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Advances in AIDS treatment

lead to questions for insurers

By ROBERT KAZEL

A promising new path in the
treatment of HIV infection that
offers a hope of keeping many
patients alive longer and prac-
tically symptom-free is pre-
senting employers and insurers
with vexing questions on who
should receive the treatments
and when.

Many in the health care com-
munity were intrigued last
month when experts at the
11th International Conference
on AIDS in Vancouver, British
Columbia, presented a new ap-
proach to fighting HIV that ap-
pears to suppress virus activity
in all stages of HIV infection.

The treatment involves a so-
called "cocktail" of drugs,
combining one or more anti-vi-
ral medications already com-
monly used, such as AZT, plus
newer "protease inhibitor”
drugs that have been approved

by the Food and Drug Admin-
istration in the past several
months. The protease inhibi-
tors slow down the reproduc-
tion of the virus in the body.
Researchers report that by
using the anti-viral drugs and
protease inhibitors together,
the HIV virus in the patient's

bloodstream frequently can be
reduced to amounts too small

to measure.

This approach seems to be
helpful in advanced cases, but
also for those without symp-
toms of HIVV and who are most
likely to still be working and
covered by a group health care
plan.

Employers and insurers are
struggling to understand the
implications of this shift in the
course of HIV treatment for
their employees and their cor-
porate budgets.

"The question is what kind

See AIDS on page 30

The cost of a breakthrough
Protease inhibitors apbear to offer the best hope of suppressing

HIV, but are also significantly more exsiensive thantolder
anti-viral drugs. Proleasebkihibitgrs arA£25£21WJJped

Brand
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Norvir Ritonavir* -

Inverase

Crixivan

Indinavir

Anti-viral drugs: , -

Retrovir (AZT) Zidovudine
d4at Stavudine 1
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,:w -*. Manufacturer
Protease inhibitors: S »r-,8...

One-year
cost (est.)

Abbott Laboratories $6,220
Saquinavim#F Hoffmann-La Roche Inc. 5,749
Merck & Co. inc. 4,380

Glaxo Wellcome RL.C. 3,395

Bristol-Myers Squibb Co. 3,789

| - D*fesipA,j« Bristol-Myers Squibb Co. 4 2.150
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Compromise likely to save
California Earthquake Authority

SACRAMENTO, CAIlif,-The creation of a
California Earthquake Authority is looking

certain with a deal struck Thursday be-
tween the state's Democratic Senate Leader

in Sacramento.

and Republican Assembly Speaker.

"It's definitely on the way," said a spokes-
man for the Personal Insurance Federation

Additionally, nearly $2 billion-poten-
tially the largest reinsurance placement in

history-is still likely to be available, al-

though reinsurers had set a spring 1996

See Updates on nezt page

Employers get a break

Tax law simplifies pension rules, allows increased contributions

WASHINGTON-Pension provi-

sions in a broad small-business

tax measure signed last week by
President Clinton are a welcome
break for employers and employ-
ees from many of the pension-re-
lated bills Congress has passed
over the last decade.

Rather than making pension
rules more complex, the Small
Business Job Protection Act of
1996 simplifies certain rules. At
the same time, the new law will al-
low many employees to increase
contributions to their pension
plans and provide other pension-
related tax breaks to employees.

"There are some very favorable
changes in the law," said Fred Ru-
mack, director of taxes and legal
services for Buck Consultants Inc.
in New York. "While perhaps not
giant steps, the changes are defi-

nitely steps in the right direction,”
he said.

"There will be a number of op-
portunities for employers and em-
ployees to take advantage of,"
added Dick Joss, a resource actu-
ary with Watson Wyatt Worldwide
in Washington.

But, to take advantage of these
changes and comply with other
provisions, employers will have to
analyze those provisions-many of
which go into effect in January.

To aid employers and employees
in understanding the new law's
pension provisions, Business In-
surance Editor-at-Large Jerry
Geisel interviewed consultants for
their answers to questions benefit
managers have been raising.

How can employers qualify for the
new safe harbors that will exempt

them from running the basic
401 (k) non-discrimination test?
The law offers two safe harbors
that,
will exempt
employers

from running
the non-dis-

if met,

crimination
44 test on their
L 1 401(k) plans.
To qualify, an
employer must do one of these:

* Match 100% of lower-paid
employees' salary deferrals up to
the first 3% of compensation and
50% of salary deferrals on the next
2% of compensation.

- Make contributions of 3% of
compensation for each lower-paid
employee eligible to participate in

See Pensions on page 26

Rehabilitation plan covers claims
from physicians' defunct RRG

By SALLY ROBERTS

NASHVILLE, Tenn.-Out-
standing claims against policy-
holder members of defunct Osteo-
pathic Mutual Insurance Co. Risk
Retention Group Inc. will be cov-
ered under a rehabilitation plan
approved earlier this month by a
district court in Nashville, Tenn.

A group of osteopathic physi-
cians formed the risk retention
group in 1986 to provide medical
malpractice coverage to its mem-
bers during the height of the hard
market. Osteopathic Mutual In-
surance Co. Risk Retention Group
Inc. voluntarily ceased operations
in September 1993 after two con-
secutive years of reported losses

and after liability coverage be-
came readily available in the tra-
ditional market.

In 1992, OMIC, which was do-

'We're solvent, but we

don't know how much

longer we will be,’

according to Gulf
Atlantic's Joe Jacobs.

miciled in Nashville and operated
in all states but New York, re-
ported $10 million in gross writ-
ten premiums and a $2.7 million

N.J. probing health plan’'s

Stefano Mazzola, Tri-Con's chief ex4—:9—
ecutive officer and a former Passaic, 44> 04

By DOUGLAS McLEOD

NEWARK, N.J.-A New Jersey man-
aged care company is at the center of
what authorities describe as a plot by a
New York organized crime family to
gain a foothold in the health care indus-

try.

State law enforcement officials last

week arrested several alleged members

and associates of the Genovese crime

family and executed search warrants at

kickback

knowledge, charged Terrence P. Farley,
director of the New Jersey division of

criminal justice.

N.J., police officer, paid illegal commis- *44

sions to %et the busmess
to a Genoveseé family member -“*»5».E #0

and placed mob associates on client in- s
surance plans without the clients’

20
assed aiong h, 0% *44

~O

r-—9

A mob informant also reporte

ape-recorded a conversat|on_ inwhich 1,y>- 16-

15 locations, including the offices of aII ed Genovese leader Michael
Tri-Con Associates, a Hasbrouck
Heights, N.J., managed care firm. Q

According to law enforcement offi-

cials, Tri-Con acted as a health care in-
termediary, bringing groups-including
union members and employees of self-
insured companies-into a network of
health maintenance and preferred pro-
vider organizations it had lined up.

work.

still unclear

Flussed pens o rcafen an

V ry:em

The extent of Tri-Con's operations is

AP WORLD WIDE PHOTOS

loss. By 1993, it had $20.2 million
in reserves and a surplus of $3.1
million.

After a reserve analysis, it was
clear the rates for policyholder
members' would be so high "no
or.e would buy," said Joe Jacobs,
chief executive officer of OMIC's
reinsurer, Gull Atlantic Insurance
Co. in Tallahassee, Fla.

In essence, OMIC was "operat-
ing in a soft market with not a

whole lot of surplus,”" Mr. Jacobs
said.

"We then went to the Tennessee
Insurance Department and said,
'We're solvent, but we don't know
how much longer we will be," " he

said.

See RRG on page 4

mob ties

—=1

In promotional material, Tri-Con says Stefano Manola, right, is among
it manages coverage for a million work- 11 charged with helping a crime

See Tri-Con on page 31 family infiltrate managed care
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Updates

CEA accord reached

Continued *om premous page
deadllne for the creation of the CEA, accordmg to the Department of In-
surance and John C Graham, execulave vp of E W Blanch Co, a remsur-
ance broker, (BI, July 15, Jan 22)

A comprormse amendment bill was expected to pass the Senate on Fn-
day and the Assembly early tins week According to the comprormse
agreement between Senate Leader Bill Lockyer of Hayward and Assem-
bly Speaker Curt Pnngle of Garden Grove, msurers would mamtam con-
tmgent habihty for a second layer of coverage totaling $3 bilhon over 12
years Under the initial proposal, the second layer of coverage required
their commitnient of $3 bilhon over 10 years with the ability to begin re-
ducing that contributton earher as the CEA earned Interest income

Insurers also have to make available about $1 bilhon for the first layer
of coverage

The new accord clanfies that homeowners m different parts of the state
can be charged diSerent rates if scientists Justtfy the rates based on differ-
ences m seismic risk

Already, State Farm Group and Farmers Insurance Group have an-
nounced they are ready to begm sell,ng pohcies once the Legislature com-
pletes action, Gov Pete Wilson signs it and 90 days after Commissioner
Chuck Quackenbush implements the $10 5 bilhon authonty, the Personal
Insurance Federation spokesman said The PIF represents State Farm
and Farmers

Allstate Corp wlll wnte policies if the measure passes the way it is set
up now, a spokesman said

U.S. injunction may halt Equitas

RICHMOND, Va -The future of Lloyd's of London is m jeopardy after
a federal court: Judge late last Frtday virtually lalled the market's recon-
struction and renewal plan

Judge Robert E Payne ruled that membership in Lloyd's is a secunty
and slapped an injunction on Lloyd's attempt to promote Equitas and its
reconstruction plan m the United States

"The irreparable miury that plaintiffs and the other Amencan names
would suffer if their motion is demed signrflcantly outweighs any demon-
strated harm to Lloyd's of complying with its obhgations under the secu-
nbes laws of the United States," Judge Payne wrote

Federal securities law would require Lloyd's to release more details on
Equitas than it has to date and would allow U S names to sue Lloyd's in
the United States

The ludge set a hearing for Nov 4

Lloyd's plans to file an appeal immediately

As the 2,700 Lloyd's members inthe Untted States represent about 10%
of the $47 bilhon R&R plan, the plan could be toppled without their sup-
port, a Lloyd's spokesman said

"It could mean the end of Lloyd's in its present form," he said

The vote on the R&R plan is due Aug 28, but even if it were approved
by UK members, it is unlikely it would be viable without the US mem-
bers, he said The plan itself could not be reconstructed m time for Lloyd s
to meet its solvency test Sept 4, the spokesman said

Earher last week, state attorneys general in Colorado and New York
fired off letters supporting U S Lloyd's members' contention that their
gnevances should be heard mUS courts

In a letter to Lloyd's attorneys, Stephen K Erkenbrack, Colorado chief
deputy attorney general, demanded changes m the agreement over secun-
ties fraud allegations that Lloyd's had made wnth many state secunties
commissioners (Bl, July 15)

In particular, the portion of the agreement that absolves Lloyd's from
past, present and future legal claims runs counter to Colorado law, he
said

Also, Colorado Lloyd's members should not have to pay additional
money to participate in Lloyd's reconstruction and renewal plan as the h-
abilities of Lloyd's am st]11 unvenfiable, it says "Given the allegations of
fraud by Lloyd's, it is problemattc for us to accept the conclusion that Col-
orado names are obllgated to pay additional funds m order to participate
m the R&R/Equitas program," the letter says

And, New York Attorney General Dennis C Vacco wrote to Judge

Payne, asserting that disputes between U S members and Lloyd's should
be heard m the United States

Accounting firm settles suit

NEW YORK-Coopers & Lybrand LLP MIl pay $68 milhon to settle
hbgatton agamst the accounttng firm relatang to the impmper transfer of
shares from one company to another by deceased media mogul Robert
Maxwell

The settlement wlll mcrease the projected payout to Maxwell Commu-
nicabon Corp PLC creditors to between 46% and 51% instead of 44%
and 48% which was pieviously prolected Mr Maxwell took £450 million
($698 milhon) from his employees' pension funds

The litigation arose out of C&L's aucht of the 1991 accounts of Macmil-
lan Inc, a former subsidiary of MCC, according to a statement Issued by
Pnce Waterhouse, the admmistrators of MCC

C&L failed to report the removal of shares in Berhtz International Inc
from Macmillan to other companies controlled by Mr Maxwell The
shares allegedly were used by Mr Maxwell to obtain £110 milhon ($170 3
milhon) m bank loans, and the money was used to prop up his a,ling
media empire

A C&L spokesman would not comment on msurance Issues

See Updates on page 30

Errors & omissions

< Caremark Pharmaceutical Services *as omitted from the Aug 5
directory of prescription benefit managers A complete hsting ap-
pears on page 7

Insurer results little changed

first-half results, analysts say re- $4 53 billion from $4 39 billion
newal reports for most insurers This compares with a 142% in-

Each month, SAFECO Corp 's are likely to continue to tell the crease in the
George P Yonker reviews a report same story first quarter

on increases in the insurer's re- Although insurers feel the fi- INSURERS (BI, May 20),

and a 16 8%

By JUDY GREENWALD

newal premiums for the same nancial pressuies of the soft mar-

risks ket, catastrophe losses and in- RESULTS increase in
"l sometimes wonder if I'm not creasing environmental reserves, 1995 (BlI,

getting a report that's copied from there are no apparent indications 1 St afd March 25)

the prior year because it's oeen so of any change in the first-half re- "We see vir-

consistent” throughout the years, sults tually no
The 20 insurers surveyed by change in the market,” said

Business Insurance that report Robert M Steinberg, chairman

Based on major U S commer- this data posted a 31% increase and chief executive officer of

cial property/casualty insurers' in net income for the first half, to See Results on page 29

says the vp-finance Each month,
"it kind of tells the same story "

Captive studies can pay off

w__th its operation relate to the cile's captive i egulatois

ccsts associated with capitalizing For all the work that goes into
BURLINGTON, Vt -A well- and operating it the feasibility studies, however,

conducted captive feasibility "Defining the structure, we feel, often seemingly obvious details

study should give prospective are overlooked, suggested Joel S

captive parents a firm 1-nder- Convergence of the insurance and capital =~ Shansky. a principal and consuit-

standing of whether a captive  "mgjkets Is inevitable . .page 20 ing actualy in the Wakefield,
Mass, office of actuarial consult-

By RODD ZOLKOS

truly is preferable to self-insuring
or seeking traditional insui ance ing firm Milliman & Robertson
coverage helps define some of the financial Inc

What's more, according to a parameters," said one of the pan- "Having received a lot of these
panel on captive feasibility stud- elists, John P Yonkunas, a princi- feasibility studies, a lot of the
ies speaking at the annual confer- pal and consulting actuary in the time you don't know who the cap-
ence of the Vermont Captive In- Weatogue, Conn, office of con- tive is, when the study was done,"
surance Assn in Burlington, Vt, sulting firm Tillinghast-Towers he said
earlier th-s month, the feasibility Perrin Mr Chansky suggested that the
study should make It clear how And, if the feasibility IS done feasibility studies should include
the planned structure of the cap- well, the study should help facili- a cleai cover page, including the
tive and other issues associated tate review conducted by a domi- See Study on page 20

Overreserving law causes uproar

By ROBERTO CENICEROS

for buyers, too were opened in preceding year
Employers are angered that In- according to the DOI's rules for
SACRAMENTO, Calif -Em- surance Commissioner Chuck implementation That means in-
ployer groups and insurers are Quackenbush has reduced their surers must go back and recalcu-
both fuming about the Depart- potential rebates by setting a min- late and provide refunds for
ment of Insurance's final imple- imum claim threshold that was claims that were opened several
mentation of legislation aimed at not there when the legislation was year ago
discouraging insurers from over- passed The DOI also ruled that the re-
reserving for claims The legislation calls for insurers vision will apply only to claims of
Insurers say A B 1913, which to revise employers' experience $ 10,000 or more That determina-
passed into law in 1994 out is Just modifications downward and pro- tion has employers angry because
now bemg implemented, favors vide refunds if a claim settles for the original legislation did not
policyholders but it ultimately less than 60% of its reserved mention a threshold for exempt-
will create an administrative bur- value ing claims, said Willie Washing—
It applies to claims that close ton, workers compensation and
surance companies and eventually after Jan 1, 1995, even if they

Business /nsurance goes online

Corporate risk management and Visit Bl online reinsurers, agents and brokers,
Curious how insurance buyers consultants and others intelested

and those who work w_th them- and sellers are using the Internet? in this field
have a new home on the World Visit Bl online
Wide Web

den that will increase ccsts for in-

See Reserves on page 16

employee benefit professionals-

"Business Insurance is excited

Looking for a place to exchange to be giving our readers an online
Bus:ness Insurance this week information with your peers or get information resource,” said Edi-
debuts its home page on the Web advice? Visit Bl online tor Paul D Winston
at http //www businessinsurance- Hunting for Information on- "We see our home page as a
sorn and links to-industry-related clearinghouse, offering news and
Searching for where to find Web sites without sifting through information, links to other indus-
breaking industry news before thousands of sites? Visit Bl online tiy sites and a forum for commu-
your issue iS delivered? Visit Bl The site offers a broad range of nicating with others," said Mr
online information and news of interest Winston
Wonaering when a special Bl to risk management and employee
directory is going to be published, benefit professionals, insurers and

"The Internet is Ideal for quick
See Web site on page 4
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Ward's lists look beyond numbers

By DAVE LENCKUS

The numbers don't tell the whole

story for the 50 property/casualty
and 50 life/health insurers that
Ward Financial Group has identi-
fied as the safest and best-perform-
ing U.S. insurers.

Metric benchmarks-like lofty
risk-based capital ratios, strong sur-
plus-to-total assets ratios and high
returns on average equity-illus-
trate how those 100 companies
stand out from the rest of the indus-
try.

Those numbers, though, do not re-
veal the business practices that
drive high performance year after
yvear.

A separate benchmarking project
involving more than one-fifth of
those companies-18 property/
casualty and four life/health insur-
ers-sheds some light on those busi-
ness practices.

It shows that the Top 50 compa-
nies that are involved in the project
are willing to pay higher salaries for
top-notch claims people in an effort
to prevent litigation over claims.

It shows that the top-performing
and safest companies in the survey
have cut away strangling bureau-
cracy from their organizations.

It shows that the survey's top-per-
forming and safest companies spend
no more on technology than other
project participants but end up with
more efficient systems because of
how they budget their purchases.

"It all comes down to keeping
your eye on the ball-keeping on top
of the fundamentals," observed John
L. Ward, chief executive officer of
Ward Financial, the Cincinnati-
based management consulting firm
that annually determines the Top 50
groups.

Based on numerous solvency and
income data over a five-year period
(see story, page 14), Ward Financial
identifies the 50 safest insurers in
each market segment that also have
done the best job of earning a profit.

It then compares their solvency and
earnings results with the remainder
of property/casualty and life/health
industries in two separate, volumi-
nous reports.

A few financial measurements
cannot tell the whole financial story
about an insurance company, but a
few measures can provide a clear in-
dication why these 100 insurers are
the safest and best-performing com-
panies in the country, according to
Mr. Ward (see charts below).

From 1991 through 1995, the
Ward's 50 property/casualty insur-
ers posted a 298.4% risk-based capi-
tal ratio, which is one-and-a-half
times better than the total industry's
194 .2% ratio.

The percentage of assets at-
tributable to surplus for the Ward's
50 was 35.3%, a safer number than
the 26.6% ratio for the total indus-
try.

But the greater the surplus, the
greater the difficulty insurers should
have in attaining commensurate re-
turns on average equity compared
with insurers that have less surplus.
That is because the more highly cap-
italized insurers have to produce
higher profits to generate the same
return on equity.

Still, the Ward's 50 group over the
past five years reported a 19.3% re-
turn on average equity, compared
with a 12.1% return for the total in-
dustry.

On the life/health side, the Ward's
50 posted a 244.7% risk-based capi-
tal ratio, compared with the indus-
try's 221.8% ratio.

The surplus-to-assets ratio was
identical-10.3%-for the Ward's 50
and the total industry over the past
five years. But, the Ward's 50 posted

« How Ward's Financial Group selects the 50
companies that make the cut
» Benchmarkingproject demonstmtes how the top
companies got where they are

a 17.1% return on average equity,
compared with the industry's 12.8%
return during that period.

How did the portion of Top 50
companies from each market seg-
ment that participated m the survey
climb to those financial heights?

For property/casualty insurers,
five business-practice areas among
the nearly 3,000 measured in the
benchmarking project provide some
key insights, according to Mr. Ward.
Those areas are employee produc-
tivity, claims service, loss adjust-
ment, claims litigation and informa-
tion technology.

For life/health insurers, their un-
derwriting, policyholder service and
information technology business
practices offer some clues as to what
sets them apart (see story, page 11).

In the property/casualty insurer
group, a common business practice
of the top perfonners is not doing
anything on the cheap-in terms of
either money or time spent on any

Eighteen of the Top 50 prop-
erty/casualty insurers that partici-
pated in the project on average had
264 employees for every $100 mil-
lion of gross premiums, or 11.3%
less than the 293.8 employees that
the other 57 insurers that participat-
ed in the project need to generate
that revenue.

One reason employees at top-per-
forming companies are more pro-
ductive is that those companies tie
pay to employee performance.

The top-performing companies
pay their employees, including
executives, rmore--on average
$49,100 annually, or 4.6% more than
the $46,900 on average that the
other project participants pay.

Ward's 50 property/casualty

Alfa Insurance Group *

ALLIED Mutual Insurance Group

American Family Insurance Group

American international Group Inc.

Amica Mutual Insurance Co.
Auto Owners Insurance Group
AVEMCO Insurance Cos.
California State Auto Assn.
Canal Insurance Group *
Chrysler Insurance Group *
Cincinnati Insurance Group *
Empire Fire & Marine Group *
Erie Insurance Group *
Federal Insurance Co.
Foremost Insurance Co.

Frankenmuth Mutual

Insurance Co. *

General Reinsurance Group

Georgia Farm Bureau
Mutual Insurance Co.

Government Employees Insurance Co.

GRE Insurance Group

Hanover Insurance Co.

Horace Mann Insurance Group

Mercury Casualty Group
Motors Insurance Corp.
National Indemnity Co.

National Re Corp. *

New York Marine & General Group

Alfa Life Insurance Corp.

American Family Life Assurance

But, most of the time, employees
at the top-performing companies
earn that higher income only after
reaching certain goals.

Other companies in the project
only sometimes use incentive-laden
salary structures.

The top-performing companies
also are less bureaucratic, according
to Mr. Ward.

Their span-of-control index, or
the ratio of non-supervisory em-
ployees to supervisory employees,
is 6.4, compared with 5.6 for the
other project participants.

Higher ratios mean flatter organi-
zational structures. Lower numbers
mean the companies have more
management stacking and reporting
requirements.

Ward Financial has determined
that the optimum ratio is between 6
and 8. Companies with lower num-
bers generally post more mediocre
labor costs, like greater salaries and
benefits for every dollar of premium
that is generated. A span-of-control
index exceeding 8 usually indicates
the company is overstaffed, which
leads to diminishing returns, Mr.
Ward said.

Top-performing companies also
virtually always rotate employees
throughout different departments.
"Over time, this makes your work-
force more productive,"” Mr. Ward
said.

The other project participants
only sometimes rotate employees.

One area in which the top per-
formers fared no better than the
other insurers is total loss-adjust-
ment expense as a percentage of
gross premiums.

The expense for both the top per-
formers and the other insurers in the

e Charts of Ward's benchmarks and the leaders

........ Page 10 in specific segments ............... Page 11
» The demographics of the typical Ward's 50
-------- Page 11 property/casualty insurer........... Page 14

project was 9.5%.

But, the top performers' claims-
adjustment departments spend mor€
money on claims servicing, com-
pared with their peers at other in-
surers. Claims-service expense rep-
resents 6.5% of gross premiums for
top performers, compared with
5.4% for the other insurerance com-
panies.

As a direct result, for every 100 re-
ported claims, the top performers
faced 1.9 lawsuits, while the other
insurers faced 3.4 lawsuits. The cost
of that litigation, measured as a per-
centage of gross premiums, was

4.1% for the other insurers.

"The key point here is where you
spend it," Mr. Ward observed.

"A lot of insurance companies
don't focus on that," he said. "Legal
cost containment to insurers means
squeezing legal firms. It really
means fewer lawsuits, which results
from having higher-quality loss ad-
justers."

Higher-quality adjusters demand
greater pay.

The difference in pay among loss
adjusters at top-performing compa-
nies and those at other companies in
the project is even more pronounced
than the difference between the
two groups in companywide pay.
The top performers pay claims ad-
justers $49,900 annually, compared
with the $42,200 the other insurers
Pay.

The top performers virtually
always use their own staff of ad-
justers, rather than independent ad-
justers, to settle claims. That prac-
tice ensures greater consistency and
a better product, Mr. Ward said.

The other insurers in the project
rely on staff adjusters most of the
time.

The resulting allocated claims-
service expense for each reported
claim for the top performers is $77,
or 23.7% less than the $101 average
expense for the other insurers.

See Ward's on page 10

VWard's 50 life/health

Co. of Columbus

Jefferson-Pilot Life Insurance Co.

Horace Mann Life Insurance Co.

*

Kansas City Life Insurance Co.

American General Life & Accident

Insurance Co.

NORCAL Mutual Insurance Co. *

North Carolina Farm Bureau

Mutual Insurance Co.
Northland Insurance Group *
Ohio Casualty Insurance Co.
Orion Capital Group
RLI Insurance Group *

SAFECO Insurance Group *

Southern Farm Bureau Casualty

Insurance Co.

St. Paul Fire & Marine Insurance Co.

State Auto Insurance Group

Tennessee Farmers Mutual

*

Insurance Co.

Trinity Universal Insurance Co.

United Fire & Casualty Group

American National Insurance Co.
Ameritas Life Insurance Co.
AMEX Life Assurance Co. *
Beneficial Life Insurance Co.
Central National Life Insurance Co.
Cincinnati Life Insurance Co.
Combined Insurance Co. of America

Connecticut General

*

Employers Health insurance Co.

Equitable Life Insurance Co. of lowa

American Life Insurance Co.

Country Life Insurance Co.

Liberty Life Insurance Co.

»*. fe

Life Insurance Co.

Midland National Life Insurance Co.

Liberty National Life Insurance Co.

Life Reassurance Corp. of America

Lincoln National Life Insurance Co.

*

Minnesota Mutual Life Insurance Co.
* Mutual of Omaha Insurance Co.
New York Life Insurance Co.
Northwestern Mutual Life Insurance Co.

Ohio National Life Insurance Co.

Physicians Mutual Insurance Co. *

Farm Bureau Life Insurance Co.

of Michigan

i i Farmers New World Life Insurance Co.
* Underwriters Reinsurance Group
Federated Life Insurance Co.

First Colony Life Insurance Co.

United National Insurance Group *

Universal Underwriters

Insurance Group

Interinsurance Exchange, Automobile Club

of Southern California

Kentucky Farm Bureau Mutual
Insurance Company

Medical Protective Co.

' Ward's 50 company 1991-1996

Source: Ward's Results, 1996 Property/Casualty edition

USAA Group *
Virginia Surety Co. Inc.

Western World Group

Westfield Cos.

General American Life Insurance Co.
Golden Rule Insurance Co.

Great American Life Insurance Co.
Great Southern Life Insurance Co.

Guardian Life Insurance Co.

of America

Home Beneficial Life Insurance Co.

Primerica Life Insurance Co.

Principal Mutual Life Insurance Co.

Provident Mutual Life Insurance Co.

Sentry Life Insurance Co.

Southern Farm Bureau

*

Life Insurance Co.

Teachers Insurance & Annuity

Assn. of America

Transamerica Occidental

Life Insurance Co.

Trustmark Insurance Co.

United Insurance Co. of America

UNUM Life Insurance Co. of America

Western & Southern

*

* Ward's 50 company 1991-1996

GRAPHIC BY JERRY PARKS

Source: Ward's Results, 1996 Life/Health edition

Life Insurance Co.

GRAPHIC BY JEARY PARKS
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VWeb site

Continued from page 2
access to information and will

make it easier for readers to com-
municate with us, and hopefully
with each other, as well,” Mr.
Winston said.

"We're looking forward to get-
ting feedback on the site and will
strive to adapt as needed to meet
our audience's needs."

The Web site currently is orga-
nized into seven online depart-
ments:

- Updates, which posts late-
breaking news from the magazine
every Friday before the next issue
is delivered.

- Magazine, which contains in-
formation about the Bl staff and
services, including an editorial
calendar and a list of directories,

advertising and subscription in-
formation.

fyig™

-tik

This area also contains informa-
tion aoout obtaining past Bl arti-
cles online from several electronic
information services, as well as
article research, reprint and pho-
tocopy services.

Internet Articles, which fea-
tures an archive of articles from
past issues of Business Insurance
on Iniernet trends, issues and us-
age :n employee benefits, risk
maragemen: and commercial in-
sur:rce.

 Global Focus, which is an
archive of articles from Bl's Glob-
al Fccus, a special section on in-
ternational risk management top-
ics published six times annually
and sent exclusively to sub-
scribers outside the United States.

- Eatebook, which contains a
searc hable database of upcoming
industry meetings and events and
an e-mail form for submitting list-
ings to BI.

« Online Forum, which offers an

98 | Edil .0 kill Me*. *Indow tist.

unmoderated
message
area for users to —-»11221111
exchange infor- ,
mation and dis- ,
cuss a wide range ,

of risk manage-

ment and

*«d* *(54* 4,02" iw @ J j S 9.561 kiw
board ,£IKE{ E==|i m i=1 id,:21 IEE] HE] EE |

WORLD LEAOERS IN INSURANCE
AND FINANCIAL SERVICES

AlIG

IHmME, ART'OlI-

em-
PEETIS
benefit b /
ployee SU/,WLJII"Ce. 3_= ¢
topics.
. Welcometo 8/Online!
- Web Links,

which features a Fer Je* 30 yaas. Businal: ul:unine, has Ser.*i *Ne¢IfFies Yespone:t* fof Corporate * mahagef,9nt **,

pr.ls ts 1 50.000.1d.. also ndude AginAN and rensuj/3. Drokers. con*11:/rs. manaled ///€ execull

directory of sibkelser2ic cool/&*.... 8/6.*ad ©09*age The./el* nawsmagazine has an editoti staff ©
*fles ark Lor*n as IFI |; 4/ze*endents /'And the *08

on the WWorld ,
WWide VWWeb that
may be of interest
to risk and bene-
fit managers and an e-nail form
for submitting ne-L links.

Brs home page alsc feat.ires an
e-mail option thet can be used to
send feedback on she site, a letter
to the editor fo. T publization or
general queries u the magazine's
staff.

"We expect BlI' s himP page tc

interiet browsers can tap into a variety of infor-
mation sources by visiting B/'s new Web site.

change and grow in response to
users' needs and the magazine's
ability to deliver new informa-
tion," said Mr. Winston.

-We

readers make

hope
www.businessinsurance.com a
regular stop on their travels along

the information superhighway,"
Ell

he said.

What really needs to be examined is why this patient
didn't save $ 1200 by seeiig a physical therapist first.

101*' 4.-4

By makirig physical therapists your fitst

line of treatment in patient care, you can

save 123% on each case (an average of

$1200 per patient).* Physical therapists

dont use MRIs or drugs in evaluation and

treatment And because they specialize

*Y :fly

in the function of the musculoskeletal

system, they're experts on how nizisdes,

1-,erves, joints, and bones work togettier.

So they get results fast.

Eaky interventioi, by a physical

tizenipist can prevent or reduce complica-

tions iii a wide mnge of conditiolks such

as neck and low-back pain, carpal tunnel

syndrome, arthritis, stroke, and cardiovas-

cular disease. It can also reduce the need

for more expensive sulgical procedures.

And it Can save you even more by

getting people back to work sooner mid

preventing man'ences

For more information, call.lim Nzigent

at 1-800-999-2782, ext. 8511.

Put your health in the hands of a

Physical Therapist. froin G

ccorti_t toi ref't.1_stijjly
rgeloin, U.iversily

/0. PIN"CAL THERAPY |

(P\t/T)

" INERAN-S
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Continued frompage |

Since 1993, OMIC has been in
runoff under the voluntary super-
vision of the state insurance de-
partment.

The 260 open malpractice
claims in 1993 have since dwin-
dled to 23 outstanding policyhold-
er claims and 93 extended report-
ing endorsements, which have po-
tential liability, Mr. Jacobs said.
Instead of waiting years to settle
the remaining claims, the Ten-
nessee Insurance Department
"concluded it was a good idea to
declare a victory."

In June, Douglas M. Sizemore,
Tennessee Commissioner of Com-
merce and Insurance, was ap-
pointed receiver of OMIC, and on
Aug. 13, the Chancery Court of the
State of Tennessee approved a re-
habilitation plan that will cover
remaining policyholder members'’
obligations.

Under the terms of the plan,
nearly $4 million of OMIC's assets
will be transferred to Gulf At-
lantie, which will then cover the
estimated $4 million in policy-
holder members' current and fu-
ture obligations.

The remaining $829,693 in sur-
plus will be retained by Mr. Size-
more until a decision is made as to
whether Gulf Atlantic or the poli-
cyholders are entitled to the mon-
ey. The court ultimately could de-
cide how the money will be dis-
tributed.

Once the transactions are com-
plete, Mr. Sizemore will seek an
order of liquidation, according to
court papers.

"We decided to do what's good
for the policyholders and agreed
to disagree"” on the remaining sur-
plus, Mr. Jacobs said.

Mr. Jacobs said he believes Gulf
Atlantic is entitled to the more
than $800,000 because OMIC owes
the reinsurer money on a loan it
took out to start the company.

Mr. Sizemore and other parties
involved at the Tennessee Insur-
ance Department were unavail-
able for comment.

OMIC provided medical mal-
practice coverage with four policy
limits, ranging from $100,000 per
claim and $300,000 aggregate, up
to $1 million per claim and $3 mil-
lion aggregate. El

Prince joins Bi
in NewYork

NEW YORK-Michael Prince, 32,
has joined Business Insurance as an
associate editor in the New York
bureau.

He has served as an editorial in-

tem in New York since June. He re-

places Michael Schachner, who left
to pursue another career.

Mr. Prince joined BI after his
graduation
from the Co-
lumbia Uni-
versity Grad-
uate School

of Journalism
1 in New York,
1 where he ob-
tained a mas-
\6-- - 1 ter of science
degree in
journalism.

Mr. Prince Prior to at-

tending CO-
lumbia, he was an attorney in New
York with Wisehart & Koch from
1990 to 1995, practicing employ-
ment litigation.

He holds a bachelor of arts degree
in political science from Boston
University and a law degree from
Boston University School of Law,

Mr. Prince can be reached at

212-210-0143. [ =1 |
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Pabst reti ree health benefits run dry

MILWAUKEE-Pabst Brewing
Co.'s 817 retirees must quickly find
new health care coverage, because
Pabst has announced that it will no

longer provide health care benefits

, for them effective Sept. 1.

Canceling the fully paid health in-
surance and prescription drug cover-

' age, written by Blue Cross of Wis-

consin, will save Pabst an estimated
$3.5 million a year and enabile it to
keep its downtown Milwaukee plant
open, the company said.

The National Labor Relations
Board was asked to block the move
after Pabst released its plans three

weeks ago, but action is unlikely be-
fore the benefits run out.

Chuck Hoffmann, financial officer
for Brewery Workers Local 9, said
the union is exploring legal reme-
dies. The union has lined up three
insurance agencies to help retirees
convert to individual coverage. The
maijority of those affected are cov-
ered by Medicare.

Legislation President Clinton
signed last week will curb insurers'
ability to deny coverage for pre-ex-
isting medical conditions, but it
won't take effect until July 1.

Rep. Gerald Kleczka, D-Wis., has
asked U.S. Labor Secretary Robert
Reich to determine whether Pabst is
violating the Employee Retirement
Income Security Act.

-By Cristal Cody

Partner benefits

Employees at the American
Speech-Language-Hearing Assn. can
now obtain benefits for same-sex
and heterosexual domestic partners
under a new insurance plan under-
written by Allmerica Financial Corp.

Domestic partner benefits include
the health insurance choice of either
a preferred provider organization or
an exclusive provider organization;
up to 16 weeks of unpaid family and
medical leave; bereavement leave;
and sick leave to care for a family
member. The company offers a sepa-
rate employee benefit plan for single
and married employees.

Although none of the 177 staff
members at its headquarters in
Rockville, Md., is using the partner
benefits, "offering domestic partner
benefits is appropriate and necessary
for any organization that respects
the inherent diversity of the work-
place," said Frederick Spahr,
ASHA's executive director.

Under the plan's guidelines, em-
ployees may designate a partner of
the same or opposite sex as a spousal
equivalent

ASHA defines partners as a couple
who are 18 years or older and have
lived together for at least six months
with the intention to do so indefi-
nitely. The policy is not exclusive to
gay and lesbian couples but specifi-
cally recognizes their partners, a
spokesman for the association said.

To incorporate the benefit, ASHA
moved from a minimum premium
contract to a self-funded plan and
changed insurers beause Northwest-
em National Life Insurance Co.,
which previously underwrote the as-
sociation's benefit plan, would not
provide the specific benefits ASHA

wanted to offer.

-By Cristal Cody

Onsite therapy

PHILADELPHIA-CIGNA Corp.
employees leaving their desks during
the workday may not be headed for
lunch.

If they're limping or groaning,
chances are they're en route to an
onsite physical therapy program that
has helped more than 300 workers.

The insurance company decided to
introduce a physical therapy pro-

Benefit Beal

gram a: its Philadelphia headquar-
ters in 1994 and last year began a
similar prc,gram at its offices in
Bloomfield, Conn. The number of
employees using ihe services as
risen rapidly, and appointments row
are being scheduled several days a
week in the company's wellness en-
ters.

CIGNA's motivation was twofold,
said Jerry Meyn, vp of employee
benefits and health management.
First, some employees spent too
much time outside the office in phys-
ical therapy. Second, workers needed
encouragement to complete all the
physical -herapy they required after
returning to work with an injury or

chronic problem.

The physical therazzy services are
open to any CIGNA Corp. employee
with a doctor's preser.ption, Depen-
dents are not eligible. The program
is administered by King of Prissia,
Pa.-based NovaCare Outpatient Re-
habilitation, and sessions last up to
an hour. Services offered onsite in-
clude physical therapq, occupation-
al/hand therapy, massage therapy
and maintenance prcgrams.

The most common complaints that
result in use of the program are knee
and shoulder problems, followed by
back and neck injuies, Mr. Meyn
said.

The facilities are See, whether or

P

tp;

not the injuiy is job-nlated. Only
5% d €nipmoyees’' conditions have
been causEd -iy office acuvities.

-By Robert Kazel

Dental plans growing

Enrollrent in dental HMOs iii-
crea3ed 15% in 1995, to 19.5 millicn
members from 17 million, according
to prEliminaly survey data collected
by the Natonal Assn. of Dental
Plans.

Dental preferred prcvider plans
offered by companies that filed pre-
liminay surveys grew at almost
twice the rate in dental health main-
tenance crganizations, bringing the
overall grow-.h rate of the initial re-
porting group of 80 companies to an
average c. 16%. PPO enrollment fig-
ures were unavailable.

The initial group reporting for the

survey are mostly NADP's dental
HMO mer-b€rs.

Tim Dono-10, board chairman of

Dallas-based NADP, a non-profit
trade association for dental managed
care plans, said employees choose
dental managed care "because of the
quality of provider networks, which
are subject to both credentialing and
quality assurance systems as well as
plans' customer service."

These preliminary enrollment fig-
ures are part of NADP's annual sta-
tistical survey to be released in Octo-
ben The survey has been expanded
in a data collection effort with Inter-
Study, an independent publisher of
managed care statistics.

The final study will provide for
the first time since 1989 a measure
of the entire dental benefits market
along with market share represented
by each product.

Data was requested from more
than 200 additional companies. The
majority of the additional companies
provide dental PPO, indemnity or re-
ferral plans.

-By Cristal Cody ,



NCQA touts new evaluation tool

By ROBERT KAZEL

WASHINGTON-The leading
watchdog organization that accred-
its and grades managed care com-
panies is introducing a new,
streamlined approach for employers
to compare plans' performance and
a computerized tool to sort through
the data.

Executives of the Washington-
based National Committee for
Quality Assurance last week her-
alded its new Quality Compass
product as the first affordable
means for plan sponsors to judge if
health maintenance organizations
and point-of-service plans are com-
petitive in terms of standards and
health outcomes.

The NCQA publishes plan perfor-
mance information called HEDIS,
or Health Plan Employer and Infor-

mation Set, in addition to accredit-
ing managed health plans.

The new Quality Compass system
is an attempt to integrate both
types of information into a well-or-
ganized set of data that benefit
managers and employees can use to
select health plans. The product
currently has files on 226 health
plans representing 28 million cov-
ered lives, and will be updated at
least twice yearly.

"Basically, | think Quality Com-
pass is going to change the rules of
the game," said Dr. Cary Sennett,
NCQA vp for performance mea
surernent.

Until now, the NCQA and vari-
ous benefit consultants have at-
tempted, with limited success, to
get performance data from health
plans and distribute it to employ-

ers.

"The problem is there is too much
data out there and very little infor-
mation,” Dr. Sennett said. For a
plan sponsor interested in compar-
ing several health plans, the num-
bers available often were not in a
form that would allow direct plan-
to-plan comparison. The raw data
reports for Quality Compass, for
example, span 3,000 double-sided
pages.

The best way out of the paper
jungle for most companies, NCQA
officials believe, is CD-ROM corn-
puter technology. The group is
making all Quality Compass data
available in printed form and on
CD-ROM disks, and plan data can
be searched electronically by re-
gion, state, plan type and key word.

Plan sponsors can page rapidly
through NCQA ratings relating to a
plan's health outcomes and proce-

dures, including child immuniza-
tion rates, cholesterol screening
rates, cervical cancer sereenings
and maternity length of stay, and
these can be gauged against na-

tional and regional benchmarks,
Dr. Sennett said.

Plans are ranked on a scale from
high-achieving to low-achieving for
every measure, though NCQA offi-
cials caution that the ir-formation
isn't perfect because submission of
data for HEDIS is voluntary and
many managed care plans have not
cooperated.

Although the NCQA has no con-
crete plans yet on how to give
workers access to the information,
NCQA President Margaret E.
O'Kane said the organization hopes
that simplified report cards eventu-
ally will be distributed to employ-
ees through their companies and
unions, at public libraries and via

the Internet.

Using CD-ROMs to contain all

the information will be a great ad-
vance over previous forms of HE-
DIS reports, said Suzanne Mercure,
benefits administration manager
for Southern California Edison Co.
in Rosemead, Calif.

"To go through the paper and try
to compare has been very difficult,"”
Ms. Mercure said during a news
conference organized by the NCQA
"We will use much more PIEDIS
data than we have in the past."

The new HEDIS product also
may be useful to employer purchas-
ing coalitions, many of which have
tried to obtain reliable comparative
data for years.

Elisa Hamill, chief executive offi-
cer of The Alliance, a Denver-based

purchasing coalition, said during
the news conference that such data

will be valuable when the 700-em-
ployer coalition puts out bids for
managed care contracts. A year
ago, good comparative data at an
affordable price did not exist, she
said.

The NCQA will sell printed Qual-
ity Compass regional reports for
$500 each. For CD-ROM versions,
users can choose whichever plans
they want to include and pay prices
ranging from $800 for 25 plans to
$3,200 for all 226 plans.

More jnformation on Quality Com-
pass may be obtained from the
NCQA at 800-839-6487.

PBM omitted
from directory

The following listing was omit-
ted from the Aug. 5 directory of
prescription benefit managers
Caremark

Pharmaceutical Services

2211 Sanders Road,
Northbrook, 111. 60062,
847-559-4700; fax: 847-559-5256

1993 revenues

$2.300.000.01)(1
$1,400,000.(10(1

Total gruss revenue-
PBM gross rewnue.

PBM Clients

Total.. ... 2,000

Emplover/group plans with direct service......774

Lives Covered

Group health:
Total 15.000.01)0)
Active rn 1 011res .. ._.9,800.0ut)
through employers. 60%
through third-party vendors.. --37%
through Medicare/Medicaid. 3%

Retail Network

Pharmacies under direct contract 53.7.0

Staff

..2,300
Professionals. 350

PBM services since: 1985,

Parent: Caremark International.

Services: Retail pharmacy network,
mail-order distribution, claims pro-
cessing, concurrent utilization review,
retrospective utilization review. bene-
fit design consulting, formulary man-
agement/review, monitoring of physi-
cian prescribing practices, patient/
physician education, disease
management.

Formularies offered: Open, closed,
restricted/customized.

Pharmacies contracted: Indepen-
dently owned, retail chains.

Reports provided: Physician pre-
scribing patterns; generic vs. name
brands dispensed analysis; employee
utilization: program savings: inte-
grated, concurrent and retrospective
intervention outcomes.

Service area: United States.

Billing methods: Fee per claim. ne-
gotiated rates for drugs, risk sharing
arrangement.

Officers: CA Lance Piccolo, chair-
man/CEO; ,James G. Connelly Ill,
president/COO; Thomas W. Hodson.
senior vp/CFO; Donna C.E. William-
son, senior vp-integrated services;
Kris Gibney, corporate vp-pharma-
ceutical services; Donna Hooper, cor-
porate vp-international: Dennis R.
Owczarski, treasurer; John M. Pellet-
tiere, corporate vp-controller; Robert
S. Smith, acting general counsel.

Contact: Todd Martin, vp-sales.

* Net revenue for Caremark International.
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Opinions

Dole elevates tort reform

LTHOUGH BOB DOLE's advacacy,of an

considerably more attention than any of his other pro-
posals, the Republican presidential hopeful has done
the risk management community a real service by in-
cluding a series of tort reform proposals in his eco-
nomic plan.

We hope those ideas are more than campaign
rhetoric and become a starting point for serious de-
bate and, ultimately, reform.

While in the Senate, Mr. Dole had a long record as a
proponent of product liability reform. He numbered
among the co-sponsors of the Senate reform bill that
formed the basis of the product reform bill approved
by both houses of Congress but was vetoed by Presi-
dent Clinton earlier this year.

Mr. Dole's latest proposed tort reforms go beyond
product liability to address flaws in the broader civil
justice system (BI, Aug. 12).

At the center of the Republican nominee's legal re-
form recommendations is a proposal to limit punitive
damages. Businesses have long sought relief from ex-
cessive and unreasonable punitive awards.

The Dole plan would limit the awards in almost all
civil cases to the greater of $250,000 or three times
economic damages. Under the Dole proposal, cases in-
volving death, serious injury, criminal misconduct, al-
cohol or drug use or civil rights violations would not
be subject to the formula.

As a corollary, Mr. Dole advocates abolishing joint
and several liability for non-economic damages in all
civil cases. He also proposes curbing contingency fees
in some cases and creating an "early offer"” system of
encouraging speedy settlement of economic damage
claims by setting higher evidentiary standards for the
collection of non-economic and punitive damages.
States could choose whether to institute either of the
last two proposals.

Mr. Dole's legal reform proposals stand in sharp
contrast to those of President Clinton, who has stead-

Letters

Readers ask lawyer:

What's

Rather than characterize business inter-

IsSsue

1/ P

fastly opposed meaningful tort reform.

Of course, there is no guarantee that a President
Dole would be able to get his reforms enacted. Even as
Senate majority leader, then-Sen. Dole had to put up
with defections from his own GOP majority when the
roll was called on product liability reform.

And, of course, there's more than a little politics in-
volved in his support for civil justice reform.

For example, the Dole campaign paper takes jabs at
the "go-for-broke mentality of trial lawyers" who are
counted among President Clinton's staunchest sup-
porters.

Nevertheless, Mr. Dole is to be commended for spot-
lighting the important issue of tort reformm during his
campaign. We hope the issue wins some serious dis-
cussion among the presidential candidates and ulti-
rnately leads to much-needed reforrns, regardless of

who wins in November.
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To the editor: Is Eugene Anderson going
the way of Ralph Nader?

As a policyholders attorney, it is Mr. An-
deison's job to get the broadest coverage in-
terpretations and largest settlement for his
clients, just as Chris Campos' work for insur-
ers gives him the job of keeping those settle-
ments to the minimum consistent with an
honest interpretation of the policy.

However, | have noted that in his recent
writings Mr. Anderson has gone beyond
questions of coverage interpretation and, as
in his Aug. 5 reply to Mr. Campos' June 24
letter, resorted to bashing the insurance in-
dustry.

Since a business income loss is determined
". ..based on...the likely net income of the
business if no loss or damage occurred," to
quote the ISO form, there is room for honest
differences of opinion on the amount of a
loss, and insurers have a tight to question
their insure(is assumptions. This does not
necessarily mean that claimants are being
treated as "scam artists and thieves" by in-
surers, though | am sure some adjusters and
accountants do operate that way.

Business Insurance wetcomes letters
to the editor. The section is intended to
be a fomm for readers' opinions and
comments. We reserve the right to edit
letters for clarity or space. We witt not
publish unsigned letters. Please send
your Zetters to Letters to the Editor,
Business Insurance, 740 N. Rush St..

Chicago, lll. 60611: fax: 312-28*3174;
e-mail: pwinston@crain.cgm.ve , 1

ruption insurance as a "defective product”
because of the time and expense of proving a
claim, as a consultant | would recommend
purchasing a form that would cover such ex-
penses, or try to endorse standard policies to
provide this coverage.

As stated in Mr. Campos' letter, the best
approach is for policyholders and insurers to
work together on business interruption loss-
es. Obviously this is not possible when either
side regards the other as a crook.

| agree with Mr. Anderson that "pussycat”
policyholders who accept an insurer's first
offer without question are not getting value
for their insurance dollar. However, Mr. An-
derson cannot reasonably expect insurers to
be pussycats, either.

Harry Cylinder
Philadelphia

To the editor: For years | have followed
Mr. Anderson's colorful commentary, as
published by Business Insurance and other
publications, but his Aug. 5 letter needs a re-
sponse. Mr. Anderson, it's time for a reality
check and a check of your sense of humor!
You forgot to mention that the tooth fairy
was an attorney and likely majored in cm-
ative and revisionist history.

There is no reason to pick on Mr. Campos,
or the fact that his accounting firm has to put
up daily with policyholder's public adjusters
and their lawyers. (Please note that | do not
refer to them as scam artists or thieves.)

As we both know, the plain facts of life are
that policyholders with bona fide and ratio-
nal business interruption claims have little, if

any, problems with insurance companies. It's
when the lawyer gets involved, that any in-
surance company's claim adjuster needs to
raise the caution flag.

In addition, the so-called "pussycat” poli-
cyholder does get his milk, but unfortunate-
ly, there is nothing left over for the tooth
fairy.

Henry Dykowsky

President

Henry Dykowsky & Associates Inc.
New City, N.Y.

Saying goodbye
to industry leader

To the editor: No doubt you have learned
of Anita Benedetti's pA=ing and are deeply
saddened by the news, as | am.

Anita touched the lives of countless other
numbers ofrisk managem and insurance
professionals in very positive ways. Her dedi-
cation to the Risk & Insurance Management
Society and her cheerful demeanor will long
be remembend by all those who knew and
worked with Anita.

It is difficult to say "goodbye" to one of our
industry's most respected leaders. However,
Anita leaves us the gifts of inteity, commit-
ment and respect for others along with the
highest standard of service to the members
she served so well and so long.

Gerald J. Ciardelli
Risk Manager

Jostens Inc.

Minneapolis
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Life/health

Continued from page 11

for two departments to duplicate

i each other's work.

In addition, the top performers

most of the time use underwriting

teams organized around geographic
areas or groups of agents. So, each
region or group of agents has its
own underwriting team consisting
of:

= A new-business department,
which collects applications and per-

6 forms some pre-underwriting.

= Underwriters.

, = A policy issuance department.
I "It's the most efficient way to

work. You can pump out more poli-

cies than you can with the typical
assembly line approach,” Mr. Ward
said.

The other insurance companies
only sometimes use that type of ap-

proach, according to Ward.

Underwriters' production illus-
trates the impact of those various

For top performers, first-year
premiums are $1.8 million, almost
38.5% more than the $1.3 million
for underwriters with other insur-

But, unlike a best practice that
top-performing property/casualty
insurance companies implement
companywide, top-performing life/
health insurers pay the underwrit-
ers they employ substantially less-
$39,800 on average-than the
$47,800 that the other insurance
companies in the project pay their
underwriters.

Mr. Ward said the top-performing
life/health insurers can pay their
underwriters less because they typi-
cally use expert computer systems
in underwriting complicated risks.

-By Dave Lenckus
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Benchmarking workforces

Employees of the commercial
property/casualty insurers that
participate in Ward Financial
Group's benchmarking project
largely are women who stay on
the job an average of five to 10
years.

A majority-64%-of the ap-
proximately 75 insurance compa-
nies that participate in the bench-
marking project reported that
women comprise 60% to 70% of
their workforces.

Among the remaining insurers,
18% reported that women com-
prise 70% or more of their work-
force.

An equal percentage said that
women comprise 50% to 60% of
their workforce.

A large majority of the siirveyed
insurers' employees-82%-have

worked five to 10 years for their
employers.

Twelve percent of the surveyed
insurers' employees have tenures
longer than 10 years.

Six percent of the insurance
companies in the project reported
that the average length of service
for their employees is less than
five years.

The employee turnover rate for
59% of the insurers in the bench-
rnarking project ranges between
5% and 10% annually. Employee
turnover for 29% of insurers tops
10% annually. The remaining
12% have turnover rates of less
than 5 2%-with half of those re-
porting turnover of less than 2 %
annually.

Seven out of 10 insurers report-
ed that 30% to 40% of their em-

Corporate buyers

are a

keystroke away.
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ployees hold college degrees.
Eighteen percent of the insurers
report that more than 40% of
their employees have graduated
college. The remaining 12% of in-
surers reported that less than 30%
of their workers hold college de-
grees.

More than three-quarters of the
insurance companies reported
that the average age of their em-
ployees ranges from 35 to 40. The
workforce is older on average for
18% of the respondents and
younger for 6%.

The standard employee work-
week for 76% of the insurers is
37.5 hours or less. For 12% of the
insurers, it's 38.25 hours. Another
12% of the insurers impose a 40-

hour workweek.

_By Dave Lenckus

Court prompts
J&H to amend

reti rement rule

By GAVIN SOUTER

NEW YORK-Johnson & Hig-
gins' directors no longer will have
to resign from the brokerage once
they reach age 62 after a federal
appeals court ruled that the policy
was unlawful.

In the case brought by the Equal
Employment Opportunity Com-
mission, the agency argued that
J&H's policy of making directors
retire at 62-or 60, if they had
been directors for more than 15
years-violated the Age Discrimi-
nation in Employment Act.

A federal district court had
ruled against J&H last year (B,
June 19, 1995). Earlier this month,
the 2nd U.S. Circuit Court of Ap-
peals upheld the lower court's de-
cision.

In its appeal, Johnson & Higgins
argued that the Equal Employ-
ment Opportunity Commission
did not satisfy its statutory duty
to conciliate the dispute with the
broker first; the EEOC did not
have the power to enforce the
ADEA where no aggrieved mem-
bers of the broker's board of di-
rectors filed charges or supported
the suit; the ADEA is inapplicable
in the case because the directors
were not "employees" for purpos-
es of the statute; and even if ap-
plicable, the broker's retirement
policy does not violate the ADEA
because the policy is based on rea-
sonable factors other than ge

The appeals court rejected all of
the broker's arguments.

In a dissenting opinion, Judge
Dennis G. Jacobs said the ADEA
was not applicable because direc-
tors of J&H are employers rather
than employees.

"They alone hold all the legal
and financial power to direct the
corporation's acts. The challenged
retirement policy is one that only
the directors have the power to
adopt," he said.

The broker has chosen not to
appeal the ruling and will amend
its retirement policy.

J&H will be able to comply with
the decision if directors are per-
mitted to remain employees of the
company until age 65, a J&H
spokesman said.

J&H Chairman David Olsen and
President and Chief Operating Of-
ficer Richard Nielsen both plan to
retire next year at age 60 (BI, July
22).

Equal Emptoyment Opportunity
Commission us. Johnson & Hig-
gins, 2nd US. Circuit Court OfAP-
peals; No. 95-6216, Aug. 8, 1996.
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Reserves

Continued hompage 2

human resouices policy dllector for
the Callfomia Manufacturers Assn

in Saciamento

The original legislation did not in-
tend tor the law to have a threshold,
said a spokeswoman foi Sen Richaid
Polanco, D-Los Angeles Sen Polan-
co, as a formei assemblyman, spon-
sored the legislation which is the di-

Teel 1 ebult 01 an oversight hearing
held bv the subcommittee on Inter-

1\11 Washingtor_is iymg to drrn Osher employer repies Ents-ives thiough regl-lation," said Juh Bo- rmns ons to expelience modificatic n.
up support to repeal -he Insurance agree Tylas, director ot the California area_Ilmed for ie. eire amounts thal
Department's ela_ns threshold He "Since theie was ner-Err any Chamber ot Commelce's workeis co not match cl. ims Mi Widttedt

como Committee Y%a d
But the _nsurance D -partment dis- idd tionally _le said in Mas-
. :glees The commissiz nel does have sic-lusetts, revisions are made annu-
Since there was never any (threshold) doMar t ie authonty to clard> vaguely wnt- all> b an emoloyei 4 akgreg: te

tm legislalior, d spokesman said c.: Ims Under the Calljoinia _aw, m-

amount mentioned in the legislation, we are ‘ X olr
Tie department chcse the $10 000 s rers must maki 1 €Visions on the

|ncensed tha| they are try|ng to Crecrle one tirpshold secause actba -ial calculd- Lasts of each indindual claim.
) , ) t on revealed that making the law .ns-rer5 hope en-])lcyc Boups will
thl’OUgh FGQU|atlon, says Juli BOWIeS- apply to claims below $13,000 woulci aisi Lo support calls foi a M.s-

Frc.Ade lit lert anv return to emplow- <ac -11_selts-hke plan as a compio-
e A while untairly burdening insul - 111152, Mr Widtfeld said
€ she saw H compromise 19 not reached tne

national Trade and Business Devel- said Mr Quwckenbush did not h.ve (tarestold) dillar a-rount menti,med Ir_sul eis would pm,tei the ap- AC.C -will seek legislation this year

opment Testimony at the hear'ing in- the authirity to implement a thresh- in the legislation, vze are ncensed picazh taken in Massachus,etts, r Her that wou_d mitigate she lin-
dicated that by setting reserves at old absent in the legisla-ion itself th:t they are trytng to cre ate o--te M hzre bot,7 upward End downward pac- ¢,r_insurers, E e bald

levels far in excess of the actual cost
of setthng a claim insurers diove up
expelience modifiers used to set
rates-and tha efore workers comp
costs-for California employers

Mr Washington conceded there
may be a need for a thieshold so that
insuiers do not have to go back and
re-evaluate numerous small and in-
significant claims

'But certainly | never envisioned a
$10,000 threshold," Mr Washington
said "Absolutely | think it is too
high"

He fears a $10,000 thieshold would
exempt tens o i thousands 01 claims
from the pool that insul ers otherwise
would have to recalculate foi em-
ployei s

The Workers Compensation Insur-
ance Rating Bureau of Calltornia es-
timated that in 1996 the $10,000
threshold will exempt nearly 25,000
claims worth about $40 milhon from
the new law

Mr Washington said he iS skepti-
cal of those numbers and expects the
impact on employers to be far
greater He helped create the law be-
cause he was finding instances in
which claims ere closing for $3,000,
yet some msurers were reserving 10
times that amount The greatel the
resen e for claims, the more employ-
ers aie chaiged in premiums

However, insurers aigue that the
law favors employers because it does
not call for an uprpaid revision oi ex-
penence modifications when claims
settle for moi e than their reserved
value, said Doug Widtfeldt vp for
the Assn of California Insulance
Cos in Sacramento

'There are a number of claims that
close for a higher amount, SO It'S a
very one-sided law," Mr Widtteldt
said

Insurers also would 1 ather have
seen the department interpret the
law to apply only to claims that
opened and closed aflei Jan 1,1995
That would have eliminated much of
the admmisti ative burden of recalcu-
latmg old claims In addition insur-
ers wanted the law to apply to claims
above $20,000 That amount is closer
than the $10,000 threshold to the cost
an average claim closes for, accord-
ing to Mr Widtfeldt

For ACIC membel companies In
the state's open-competition emu-
ronment to suddenly have to go back
and arbitranh return plernium and
perhaps recapture agent s cornrnls-
sions that have been paid, we just
feel it iS very arbitrary the way the
law is being implemented " Mr
Widtfeldt said "It reall> wreaks
havoc on our ability to propel ly price
products "

But the CMA's Mr Washington is
not swayed by such af guments He
said the law was meant to put insur-
ers on notice

' That is precisely what we were
after in the bill, is to cause the insur-
ers to be rnoro dillgent m the way
they reserve," he said "If they over-
reserve they are gomg to have to re-
hind the mone And now thev are
talking about this being onerous that
they have to go back and make these
adjustments and so forth, and | m
saying 'tough

Both insurers and emploveis are
taking action
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Captives

By RODD ZOLKOS

BURLINGTON, Vt.-The Internet
offers a broad range of opportunities
to captive insurers and other compa-
nies, but those wanting to tap the Net
also must be aware of potentialliabil-
ities and regulatory issues.

As with any business activity, how-
ever, captive insurers can take steps to
manage the risks that might be lurk-
ing online, panelists said during a dis-
cussion at the annual conference of

the Vermont Captive Insurance Assn.

Business Insurance, August 26, 1996 / 17

advised on managing Net risks

in Burlington earlier this month.
John M. Froehl Jr., chief financial

officer and treasurer for Cheshire,
Conn.-based Housing Authority In-
surance Inc., speculated that because
today's children are so comfortable
with the technology, the electronic
networking the Internet allows will be
-he way captives transact their busi-
ness within the next 15 years.

But, Mr. Froehl and another pan-
elist, Frederick Lane I[l, a principal
with Pro Se Computing Inc., a
Burlington, Vt.-based computer con-

sulting firm, noted that liability con-
cerns abound in areas like secuity of
information and systems and work-
place harassment.

And, as insurance deals are trans-
acted over the Net, there will be im-
portant regulatory questions to settle.

'My web site's in California, and
my customer is in Connecticut," Mr.
Froehl said hypothetically. 'Am | sell-
ing insurance in California or Con-
necticut?

The National Assn. of Insurance

Commissioners is examining the

Using life insurance illustrations

issue, said Mr. Froehl, though he ex-
pets that process to resemble other
government efforts to regulate new
developments.

Typically the regulatory process has
lagged well behind the pace of cut-
ting-edge development, he said, as
with federal securities regulators con-
tinually playing catch-up as Wall
Street creates new investment instru-
ments.

"The NAIC has just formed a work-
ing committee to study the Internet,”
Mr. Froehl said. "That means in five

tbat lack tbe integrity of Tbe Guardian's
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years we'll get something out of them
that says, 'We think..: By then we'11
be so much further ahead of them.”

For the near future, though, he
thinks regulators will allow some In-
ternet insurance transactions to con-
tinue unimpeded, just to see how the
process develops.

On the liability side, concerns begin
to creep in anytime someone in your
company connects directly to the In-
temet, Mr. Lane said.

Anytime an employee uses e-mail,
"you raise the possibility that the in-
formation that is being sent can be
found by someone who isn't supposed
to find it," he said

Because of the Internet's very na-
ture as a decentralized network with
an open architecture, "it's ectremely
difficult to impose any kind of securi-
ty on the Internet,"” Mr. Lane said.

Concerns about the loss or theft of
confidential material are very real,
and there has been increasing concern
lately about the issue of eletronic in-
dustrial espionage, he said.

One way to secure these transmis-
sions is through the use of encryption
devices, but the government won't
allow widespread manufacture or dis-
tribution of these devices out of con-
cern that it would then become easy
for terrorists or other criminal groups
to begin exchanging coded informa-
tion.

In the absence of systems to secure
e-mail transmissions, captive insurers
and other companies need to make
their employees aware that e-mail is
not a secure method of correspon-
dence.

To maintain security, sometimes it
still might be necessary to send infor-
mation by traditional "snail mail," he
said.

Captive officials also need to recog-
nize e-mail's growing use as a litiga-
tion tool, Mr. Lane said.

"One of the things that plaintiffs
lawyers are paying increasing atten-
tion to is that e-mail is ext:rernely dif-
ficult to destroy," he said. E-mail can
be retrieved from computer systems
long after the electronic correspon-
dence takes place.

"In terms of what you are looking at
when you insure your companies, you
need to be aware of having clear-cut
policies not just in terms of what you
say in e-mail but also how things are
backed up or destroyed."”

What is said or transmitted in e-
mail can raise the potential of em-
ployment liability or harassment is-

"l think harassment or discrimina-
tion issues are probably the most dan-
gerous areas you can move into on the
Internet,” Mr. Lane said.

Problems can arise, for example,
when one employee sends another a
computer image or message taken
from a computer "bulletin board"”
that the co-worker finds offensive.

"Now there are programs out there
that can assist you in screening some
of that stuff," Mr. Lane said.

Companies also can reduce their
exposure by developing Internet use
policies for their employees that em-
phasize "that this is not a toy that has
been given to them, because using it
as a toy exposes the company to a lot
of liability."

Captives conducting business on-
line also must deal with the resulting
exposure to computer viruses that can
invade a system through software
downloaded from Net sources. To
combat viruses, Mr. Lane urged cap-
tive officials to "practice safe comput-
ing”

"You need to have very clear-cut
rules about how software gets onto
your computer system," he said. Mr.
Froehl, for example, said his captive
no longer lets employees load soft-
ware they've brought from home onto
the company's computers.

In general, Mr. Lane said, many of
the potential nisks associated with In-
ternet use could be reduced by taking

See Interneton page 20
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verything that
enlarges the sphere of human
powers, that shows man he
can do what he thought he

could not do, is valuable”

-Samuel Johnson
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ASK A BENEFIT MANAGER

The issue of extending benefits
to domestic partners has arisen
within my organization. What are
the key factors to consider with
regard to domestic partner

benefits, and to what extent are

they being used today?

There are various reasons for

employers extending benefits to

domestic partners. Some reasons

include the need to address

perceived inequities among

employees, that is, the married

population compared with the non-

married population. Another reason

is to respond to the needs of an increasingly diverse
workforce. Of course, one of the key functions of a
benefit program is to attract and retain employees
required in the organization. Some organizations want
to be recognized as leaders, and they do this by
providing benefits seen as progressive, such as domestic
partner benefits.

Other reasons for offering such benefits include
pressure from the gay community, demand from unions
and the potential threat of lawsuits for not extending
the benefits.

While benefits to domestic partners have increased
over time, they have not yet become mainstream.
According to a survey by the Society of Human
Resource Management, 63% of the 145 surveyed
companies had a formal policy against discrimination
on the basis of sexual orientation; however, only 2 % of
these companies extended health benefits to domestic
partners. According to a study conducted by the
International Society of Certified Employee Benefit
Specialists, more than 200 entities offer domestic
partner benefits.

Like many benefits, the extension of benefits to
domestic partners has been more common within
specific industries.

Industries in which extension of domestic partner
benefits is most popular include entertainment, high
tech, municipal governments and academia. An
exception to this industry focus and one of the earlier
companies to extend benefits to domestic partners is
North Moreton, Vt.-based ice cream maker Ben &
Jerry's Homemade Inc., which extended benefits to
domestic partners in 1989.

Geographic location appears to influence the
extension of domestic partner benefits. Growth of
domestic partner benefits has been strongest in
California and the East Coast.

In planning or considering extending benefits to
domestic partners, one of the key decisions is whether
to extend benefits to all domestic partners or to same-
sex partners only. The argument for extending benefits
to same-sex partners only is that the opposite-sex
couples have the option of marrying if they want
benefit coverage.

However, marriage is not available to same-sex
partners.

Some notable examples of both approaches include
San Francisco-based Levi Strauss & Co., which has
extended benefits to all domestic partners, and
Cambridge, Mass.-based Lotus Development Corp.,
which has extended benefits to same-sex partners only.
One thing to keep in mind when making this decision is
the number of couples living together outside of
marriage. According to the U.S. Census Bureau
estimates, 4.2 million households are made up of
unmarried couples. Of these, about 2.6 million are gay
and lesbian couples. This means 8.4 million people are
in domestic partner relationships.

Most employers require some level of documentation
for those enrolling as domestic partners to prove there
truly is a domestic partnership. The type of
documentation required generally is up to the
employer. However, employers should ensure the
required documentation is germane to proving the

Domestic partner benefits
gain favor in some corners
though not yet widespread

relationship, or the request can lead to claims of
invasion of privacy. There is a wide range of
documentation requirements. A common practice is
requiring that domestic partners sign a written
affirmation of the domestic partnership. Other
requirements include documentation that a domestic
partnership exists. Examples of such documentation
include copies of bank statements, postmarked letters,
a drivers license or tax returns to demonstrate that the
partners reside at the same address.

Some U.S. cities have passed ordinances allowing
individuals to formally register as domestic partners. In
these locations, some employers have required the
employees to register with the city as a requirement for
eligibility for the domestic partner benefit. This may be
an issue, because some partners may not want to
publicly register their relationships.

In a documentation statement provided to employees
applying for domestic partner benefits, employers often
include a statement that the employee will promptly
notify the company of any change in domestic partner
status.

Another consideration is a statement regarding
misrepresentation of the relationship.

Taxation of the domestic partner benefit is a key
issue. The Internal Revenue Service has yet to issue
formal regulations related to domestic partner benefits.
The only direction for domestic partner benefits has
been provided through private letter rulings issued by
the IRS, the latest of which was published earlier this
year. According to these private letter rulings,
employer-provided health benefits for domestic
partners are not excludable from taxable income. Such
employer-provided benefits are excludable from
taxable income only if the recipients are legal spouses
or legal dependents.

For federal income tax purposes, the determination
of marital status is based on state law. Dependent
status depends on state and local law and Section 152
of the Internal Revenue Code.

No state recognizes same-sex marriages or marriage-
like arrangements as legal spouse status. Therefore,
employees who receive benefits for their same-sex
domestic partners will have to pay taxes on those
benefits.

Although no state recognizes same-sex marriages,
based on a 1993 Hawaii Supreme Court decision, a trial
court must decide whether the state legislature has a
compelling reason to prohibit local authorities from
issuing marriage licenses to same-sex couples. The
Hawaii legislature barred same-sex marriages in 1994.
The Hawaii court is expected to hear the case this year.

For health care benefits, employees are taxed on the
amount of the fair market value of the health coverage.
The fair market value is determined on the basis of the
amount the individual would have to pay for the
particular coverage.

There is not an exemption from federal tax
withholding on imputed income for domestic partner
coverage.

Another issue with regard to taxation is a flexible
benefit plan. Under a flexible benefit plan, in which the
employee is provided flex allowances that include extra
amounts of money or credits for coverage of a domestic
partner who is not a legal dependent, the extra dollars
or credits must be treated as taxable income.

Additionally, under Section 125, health care flexible
spending account benefits may not be provided to
domestic partners.

One element that has concerned employers in
reviewing the extension of benefits, particularly health
care benefits, to domestic partners is the cost of these
benefits. However, experience has shown that adverse
selection has not been a problem. Employers'

experiences to date have not shown a significant
increase in their health care costs related to domestic
partner benefits. According to the Federal AIDS Cost
and Utilization Survey, the average lifetime medical
cost of HIV treatments is $119,000 per patient. The
actual cost experience with regard to extending
benefits to domestic partners has been minimized
mainly because of the actual enrollment for health care
benefits for domestic partners has been extremely low.
Experience has shown no more than 2% to 3% of all
eligible employees elect domestic partner coverage at
organizations offering this benefit. Of that 2% to 3%,
normally two-thirds of the couples electing the
coverage are opposite-sex couples.

Among the types of benefits extended to domestic
partners, it appears health care-type benefits are by far
the most common. Some organizations extend
eligibility for medical coverage; others include both
dental and vision coverage as well. Another type of
benefit that is extended is sick and bereavement leave
related to the domestic partner.

It should be noted that employers extending benefits
to domestic partners may experience negative public
reaction to their decisions.

An example of this is Apple Computer Inc., where
commissioners in Williamson County, Texas (Austin),
denied Cupertino, Calif.-based Apple the usual tax
abatements in exchange for building a sales support
center locally. The reason for the denial was Apple's
domestic partner policy. The tax incentives eventually
were approved.

Another example was The Walt Disney Co., which
received a letter from 15 Florida legislators
condemning Burbank, Calif.-based Disney's domestic
partner benefits policy as anti-family.

Overall, the extension of benefits to domestic
partners has not been widespread, and in cases where
benefits have been extended, there has been a minimal
response in enrolling for these benefits.

The future of domestic partner benefits is unclear.
According to a survey conducted on this topic by the
International Society of Certified Employee Benefit
Specialists, 52% of respondents think increasing
numbers of employers will continue to offer domestic
partner benefits.

However, among survey respondents associated with
employers not offering domestic partner benefits, 74%
indicated that domestic partner benefits either are no
longer under consideration or are unlikely to be under
consideration. Only the future will tell.

Material in this article does not constitute

accounting, tax, investment, legal or business advice.
You should review your specific situation with
professional advisers. ini

Would you like advice from an erperienced colleague
on a risk management, benefits management or actuarial
problem? Four quarterly features in the Perspective see-
Non of Business Insurance can give you some answers.

Ask A Benefit Manager, Ask A Risk Manager, Ask A
r---r x- - Benefit Actualy and Ask A Casualty Ac-

2 1 '.: tuary answer written questions from
it ) j readers onnsk and benefits manage-

nd actuarial

'4"f ThisTionth's column on emptoyee ben-

1 At

VIl
ide S.C in Chicago. Susan

Werner, director Of risk management at
Mr. Nirtaut Hardee's Food Systems Inc. in Rocky
Mount, N.C., answers questions on risk
management issues. William J. Miner, an actuary with
Watson Wyatt Worldwide in Chicago, answers actuarial
questions on beneAts issues. And, Richard E. Sherman,
president of Richard E. Sherman & Associates Inc. in
Ashland, Ore., answers actuanal questions in the casualty
fieid.

Address your questions to ASK Business Insurance,
740 N. Rush St., Chicago, m 60611. Please give us your
name, title and employer; however, Business Insurance
witt consider unsigned letters.
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Insurance, reinsurance and captives all heading for the same destination

By RODD ZOLKOS

Bowers said "the art of designing financial want to make sure they under- sets, whose returns are not corre-

In many companies, for exam- structures that create an other- stand what they are buying,” Mr lated with that of other financial
BURLINGTON, Vt -The conver- ple, it has become commonplace wise unavailable risk/return pro- Roach said instruments

gence of the insurance, reinsur- to buy Investment instruments to file " But the opportunities the finan- "A bad day on Wall Street does-
ance and capital markets not only hedge such exposures as interest n't affect the odds of a hurricane
is inevitable but necessary to pro- rate and foreign exchange risk, he hitting the East Coast " Mr Mur-
vide the capacity to cover growing said phy explained
worldwide exposures, many fi- At the same time, many of Wall 'All over the world, investors are taking
nancial and insurance Industry Street's largest players have been
investing in the new Bermuda

What's more, cat risks would be
one more way for investors to di-

risks. VWhat we have to do is find risks over-

experts say versify their portfolios

That convergence already IS reinsurance facilities Much of that same appeal

under way, according to a group seas the investors will take,' says Edward
of insurance and finance Industry other things, his company is look-
executives who addressed mem- ing to become involved in the
bers of the Vermont Captive In- market for country-risk swaps,
surance Assn at the association's finding ways to transfer such ex-
annual meeting earlier this month posures as political risk in emerg-
ing market countries

Mr Bowers noted that, among would exist for captives acting as

investors, according to Mr Mur-

Bowers of Marsh & McLennan. Phy
Investors have changed their
perceptions of the insurance in-
Among them are products such cial products offer seem to fit not dustry in recent years, said James
as combined risk insurance, which only the policyholders' needs and A Rowan Jr , a principal at Legg
"All over the world, investors can reduce insurance costs by objectives but those of the invest- Mason Wood Walker Inc in Balti-

in Burlington, Vt
AnNd the risk-financing tools
being developed can be tapped di- are taking risks," according to Mr making payment contingent on a ment community as well

"The need to finance cat risks

rmore

rectly by existing captive insur- Bowers combmation of a financial trigger Where once insurance was per-

ance companies "What we have to do is find with an event, such as the double- and objectives of the capital mar- ceived as a conservative, pre-
"They don't have to be up- risks overseas the investors will hit of earthquake losses coming at kets are extremely complemen- dictable, safe and overcapitalized
streamed to the parent company,” take,"” he said a time when interest rates drop, or tary," said Brian S Murphy, pres- industry, today's investors are
said Edward Bowers, president of "If you have exposures in East- weather swaps, a similar f-nancial ident and chief executive officer more likely to see it as innovative,
Marsh & MclLennan Financial ern Europe, Latin America, the tool that can help a company of Marsh & McLennan Risk Prod- "but similarly more volatile and
Markets Inc 111 Philadelphia Far East, you can go to the capital guard against the negative effects ucts m New York
M&M wilLl be working with markets and find people who are weather might have on cash flows

clients to find risk financing and happy to let you lay off part of or income

dangerous, undercapitalized with
"There's a growing interest in unknown risks and proactive,

specialized investment funds that rather than a formerly reactive in-

AIG has been involved in set- would focus exclusively on catas- dustry,” Mr Rowan said

ance credit markets, country risk ers ting up "at least half a dozen" in- trophic risk,"

"There's an awful lot of money tegrated risk management pro- Murphy

transfer arrangements in insur- that risk," according to Mr Bow-

according to Mr Investors have some fears of the
swaps, which are customized fee- industry, he said, Including fears
based arrangements under which floating around the world today grams so far this year and has at Such funds would be similar to of faulty reinsurance, rate inade-
least six others under way, Mr existing mutual funds active in quacy, "games with loss reserves"
John "Casey" H Roach Jr, se- Roach said the equity markets, he said and management that isn't up to
To investors, the appeal of in- new challenges

trigger, integrated risk manage- Global Risk, a division of Ameri- those that have included a finan- vesting in catastiophe risks in- Investors also are wary of "fool-
ment programs, and risk secuntl- can International Group Inc in cial component have gone all the cludes an attractive potential re- ish boldness" in the insurance in-
zation New York, noted that the market way to the customer company's turn similar to that of a B-rated dustry, Mr Rowan said

bond, Mr Murphy said, and the
"The issue is the boards and the fact that cat risk investments being bold and not knowing what

many ways already begun,” Mr neering," a process he defined as people running the companies would represent "zero beta" as- you're doing "

Study

Contznued from page 2

exposures such as political risk looking for a home," he said

are traded based on some under-

lying value and with a defined nior managing director at AIG He noted, however, that most of

"The convergence of the capital already has several insurance-re- board for approval
, and insurance markets has in lated products of "financial engi-

"You don't get any points for

ments reflecting an adverse sce- diversification, Mr Yonkunas what is appropriate use of the In-

Internet

nario and explanations of any as- said ternet,” Mr Lane said

sumptions In terms of capitahzation, Mr Captive insurers also might

"The state's going to focus on George emphasized that captive Continued from page 17 benefit by limiting some employ-
captive's name, the names, ad- the adverse scenario because parents recognize the maximum appropriate precautions ees' Internet access, and captives
dresses and phone numbers of the they're looking at the solvency of they can undertake "Know what Among them, captive officials also should prepare a handbook
individuals responsible for the the company What iff'"" said your limits are," he said "Know should make sure they have a on employees' computer use, he
study, and the date of the study Damel E George, a senior account what you can afford " good education program for em- said

A feasibility study should not be ployees who might be going on-
clear its background and scope, Management Inc in Montpelier, limited to quantitative analysis line

clearly identifying the captive's Vit "Your employees or your in- tial for liability out there for a
parent or members, why the study Other possible components of a sis can bring to light issues that sureds' employees need to have at company that doesn't keep a han-
was undertaken, the logist:ics of feasibility study could be details are not brought out by an actuari- least some amount of training dle on how these things are being

al study about their use of computers, used," he said

The study also should make executive with Vermont Insurance "Absent these kinds of mea-

sules, there is at least some poten-
alone, however Qualitative analy-

For example, Mr Yonkunas said
he has worked with captives that
gave their parent company a fi-

'It's very useful for these reports to have

nancial benefit by providing

Vermont gets 20 closer
to lofty captive goal

- one, two or three pages that lay out exact-

cheaper coverage capacity
through direct access to the rein-

siu’'ance market

ly what these findings are,’ says Milliman &
The captive might also offer the

Robertson Inc.'s Joel S. Chansky.

parent certain benefits through

the ability to insure third-party because we always have to com-

Domicile seeks

pete," the governor said
At the same time, though,

risks For corporations with dedi-
cated suppliers, "there might be
the planned insurance program, of any fronting arrangements, rat- an opportunity to lock these sup-

Bermuda level

Gov Dean said that he belleves

that beyond the premium tax

the source and nature of the cap- ing and underwriting procedures, phers in by providing reinsurance
tive's funding, ItS sales and mar- dividend or profit distnbution or third-party insurance,"” Mr
keting plan and its limitations plans, capitalization and reinsur- Yonkunas said

It also should offer a summary ance, both assumed into the cap- Or a cap:ive might offer its par-
of recommended rates and preml- tive or ceded ent a way to meet financial re-
um levels, adequacy of reserves In examlmng a prospective cap- sponsibility requirements, as in
and capitalization, the minimum tive from an actuarial perspective, the case of a landfill owner
number of participants recom- the questions of the captive's As an actuary, "We can't Judge
mended and both expected and structure and its operation feed these 1SSUeS," according to Mr
adverse pro forma financial state- into the issue of the costs associat- Yonkunas "The owner can more

BURLINGTON, Vt -Adding
20 new captives to Vermont's
roster so far this year pleases
Gov Howard Dean, but he'll
admit to loftier goals

"We have a ways to go before
we catch Bermuda but that's
the next step,"” the governor
said while attending the Ver-

ments ' It's very useful for these ed with it, Mr Yonkunas said For than we can We help guide them mont Captive Insurance Assn's

reports to have one, two or three example, requirements of the pro- through it "

pages that lay out exactly what posed domicile and whether the In preparing a feasibility study,
these findings are,"” Mr Chansky captive will be writing reinsur- choosing the right actuary "is ev-
said "A lot of times we'll turn to ance or direct insurance help erything,”" Mr George said
this first if we're receiving one of shape cost assumptions

these "

Prospective captive parents
"Typically offshore domiciles should be careful to choose an ac-

Any examination of the cap- are more expensive than onshore," tuary with a knowledge of the pro-
tive's proiected losses should in- he said "Different dorniciles have posed domicile's requirements,
clude calculations under both an different levels of fees and you with expertise in the parent's 111-
expected and an adverse scenario, sort of have to gauge that "
Mr Chansky said "A lot of the Getting a manager involved
feasibility studies that come in sider the value of claims, operat- early in the process can help, he
don't have a so-called adverse sce- ing expenses-management costs, said, because the manager will
nario,”" he said "It iS part of the legal expenses, audit costs, actuar- know the actuaries, know the
(Vermont) guidelines " ial fees and prenuum taxes-and domicile's requirements, will be

Pro forma financial statements capital required to keep the pro- able to recommend other service
should cover five years, Including gram solvent The latter must lili providers and will be able to coor-
income statements, balance sheets clude consideration of any reten- dinate the application and licens-
and cash flow statements, state- tion, loss exposure and risk ing process

dustry
Overall cost estimates must con-

annual conference in Burling-
ton, Vi, to speak to captive in-
dustry representatives gathered
there

At the same time, acknowl-
edging the presence of New
York Insurance officials at the
Vermont meeting seeking infor-
mation and advice on creating a
domicile in that state, Mr Dean
stressed that Vermont cannot
rest on its laurels as the dorm-
cile of choice in the Umted
States

"We always have to be com-
petitive We lowered our tax
rate twice in the past four years

rate, most captive parents are
interested in a competrive-
though not lax-regulatory en-
vironment, something Vermont
has demonstrated ItS abihty to
offer

"That's really what we sell,
reasonable regulation and qual-
ity of hfe,"”

Dean

according to Mr

This year's Vermont Captive
Insurance Assn conference, the
group's 11th annual gathering,
set another record for atten-
dance, drawing approximately
800 registrants and more than
50 exhibitors to the meeting,
which was Aug 11-14 in
Burlington

The association's 1997 confer-
ence is scheduled for Aug 2-6 in
Burlington

For more information on next

year's conference, call the VCIA
at 802-253-2263

-By Rodd Zot/cos
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- per man per day for security ser- - and prioritizing, managing and asked to select all the methods they
AI g e rl a vice at oil installations and pro- R I S k monitoring risks-are not being used, from nine choices

vide room and board, say execu- implemented in many companies The option of established risk
Continued from prev:ous page tives from US, Canadian and Eu- Continued from previous page "For those organizations, and management systems was selected
But all news concerning secu-  fopean oil companies Officers management policies, compared their shareholders and customers, by 44% of listed, publle companies,
rity in Algeria that originates cost about 50% to 100% more with 48% of listed and 49% of un- this could be devastating They 38% of public, unlisted companies,
from the Algenan media or the in- However, these executives say hsted pubhc companies must protect their assets through 16% of private companies, and

ternational media based in Alge- that foreign security personnel Pubhc companies in Australia implementation of a structured 77% of statutory authorities
rla is subject to government ap- have proved more effective than take two forms those listed on the risk management program,” Mr Among all companies, slightly
proval before publication Hence the Algerian army in providing stock exchange and traded, and Crews said more than half-55%-reported
political analysts believe much of security those whose shares are not pubhcl> Directors rated customer satis- risk management issues to the
Killings and kidnappings of traded but allow pubhc invest- faction, human resource manage- board on an ad hoc basis Some
both Algenan and foreign 011 ment ment and information technology only reported to the board 'when

technicians at isolated 011 instal- By contrast, only 22% of prwate as their top three risks, but Mr something goes wrong," including

The lack of aftacks on lations in the desert have been companies had formal risk man- Crews questioned the wisdom of 10% of companies with more than

oil installations is entirely continuing for nearly two years agement policies Private compa- their selection $ 1 billion Australian in revenues
Oil executives say neither the gov- nies in Australia have limited 'Legal compliance should be a Mr Crews said the common Aus-
due to the controllers of . . .. . . . " . " . "
ernment nor the companies want shareholdings and cannot be top priority for every organization, tralian "Don't worry" attitude "is
the armed groups, says to publicize these incidents, ac- traded, nor can their shares be of- plis fraud, and business interrup- not enough when it comes to some-
. cording to Mr Stone fered to the public tion," he said thing going wrong Inadequate risk
Martin Stone. Mr Stone said he believes the " ; B i
! rev These are frightening stat.stics, Of those surveyed, 65% rated management has seen many a com-
situation in Algeria will deterio- and indicate that risk awareness is customer satisfaction among their pany fail "
rate and the violence will con- at an alarming low in many major top three risks Fraud rated only Mr Crews said he planned to
the violence goes unreported "All tinue, as no realistic solution to compames Only 37% of company 3%, treasury risks, 11%, and envi- contact the Austialian Institute of
the real news comes from ru- the political problem in the coun- directors see risk management as ronmental risks, 11% Company Directors to see whether
mors,"” Mr Stone said try has been proposed part of the b asiness planning pro- However, in the agncultural and ARIMA could assist in implement-

Publicly, the government and The fact that there have been no cess, and few are gettmg informa- mining sector alone, environmental ing an education piogram for com-

foreign 011 companies investing m malor terrorist attacks on 011 in- tion from their risk manager," said risks were m the top three for 42% pany directors
the country have claimed they stallations, and hence no malor Mr Crews of ARIMA of directors "There's an education process

have escaped much of the vio- terrorist insurance claims, is en- Asked to rate their sources of Business interruption also rated needed for Australian directors,"
lence But few of the foreign com- tirely due to the controllers of the risk management information, highest among directors of agricul- he said "Good risk management
panies have any expatriate per- armed groups, Mr Stone says most directors selected the chief tural and mimng companies, with programs not only save companies

sonnel left in the country and These are not just Islamic funda- executive officer, 59%, senior man- 39% placing it in their top three from the serious ramifications of
have moved logistical headquar- mentallst groups Most polltical agement, 43%, and the finance di- Many directors responded that disasters, they can reduce day-to-
ters of their Algerian operations analysts allege that Algeria's own rector, 37% they use 1ntultion to manage risks day business costs

to the south of France or to their security forces-especially the The least-mentioned sources of Asked to assess whether their ap- Most companies buy insurance,
head offices in Europe oi m North military intelligence that has al- information were the risk manager proach to each of 10 nsks was m- but that's not the sole answer Risk
America ways controlled the country's ex- 6%, and the compliance manager tuitive, structured, or structured management is an all-encompass-
The foreign companies use local port industries like 011-control 8% The survey did not survey and documented, many directors ing approach that ensures all a
security staff hired from civilians many of the armed groups, which companies on whether thep employ did not answer the question In company's risks are properly man-
and the Algerian army, as well as in turn select their targets, Mr a risk manager smaller companies, with sales reve- aged," Mr Crews said
foreign security personnel to Stone added But Mr Crews said the statistics nue of less than $500,000 Austra- The survey asked if Australian
guard their sites, mostly in the "We know that if the armed perhaps indicate that relativelh han ($3 89,150), intuition rated directors needed a business Judg-
desert areas According to 011 in- groups wanted to shoot down 011 few orgamzations employ desig- highly ment law to protect them from ac-
dustry sources, these security industry planes or attack 011 and nated risk managers Risk manag- The tools directors used most of- tion over "honest business mis-
teams work 12-hour shifts and gas pipelines, they could But ers tend to be employed by larger ten to assist them in managing risk takes," and 85% agreed Such laws
consist usually of about 10 to 12 those who control them do not companies in Australia, he said were a procedures manual, 64%, allow company directors to use
men The foreign oil companies want to lose their income Every- "Obviously risk management training programs, 62%, and exter- honesty as a defense against court
pay the Algerian army about $70 body knows that,” he said principles-identifying analyzing nal audits, 50% Directors were actions brought by shareholders
and customers

= = Mr Crews said he as concerned
womes ro momtrs Winterthur protests S&P rating ..o e
The Town of Hemptead requests pro- answer the survey "Did they not

posals and premium quotations from LONDON-Winterthur Swiss In- cus on return on equity S&P had wntten off, Winterthur has been reply because of tirne constraints,

camers licensed m New York State for surance Co objects to the critena glven similar reasons for downgrad- able to reinforce its profitability or because they didn't know what

real and perional property insurance that U S credit ratmg agency Stan- mg Zurich to AA+ from AAA substantially through these acquisi- risk management is?" he ques-

for the Town of Hempstead. Nassau dard & Poor's Corp used m re- Wmterthur said it did "not quite lions," the insurer said in a state- tioned

County. New York tor the period of cently downgrading the insurer's agree" with the enterla S&P used ment .

November 1, 1996 through November claims-paying ability rating to assess the adequacy of its capital, The insurer also belleves that Copies of the survey are available
Winterthur's rating was revised saylng the rating agency did not S&P's requirements for capital nec- for about $27 (about $20 for mem-

Aug 8, one week after another ma- sufficiently consider its underwnt- essary to achieve its top AAA rating ben) from the Australian Institute

1, 2001 The specifications and pro-
posal format may be obtained by call-
ing the Town at 516-489-5000, Ext

3277 Proposals must be received by lor Swiss insurance group, Zurich ing portfolio composition greatly exceed capital requirements of Company Dtrectors, Company
445 pm , September 18, 1996 Insurance Group, also was down- "Thanks to our restrictiKe under- set by the European Union, 4 which Dzrector House. 3rd Floor 71 York
' ' graded writing pollcy and our traditiona]Ey Winterthur has always more than St, Sydney, New South Wales

Dated Hempstead, New York

S&P downgraded Winterthur's strong position in mass busmess, fulfilled " Austraha 2000 011-61-2-9299-
August 9,1996

claims-paying ability rating to our portfollo is hardly susceptible Furthermore, Winterthur said it 8788 far 011-61-2-9299-1006
GREGORY P PETERSON AA-from AAA based on its assess- to fluctuations Furthermore, Win- substantially strengthened its insur-

Supervisor ment that the group's capital ade- terthur has acquired a number of ance reserves in 1995, putting the

GEOR‘GI‘E J TRIAS quacy is msufficient to maintam profitable companies worldwide insurer on a sound foobng for 1996 ADV ERTISE R
Commissioner the higher rating after two years of over the last few years Although Last month, Wmterthur had said
Department ofGeneral Services acquisition-led growth, together the reported shareholders' equity it was combining all its Swiss busi-
DANIEL M FISHER, JR with higher financial and invest- decreased as a result of the good ness units, with the exception of I N D E X
Town Clerk ment leverage and an mereasing fo- will which is belng continuously multinational industnal business,

under a single management begin-
ning Jan 1,1997 This reorgamza-
tION IS mtended to help it to adapt
.ts market approach and distnbu-
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ALEC delays talks on comp reforms

By MICHAEL BRADFORD

Controversial workers compensa-
tion reform proposals are having a
hard time getting a hearing before
the American Legislative Exchange
Council, a group of state legislators
and private businesses that develop
model legislation for state lawmak-

Most of the resolutions drafted by
a task force first set up to counsel
Speaker of the House Newt Gingrich,
R-Ga., have been tabled repeatedly
by ALEC in the face of strong resis-
tance from insurers, lawmakers and
some businesses (Bl, March 18).

ALEC convened a meeting earlier
this month in Newport, R.l., with the
workers comp issues on its agenda
but delayed discussion until at least
December on four proposals calling

for alternatives to workers comp. 24-
hour coverage, establishing tax-ex-
empt employee- and employer-fund-
ed medical savings accounts to pay
workers comp claims, employer-di-
rected care and letting employers opt
out of workers comp systems.

ALEC, a Washington-based bipar-
tisan group of 3,000 state legislators
and representatives of about 350 pri-
vate companies, develops model leg-
islation on a variety of issues and was
presented with six workers comp res-
olutions developed by the Gingrich
task force and promoted by its chair-
man, Richard M. Scrushy, chairman
and chief executive officer of Health-
South Corp. in Birmingham, Ala.

At the Rhode Island meeting this
month, ALEC did pass the other two
resolutions, outlined in a document
titled "The Need for Alternative Op-

tions in Workers' Compensation,”
but their impact on state workers
comp systems isn't likely to have far-
reaching effects.

One resolution urges lawmakers to
strengthen laws making workers
comp the exclusive remedy for work-
related accidents, and another is a
tort reform measure that emphasizes
the importance of state legislation to
hold accountable any parties who
bring frivolous workers comp-relat-
ed suits.

ALEC also passed a separate reso-
lution strengthening the definition of
independent contractors in the work-
place, which was not one of the six
proposals from the task force.

ALEC's board of directors has 30
days after the adoption of the pro-
posals and the resolution to approve
their passage. If they fail to act, the

Proposed model act would give states
more power to reform common law

By GAVIN SOUTER

PHOENIX-Adoption of a new
model act clarifying states' right
to reform common law might help
state lawmakers win back ground
lost to courts in determining tort
law, according to a leading tort
lawyer.

By implementing the act, the
power to determine public policy

and enact tort reforms will be re-

turned to legislatures, where it be-

In the past 13 years, 40

court decisions have
held state tort reform

unconstitutional, says

Victor Schwart=.

longs, he says.

The model act will help avoid
situations such as a case in Ari-
zona where the state Supreme
Court overturned state law and
public policy on employment law,
added an Arizona attorney who
helped draft the act.

However, the model act is un-
likely to become state law, said
Richard Langerman, president of
the Arizona Trial Lawyers Assn.
Enactment would require a consti-
tutional amendment, he said.

If the proposed Adoption of
Common Law Act is taken up by
state governments, it will help the
legislatures stave off encroach-
ment of their lawmaking territory
regarding torts, according to Vic-
tor Schwartz, an attorney at law
firm Crowell & Moring in Wash-
ington.

"In the past 13 years, there have
been 40 court decisions holding
state tort reform unconstitutional.
...What they are doing is substi-
tuting their own view of public
policy for the public policy deter-
mined by the elected legislatures,”
he said.

Earlier this month, the proposed
model act was approved by a civil
justice task force of the American
Legislative Exchange Council in
Washington. Mr. Schwartz is co-
chairman of the task force.

The model act is expected to be
approved by the ALEC board of
directors within 30 days.

The ALEC model act was draft-
ed by John Greene, president of
the Arizona Senate, and Alexis
Stanton, policy and legal adviser
to the Arizona Senate majority
leader. A bill proposing adoption

of the act is due to go before the
Arizona Legislature in the next

session.

The model act reinforces exist-
ing legislation, which has largely
been ignored by courts, where

states adopted existing common
law on condition that the law

could be amended at a later date
by state legislatures, Ms. Stanton
said.

"Most states, shortly after they
were granted statehood, adopted

the Common Law of England and
the colonial or territorial laws at

the time until the statutes were
modified or repealed,” she said.

According to the model act, the
purpose of allowing the common
law to stand "was to permit the
courts to continue to apply the
common law that was in existence
at the time of statehood and devel-
op it in the interest of the public
policy of the state unless it was
abrogated or altered by the legis-
lature.™

However, Ms. Stanton said, in
many cases courts have ignored
the right of state legislatures to
abrogate common law and have
held tort reforms unconstitutional.

For example, the Arizona
Supreme Court several years ago
overturned legislation enacted by
the Legislature that limited the
damages that could be imposed on
an employer for wrongful dis-
missal.

In Wagensetter vs. Scottsdale
Memoriat Hospital, the Arizona
Supreme Court held that it had in-
dependent authority to determine
what actions of the employer vio-
lated the pubic policy of the state,
Ms. Stanton said.

The court established a cause of
action on wrongful termination in
order to award punitive damages
to the former employee, she said.

"Historically and logically, it
has to be the Legislature that tells
the court what public policy
should be," Ms. Stanton said.

In fact, the court ruled as it did
even though Arizona law does not
permit courts to create new causes
of action or modify existing causes
of action under common law, she
said.

The proposed legislation will not
make it into force in Arizona even
if it is passed by the Arizona Leg-
islature, said Mr. Langerman.

"The Legislature does not have
the power to tell the Supreme
Court what it can and cannot do,"
he said.

And the Arizona Constitution
prevents the Legislature from ab-
rogating the right to sue for dam-

ages in personal injury cases or to
limit the size of damage awards,
Mr. Langerman said.

Also, under:he state's constitu-
tion the courts were granted the
power to determine common law,
and any change in that law would
require a constitutional amend-
ment, he said.

"And the people of Arizona
would not vote for that,” Mr.
Langerman said.

The courts are the proper and
neutral ground to resolve legal
disputes, he asserted.

"There are two reasons why you
have a judicial branch of govern-
ment-to resolve private disputes
in a neutral forum and to deter-
mine certain public policy issues
iNn a neutral forum. It is the
monied interests that don't want it

all in a neutral forum.” Ell
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proposals are approved automatical-
ly, meaning they will be discussed
further and could be developed into
model legislation.

The board also can ask for further
review.

Some ALEC members are becom-
ing frustrated by the pace at which
the reforms are moving.

"There's quite a bit of frustration,”
said Greg Smith, director of the
ALEC task force reviewing the pro-
posals. While a subcommittee on
workers compensation has been
meeting weekly to discuss the pro-
posals, many other members aren't
involved, he said.

"We're looking at doing a white
paper that will outline the pros and
cons" of the four remaining propos-
als, he said. "That would at least get
it out there for discussion.”

"It's really unfortunate that we
can't take a look at the options that
might be better for employees and
employers," said Steve Bent, execu-
tive director of the Texas Asm of Re-
sponsible
TXANS.

1VIr. Bent said he joined ALEC to

contribute to the discussion on work-

Nonsubscribers, or

ers comp issues, particularly with re-
gard to allowing employers to opt out
of state systems.

Texas is the only state that realisti-

cally allows employers the opt-out
choice.

The alternative is available in New

Jensey but is so stringent and com-

plex that no employer has taken ad-
vantage of it.

Mr. Bent is encouraged that dis-
cussions are continuing within
ALEC but admits "it's going to be a
tough battle."

"A big mistake was mentioning
'opt out' as an alternative" without
stressing that some alternative has to
be in place to provide benefits and
protect employees and employers, he
said.

Progress on the reforms has slowed
partly because workers compensa-
tion insurers continue to urge ALEC
to study the proposals more before
adopting them.

The American Insurance Assn. re-
sponded to the proposals in a July
letter to Rep. Gary Daniels, R-N.H.,
chairman of the ALEC task force, in
which the association said the docu-
ment on alternative coverage options
"has serious flaws that would under-
cut the considerable progress reining
in rampant workers compensation
costs while preserving a strong pro-
gram of assistance for workers in-
jured on the job. We therefore re-
spectfully request that ALEC refrain
from action on this proposal.”

Resistance comes from lawmakers
as well.

"All the proposals should be con-
sidered but not developed into model
legislation" without a lot of further
study, said Rep. Terry R. Parke, R-
1., a member of the executive com-
mittee of the ALEC task force. EIl

MARINE INSURANCE
PROBLEMS?

No Prohibited Class Of Business
All Classes Of Marine Insurance Available

- Over 40 years of experience
+ A & A+ rated companies
- $25,000,000 in-house capacity

for liability [AAMGAL

GaM G&M

SaNM GEM

600 Maritime Bldg. - New Orleans, La. 70130
Phone (504) 588-9044 - Fax (504) 588-9397

CM Marne

GaM GaM

A SERVICE OFFICE FOR AGENTS AND BROKERS

Reinsurance Intermediary

INDEPENDENCE

INTEGRITY

SERVICE

CONSISTENT PHILOSOPHY & PERFORMANCE

Atlanta

Bermuda

SINCE 1977

Chicago

London

Stamford



26/ Business Insurance, August 26, 1996

P ens i ons paid employees by more than two contributions are returned? the hig'heSt dollar a"’nount for the compensation, only $1 50,000
percentage points year This takes effect in 1997 would be considered in determin-
To be sure this difference is not Currently, corrections are made "This remedies a situation in ing pension benefits and contribu-
Continued from page 1 exceeded, employers must con- by returning excess contributions which the lower end of highly tions

the 401 (k) plan stantly monitor employees’ salary to employees, beginning with compensated employees got hit While the elimination of this
This provision will go into effect deferrals those who have deferred tne high- the most," said Frank Rogue, a rule will primarily benefit small-
in 1999 But the law adds a new wrinkle est percentage consultant with Hewitt Associates er, family-owned companies, it
For most employers, the cost of to non-discrimination testing That method favors the privi- LLC also will help top corporate offi-
beefing up their matching contri- Employers, if they choose, can leged few the most highly paid of cers at large corporations who
butions-typically employers compare salary deferrals of lower- the highly compensated employ- How does the new law affect the have family members working at

match 50% of employees' defer- paid employees in the prior year ees That is because contributions family aggregation rule? the same organization

rals, up to the first 6% of compen- with current-year salary deferrals of that elite group-as a percent-
sation-will be significantly of highly compensated employees age of pay-are likely to be lower The family aggregation rule will How does the new law modify

greater than the cost reductions of Through this procedure, em- be eliminated, effective in 1997 plan non-discrimination testing
not having to run the non-dis- ployers will know at the start of This rule affects employees who for new and young employees?
crimination test the year how much highly com- .Some employers will own at least 5% of a company's _ ) )
"I don't see a groundswell of m- pensated employees can defer to stock or are among its 10 highest- The law, effective in 1999, will
terest" in the safe harbors, said the 401 (k) plan use the safe harbors. paid employees and have a family allow employers to exclude defer-
Buck's Mr Rumack “The testing process gets a lot There is no doubt about member, such as a spouse, who rals of employees under age 21
Still, employers whose formulas simpler There IS no need for con- works at the same company and those with less than a year of
for matching employees' salary stant testing and monitoring,” Mr that,' says Fred Rumack Under this rule, compensation of service when running the basic
deferrals are near the safe harbor Rumack said of Buck Consultants. family members working for the non-discrimination test
standard may bump up their con- The new testing technique goes same company is aggregated when This change should encourage
tributions into effect in 1997 That means determining pension benefits and more employers to extend 401 (k)
"Some employers will use the employers will be able to use 1996 contributions-even if only one of plans to new and young employ-
safe harbors There IS no doubt salary deferrals of lower-paid em- than the percentage contributions the individuals is in the 5% share- ees
about that,” Mr Rumack said ployees as a testing base during of lower-paid highly compensated holder category or is one of the 10 That is because those employees
the first year that this provision is employees, even if the dollar con- highest-paid employees are less likely to make contribu-
The law offers a new, optional in effect tributions are greater Take the situation of a family tions to 401 (k) plans than other
way of running the non-discrimi- Take the case of an employee where the husband earns $150,000 workers Because young and new

nation test. How will this work? After running the 401(k) plan earning $67,000 who contributes and is one of the 10 highest-paid employees tend to be lower-paid,
non-discrimination test, employ- $5,000, which is 7 5% of pay That employees and the wife earns their minimal participation in the
Under current rules, employers ers sometimes find that highly contribution would be reduced $50,000 Under tax law, only the plans can bring down average de-
have to compare current-year compensated employees deferred before that of an employee earn- first $150,000 of an employee's ferrals of the entire group of
salary deferrals of lower-paid em- more than the law allows. To pre- ing $150,000 who contributes compensation can be considered lower-paid workers And that, in
ployees with those of highly com- vent the 401 (k) plan from being $9,000, which 15 6% of pay The in calculating pension benefits turn, under non-discrimination
pensated employees Generally, , disqualified, "excess" contribu- new law changes that inequity by and contributions testing rules, lowers deferrals that
average salary deferrals of highly tions must be returned to highly requiring excess contributions to Because of the family aggrega- can be made by highly compen-
paid employees cannot exceed the compensated employees. How be distributed first to those non- tion rule, even though the hus- sated employees
average salary deferrals of lower- does the law change the way those highly compensated who deferred band and wife had $200,000 in See Pensions on page 27
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Continued*omprevious page
How does the law simplify the defini-
tion of highly compensated employees
for non-discrimination testing?

The law scraps the numerous cur-
rent definitions of highly compensat-
ed employees. Instead, highly com-
pensated employees generally will be
considered those who earned at least
5% of company stock in the current or
preceding year or employees earning
more than $80,000 during the preced-
ing year, up from the current $66,000
threshold. This provision takes effect
in 1997. However, 1996 compensation
would determjne who is a highly com-
pensated employee, using the $80,000
threshold.

This change is a boon to upper mid-
dle-class employees-those earning
$66,000 to $80,000, said Henry
Saveth, a principal with A. Foster
Higgins & Co. Inc. in New York. They
now will be able to make maximum
contributions to 401(k) plans, for ex-
ample, since they will be considered
non-highly compensated.

How does the new law help tax-ex-
empt employers?

Tax-exempt employers, such as
hospitals and trade associations,
again will be allowed to offer 401(k)
plans to their employees. In 1986,
Congress took away the right of tax-
exempt organizations to set up 401(k)
plans, though it allowed groups to
continue already-established plans.

"All of a sudden, 401(k) plans are
opening up to the world of tax-ex-
empt employers. This is something we
have gotten a lot of inquiries on," said
Foster Higgins' Mr. Saveth.

The provision goes into effect next
year. It does not, though, apply to
state and local governments.

How does the new law affect the min-

imum participation rule for pension
plans?

The new law, effective in 1997, ends
the minimum participation rule for
defined contribution plans. It remains
in place for defined benefit plans.

Under this rule, a corporate pension
plan-to obtain tax-favored status-
must cover at least 50 employees or
40% of all employees, whichever is
less. This rule has caused problems
when companies buy srnaller firms
that have their own pension plans
with different benefit formulas. It can
force a company to merge acquired
units' pension plans into their own.

How does the definition of employee
compensation--for determining max-
imum pension benefits and contribu-
tions-change under the law?

Under current law, the maximum
annual contribution toward an em-
ployee's pension cannot exceed 25%
of compensation, or $30,000, which-
ever is less. However, employees' pre-
tax contributions, such as contribu-
tions to flexible spending accounts
and 401(k) plans, are deducted from
their compensation. This has the ef-
feet of reducing contributions that
employees--especially second-wage
earners -can make to pension plans.

Take the case of an employee earn-
ing $30,000. Assume the employee
makes a $5,000 contdbution to a de-
pendent care FSA and a $1,000 con-
tribution to a medical care FSA. The
employee then wants to make a
$5,000 deferral to a 401(k) plan.

But, because these pretax contribu-
tions are deducted from what is con-
sidered employee compensation, the
maximum 401(k) deferral would be
limited to $4,750, which is 25% of the
$19,000 that would be considered em-
ployee compensation.

Under the new law, though, pretax
contributions will be included in com-
pensation for determining maximum
pension contributions. As a result, in

Tax law impact on captives
not as onerous as feared

WASHINGTON-While the Small Business Job Protection Act of 1996 takes
a whack at tax-exempt organizations that are shareholders of offshore captive
insurers, the impact isn't as great as some apparently think it is.

The law requires certain tax-exempt shareholders of captives that are con-
trolled foreign corporations to treat their captives' earnings as taxable unrelated
business (BI, Aug. 5). But-as a result of behind the scenes lobbying-the law
excludes tax-exempt hospitals and universities from the new tax bite.

But some tax and insurance experts-for reasons not entirely clear-have in-
terpreted the exemption more nasrowly to cover only universities and universi-

ty-related hospitals.

This interpretation is incorrect, says Tom Jones, a partner at McDermott, Will
& Emery in Chicago. Mr. Jones notes that the conference report accompanying
the legislation clearly states that tax-exempt universities and hospitals both are

covered by the exemption.

Meanwhile, the new law makes clear that insurance pools owned and operat-
ed by tax-exempt charitable non-profit organizations are exempt from federal
taxes. The law sets numerous requirements for risk pools to quali:6, for favorable
tax treatment. Under those requirements, risk pools must:

* Be organized as a non-profit organization under state law authorizing risk

pooling for charitable organizations.
* Be exempt from state income tax.

 Obtain at least $1 million in startup capital from non-member charitable or-

ganizations.

At the moment, the only pool that apparently will qualify for this provision is

the Nonprofits' Insurance Alliance of California, organized in 1989 under a spe-
cial California law and with the help of $1.3 million in contributions for startup
capital from a consortium of foundations.

The NIAC turned to Congress for help after failing to win tax-exempt status
from the Internal Revenue Service and the courts. It had argued that it qualified
for tax-exempt status under a pmvision in the 1986 tax law.

Legislation to clarity the 1986 law was introduced by Rep. Pete Stark, D-
Calif., and later by Rep. Bill Thomas, R-Calif., who got it attached to the House
version of the small business tax bill. The provision survived as House and Sen-
ate negotiators assembled a compromise bill.

The provision will save the NIAC roughly $500,000 in taxes next year, said
NIAC President and founder Pamela Davis. The Santa Cruz, Calif.-based NIAC
now has about 1,500 members, including homes for unwed mothers and group
homes for troubled teen-agers. The NIAC provides a broad range of liability cov-
erages with limits of up to $10 million, though most policyholders opt for $1 mil-
lion of coverage.

While the NIAC at the moment is the only pool that will meet the criteria laid
down by the new law, others could follow.

Because of the law's specific requirements, "There now is a mark for pools to
shoot for," Ms. Davis said.

-By Jerry Geisel

the above example, the employee
would be able to defer $5,000 into the
401(k) plan. The new definition of
compensation kicks in in 1998.

What happens to Section 457 plan as-

sets?

The law requires assets held by Sec-
tion 457 plans-deferred compensa-
tion plans offered by state and local
governments-to be held in trust
where they are beyond the reach of
creditors. Section 457 plans estab-
lished after this year must comply
with this new requirement immedi-
ately, while existing plans will have to
comply beginning in 1999.

What happens to the excise tax im-
posed on employers that are found to
engage in a transaction prohibited
under the Employee Retirement In-
come Security Act?

Effective last week, the excise tax

on prohibited transactions was raised
to 10% from 5%.

How does the new law affect the 15%

excise tax on jumbo distributions-
annual benefits of at least $155,000

and lump-sum distdbutions of at least
$750,000?

The 15% tax will be eliminated

from 1997 through 1999 and resume

in the year 2000.

How does the law affect tlie mle re-
qililing older employees to receire at
least a minimum distribution trom
their pension plans bj April 1 01 the
calendar year after the year in which
they reach age 70'h?

The minimum distribuzion rule will
be repealed-except for employees
who own at least 5 % of a company's
stock-beginning next year The min-
imum distribution nile was seen as an
administrative burden on employers.
It also annoyed employees who want-
ed the assets held by their pension
plans to continue to grow. Ell
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Summary of major property/casualty insurers' first.half 1996 results

Ranked by change in net income All amounts in thousands of dollars

Corporate Property/casualty operations
Percent Net Percent Pretax Percent Pretax Percent Percent
Net increase Consolidated Combined’ Combined’ premiums increase underwriting increase investment increase Policyholders increase
Rank income (decline) revenues ratio ratio written (decrease) income (loss) (decline) Income (decrease) surplus (decrease)
1996 1996 1995-1996 1996 1996 1995 1996 1995-1996 1996 1995-1996 1996 1995-1996 1996 1995-1996
1 Fremont General Corp. 39,013 46.1 304,596 96 7 100.9 259,204 (108) 8,287 409.2 57,889 21.6 351,175 21.3
2 Berkshire Hathaway Group 289,100 37.1 2,252,500 96.0 104.6 2,179,900 226.2 77,900 516.6 318,900 224 N/A N/A
3 Old Republic Int'l 106,006 30.7 884,262 1007 103.3 426,6282 (2.3) (14,850)2 34 0 95,884' 17 1,364,557 38
4 USF&G Corp. 123,500 30 5 1,725,000 105.62 107 52 1,334,5002 76 (75,400) 159 217,700 (O 6) 1,400,000 48
5 CNA Financial Corp. 531,400 29 8 8,410,000 108.42 110.22 5,270,0002 3.3 (499,600)2 5 9 902,8002 (5 6) 5,840,000 81
6 SAFECO Corp 216,686 29 0 2,011,860 o094 102 9 1,144,886 a4 6,482 121 3 140,777 (3.3) 1,985,993 191
7 General Re/Cologne Re Group 461,100 16.1 4,016,100 1006 101.0 2,788,900 75 (15,300) 32.3 635,700 25.6 4,986,900 8.3
8 The St. Paul Cos. Inc. 268,874 15.8 2,859,812 105.3 101.9 2,012,537 0.1 (81,152) (97 3) 382,722 6.5 3,712,709 269
9 American International Group 1,395,586 15 7 13,601,072 96.9 97 3 6,491,831 78 185,877 12.2 823,040 8.6 N/A N/A
10 Argonaut Insurance Co 35,425 10.9 107,392 125.3 131.5 70,343 7.1 (8,555) (199 6) 39,623 (15.6) 625,219 6.7
11 Hartford Steam Boiler 30,400 24 277,400 951 912 225,900 136 9,800 (38 4) 15,900 13.6 320,200 1.0
12 Chubb Corp 325,700 (18)3,211,700 8.8 96.3 2,383,600 125 8,500 (82 9) 315,500 7 3 2,402,600 16.8
13 ITT Hartford Group Inc. 239,000 (2.4) 6,304,000 106.4 105 4 3,532,000 1 7 (253,000) (31 8) 405,000 7.1 3,730,000 5.7
14 CIGNA Corp. 469,000 (5.3) 9,376,000 103.0 1064 1.734,000 o= (51,000) 55.3 195,000 3.2 1,990,000 6.4
15 American States Financial 76,672 (6.8) 1,011,436 1087 108.4 824,854 (4.0) (68,635) 73 119,180 (04) 875,243 (5.6)
16 Sentry Insurance Cos.' 40,226 (14 .4) 796,923 1071 1047 628,230 7.3 (48,391) (46.0) 100,511 4.0 1,203,657 144
17 Ohio Casualty Corp. 18,381 (55.2) 724,050 115.52 106.92 617,2622 (4.7) (97.,896) (117 4) 86,966 (6.3) 908,223 26.8
18 TIG Holdings 2,700 (94.7) 913,000 106.9 107.0 787,000 “4.1) (49,000) (36 1) 143,000 83 947,000 4.2
19 Reliance Ins. Co. and subs. (25,189) (156.5) 1,491,682 1168 101 3 915,255 1.1 (150,837) (1,049.0) 126,328 36 1,116,624 7.0
20 Travelers/Aetna P/C Corp. (118,200) (167.9) 3,354,100 132.92 107.72 2,646,7002 455 (880,100)" (4344) 666,300 94.7 5,287,700 135.2
-Nationwide Mutual Ins. Co.? N/A N/A N/A 110.6 1079 4,031,179 3 4 (438,326) (34.0) 445,528 1.8 5,534,502 6.7
-Liberty Mutual Ins. Co: N/A N/A N/A 1143 112 7 2,591,682 (3.4) (374.,443) (5.0) 518,593 O 14,951,529 16.7
-Commercial Union Ins (U S )2 N/A N/A N/A 115.03 10893 914,100 3 4 (144,800) (65 9) 121,200 (1.4) 1,057,200 =2
-Kemper N/A N/A 1,974,445 1397 110.0 1,745,638 7.8 (673,886) (3194) 211,248 18 3 1,797,743 (4.3)
Cumulative 4,525,380 3.1 65,607,330 107.7 104.9 45,556,129 9.0 (3,628,325) (69.6) 6,985,289 10.0 51,388,774 170

'After dividends 'Statutory 'Before dividends N/A-Company lici not provide data

1, 1997, renewal season," said David hon from $635 billion This is an catastrophe losses for the first half, it has now set Kemper Re's reserves
Selfer, an analyst with Donaldson improvement from the 73% in- compared with $709 milhon for the "with a reasonable degree of accu-
Lufkin Jenrette Secuntles Corp In crease posted for the first quarter comparable penod a year ago, while racy,” which will be venfied in the
New York and the 52% increase reported for Ohio Casualty Corp reported $37 1 future with an outside study, said

"We beheve that the negative 1995 million in catastrophe losses, com- Mr White
trends m primary commercial casu- - Policyholder surplus for the 22 pared with $168 milhon in 1995's Conning's Mr Ransom noted that

"We see business pretty much as ally fundamentals cannot go on for- companies that report this data in- first half several other major insurers made
usual," agreed SAFECO's Mr Yon- ever, but the Industry certainly has creased 17% to $51 39 bilhon from Meanwhile, the humcane season reserve additions last year as well
ker "I don't think that the market accumulated sufficient capital in re- $43 92 bilhon This compares with a is upon the mdustry, said Ms Vogel (Bl, Nov 20, 1995) "l guess we're
has changed really that much from cent years to mamtain conditions 163% increase for the first quarter "The third quarter traditionally iS a Just looking at the companies that
a pncing standpomt " for a while longer " and a 22 7% increase for all of 1995 bad humcane quarter, and we're had exposure, but didn't really do
Gary Ransom, senior vp at Con- * Insurers reported a 107 7% only halfway through the season," anythmg matenal and they needed
anything that's happening currently ning & Co in Hartford, Conn, said, combined ratio for the first half vs she warned
that indicates we're going to see a "Competition is still pretty fierce a 104 9% combined ratio for the Results also reflect environmental Mr Ward said, "We have not
turn m the pncing cycle,"” he said and that's startmg to build up some comparable peinod a year ago This reserve mcreases by Kemper and heard the end of the unfavorable
This is "pretty much what we've pressures” that wlll eventually have compares with a 1055% combined Rehance Group Holdings Inc Kem- surprises," from asbestos and envi-
seen for the last several years now " to be reheved But, he added, It ratio for the first quarter and a per boosted ItS reserves for asbestos ronmental reserves, but "the worst

Other Insurer executives agree "could go on like this for a couple of 107 3% combined ratio for 1995 and environmental habilities by is behind us”
more of the same seems likely years " A division between the "haves" $550 milhon pretax, while Rehance

"l think the Industry as a whole "l think the mdustry would be ec- and the "have-nots" contmues to mcreased reserves by $134 milhon Standard & Poor's Corp in New
has reconciled itself to the fact that static if we could just get soft pne- exist Insofar as underwnting results on a pretax basis
you have to be able to compete in a ing back," and move away from the are concerned, said Michael Lewis, In addition, a spokeswoman for about insurers' general reserves and
soft market," said Judy Blades, vp current cutthroat competition, said first vp at Dean Witter Reynolds in ITI'/Hartford noted the Insurer iS m is "concerned about the fact that the
of commercial market segment oper- John L Ward, CEO of Cincinnati- New York The good companies re- the process of studymg its environ- true financial results, including ade-
ations at rIT Hartford Group Inc in based Ward Financial Group port good underwriting results, mental reserves, a process it expects quate reserving, may be a lot less at-
Hartford, Conn Among other findings from the while the others continue "to mud- to complete by the end of the year

"You're going to have continued survey of first-half results "We are heanng that the rating ported "
pressure on expenses and continued * Net premiums wntten for the try's return on equity remains mad- agencies are puttmg pressure on the "Pncing is very weak, and there-
pressure on bnng,ng value to the msurers surveyed mcreased 9% to equate, he said pnmary insurers to take care of fore we fear that companies are not
customer in order to dfferentiate $4556 bilhon from $4178 bilhon Net Income results are generally pre-1986 environmental exposures," estabhshing adequately for the ex-
yourself," she said This reflects the 2262% premium better than revenue growth, "but it's said Mr Seifer posures that they're takmg on "

"We see httle change upcommg," increase reported by Berkshire only because companies are resort- However, Rehance's Mr Steinberg When you strlp away environmen-
said Mark Chappell, assistant vp Hathaway Inc, which now includes ing to compensating for the tough said, "The facts are that we were tal and catastrophe reserves, "the
and director of market research and GEICO Corp in its consohdated re- pricing times with other aspects of not influenced by any outside forces growth of Just general property/ca-
planning for Indianapolis-based sults GEICO, which had been 51% their operation,” said Mr Ward other than the issue that we felt this sualty reserves has been very mod-
Amencan States Financial Corp, owned by Berkshire, is now ItS These include cost cuttmg and ana- was an mdustry problem that we est the last 12 to 18 months and that
formerly a wholly owned subsidiary wholly owned subsidiary (BIl, Jan lyzing and restructunng reinsurance needed to get behmd us "
of Lincoln National Corp , which re- 1) Kemper's chief financial officer, kept adequate
places Lincoln National in Bl's sur- Results also include a 455% pre- mcome remains relatively strong, he Walter White, said also the insurer
vey this quarter Lincoln National mium increase by Travelers/Aetna said acted on its own Kemper always ing to reserves because they believe
continues to hold about an 83% Property Casualty Corp, whose Catastrophes were a key element has been considered to be "ahead of their focus on specialization allows
stake in Amencan States, which 1995 numbers do not reflect Aetna in the results the pack” in its environmental re- them to underwnte programs more
made its initial pubhe offenng m Without the gains by either Berk- First-half results are "a mixed serves, he said profitably, "but we remain a httle
May (Bl, March 25) shire Hathaway or Travelers/Aetna, bag of good compansons and not- Mr White said $250 milhon of the skeptical about that Everyone can't

"At this point in time, earnings the insurers would have reported so-good compansons dependmg on reserve addition is for members of be a speciahst,” said Mr Levm
from an mdustry standpoint are not just a 37% premium Increase where the catastrophes fell," said the Kemper pool, including the Due to soft pncmg, the competi-
low enough to drive away capital -« With catastrophe losses and en- Barbara Stewart of Stewart Eeo- Lumbermens Mutual Casualty Co, live marketplace, catastrophes and
nor high enough to satisfy most of vironmental reserve additions both nomics in Atlanta
the industry,” said Mr Chappell contnbutmg factors, underwnting "There were a lot of Midwestem and Amencan Manufacturers Mu- ers are either not being as conserva-

"The only potenbal factor which losses Increased 69 6% durmg the storms," said Glona Vogel, senior vp tual Insurance Co units "We be- tive in their reserving or are "eating
could change the mdustry priclng half, to $363 bilhon from $2 14 bil- with Advest Inc in New York lieve we are fully reserved" for those into" redundancies that historically
near term is the re-igniting of infla- hon This compares with a 39 5% 'There was some flooding, there uruts, he said
tion," which is unlikely, he said Increase in losses for the first quar- were some tornadoes | don't thmk The remaining $300 milhon was reserves, said Mr Ward

'The outlook for any improve- ter and a 201% deterioration in there was any smgle event, and it for Kemper Reinsurance Co, whose "But at this pomt my assessment
ment m pnclng or underwriting 1995 varied by company " reserves, as an excess treaty wnter, is that it'S not a significant surpnse
standards looks pretty bleak and | The St Paul Cos Inc, for in- have been more difficult to estab- waiting to happen in a big way," he
don't expect any help from the Jan Income increased 10%, to $699 bil- stance, reported $114 6 milhon m 11sh Kemper beheves, however, that said =l

Results

Continued from page 2

Reliance Insurance Group in New
York

Furthermore, "I can't think of

to take their turn m a sense "

Alan Levin, managing director at

York, said he is m fact womed

tractive than what has been re-

dle along" and, overall, the 1ndus-

imphes the reserves have not been

needs At the same time, Investment

Insurers may be putting off add-

Amencan Motorists Insurance Co environmental reserve needs, insur-

may have been a part of theirloss

« As Interest rates nse, investment
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adequacy of antlviral drugs average Kirschner, a health care economist
hfetime expectancy after an AIDS dI- with Watson Wyatt Worldwide in At-
agnoms has often been less than two lanta Plan sponsors may fmd them-
selves makmg large payouts over time

AIDS

Contmued jm page 1 years
of gwdehnes for payment wlll be de- Whether insurers  gnd managed because they typically have ser $1 mil-
veloped,” said Dr Wade M Aubry, care networks wlll be willmg to hon lifebme limits on health care re-
national medical consultant for the quickly place outwardly healthy em- imbursements With such a high limt,
Chicago-based Blue Cross & Blue ployees on costly drugs after infection even relatwely expensive AIDS treat-
Shield Assn and former senior vp of is stll a questionable matter, and one ments would be unlikely to exceed
Blue Shield of Callforma "l don't that concerns those with the virus these caps, and employers w111 have to
think there's even total agreement Those testing positive for the virus pay for them, he said
withm the scientific community, if the appear to be gettmg reimbursement Sbll, the drugs are a relatively
person is totally asymptomatic and for protease inhibitor drugs from in- minor expense compared to what
has good immunological (test results) surers without much trouble, at least plan sponsors would face without
There is httle evidence and lack of so far, said Mark Scherzer, a New these new medications, said Kenneth
consensus on how these drugs should York attorney who represents HIV T LaPensee, director of health service
be used m this situation,” he said patients in insurance disputes "If analysis for Lyndhurst, N J -based
In the meantmle, health care plans these drugs are more effective at Alexander Consulting Group With
are likely to fend for themselves in keeping people healthy for signiflcant the new drug cocktmils, that cost willl
balancing the cost of the new medica- penods of time, | thmk the overall cost conttnue to plummet, he said
tions against the potential long-term to (Insurers) wlll be lower," he said "The drugs are expensive, but mla-
gain of keeping employees feelmg well The viralload test, necessary for op- tlve to prevlous estimates, it's really
and m their jobs Guidance may be a timum dosage of the new drugs, was chicken feed," Mr LaPensee said
long time coming A physician com- not approved for reimbursement by Insurers are not typically denying
mittee that advises Blues plans on many msurers unm about three the patient treatment as a way to save
technical medical issues, which iS months ago, said Karm Ttmour, a money, he said "We haven't heard of
overseen by Dr Aubry, has no present founder of the rnsurance and health any problems of people not gethng
plans to consider the appropriate use care access committee of New York drugs that doctors say they need, yet,"
of protease inhibitors, said Naomi ACI' UP, an AIDS activist group Em- he said "We don't see a lot of camers
Aronson, director of the association's ployers and insurance gatekeepers runmng for cover right now"
technology evaluation center owe it to employees to grant hberal Whlle Costly, it is also true that the
For plan sponsors, questions about access to drugs on practical, economic emergmg AIDS treatments are far less
AIDS therapy are not unusual Ac- grounds, she said expensive than treatments for sevenal
cording to a Centers for Disease Con- "They're employing people who other hfe-threatening conditions that
trol study this year, 32% of busmesses have talents and slalls that they health plans routinely cover Ten
with 250 to 749 employees reported need,"” she said People are golng to years' worth of the new HIV drugs, for
havmg had an employee with HIV or spend a lot less time m the hospital example, probably w111 cost less than
AIDS For compames with 750 or (with the new drugs) They're going to a hver transplant, end-stage renal dis-
more workers, 54% of the businesses extend the length of time that people ease, an acute heart attack or care for
had at least one infected employee can work while they have HIV and m a premature, low-weight infant,
About one in five Amencans with fact AIDS " based on informatton m a study,
AIDS has pnvate health Insurance But even if employees with HIV "Health Benefit Plans and the Amen-
The new drugs w11 represent a sig- don't seem to be having major prob- cans with Disabilities Act," pubhshed
mficant cost because employees re- lems with insurers, meeting high de- by Cornell University
qulnng the combination treatment ductibles or reaching caps on drug Many employers facing HIV and
willl have drug expenses of at least coverage still causes rlifficultles under AIDS costs may be unfamillar with
$10,000, experts estimate That esti- some plans (see related story) Also, different treatments and are hkely to
mate does not Include other drug costs drug formulanes of health mainte- leave Insurance reimbursement deci-
associated with opportunistte infec- nance organizations may turn out to sions to their prescription benefit
tions, such as pneumoma, for some be too strict in the near future, deny- management finn Contracting with a
mg doctors the flexibility they need to PBM m some cases can cushion the
Those receiving the combmation expenment with diferent combina- impactofanoccasionalcatastrophic
treatment also are supposed to have tions of antiviral drugs and protease claim
"viral load" tests, a newly heralded inhibitors, said Michael Isbell, an at- "We clld End that for some of the
kind of blood test that directly mea- tomey and associate executive direc- big, big drugs like immunosuppres-
sures the amount of virus m Be body tor of New York-based Gay Men's sors (for transplants) and AIDS medi-
Frequent viral load tests-perhaps Health Crlsis, a social service organi- cations, that we were able to get 40%
several times a year-an help a doc- zation for persons with AIDS discounts on the drugs that we had
tor to fine-tune the amount of drugs "When the bills start coming due, been buying at the retail pharmacy
necessary to keep the virus dormant what wlll msurance companies dop" level," said Helen Darhng, manager of
The tests cost about $100 apiece Mr Isbell said "It's a httle too soon to health care strategy and programs of
The new drugs, if they are as effec- know" Stamford, Conn -based Xerox Corp,
tive as hoped, represent a cost issue In Industry analysts expect the cost to which put in its PBM program about
another respect They conceivably plan sponsors to be signlficant, but m two years ago
may require continual reimbursement the long run it wlll save companies "While the drugs are expensive,
of the drugs as maintenance medica- money on avoidable hospit1,abons they are hfe-saving, so that's very,
tion for the life of the employee Until "Certalnly it'svery positlve to allow  very important"she said "We would
now, the average lifetime cost of treat- people to continue hfe, but for the hope, of course, that as the drugs are
Ing an HIV-infected person has been plan sponsor it's certainly going to be developed that the actual cost of the
about $120,000, though due to the m- a significant cost impact," said Scott drugs wlll come down"

patients

Cost caps force one patient's treativity'

WASHINGTON-For some em- matic grounds "Their argument was, 'lIf we make
ployees, the biggest bamer to obtam- The ironic thing was they were an exception for you, we have to make
mg the latest AIDS drugs has nothmg willmg to pay for the consequence of It for everyone,"hesmd
to do with the content of a formulaty not paymg for the prescripttons (}los- Mr Bloom, who has used two pro-
It's a simple matter of a cap pitallzation), but not the prescnptions tease mhibitor drugs m the past 15

Normally, employees never ap- themselves," he said "Fortunately, | months (see story, page 1), retired in
pix)ach Insurers' caps on total drug am creative enough to get around the August 1994 and said he 15 feeling
expenses Then there are cases such as system " somewhat better His presenption
Jeff Bloom's That "creativity” mcluded enlisting womes have eased now that his for-

Mr Bloom, 37, was working in the the help of HIV-positive fnends, who mer company has signed wlth a new
Washmgton area nine years ago as the persuaded their doctors to wnte pre- msurer with more generous drug ben-
chief executive officer and chef fi- scriptions for extra amounts of medi- efits, and he continues to have
nancial officer of a $6 milhon-a-year cation for Mr Bloom The maneuver- COBRA coverage
audlo/video equipment distnbutor ing beyond the edge of the law, he He wll go on Medicare in February
He tested HIV-positive m January maintains, was an emergency tactic and is unsure who will pay for the
1987 but continued to work, feellng "It's a lot of additional stress for drugs after that, because Medlcare
relatively healthy for four years people who are already dealing with covers drugs only dunng hospital

Symptoms ultimately appeared, AIDS," he said "You could get your stays
however The worst were neurological fnends or doctor in trouble But for One thmg Mr Bloom said he is sure
and spinal cord infections that made them, it being 'quasi-legal’ is not im- about is that a health system is flawed
it nearly impossible for him to walk portant, because my health is more when a denial of prescripbon drug

Heavy demand for medications important to them" benefits is allowed to take away a
rapidly tnggered the fine print m Mr He also thed more conventional healthy worker's career
Bloom's group health plan, which routes gettmg drug samples from his The concept of not paymg for pre-
placed a $3,000 annual cap on pre- doctor, buying medicine with his own scriptions but paying for (hospital)
Scription drugs money and demanding a formal hear- care inevitably leads to higher costs,"”

L IV oo cdate= —

Merger will help pension plans

WASHINGTON-A merger between Keystone Consohdated Industnes
Inc and DeSoto Inc, cleared last week by the Pension Benefit Guaranty
Corp, wall sigmhcantly improve funding of Keystone's pension plans

Keystone's four plans, as of 1994, had $84 milhon in unfunded habili-
ties, an amount that put Keystone, a Dallas-based producer of fencmg
and wire products, on the PBGC's hst of the 50 companies with the most
underfunded penmon plans

As part of its acquisition of DeSoto, a Johet, lll, manufacturer of deter-
gents and other household cleanmg products, Keystone's four underfund-
ed plans wtll be consohdated with Desoto's overfunded plan That wlll re-
duce Keystone's unfunded habilities to less than $30 milhon The merged
plans win have more than 9,700 participants

Keystone needed PBGC's approval to borrow money to buy DeSoto be-
cause of debt limitations imposed on Keystone when the company re-
ceived a waiver a decade ago from the Internal Revenue Service that post-
poned Keystone's contributions to its pension program

In separate developments, the PBGC this month tennmated a pension
plan sponsored by MeLouth Steel Products Corp, a one-time Trenton,
1Vhch, steel producer, which filed for bankruptcy m 1995 and whose as-
sets were sold this month The McLouth plan, which has about 2,500 par-
ticipants, is underfunded by $15 milhon, with assets of $58 million and h-
abillties of $73 milhon

The PBGC also took over a cash balance pension plan sponsored by
Sewell Manufacturing Inc, a manufacturer of men's clothing in Bremen,
Ga, which filed for bankruptcy last year A cash balance plan is a type of
defmed benefit plan that uses easy-to-understand benefit formulas

The Sewell plan has about 1,200 participants and is underfunded by $7
mllhon, with assets of about $1 milhon and habillties of $8 milhon

The PBGC termmated the plan because the company couldn't afford to
make the requimd $2 1 mdlion in payments to the plan and remain m
busmess The takeover of the Sewell plan marks the first trrne the PBGC
has terminated a cash balance plan of any significance, an agency
spokeswoman said

Humana leaves Washington

WASHINGTON-Humana Inc signed a non-bm(ling letter of mtent
last week to sell its Washington-area health care centers and physicians to
Kaiser Permanente Mid-Atlantic States Region

A definitive agreement is expected within the next few weeks, subject
to regulatory approval

Terms were not disclosed

The Louisnlle, Ky -based managed care company lost about $30 mil-
hon on its Washington operations dunng the two years since it entered the
market, said a spokesman

Humana has not been a major player in town, and Kaiser by acquinng
this network of mdependent physicians paves the way for it to broaden its
product offenng," said Dennis Treat, a managing consultant with A Fos-
ter Higgms & Co Inc m Washington

Humana has about 117,000 members m the Washington area, com-
pared with 397,000 for the local Kaiser plan

"I don't thank this is going to have an enormous impact on the market-
place," said Jay Jarvis, administrator of the Northern Virgmla Group
Health Alhance, an employergroup based m suburban Annandale, Va "It
is definitely a buyer's marketplace All of the msurance companies are
dropping rates and most of them are losmg money "

Briefly noted

Ford Motor Co. is appeallng a $10 millton fine levied against the com-
pany for improperly obtaining documents from State Farm Group relat-
mg to a lawsuit pending against the automaker (Bl, Aug 12) Ford wall
argue m a Sept 16 hearmg before the state Court of Appeals In Dallas
that the Eme should be overturned Tobacco companies can add An-
zona, Michigan and Kansas to the bst of states suing them because of the
health effects of cigarettes The Michigan suit also names wholesale dis-
tnbutors for the tobacco compames President Chnton, in a gala White
House ceremony, signed legislation last week that will curb the ability of
health care plans to deny coverage for pre-existing medical conditions
The measure also glves long-term care insurance tax-favored status and
authorizes a four-year pilot program to test the effectiveness of medical
savings accounts in holdmg down health care costs (Bl, Aug 5) Two
civil suits seeking unspecified damages were filed earher thls month m
Fulton County Superior Court and State Court of Fulton County in At-
lanta on behalf of two spectators miured in the bombmg at the Olympic
Games Blue Cross & Blue Shield of Ohio pohcyholders approved the
msurer's proposed $299 5 milhon merger with Columbia/HCA Healthcare
Corp The deal won the approval of 59% of members, though less than a
third who could vote participated The Cleveland-based plan expects
state approval for the merger by year's end Effective Sept 1, Dwight E
Davis becomes president and chief operatmg officer of Wausau Insurance
Cos. m Wausau, Wis, succeedmg Galen R Barnes, who becomes presi-
dent of the Nationwide Insurance Enterpnse in Columbus, Ohio Mr
Barnes also was named vice chairman of the Wausau compames and re-
mains president of Employers Life Insurance Co of Wausau and Wausau
Preferred Health Insurance Co Robert B Wilhams, former managmg
dinctor in charge of new bumness development at Marsh & McLennan
Cos Inc, has Joined Aon Risk Services Cos. in New York as executive vp-
major corporate accounts Keith A Malb, fonnerly a partner at Cool>-
ers & Lybrand LLP, has joined Indianapolis-based Acordia Inc. as exec-
utive vp and chief financial officer Mr Maib succeeds Patnck M
Sheridan, who wlll continue as chief financial officer of Anthem Inc,

His drug costs mounted to about ing at which he presented his case to he said "Forget compassion Forget Acordia's parent The Paying Names' Action Group has decided not to

$17,000 a year, and as the rnsurer's the Insurance company and called ex- morality Forget all these things Look
denials rolled in Mr Bloom asked the pert medical witnesses The last strat- at the business side"
msurer to reconsider its rules on prag- egy failed -By Robert Kazel

appeal a High Court Judge's decision to refuse its application for a judicial
review of l.loyd's of London's reconstruction and renewal plan
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- spiring with a doctor to submit a phony medi- the msurance plans of client groups wtthout B# Insurance Index
T rl — C o n cal claim and with steahng from Local 69's the groups' knowledge, Mr Failey said
pension fund The charges against Messrs Mazzola and 1,220
Cont:nued from page 1 « Mr Mazzola, a former Passaic pohee offi- Borelh specifically accuse them of defrauding 1,200
ers and boasts of relationships with more than cer and head of Tn-Con After retiring from Travelers Insurance Co by enrolhng an indi- ©1.180
two dozen employers, unions, HMOs, PPOs the police force in 1976, Mr Mazzola was con- vidual in a company health plan when the in-
and insurance companies victed and served a three-year pnson term for dividual was not a company employee Mr 1.160
Some of the named companies, though, told participation m an armed robbery of a super- Mazzola also paid a kickback to Mr Boielli in 1,140
Business Insurance that they have never done market employee He was later charged with return for Mi Borelli's enrolling a group of 1120
business with Tn-Con acting as an enforcer in a sports gambling ring employees m one of Mr Mazzola's HMO
A spokesman for New Jersey Attorney Gen- operated by Genovese members and pleaded plans, the charges state 1,100
eral Peter Verniero said mvestigators are now guilty to one conspiracy coun: Trl-Con's promotional matenal names sev- 1,080
renewing matenal seized from Tn-Con's of- Mr Mazzola joined Tn-Con after being re- eral purported client companies and several 1 1060

fices to deterinine what the company actually leased from pnson in 1993 -nsurers for which it claims to provide third-

“Tnformation from the mvestigation will be TG W ‘afftiated With SEvVaraIther heattCompanias toGch;Say b Sich relatidiiships , 1,02[1 -=

presented to a state grand jury, Mr Vermero care-related companies, at least some of which exist

said operated from the same rented offices in Has- One such company is Qual-Care Inc, a Pis- 7/8 7/127/19 7/26 8/2 8/9 8/16 8,23
Messrs Mazzola and Borelli and nme other brouck Heights used by Tn-Con cataway, NJ, PPO with about 250,000 mem- Base.166 on Dec 29, i978
men arrested last week all pleaded not gulity The largest of these afhhates, prosecutors bers that is descnbed by Tn-Con as a “client " Source Nordby International inc
to racketeenng and vanous other charges and said, was Medical Integrated Systems Inc The While Qual-Care was approached by Tri-
were released on bond promotional matenal suggests that, among Con officials, it never formed any busmess re- British Issues
Mr Mazzola, his lawyer and Mr Borelll other things, Medical Integrated Systems pro- lationship with the company or any of its affil- 1
could not be reached for comment vides "credit services" Including lease financ- iates, said Concetta Kluscik, Qual-Care's di- Aug. 22 Fries F/E By Misia hwesk
Last week's arrests were the culmination of ing, loans and hnes of credit and project and rector of marketing Companies pence pence % high-lov.
a broad two-year investigation into a northern joint venture fmancmg Ms Kluscik desenbed Tn-Con's use of the Comml Union 601 115 353 59 611-593
New Jersey faction of the New York-based Other Trl-Con affiliates indude Physical name as "unauthorized " Sent Accident 673 101 38 8 58 678-663
Genovese family Therapy Systems, Medical Imaging Systems, GHI, a New York-based PPO, similarly de- f;';e'z:zta' Exggszi’ij‘:1132‘;45255§:52:j

Along with more traditional mob activities International Health Care Services Inc, Den- nies any connection with Tn-Con though it is gﬁ
like gambling and loan sharking, prosecutors tal Care Dellvery Systems Inc, Ecco Systems listed as a TPA chent

Royal & Sun 403 96 21 6 54 403-398

Brokers

say they turned up evidence that the Genovese and Contemporary Group, the material shows WIllharn Mastro, GHI's senior vp and gen- Bradstock 21 118 71 100 I,
family had moved into the lucrative health None of these companles, mcluding Tn-Con, eral counsel, said Th-Con's Mr Ollfs and offi- , : Fenchurch 95 64 106 112 95 -95
care field is heensed by the New Jersey Insirance De- cials of Medical Integrated Systems and Medi- = CE Heath ©1 107 &3 &9 o2-91

The organization, law enforcement officials partment, state officials say cal Imaging Systems had an "extremely bnef" ' JIB Group 104 103 94 90 1o4-104
say, had the potential to "pick apart the m- A Tn-Con officer, Bnan Olifs of Fort Lee, meeting with GHI officials in May or June pi?vyde:Tﬂiin11zgos1o1 ?01;?;23 1?3;11822
dustry at every level," simultaneously acting NJ, did have an insurance producer's license, The Tn-Con officials claimed to have arrange- Nelson Hurst 185 11 3 o8 55 185185
as a broker for groups seeking health care cov- but the hcense expired in October 1995, ac- ments with 42 New Jersey hospitals and of- Sedgwick Grp 119 93 8 1 68 121-119 ,
erage, organizing its own HMO and PPO net- cording to an Insurance Department spokes- fered to negotiate with hospitals on GHI's be- i Steesl Brl Jones 38 49 56 147 38-38 T
works, actrng as a third-party administrator woman half, Mr Mastro said ! willis Gorroen 137 123 83 60 138137
for msurance companies, and even providing Mr Olifs-who could not be reached-has The hospital contracts, though, were not di- 1 5oure Philip *sen LEndin
medical services hke medical imaglng and not been charged with any wrongdomg recty with Tn-Con but instead were with
dental care Through ItS subsidiaries-principally Medi- other companies, according to Mr Mastro, PCS catastrophe options

The operation also carried the potential risk cal Integrated Systems-T17-Con provided who said GHI quickly decided not to do bum-

that confidential patient Information could HIVIO and PPO programs to clients in Flonda, ness with Tn-Con As 01 Aug 23

fall into the hands of mob associa:es who New Jersey, New York, Oklahoma and Mon- The Tri-Con matenal names several other
could then use it for blackmall, noted Robert tana, state prosecutors say Chents meluded companies it was purportedly doing business 3 S,ii';ad bid7;';ek Zzlread bi;,::k
T Buccino, deputy chief of the New Jersey or- municipalltles, county and state groups, m- unth, including Dun & Bradstreet, Empire | Eastorn Septomber 1656 Catitornia Anmut
ganized cnme bureau sured and self-insured companies and union Blue Cross & Blue Shield and Aetna Life & 40/60 s 40760 613
Mr Buccino said there IS no evidence that health and welfare funds Casualty Co 50/70 712 80/100 4/11
patient mfonnation was misused in this case Mr Farley, with the division of crirninal Jus- An Aetna spokeswoman said 721-Con has * 80/100 6/12
Those arrested last week included tice, charged that Mr Mazzola paid kickbacks never acted as a TPA for the insurer Repre- Southeast Sept 1696 Westorn Anmual
= Mr Borell and Peter Grecco, alleged lead- disguised as service fees to mdividuals who sentatives of Dun & Bradstreet and Empire . 20/60 828 A0/60 815
ers of a Genovese family "crew" that operated brought groups into the HMO and PPO plans said they ihd not know of any relationship 80/100  s/22 80/100  5/13
out of the Monroe Buddies social club in The"fees" amounted to about $100 per person with Tn-Con
Hoboken, N J per year, he said The New Jersey Insurance Department is 1 Texas Sept 1996 Mo east Sep 199
* Michael Sciarra, another alleged Genovese Tr-Con collected a 28% commission on the help-ng review Th-Con documents andis F . 4.3 '
leader and former president of the Teamsters fees paid by employers and unions for health lookng for evidence of fraudulent claims, mis-
Local 560 in Union City, N J coverage, law enforcement officials said Mr representations in coverage apphcations and , Total volume 10 Total openinterest 3.729
« John Agathos Jr, an official of the Hotel, Mazzola passed some of the money to Mr operations of Tn-Con and its affiliates that For information on PCS cat options call the Chicago Board 01 ,
Restaurant and Bartenders Employees Local Borelh as a "tnbute," Mr Farley said would have required msurance heenses, the 1 4Tradeat 312 435 3674

69 in Secaucus, N J He is charged with con- Mr Mazzola also placed mob associates on department spokeswoman said -1 1 .1 Source Chjcagorag 91 Trage -
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