFS

Those losses related to Fireman's

However, Fireman's Fund will

Cont:nued on next Page

spaceport plan
for Australia

By KATE McILWAINE

BRISBANE, Australia-Australia's aerospace industry may re-
ceive a boost from two Australian insurers that pledge to write cov-
erage for satellite launches from Australia if a proposed private
spaceport is built on remote Cape York in northern Queensland

GIO Reinsurance, a division

of the New South Wales state 14.f
11 >, Area of

gOVernlllent -owned insurer I I 7 t I
-—-7 Detai
2N

GIO Australia, and Australian r:r,

Space Insurance Group, a pool
of 18 insurers and five rein-

surers, both currently under-
write launch and in-orbit cov-
erages for international
satellites

ASIG is a division of the

Cape York.

Melbourne-based Australian *1 '/

Aviation Underwriting Pool CORAL

/ Gulf of < SEA
m Ltd, which writes aV|a 1 1Camentana

Coverage on behalf of 20 ,
malor insurers and has an
agreement with leading satel-
hte insurer Assicurazioni % =
Generali SPA, under which '
the Italian insurer provides -.

additional capacity on a fa-
cultative basis

The Australian government 1
has asked ItS Industry Devel-

opment Corp, which investi-
gates problems in particular industries and government projects, to
conduct a feasibility study for a privately funded spaceport at Cape
York If the $700 million Austrahan ($5457 million at current ex-
change rate) project goes ahead, about five launches would be con-
ducted annually, said Kirby Ikin, business development and aero-
space officer for GIO Reinsurance

The Australian government set up the Australian Space Office to
coordinate development of space projects in 1987 It has held talks
with two consortiums of Australian companies interested in con-
tracting to build and operate the spaceport

Arch Mornson, director-launch services for the ASO, said that
when the Industry Development Corp 's feasibility report iS fin-
ished, the office will meet with companies and consortiums to
start phase one of the project That would involve the preparation of
environmental impact assessments for the Cape York region

Warwick Jones, technical manager for ASIG, said if the space-
port goes ahead, the underwriting pool would be "very interested" in
writing a portion of the coverage for Australian-launched satellites

While ASIG has written some space coverages in the past, it has
not written any third-party liability coverage, he said, but the com-
pany would "be prepared to put a proposal” to insurers in the group

"We wouldn't be willing to cover it all on our own," Mr Jones said
"But because it's an Australian project, | would see us taking
mador lines "

Queensland JTit

Brisbane U

Mr Ikin said GIO also was keen to be involved He said he met
with companies interested in using an Australian spaceport while he
was on a recent trip to the United States

Mr Jones said GIO and ASIG would be able to work together to
provide significant portions of the coverage, including property cov-
erage at the site, as well as in-orbit coverage and launch insurance-
which covers the payload, replacement launch costs and lost revenue
from ignition through to initial satellite operations "It would be a
bit stupid if we were cutting each other's throats," he said

Continued on next page

Chiltington shelves asbestos data plan

By GAVIN SOUTER
Chiltington's

HAMBURG, Germany-London
insurance consultant Chiltington
Intermediaries Ltd has canceled

decision comes

weeks after Cologne
its plans to establish a commercial
asbestos information service

in-depth analysis for reinsurers

Re said it will offer (BI, June 3)

The decision comes weeks after -
the same service.

Cologne Reinsurance Co an-
nounced it will set up a non-profit i
organization to provide the same
However, Chiltington announced formation base to conduct negotia- service (Bl, June 17)
it will continue with its plans to set tions with the London market over

on asbestos claims, and Chilting-

ance Advisory Service GmbH, to or Intap, and should be in place as an active member and provide
gather and summarize information early next year, according to Co- Intap with information, analysis
logne Re Consequently, Chilting- and computer capacity, said Wolf-
ton International Reinsurance Ad- ton has decided to shelve IRAS but gang Eilers, Chiltington's director

visory Service GmbH, to provide continue with CIRAS

Chiltington and Hamburger In-

"As it did not appear to be in the ternationale are owned by both
interests of Chiltington's clients or companies' managing director,
And, three weeks later, Cologne the reinsurance market in general Ivor Kiverstein

Re asked the 130 reinsurers nego- that the very detailed analyses of

- tiating with the London market cedants' presentations be dupli- and claims at Gerling-Konzern
over asbestos claims if they would cated by IRAS and Intap, discus- Globale Reinsurance AG in Co-
reinsurers lack the resources or in- support a similar but non-profit sions have taken place between logne, Germany, was to join Chil-
Chiltington and Cologne Re with a tington as head of the new com-
By the end of June, Cologne Re view to rationalizing the situa- panies but will remain with Gerl-

Jack Koepke, director of legal

up a service to provide in-depth hundreds of millions of dollars of had secured support from more tion," according to a statement re- ing He said the decision to stay

analysis of asbestos claims for in- asbestos claims
dividual clients In May, Chiltington announced proceed with the venture

The moves by Chiltington and that it would form two for-profit

than 50 reinsurers and decided to leased by Chiltington

with Gerling was not related to the

As a result of the discussions, formation of Intap
The new organization will be Chiltington's sister reinsuier,

Mr Koepke will now return to

Cologne Re stem from concerns companies to help deal with the called the International Alliance of Hamburger Internationale Ruck- New York as an executive vp in
that many small and medium-sized problem International Reinsur- Asbestos & Pollution Reinsurers, versicherung AG, will join Intap Gerling's New York office
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Space rISkS lion, and Mr Ikin said GIO's $5 tory of the thing, 10% to 12% of third
] . million capacity is "a small, but launches are going to fail," Mr Dev Sol evidently has compiled
Continued from previous page not insignificant part of t) e world- Ikin said GLOBAL BRIEFS a list of potential targets in Tur-
The two underwriters also are wide capacity " "In my opinion, the rate should key, the CU spokesman said "Ac-
interested in providing insurance "We have a theoretical capacity be around 19% to 20% At tha: Contznued from prevvous page cording to our information, police
for another aerospace project in of $10 million on any one risk at level, you could maintain stability insurer estimates raids on Dev Sol discovered that
the feasibility study stage a plan the moment, but we don't want to over a period of time, and thai Overall, Allianz expects gross Commercial Union was included
to build Australian Jaunch vehicles do that because it would unbalance would be useful for people entering premiums from foreign business to even though we are not aUS com-
that would be used to launch satel- our portfolio,” he noted into contracts to build satellites, n increase by 48% this year, com- pany," he said "The shoogting was

tes from the Woomera launching GIO underwrote $5 million in would be useful for the insurance pared with a 42% increase in 1990 a fragic case of mistaken identity "
actity In southern Australia roperty coverage on the Canadian community and the space industry And the insurer's overall gross pre- The U S Embassy in Istanbul
ASO's Mr Morrison said a con- satellite’ Telesat Anik £2, which generally, ' he said miums, including operations in had alerted CU's offices in Tul key
sortium of private businesses cur- was successfully launched but ASIG's Mr Jones said a rate of Eastern Germany, should increase to the threat shortly before a July
rently is preparing to determine failed to function once in orbit It 18% to 20% was "supportable by 25% to 48 billion deutsche visit from U S Secretary of State
the cost and feasibility of the had been feared that the satellite, based on failure rates to date " But marks ($26 67 billion) In 1991, the James Baker, the spokesman said
project The first launches would insured for a total of $220 million, he said higher rates were required insurer predicts The insurer maintained armed
take place in 1993 or 1994, he said could be declared a total loss (Bl, for some satellite owners and Last year, the insurer reported guards in its offices from before
Mr Jones said space risks are May 27, April 22) However, Mr launch companies gross premiums increased 20% to that visit until Aug 5, he said
unusual in that there is a low num- Ikin said that claims probably will Satellite technology is constantly 38 3 billion deutsche marks ($25 63 After the shooting, an individual
ber of launches, but a high proba- be onIK minor because the problem changing and new, untried satel- billion at year-end 1990 exchange claiming to represent the Leba-
EIIC';E\X,Of total losses "If a launcher W-'tth e satellite had been re- lites and launch vehicles are al- rates) from 31 9 billion deutsche non-based Islamic Jihad called Is-

lows up, it's a whole bunch of paire ~ways being tested, making rating marks ($1888 billion at year-end tanbul newspapers saying the kill-
pieces There's nothing lef GIO's other losses stemming difficult 1989 exchange rates) in 1989 ing was in protest against U S -led

The sums insured are also large from space underwriting also have "As an underwriter, we can': However, profits were down multinational forces stationed in
"You're looking at a big chur:k‘ if been "relatively minor,” he said compare the launch history of an 22 1% to 187 million deutsche southeast Tulkey to protect Kur-
you have a payout,” he said "It's "We've been profitable every earlier vehicle to the current vehi- marks ($125 12 biIIion?]in 1990 dish regions in Iraq
not an area for the faint-hearted " year we've been writing We like to cles The launch vehicle manufac- from 240 million deutsche marks But Turkish authorities dis-

GIO began underwriting space- attribute it to good underwriting, turers are saying they've only had ($142 03 billion) in 1989 counted the caller's claim because
related risks in 1986 when the first but | think there's alsc a good a 2% failure rate, but you just can'- The insurer this year also will the Islamic Jihad is not known to
Auss?t Australian communications measure of luck," he said say that " include in its balance sheet ItS be active in Turkey, the CU
satellite was launched However, he added, "Anlk may Mr Ikin said GIO would no: stake in Hungaria Insurance, one spokesman said

"Ov_er the last four years, we have changed things completely leave the satellite insurance mar- of Hungary's largest insurers Al- The murder could dampen CU's
havltde |ndsugtel\g qlpout _3;0 satellites There's still the po:ential for a ket, even if a string of failures hanz recently increased its equity plans to open a life insurance of-
wor \fv' < i |.n satl o partial I‘_)SS . . made the coverage unprofitable in the Hungarian insurer to 585% fice in Turkey, since it could be

GIO's net capacity per risk is $5 Mr Ikin said launch insurance "We're a significant player from 49% difficult to find executives to work
million ASIG, which began under- "rates were moving back up" from We're there for the long haul," he -By Don Lewis Kzrk there, the spokesman said
writing space risks on Jan 1, 1989, a competition-driven low of 16 5% said -By Mana Kielmas
has a net capacity per risk of $7 5 of the insured | alue of tne satel- While launch insurance rates .
million lite last vear ) CU executive murdered

e Y and losses grab the most attention, B to/AGFE d I

Mr Jones said ASIG has written After a series of failures in 1983 Mr Ikin noted that in-orbit insur- ISTANBUL, Turkey-A Com- anesto ea

launch coverage for 35 satellites and 1986, rates rose as high as 35% ance rates are falling, with rates mercial Union Assurance Co MAD . Spain-Banco

RID
and has 11 more projects pending and capacity diminjshed But when currently at about 1 75% of insurec PLC underwriter was shot and Espanol de Credito, o,le of Spain's
Initially, GIO provided in-orbit'rates dropped to 165%, Mr Ikin value killed last week in Istanbul by the largest banks, and Assurances
and launch insurance for small sat- said it was not economical for GIO "We won't write the business un- terrorist group Dev Sol, which has Generales de France, France's see-
ellites and launch vehicles but has to write any launch business less it's around 3% to 4% One fa-1- mistakenly targeted the London- ond-largest insurer, have signed a
been insuring small portions of "There was a lack of failures, ure at a premium rate like that anc based insurer, a CU spokesman wide-ranging agreement aimed at
major satelhte risks since October and people are shortsighted Up it takes 100 flights to recover Ifs said developing their mutual insurance
1989, according to Mr Ikin, who until February last year, there had not attractive at those really lou Andrew Blake, an underwrlter interests in Spain
also is president of the National been 18 Ariane launches without a rates and not realistic," he said for CU Istanbul affiliate Commer- The agreement was scheduled to
Space Society of Australia single failure Statistically, the "There will undoubtedly be fall- cial Union Sigorta, was shot Aug take effect at the end of June but
"We will look at any commercial rates should still have taken into ures, but the market just scrambles 19 has not because the deal is still
space project We need to be able account a 10% failure rate for the for the cash, and that's unfortu- The CU spokesman in London under scrutiny by Spain's economy
to assess the risk and determine an launch and commissioning " nate " said Turkish authorities suspect minister, a Banesto spokesman
appropriate rate We're hard-nosed "Commissioning” covers the pe- Mr Jones said ASIG had written that the Dev Sol terrorist group said "We don't know what will
about assessing the risk, if there's riod directly after launch and "a fairly sizable line" on Superbirc was responsible for the killing, be- happen," he said
a 10% to 20% chance (the satel- ranges from 90 days to a year Sat- A, a Japanese satellite that fallec lieving Mr Blake was an Amert- Banesto's diverse collection of
lite's) going to fall and we can't get ellite owners then purenase in- in orbit in December 1990 (BI, Jan can industrial interests-including real
the party to agree tol a ra_te c_)f,"say, Ort_)it c_ove_rage—also known as sat- 14) Dev Sol, a Turkish terrorist estate, cement, petroleum and in-
20% plus, we won't write it,” Mr ellite life insurance coverage- He said that loss had resulted iT_ group that has been active since surance-were brought together
which iS renewable annually a hardening of in-orbit rates the 1970s, has claimed responsibil- last year under a separate affiliate,

Most satellites are valued at be- "People pet too shortsighted, worldwide taking them back up to tty this year for killing two Amen- Corporacion Banesto, in which the
tween $150 million and $200 mil- they forget'that m the ovérall his- 2% to 3% cans in Turkey and wounding a Continued on next page

ARIG results
MARINE INSURANCE PROBLEMS??

Contmued from prev:ous page slightly higher demand for engi-
...CALL G&M MAR|NE, INC. to expansion of overseas branches neering-type coverages-for which
and unexpected costs incurred ir rates are on the upswing-like the
$25,000,000 IN HOUSE LIABILITY CAPACITY implementing emergency plans re- energy and aviation classes
A&A+ RATED AMERICAN COMPANIES lated to the Guif erisis "It's exceeding our expectations
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pressed as a financial center fol- pecting it to pick up,” says Mr
lowing the Gulf crisis, ARIG IS Nooruddin

6&M MAR'NE, |NC prospering, according to Mr ARIG IS keeping an eye on any
600 MARITIME BLDG. - NEW ORLEANS, LA 70130 Nooruddin new business possibilities related
"Our business is actually better to post-war reconstruction in Issue of August 26
504) 588-9044 - FAX 504-588-9397 K . .
( ) than last year,”" Mr Nooruddin Kuwait, though Mr Nooruddin »
A SERVICE OFFICE FOR AGENTS AND BROKERS commented says an overall rebuilding project Advertiser Page#
One factor in the improvement 15 has not yet started Aetna Life and Casualty 16-17
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AIG Corporate 11
that ARIG's Tunisian office, which

E d i to ri A I Editorial Index Service 8-iness Insumnce taps offshore business from the Business Insurance 14,22,25,28
220 East 42nd Street, New York, NY 10017 North African region, has noticed a CIGNA 18
Please send me the following index(es) downturn due to regional economic i - _
I m d e X Full Index Service at $100* 02 1991 | problems "Premium volume is Diversified Pharmaceutical “
sOﬁcgvf;:Zi:)tc:n;;t :11(:;;8 e:igsg e 1600 | down and activity is slow," he said Environmental Science & Eng 22
Service 1 But certain countries-like Algeria )
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01981 0 1982 EI 1983 0 1984 0 1985 . y . IBM Insuran
+ foreign postage additional 1 creased retentions in order to curb surance 12-13
) ) _ TOTAL ENCLOSED $ 1 currency outflow, and this has re- I T/Hartford Insurance Co °
he Business Insurance Editonal Index Service PAYMENT MUST ACCOMPANY ORDER -- 1 duced ARIG's business, he ex- . »
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he annual service includes 3 quarterly reports and a Account # Exp Date not be'en affect_ed by the Ur_1|ted Reliance National v
cumulative annual volume In addition, article ) State_s e_conomlc boyCOtt of leya, . 14
. . 1 which is one of ARIG's owners Surplus Underwriters Casualty
citations between pubhcation of quarterly reports are si
gnature A ;. _
available from Bl's Information Centers m New York ARIG is pleased with the perfor Travelers Insurance Co 15
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1 London" and expanding in Europe,
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Continued from previous page
bank holds a 76% stake. This group
holds 52.6% of Spain's second-lar-
gest insurer, La Union y El Fenix
Espanol Cia de Seguros y Reaseguros
S.A.

The agreement with AGF-which
is 75't owned by the French govern-
ment-will result in the formation of
a new insurance holding company.
Corp. Banesto will hold a 55% stake
and AGF will hold 45%.

In addition, La Union y El Fenix
will acquire a 20% stake in AGF's
Spanish affiliate, AGF Seguros S.A.

And, a new insurer will be estab-
lished as a joint venture between
AGF and Banesto, which will focus
on life insurance and personal lines

and take advantage of Banesto's net-
work of bank branches for distribu-

tion.

An AGF spokeswoman in Paris
said that contrary to reports in the
Spanish press, AGF has no plans to
later increase its present minority
position in the new holding company.
She also said AGF does not plan to
acquire control of the new personal
lines insurer.

The agreement with AGF allows
Banesto to dispose of some shares
in La Union y El Fenix while still
maintaining control of the insurer,
the spokesman for Banesto said.

Last year, La Union y El Fenix
registered a profit of 2.56 billion pe-
setas ($26.8 million at year-end 1990
exchange rates), a 31.4% increase
from 1989. Gross premium income
was 53.63 billion pesetas ($561.4 mil-
lion), up 3.1% from 1989 premiums.

AGF last year reported gross pre-
miums of 48 billion francs ($9.43
billion at year-end 1990 exchange
rate). Its then-100% owned Spanish
subsidiary had 1990 gross premiums
of 26 billion pesetas ($272.2 million).

-By Maria Kietmas

Guernsey regulation

ST. PETER PORT, Guernsey-
Guernsey's insurance industry is exa-
mining a proposal to regulate insur-
ance intermediaries and insurance
representatives operating in Europe's
leading captive domicile.

But, the proposal would have lit-
tle, if any, impact on Guernsey's cap-
tive insurance industry, according to
Steve W. Butterworth, the superin-
tendent of insurance. The rules are
particularly designed to govern the
island's life insurance industry, he
said.

The proposals, which were drawn
up by the Guernsey Insurance Assn.
and an ad hoc working group, are
outlined in a discussion paper distri-
buted by the Guernsey Financial
Services Commission.

The paper notes that any regula-
tions "should take into account the
special situation existing in Guernsey
resulting from its offshore insurance
activities. Although intermediaries
and representatives selling Guernsey
products overseas might be expected
to be regulated m that overseas tem-
tory, this is often not the case. In the
absence of such regulation, any pub-
licity caused by negligence or fraud
by these offshore intermediaries or
representatives is liable to damage
the reputation of Guernsey."

The proposals, therefore, suggest
making "all msurers and insurance
intermediaries fully responsible for
the actions of their representatives,
including those operating overseas."

Currently, insurance interme-
diaries and representatives on
Guernsey, one of the Channel Islands
between England and France, are re-
quired only to abide by a professional
code of conduct set out in the Insur-
ance Business (Guernsey) Law 1986,
among other statutes. That code
covers principles like dealing in good
faith with clients, satisfying the in-
surance requirements of clients, and
avoiding misleading or "extrava-
gant" advertising.

The discussion paper defines an in-
surance intermediary as "any person
bringing together the buyer and
seller of insurance for remuneration
other than an insurance representa-
tive."”

An insurance representative is de-
fined in the paper as "employees of,
subsidiaries of, and individuals or
bodies acting under agency contracts
with...a registered or exempt in-
surer, a registered insurance interme-
diary or an authorized insurance
manager."

The paper proposes, among other
things, that insurance intermediaries
be required to register with the
Guernsey Financial Services Com-
mission and pay an annual fee of
about 650 pounds ($1,100).

Insurance representatives would
not be required to register with the
commission under the proposal.

However, representatives would
have to hold a certificate from the

Continued on next page
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Continued from previous page
insurer or intermediary they repre-
sent designating their authority to
conduct business on its behalf.
INnsurer representatives also

would have to abide by a code.of
conduct similar to that established

for intermediaries.

Insurers on the island have com-
plained that the proposal may
cause overseas brokers to place

which jit into a business size envelope will be forwarded. Responses tire forwarded daily.

business elsewhere to avoid com-
pliance with the regulations, Mr.
Butterworth noted.

Otherwise, comments on the
paper have been mostly favorable,
he said.

The commission is seeking com-
ments on the proposals in writing
no later than Sept. 1. Comments
can be sent to Steve V. Butter-
worth, Superintendent of Insur-
ance, Guernsey Financial Services
Commission,. Valley House, Hirzel
Street, St. Peter Port, Guernsey,
Channel Islands. The commission's

INTERNATIONAL

facsimile machine number is 0481-
712010.
-By Paul D. Winston

New M&M office head

ROTTERDAM, The Netherlands
-Marsh & MelLennan Inc. has
named Managing Director Eric
Dorhout Mees to head Marsh &
MelLennan Nederland bv, the
firm's new brokerage unit in Rot-
terdam.

Before joining Marsh & MeLen-
nan in 1987, Mr. Mees had been an

executive board member of Hudig-
Langeveldt Group bv from 1975.

Marsh & MelLennan, the world's
largest insurance brokerage, has
previously announced it is selling
its 30% stake in Hudig-Langeveldt,
which Rollins Burdick Hunter
Group Inc. of Chicago has offered
to purchase (BI, Aug. 19).

Buck acquisition

WIESBADEN, Germany-U.S.
benefit consulting firm Buck Con-
sultants Inc. acquired a controlling

The professional marketplace

RATES AND CLOSING TIME:

Rates: Display class#ied is $116.75 percolumn inch, minimum of one inch. Straight class#ied is Closing: Published every Monday. Copy must be in typewritten form by noon Tuesday, 6
$10.50 per line. minimum of 5 lines. Count 34 characters per line (include each space and days preceding publishing date. No verbal phone copy accepted. Prepayment required for
punctuation asa character). Additional $17.50 charge for all blind box ads. Only those reponses straight advertisements. Mail ads to Margaret Hikido, Classified Advertising, 740 N. Rush

interest in German consultant
Heissman/IPC.

The firm, headquartered in
Wiesbaden, provides actuarial,
compensation, communication and
international consulting services,

specializing in German multina-
tionals.

Heissman/IPC also has an office
in Magdeburg, which is located in
the Eastern Germany.

Buck also opened a new office in
Melbourne, Australia, headed by
Stan Bates, consulting actuary and
office mMmanmnager. i

St. Chicago, IL 60611. For more infonnation call 312-649-5340. FAX 312-280-3189.

ACCOUNT EXECUTIVE

The Construction Insurance Division of Willis Corroon. a leader in
the insurance brokerage community, seeks an experienced profes-
sional to service large casualty accounts and to monitor corporate
guidlines for quality and professional standards in it's Oakbrook,
Illinois office. Reporting to the Vice President, Insurance Services,
this highly visible position offers outstanding opportunities for
growth and creativity.

Qualified candidates will have 5 to 10 years of agency or com-
pany casualty experience, an lllinois Broker' s License and the
CPCU designation or coursework in progress. PC proficiency and
supervisory experience preferred. For confidential consideration,
please send resume and salary requirements to:

Vice President - Human Resources
Willis Corroon
135 South LaSalle Street
Chicago, lllinois, 60603

Equal ()pportunity Employer

CONSULHNG FIRM
RISK MANAGEMENT
MERGER OR ACQUISmMON

Independent, Risk Management
Consulting Firm located in the
Southwestern United States. with
excellent. high profile client base
and arnual revenues of
$200,000 +, would consider possi-
ble merger with or acquisition by
similar, established company.
Excellent opportunity for regional
or national firm interested in
"growth through acquisition". Pos-
sible affiliation with profitable,
growth oriented firm would also
be considered. Serious, qualified
inquiries only will receive .response.
Reply to: Box 2689, Business
Insurance, 740 N. Rush Street,

WHOLESALE
BROKERAGES
ANTED

Dynamic Wholesater looking to ex-
pand across the Nation thru acquisi-
tions. Pre fer $2-3 mil. Commission
income but will consider all sizes. All
replies strictly confidential,
REPLY TO:
MICHAEL NELSON, V.P.
312-258-1331

GET RESULTS!

Advertise in the

PROFESSIONAL

CAREER
OPPORTUNITY

American Healthcare Systems is a national alliance
of not-for-profit healthcare systems located in San
Diego. With annual premiums in excess of $35 million.
its Risk Retention Group, now in the second year
of operation. underwrites AmHS members' excess
hospital/professional liability insurance/umbrella

We are seeking a qualified, motivated claims man-
agement professional with strong interpersonal skills
to fill the following position:
Assistant
Director of Claims
Requires 10 years recent progressive experience in
med mal/professional liability claims management

(emphasis on high-damage claims) and J.D. degree,
Ucense as attorney not required.

Successful candidate must also have experience

Chicago, lllinois 60611 - 2590.

MARKETPLACE working directly with excess carriers and reinsurers.

Please forward or FAX your resume and compensa-
tion requirements in confidence to: Ms. Cheri
Caviness, Dept. Bl, AMERICAN HEALTHCARE
SYSTEMS, 12730 High Bluff Drive, Suite 300, San
Diego. CA 92130-2099. FAX: (619) 481-8919. No
phone calls, please. EOE
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Apply sound finangial judgemen
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5 seekingan-experienced.analystie.ioin the S

Westchester County. k

In this position, you will analyze financial E

institutions in MBIA Corporation's existing b
portfolioand new institutionstodeterminetheir

* creditworthiness. You'll make recommenda- B

5 for parfiopafiSn TR LW BURINSIL g aqpspiability E

. work will involve considerable interaction with h
senior management of client institutions,

bankers and lawyers. h

The ideal candidate will have at least 7 years' k
* experience in the analysis of life insurance m
com@anies, Familiarity with state insurance laws h

Coand NAlGauidelings, as wellas federaland state *

* Commercial or foreign bank analysisexperience E

Amencan Healthcare Systems

The National Network of Premier Health Systems

RISK MANAGER

HELP WANTED Business Insurance
Baystate Medical Center, one of New England's largest teach-
ing/tertiary care medical centers and the Western Campus of
16fts University School of Medicine, is currently seeking a

motivated Risk Manager to implement the hospital-wide risk

management functions.

INSURANCE ANALYST Circulation

Insurance specially brokerage firm in
Hartford, CT seeks individual to con-
duet insurance industry and company-
specific fundamental analysis. Insur-
ance experience preferred. Send re-
sume to Box 2690, Business Insurance,
740 N. Rush St., Chicago, IL 60611-2509

Breakdown™

Commercial Consumers
Administrative:
CEO's Presidents, and Owners . 2,566
Vice-Presidents, General Managers and

Our progressive management style will give you the opportu-
Other Administrative Personnel . 4,489

nity to take on the challenge of minimizing losses and max-
imizing quality healthcare. Your primary responsibility will be
the design, implementation and promotion of the Baystate
Medical Center Risk Management Program. Qualifications
include a minimum of 3 years risk management experience in
an acute care facility or 3 years medical malpractice claims
experience. An RN with a BSN or a BA in a health or insur-
ance related field preferred. ARM desirable.

Financial:
Chief Financial Officers and Vice-presi-
dents of Finance ............... 2,581
Secretaries, Treasurers, contollers and
4,349

SAFETY AND LOSS

CONTROL ANALYST
County of Humbolt, Eureka, CA. $2,529
- $3,088/mo. (91-92 salary adjustment
under consideration) plus excellent
benefits. Under direction of the Risk
Manager, plans, implements, and moni-
tors the County Safety and Loss Con-
trot Program and performs analytical
and administrative work related to risk

other Financial Personnel . .

Risk.?Employee Benefits:

Vice-presidents, directors, managers,
and other related department personnel
of: insurance, risk, employee benefits,
personnel, compensation, pension,
safety, security, industrial relations,
human_ resources and employee/labor re-

management and loss preventlon. De-
sire graduation from college with major
course work in safety and loss preven-

Baystate Medical Center offers comprehensive benefits and a lion, loss control or risk management.

desirable, challenging professional work environment. For prompt con- £ Filing deadline: 9-13-91. lations . ..... 10606
. . i X R i or County application, call Personnel Sub-total 24,591
0 MBIA offers Cha”enge’ recognition and career sideration, please send resume to: Ann Marie Smith, Recruit- (707) 445-7315. AAEOE. et imticme  ases

ment & Staffing Office, Baystate Medical Center, Suite 30,

Government, Unions and Educational In-

* growth in a dynamic, professional environment. C BUSINESSES FOR SALE

Accountants, Actuaries, Attorneys &
-.... 3,438

Adjusters, Appraisers, TPA's, Captive

Managers & Health Care Providers 1,294
Others Allied to the Field 1,365

TOTAL 50,176

Inadditiontoanoutstandingcompensationand 5 780 Chestnut Street, Springfield, MA 01107. An equal stitarions. TS
. . . . Commercial Consumers
m benefits package, you'll find our convenient opportunity employer. INSURANGE SHELLS FOR SALE Sub-total . .. . 26.354
locationtobeanotherreason to join us. Toapply, k CZ flit;Eroogc?:ﬁlgaas;f'gaii'Ife Y
* 1hi insurance’ shell c/s +$1,400,000 Insurance Agents and Brokers °.651
send.a.resyme and letter describing your S A S e S S insurance Gompanies. ... 8.074
quali io O: . Ala a , Ellsworth, ME 04605

207-667-4000 FAX 667-4002 Consultants ........ .

Corporation, 113 King Street, Armonk, NY 10504 k
* No phope ig;yag% ppclggge. We"are an equal oppor- m

“IBI1A

- | o
— A member of Baystate Health Systems
m *IBIA *IBIA *IBIA *IBIA *IBIA *IBIA *IBIA

Baystate Medical Center

THE WESTERN CAMPUS OF

Advertise in the
* Source Business/Occupational break-
down of qualified circulation, November
26, 1990 issue, as submitted to 8PA for
Decmber 1990 BPA Publisher's State-

ment.
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Risk Manager of the Year

Contmued from page 3
criteria (see box)

"In addition, we have seen over based anywhere in the world are
the last 14 years that the awards invited

The overall highest-scoring can- permit risk managers to recognize In addition to the completed no-
didate will be named Risk Manager the contributions of their staffs to minating forms outlining the can-

of the Year, and the highest scoring their successful risk management didate's accomplishments, each
candidate in each of the categories programs," she said nomination must include a lstter

not represented by the Risk Man- However, successful candidates from the sponsor nominating the
ager of the Year will be named have not always had large staffs candidate and a letter of endorse-
to the Risk Management Honor A candidate also need not handle ment by an executive of the candi-
Roll, subject to the judges' discre- risk management functions full date's organization, who may be
tion time, but he or she must be a full- the candidate's superior or any

The employment categories are time employee of the organization higher officer The letter must

i|aurance Authority * corggratlons with sales exceeding for which he or she directs the risk certify the accuracy of the mfor-

million, corporations with management program

sales of less than $300 million, A candidate can be nominated by tion
government entities, tax-exempt anyone familiar with the candi- All nominations will be kept in
or non-profit institutions, finan- date's work For example, any em- the strictest confidence, with only
cial institutions, and self-insur- ployee or group of employees may the honored candidates' names an-
ance funds and pools nominate the organization's risk nounced

"Risk managers honored as Risk manager A broker, insurer, con- To request a Risk Manager of the
Manager of the Year and members sultant or some other service sup- Year nomination form, write Karen
of the Risk Management Honor plier can nominate a client And, a Brown, Assistant to the Editor,
Roll serve as an example to other risk manager can nominate a col- Business Insurance, 740 N Rush

e nomina-

1 risk managers to excel in their league St , Chicago, Il 60611-2590, or

field," Ms Mcintyre said Nominations of risk managers call 312-649-5398

10 criteria used to judge
nominees for 1992 awa rd

Ten criteria will be used to score the insurance markets to struc- ment
the nominations submitted for the ture an insurance program that
1992 Business Insurance Risk serves the needs of the organiza- program at the optimum cost over
Manager of the Year Award and tion the long term
Risk Management Honor Roll - Established a workable intel- - Developed technical expertise

The 10 independent Judges of the ligence system inside and outside in any or all of the broad categories
nominations will score each candi- the organization, culminating in a included within risk management,
date according to how well he or flow of information about events leading to a better managerial
she and activities that affect the orga- grasp of the operations aspects of

- Established and implemented nization's risk management and m- the Job
an effective risk management pro- surance « Exhibits an attitude and per-
gram within the organization « Skillfully performs the func- forms activities fostering the ad-

« Tackled and solved one or tions of management m the overall vancement of the risk management
more major problems for his or her organization and within the risk profession

= Achieves the most effective

organization
- Innovatively applies the di-
verse tools of risk management and

insurance

17 C rec{' d T:Webers; c——56

uranc
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« Creatively and effectively uses
BI/KIMBERLY MART

HMO regulations

Contznued from page 3 ployee contribution does not ex- ganization in Excelsior, Minn
with the equal contribution rule ceed 50% of the required employee While the full impact of the HHS
But the regulations also provide contribution to the principal non- rules will not be felt until 1995,
examples of other ways that em- HMO plan HMO experts note that many em-
ployers can structure their HMO Under an HHS example of this ployers are likely to follow the
premium contributions without method, the HMO charges a rules for all of the HMOs they offer
violating the 1988 law's require- monthly premium of $80, while the -both federally qualified and
ments that company contributions cost of another health care plan non-federally qualified-to reduce
not discriminate against employ- option is $100 a month The em- administrative complexity
ees enrolled in HMOs ployer pays 80%, or $80, of the cost "Employers will follow these
Employer premium arrange- of the other health plan option, rules pretty religiously,
ments that would not be consid- while employees pay a monthly James Doherty, president of the
ered financially discriminatory in- premium of $20 Group Health Assn of America, an
clude Under the HHS rules, the em- HMO trade group m Washington
- Making the same percentage ployer in this example could re- Benefit experts note that the
contribution toward the HMO pre- quire employees with HMO cover- HHS rules closely track a 1988
mium as toward an indemnity plan age to pay a monthly premium of Senate Labor and Human Re-
premium up to $10, or 50% of the employee sources Committee report that also
For example, if an employer paid contribution to the non-HMO plan gave alternatives to the equal con-
90% of the premium for each non- In addition, the HHS rules say tribution rule that would not be
HMO plan It offered, the employer employers and HMOs may negoti- considered discriminatory
could make the same percentage ate mutually acceptable contribu- "Washington has not thrown em-
contribution to the HMO tion arrangements as long as those ployers a curve This is a case
« Basing contributions on age, agreements do not cause the HMO where regulations almost exactly
sex, family status and other factors to violate any other federal rating follow congressional intent," said
that are reasonable predictors of requirements
utilization The HHS rules on HMO premium the Rowayton, Conn , office of
The HHS rules provide an exam- cost-sharing arrangements cur- Hewitt Associates
ple of how demographic factors rently apply only to those federally "The regulations confirm what
could be used by an employer to qualified HMOs that employers had been employers' understand-
set the premium contribution must offer under the "dual choice" ing of the 1988 legislative changes
"If the employer's cost for the provision of the HMO law The rules are workable and do-
single class of single males under Under that provision, employers able," agreed Richard J Sinni,
age 30 in an indemnity plan or with more than than 25 employees director of the health care manage-
self-insured plan is $60, and the must offer an HMO if the employer ment practice at Buck Consultants
employer's contribution for HMO is properly approached by the Inc in Secaucus, N J
enrollment for each employee in HMO and the HMO can demon- “The rules are in line with the
that particular class were $60, strate that It can serve the em- statute, and many employers al-
there would be no discrimination," ployer's workforce ready have been following the stat-
HHS said However, in 1995-the year that ute,” said Nancy Jones, a principal
"The employer would follow this the dual choice provision expires- with A Foster Higgins & Co Inc
methodology for each of the other the HHS premium cost-sharing ar- in New York
classes By calculating the contri- rangements then would apply to all Benefit experts point out that
bution for HMO enroliment for federally qualified plans that an the methods of premium cost shar-
each class in this way, the em- employer agrees to offer ing laid out by the HHS rules are
ployer would determine ItS total As of Jan 1, the nation's 307 fe- broad enough to give employers
payment on behalf of all employees derally qualified HMOs had 25 9 the flexibility they need to make
enrolled in the HMO," according to million enrollees, while non-fe- HMOs a cost-effective health plan
the HHS rules derally qualified HMOs had an en- "The rules give employers a lot
« Requiring employees to make a rollment of 82 million, according of flexibility," said Robin Weiner,
reasonable minimum contribution to statistics compiled by Inter- a managing consultant in Foster
to the HMO as long as the em- Study, a managed care research or- Higgins' Los Angeles office

Barbara Hammer, a consultant im ...

management/insurance depart- « Develops m his or her career -

Insurance services guide

FRONTING

We're specialists m fronting arrangements
and mergers/acquisitions
In the mdustry since 1960
Corporate intermediaries
W.F."Bil" Vest
Box 816124, Dallas, TX 75381
PHONE/FAX 214-620-2581

Reach Risk Managers &
Insurance Executives who are
curious about reducing
Workers' Comp. costs in the
September 16, 1991 Work
Comp. issue.

Call (312) 649-5340
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RISKMASTER® Software
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Software. Services & Consulting

ONSITE TRAINING ONGOING SUPPORT

For Marketing Questions or to Attend a Free Seminar, Call (313) 462-5800

Reach For The Stars

Investigate this new generation of quality software solutions for health
benefits management, workers' compensation claims, general liability,
medical cost containment, and first injury reportin& including

ISP HealthStar « ISP CompStar « ISP MultiStar
ISP MediStar - ISP FirstStar

For more information about the many ways

you can beneat Som

Insurance Software Packages, Inc f— fa— f— — /
write to us at

3625 Queen Palm Drive

Tampa, FL 33619

or call (800) 237-8133 in the U.1,

(813) 621-6069 in Florida

For advertising Information in the INSURANCE SERVICES GUIDE
Contact Margaret Hikido, 740 Rush Street, Chicago lllinois 60611
Telephone (312) 649-5340
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Health care lobby

Continued .from page 2
10; June 31.

Some press accounts of the legis-
lation tha: were based on interviews
with a few large corporations, like
Chrysler Corp., that are sympathetic
with the concept of a federal health
care mancate gave the incorrect im-
pression that th€ entire business
communit/ supports mandated em-
ployer-provided health care cover-
age, Ms. Miller said.

"Our members are major employ-
ers and we are against mandated cov-
erage," Ms. Miller said.

Since a letter was sent out earlier
this month announcing HEAL's for-
mation, mire than 200 organizations,
including individual employers as
well as trade associations, have
. signed up as members.

Business
iNnsurin€e

a publicotion of Cnir Communic.lions Inc

"That underscores the level of in-

terest in nealth care issues in the

business community,"” Mr. Van Don-
gen said.
"A lot of people have wanted zo

What cid the most imporant group of reinsurers from
around the world discuss when they met in Monte Carlo?

What impact will their discussions and decisicns have

on the course of events in tie reinsurance market'

What effects will re nsurance renewals have on primary
insurance rates and capacity?

On September 23 Business Insurance will ansvier these
questions and more, reporting the news as it unfolded
at the Rendez-Vous de Septembre. Nearly 150,000*
rmders will rely on Bl for up-to-the-minute news and
authoritative editorials, plus significant market indicators
affecting their insurance and reinsurance purchasing

cecisions.

With so much at stake, can you afford to be the piece
cf the reinsurance puzzle trat buyers can't find? Advertise
in the cnly newsmagazine that puts all the pieces -ogether.

Advertise in Business Insurance.

* ncludes pass-aloig readersh p.

REINSURANCE
Monte Carlo

Rendez-VVous

Report

New York: 212/210-0228 - Chicagi 312/649-5276 - Los Angeles: 213/651-3710

Watch for details on Bl's Reinsurance Trends & llssues Feature

do something in this area, but until
now no one has taken the lead. There

is a real desire to participate in a co-
alition” within the business commu-
nity, said Elaine Graham, director of
federal relations for the National
Restaurant Assn.

Membership is open to any busi-
ness or trade group that supports
HEAL's statement of basic princi-
ples. Those principles include opposi-
tion to national health insurance or
mandating that employers offer
health care plans or pay taxes
through a "play-or-pay" approach.

"We strongly believe in the free
enterprise system. You can't success-
fully transplant a foreign system,
such as the British national health
care program, onto an entrepre-
Nneurial nation like the United
States,"” Ms. Miller said.

And, the trouble with implement-
ing play-or-pay-type approaches in
an effort to improve health care ac-
cess is that they do not deal with
soaring health care costs, she said.

"If business can't afford health
care coverage or higher taxes, you
pay a very hefty price,” Ms. Miller
said, noting that companies unable
to pay for coverage or taxes would
lay off workers.

While HEAL strongly opposes na-
tional health insurance or mandated
coverage, it believes that certain
steps can be taken that would im-
prove access.to health care and
would better control costs.

Those steps include:

* Pre-empting state laws that re-
quire insurers to offer specific bene-
fits in their health insurance policies.

"There are currently 800 state
mandates which impose a myriad of
requirements on health insurance po-
licies, thus significantly increasing
the cost of health care for all busi-
ness. Freeing all policies from these
well-meaning but counterproductive
mandates would immediately and
significantly lower the cost of health
insurance for all firms and increase
access for small business and individ-
uals alike," HEAL said.

« Pre-empting state laws that re-
strict managed health care.

While managed care systems have
proven effective, many states have
passed laws that interfere with the
implementation of innovative man-
aged care systems, HEAL said.

A recent survey conducted for
the Health Insurance Assn. of
America by The Wyatt Co. found that
state managed care laws, like those
eliminating the use of "gatekeeper"
physicians in preferred provider
networks, can substantially increase
the cost of managed care (Bl, Aug.
19).

* Reforming health insurance un-
derwriting.

"To assure health care access,
health insurers, HMOs and third-
party administrators should guaran-
tee the availability and renewability
of health insurance to those who wish
to purchase it, regardless of size, sta-
tus or geographical location of the
purchaser," HEAL said.

» Reforming medical malpractice
liability laws.

"Prudent malpractice reform will
reduce the need for costly defensive
testing and other forms of health care
delivery used to avert malpractice
claims," HEAL said.

* Increasing the tax deductibility
of health insurance premiums for the
self-employed to 100% from the cur-
rent 25%.

In addition, HEAL says health care
consumers must take more responsi-
bility for their own care. To encour-
age this, they need more information
on fees, treatments, physician prac-
tices and hospital ratings.

HEAL also says incentives are nec-

essary for government, providers and
private insurers to pursue innovative
techniques.
For more information about HEAL,
write to the Healthcare Equity Ac-
tion League, 1725 K St. N. W., Suite
710, Washington, D.C. 20006. Gen-
eral membership is free. A $1,000
contribution is required for member-
ship on HEAL's steering committee.



Soviet risks oil field in the Soviet republic of coverage have, in fact, been in short fiscation coverages, though "un- Lowenstein
Kazakhstan, but It was waiting for supply for Soviet risks for several derwnters were being very selective Hall's political risk facility with
Continued from page 1 the signing of the Union Treaty be- months due to demand exceeding supply," Lloyd's still has $350 million of its
Gorbachev reasserted control, un- tween the Soviet central government Six months ago, hmits of $20 mil- Mr Berry noted $400 million aggregate capacity
derwriters and brokers expressed and most of the 15 repubhcs before hon to $40 milhon were easy to ob- "Confiscation insurers had been available, and Mr Lowenstein said
hope that economic activity with the proceeding with any further meet- tam for credit nsks, including non- more bulhsh, but rates had trebled or he hopes within the next few weeks
Soviets-difficult enough before the mgs, a Chevron spokeswoman said payment and unfair callmg of letters quadrupled smce last year to about to complete the three deals put on
coup-would resume Mr Gorbachev had been scheduled of credit, Mr Avasthi said But by 3%" of value, agreed Jardine's Mr hold by the coup
Some predicted that the coup's col- to sign the treati which would have shortly before the coup, this capacity Barlow The U S government's Overseas
lapse will reduce the risk of any fu- ceded significant Kremlin power to had dwindled to $3 milhon or $4 mil- Mr Berry estimated that projects Private Investment Corp , meanwhlle,
ture takeover attempt and ease future the republics, on Tuesday, the day hon, he said valued up to about $10 million could 15 working on completmg the bilat-
mvestment and political nsk under- after the coup was announced Available limits for political risk have found confiscation msurance m eral agreement and gaining the con-
Wr_i_ting decisions The coup also threw Into question insurance covermg confiscation, ex- London But prolects of about $100 gressional and presidential approvals
| do see companies gomg m with a a planned }omt venture between Ger- propnation and nationallzation stood million would need participation it needs before mauguratmg a new
little more confidence, a httle less un- man insurer Colonia Versicherungs at between $200 million and $300 from all the major players in London, political nsk Insurance program for
certainty," said David Avasthi, presi- A G and Rossla, a Soviet msurer that milhon six months ago but had fallen and many leading polltical rlsk un- U S investors in the Soviet Union, an
dent of UIC Ltd , a Miami-based po- was to receive fmancial baclang from to about $50 mlilion before the coup derwnters had withdrawn from the OPIC spokesman said

litical risk insurance managing Colonia for a push mto commercial for many Soviet nsks, he added Soviet market before last week, he OPIC already has about 50 cov-
general agency msurance "There was a major, major reclue- pomted out erage applications for prolects in-

"The potential of (a coup) happen- As the takeover stalled in the face tion,"” Mr Avasthi observed, trig- Ironically, underwriters and bro- volvmg potential total mvestments of
ing again is reduced substantially," of resistance led by Russian republic gered by the deteriorating Soviet kers pomt out that it has been Mr $3 bilhon, not counting several
he commented President Boris Yeltsin, observers economy, growmg foreign exchange GorbachevV's policies of perestroika billion dollars more in possible oil

"The long-term effect on U S bum- were hopeful that busmess would re- difficulties, withdrawal of credit by and democratization, as well as the and gas joint ventures, the spokes-
ness will be negliglble," said Price turn to normal, though some re- Western banks and the reluctance of openmg of the Soviet market, that man said
Lowenstein, director of pohtical nsk mained cautious Western nations to provide the eco- have made the Soviet Union a poorer Mr Berry predicted that Mr Gor-
services with Frank B Hall & Co m For instance, by Thursday, the nomic aid that Mr Gorbachev had credit risk bachev's return to power could
San Francisco "Those that are there Confederation of British Industry's requested Before perestroika, the Soviet prompt an easing in the political risk
will stay there, and those that are advice to exporters had changed to "It has not been non-eastent, but Umon were good payers The mar- market
looking to get in may flnd it an even "business as usual " it has been very difhcult to find ca- ket was state-controlled and there "Next week is a different matter,
better mvestment chmate now "Business was interrupted for a pacity" for credit risks, agreed Jack was one payer the government," Mr but the climate may have eased a
"This is the last gasp of the hard- short penod, but now we are carrying Willyard, senior vp of Sedgwick McCartan said Now, newly formed bit One of the great concerns of un-
liners and the Communist Party," he on busmess as usual," said Stanislav James Financial Products in New Soviet companies purchasmg West- derwnters had been what would
said Konshm, deputy chairman of Ingos- York, a unit of Sedgwick James Inc ern goods and technology "have no happen if there was a reversal" of
At the same time, though, grow- strakh, the Russian insurer Ingos- Notmg that payments from Soviet track record to assess the risk in the the Soviet democratization process,
ing autonomy in the Soviet repub- strakh's chairman, Mikhail Safranov, entities had slowed markedly m the normal way Meanwhile, there 15 he said
lies and moves toward a market was on holiday dunng the coup, but months before the coup, Mr Willyard roarmg inflation and a detenoratmg The removal of many hard-Imers
economy may make credit nsks more "he is not 111," Mr Konshin joked said underwnters had focused avail- economy " and the nse of Mr Yeltsin could also
difficult to gauge than when the cen- Trade Indemnity PLC, one of able capacity on "high-priority" Because of decentralization, there speed the breakup of the Soviet
tral government was the only debtor, Bntain's largest credit Insurers, ad- items, like badly needed industrial are many more buyers trading Union into mdependent states
observers add vised chents at the begmmng of the equipment and medical supphes (within the Soviet Union) rather than "If the republics become indepen-
Underwriters and companies with week to "make no further dehvenes Capacity had shrunk dramatically one central body," an ECGD spokes- dent, capacity could increase as poht-
interests in the Soviet Union held until the position clarthes itself," said because "no amount of additional man said, explaining the agency's ical risk capacity is set on a per-
their breath last week as the coup ran Associate Director Charles McCar- premium will turn a bad risk into a decision to require Vneshekonom country basis," Mr Berry pointed
its roller-coaster course LOCSs for short-term non-payment out

U S exports to the Soviet Umon covers Meanwhile, Bntish companies last
reached $3 billion last year, boost- '"The long4erm effect on U.S. business will be The high cost and lack of avail- week were watching the situation
mg the total amount of U S -Soviet .. . . ability of pohtical mk msurance has with interest
trade to $4 billion in 1990, accord- negligible,' says Price Lowenstein of Frank B. Hall. led many U S corporations to go British insurer Royal Insurance
ing to statistics compiled by the U S Those that are looking to get in may find it an even without it P L C has recently completed a feasi-
Department of Commerce . . . L. For example, Los Angeles-based btlity study of a proposed joint ven-

Most of the U S exports to the better investment climate now. "This is the last Occidental Petroleum Corp no longer ture with Moscow-based Promstroy
Soviet Union-$2 2 billion-were gasp of the hard-liners and the Communist Party.’ purchases political risk insurance, Bank
food and food products Grain ac- said Michael Shelton, assistant trea- Under the proposal, Royal would
counted for roughly two-thirds surer and director of risk manage- establish a marine and commercial
of that amount, according to Eric ment "It Just got too expensive for insurance underwritmg unit in the
Olson of the US-USSR Trade & tan But, by Thursday, it was confi- good risk," Trade Indemnity's Mr the type of exposures we have," he bank's mam Moscow branch
Economic Council in Washington, dent enough of President Gorba- McCartan noted said "Tension between the Soviet Union
Do chev's return to power to tell "Generally speaking, the market Mr Shelton added that while Occi- and Russia had been taken Into ac-

Meanwhile, private U S invest- customers to go ahead with ship- has always been rather nervous of dental had been a leader in U S -So- count in the study," said a Royal
ment in the Soviet Union is esti- ments the USSR because of the weak un- viet business under former Chairman spokesman, addmg that last week's
mated to have totaled a relatively However, "we are still extremely derlymg economy," agreed Anthony Armand Hammer, the company has events would be considered before
small $360 million through 1990 cautious regarding new policies, Richardson, deputy underwnter for scaled back its Soviet activity smce makmg a fmal decision on the pro-

Early in the week, when it ap- bearing m mind continuing politi- Lloyd's syndicate 33, managed by Mr Hammer's death posed venture
peared that the Soviet move toward cal uncertainties and the continued Roberts & Hiscox Ltd PepsiCo Inc of Purchase, NY, The decision unll be announced m
democracy would be stalled if not deterioration of the Soviet Union "It's been extremely difficult to ob- supphes soft dnnk concentrate to So- the next six weeks, he said
destroyed, exporters were bemg ad- economy,” Trade Indemnity said tain any cover at all for the viet-owned bottling plants and oper- The failed coup should not affect
vised to halt any shipments Mr Avasthi-who had advised ex- USSR," even before the coup, said ates two Pizza Hut restaurants in a the proposed joint venture between

The Confederation of British In- porters to hold up shipments to the Leo Gibbons, a director of financial joint venture with the Soviet govern- British Airways PLC and Soviet
dustry, a trade and lobbying group Soviet Umon-had not changed his and political risk for Sedgwick ment but buys no polltical nsk cover- airline Aeroflot, said a BA spokes-
that represents British firms, advised advice by Thursday and said he Group PLC m London age, according to Steven H woman
member companies on Tuesday to would probably wait a week or two Underwriters have accepted con- Lawrence, PepsiCo's director of nik The "agreement was signed July
"hold any goods they are shipping before giving the green light tract frustration and non-payment management and insurance 26 and we see no reason why it
until the situation becomes clearer * The U S Commerce Department risks only if backed by 1rrevocable Asea Brown Boveri Inc of Stam- should not go forward as agreed,"

U S exporters were likewise ad- has advised companies to take a LOCs through the Vneshekonom ford, Conn, and subsidiary Combus- she said
vised not to make shipments unless careful approach to new Soviet bum- Bank, and only "at very high pre- tion Englneermg Inc operate three The joint venture entails the es-
they had received advance payment, ness until the situation settles, a spo- mium levels of about 7% to 8%," manufactunng and engineering mint tablishment of a new international
Mr Avasthi said keswoman said Mr Gibbons said ventures with Soviet mmistries and airlme to be called Air Russia and

The Washmgton-based Export-m- The British Department of Trade "It was difficult for us to place have a fourth project m the site- and the construction of a new interna-
port Bank suspended its loan guaran- and Industry also advised caution at any busmess for new customers," he prolect-development stage tional terminal at Moscow's Domo-
tee and credit insurance program for the end of last week "The situation added, estimating that there was ca- However, much of ABB's contri- dedoro Alrport
Soviet business after the coup, an had been difficult in the Soviet pacity of up to $1 milhon available button to the joint ventures has been BA has a 31% stake in the ven-
Eximbank spokeswoman said Union for a long while, especially for for "essential goods " "know-how," and the company has ture and will invest about 20 mil-

Eximbank has not completed any small companies, because there Leading Lloyd's pohtical risk un- not bought political risk coverage, an lion pounds ($33 9 million) m it, said
Soviet deals to date, but three ex- hadn't been the hard currency” for derwriter Miles Wright said he ABB spokesman said the spokeswoman, who would not
port transactions totaling $786 mil- payments, a spokeswoman said stopped writing Soviet Union risks The rapid collapse of last week's comment on BA's Insurance arrange-
lion that "ere m the works were "There's no reason so far to indi- last year and last week's events fur- coup and expected ascendance of the ments
stalled as a result of the coup, the cate that companies with contracts ther reduced the chances of him re- democratic reformers should put But, Ford Motor Co Ltd, based
spokeswoman said should not ship to the USSR, but turning to the market in the near US -Soviet business relations back in Brentwood, England, did not know

Congress has limited Eximbank's companies are advised to trade with future on track and could spur new U S m- whether ItS plans to supply 20,000
total exposure on all Soviet trans- secure terms such as an irrevocable The market has moved from "bemg vestment and an easing of the tight diesel auto engines through Deutsche
actions to $300 nulhon, though Presi- letter of credit backed by the Vne- quite positive to very negative over political risk market, insurers and Lada to Moscow would be scuttled
dent Bush had said before the coup shekonom Bank," the Soviet Bank for the last six months with very few un- brokers say last week
that he would ask Congress to repeal Foreign Economic Affairs, the spo- derwnters prepared to take a Soviet U S companies have been slow and The 24 mililion pound ($40 6 mil-
the limit, she said keswoman said risk," said Robert Barlow, regional methodical in developing business hon) deal was announced just three

Meanwhile, companies considering The Export Credit & Guarantee director of London broker Jardine relationships in the Soviet Union, weeks ago
joint ventures or other investments Department, Britain's government- Credit Insurance Ltd and this slow, steady course may re- The company also did not know
in the Soviet Union also put plans on backed credit insurance agency, Even before last week's coup, the sume if reforms continue in the wake how its plans to set up a network
hotd maintained the cautious position U market for Soviet contract frustra- of the coup, said Maura Garych of Ford dealerships throughout East-

Frank B Hall was set to place adopted toward the Soviet Union in tion risks "was virtually non-exis- Edgar, a pohtical risk specialist with ern Europe would be affected by the
polltical risk coverage with a Lloyd's January For short-term coverage, up tent," partly due to "an overhang of Johnson & Higgins in Wilmington, recent turn of events
of London line slip it represents for to 180 days, the ECGD will accept claims from the USSR dunng the NC "They have been extremely eau- "It is very difficult to be certain
three deals-an 011 Industry joint only risks backed by an irrevocable past year or so," said Charles Berry, tious all along," she said of U S com- of anything in the present circum-
venture and two consumer products letter of credit backed by the Vne- managmg director of Lloyd's of Lon- panies stances," said a Ford spokesman,
manufacturing Joint ventures-but shekonom bank don broker Berry Palmer & Lyle Ltd U S -Soviet lomt ventures still face who would not comment on Ford's
the deals were up in the air last week, Meanwhile, medium-term coverage "Underwriters still have a lot of the daunting challenges of the Soviet Insurance arrangements
Mr Lowenstem reported has been "nder review" since Jan 1, exposure there and there is Concern economy, bureaucracy and 1nfras-

San Francisco-based Chevron which effectively means all medium- about the financial condition of the tructure, but "liberalization and de- Carolyn Aldred and Mana Kielmas
Corp has been discussing for more term coverage for Soviet nsks is su- country,"” Mr Berry said centralization of the Soviet Union m England, Lon Block in Chicago,
than three years the possibility of spended More capacity had been available will continue, and that's good news and Don Lewis Kirk m Germany
setting up a Joint venture to tap an Credit Insurance and pohtical nsk for expropnation and property con- for investors," said Hall's Mr contnbuted to this story
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Update

Building manager liable in rape

Contznued from page 2
deadbolt lock on her apartment door

Berry Property Management has general liability insurance that
could cover a portion of any award that IS upheld, said defense
attorney Richard W Crews Jr of Brin & Brmm m Corpus Christi,
Texas However, he would not provide coverage details

Guilty pleas in 1988 fraud

LOS ANGELES-The former chairman of a defunct brokerage has
pleaded guilty to six counts of mail fraud, embezzlement and income
tax evasion related to a multistate scheme to defraud employers and
multiple employer trusts out of rrullions of dollars m premiums

Michael A Rubell, former chairman of Rubell Helm Insurance Ser-
vices Inc of Irvine, Callf, faces up to 30 years m prison and fines of up
to $15 million Mr Rubell entered his plea Aug 12 mUS Distnct
Court in Los Angeles, says the U S Labor Department, which has been
investigating the scheme A sentencing date has not been scheduled

Rubell Helm, which was shut down by court order m 1989, has failed
to pay about $10 4 million in medical and life insurance claims in
Florida and California

Between March 1988 and July 1988, Mr Rubell promised to pur-
chase life, health and stop-loss coverage for employers and METSs in
Caltfornia, Florida, Texas and Louisiana (Bl, March 20, 1989) But,
rather than buying the coverage, Mr Rubell used more than $500,000
to buy a condominium at a ski resort, an $18,500 diamond and a
$12,000 Caribbean cruise, among other things

In addition, Mr,Rubell gave $50,000 to Charles McGuirk, director of
marketing for Diamond Benefits Life Insurance Co, and $24,500 to a
MET chairman for their help m perpetrating the scam, according to
charges filed against Mr Rubell by the U S Attorney's offices in Los
Angeles and Orlando, Fla A federal investigation of these participants
is continumg, said William L Teich, special agent-m-charge in the
Labor Department's Office of Labor Racketeering in Miami

Besides Diamond Benefits, Mr Rubell claimed he also purchased
coverage from Amencan Trust Insurance Co Ltd , a Turks & Caicos-do-
miciled firm formerly run by msurance consultant Alan Teale (BI, July
25, 1988) Mr Teale, also the former president of the now-defunct Insur-

ance Exchange of the Americas, has been under investigation by various
state and federal authorities

Reinsurance volume rises

WASHINGTON-U S property/casualty reinsurers wrote $5 52
billion of net premiums in the first half of 1991, an 115% increase
from $4 95 billion in the first six months of 1990, according to a
survey of 61 remsurers by the Reinsurance Assn of America

Their combmed ratio of 1064 % in the first half of this year is an
improvement over the 107 2% reported by a similar group of compames
m last year's first half The loss ratio fell to 75 4% from 75 9%, while the
expense ratio dropped to 31% from 31 3%

RAA Chawman Paul D Hawksworth, president of Mercantile & Gen-
eral Remsurance Co of America m Momstown, NJ, said the higher
premium volume was the result of "specific company situations, not an
industrywide trend " He said the lower combmed ratio so far this year
takes into account "that the 1989-1990 catastrophes are behind us "

Insurers leave hull syndicate

NEW YORK-Three insurers intend to withdraw from the Amencan
Hull Insurance Syndicate, which writes hull and other marine coverages
on behalf of its insurer members

Marme Ofhce of Amenca Corp of Cranbury, NJ, which held 111
shares in the syndicate, and Royal Insurance Group of Charlotte, NC,
which held 64 shares, plan to discontinue their ties with the syndicate,
said syndicate President John A Hickey Together the companies ac-
count for 35% of the syndicate's shares

MOAC has "verbalized its mtent to withdraw," Mr Hickey said, ad-
ding that the syndicate must receive written confirmation of MOAC's
withdrawal by Sept 1

A spokeswoman for MOAC, a unit of New York-based Contmental
Corp, would not confirm that MOAC is leavmg the syndicate

Royal expects to "remam a major marine insurer," said Mike Taylor,
director of marme msurance However, Royal will no longer write the
highly speciahzed "blue-water" hull coverages for large International
vessels that the syndicate had underwritten on Royal's behalf

The Nippon Fire & Marine Insurance Co Ltd, whose U S offices
are in Hartford, Conn, also is leaving the syndicate Nippon held
less than 1% of syndicate shares "Involvement in the syndicate is
no longer viable due to unfavorable experience" m the market, a
spokeswoman said

The departures, which will leave 21 member companies m the syndi-
cate, will not affect capacity or coverages offered, Mr Hickey said The
syndicate probably wtll not try to replace the companies, he said

Briefly noted

Moody's Investors Service Inc has downgraded the financial
strength ratings of two insurers, citing concerns about real estate
holdings Moody's on Aug 16 downgraded Northwestern National Life
Insurance Co to A3 from Al and State Mutual Life Assurance Co of
Amenca to Aa) from Aal . ..New Jersey regulators named Victor H
Palmierl deputy rehabihtator and chief executive officer of Mutual
Benefit Life Insurance Co., subiect to court approval Mr Palmieri
was responsible for the mid-19805 reorganization of Baldwin-United
Corp, which was the largest hfe insurance msurance rehabilitation
project pnor to Mutual Benefit A federal jury m New York has
awarded $91 3 mibon to 45 electncal substation workers who claim
they suffer from asbestos-related diseases. The workers are among
700 former power plant employees whose asbestos bodily injury claims
have been consolidated before U S Distnct Judge Charles Siton In the
next phase of the trial, 24 defendants-including asbestos manufactur-
ers, utilities and contractors-will litigate how the damage award
should be apportioned

If an msurer is found to have had companies' non-California business
more surplus in the rollback period to subsidize California business," one
than allowed, the ordered refund will Insurer said

Proposition 103

Contmued from page 3

consistent logic other than pohtical be greater to reflect that excess sur- "Doing business in Callforma will
plus, Mr Miller said become more difficult Remaining in

logic," one insurer asserted
Other factors that will be cons.d- California will become more diffi-

Insurers complain that despite ex-
tensive testimony on Mr Gara- ered in determining rate rollbacks cult," he said
mendi's proposed Proposition 103 are new rules on proper reserve The argument that California is
regulations, he has made only su__ strengthening, caps on the amount such a large market that no insurer
perficial changes to the rules he pro- of executive salaries that insurers can can afford to abandon It may not be
posed m January charge against rates as an expense, true, an msurer said Subsidizing a

Mr Garamendi "is misleading the, and new rules prohibiting insurers large unprofitable market can Jeop-
pubhc tembly and has raised their from charging political contributions, ardize an insurer's buslness nation-
expectations" that insurance costs lobbying costs and fines, and penal- wide, he explained
are about to go down, even though ties for unfair and discriminatory And, refund orders for commer-
Proposition 103 does not address the conduct as an expense against rates cial lines will hit some insurers dou-
costs driving up rates, another in_ Some insurers contend their rates bly hard because of the long-tall na-
surer said were already 20% below November ture of the business, said Michael

"He has created an awful image of 1987 levels in the rollback period and O'Brien, a senior vp with Johnson &
the industry,"” one insurer com__ that they lost money m 1988-89 Yet Higgins in Los Angeles
plamed "He has the whole populace they may very well be required to Insurers that wrote medical mal-
believing the industry ripped them make a refund under the regulations, practice, general liability and pro-
off by $25 bilhon We don't need this said a spokesman for the Assn of fessional liability coverages m the
kind of rhetoric when everyone Callfornia Insurance Companies rollback period might be ordered to
knows the California market is in "YOU could hterally have a com- make a refund and later be presented
trouble " pany that lost money in 1989 and with claims for that period, he ex-

"Proposition 103 was the first clue have a habdity as a result of what plained
to politicians that insurance could be Mr Garamendi has done in the regu- Other observers believe the regu-
a viable issue to work with, and lations," agreed an insurer lations and the proposed rate of re-
they're painting with a broad Insurers "filed rates in 1988 and, turn may cause additional problems
brush even if it means it makes having every reason to believe they for insurers
busmess less competitive m Callfor- were approved, they made their bLS1- Because of the uncertainty sur-
nia," said Charles Skmner, senior vp- ness decisions based on that ap- rounding the expected refund orders
sales at broker Alexander & Alex- proval,"” he said "Now, three years due to anticipated challenges by in-
ander Services Inc m Los Angeles later, they are told those rates can't surers, there could be "a dramatic

Mr Garamendrs regulations, first Include certain expenses" and must Impact” on insurers’' financial state-
issued in January and modified reflect other factors like caps on sa- ments, Allstate's Ms Chilgren said
through a process involving wntten lanes and allowable surplus "l dc,n't "The thing will have to be carried as
filings and heanngs (BI, April 1, Feb think the courts will find that is a a hability on the balance sheet, and it
18, Jan 14), were approved by the fair approach," he added may impair them It's Just like an en-
Office of Administrative Law earher Insurers say the 10% rate of re- vironmental liability-just like car-
turn is not supported by testimony lying the Exxon Valdez as a potential

But the commmissioner's proposal to at earlier hearmmgs and IS lower than hability," she observed
allow insurers an aggregate 10% rate the 14% return allowed for public Some msurers, including Allstate,
of return on California business m utilities m the state Liberty Mutual and Farmers Group
determining rate rollbacks was sub- Insurers also denounce as arbitrary Inc, say they do not believe they wiill
mitted to the state agency just last the limits placed on surplus for de- have to make refunds to comply with
week The agency has 10 days to re- termining rollbacks because "the Proposition 103's rollback provision
view that proposal reason an individual company might based on the rates they charged in

Proposition 103 originally man- elect to have a gwen percentage of the rollback year
dated that insurers roll back insur- surplus really relates to their percep- But insurers stress they have not
ance "charges" to 20% below No- tion of a rainy day fund," said Della fully studied all the new formulas
vember 1987 levels The law granted Chilgren, Callfornia regional counsel The department spokeswoman said
rehef from the rollback to any msurer for Allstate Insurance Co in Raneho that most of the data required from
that could prove the rollback would Cordova Insurers is already stored in the de-
substantially threaten it with msol- Under Mr Garamendi's regula- partment's computer, but some man-
vency tions, "an insurer with billions of ual calculations still are necessary

The California Supreme Court surplus nationwide can't charge the Overall, the process of determin-
subsequently upheld the rollback Callfornia pollcyholder for that pro- ing the rollbacks is expected to be
provision but struck down the re- tection,” an insurer pointed out arduous, she said
hef provision The court instead ruled In addition, even though it is tech- While Mr Garamendrs regulations
that insurers are entitled to a fair nically illegal for rates charged for have thus far been applied only to
rate of return, which it did not spec- one line of insurance to subsidize an- Proposition 103's rollback provision,
ify (Bl, May 8, 1989) other, "these regulations allow the they also will be applied to future

Following months of administra- commissioner to order any one group rate requests Under Proposition 103,
tive hearings, former Insurance Com- of consumers to subsidize other con- the Insurance Department must give
missioner Roxani Gillespie deter- sumers at his whim," the American prior approval to all rates
mined that a fair return for rollback Insurance Assn said m a statement The department has not yet de-
purposes would be 112% (BI, June The regulations state "The com- termined the rate of return Insurance
18, 1990) nussioner shall require that each line companies will be allowed for future

However, Mr Garamendi now pro- and coverage pay for itself and make rates
poses allowing msurers an aggregate the same proportional contribution to Meanwhile, Mr Garamendi filed
10% rate of return on busmess writ- the msurer's profits, except where the suit last week to ask a San Fran-
ten between November 1988 and No- commissioner finds, based on legal Clsco Superlor Court to order state
vember 1989 Formulas detailed in requirements or sound pubhc pohcy, Attorney General Dan Lungren to
the regulations state that "what ex- that it is necessary to deviate from approve a $750,000 contract between
ceeds the 10% would be rebated to a the principle of mter-hne equality " the Insurance Department and two
maximum of 20% below 1987 rates," As a result, even if rates for a former state Justice Department at-
said Steven Nhller, deputy commls- hne of busmess are unprofitable for torneys, Michael Strumwasser and
sioner m charge of Proposition 103 an msurer, rather than allow it to Fred Woocher
implementation raise rates, the commissioner could The attorneys are defending the

But, the process for determining permit higher rates in other lines to department m all Proposition 103-re-
rollbacks is not that simple, he said give the insurer an overall 10% rate lated htigation

The rebate also would be based of return m the state Mr Lungren has alleged that the
on other factors apphed :o the roll- Since pensonal auto rates are the contract violates the state's "revolv-
back period of November 1988 to political "hot button," Mr Gara- mg door" statutes prohibiting former
November 1989, Mr Miller said mendi may try to keep auto rates state employees from profiting from
Those factors melude low, an AIA spokesman agreed That state contracts While at the Justice

» Imposmg efficiency standards on unll mean pollcyholders in other hnes Department, both attorneys had been
Insurers, under which the ratio of un- -like commercial lines-wiN pay the deeply mvolved m defendmg Propo-
derwnting expenses to earned premi- highest premiums allowable under sition 103 and in an antitrust investi-
ums is capped This cap varies by line the regulations, the spokesman said gation of the msurance mdustry (Bl,
of coverage For the rollback orders, "I would May 20)

* Determining an insurer's allow- guess the department would have a Mr Garamendi accused Mr Lun-
able surplus by line of coverage using hell of a time finding a company gren last week of "camnng the ball
benchmark premium to surplus that's getting 10% on its auto bum- down the field for the Insurance In-
ratios the department has developed ness They make their money on other dustry," because Messrs Strum-
Again, these benchmarks vary by hnes So if the department orders a wasser and Woocher are "the best,
hne refund for a company, it w11 be tak- most experienced team m the nation

Only the surplus allocated to a ing what was paid by a commercial to represent the people and go toe-
given hne unll be considered in cal- pohcyholder and refundmg It to the to-toe with the insurers' hordes of
culatmg refunds auto poheyholder," said Peter Rice, high-priced lawyers "

To allocate surplus to a given hne, legislative counsel for Liberty Mutual "This dispute iS not about Prop-
the department will consider the Insurance Co in Boston osition 103 or consumer protection,
amount of net premiums the insurer "That approach IS more troubling it's not about football either," Mr
has wntten m the state for that Ime because of its imphcations for future Lungren replied "In my view, this is
and calculate the amount of surplus rate Increases," he added about state contracts given to private
necessary to meet its benchmark pre- As a result of the rate of return m- lawyers in violation of the revolving-
mium to surplus ratio Again, the surers will be allowed in California, door statutes This is about ethics in
ratio vanes by line of coverage "l don't see any other way than for government "

this month
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Ongoing soft market hurts brokers

By LEONARD M. WILSON

Special to Business Insurance

Bi Insurance Index

700

tive to the economy, revenues actually may ing consulting business marked the quarter j
have declined from year to year for Marsh & McLennan Belt-tightening on 3 690
Investment income in the quarter ranged the part of clients affected most phases of &
ECOND-QUARTER RESULTS for the from flat to down compared with last year consulting Economic consulting was more .
publicly traded insurance brokers were The decline in short-term interest rates has severely constrained than the benefit seg- , 680
clearly depressed by the soft market reduced yields on invested funds materially ment MUM's pretax margins remained
Several oi the brokers posted earnings that Without a clear-cut recovery in the economy, above 20% for the quarter, a notable perfor-

were generally regarded as falling short At short-term interest rates are likely to remain mance in light of the soft market's longevity 870
Marsh & McLennan Cos Inc, earnings were at lower levels that will hkely prove burden- and pressures on profitability

flat, Alexander & Alexander Services Inc some for investment income comparisons Alexander & Alexander mustered very

and Arthur J Gallagher & Co experienced over the balance of the year creditable new business gains in the quarter, 660
declines, only Hilb, Rogal & Hamilton Co International brokerage, whether retail or but results suffered from flat mvestment m- 1
managed a small gain in earnings per share reinsurance, also achieved narrow gains The come, soft rates and the effects of adverse 650

Analysts are now shaving their estimates for abundance of insurance capital remains a currency on international brokerage
the full year, a sure sign of disappointment worldwide phenomenon, notwithstanding Gallagher continues to show substantial f 4 o 2 2 6ve/*
No one is much surprised that the soft the publicized problems of Lloyd's of Lon- gains in its self-insurance activities through i >
market persists It is interesting, though, to don its Gallagher Bassett Services subsidiary Base = 100 on Dec 29,1978
note the comments of some contacts to the The depreciation of the dollar from the Fees from this area rose 14% in contrast with { SourcNordby Intomatioliallnc.
effect that underwriters are still willing to second quarter of 1990 to the second quarter a decline of about 2% m brokerage commis-
grant steep rate cuts to secure or retain a of 1991 hurt profit margins on North Amen- sions Insurance industry stocks remained flat last
good risk This reckless pricing behavior is can business whose costs are denominated in Hilb, Rogal & Hamilton appears to have week as the Business Insurance Index fell 3.2
usually associated with the earlier stages of a Pounds sterling Some relief from the va- benefited from its focus on smaller commer- points to 664.1 on Aug. 23, from 667.3 on Aug.
soft market rather than the supposedly be- garies of currency should be occurring in the cial accounts This segment of the market 16. Advancing issues for the week were led by
nign later phase These competitive inclina- upcoming quarter with the recent strength of may be a trifle less competitive than larger CNA Financial Corp., up 8.9%; Safeco Corp., up
tions seem to preclude a turn in insurance the dollar against the pound 8.4%; and Statesman Group Inc., up 7.1%. De-
markets anytime soon Measured as a percentage of the previous In the course of our normal activities, we clining issues for the week followed Chubb
Premium rates in the quarter probably de- year's commissions, new business varies from ' encounter a variety of professionals within Corp., down 5.4%; Hartford Steam Boiler, down
clined in the range of 3% to 5% across a book one broker to the other Yet, as we have dis- the insurance industry Recently, we were 5.4%; and Harleysville Group, down 5.3%. The
of business We hear of firming in marine cussed in recent columns, new bukiness pro- surprised by the almost general agreement most active issue for the week was U.S. Health-
and aviation rates, but in mainstream com- duction has eased somewhat for most of the that insurance markets have become more care, with 5.6 million shares traded. The 8/
mercial lines competition has not materially public brokers Lost business, well con- competitive One contact cited large com- Index was down 0.5%; the Standard & Poor's
abated tained, has held roughly constant in percent- mercial risks as a sector that had recently 500 climbed 2.2%; the Dow Jones 30 Industrials
Domestic retail commissions, as a conse- age terms Net new business-the total of become more difficult were up 2.4%; and the New York Stock Ex-
quence, typically increased in the low single new business less attrition in the existing Impressions of the rate environment change Composite rose 2.0%.
digits for the public brokers book-can be pegged at about 6% to 8% tended to be anecdotal, qualified by analysis
Reinsurance brokerage also displayed now of the rate of change in the insurance bro-
rather anemic revenue momentum We be- Several brokers cited the recession, now kers' quarterly commission growth
heve that reinsurance rates are flattish Un- seemingly drawing to a close, as a factor in Based on our latest soundings, we were not 1
hke retail brokerage, new business tends to restraining second-quarter commissions on encouraged by the course of the markets 1 Week
be less important to the progress of reinsur- commercial lines Economic activity gen- or the timing of change in the environment Aug. 22 P,ice P/E Div Yield High--Low
ance brokerage Consequently, commission erally is a muted influence on the operating This focus on rates at times seems op- 1 Companies pence pence % pence pence
growth is dependent mostly on rate in- performance of commercial property and ca- pressive, but for insurance brokers seeking
creases, at least in the current environment sualty brokerage since clients do not reduce to weather the impact of the soft market,
In addition, there is not so much as a hint of coverage in recessions Reduced payrolls, In- premium rates rank as the key factor in the
- primary companies moving in the direction ventories and other economically sensitive outlook for stock prices
of lower retentions variables are currently depleting 1nsurable
Consulting, which for most brokers centers values
almost entirely on benefits, has provided a With a persistence that parallels the soft
counterweight to the sluggishness of insur- market, brokers again maintained a tight
ance brokerage for many quarters But in the rein on their costs Low single-digit in-
second quarter, consulting revenues dece- creases in expenses were a partial buffer
lerated to a rate of gain in the area of 8% to against reduced profit margins
10% This contrasts with strong double-digit Narrowing profit spreads are the inevita-
growth in preceding quarters The recession ble consequence of soft markets, and over
is the culprit as clients postpone elective this soft market profit margins have under-
benefit projects
In consulting sectors that are most sensi-

cornnnercial lines

British Issues

Commt Union 517 N/M 307 59 517-507
Genl Accident 538 N/MI 35 7 66 542-533
Gdn Royal Exch 186 14/M 15 9 85 186-180
Royal 405 NAA 34 7 86 415-390

366 N/M 18 7 51

Sun Alliance 376-366

Brokers

Bradstock 170 193 60 35 170-165
CE Heath 1465 162 345 74 465-458
Hogg Group 208 124 10 7 51
Lloyd Thompson 393 261 100 25 393-381

PWS Holdings

208-201
TEe 93 a7 &= 76--76
Leonard M Wilson ts a Sedgwick Grp 273 26 O 16 O 59 273-266
Steel Brrl Jones 309 163 163 53 309-404
Wims Connon 311 165 176 56 312-295

y..PA

senior vp with Lazard
Asset Management Inc He
:s a member of the New
York Society of Secunty
Analysts

Source Philip Olsen, Insurance Industry Analyst

London
gone compression

A pronounced slowdown in its fast-grow-
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BROKERS
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Marsh & McLennan NYS 7825 296 o3z 8725 5975 591 260 332 19 14.77 530 Ohio Casualty Corp oTc aez2s 221 1280 5025 2675 302 2 a8 5 36 ° 36.38
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Berkshire Hamaway Inc NYS ssoo000 oz8 31 B4 880000 171 88 1 ooo ocoo 27 ae1z.00 191 Re Capital Corp AsE 1713 1aa 3301 18.63 1175 14 ozo 117 12 1s0s 114
ITT (Harttord Group) NYS 6038 200 25.78 6300 4025 1547 1.72 285 9 6401 094 Reliance Group Holdings NYS a7s 5.00 270 7s0 i =e 032 674 e 1e= 3.60
Sears (Allstate) NYS 4313 s.60 995 4350 2200 3402 200 aca 15 3738 115 RLI Insurance Corp nNYS 1450 175 oo 1e38 °63 a7 ©.48 3 31 i Taan rot
CONGLOMERATES AVERAGE oe 246 17 St Paul Companies otc 6700 2.68 677 7azs  a7oo 733 260 388 ” 5200 129
SAFECO Corp otc 40.25 8.2 22.43 44a.75 25.13 s64 1as ses 10 31 50 1za
INSURERS/REINSURERS SCORU S e e rsso 270 000 1s2s  sos e 024 1.78 s 111e 121
Aetna Lile & Casualty NYS 3663 2.66 6.09 4913 2900 1ss7 276 754 s 6423 057 Sebels Bruce Group otc 763 517 79.41 see a.zs 67 036 a72 153 735 1.04
American General NYS 3913 126 27.24 4313 23850 708 =00 s11 ° a7.1a 105 Selective Ins Group ote 1563 o7e 1702 100 1250 25 104 ses ° 1891 os3
Amencan Her,age NYS 2900 265 38.10 sz225 1963 ES 1.08 3.72 12 1925 151 Statesman Group Inc oTc sea 714 25088 s.69 12s 777 o000 coo 281 2.4a8 2.27
American Indemnity/Fin | oTc 7.50 345 130.77 7.75 275 =2 oos 107 a 12 93 0 58 Tokto Marine & Fire oTc 48.50 4.30 265 56.50 34 50 S ooo ooo 70.93 oss
American International NYS 8363 cs9 .78 102.00 57.00 1765 oas os57 12z 45.34 184 Torchmark Corp NYS s000 2.56 2.30 58.50 3300 256 160 3.20 12z 16.70 299 i
Aon Corp NYS sszs 1.20 1007 4175 2675 314 160 a1s 1 1850 2 07 Transamer,ca NYS 3600 6.27 1034 as.as  23.25 1096 1.96 saa 13 3656 oos
Argonaut Groip oTc 25.50 192 1953 3338 17.75 a1 oces 27 8 as26 053 Transatlantic Holdings NYS 3400 181 24.20 39.38 1888 66 020 059 12 18.38 185
AVEMCO Corp NYS 2175 116 2921 22.88 14.13 30 040 1 sa 16 o55 228 Travelers Corp NYs 1938 a1 1654 2638 1150 727 1.60 8.26 10 a1.a4 0.47
Baldwin & Lyons Inc otc 22.75 421 2133 2525 1700 s o.28 1.23 4 2429 094 Trenmeck Group Inc otc 26.50 1es 1aso 3000 1625 63 060 226 10 2171 122
Belvedere Corp ASE 338 coo 3500 338 175 = coa 119 23 765 0 44 United Fre & Casualty otc aa.25 2.75 2598 ssoo  2a7s a T " 3539 1.25
Chandler Insulance otc 319 27 5363 725 2.75 470  o0oO ooO 2 s.95 054 USF&GCorp NYS 6.88 185 sa3 2350 6.13 2330 ©O=z0 291 1196 os7
Chubb Corp NYS 63.25 5.42 1659 7525 3463 1595 1.a8 234 10 35.19 180 UNUMCorp Nvs 63.25 1.56 3566 7025 3213 azz 1.04 164 " a72s )
CIGNA Corp NYs 43.13 c29 ss0 56.75 33 25 s95 304 705 " 7318 059 USLIFE Com NYS azoo 338 s000 az7s 2325 29 1 64 3 20 ° 60.34 070
CNA Financial Corp NYS 85.50 =92 2459 o250 4950 149 00O 00O 12 70.23 X otc a7.63 ooo 22.36 41 50 24 50 360 1.00 z.66 14 30.70 123
Continental Gorp Nvs 2rzs e 055  soes 1575 841 260 oo o srss 072 glon National v 1413 oso sose  1ses o8 43 100 7os s zese oo
Durham Corp otc 33.25 =o1 1875 34.13 2300 18 1 0o 301 19 2804 119 USLICOCorp NYS 2000 oez 25.98 2175 1475 21 100 5.00 i 20.44 oes
Fund American Corp NYS 6375 c 39 2289 65.25 41 63 68 O 68 1.07 19 3611 1 77 Zenith National Ins NYS 16.75 147 2294 1850 9.88 56 1.00 597 88 13.14 1.27
Fremont Gene at Corp oTc 23.63 o.53 6203 2525 1013 212 oss 372 7 19.13 123 INSURERS/REINSURERS AVERAGE oa 285 35 &1
Frontier Insurance Group NYs 25.13 aeo s2.24 2638 16 75 =23 ooo ooo ° 11.20 224 .
General RE Corp Nvs se7s 14z 672 10250 6900 1288 168 194 12 3750 231 HEALTH MAINTENANCE ORGANIZATIONS J
Hanoverinsurance Co otc 3050 427 1509 30 75 21 0O 77 ©0aa  1.aa " 57 44 081 FHP International otc 1925 aoa 2623 2075 888 1213 000 000 16 544 354
Harleysville Group oTc 2700 526 1803 3200 1350 167 osa =237 B 2200 1.17 HMOAmerica Inc oTc 1325 1.85 103.85 1713 a.2s 779 ©0.00 0.00 15 o.61 2172
Hantord Steam Boiler NYS 5313 E3s 897 6375 a350 102 180 339 14 1705 312 Pacil,care Health Sys oTc s0.13 299 8538 4250 1250 867 000 000 156.554 60
Kansas City L,ie Ins otc 5475 142 1255 3650 3000 8 1.20 3as ° 3022 089 Safeguard Health Enter otc ess 577 aa.7a 7.25 4.00 150  ©.00 00O 24 353 1.95
Kemper Corp NYS 3263 4.04 3737 3925 17.13 332 ooz =282 8 34.20 095 Sierra Health Services ASE 1700 3.03 2364 2950 s.88 194 ooo ocoo 8 178 os55
Lawrence Ins,ance Group ASE s.88 139 2679 950 638 s o.as 541 13 471, 1.88 United Healthcare Corp otc 4975 oso 11398 5463 13.13 1783 ©O6 Oz 28 3.76 1323
L,beny Corp NYS 41.38 16 061 as.50 39.00 6 ooz 2.2 13 2386 173 United Medical Corp ASE 7.25 17 o938 1088 663 =2 0.00 coo 10 879 os2
Lincoln National NYS 863 164 1308 5525 3075 468 272 559 10 45.16 108 U S Healthcare oTc 3100 os0 553 38.00 1000 5633  0.32 103 19 338 917
Markel Corp oTc 1850 133 s7a5 1925 1025 a1 ocoo coo ° 322 s7s HMOs AVERAGE o7 ao2 o1 17
Mutual Risk Mgmt Ltd NYS 2238 165 2300 1700 2o ooo ocoo 23 ALL COMPANIES AVERAGE os 279 29 8

System design Nordby International Inc.
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Zurich-American. We provide all of our agents
with a special territorial team. And these teams are
created expressly to help map out plans for develop-
ing local business.

Our team of professionals works directly with
yow, to identify potential customers in your area and
help you serve them. What's more, we've empow-
ered these decision-makers with the underwriting,
daims, loss control and processing authority to serve
you more effectively

So go with a team that goes all out for you. Go
with Z-A. Zurich-American.

-AlE ZURICH-AMERICAN

INSURANCE GROUP
American Creativity. Swiss Dependability.

Zurich Insurance Company -American Guarantee and Uability Insurance Company - Executive Offices. Schaumburg, IL 60196

A MEMBER OF THE WORLDWIDE ZURICH INSURANCE GROUP



