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How RBH and Hall stack up

The acquisition of Frank B. Hall by Rollins Burdick Hunter would create
the world's fifth-largest broker and the third-largest U.S. retail broker.

(in billions)
$2.80
6, 1 $1.38 $1.28
M&M A&A Sedgwick
(in millions)
*880.02
$602.4
$257.
M&M ASA RBH-
Hall

Source: 8/ survey

Gross revenues

$1.12
Willis RBH- J&H
Corroon Hall

U.S. retail brokerage revenues

oo
$439.7
4353.0
J&H Sedgwick Willis
Corroon
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*lail acquisition
seen as victory
for Reliance, Aon

By JUDY GREENWALD

NEW YORK-Reliance Group
Holding Inc.'s sale of Frank B.
Hall & Co. Inc. to Aon Corp. for
$475 million is likely to be a
"win-win-win" situation for all
three companies.

Analysts, risk managers and
Hall employees agree the sale
will strengthen Reliance's bal-
ance sheet while significantly
boosting the geographic reach
and expertise of Rollins Burdick
Hunter Group Inc., Aon's bro-

Uneasy

By STACY SHAPIRO

LONDON-It is likely that the
Council of Lloyd's of London
will win a vote of confidence
when ballots are counted late
this month, Lloyd's insiders say.

But last week's emotional ex-
traordinary general meeting and
subsequent criticism of the pro-
posed appointment of David
Rowland as the next Lloyd's
chairman likely will shake
Lloyd's executives into making
serious reforms.

These reforms may include in-
creasing a proposed 50 million
pound ($96.5 million at current
exchange rates) "hardship”
fund. Sponsored by Lloyd's bro-
kers, agents and other affiliated
companies, the fund is designed
to help beleaguered members pay
their portion of billions of
pounds in losses.

It is likely that the Council of

kerage unit. Observers also be-
lieve Hall will be better served
by a parent with a strong com-
mitment to the brokerage busi-
ness.

And Hall clients are relieved
to-see the end of the period of
uncertainty that began when Re-
liance announced in March it
wanted to sell the brokerage.

The sale, which is expected to
be completed by the fourth quar-

ter of this year, will create what
would be the world's fifth-lar-

Continued on page 30

Lloyd's will win a vote of confi-
dence when the votes are
counted Aug. 28, summed up
Charles Sturge, syndicate ana-
lyst for Chatset Ltd. and for ex-
ternal Lloyd's members.

Members are voting by postal
ballot on a group of four resolu-
tions. put forward by a group of
dissident members headed by
Claud Gurney (BI, June 29). The
resolutions, the preamble to
which expresses "no confidence"
in the council, call for rescinding
a special levy on members to
boost the Central Fund to 1
billion pounds ($1.93 billion),
among other things.

"But | hope there will be
enough 'yes' votes (in favor of
Mr. Gurney's resolutions) to give
the council.a shock,"” said Mr.
Sturge.

In addition, members are vot-
ing on another resolution which

Continued on page 25
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Update

California high court limits cover

under advertising injury clause

SAN FRANCISCO-Applying what it de-
scribed as a "common sense" interpreta-

tion, the California Supreme Court ruled
Thursday the "advertising injury” endorse-

ment in comprehensive general liability po-
licies does not provide broad coverage for
lawsuits alleging unfair business practices.
The decision, which pitted policyholder
Bank of the West against Industrial Indem-

nity Co., a Crum & Forster Inc. unit, was
watched closely by insurers and policyhold-

ers nationwide.

Crain Communications Inc. All rights reserved

If the court had found the

Continued on next page

More BC/BS plans
iINn peril, panel told

By MARK A. HOFMANN

WASHINGTON-The events
that led to the collapse of Blue
Cross & Blue Shield of West Vir-
ginia could drive other BC/BS
plans into insolvency, warns a
senior Senate investigator.

"A valuable lesson has been
learned from West Virginia: It

"

could happen again," said John
F. Sopko, deputy chief counsel to
the Senate Permanent Subcom-
mittee on Investigations.

The subcommittee last week
held two days of hearings into
the failure of the West Virginia
plan, which was declared insol-
vent by $37 million when it col-
lapsed in October 1990. It is the

only BC/BS plan ever ordered
liquidated by state regulators
(BI, July 13; Oct. 29, 1990).

Mr. Sopko, who has spent
three months tracing the West
Virginia plan's demise, told the
subcommittee last week that
"our short list has grown" of
other Blues plans that might be
in serious trouble.

The subcommittee staff is rec-
ommending that hearings be held
into the operations of Blue Cross
& Blue Shield of Maryland later
this year, he said. He did not
identify any other Blues plans.

Early last week, officials of the
Maryland plan met with the
Maryland House of Delegates’

Economic Matters Committee in

an effort to dispel fears that it,
too, is on shaky financial
ground.

John Donaho, the state's insur-
ance commissioner, had told the
Nunn subcommittee in early July
that the plan was engaging in
unauthorized "profit-making
schemes”™ and "has shown a
wanton disregard for its obliga-
tions to Maryland residents,”

The Maryland plan disputes
those charges.

The collapse of the West Vir-
ginia plan was "unique,” Ber-
nard T. Tresnowski, president of
the Chicago-based Blue Cross &
Blue Shield Assn., said in written
testimony to the committee.

Continued on page 29

Play or pay' may not pay off

Adverse selection

could cause failure

of public health plan

By CHRISTINE WOOLSEY

NEVV YORK-If a national
play-or-pay health care plan be-
comes a reality, the new public
plan to cover the uninsured
could face bankruptcy unless it
adopts a risk-based financing
approach, a new report warns.

The flat payroll tax rates pro-

posed under several pay-or-play
scenarios would not adequately
fund the government plan, the
report predicts. That is because
the plan would likely cover a
large number of individuals
whose health care costs exceed
the contributions made by the
private sector, the report says.
But, some consultants say risk-
based financing couldn't work on
such a wide scale. The costs as-
sociated with gathering data on
which to base an employer's
risk-based contributions to the

public health plan would be as-

Rowland selection praised

by some, blasted by others

By STACY SHAPIRO

tronomical, they say.

"The current play-or-pay pro-
posals are seriously flawed," said
Bruce Pyenson, a consulting ac-
tuary and author of the report
put out by Milliman & Robertson
Inc., a benefit and actuarial con-
sulting firm in New York.

"The basic cause of the insta-
bility of play-or-pay is that, un-
like the competing private sec-
tor, the proposed funding of the
government plan-wage taxes-
is not closely tied to the costs of
medical care for the covered in-

Continued on page 28

vote of confidence seen at Lloyd's

LONDON-David Coleridge will resign as Lloyd's of London
chairman next year, to be replaced by David Rowland, chair-
man of the task force that proposed wide-ranging reforms
Lloyd's currently is adopting.

That selection does not sit well with some members, who want
an "independent” chairman, either from outside the market or
at someone who has not served on the Council of Lloyd's.

Mr. Coleridge, who has been chairman for two years, was
asked by executives of the Corporation of Lloyd's to stay an-
other year to implement the changes in Lloyd's governing
structure proposed by the task force and a recent report by a
panel headed by Sir Jeremy Morse.

But Mr. Coleridge-who has always said he would serve for
only two years-refused.

Mr. Coleridge announced his decision to step down at the ex-

Continued on page 27

AP/Wide World Photo
David Rowland is expected to
replace David Coleridge as
Lloyd's chairman next year.
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Ad injury ruling favors insurers

Continued *om previous page

advertising injury endorsement provided coverage for most types of
business fraud claims, the ruling could have created hundreds of
millions of dollars in coverage for policyholders (Bl, May 25).

The CGL policy states: "Advertising injury means injury aris-
ing out of an offense committed in the course of the named in-
sured's advertising activities, if such injury arises out of libel; slan-
der; defamation; violation of the right of privacy; unfair
competition; or infringement of copyright, title or slogan."

Reversing the appellate court, the California Supreme Court
ruled 7-0 that "unfair competition" includes only the common law
tort of palming off a rival's goods as one's own and does not en-
compass other types of fraud claims (BIl, Dec. 3, 1990).

In addition, the court said unfair competition claims must be
causally related to policyholder "advertising," which it defined as
"widespread promotional activities directed to the public at large."

Bill clarifies distribution rules

WASHINGTON-The Senate is expected to vote this week on a
comprehensive tax bill containing many employee benefit provi-
sions, including clarification of retirement plan distribution rules.

Under the Senate version of H.R. 11, approved by the Senate
Finance Committee last week, people who make hardship with-
drawals from 401(k) plans would be exempt from a new 20% fed-
eral withholding tax on certain pension distributions (Bl, July 20).

"If an individual were applying for a hardship withdrawal, he
needs the money, and imposing a 20% withholding tax would seem
counterproductive,” observed Frank McArdle, a consultant with
Hewitt Associates in Washington.

In addition, the bill would simplify the definition of "highly com-
pensated employee" in non-discrimination tests and would also
simplify 401(k) and 401(m) non-discrimination tests.

Insurers sue hospital chain

WASHINGTON-Eight health insurers are suing National Medi-
cal Enterprises, alleging that the psychiatric hospital chain filed
fraudulent claims that could run hundreds of millions of dollars.

The insurers' lawsuit was filed in U.S. District Court in Washing-
ton under the Racketeer Influenced and Corrupt Organizations act,
which allows treble damages. The lawsuit seks unspecified com-
pensatory as well as punitive damages, and lawyers for the insurers
would not estimate how much is at stake in the litigation.

The insurers, who say they paid the Santa Monica, Calif.-based
company a total of about $490 million in claims from 1988 to 1991,
charge NME with "a nationwide scheme" to admit patients regard-
less of whether care was needed. They also claim that NME billed
the insurers for services "that either were not provided, were pro-
vided at grossly inflated levels or were entirely unnecessary."

In a statement, NME said that the suit is an expected response to
the suit it filed last month against three insurers that sought $45
million in unpaid claims (B, July 27).

The insurers are: The Travelers Insurance Co., Prudential Insur-
ance Co. of America, Mutual of Omaha Insurance Co., Massachu-
setts Mutual Life Insurance Co., Northwestern National Life Insur-

ance Co., Time Insurance Co., Phoenix Home Life Mutual Insurance
Co. and United of Omaha Life Insurance Co.

House gets claims handling bill

WASHINGTON-The House Education and Labor Committee
last week approved a measure that would overturn the Supreme
Court's 1987 ruling that the Employee Retirement Income Security
Act pre-empts state tort suits over wrongly denied benefit claims.

The substitute to the "Health Insurance Claims Fairness Act"
would allow non-economic damages, like pain and suffering, when
claims were wrongly denied. The measure, introduced by Rep. Pat
Williams, D-Mont., is a substitute for H.R. 1602, which would have
allowed punitive damage awards against group health and life in-
surers that improperly denied claims (Bl, June 15; March 9).

Under the Supreme Court ruling, penalties for claims han-
dling errors are governed by ERISA, which limits damages to lost
benefits plus legal costs.

The Williams bill would give those disputing claims three op-
tions: binding arbitration, non-binding mediation and court action.

Updates continued on page 30

Errors & omissions

* Swiss Reinsurance Co. purchased Delta America Insurance
Co.,not Delta America Re-Insurance Co. as incorrectly reported
in the July 13 issue.

= International Risk Management (Bermuda) Ltd. incorrectly
reported the coverage limits offered by Transportation & Rail-
road Assurance Co. Ltd. in the July 13 issue. The correct
limits are $25 million per occurrence excess of $25 million or
applicable underlying insurance, whichever is greater.

* Donald F. Smith & Associates reported premium volume of
$175 million in 1991 and $200 million in 1990 and gross reve-
nues of $8.175 million in 1991 and $9.04 million in 1990. The

information was incorrectly reported in the June 29 issue.

« Pavenstedt & Pauli (U.S.A.) Inc. derives 100% of revenues

from commissions. This information was incorrectly reported in
the June 29 issue.

California considers-1

new surplus lines rules

By LOUISE KERTESZ

LOS ANGELES-From her
motorized wheelchair, Jann
Walker argues passionately for
tougher regulation of non-ad-
mitted insurers operating in Cal-
ifornia.

Four years ago, she was run
over by a semi as she crossed the
street near her Sacrannento of-
fice. The company that owned
the truck filed for bankruptcy
shortly after the accident. Its
only insurance was written by a

fraudulent Panamanian insurer.

Ms. Walker, who was 39 and
completing college when the ac-
cident occurred, is now destitute.

She, along with other victims
of bogus insurers, told their
stories during Insurance Depart-
ment hearings in Los Angeles
and San Francisco on proposed
regulations governing non-ad-
mitted insurers.

Allied against the proposed
rules are surplus lines brokers
and insurers. They object princi-
pally to a proposed requirement

that a broker file a non-admitted
insurer's rate and product infor-

nnation before placing coverage
with that insurer.

VWWhile brokers and insurers
also decried surplus lines insur-
ers that have failed-or simply
vanished-leaving policyholders
without coverage, the executives
also argued that the proposed
regulations would drive many le-
gitimate non-admitted insurers
out of California.

Offshore insurers-including

Continued on page 4

Navistar asks court for permission to reduce costs

Retiree health benefit cuts

By CHRISTINE WOOLSEY

CHICAGO-In what may be
the first case of its kind, Navistar
International Transportation
Corp. is asking a federal judge to
give it advance permission to re-
duce its retiree health care bene-
fits.

Citing the danger of insol-
vency, Navistar filed a declara-

tory judgment action in the U.S.
District Court for the Northern

Rehabilitation, safety
experts to be listed

Business Insurance will publish in
the Sept. 28 issue its annual directory

District of lllinois July 28 seek-
ing confirmation of its right to
alter the retiree health benefits
of 40,000 retirees and 23,000 de-
pendents.

If successful, the Chicago-
based truck manufacturer says
it could slash about $90 million
per year from its overall health
care costs, or roughly 71% of the
$126 miillion it spent on retiree

health care in fiscal 1991.

Retiree benefits experts say

of rehabilitation management service
providers and its annual directory of

safety consultants.

Navistar may be the first com-
pany to seek court approval for
reducing health benefits before
actually making any benefit plan
changes.

Other companies, including
Detroit-based auto giant General
Motors Corp., have attempted to
cut retiree benefits, only to be hit
with lawsuits filed by angry re-
tirees and union representatives

who claimed the company ren-
Continued on page 7

Senators negotiate

program to finance
retired miners' care

By MICHAEL SCHACHNER

The directories are published as an

editorial service; there is no charge to
be included. To be listed, companies
must provide their services directly to
employers on an unbundled basis.
Rehabilitation management ser-
vices are defined as all services in-
cluded in the medical management or
vocational rehabilitation of an in-
jured or ill individual under workers
comp or liability programs. It is not
the delivery of physical rehabilita-
tion or treatment, or case manage-
ment for group health and life cases.
Safety consultants specializing in
pr6tecting people from injury also

will be listed.

Companies wishing to be listed in
either directory must fill out and re-
turn a questionnaire provided by
Business Insurance. To request one,
please call Cindy Bloom at 312-280-

3195; fax: 312-280-3174.

The deadline for returning ques-

tionnaires is Aug. 17.

Inside

,*== States should step aside and let the feds regulate
offshore insurers, this week's editorial says. PAGE 8

7 Insurers must have the guts to walk away from un-
profitable business, industry executives said at the Inter-
national Insurance Society meeting. Conference copy

begins on page 10. PAGE 12

+ Natural catastrophes and man-made disasters gen-
erated huge losses for insurers in 1991, a Swiss Re sur-

vey indicates. PAGE 23

/ Walbrook Insurance Co. Ud.'s last-ditch rescue plan

has failed. PAGE 23

Departments

Advertiser index

WASHINGTON-After months of arduous negotiations,
senators from major coal-producing states have struck an
agreement that would fund health care benefits for about
120,000 unionized coal industry retirees.

The measure also would introduce a basic managed care
feature to hold down future costs.

The long-awaited agreement was attached to the compre-
hensive energy bill passed last Thursday by the Senate. The
agreement would require contributions to a new retiree
health care fund from any coal company that was a signa-
tory to national wage agreements with the United Mine
Workers of America from 1950 to the present.

The accord also would establish a system of financing
health care benefits for "orphan" retirees-those who
worked for coal companies no longer in existence.

The agreement replaces a proposal that for months had

and other senators.

been championed by Sen. John D. Rockefeller 1V, D-W.Va.,

The Rockefeller proposal would have levied a tax on all
coal producers regardless of whether a company ever em-
ployed a beneficiary of the 1950 or 1974 UMWA Health and

Retirement Benefit Funds (BIl, Feb. 10). However, debate

over this method of paying retiree health benefits was

stalling progress on the energy bill, as senators from several
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Nominations

for Risk Manager
of the Year sought

The seatch is on for the 1993 Business Insurance Risk Man-

ager of the Year.

Each year, an outstanding risk manager is selected as the Risk
Manager of the Year by a panel of independent judges. Up to
five other risk managers can be named to

O O the Business Insurance Risk Management

Honor Roll.

However, before the judges can begin the

process of selecting the 16th Risk Manager
of the Year and members of the 1993 Honor

Roll, nominations must be submitted to

Business Insurance.
The 1993 honorees will be selected based

on information reported on special nomin-

ating forms, which now are available from
Business Insurance. The deadline for sub-

mitting nominations is Nov. 19.

The 1993 honorees will be announced in the April 26, 1993,
issue of Business Insurance, which coincides with the Risk &

Insurance Management Society Inc. conference to be held in Or-

lando, Fla.

"There are many risk managers that deserve consideration
for Risk Manager of the Year and the Risk Management Honor
Roll. However, it's impossible to give these risk managers the
recognition they truly deserve if no one nominates them," points
out Business Insurance Editor James M. Burcke.

"Many risk managers and other insurance professionals
express concern over the lack of visibility that risk managers
have in their organizations. Being named Risk Manager of
the Year or a member of the Honor Roll can increase an individ-
ual risk manager's standing in his or her organization as well as
bring attention to the risk management profession in general,”

he said.

A risk manager can be nominated by anyone familiar with his
or her work-the individual's boss, for example. Members of a
risk management department also may nominate the organiza-
tion's risk manager. And, a broker, insurer, consultant or some

Continued on page 16

Miro extradited
to U.S. to face

fraud charges

By DOUGLAS McLEOD

NEVV ORLEANS-Accused in-
surance con man Carlos |I. Miro
was being held in a New Orleans
jail last week following his ex-
tradition from Spain on criminal
charges related to the 1989 col-
lapse of Anglo-American Insur-
ance Co. of Louisiana.

Mr. Miro, arrested in the
Spanish coastal resort city of
Malaga last year, was returned to
the United States last month and
appeared at a preliminary hear-
ing in U.S. District Court in New
Orleans last Monday.

He did not enter a plea at the
hearing, but was scheduled to be
arraigned Friday on mail fraud
charges leveled against him in a
1991 indictment.

A public defender who repre-
sented Mr. Miro at the prelimi-
nary hearing could not be
reached for comment.

In the past, Mr. Miro has den-
ied wrongdoing in his operation
of Anglo-American, which was
ordered into liquidation in
March 1989 and is estimated to
be insolvent by about $28 mil-
lion.

A New Orleans federal grand
ury indicted Mr. Miro in June
1991 on a variety of charges re-
[ated to Anglo-American, and a
superseding indictment was filed
tn October 1991 (BI, Sept. 30,
1991; June 24, 1991).

The indictment alleges that

Mr. Miro paid $45,000 to an
elected public official in Louisi-
ana to obtain a license for
Anglo-American in 1986. Mr.
Miro concealed the payments to
the official's campaign by mak-

ing it appear that the contribu-
tions were from several other in-

dividuals Mr. Miro selected, the
indictment charges.

While not naming the official,
the indictment notes that Anglo-
American was licensed by former
Louisiana Insurance Commis-
sioner Sherman Bernard, who
was defeated for re-election in
1988 by Douglas D. Green.

From August 1986 to Decem-
ber 1988, Mr. Miro defrauded
Anglo-American policyholders,
diverting millions of dollars in
insurance premiums to his own
benefit, the indictment alleges.

Several of the indictment's
mail fraud counts relate to pre-
mium checks sent to Anglo-
American by one policyholder,
the St. Bernard Parish School
Board in Chalmette, La.

The indictment also charges
that Mr. Miro fraudulently con-
cealed Anglo-American's true fi-
nancial condition from regula-
tors and others.

If convicted on all charges, Mr.
Miro could face up to 80 years in
prison, said Executive Assistant
U.S. Attorney Robert J. Boit-

mann.

Separately, a federal grand
Continued on page 30

By JOANNE WOJCIK

LOS ANGELES-The injury
rate on the Los Angeles Metro
Rail subway construction project
is three times the national aver-
age, a report charges, even
though the project's safety rec-
ord has been trumpeted by its
former insurance administrator.

The 43-page report released
last month by engineering giants
Fluor Daniel Inc. and Kellogg
Corp. also revealed thai not all
contractors involved in the mas-
sive project have a written injury
and illness prevention program.
Those programs are required
under a state law, S.B. 198, that
took effect last year.

The report found that the
project's insurance administra-
tor-a joint venture headed by

Business Insurance, August 3, 1992/ 3

Report hits safety reco rd
for L.A. subway project
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The Los Angeles Metro Rail

construction project involves
extensive tunneling.

Tales from the

Managed care is cutting companies’' work comp costs

By MEG FLETCHER

DETROIT-Managed care is
helping one of the nation's lar-
gest automakers and other com-
panies to manage their workers
compensation costs.

General Motors Corp. is re-
porting a 15% net savings on its
workers comp medical bills after
contracting with a managed care
firm that speer alizes in workers
comp claims.

The Detroit automaker in 1991
contracted with OUCH Systems,
a West Sacramento, Calil.-based
subsidiary of HealthCare COM-
PARE Corp of Downers Grove,
Ill., to oversee the medical care
of GM emp.oyees with cceupa-
tional illnesses ir injuries

OUCH examines workers comp
medical brills to make sure

= t—
- ira .

, Serles,-

Managing
WoRkers Comp
Costs

charges reflect limitations im-
posed by state fee schedules,
provides a preferred provider
network fr injured employees in

Sedgwick James of California
Inc.-underreported work-re-
lated accidents to the Rail Con-
struction Corp. The RCC is a
subsidiary of the Los Angeles
County Transportation Commis-
sion formed to direct the subway
building project.

The report was released just
after the expiration of Sedg-
wick's contract as administrator
of the owner-controlled program
that covers the subway project.

LACTC has hired a rival bro-
ker, Pasadena-based Willis Cor-
roon Corp. of Los Angeles, to re-
place Sedgwick as administrator,
though Sedgwick and an LACTC
official deny the switch was
prompted by the report's find-
ings. Sedgwick will remain the
project's broker.

Continued on page 31

front

Michigan and offers other utili-
zation review services as needed.

"The combination of these ser-
vices has worked out very well,"
and extends GM's own long-
standing efforts to control the
cost of workplace injuries and
illnesses among its 300,000
hourly and 100,000 salaried em-
ployees in 33 states, said Alan
Strohmaier, GM's director of un-
employment and workers com-
pensation.

GM's own programs include
extensive in-house medical cen-
ters and return-to-work pro-
grams at major locations, he
added.

The savings generated by the
managed care program is notable
because GM, which self-insures

its workers comp program, was
Continued on page 13

Old masters, new cover

Museum package policies
offer innovation-at a price

By EILEEN P. GUNN
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Chubb's program offers museums software
that scans the image of items so they can be
accurately restored if damaged. For instance,
this intricate chandelier at Montpelier, James
Madison's home in Orange, Va., could be

scanned by CHUBBMUSE.
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An insurer is offering museum owners the
chance to buy several different types of specia-
lized coverage in one package.

However, while fine art insurance experts
generally praise the policy-and the accompany-

ing loss control services-as an innovation, they
point out that non-profit institutions' shallow
pockets could make the program a hard sell.

The insurance program, offered by Chubb

/4 h

Corp. of Warren, N.J., is tailored for museums
and cultural institutions. The program combines
in one package traditionally separate insurance
lines, like fine arts, boiler and machinery, and

property coverage.

The package also included coverage for

sources of income, including admissions, grants,
donations and revenues from gift shops; and in-

nocent misrepresentation coverage, which pro-
tects curators and other officials from lawsuits

arising over negligent professional opinions on
the origins of art or artifacts.

The program also includes new risk manage-

ment software for policyholders.

New York Inc.

These types of coverage have not been offered
before in a single package, according to Mi-
chael Fischman, a broker at Hogg Robinson of

Though they will be sold together, several of

Continued on page 27



Surplus lines

Continued from page 2
captives-could request exemp-
tions from standards governing li-
censing, minimum capital and sur-
plus, and length of time in
business.

Supporters say the regulations,
which would become Section 2174
of the Insurance Code, are needed.
In the past two years California
has experienced "an invasion" of
"unscrupulous" non-admitted in-
surers, assisted by "equally un-
scrupulous” surplus lines brokers,
said Daniel Bethel, an officer in the
consumer division of the California
department.

Non-admitted auto premium
volume in California has grown to
$128.1 million in 1991 from $3.9
million in 1988. Over that time,
policyholder complaints to the de-
partment about non-admitted in-
surers soared to more than 2,000

from 22, Mr. Bethel said.
Proposed Section 2174 is de-
signed to be "a barricade-a wall
to keep the invaders out," he said.
Surplus lines insurers and bro-
kers counter that too many com-
panies would be kept out by the
proposal. The problem is not with
non-admitted insurers as a group,
they argue, but with certain non-
U.S. insurers, especially those in
the Caribbean. They urged regula-

tors to target those companies
rather than all non-admitted in-

surers.

At the hearings, representatives
of the Surplus Line Assn. of Cali-
fornia and the California Whole-
salers Assn. argued that requiring
brokers to file a non-admitted in-
surer's rate and product informa-
tion would destroy the flexibility
critical to the non-admitted mar-
ket

That requirement would "create
an impossible regulatory frame-

work within which the California
surplus lines market cannot oper-
ate," said attorney Thomas E.
Burke of LeBoeuf, Lamb, Leiby &
MacRae in New York. The firm is
U.S. general counsel for Lloyd's of
London and represents seven other
offshore insurers that do business
in California.

"The freedom of rates and forms
used by non-admitted insurers is
one of the basic concepts upon
which the surplus lines market is
founded and is fundamental to its
continued existence," the Surplus
Line Assn. argued in comments
submitted at the hearing in San
Francisco.

Requiring a surplus lines bro-
ker to submit rate and product in-
formation before placing coverage
is a "prior approval mechanism"
that violates surplus lines law, ar-
gued David R. Harrison, an attor-
ney with Aguilar & Sebastinelli in
San Francisco, which represents

surplus lines brokers and U.S. and
offshore non-admitted insurers.

Non-admitted insurers and some

broken; also object to the proposed
$15 milion capital and surplus re-
quirement for all non-admitted in-

David Anderson, president of the
California Wholesalers Assn., con-
cedes he has "misgivings" about
any such requirement. But, if the
requirement is approved, it would
be mcre reasonable to phase it in
gradually, said Mr. Anderson, pres-
ident of Anderson & Murison Inc.
in Los Angeles.

" The lllinois Insurance Ex-
change supports the intent of Reg-
ulation 2174, (but) we do not wish
to be punished for the sins of
otters. And make no mistake about
it, Regulation 2174, as proposed,
will punish the exchange and its
syndizates and many other well-

managed, responsible insurers,”
said HE President James M. Skel-
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Tooth Fairy: What is Dental Network of America. < 6

or DNOA. as you refer to yourselves?

DNoA: Dental Network of America is the Nation's

premier managed dental care organization.
We serve 1,000,000 members through our
dental HMO products and our new discount
dental services programs.

Tooth Fairy: Then why haven't we heard

about you by now?

DNoA: Because our products are marketed
by Blue Cross and Blue Shield Plans. So

we're sort of the name behind their names.

Tooth Fairy: Who are some of your customers?

DNoA: We administer managed dental care programs
for 2,300 accounts, including 32 Fortune 500 companies.

Tooth Fairy: How large is your dental network?
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Ilitillir '->Y£-46.1'Lir/5/ Q.6:/63 .

DNoA: We have more than 6,600 dental providers. We can

deliver our products in more than 40 states, Canada

and the U.S. Virgin Islands.

Tooth Fairy: So why are you just staning to advertise?

DNoA: Because we wanted to establish a successful track record first.

Tooth Fairy: Well you have. So speak up.
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Dental Care

Dental Network

of AAMmerica

For more information,
call 1-800-323-6840,
Ext. 255

or write:
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Marketing Department

Dental Network of America

Two TransAm Plaza Drive

Oakbrook Terrace, IL 60181

Ton at the Los Angeles hearing.

"The regulation, as proposed,
simply fails to solve the problem
it addresses. It will do more harm
than good. And, as a practical mat-
ter, it goes beyond the authority of
the department, and fails legal
tests of reasonableness, necessity,
economic analysis and impact,"” he
added.

Only four IIE syndicates have
more than $15 million in surplus.

AN earlier version of Section
2174, submitted on an emergency
basis last year, was disallowed by
the Office of Administrative Law.
Earlier this year, the department
voluntarily withdrew another ver-
sion of the emergency regulation.

Those earlier versions applied
only to non-admitted insurers out-
side the United States, requiring
them to have a minimum capital
and surplus of $5.4 million and to
maintain a U.S. trust account of
$5.4 million (BI, Nov. 11, 1981;
July 8, 1991).

Then, in June, the department
submitted the latest version of the
emergency regulation. The rule is
not limited to offshore insurers and
requires non-admitted insurers
doing business in California to
have a minimum capital and sur-
plus of $15 million. However, the

emergency regulation only applies
to insurers that had not done busi-

ness in California before June 2.

On the other hand, the proposed
permanent regulation-the subject
of last week's hearings-would
apply to all non-admitted insurers
doing business in California. The
department hopes to have the per-
manent regulation in place when
the emergency regulation expires
Oct. 10.

Among the documents that the
rule would require brokers to file

before placing coverage with a
Nnon-admitted insurer are:

< The insurer's annual statement
and an audited financial report.

These documents must demon-
strate minimum capital and sur-
plus of $15 million. Non-U.S. in-
surers must have a minimum of
$5.4 million in a U.S. trust ac-
count.

Letters of credit can be used to
satisfy the trust fund requirement
but cannot be used to meet the
minimum capital requirement.

An exemption from the mini-
mum capital and surplus require-
ment may be granted by the de-
partment if the insurer serves
specialized markets.

= A certified copy of the in-
surer's license issued by the juris-
diction where it is based, along
with a certificate of good standing
and other market conduct infor-
mation. Captives could request an
exemption from this standard.

= A verified statement that the
insurer is Nnot in conservation or

the subject of any regulatory ac-
tion.

- Al list of the products the in-
surer wants to sell in California
along with rates or, alternatively,
"rating plans used to set the rates."

For each submission, the filing
fee would be $1,500. Brokers
would also be required to "keep
the documents current by submit-
ting. . .more recently dated ver-
sions of documents as soon as such
updated documents are available,”
along with a filing fee of $250 per
document for updates of financial
documents and $35 per document
for all other updates.

Among the industry representa-
tives speaking at the Los Angeles
hearing in support of Section 2174
as currently written were Irwin
Cheldin, president of Crusader In-
surance Co. in Woodland Hills,
Callif., and Robert A. Chick, presi-
dent of Lawyers Mutual Insurance
Co. in Burbank. Both insurers are

admitted in California. 1



You DoNn'T HAVE
To CONTROL
THE WEATHER TO
EXERT A CALMING

INFLUENCE.

Wausauw is one of only a handful of insurers with the expertise
10 engineer, underwrite and service Highly Protected
Risks (HPR). And we're willing and able to do Special Risk
underwriting, including large builders’ risks and high
deductible programs with annual aggregates. All of which
says a lot about how serious we are about business
property insurance. Our national account coordination, our
capacity, and our A+ (Superior) A.M. Best rating are
other things you should find comforting.
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Wausau Insurance Companies, 2000 Westwood Drive, Wausau, Wisconsin 54401 Telephone (715) 845-5211 A Member of the Nationwide® Group.
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Firms expand employee assistance: Study

By DEBORAH SHALOWITZ

Offering resource and referral
services is the most popular way
employers assist workers in need of
counseling, a new survey says.

Employers rely on that format to
provide drug and alcohol abuse
counseling, wellness programs,
family counseling, dependent care
programs and stress management,
the survey shows.

The survey also found that em-
ployee stress levels are on the rise,
thus increasing the demand for
some of these services.

The most popular type of coun-
seling companies provide is for
drug and alcohol abuse treatment,
according to the survey by The 01-
sten Corp., a Westbury, N.Y.-based
temporary personnel firm.

Sixty-five percent of 578 human
resources executives surveyed by
Olsten reported offering some type
of drug and alcohol abuse pro-
gram.

And of those companies, 56%
offer a resource and referral ser-
vice. Nineteen percent offer finan-
cial assistance, 18% offer work-
shops and counseling and 7% offer
an on-site facility, according to the
survey. In addition, 9% have a pro-
gram under consideration.

More than half of the employ-
ers-57 Y% -also offer stress man-
agement programs for employees,
while 56% offer family and marital
counseling programs and 54% offer
some type of wellness program.

Like the drug and alcohol abuse
programs, a large percentage of
these programs are delivered by re-
source and referral services, the
survey finds: 46% of both stress
management and family/marital
counseling programs, and 31% of
wellness programs, are offered as
resource and referral services. The
next most popular format is work-
shops and counseling, followed by

financial assistance and on-site fa-
cilities.

Thirty-two percent of the com-
panies surveyed offer some type of
child care assistance and 17% offer
some type of elder care assistance
for employees, according to the
survey.

In both instances, resource and
referral services was the most pop-
ular format for providing employ-
ees with these services.

Meanwhile, 57% of the human
resources executives said workers
at their companies had "above nor-
mal” levels of stress and another
6% said workers at their companies
had "severe” levels of stress.

However, the survey noted that
the definition of "normal”™ varies
from firm to firm and from indi-
vidual to individual.

Those firms in industries hit har-
dest by the recession reported the
greatest increases in employee
stress levels over five years ago.

For example, 81% of human re-
sources executives at banking and
finance firms and 79% of execu-
tives at insurance companies re-
ported greater stress levels among
employees than five years ago.
And, 75% of respondents at manu-
facturing and public or non-profit
organizations also reported in-
creased stress among employees.

The greatest increases in em-
ployee stress levels were reported
by executives in the Northeast,
while the lowest increases in em-
ployee stress levels were reported
by executives in the Southeast.

In other survey findings:

= 34% of the human resources
executives surveyed said their em-
ployee counseling and dependent
care programs have increased em-
ployee productivity and morale.

Benembe«-

Another 22% noted decreases in
absenteeism as a result of these
programs.

= Almost one-third of the firms
-31%--offer paid maternity leave,
while 70% offer unpaid maternity
leave.

For a free copy of the 12-page
survey report, "Workplace Social
Issues of the 1990s," contact

Loretta Schorr, The Olsten Corp., 1
Merrick Ave. T62, Westbury, N.Y.
11590; 516-237-1665.

FAS 106 obligation

About four out of 10 U.S. com-
panies plan to immediately recog-
nize their Financial Accounting
Standard 106 obligation on their
balance sheets, rather than amor-
tize the amount over many years,
according to a new survey.

"Many organizations are consid-

ering immediate recognition as an
opportunity to put the worst be-
hind them," said Marsha Venturi, a
consulting actuary in the Secaucus,
N.J., office of Buck Consultants
Inc., which conducted the survey.
"By taking the big hit all in the
first year, ongoing expense can be
noticeably reduced over the re-
mainder of the amortization pe-
riod.”

Buck's survey of 96 companies
found, though, that an equal per-
centage of respondents-44%-still

have not decided how they will
recognize their FAS 106 obliga-
tion.

The remaining 12% of companies
plan to delay recognition by amor-
tizing the transition obligation.

The survey, "FAS 106 Imple-
mentation Options, Economic As-
sumptions, Effect on Retiree Medi-
cal Benefits" is available for $50
from Carolee Martin, manager of
marketing, Buck Consultants Inc.,
500 Plaza Drive, Secaucus, N.J.
07096-1533; 201-902-2555. 1
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Navistar

Continued from page 2
eged on past promises (BIl, Aug.
14, 1989).

The court action names several
retired union and non-union em-
ployees of Navistar and two
unions-the United Automobile
Workers and the United Plant
Guard Workers of America-to
act as representatives of the in-
terests of all retirees.

Navistar, formerly Interna-
tional Harvester, "is asking the
judge to affirm that its changes

in retiree health care benefits do

not breach any law or any col-

lective bargaining or other
agreement,” a Navistar spokes-
woman said.

As part of the benefit restrue-
turing, the company's retirees-
both union and non-union-and
their dependents will be enrolled
in a new health care program.
The new plan includes a reduced
level of benefits and for the first
time will require retired union
workers, who comprise about
two-thirds of its total retirees, to
pay a share of their health bene-
fits through premiums, deduct-
ibles and copayments.

"This was a tough decision to
make, but we must face the real-

ity of Navistar's disproportiona-
tely high health care costs,” Na-
vistar Chairman and Chief
Executive Officer James C. Cot-
ting said in a statement.

The company spends a higher
percentage of its sales on retiree
medical benefits than its compet-
itors because it has an unusually
high ratio of retired employees to
active employees and offers a
rich benefit plan, the Navistar
spokeswoman explained.

After reducing its active work-
force from nearly 100,000 in 1980
to about 13,000 today, Navistar
has three retirees for every active
worker, compared with an indus-
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try average of less than one, she
said.

Upon completing an internal
study to determine how to con-
trol its skyrocketing health care
costs, Navistar officials esti-
mated the company had a $200
million "cost disadvantage"™
when compared to other com-
panies in the same general line of
business.

To correct that situation, Na-
vistar says it must cut $150 mil-
lion from its health care costs for
active and retired employees and
another $50 million from operat-
ing costs.

Navistar plans to introduce

- These days, complete service is *| underwriters who can tailor a policy

just as critical as a cornplete property to'meet your clients' needs, then get it
out the door quickly. We've even been
known to hand deliver a policy in a

Appalachian, rated A+ by A.M. Best. pinch. And our claims handling is just

as fast, just as efficient and certainly
fair. All of which allows us-to make a

insurance product line. That's why
brokeri depend on Affiliated and

Clients come back to us year after

.year because they know that no one
offers faster, better or more comlete

professional service.

big impression on our clients.

In addition, we can also make avail-

Of course, we also offer a complete able our properw engineedng resources-

property insurance product line
that's simple, comprehensive, and

and a Combined Fire, Boiler &

Machinery policy. We put you directly with your Affiliated/Appalachian-

resources that help reduce risk.

So if you want to start building a
flexible -including an All Risk policy relationship with many happy returns,
call us and we'll put you in touch

in touch with- experienced production representative.

Affiliated FM Insurance Company
Appalachian Insurance Company

Associated with Allendale Mutual Insurance Co.

A member of the Factory Mutual System.

For more information, call us at 1-800-541-2276.

various managed care programs,
including preferred provider net-
works, to control health care
costs for active employees, the
spokeswoman said.

Mr. Cotting said the company
can meet current retiree medi-
cal costs, but that permanently
reducing future medical care ob-
ligations is the only way Navis-
tar can meet future benefits pay-
ments and escape the threat of
insolvency.

Under the new indemnity plan,
retirees less than 65 years old
will pay about $1,400 per year in
health insurance premiums, the
spokeswoman said. They also
must meet a $400 per year indi-
vidual deductible for all health
care services or an $800 per year
family deductible, she said. And,
they are required to pay for 20%
of all medical expenses they
incur, up to a maximum of
$1,600 per individual and $3,200
per family.

Retirees over age 65 will pay
an average of about $330 per
year in health insurance premi-
ums, the spokeswoman noted.
And, they will be required to pay
the first $2,000 of Medicare and
Medicaid copayment fees and de-
ductible charges, after which
Navistar will pay 100%.

All retirees also will be re-
quired to contribute toward the
cost of prescription drugs and
mental health services.

The company, which currently
operates hundreds of different
retiree medical plans throughout
the United States, will merge its
retiree medical policies into one
plan.

UAW Secretary-Treasurer Bill
Casstevens said he was "sur-
prised" by Navistar's court ac-
tion.

"We will take all appropriate
action to protect the rights of
our retired members at Navis-
tar,"” he said in a statement.

The United Plant Guard Work-
ers had not yet been served with
court papers, said Lou Scohy, in-
ternational vp of the Roseville,
Mich.-based union.

Meanwhile, retiree benefits ex-
perts say this may be the first
time a company has attempted to
ward off potential lawsuits by
getting a court to grant it ad-
vance permission to cut benefits.

"l am not familiar with any
other company going to court
first to ask permission” to reduce
benefits, according to Henry Sa-
veth, a principal in the New York
office of A. Foster Higgins & Co.
Inc.

"So far, companies seem more
willing to make (benefit plan)
changes and then react to the
lawsuits that follow," he said.

"Navistar's approach puts a
novel twist on things,"” said Bill
Miner, an actuary in the Chicago
office of The Wyatt Co. This may
mark the beginning of a "trend
of distressed companies taking a
hardline position and seeking re-
lief through the courts,” he
added.

The court likely will examine
Navistar's benefit plan docu-
ments to ascertain what promises
it made to retirees concerning
their medical care benefits, Mr.
Saveth said.

And, while the company main-
tains that its benefit documents
explain to employees that it has
the right to alter its health plans
at any time, the final interpreta-
tion of summary plan language
will be left up to the judge, he
pointed out.

"Ultimately, the courts may
decide what benefits we’'ll be
getting, rather than the unions,
the companies or even Con-
gress,” Mr. Miner said. |1
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Let feds run
THE DEBATE QVER. whether the federal. gov-

should have primary authority for insurer solvency
regulation is a battle that will rage for some time.
But we do not see how any segment of the insur-
ance industry-including policyholders-could op-
pose federal regulation of offshore insurers and
reinsurers as long as some protections are included
in such a law.

A proposal is contained in a recent report by the
Senate Permanent Subcommittee on Investiga-
tions, chaired by Sen. Sam Nunn, D-Ga. (Bl, July
20).

Business Insurance has published dozens of
stories over the years that have detailed fraudulent
schemes whose linchpins were foreign insurers or
reinsurers. Unsuspecting policyholders-especially
those for whom insurance is largely unavailable or
unaffordable-pay premiums to these insurers,
whose "assets" often consist of worthless mining
leases, stocks of questionable companies based in
Third World nations or other dubious investments.
No one knows where the premiums go, but very
seldom are they used to pay claims.

Bogus offshore reinsurers follow much the same
script.

It is simply impossible for state insurance regu-
lators to keep up with these companies. State in-
surance departments' budgets and regulatory au-
thority do not stretch to Belgium, the Caribbean,
Micronesia and other faraway domiciles.

AnNnd while the National Assn. of Insurance Com-
missioners does track "alien” insurers and rein-
surers, the kinds of companies that pose problems
never show up on the NAIC's screens-until it is
too late.

Crooks hopefully would be wary of a federal reg-
ulatory system, but reputable offshore insurers and
reinsurers would have nothing to fear. In fact,
dealing with one central authority would probably
be easier for the giant offshore underwriters that
do business in the United States than dealing with
separate state insurance departments.

While the federal government has had its prob-
lems in regulating the solvency of financial institu-
tions, we're convinced that a single federal office
regulating overseas insurers and reinsurers doing
business in the United States would be much more
effective than 50 separate systems. Paul Brown,
director of government and public affairs for the
Risk & Insurance Management Society Inc., put it
so simply: "The feds are in a better position to
regulate this."”

However, the federal government should not reg-
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ulate captive insurers owned by U.S. parents and
based in established offshore domiciles like Ber-
muda and the Cayman Islands. Indeed, captives
likely could be regulated out of business if they
were held to federal standards.

But to scrap federal oversight of most offshore
insurance and reinsurance companies because of
concerns about captives would be to throw the
baby out with the bath water. An exemption for
bona fide captives can easily be included in legisla-
tion calling for federal oversight, though it must be
carefully worded so that unscrupulous operators
do not set up sham offshore companies and attempt
to pass them off as "captives.”

Of course, there are those who oppose any type of
federal regulation-even if it makes sense. Some
insurer organizations are going to stick to their
guns and automatically fight against any incursion
into states' regulatory authority.

And, while the NAIC says that there is much in
the subcommittee's report "to commend” and real-
izes that state regulators are not doing the best job
possible investigating overseas underwriters, its
president maintains that reforms being imple-
mented by state regulators are enough to solve the
problem.

We agree that state regulators are doing their best to
improve the protection they provide to policyholders.
However, we're not sure that that will be enough to
adequately regulate offshore underwriters.

This is one area where the states should step

aside in favor of the feds.
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What is your biggest job headache?

Wanda Beason

Benefits Manager
Mirage Resorts inc.

Las Vegas, Nev.

As we offer health coverage on a coin-
surance basis, a major headache is to
balance out-of-pocket expenses for our
20,000 insured employees and family
members. We are constantly challenged
to implement cost-containment features to
keep pace with medical inflation, while
maintaining the best possible coverage
for our employees.

Communicating the intricacies of our in-
surance program to those outside the or-
ganization who must understand it. This is
compounded by the abundance of obso-
lete "boilerplate” material in circulation,
and the outdated perceptions about insur-
ance. Trying to reduce our risk transfer/in-
surance program to a certificate of insur-
ance is also a challenge.

Rodger A.
William R. Grindell Cochran

Director of Risk Man- Director of Risk Man-

agement agement & Insurance
The Shidler Group,

Honolulu

Owen Steel Co.

Columbia, S.C.

One of the things we're struggling with
right now from a benefits and compensa-
tion standpoint is the Americans with Dis-
abilities Act. Cost containment and fraud-
ulent claims are a concern for both group
insurance and workers comp claims. We
want programs that are cost-effective and
fair to the company and our employees.

Compiled by Sara Harty
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The pencil costsl™.
The eraser, millions.

Mistakes make products late, more expensive and inferior.

Leaving customers dissatisfied, reputations damaged. Since there
are no quick fixes, only costly ones, what's a business to do?

At the CIGNA Property and Casualty Companies, we have a very
basic goal: Get it right
the first time.

Granted, nobody's
perfect. But it's surprising
how many mistakes can
be prevented.

By working to find the
best solution, rather than
the most expedient one.

Whether we're

providing protection for
small and medium-size
businesses, or meeting

the risk management

needs of the largest

corporations, the
benefits are the same:

Answers that are fast

and accurate. Service that is responsive. Value that is real. And
customers who are satisfied. Anything less would be a big mistake.

For additionalinformation, write the CIGNA Property and Casualty
Companies, Department RB, Philadelphia, PA 19192,

After all, anyone can pay for lots of pencils. But who can afford
all the erasers??

We getpaid forresults: CIGNA



Parental responsibility

How liable is parent
for captive's failure?
By SARA MARLEY

TORONTO-The boom in cap-

tive insurance com-

re-—evaluation of

their corporate par-

ents’' legal obliga-—
tions, according to

two risk management professors.
In the 1970s, up to 90% of all
captives were owned by a single
parent and wrote business for
that parent only, said M. Moshe
Porat, who is chairman of the
department of risk management,

insurance and actuarial science

at Temple University in Phila-

delphia.

Today, only 60% of captives
are single-parent, while half of
all captive insurers write unre-
lated business, he said.

General growth in captives
was spurred by "changes in the
tax environment, strong promo-
lion of captives as profit centers
and ego-tripping by risk manag-
ers,"” Mr. Porat said here last
month at the International In-
surance Society's annual re-
search roundtable.

"In the late '7 Os many captives
began writing unrelated busi-
ness," he said. "Some aggressive
captives saw fantastic yields,
better than their parents. Risk
managers couldn't resist the urge
to pursue unrelated business."

But, he said, "In the mid-'80s,

MATIENT

captives hit bottom like the rest
of the industry.” About 300, or
10% of all existing captives, dis-
stopped writing during the dec-
ade, with half of those being
forced into liquidation.

Despite those insolvencies,
courts have not agreed about
whether a corporate parent is li-
able for a captive's losses.

Some courts have held that the
""corporate veil" should be
pierced only "when the manage-
ment of the parent instructed the
captive to engage in risky behav-
ion" said Michael R. Powers, an
assistant professor in Temple's
risk management department.

The professors recommend de-
vising a spectrum for determin-
ing the extent of corporate invol-
vement in captive management.
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450 attend annual IIS meeting

TORONTO-Approximately 450 people from 45 countries at-

tended the 28th annual International Insurance Society meeting
in Toronto last month.

The Tuscaloosa, Ala.-based association is a
group of more than 1,200 property/casualty and
life insurance company executives and academics

IA. _Al from 80 countries.

Next year's meeting will be July 11-15 in Tokyo.
For more information, contact IIS Executive Director Mary B
Silberberg at P.O. Box 870223, Tuscaloosa, Ala. 35487; 205-

348-8974; fax 205-348-8973.

Important factors include the
level of capitalization and
whether involuntary creditors
bear a disproportionate share of
insolvency costs. Mr. Powers says
all shareholders become involun-
tary creditors if they are de-
ceived by management.

"Limited liability gives the
parent incentive to take greater

SOME 6*LD BEADING 11,

RATTME EINES.

At ITT Hartford, we think a claim report should be more than words on a page

or letters on a screen. To turn data into useful information, we're equipped to analyze

and interpret medical claim activity for all our clients.
We're aware that review programs can contajn costs only so far. That's why our

people are also trained to spot unusually high incidences of a particular claim, provider

billing mistakes, even geographic areas where claims display a peculiar pattern.

After an analysis, our recommendations may range from employee education, to

additjonal managed care programs, to a change in plan design.
No matter what the challenge, we can customize a plan to solve any

employer's problems. Because each claim report is a tool for cost containment.

For a better read on evelything we have to offer, talk to us.

© 1991 [IT Hartford Insurance Group, Hartford, Cr 06115
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risks,” Mr. Powers said. "The>
realize all the rewards but have a

limited cost of failure.”

Limited liability also has ad-
vantages, he said. Limiting the
parent's liability for the captive
eliminates excessive monitorinE
of the captive's management and
allows the parent to focus on its

OV busiIress . -

Fisher named
to Insurance

Hall of Fame

TORONTO-Nationwide Mutua.
Insurance Cos." John E. Fisher is
the newest inductee to the Insur-

ance Hall of Fame.

Mr. Fisher, who is

and chief executivf

officer of the Co-—

lumbus, Ohio-basec

insurer, was honored at the recenl

annual meeting of the Interna-
tional Insurance Society.

The hall of fame, begun by thi
1S in 1957, honors outstandins
contributors to the industry.

Mr. Fisher joined Nationwide ir
1951 as an underwriter in the home
office. He held various manage-
ment positions until being electec

president of the company frorr
1972 through 1981, when he was
named general chairman and CEO.

During his tenure as chairman
Nationwide has grown from an or-
ganization with $6 billion in assets
to a $33 billion group of more thar
100 companies.

Mr. Fisher served as chairmar

of the International CooperativE
Insurance Federation from 1985 to

1990. During that time, he also was
chairman of the board for Allna-
tions Inc., which provides loar
guarantees to developing insurancf
cooperatives and monetary assis-
tance for employee training

In addition, Mr. Fisher is a pasl
chairman of the American Institut€
of Property & Liability Under-
writers, the Insurance Institute o]
America, the Property Casualty In-
surance Council and the Ameri-
can Council of Life Insurance. He
holds the Chartered Property &
Casualty Underwriter, Charterec

Life Underwriter and Associate ir

Risk Management designations.
The 11S also awarded its Johr

S. Bickley Founder's Gold Meda
for Excellence to Robert L. Pos-
nak, vice chairman of Delphi Fi-
nancial Group Inc. in New York.
The society's service award was
presented this year to Kenneth
Black Jr., who is stepping down

after four years as president and
CEO of IIS. The award also was

renamed in his honor. Mr. Black
who is a regent's professor of in-
surance at Georgia State Univer-
sity in Atlanta, will serve as vice
chairman of the board.

He will be succeeded by John
P. Meyerholz, a lawyer, executive-
in-residence at Georgia State Uni-
versity and former executive vp Oj

The Home Life Insurance Co.

-By Sara Martel



With asbestos riskexposures today,
you can't afford to be in the dark.
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*, If your contractor 14
doesn't already have an
asbestos abatement policy like
ours, you should consider buying
your own. Or you may be leaving your
assets vulnerable. At Commerce & Indus-
try, our Owner Controlled Insurance Pro-
/ gram (OCIP) covers you, the property owner,
: 41 with consistent coverage as well as your own
- dedicated limit of liability.

4 We've been writing asbestos-related policies
since the need arose more than six years ago. And
through our network of 14 offices, we're able to

understand those needs by getting closer to you and ii

your business. As a member company of American
i International Group, one of the few insurance
organizations to have earned the highest ratings

from the major rating agencies, we have the i

strength to protect you and your business.
4. For more information, contact Mike '
Giese at (212) 770-5508. Because

1 when it comes to asbestos-related

**- risks, what you don't know
can hurt you.

33:.]i7%)*«j<19*5 ;
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AlG World leaders in insurance and finandal 56vioes.
Commerce & Industry Insurance Company

A member company of American International Group, Inc.

Coverages and/or services may not be available in all states. Please check the actual policy for full details of coverage. Coverage subject to underwriting.
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Return to profitable underwriting: Execs

By SARA MARLEY

TORONTO-Insurers need to re-

turn to underwriting
profitability, even if
it means walking
away from business,
a a several top insurer
executives contend.

"We need to be disciplined in our
underwriting. We need to manage,
not just handle claims," said Peter
Spalti, chairman and chief execu-
tive officer of Winterthur Group in
Winterthur, Switzerland.

"We need to make an effort to
improve our core business: insur-
ance. We can't rely too much on
financial results,” Mr. Spalti said

last month at the annual Interna-

tional Insurance Society meeting in
Toronto.

Noting that it takes "willpower"
to price above competitors, Mr.
Spalti said, "We have to have the
competence to lose business.”

"There are certain risks you sim-
ply shouldn't take," agreed R. Fred

Richardson, president and chief
executive officer of Crown Life In-

surance Co. in Toronto.

European executives also ad-
vised their North American coun-
terparts to force a market change
by underwriting profitably.

"Don't wait too long for the mar-
ket to turn around. Don’'t wait as
long as Europe did," warned Klaus
Conrad, a member of the board of
management of Munich Reinsur-
ance Co. "We are the market. We
have to make it turn. Don't wait so

long you weaken your company's

core."”

Inadequate pricing has led to di-

minished capacity in some lines, he
added.

"There are uncertainties about

the future supply of catastrophe
insurance without correct pricing,"
Mr. Conrad said. "Capacity is
shrinking from the top down,
starting with high-layer retroces-
sional. The wave will slowly reach
insurers and insureds.”

With capacity shrinking, insur-
ers must scrutinize their reinsurers.
"Make sure they are not overex-
tended and have sound under-
writing. Beware the catastrophe

reinsurer who asks no questions,"
Mr. Conrad advised. "Uncollect-

able reinsurance is worse than
none at all."

Insurers also should avoid the
temptation to retain business by
offering unreasonable terms and
conditions, according to Mr.
Conrad.

"The importance of a sufficiently
high deductible is often underesti-
mated,” he noted.

The profitability philosophy
means walking away from entire
markets when necessary, not just
individual accounts, Mr. Richard-
son added.

"You have to be prepared to exit
a market if it's a market you can't
compete in," he said. "Manage-
ment's number one commitment
has to be to run the company at a
profit."

"Many companies don't know if
they're making money in a market
or not," Mr. Spalti noted.

One way insurers can profit is
by becoming more customer-
minded, said Claude Bebear, chair-
man of AXA Group in Paris.

"It's difficult to be an insurance
company. You have to satisfy poli-
cyholders and stockholders,"” he
noted. But "without customers,
there is no company."

"Our job is to pay claims,"” Mr.
Bebear said. "Good claims settle-
ment is good publicity."

Customer education must also
become a greater priority, Mr. Be-
bear said. Insurers should inform
policyholders of procedures before
a claim is ever filed.

"When you settle a claim, pay
what you have to pay, but don't

‘We are the market.

We have to make it

turn,' says Klaus

Conrad of Munich

Reinsurance.

pay more. Explain what you have
to pay" to the customer, Mr. Be-
bear said.

Winterthur subsidiary Churchill
Insurance Co., a London-based
auto insurer, has taken a direct
marketing and customer service
approach, Mr. Spalti said. The in-
surer contains costs by selling over
the phone to households selected
through a data base.

The sales force is trained to spot
bad risks and can underwrite a
risk over the phone in just eight
minutes, Mr. Spalti said.

This cuts costs 15% compared
with a traditional sales call, and
the average claim cost is "substan-

tially” lower, he noted.

Churchill further trims costs by
doing its own crash testing, con-
tracting with body shops for repair
work and reselling usable parts of
totaled vehicles.

Another Winterthur subsidiary,
General Casualty Co. of Wisconsin
in Sun Prairie, has made a com-
mitment to underwriting profit,
Mr. Spalti said.

"We will surrender market share
rather than price inadequately,”
Mr. Spalti said.

The insurer's combined ratio has
been below 100% for eight of the
last 10 years, he said.

While insurers might be forced
out of some markets, cautious ex-
ploration of new ones also can
boost profitability.

Eastern Europe has not deve-
loped into the profit center many
insurers were hoping for, Mr.
Spalti said.

Initial euphoria about the fall of
communism and the prospect of
new business has waned, and in-
surers must now assess the real
prospects in Eastern Europe.

"Everyone thought the move to
a free market economy and some
kind of democracy would develop
quickly. But it's the problem of a
generation at least,” Mr. Spalti
said.

"On the economic chain, the in-
surance business is one of the last
positions," he said. Economic and
legal systems must be fully in place
for insurers to succeed.

"A good insurance industry
builds up in an economic environ-
ment that is stable. It's very diffi-
cult if the economy is in bad shape,

the worst situations for insurance
companies,”" Mr. Spalti said.

While Winterthur is serving ex-
isting international clients with
operations in the former Soviet
bloc, it is "extremely hesitant” to
begin writing business there. It
passed up an opportunity to pur-

noted.

built onto existing organizations in
West Germany.
"l think (former East Germany)

move to a free market within a rea-
sonable time,"” Mr. Spalti said.

In all foreign markets, cultural
and language differences make
local managers and employees nec-
essary, Mr. Spalti said. Managers

and understand the culture.

"A local presence is necessary in
each market," he claimed.

writing profitable.

and levies, Mr. Conrad said. Al-

intervention, he noted.

essarily."
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Making the right media buy today is vital to
your company's future. You need the widest

possible exposure among the most innuential

corporate decision makers. That's why

Pension Benefit Guaranty Corporation, the

advertising in Bl's September 7 Spotlight Report

on Benefits: Pensions/Retirement Plans is a sound

investment.

With concerns mounting about pension costs

and the security of pension plan investments, this

issue will be must reading for Bl's audience -

reaching more than 148,000 employee benefit

managers, financial and administrative

executives. risk and insurance managers, and

a host of service providers.

In-depth articles will focus on innovations

in plan design and administration, like

age-weighted retirement plans and

retirement bonus plans; the expanded

role of mutual funds as a retirement

Includes pass-along readership.

New York: 212/210-0228 + Fax: 212/210-0704 - Chicago: 312/649-5276 + Fax: 312/280-3189 - Los Angeles: 213/651-3710 « Fax: 213/655-8157

plan investment option; and the use of early
retirement window plans in corporate downsizing.

In addition, Bl will report on developments at the

agency that insures the nation's defined benefit

pension plans.

What's more, Bl's Directory of 401 (k) Plan

Administrators will provide vital information on

the resources and services readers need.

With timely, comprehensive coverage and

important features like this, corporate executives

everywhere will eagerly await this spotlight

report. So reserve your ad space now, because

advertising in Business Insurance is a sound

investment in your future.

Benefits: Pensions

& Retirement Plans

Publishing: September 7

Ad Closing: August 25

Business
INnNsurince

Coverage Guaranteed



Managed care

Continued from page 3

"already doing a good job" of
controlling costs, primarily
through careful in-house admin-
istration of claims, Mr. Stroh-
maier said.

GM is one of several companies
identified by the National Assn.
of Manufacturers as taking steps
to control its workers compen-
sation costs.

GM is by no means alone.
Other companies are turning to
managed care to combat thee ris-
ing tide of workers comp medical
claims.

For example, The Gillette Co.
of Boston in January began using
RxComp, a managed workers
comp program offered by Phila-
delphia-based CIGNA Corp., for
many of its 8,000 U.S. employees,
chiefly those outside of Massa-
chusetts.

Gillette uses a mix of RxComp
services, including a preferred
provider network; claims man-
agement, including detailed cost
data; utilization review; medical
case management; rehabilitation
services; and a risk management
information system.

However, the manufacturer
prefers to provide its own loss
control and safety engineering
services, which are also offered
through RxComp.

While the managed care pro-
gram is too new to evaluate, Mr.
Welgass said he is already im-
pressed with the "broader" per-
spective and service coordination
capabilities of claims handlers
for CIGNA, which is its principal
casualty insurer. They efficiently
and effectively manage all as-
pects of a workers compensation

Mr. Welgass doesn't
expect 'material' cost
savings on Gillette's
already low workers

comp claims costs.

injury or illness claim from the
time the claim is filed until the
worker-when possible-returns
to the job, he said.

However, Mr. Welgass said he
loes not expect "material” cost
savings because the company's
U.S. workers comp claim costs
ilready are a low $3 million an-
nually on net annual sales of $4.7
billion.

On the other hand, Eastman
Kodak Co. of Rochester, N.Y .,
primarily relies on its own re-
sources and programs-rather
than programs developed by an
insurer or outside vendor-to
control workers comp costs.

Those include experienced
claims examiners, concurrent
utilization review, encouraging
Dutpatient treatment when pos-
sible and using in-house med-
ical departments at some com-
pany locations. These managed
care techniques are coupled with
Kodak's long-standing tradition
of finding appropriate work for
injured employees on the mend.

When possible, the company
refers injured employees to qual-
tied professionals who provide
medical or other services to in-
jured employees, either indepen-
dently or as part of an infornnal
Danel of preferred providers,
said Gregory A. Saxum, director
of workers compensation.

Insurers are stepping up to the
demand by policyholders to
apply managed care to workers
comp claims.

Industrial Indemnity Co., a

San Francisco-based unit of
Crum & Forster Inc., provides
more than 8,000 employers in 10
Western states with a full range
of managed care services when
they purchase workers compen-
sation coverage.

Industrial Indemnity's Medical
Cost Containment program fea-
tures a preferred provider net-
work of more than 4,700 health
care providers and hospitals;
peer review of network physician
providers; precertification to
curb unnecessary medical and
diagnostic testing; bill auditing;
and hospital utilization review.

Using the insurer's existing
preferred provider network
keeps employer costs low be-
cause there is no need to pay a
fee of 25% to 30% of annual med-
ical billings to a third-party ven-
dor, said Greg Johnson, a San
Francisco-based principal with

Continued on next page

Home Life Group

introduces

" Client's Choice,"
a program for

Nnusiness insurance, August O, 1336 / la

We've Made A Name For Ourselves.

It's Business Insurance.

We're the weekly it takes to stay on the cutting edge
of the commercial insurance marketplace.
SUBSCRIBE TODAY!
CALL TOLL-FREE on 1-800-678-9595.
Fax your order in on 1-313-446-0961. Use the
card in this issue or if it's gone,
use the coupon below.
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Ff/hat would you call a new
group program that gives
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ients a choice of benefits
ndfunding options.P

Home Life Group's

A range of benefits
includes services
such as Pre-
Treatment Review
and BIBS-Better

hor&emplofiees, InfagtReginmingsm,

with coverage and
funding options

to meet all your
clients' needs.

" Client's Choice"
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Managed care

Continued from previous page
consultant William M. Mercer

FROM KODIAK TO KEY WEST, FROM BANGOR Inc. who works with Industrial
TO BAKERSFIELD, EXPRESS SCRIPTS indsmnity.

Policyholders using the pro-

PREFERRED PROVIDER PHARMACIES gram "are saving, on the average,
more than 20% in paid medical
CRISSCROSS THE UNITED STATES. losses, or 5.5% of their premi-
ums,” Industrial Indemnity re-

ports.

ANnd Industrial Indemnity poli-

EX P B E S S cyholders' cumulative medical

claims savings total more than

PISCRI PTS $125 million, including $35 mil-

lion in savings generated by the

PPO network, since the program

was implemented in 1986, ac-
cording to Mr. Johnson.

The varied approaches that

1-800-332-5455 companies can take emphasize

the broad range of programs that

can be considered part of man-

aged care and how employers can
combine them.

ON-LINE - MAIL SERVICE - DUR

Paul Verl,oulen, Account Executive, Cle,lgo Sales
Derek Serbe, Underwriter, Evanston, IL

Every One Of Our Reps Brings Along
Some Unique Expertise.

Next time our account executive stops by, you may see something a little extraordinary. Like an underwriter.
Because at Washington National you're serviced by a team. So you get the personal commitment of everyone who's
answering your health benefit needs.

You can also count on the parts of the team you might not see. Like customer service reps. Claim professionals.
People at every level working side by side, making our customers top priority. So you have more time foryour
customers. It's just one of the ways we're working smarter. For help

todey 4t 708-570-56°1: Weiontshoid apampty-handedt,TatonaT® ="

EMPLOYEE BENEFITS DIVISION

YOU''LL LIKE OUR THINKING

"A managed care program
seeks to ensure the necessity of
treatment; to deliver care cost-
effectively; and to prevent health
problems that can be caused by
excessive uncoordinated utiliza-
tion of medication, radiological
and other medical services," ac-
cording to the Workers Compen-
sation Research Institute in
Cambridge, Mass.

Managed care can accomplish
these goals through a variety of
means, including preadmission
certification, second surgical
opinion programs and use of
treatment protocols, among
other things.

"l think what we are seeing is
the beginning of a significant
trend in how workers compensa-
tion is being approached,” said
Gillette's Mr. Welgass. There
Nnow is a concentrated effort to
apply the full range of appropri-
ate managed care techniques to
more claims earlier than in the
past, he said.

Previously, such techniques
were primarily used only with
serious, unusual or expensive
claims, he noted.

INn addition, Mercer's Mr.
Johnson said: "The industry is
moving slowly from discounts on
unit price to true management of
care through precertification and
managed care."

Like the companies identified

'The industry is
moving slowly. . .to
true management of

care,' Mercer's Mr.

Johnson says.

by NAM, most employers sup-
port the concept of managing the
health care component of work-
ers comp claims.

"The importance of managed
care is to have some reasonable
control over all of the costs that
are involved in workers compen-
sation matters and some assur-
ance that employees are getting
appropriate care,”" said Kodak's
Mr. Saxum.

"We think there are real cost
savings there,"” said GM's Mr.
Strohmaier.

Despite the cost savings poten-
tial, the cornerstone of managed
workers comp programs remains
the delivery of quality care, most
employers agree.

"We are frankly more con-
cerned with quality of care than
immediate dollar cost,” though
the company is cost-sensitive,
said Kodak's Mr. Saxum.

Good care ultimately benefits
all parties, he said. Workers who
receive better care recover more
quickly, while employers benefit
by having a needed and valued
employee return to work faster,
which reduces workers compen-
sation medical and indemnity
costs as well as production costs,
he added.

GM's emphasis on sending em-
ployees to quality health care
providers kept "doctor shop-
ping" at a minimum, even before
it engaged the services of a man-
aged care vendor, pointed out
Dan Osborne, assistant director
of unemployment and workers
compensation.

"We hand pick each of our
providers," said Will Murphey,
Industrial Indemnity's vp of
medical management. The in-
surer chooses providers on the
basis of its own data and in-
cludes those providers specifi-
cally requested by its major eli-

Continued on page 16



3 REASONS TO GET PROPERTY COVERAGE
THROUGH A COMPANY FIRMLY ROOTED IN THE ENVIRONMENL

ECS UNDERWRITING AND RELIANCE NATIONAL INTRODUCE
PROPERTY AND INLAND MARINE INSURANCE.

L SINGLE-SOURCE CONVENIENCE.

Ever since we began, ECS
Underwriting and Reliance National
have lead the way in environmental
coverage. And we always will.

But now you can also obtain
coverage for property and equipment

through the same familiar,

reliable source.

All it takes is one fast; simple
phone call. To people you already

know and respect.

OFFERING:

s Standard Property

s Motor Truck Cargo

« Contractors Equipment

« Electronic Data Processing
= Builders Risk

= Crime
- First Party Pollution

- Boiler and Machinery

PROTECTING:

*Transporters of Hazardous Waste,
Materials and Chemicals

« Treatment, Storage and Disposal Facilities

= Petroleum Dealers

- Contractors

= Laboratories

« Manufacturing Facilities

*Warehousing Facilities

*And many other classes of business

2. COMPREHENSIVE COVERAGE.

When both your environmental
liability protection and your property
protection come from ECS, you can
count on comprehensive coverage.
Because policies are carefully
tailored to meet your specific
company requirements.

No excess paperwork.

No confusion.

And that means ... no worries.

ECS
Underwriting,

Inc.
An ECS Company

THECHOICE

Reliance National

One East Uwchlan Avenue, Suite 300,
Exton, PA 19341 Or call (800) ECS-1414
(in PA (215)) 269-6731)

FAX (215) 524-5354

ALL-OUT SERVICE.

You already know ECS's track record
for prompt filings, quick turnaround

of policy quotations, speedy claims
processing ... and service committed to
keeping your operation up and running.
Now, with Property and Inland Marine
insurance, through ECS, you can
expect even more of the same.

Call the people at ECS.

And get quality coverage that supports

your business environment, too.

Insurance protection for American industry.

Name

Title

Company

Address

City

State Zip

Telephone
92-11-PROP-8/3

This program is underwritten by Planet Insurance Company, Philadelphia, PA, a member of the Reliance Insurance Group.

© Copyright 1992



COUNCIL ON EMPLOYEE BENEFITS
46th ANNUAL CONFERENCE

SEPTEMBER 30-OCTOBER 2,1992
THE WESTIN-COPLEY PLACE - BOSTON, MASS.

Meeting dealing with important benefit policy,
legislation and taxation - many confirmed key speakers
For information call C. S. Lazaroff (216) 796-4008
1144 E. Market St., Akron, Ohio 44316

THIS MEETING IS OPEN TO ALL HUMAN
RESOURCES AND BENEFITS PROFESSIONALS

CONTROUING SOARING mArni

Managed care

Continued from page 14
ents, he said.

In addition, Industrial Indem-
nity conducts an annual quality
review of its major providers, ac-
cording to Mercer's Mr. Johnson.

However, employers' ability to
implement managed care strate-
gies for workers compensation
cases varies from state to state.

The differing legal require-
ments reflect workers compensa-
tion's historic role as a social in-
surance program dedicated to
returning injured workers to full
functioning with little regard to

cost.

General Motors, which em-
ploys almost half of its 400,000
U.S. workers in Michigan, is for-
tunate because that state has
"one of the most comprehensive
laws in the country,” Mr. Stroh-
maier said.

Under Michigan's workers
comp law, employers are allowed
to choose a health care provider
for an injured worker for 10
days. That state has implemented
a "realistic” medical fee sched-
ule, encourages utilization re-
view and requires employers to

report data to the state, Mr.
Strohmaier said.

®Registered Marksofthe Blue Crossand Blue Shield Association ©1992 Blue Cross and Blue Shield ofTexas, Inc.

Working with us, you'll enjoythe advantages

of integrated claims processing and report-

CARECOSTS REQUIRESAPARMER WITH
ANINNOVAPE APPROACII

ing. Yourhealthplan will be custom-tailored

to meetyour company's specific needs. With

Coordinating a benefits package is not our Managed Health Care program,you'll have

unlike strapping yourself into a fragile as- access to a networ* of over THE WRIGHT BROTHERS

sembly of wood and wire and attempting 3,000 physicians and over

PROVED ALL PUBLISHED
THEORIES ON AnOM.
NAMICS INCORRECT WHEN
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to fly. It helps to have a partner who has a 70 hospitals acmss Fxas. ON DECEMBIRi?, 1903.

firm understanding of the fundamentals, If you're slruggling to get your companfs

yet isn't afraid to try something that is new. health benefits program off the ground,

Today, you need more than just an in- talk to your insurance agent, or call us. And

surance company. You need an innovative let's start putting the pieces together.

partner. Andwho better to team up with than

the people who launched group health
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BlueCross BlueShield

coverage in Texas more than 50 years ago.

of Texas

On the other hand, Kodak,
which employs nearly half of its
80,000 U.S. employees in New
York, has much less control over
the providers its employees use.

For example, New York law
essentially gives employees free
choice of health care providers as
long as they are authorized by
state workers compensation reg-
ulators. The providers include
doctors, chiropractors, podia-
trists, physical therapists and
psychologists.

"New York has the most re-
strictive law in the nation re-
garding an employer's ability tc
guide employee choice of health
care provider,"” Mr. Saxum said
"It gives the employer or insurer
no effective control.”

However, the law gives an em-
ployer or insurer the opportunity
to evaluate the appropriateness
of tests or surgical procedures
costing more than $500 that are
recommended by a health care
professional.

Currently, 40 of 51 U.S. juris-
dictions limit provider choice for
workers compensation treatment
by either restricting the em-
ployee's initial choice or limiting
the employee's ability to change
providers, according to a VWCRI
report.

In addition, 13 states encour-
age or authorize workers comp
insurers to contract with selected
provider groups at discounted
rates, according to the WCRI.

Employers also face other dif-
ficulties in implementing man-
aged care programs for workers
comp cases.

Employees need to be geogra-
phically concentrated to make
some PPO arrangements feasible
and cost-effective, employers
say.

A lack of geographic concen-
tration for Kodak field represen-
tatives "mitigates against the use
of a PPO" in many states, Mr.
Saxum said. For example, it may
be too inconvenient for employ-
ees in a sparsely populated state
like New Mexico to visit the
health care providers that par-

ticipate in a certain PPO, he
_ ———em B < _—u _ —

Award

Continued from page 3
other vendor can nominate a eli-
ent.

"The important thing is to
identify a risk manager whose
accomplishments deserve recog-
nition and to reduest a nominat-
ing form from Business Insur-
ance,” Mr. Burcke said. "The
judges require detailed informa-
tion in order to evaluate the
nominees, so now is the time to
begin collecting information and
prepare a nomination.”

Ten independent judges will
select the 1993 Risk Manager of
the Year and Risk Management
Honor Roll. The judges will in-
clude the four 1992 honorees:

« Millicent W. Workman,
director of corporate risk man-
agement at Belz Enterprises in
Memphis, Tenn., the 1992 Risk
Manager of the Year.

= Marc Darby, director of risk
management and insurance at
Bombardier Inc. in Montreal,
who was named to the 1992 Risk
Management Honor Roll repre-
senting large corporations.

- Jerry Newsom, risk manage-
ment administrator for the state
of Georgia, who was named to
the 1992 Honor Roll representing
government entities.

= Judith Tornese, vp-risk
management at Transamerica
Corp. in San Francisco, who was
named to the Honor Roll repre-

Continued on nezt page
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Go forth and specialize

Having preached target marketing for years,
Insurers now back agents who heed their call

By LAURA MAZZUCA

ICHE MARKETING HAS long been a
mantra for insurance agencies.

_I_ But many agencies have taken up the
rallying cry of specialization only to
find the going rougher than expected

1 Mustering the resources to effectively
promote their chosen specialties has
been the major trouble for agencies that

want to pursue a niche marketing strat-
egy. Now agencies are finding help-in the form of mar-
keting programs and support ser-
vices-from insurance companies.

The reasons are not difficult to
discern.

In today's competitive market,

"it's just smart business to give

support to agents," said Mike Poli-

castro, vp in the agency support di- 4

vision of Travelers Corp. in Hart-

ford, Conn. "We believe in
supporting our core group of top
agents to help them market when

times are tough.”

Many major multiline insurers are
even searching out specialty mar-
kets that could provide profitable
business for their agents.

Following a major restructuring
in 1989, Aetna Casualty & Surety , —
Co. has made niche marketing an
important part of its reorganization -
plan, featuring products such as
commercial programs for food
wholesalers (A/BT, April 6). Chubb
Corp. and SAFECO Corp. are
among the insurers seeking clients
for high-end homeowners coverage.

Travelers is working with its agents

to research, develop and prospect

specialty business.

"Target marketing is clearly one
of the areas we are looking at for
growth,"” said Richard Barbieri, vp
for specialty insurance target mar-
keting and product development for
Travelers' agency operations.

Developing niche markets is not
easy, especially in these times. With
earnings down, the amount insurers
can spend in researching new mar-
kets is in question, Mr. Barbieri said.

Promotional assistance for agents is an integral part of
many insurers' target-marketing plans.

"Over the last five to 10 years, agency companies are in
fact doing more things to help both themselves and their
agents in marketing," said Mr. Barbieri of Travelers.

Travelers, in fact, is increasing its niche-marketing
support for agents in part because of demands from the
agents themselves, added Mr. Policastro.

The emphasis on niche marketing means that insurers
need their agents more than ever to sell to those specia-
lized prospects. This requirement is especially true of
agencies that already have expertise-and a client list-in
a specialized area.

Take Lindo Hanna & Abbott, for example. The Chico,
Calif; agency, with annual premium volume of about
$100 million, has specialized in agribusiness for 18 years,
said Vp Timothy J. Hanna.

Years ago, it was hard to find insurers that understood
the nuances of the industry. Only Fireman's Fund Insur-
ance Co., Continental Corp. and a handful of others knew

ARKETIN;
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enough about the business to underwrite successfully,
said Mr. Hanna.

But over the past several years, more insurers-includ-
ing Chubb and Zurich Insurance Co.-are targeting the
food-processing and related agricultural markets, "and
their presence is very welcome in the agribusiness area,”
he said.

Lindo Hanna & Abbott also specializes in racquet
clubs, fitness centers and related risks, and insurers have
caught up with it there, too. St. Paul Fire & Marine Insur-
ance Co. approached the agency with its "Eagle 3" pro-
gram for PGA golf courses three years ago. And the
agency worked with Continental to develop its "Fitpac"

5/ f ¢ in February. Apbgut 600

program for health clubs, Mr. Hanna said.

"Any progressive agency today which knows consumer
needs, and which can market those needs with (an in-
surer), knows that it's the most cost-effective approach,”
Mr. Hanna said.

As they have recognized the profit potential in niche
markets, some insurers, in fact, have been willing to act
on agents' suggestions for specialized programs.

Travelers, for instance, is now considering insurance
for welding supply dealers after an agent suggested it.

Travelers began evaluating the niche by talking to

welding supply dealers the agent identified.
The insurer is now seeking to de-
termine if their needs are being
met in the admitted market and, if
not, it will design a program
around that, he said.

If a resulting product for weld-
ing supply dealers seems feasible,
Travelers would begin regional
test marketing. Next would come
national distribution, if it is war-

ranted.

Once a product is avail-
able, Travelers as-
sists agents in
finding business
by providing a

prospect list, a di-
rect-mail program,
or a telemarketing
program, Mr. Bar-
bieri said.
Financial assistance
C is available through the
iNnsurer's "Tower
Voucher Incentive Pro-

gram," which was started
avelers’ preferred agg%f

cies have received about $2.5
million in vouchers, based
on the agency's profitability
and the size of their book of

usiness with Travelers.

/"<l,/,,, These v%uchers can be used to

pay for any marketing service
provided by the company, such
as: telemarketing, a list vendor,
Travelers-related advertising, an
agency newsletter, and management
consulting to develop target-mar-
keting plans, Mr. Policastro said.
Vouchers are not restricted to mar-
keting; they can also be used to pay for
an employee's continuing insurance
education expenses.

Travelers also offers a telemarketing
service designed to compete with outside marketers gen-
erally hired by agencies. Its 18 telemarketers can get
qualified leads or make appointments for producers.
These services, which are available at "competitive"”
rates, are payable either in cash or vouchers, Mr. Policas-
tro said.

Cooperative advertising, promotional materials and di-
rect-mail programs are approaches insurers use to help
their agents market special programs or certain geogra-
phic regions.

SAFECO has been offering direct marketing programs
"that speak to our agents' needs for growth" since 1980,
said Edward F. Drake, national manager of direct mar-
keting for the Seattle-based insurer.

Independent agents are losing 1% of the personal lines
market per year, he estimates, adding that direct writers
have 65% of the market.

Like Travelers, SAFECO offers its more than 4,000
property/casualty agents services like direct-mail pro-
grams for a fee. In personal lines, SAFECO generally tar-

gets ZIP codes or demographics rather than specific in-
Continued on next F’age
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Target marketing

Continued from previous page
dustries.

To personalize its mailing, SA-
FECO prints the agency name on
the literature. People who return
mail cards to SAFECO are sent a

gift like an atlas or flashlight.
SAFECO then forwards these

leads back to the agent, and
offers further assistance with a
lead-management guide and a
SAFECO marketing representa-
tive in developing a lead-man-
agement program, Mr. Drake
said.

The cost to the agent for this
service varies, depending on the
number of mailings sent, or type
of program, he said. Basic mail-
ings start at 25 cents per house-
hold; more personalized mailings

run about 50 cents.

About 700 agencies-or 20% of
SAFECO's force-use this di-
rect-mail program. "What's im-
portant is that they continue to
use them, and they do," he said.

"SAFECO is a forerunner in
helping agents to prospect. It's a
tremendous assistance to
agents,"” said Sandra Wilson,
personal lines manager at Con-
over Insurance Inc., a Redmond,
Wash., agency with annual pre-
mium volume of about $16 mil-
lion. "Their direct-mail program
is our No. 1 source of personal
lines leads for the year."

Conover has used SAFECO
mailings for personal lines auto
and homeowners for the past
four years. She attributes the
agency's average 15% annual
growth in new business to the

. program.

Conover recently bought
21,000 direct-mail pieces and re-
ceived about 800 "quality"” re-
sponses. Conover paid SAFECO
25 cents per piece, she said.

Before the mailing is even sent
out, SAFECO conducts a radio
and print advertising blitz in the
area. "It complements the pro-
gram,” added Ms. Wilson.

Preferred agencies can use the
insurer's co-op advertising pro-
gram to run their own ads locally
along with SAFECO's, she said.

SAFECO guarantees a 2% re-
sponse on its mailings, and Con-
over's responses have been as
high as 7%. In fact, the biggest
"problem"” with the program is
that the agency's three producers
have trouble handling all the
leads, Ms. Wilson said.

SEPTEMBER Most Productive Agencies

Issue: September 7

Ad Closing: August 25

OCTOBER

Issue: October 5

Ad Closing: September 22

NOVEMBER

Issue: November 2

Ad Closing: October 21

Before representing SAFECO,
Conover did its own direct-mail
program, she said.

Direct-response mail programs
can get pretty specific.

John Sise & Co. of Portsmouth,
N.H., markets Travelers' restau-
rant program. Recently the
agency, which has annual' pre-
mium volume of $10 million,
began trying to' add to its eight
Chinese restaurant clients in thé
area, said Alexander Hanson,
marketing manager.

Travelers provided brochures
on its restaurant program-writ-
ten in Chinese-to give to pros-
pects, said Mr. Hanson.

Only recently, he adds, did the
agency begin using such»pro-
grams. "We realized we weren't
working as smart as we could,
and using these prepackaged

What sets the most productive agents and brokers apart from the pack? B/'s

AgenVBroker Topics section will once again rank the most productive U.S.

agents and brokers and examine how these agents rose to the top of the class.

Agency executives will explain how to use niche marketing, automation and

producer incentives to maximize staff productivity.

11AA Conference Report

Is there a merger in the works between the Independent Insurance Agents of

America and the other large agent trade group, the National Association of

Professional Insurance Agents? B/'s Agent/Broker Topics section will assess

the state of the 11AA and analyze the potential for such a union and the impact

on independent agents. What's more, Bl will cover the IIAA conference in New

Orleans and report the big stories emerging from that meeting.

Relations With Direct VWVriters

Are direct-writing insurers friend or foe? Independent agents have long

feared direct-writing insurers because of their growing market share.

However, some independents are now acting as agents for direct writers.

Bl's AgenVBroker Topics section will look at what independent agents can

learn from direct writers ... how they can promote customer loyalty and

improve efficiency.
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ideas is a lot easier than rein-

venting the wheel."

Sise & Co. also buys a quar-
terly newsletter from the Na-
tional Assn. of Professional In-
surance Agents, which is
designed for both personal and
commercial clients. "We get a
ton of responses and reply cards
from that," said Mr. Hanson.

Other insurers offer partial
payment to help agencies defray
the cost of producing and mail-
ing their own brochures.

For instance, Sise & Co. de-
cided to promote Pennsylvania
Mutual's annuity program with a
two-step direct-mail program,
Mr. Hanson said. The agency
bought data bases for income
and age, had brochures printed
out, and targeted 2,000 house-
holds. The program cost $4,000,
excluding postage, Mr. Hanson
said. In this case, Pennsylvania
Mutual paid higher commissions
to offset the promotional costs.

Other insurer programs focus
primarily on providing leads.

For instance, since 1987,
Zurich American Insurance
Group's agency compensation
strategy has focused on helping
agencies develop a specialized
niche as part of their overall
agency business plan, said Jo-
seph T. Basta, president of com-
mercial insurance for the
Schaumburg-based insurer.
About half of Zurich's agents
take advantage of this assis-
tance, he said.

These agencies may or may not
already have expertise in an
area, he said. Focus groups, book
analysis, visits with agents and
program development help
Zurich determine the right
agency for the right niche.

Most Zurich specialties are
based first on geographic region.
For example, in California, Ore-
gon and Washington state,
Zurich is bullish on large agri-
business, from dairy farmers to
growers to food processors, Mr.
Basta said.

Other niches Zurich has tar-
geted are cheese and sausage
processors in Wisconsin, hydro-
electric plants and pest control
operators in New York, catfish
farmers in the South, and his-
torie hotels in New Orleans.

In fact, Zurich recently ap-
proached Lindo Hanna & Abbott
with a contact list for food pro-
cessors, agricultural packaging
facilities and production farms,
said Mr. Hanna.

The agency's internal telemar-
keting staff goes after the leads.
"We've been very successful in
target accounts we've gone
after,” said Mr. Hanna, who
boasts of a 97% "hit ratio” for
Zurich products.

And when an agent does not
have the expertise in a specialty
but wants t9 pursue it anyway,
Zurich will provide training, Mr.
Basta said. Zurich will introduce
the agent to the program, give
him an analysis of the market
segment, competitors and type of
claims service and loss control
required. Then, the insurel
works with the agent to choose
prospective customers and offers
the service of its 40 "territorial
teams"” to go on joint calls with
the agent, he said.

Much of Zurich's book of busi-
ness remains general business.
but about 54% is segmented, Mr.
Basta said. Results for the seg-
mented programs tend to be bet-
ter than the general book be-
cause underwriting, loss control
and everything else is "crisper’
and more focused, he said. -
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Worcester sales reps suit up

Insurer makes the handoff to agendes trying to target market

By LAURA MAZZUCA The agency also created a spe- premium volume of $10 million,
cial promotional program through has set up a sales center as de-
WORCESTER, Mass -Insurers Worcester's ad agency when it de- scribed in the Worcester "play-
don't have to be veloped a life/health department book," said Alexander Hanson, ItS
f multinational Maillngs were sent to commercial marketmg manager
ARKETINQ giants to help chents The agency ldentified new pros-
agencies with A Worcester representative also pects for commercial lines business
their target mar- came to the agency's office to con- and has hired a telemarketer to set
ketmg duet a huddle for its 18 employees, up appointments for producers.
Consider Ms Buckley said While Sise & Co researched the
Weoreester Insur- "The Worcester treats us like a demographics for the program, the
ance Co and its customer by providing us with ex- local Worcester field representative
"huddies ~ cellent service | can't say that showed Worcester employees how
The regional company, a unit of about all our companies,"” Ms to do itt and helped them set up the
Harleysville Mutual Insurance Co., Buckley said sales center, Mr Hanson said
has 750 agents throughout the John Sise & Co m Portsmouth, "Other companies might offer
Northeast N H, is another Worcester backer co-op advertising programs, but
Worcester patterns its huddles The agency, whch has annual nothing like this," he said
for 20 to 25 agency employees on
football team huddles At the

ANALES
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meetings, which are led by one of
Worcester's 11 sales representa-
tives, agents are simply asked what
sort of marketing assistance they
need The meetmgs are "a small
group of people deciding what to
do next," said Frank J Herberg,
vp-sales and marketing
The huddle concept is especially
useful, because "pitifully few"
agencies have their own marketmg
managers, said Mr Herberg Al
Since 1985, agents have been
gomg to the meetings and taking
home a "playbook"-a three-nng
binder filled with marketing tips,
not only from consultants, but also
from other agencies
Geared toward either commer-
cial or personal Imes marketing,
the meetings also are helpful for
customer service representatives,
"because they always come back
with good sales ideas," he said
One Worcester goal is to encour-
age target marketing The meetings .
help agencies pinpoint their
strengths, "so they don't wnte just
one of everything," he said
If, for instance, an agency has
written a few barber shops, fu-
neral parlors or apartment houses,
Worcester wants to parlay the ex-
penence Into a mche market
"We encourage agents to do
thils," Mr Herberg said. "Once they
know the nomenclature and the

'r'3,.'0,"1.19" "1

exposures of a line of business,
after they've wntten three, they're
experts "

Unlike other msurers, he said,
Worcester prefers to let its agents
choose their own specialties rather
than dictating from the home of-
flee

It offers other marketmg assis-
tance as well Through an ad
agency specializing in insurance,
Worcester also offers its agents six
prototype agency brochures that
can be personalized with the
agency's name, as well as a cus-
tom-designed brochure, Mr Her-
berg said

Worcester's program is winning
the praise of agents

"(It's) the best marketing depart-
ment going" because the ideas are
offered to agents whether or not
the business goes to Worcester,
said Deborah Buckley, executive
vp and general manager of Goss &
McLam Insurance Agency m Ho-
lyoke, Mass

ndsor, the specialists in sports

insurance, can make you and your claims fast!

clients winners every time, with

competitive premiums and attractive

rates of commission.

“Regional insurers really seem to
have their fingers on the pulse m
this area," she added

Goss & MclLam, which has an-
nual premium volume of $10 mil- years, so whatever the sport, be it NFL,
hon, has been usmg Worcester' s di-
rect mall program for the past two
years, Jnailing 1,500 pieces per
week every six weeks The agency
gets better than a 2% response rate
on expiration dates, Ms Buckley
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insurance across North America for

basketball or baseball, tennis or golf —

we have the experience and expertise

a9a *

0£46171€66 rUJUTanCe, AUgUSL O, 1332/ AUL

ir/Fi=//=A# KLyrk» *2m W://R#-* 1"1'hha

s.i

allam:.l1a

We have the facilities, through
Lloyd's of London and international

markets, to meet all of your sports

mimmm

Hutchhinsorm orm O1 1 71 a1 07 710 mow

WWindsor Insurance Brokers Ltd

/[7/1

Li.;,Z",%73&91 -.R, 5

for innovation means that you're on the

= U X J[ 18

Im'a424>*bv

vt

The best starting point for
sports insurance
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at the old ball game

Advertiser cleans up when Sox wash out

By LAURA MAZZUCA

CHICAGO-Most business ex-
ecutives who advertise their

wares at sporting events dread

the sight of a rain cloud on the
horizon.

Not Michael Segal, chairman

Professional Liabilily
Insurance for

Environmental
Engineers &

Consultants

Specifically designed for

small to medium sized firms.

Program provides:

* Broad Coverage -
including pollution and
world wide coverage

0 "A" (Excellent) rated
Insurance Company

* Realistic Premiums

* Specific Proiect or Annual
Coverage

FREBERG

«i» ENVIRONMENBL
" INSURANCE

Company's Underwriting Manager

Call Michael J. Hill

1 (800) 377-4152

or FAX

(303) 623-8101

and chief exec-
_a_KE NA utive officer of
Near North In-
surance Bro-
kerage Inc. in
11 i chicago.

Irtllf’fl’\l': When storms

roll in, threa-

tening to spoil

the fun at Comiskey Park, the

glitzy new granite home of the

Chicago White Sox, Near North's

Nname is rolled out-across the

infield, on the ballpark's tarpau-
lin.

"Some people don't think it's
very professional, but a lot of
people identify and know it,"”
said Mr. Segal. "Baseball fans
throughout the country see it on
a rainy day."

The tarp, at 250-by-200 feet,

requires a crew of six to unroll it
across the infield.

Emblazoned with Near North's
name and logo, the tarp is ac-
tually a very appropriate piece of
advertising for a brokerage with
a large and growing specialty in
sports and entertainment insur-
ance.

The niche now comprises 8%
to 102 of Near North's book of
business. With $33 million in
gross revenues last year, the bro-
kerage is the nation's 25th-lar-
gest. Its annual premium volume
is $294 million.

Among its clients are several
major league baseball teams, in-
cluding the White Sox, the Mil-
waukee Brewers and the Atlanta
Braves, as well as several minor
league teams, according to Mr.
Segal.

Near North also places insur-
ance for fiimmakers and televi-

All he wants is a little attention

By LAURA MAZZUCA

PROVIDENCE, R.l.-Mention direct-mail ad-
vertising and what typically
comes to mind? Reams of bro-
I K T chures, return cards, and mail-
E, i Jlabels addressed to "Occu-
n ' pant” and destined for the

tll 41 ¢< wastepaper basket.
Or, if it's a "classy" p.romo,
it might include pens, desk sets

, . —2 -ZE : or paperweights bearing a

company logo.

Very nice, but not necessarily thought-provok-
ing.

And Richard A. Bentfield wants to provoke.

When the president of Starkweather & She-
pley Inc. in Providence, R.l., contacted a local
advertising agency last year, he wanted help to
put together a mailing that targeted the top ex-
ecutives of large area businesses.

What he got was a broken pencil in a box.

"We could have sent out Cross pens, paper-
weights or crystal, but they're not attention-get-
ters,"” said Mr. Bentfield, whose brokerage gen-
erated $69 million in premium volume and $8.4
million in gross revenues in 1991. "We were
looking for chuckles-or even anger. All we were
looking for was attention.”

The mailing consists of a bright-yellow card-
board box the size of a videocassette, with the
headline, "Your business insurance. A brief

analogy."

Sliding the box open reveals a pencil with a
broken tip, and the words, "Think of this as your
risk management.”

Lift a tab to find a silver pencil sharpener and
the words "Think of this as Starkweather & She-

pley," followed by a few lines of copy written by

Mr. Bentfield, briefly describing the services the
brokerage offers. Last comes the brokerage's
phone number.

That's it. No business cards, no brochures, no
cover letters. In some cases, there isn't even a re-
turn address on the plain brown wrapping on the
box.

Starkweather & Shepley had 500 of the boxes
manufactured at a cost of about $21.50 each and
began mailing them May 1. So far, 120 have been
sent; the goal for the year is 200.

No mailing list per se is used; the agency's
sales representatives decide who gets the mys-
tery box. The only criteria is that they must not
be current customers and must generate $25,000
or more in annual premiums.

Typically the boxes are sent in the mail on
Thursdays or Fridays, for a Monday or Tues-
day delivery. The sales reps or Mr. Bentfield then
follow up with a phone call to the CEO by
the end of the week.

"We just say, 'We're the guys who sent you the
pencil,’ " he said.

The box is followed by a brochure and a cover
letter written specifically for the CEO by the
sales rep.

What's the response been so far? Pretty good
for a broken pencil, Mr. Bentfield said. From
the 120 boxes sent so far, the agency has gotten
34 expiration dates and 10 appointments.

He admits that the mailing is "not cheap™:
Postage alone runs $2.90 for the weighted box.
But Starkweather & Shepley recruited nine in-
surers to help defray the expense, so the bro-
kerage pays only 50% of the total cost of the
mailing, he said.

Credit for the box concept goes to Mariani,
Hurley & Chandler Inc., an advertising agency in
Providence.

sion producers, he said.

About eight years ago, the
White Sox came up with the idea
for the tarp advertisement, said
Mr. Segal. Because the Sox are
one of his clients-and because
Mr. Segal himself also is an in-
vestor in the team-it seemed
like a good idea.

Near North bought a $10,000
tarp and had its name printed on
it. When the White Sox last year
moved across the street and into
their new ballpark, the bro-
kerage bought a new custom-fit
tarp to replace the worn old one,

Want pest conbrol
coverage youcancount on?

Call Bryan.

Or Brendan. Or Bruce.

The last thing you want is
short-term solutions to your
clients' long-term needs for
pest control liability insurance.

The Brownyards have
made a firm commitment to

provide a steady, dependable
market for those coverages
through hard and soft markets
alike-just as they've been
doing for the security guard
industry for nearly 40 years.

he said.

Although Near North repre-
sents other teams, Mr. Segal said
the White Sox tarp arrangement
is one-of-a-kind for the agency,
which maintains no other pro-
motional programs with the
other teams it represents.

In sports and entertainment
insurance, Near North doesn't
really need to advertise, said Mr.
Segal: Word of mouth gets the
Nname around.

Besides placing the liability
and player disability coverage
for athletic teams, Near North

Whether it's pest control,
security guard or country club
coverage, you can count on

the Brownyards through good
times and bad. Because4dike

you-they're in business for the

long haul.

Talk to the

THE BROWNYARD

\ GROUP

21 Maple Avenue, CN9175 Bay Shore, NY 11706-9175
= (800) 645-5820 - In NY (516) 666-5050 « FAX: (516) 666-5723

also places disability insurance
covering individual players with
London market underwriters or
Chubb Corp.

A fairly new wrinkle in insur-
ance is for athletes with specia-
lized negotiated contracts.

For instance, the father-and-
son auto racing team of Mario
and Michael Andretti has a two-
year non-performance contract.
The modified disability coverage
Near North places for event
sponsors ensures payment if the
Andrettis collect and don't show,
Mr. Segal said.

Another twist confronting the
brokerage: frequent claims
against minor league teams. The
major league teams are liable for
claims incurred by their farm

tearns.

To help cut down claims, Near
North offers claims and loss con-
trol seminars for minor league
coaches, he said.

Near North got into the en-
tertainment specialty business

three years ago, when it acquired
Cohen Insurance & International

Film Guarantors Inc. in New
York, which specialized in tele-
vision commercial filmmakers.
Today, Near North owns its
own bond completion company
and has made the move to theat-

rical productions with a branch
office in California. The bro-
kerage is now working on
"Bronx Tale,” Robert DeNiro's
directorial debut, which is being
filmed in New York, Mr. Segal
said.

For projects like this, Near
North places insurance for cast
insurance and for the film itself.
Near North also issues comple-
tion bonds, which guarantee the
budget and schedule of a feature
film. Primary underwriters for
the coverage are Fireman's Fund
Insurance Cos. and Transamerica
Corp., he said.

"It's a fun niche and getting

more sophisticated,” Mr. Segal
= c <l == <1 _ —
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he Business Insurance Editorial

Index Service is a valuable

resource that directs you to all news
reports and feature articles published
by Business Insurance newsmagazine
during the year.

he annual service includes three

quarterly reports and a cumulative
annual volume. In addition, article
citations between publication of
quarterly reports are availble from Bl's
Information Centers in New York and
Chicago... at no additional charge...
it's part of the service. Complete
alphabetical and chronological listings
by company, person, subject and
geographic location enables you to
access data quickly and accurately.

Please send me the following index(es):
Full Index Service at $100* for: El 1992 EI 1993

Softcover editions at $100* each:
El 1991 0 1990 0 1989 EI 1988 EI 1987 0 1986
Hardcover editions at $150* each:

El 1985 EI 1984 U 1983[3 1982 0 1981

* foreign postage additional

TOTAL ENCLOSED $

PAYMENT MUST ACCOMPANY ORDER -

El Visa D Mastercard El Optima m American Express

| Check Enclosed (payable to Business Insurance)

Mail to:

Editorial Index Service
Business Insurance
220 East 42nd St.

New York, NY 10017
Or call: 212/210-0137

|Fits in Business.Insurance, Its n

issues. Track the trends. Follow the
changes and developments in risk
management, employee benefits and.
the commercial insurance industry -
with topics such as self-insurance, cost
control, captives, benefit plan design &
administration, systems & analysis,
surplus lines, reinsurance, market
conditions, financial developments,
claims settlements, government
regulations & legislations, and more.

he fee for the 1992 Business

Insurance Editorial Index Service

is $100. Take advantage of this cost
effective tool and fill out the coupon'’
today.
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Teach Your Clients

and Prospects
About Work Comp

Cost Control and

the ADA

Sponsor , at no cost 10
you, a proven one-day
managemenl seminar
"Taking Control Of
Wo,It Comp Costs"
Provide valuable infor-
mation to your market
with this refined, well-
tuned, professional
production, and increase
your market visibility.

Call Avert and ask
for Executive
Education. We'll fax

you the details!

4 1ill

AVERT:

117 East Mountain Ave.

Fort Collins, CO 80524
800/367-5933

FAX 303/221-1526

800/367-5933

INTRODUCING
LAWYERS PROFESSIONAL
LIABILrrY INSURANCE
FOR THOSE
WHO SAYTHEY'LL
NEVER NEED IT.

We live inar
litigious society
where even the
best lawyers get
sued. When it F
happens, lawyers
want the most secure and
comprehensive coverage avail-
able. Jamison Special Risk, Inc.
underwrites first class insur,Ince
for Br# class law jirms.
Because we're under-
writing and issuing the policies,
you and your clients can expect a
quick response, which saves

both time and the bottom line!

Our people have years of

"V i experience with
professional
liability risks and

r offer substantial
expertise in legal
Insurance iIssues.
As a facility manager for an

international insurance giant,

Jamison Special Risk offers a

competitive edge in both

coverage and sen,ice.

For more information on
how you can help those lawyers
who say they don't really need
any, call Sean Pattwell today at
Jamison Special Risk, Inc..
201/731-2092.

JSR

Jamison Special Risk, Inc.

300 Executive Drive, West Orange, New Jersey 07052

Agent/Broker Topics

Debunking the marketing myths

BBy S A AN

SANTA FE, N.M.-Marketing
an . myths are.hurt—
«,Dill'R$L ing American
Safe=m business, says a
4-1/ marketing ex-

pert.
TAmerican

17- business is in

1 the problem is

not Japan,"”

said Kevin Clancy, former chair-

man of Yankelovich Clancy

Shulman in Boston. "Marketing,

in practice, doesn't work nearly
as well as it should.”

Problems in American market-

ing are due in part to the reliance
on myths, Mr. Clancy said last
month at the annual meeting of
the Insurance Marketing & Com-
munications Assn.

One is that high-volume
buyers are the best prospects. In
reality, the largest consumers
tend to be price-conscious and
disloyal because they are con-
stantly courted by competitors,
Mr. Clancy said.

A related marketing myth is
that the middle market is
shrinking.

"The middle market is thriv-
ing,"” Mr. Clancy countered.
Those consumers tend to be
practical and look for value and
quality. They avoid status sym-

b7 pdyaE<pEkn B RcewWprod-
ucts.

Another myth is that whether
or not consumers like a com-
pany's advertising is irrelevant,
so long as the advertising is

memorable.

"The attitude toward advertis-
ing is the best predictor of suc-
cess," Mr. Clancy said.

Advertising
helps shape a
company's rep-
utation. "Buy-
ing decisions
are based on
the reputation -
of a corpora-
tiom.,” NMr. =~
Clancy said. A

well-dane,car; O

tion has a pay- Mr. Clancy
.

A company's compelling, at-
tention-grabbing message also
must be backed up with enough

media exposure to break through
the clutter of information the

consumer receives, he noted.

In addition, marketing cam-
paigns must be monitored after
they are introduced.

"Marketing and advertising
are more science than art,” Mr.
Clancy said. "You don't have to
rely on mythology."

As a result of reliance on

myths, Mr. Clancy said, "Entire

industries are failing. Product
categories are overcrowded.
Once-dominant players are slip-
ping.”

Companies are not cultivating
the growth of their core prod-
ucts. The 1980s were more about
shuffling assets than a true busi-
ness boom, Mr. Clancy said.
Many losses, including losses in
the insurance industry, were
"hidden within consolidated
business reports," he claimed.

"For the average company,
take away the mergers and acq-
uisitions, and the core business is
limping along. There was no or-
ganic growth" in the '8O0s, Mr.
Clancy said.

Like other aspects of a busi-
ness, marketing and advertising
should show a "reasonable re-
turn on investment," he said.

But, according to Mr. Clancy,
"Marketing efforts are rarely
successful.”

In fact, 80% of new products
fail, mainly because they are are
not distinguished from competi-
tors, Mr. Clancy said. And a
poorly executed marketing effort
can ruin even an established
product.

"Most promotion is unsuccess-
ful. You see a one-time increase

in sales," usually because the
price is lowered as part of the
marketing effort, Mr. Clancy

= a——am = 8 _ " m

Agents access new market

Specialists in niche programs approach reinsurer-owned insurers

By ANDREW BARILE

N LLGHT . QE THE gurrent

wholesale insurance brokers and

managing general agents who
have specialty
1 "niche™
.— insurance
programs
should explore
IRM;sEIZ using a new,
1@!6) emerging
—1 IMmsurancss
111111111111 company
market-
primary insurance companies
owned by reinsurers.
Reinsurance company groups
have been increasing capital. At
the same time, there is less
reinsurance premium available.
This development forces
reinsurance companies to look at
other types of business
opportunities. First there was
alternative risk transfer
business-or captives,
purchasing groups and risk
retention groups-all of which
require reinsurance. Now there
is specialty-niche program
business. Reinsurance groups are
beginning to either have their
reinsurance units write direct
insurance for specialty niche
programs or acquire primary
insurance companies to do this.
Let's examine one large
reinsurance company group. One
of its primary companies, a
surplus lines insurer, wrote $165
million in direct business. It is
only licensed in Connecticut.
Another primary insurer, with
46 state licenses, wrote $3
million of premiums in 1991.
This company has two more
primary insurers, one surplus
lines and the other a 50-state
licensed company with almost
$60 million of direct premiums

A/BT Penpedive

written for 1991.

Agents can directly approach
reinsurer groups with the
capability to write primary
insurance. Those looking to
access this new market should be
prepared to present a complete
business plan of the niche
program they plan to write.
Some of the areas of the business
referred to as "niche" specialty
programs may include:

- Professional liability.

- Non-standard auto or
specialty auto.

= Tow truck programs.

* Trucking for specific
industry groups.

- Association programs,
including real estate errors and
omissions.

= Long-haul trucking
programs.

 Rental car programs.

Insurance agents should be
prepared to demonstrate their
expertise in the designated area
of business. Corporate agency
resources may have to include
policy issuance, but generally
not claims handling for the
particular program. The program
should demonstrate how it is
going to make an underwriting
profit for the reinsurance
company.

Interestingly enough, the
reinsurance requirements may
also be listed. On this basis, if
the primary insurance company
is writing the program, it may
have no option but to reinsure
with its reinsurance company
parent. And reinsurance

company professionals are
careful to avoid conflicts of

interest between a class of

business written by their new

agent client and the same class
of business written by their
existing insurer clients.

For example, a reinsurance
company that reinsures a truck
insurance company has an
intimate knowledge of the
underwriting and pricing of
truck insurance. An agent
specializing in trucking
insurance seeking an insurer for
that coverage could conceivably
approach the primary insurer
owned by that reinsurer.

From the agent's viewpoint,
reinsurance companies make
very attractive markets because
they do not have other agents to
contend with. Agents will be
given not only exclusive
insurance products, but also
exclusive territories in which to
distribute those products. Rating
philosophy and underwriting
criteria for the program are all
worked out beforehand.
Reinsurance company markets
seeking more business and new
opportunities are writing direct
insurance business. Agents
should begin to look at this new

market for their program
EFEo e a=irmce = = _ L}

Andrew Barrite is president and
chief executive officer of
Insurance
Agency
Programs, Inc.,
a New York
consulting firm
- to corporations,
,, ..,.r* insurance
agents and Zaw
, firms, and a
reinsurance

intermediary.



Insurers told to remember

agents in advertisements

SANTA FE, N.M._-Insurers
need to design their advertising
and marketing programs with

agents in mind,
says a fornner

GARKE TINI ==2rx,.... e

rAALE 5.4 Promote the in-

j surers them-

selves, adver-

MOTION tising should

- , "help agents

develop new

business" said Karl L. Peterson,

secretary of Insurance Training

& Risk Management, a continu-

ing education and textbook pub-

lishing firm in Springfield, lll.

Mr. Peterson had been an agent

for Overheul, Peterson & Co. in
Decatur, Ill., until 1986.

"The consumer does not do
business with the company. The
consumer does business with the
agent,” Mr. Peterson told insurer
marketing and advertising pro-
fessionals at a recent Insurance
Marketing & Communications
Assn. meeting.

Claiming that most promo-
tional material that insurers
send to agents is discarded, Mr.
Peterson identified weaknesses
in current insurance advertising.

Most ads are too generic, he
said. Insurers should develop
different campaigns for various
sizes of agencies and markets.

"An agent in the Midwest does
not need pictures of the New
York skyline," Mr. Peterson said.
"He needs a picture of himself,
his staff, building and logo."

While ads should be geared to-
ward agents, they should not at-
tempt to explain entire policies,
Mr. Peterson cautioned.

"All too often you see ads de-
signed to educate the consumer.
You can't condense a policy into
a one-page printout. You can't
cover exclusions and provisions.
It's the agent's job to educate the
consumer,” he said.

Other problems in insurer ad-
vertising include a failure to in-
corporate underwriting concepts
and priorities into insurer mar-
keting and lack of market analy-
sis and input from agents, Mr.
Peterson said.

Insurers should focus their
marketing efforts on agencies
with $1 million to $4 million in

Assurex

appoints
Harvey

By LAURA MAZZUCA

COLUMBUS, Ohio-Thomas
W. Harvey, a venture capital
firm executive with no back-
ground in insurance, was re-
cently named president and chief
executive officer of Assurex In-
ternational Corp.

Mr. Harvey succeeds Robert P.
Ashlock, who served as Assurex
president from 1984 until his
death in January of this year
(A/BT, March 2).

Assurex, based here, is an in-
surance and financial services
organization owned by 64 inde-
pendent agencies in the United
States, Canada and Europe.

Its new president was formerly

Continued on next page

annual premium volume, Mr. Pe-
terson said. Smaller agencies
will have limited advertising
budgets and sales programs,
while larger agencies will likely
have their own marketing staffs,
he explained.

Finally, insurers should take
the time to explain advertising
and marketing strategies to their
agents.

"IN 25 years as an agent, |
never saw an insurance company
representative,"” Mr. Peterson
said. "Use your talent to help
agents. Sell the advertising to
the agent himself."

-By Sara Marley
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Agent/Broker Topics

Assurex though the "drivers are somewhat - =
wenen e . [Eig Nt OVEer exclusive deal

Cont,nued from previous page nected to the economy, he said
vp and co-manager of Scientific His experience in "helping build
Advances Inc, a venture capital small companies into medium- - = -
arm of Battelle Memorial Institute, sized compames" is well suited to I e a d S to fl n e S J a I I te rI I l S
a technology development orgam- the needs of Assurex members, Mr b
zation headquartered in Columbus Harvey said
He served m several posts with Mr Mr Harvey and Mr Ashlock met - TWO San Diego brokers, a 'sleazy trick' and a fateful letter
Ashlock at Xerox Corp before in 1964 when both were at Xerox,
joining Battelle Mr Harvey said. They went their By LOUISE KERTESZ buyout, the suit charges, "Frank agencies in the San Diego area,’

Mr Harvey holds a bachelor's separate ways but came together G Cavignac then conspired to said Vincent Papa, vp and trea-
degree in economics from Geor- again in 1971 to start an enterpnse SAN DIEGO-Relations are steal from Robson, Cavignac the surer of Orion Capital Corp
getown University in Washmgton helpmg university professors start often strained when ambitious substantial book of DPIC busi- parent of DPIC “The disagree-
and holds a master's degree in a business, he said The two were employees leave one company to ness and to give that book of ment we ran into-which is the

business administration from fnends as well as business associ- set up a competing business business to (his son's bro- same as any company would face
George Washington University, ates But seldom do these disputes kerage) " (in changing agencies)-is a new
also in Washington He has taught When Mr Ashlock developed escalate as rapidly or as severely After retiring, Frank G Cavig- situation for DPIC In all of our

business and sales management, lung cancer several years ago, he as a recent fight among an es- nac maintained ties with DPIC, prior agency transitions, we were
salesmanship and marketing com- began looking for a successor and tablished local brokerage, a including doing some consulting able to negotiate acceptable

munlcations asked Mr Harvey to consider tak- start-up broker and a specialty work terms” with the terminated
Lacking a background m insur- ing the position Although he insurance company During this time, the suit al- agency, he said
ance wul not hinder his work, Mr turned Mr Ashlock down the first A Superior Court Judge in San leges, the father used his 1nflu- David Pendarvis, an attorney
Harvey says He points out that time, Mr Harvey told Mr Ashlock Diego in June handed down a ence to convince the insurer to in San Diego with Gibson, Dun
Mr Ashlock was also "more of an before his death in January that he $125,000 fine and a 625-day Jail switch agencies & Crutcher, who represents Jef-
entrepreneurial and marketing would consider the offer He ac- term against each of two officers According to court papers, the frey Cavignac, Mr Supple and
guy" who had no experience m the cepted the position m May in the start-up brokerage-Jef- insurer terminated Robson, Ca- their brokerage, said, "There's
insurance industry when he joined Mr Harvey currently spends half frey W Cavignac and Robert R. vignac's exclusive agency agree- no merit to the underlying suit "
Assurex m 1977 of his time on the road, visiting As- Supple-and two officials with ment in February and Lund- The letter DPIC sent its policy-

"The msurance Industry is golng surex members around the country the specialty insurer, Design berg's two months later Then holders was an announcement of
through the same cycle as the ven- and "trying to understand what Professionals Insurance Co All D Pl C entered an exclusive the change in agency, "written
ture capital industry, which has Assurex partners do," he said He the penalties have been stayed agency agreement with Jeffrey with the advice of our counsel,”

been on the shde smce 1983 and is plans to have visited at least a pending an appeal W Cavignac Insurance Bro- said Mr Papa "We had no rea-

Just now rebounding,” he said Al- dozen by the end of this month Their offense? Violating a kerage son to believe the announcement

The Assurex executive comnut- court order not to solicit clients On May 7, Judge Lawrence J was in violation of the temporary

tee has plans to expand interna- of the established brokerage, Kapiloff granted a temporary re- restraining order, and we were

PRODUCER tionally over the coming months, Robson, Cavignac & Associates straining order enjoining the surpnsed at the outcome (of the
SUPPORT SERVICE especially in Europe, Menco and Insurance Agency. start-up brokerage from solic- contempt trial)

Canada, Mr Harvey said The temporary order was IS- 1ting Robson, Cavignac clients, "We continue to believe the

Assurex's sound financial con- sued after Robson, Cavignac and according to Anthony M announcement was within the

We target market commercial dition, high-quality staff, and solld its new owner, Lawrence Agency Stiegler, a lawyer for Robson, parameters of the temporary re-

lines and provide producers

with custom programs, Including busin.ess. philosophy have m.ade the Corp of Schenectady, NY, al- Cavignac straining order "
expirations, preapproach letters organization successful, he said, so leged that the start-up brokerage On May 22, Judge Kapiloff On June 26, Judge Kapilofi
and appointment schedules Al any forthcoming changes will be was part of a "conspiracy" to granted a preliminary inlunction found Messrs Cavignac and
work is perlormed by licensed "relatively modest " "steal. Robson, Cavignac's book against DPIC, "which tracked Supple, as well as the two DPIC
insurance professionals "We have a good, strong base of DPIC business The conspiracy the language of the temporary officials-President Peter B
For more information - please call here, the basics are here," said Mr began, they allege, when Jeffrey restraining order," said Mr Hawes and Senior Vp James V
Brownlee Marketing and Advertising Harvey "Bob left some large shoes Cavignac's father sold his inter- Stiegler, a senior associate with Atkins-in contempt of his

1122 Kimberton Road, Phoenixville, PA 19460 to fill, but he helped me under- est in Robson, Cavignac to Gray, Cary, Ames&Frye in San order

(215) 933-8807 stand the buslness better " _ Lawrence Diego Though he stayed the fine and
In handing down the contempt Then, on May 25, "DPIC called jail sentences pending appeal, h€

sentences, the Judge offered this for oral arguments to clarify ordered DPIC to send a retrac-
summary. "What | see here is a what it could do pending the tion letter to Robson, Cavignac
legitimate business buying an- outcome” of the suit, Mr clients

A other legitimate business with Stiegler said Judge Kapiloff also ordered

full expectations of getting the Oral arguments were set for Jeffrey W Cavignac Insurance

_ full benefit of this bargain and May 30 Brokerage to refrain from doing

ending up-because of what | But on May 28, DPIC sent out a business with any client that has

A A 0.8 s would only call a sleazy trick- letter soliciting the clients of contacted the agency as a result
> with only half a bag Robson, Cavignac of the letter sent by DPIC, ac-

"l find it to be outrageous " "DPIC decided to change cording tocourt papers -

Until February, Messrs Cavig-

n and Su were emplqyees 4.
a " S, of Robson, Cavignac, which had '18;**[*fSS-7-' AO A9
an exclusive agency agreement 4/#/Nof>/9/1" 1158 A t.SJ
for the San Diego area with ;r,
DPIC Then the two left to form
Jeffrey W Cavignac Insurance 4016)£3 ,,,====eg,%,r %' ...
Brokerage
Soon Robson, Cavignac's ex-
elusive agency contract was ter- .
minated, as was the contract of
Lundberg Insurance Agency Inc
of Fresno, Calif Both contracts
11-Pf ultimately went to Jeffrey Cavig- Issue of August 3
nac's brokerage
On May 5, Robson, Cavignac, ADVERTISER PAGE #
its parent-Lawrence Agency
Corp -and Lundberg sued The

ostpolictes madeavailableupto completes the package. Call us today, erux of their 25-count com- Brownlee Marketing & Adv 16H

. . " laint Mr Cavignac, Mr Sup-
now provide little and often mean- we can solve your "exposure» problems. P 9 P
ple and the new brokerage all

Avert 16F

mgless coverage. As a result your client 4o il and competitive asbestos conspired with DPIC to termi- Brownyard Group 16D
may be unprOteCtéd and your aglency abatement liability insurance. nate both agreements and shift
exposed to a major E&O lawsuit the business to the new bro- Business Insurance 16B.E G
Exclusions for regulatory violations kerage
and for employees ofthebuilding owner ! Also named as a defendant was Environmental & Comm. Ins. Agy. 16H
or tenant, phantom limits, completed Mr Cavignac's father, Frank G
operations hmitations, sunset clauses E C I Cavignac, who had retired and Freberg Environmental 16D
and other terms and conditions leave sold his interest in Robson, Ca-

your chent-and youragency-with Environmental & Commercial vignac to Lawrence in 1985. Jamison Special Risk Inc. 16F
tremendous and now needless risks. Three years later, Lawrence

Insurance Agency Inc.
9 4 completed the buyout

At ECI we haveset a new standard 5600 Roche Drive, Fifth Floor When Mr. Cavignac retired, Windsor Insurance Brokers 16C
for the industry Our policy isquite s,m- Columbus, Ohio 43229-9671 according to the suit, he per-
ply the best m the business, and com- (614) 785-9002 Fax (614) 785-9016 suaded Robson, Cavignac to let = <o
petitive tool Our bon(ling facility (800) 878-3242 his son handle the "extremely Buslnes . - -
valuable"” book of DPIC business 2=
that he had been handling. I nsumnince

"After receiving substantial

consideration” in the agency



Continued from previous page
senting financial institutions.

"We're proud to have these
outstanding risk managers judge
this year's competition,” Mr.
Burcke said. "Their accomplish-
ments represent the excellence in
risk management the awards
were intended to recognize."

The other six judges will be
announced shortly.

Business Insurance created the
Risk Manager of the Year award
in 1977, on its 10th anniversary
of publication. Four years later,
it created the Risk Management
Honor Roll to recognize achieve-
ments in risk management in dif-
ferent types of organizations.

The judges score each nominee
on 10 criteria (see box). The
nominee with the highest score is
named Risk Manager of the Year.
The top-scoring nominees in
each employment category not
represented by the Risk Manager
of the Year are named to the Risk
Management Honor Roll, subject
to the judges' discretion.

The categories are: corpora-
tions with sales exceeding $300
million, corporation with sales of
less than $300 million, govern-
ment entities, tax-exempt or
non-profit institutions, financial
institutions, and self-insurance
funds and pools.

Risk managers from organiza-
tions worldwide can be nomin-

ated. A candidate must be a full-

Candidates
evaluated

on 10 criteria

Ten criteria will be used to
score the nominations submit-
ted for the 1993 Business In-
surance Risk Manager of the
Year Award and Risk Man-
agement Honor Roll.

The 10 independent judges
of the nominations will evalu-
ate each candidate according
to how well he or she:

- Established and imple-
mented an effective risk man-
agement program within the
organization.

= Tackled and solved one or
more major problems for his
or her organization.

- Innovatively applies the
diverse tools of risk manage-
ment and insurance..

= Creatively and effectively
uses the insurance markets to
structure an insurance pro-
gram that serves the needs of
the organization.

- Established a workable
intelligence system inside and
outside the organization, cul-
minating in a flow of infor-
mation about events and acti-
vities that affect the
organization's risk manage-
ment and insurance.

= Skillfully performs the
functions of management in
the overall organization and
within the risk management/
insurance department.

- Achieves the most effec-
tive program at the optimum
cost over the long term.

- Developed technical ex-
pertise in any or all of the
broad categories included
within risk management,
leading to a better managerial
grasp of the operations as-
pects of the job.

= Exhibits an attitude and
performs activities fostering
the advancement of the risk
management profession.

- Develops in his or her ca-

reer.

time employee of the organiza-
tion for which he or she directs
the risk management program.
However, the candidate need not
handle risk management func-
tions on a full-time basis.

In addition to the completed
nominating forms outlining the
risk manager's accomplishments,
each nomination must include a
nomination letter from the spon-
sor and a letter of endorsement
by either the risk manager's su-
perior or another higher-ranking
executive of the organization.
The letter must certify the accu-

racy of the information con-
tained in the nomination.

All nominations will be held in
confidence, with only the hon-
orees' names announced.

For a Risk Manager of the Year
nomination form, write Karen
Brown, Business Insurance, 740

N. Rush St., Chicago, lll. 60611-
2590 or call 312-649-5319. |
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STIMULUS: Few insurers have mass-

marketed professional liability in part-
nership relationship with producers.

HOME

RESPONSE: "Home welcomes
newprofessional liability proposals
from producers who wish to act as
program administrators and who
can access a book of business, re-

gardless of the class.
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"We'll back you with what we
firmly believe is the best under-
writing, claims and actuarial staff
support in the specially
. p, lines industry.”

f *fs FRED FONTEIN. Vice President

(212)530-6324
l - e; CON, 4~

HOME INSURANCE 4m=>;
SPECIAUY UNES DIVISION

An Event They Won't Stop Talking About.

"The October 30 issue is going to be dynamitel

An authoritative look at the last 25 years

The trends, the innovations, everything that

has had an impact on our business
We've got to advertise in iti"

25 Years of Business Insurance

Publishing: October 30
Ad Closing: September 29

New York: 212/210-0228 -Fax: 212/210-0704
Chicago: 312/649-5276 - Fax: 312/280-3189
Los Angeles 213/651-3710 - Fax: 213/655-8157

Insurmace ®

Simply Sterling Coverage Guaranteed
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Editorial
INndex

Service

The Business Insurance Editorial Index $

Irects you to all'newsreports an

ervic

ure a

published by Business Insurance newsmagazine.

T he annual.service includes 3 quarterly reports.and a

Ive annual volume.

citations between publication of quarterly reports are
available from Bl's Information Centers in New York

and Chicago. Complete alphabetical and chronological

listings by company, person, subject and geographic
location enables you to access data quickly and

accurately.

" ake advantage of this,

fill out the coupon today or
call 212/210-0137
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L today®% uncertain economic environment, you

need a company that5 financially stable.
And you need a company that can balance that

strength with fle<ibility.

That company is Trans-General.

Our current financial portfolio consists of highly
liquid investments rated AA or higher that achieve

attractive returns.

Our flexible approach to underwriting allows us

AILANTA - BEIHESDA - DALLAS - INDIANAPOLIS - IRVINE - PITTSBURGH

gicles

Business
Insurance

Editorial Index Service Budisess liss<,wi.Re
220 East 42nd Street, New York. NY 10017
Please send me the following index(es):
Full Index Service at $100* 01992
Softcover editions at $100* each:
0 1986019870 19880 1989019900 1991
Hardcover editions at $150' each:
0198101982019830198401985
' foreign postage additional
TOTAL ENCLOSED $
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For The Record

Labor delays deadline
for filing pension report

WASHINGTON-Administrators
of so-called "top hat" pension plans
have until Sept. 30 to take advan-
tage of a filing break given to them
by the Department of Labor.

After the Labor Department in
April announced a new program to
assess civil penalties of up to $1,000
per day for pension plan adminis-
trators who didn't file timely Form
5500 annual reports, it received
many quiries as to whether the pen-
alties applied to top hat plans.

A top hat plan is an "unfunded
pension plan primarily for a select
group of management or highly
compensated employees," says Scott
Tucker, a consultant with William
M. Mercer Inc. in Washington.
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to respond to your clients' exact needs. And our six

strategically placed offices allow us to respond to

regional opportunities with local solutions.

If your clients are looking for insurance coverage
from a company with a multi-billion dollar parent with

mend Trans-General.

9r TRANS , GENERAL

LIFE INSURANCE COMPANY

A VERITUS COMPANY

more than 50 years of employee benefits experience
and an excellent Standard and Poor's rating recom-

For more information, call 1-800-328-5433.

The department said that top hal

to file a required statement will not
have to submit the Form 5500 an-
nual reports for plan years 1988 or
later, provided that they file a state-
ment by Sept. 30 containing a list 01
specified information about the plan
and pay a penalty of $50 per day up
to a maximum of $1,000 per filing.

Survey finds judges
sympathetic to plaintiff

ITHACA, N.Y.-A study by two
Cornell University law professors
challenges the belief that juries are
more sympathetic than judges to-
ward plaintiffs in medical malprac-
tice and product liability suits.

Plaintiffs actually win more often
before judges, and the difference in
damage awards is often negligible,
reports the study by Kevin M. Cler-
mont and Theodore Eisenberg. Their
research included all medical mal-
practice and product liability trials
in federal district courts from 1979
to 1989.

INn medical malpractice suits,
plaintiffs won 29% of cases heard
by a jury, but 50% of cases before
judges. Product liability suits pro-
duced similar figures: 28% and 48%,
respectively.

Average damages awarded in
malpractice suits were almost iden-
tical-$1.4 million from juries and
$1.44 million from judges. Bigger
differences, though, emerged for
product liability damages: Juries
awarded an average of $1.2 million,
judges only $91,000.

But, the professors caution
against assuming that judges are
generally "more favorable toward
plaintiffs."” Because of beliefs that
juries are more sympathetic, only
10% of these two types of tort cases
go before a judge, the professors

note.

Woodward succeeding
Tebb as CWCI manager

SAN FRANCISCO--Edward C.
Woodward, former executive vp of
Enan & Co: a reinsurance interme-
diary in Burlingame, Calif., has suc-
cee(led Alan Tebb as general man-
ager of the California Workers
Compensation Institute.

From 1981-1984, Mr. Woodward
was assistant general manager of
CWCI, a non-profit, insurer-sup-
ported research organization whose
members write 95% of California’'s
workers comp premiums.

Mr. Tebb will serve as vice chair-

man for the next 11/2 years.

Work comp premiums
flat in California: Study

SAN FRANCISCO-California
workers compensation premiums
remained virtually flat in 1991 as a
recession-driven decline in payrolls
canceled out the effects of a 5.8%
premium rate increase, the Califor-
nia Workers' Compensation Insti-
tute reported.

Direct written premiums were
$8.49 billion, a scant 0.3% above
1990 levels.

Halliburton to sell

its Highlands unit

DALLAS-Halliburton Co. says it
will sell its Highlands Insurance Co.
unit to refocus on its energy, engi-
neezing and construction business.

The Houston-based underwriter
of commercial property/casualty
and workers comp coverages re-
ported net premiums of apl)roxi-
mately $400 million in 1991. Total
assets at year-end were about $1
billion, and surplus totaled about
SFBOO Mmiilliorm_. mMm



South Korean market

CIlA intervenes in insurance reform efforts, liberalization

By Douglas M. Smith

THE TREND TOWARD liberalization

surance marke acoompanlethte growth
of free market models in both Latin America and
Asia has been the topic of several recent
International Issues columns. The U.S. government
has encouraged deregulation of financial markets,
privatization of state-controlled entities and
increased trade in services and goods throughout
the 1980s and now in the 1990s. U.S. leadership and
individual countries' goals to develop professional
and fiscally strong insurance markets have been the

primary reasons for the liberalization trend in

insurance.

But restrictions or barriers to international trade
in services continue in many countries, and
increasingly U.S. trade officials have been forced to
take a more active role in assisting U.S.
corporations, including insurers and brokers, in
penetrating foreign markets. Unlike the imposition
of quotas or tariffs on international trade in
commodities or goods, barriers to trade in services
are not as easily identifiable.

In South Korea, the insurance industry
historically has been characterized by unwieldy
standards and regulations, problematic customs or
administrative procedures and restrictive local
market practices.

U.S. governmental assistance in encouraging
South Korea to liberalize insurance standards
indicates the importance of the Asian insurance
market. Recent data indicates that although this
region accounted for only 25% of world premiums in
1990-less than North America's 38% and Europe's
34%-its growth rate and potential are vast. The
South Korean insurance industry grew more than
20% in 1990 and in terms of the percentage of gross
domestic product-production from within the
country's borders-spent on insurance, it became
the world's leader at 11.5% that same year.

The relationship between economic growth and
the use of insurance in South Korea is noteworthy.
In the early 1960s, South Korean exports amounted
to less than $50 million and per capita GDP was
about $100. By 1991, notwithstanding interim cycle
upswings and downturns, Korean exports reached
$70 billion and per capita GDP hovered just above
$6,000. The increase in South Korean GDP,
therefore, has been matched by increased insurance
purchasing and illuminates the future potential of
this market as its economy expands.

U.S. insurers in Korea did not participate in the
gains resulting from this trade explosion, because
South Korea permitted only two branches of U.S.
companies to operate in non-life business. The
inequality of this situation, however, did not go
unnoticed. To remedy this, U.S. trade officials
began talks with South Korea in 1985. In July 1986,
South Korea agreed to liberalize the operating
conditions of the two U.S. insurers and to permit
new applications for licensing as well as joint
ventures between U.S. and South Korean insurers.
The major market affected, however, was life
insurance, with the number of insurers increasing
from six to 32, including three foreign firms and six
foreign joint ventures.

The government subsequently dropped a
requirement that all reinsurance be placed with the
Korean Reinsurance Corp. However, like other
previously discussed markets, including Indonesia,
the market has largely continued operating through,
or according to the dictates of, the state insurance
company.

The mandatory use of the Korean Fire Protection
Assn.-also known as the Fire Pool-for specified
risks also has been slowly phased out. Multinational

corporations purchasing insurance are now seeing

InfemNons: Sssues

more reflective ratings for their exposures. The Fire
Pool is now only mandatory for buildings with more
than six floors and factories in nine designated
cities, but even this requirement will probably be
terminated by Oct. 1.

It is only recently, however, that real reforms
affecting property/casualty insurance have been
enacted, again as a result of intervention from the
United States. Although for the moment there
continue to be only 11 South Korean insurers and
two foreign branches, another foreign firm has
received provisional approval to open a branch.
Though new product approval continues to be
highly regulated and pricing is still subject to tariff
and/or KRC rating, recent talks between U.S. and
Korean representatives are thought to be addressing
this issue as well.

Financial policy talks are now being held between
the U.S. government and the South Korean
government regarding both the financial services
and insurance industries. The South Korean
Ministry of Finance has agreed to prepare a
"blueprint” to liberalize the insurance industry,
which is expected to be concluded within the next
five years.

In South Korea, the insurance industry
has been characterized by unwieldy
standards and regulations, problematic
customs or administrative procedures
and restrictive local market practices.

The Korean Institute for International Economic
Policy, a government macroeconomic think tank,
expects the Uruguay Round of the General
Agreement on Trade and Tariffs talks to require
freedom of services including insurance and
reinsurance. Since Korea is unlikely to resist the
agreement in the area of insurance so as not to
threaten more important trade issues, it should only
be a matter of time before liberalization is achieved.
The Ministry of Finance, whose immediate concern
is that excessive competition could damage the
domestic insurance market, will prepare a schedule
for liberalization of pricing and products. The
introduction of a brokerage system is not expected
until after pricing has been liberalized.

Another important insurance-related change is
that the Ministry of Labor intends to extend
mandatory participation in its national workers
compensation plan. Until recently, all service firms
were exempt and could buy private insurance. As of
July 1, all service firms with 10 or more employees
are required to enter the government plan. Banks,
insurers and charitable institutions are still exempt,
but they may lose their exemptions in the future. It
appears that the ministry may soon lower the
minimum for mandatory participation to five or
more employees.

Because the government workers comp plan is not
the sole remedy and does not cover employers'
liability, it is important that companies discuss this
risk carefully with their representatives. Companies
should comply as soon as possible if the ministry
goes through with its plan, because last year, when
the government plan was extended to service firms,
many firms that were purchasing private insurance
were charged back premiums and penalized for not
switching over immediately.

Two issues are important to mention regarding
foreign investment in South Korea: the issue of

reunification of North and South Korea, and the
civil unrest that has resulted from protests against
the governing Democratic Liberal Party.

The unification of North and South Korea takes
on a particular economic interest-especially in
South Korea-as the increasingly burdensome cost
of German reunification becomes more evident.
Most experts agree that North Korea's economy has
suffered tremendously since the dissolution of its
former patron, the Soviet Union. Soviet trade with
North Korea is believed to have represented
between 30% and 50% of North Korean foreign
trade.

The loss of its primary trading partner leaves
North Korea with few options for reforming its
faltering economy; trade with South Korea, though
desired, is not viable, because South Korea

continues in Mmost instances to ban trans-border
business transactions. From the South Korean
perspective, North Korea offers little more than an
alternative source of cheap labor in a region
saturated with workers. However, from a long-term

view, an economically healthy North Korea would
have a two-fold benefit. It would:

- Lessen the cost of unification, which could
reach an estimated $140 billion.

* Minimize the possibility that an economically
broken North Korea under the rule of Kim Il Sung
might lash out at South Korea.

The Sung government recognizes the potential
economic benefit of trade with the South. However,
recent border incidents and North Korea's refusal to
allow South Korea to inspect on "short notice"
its nuclear facilities leave many South Koreans
wary of North Korean intentions.

In the last decade, there has been well-publicized
civil unrest in South Korea, though political
protests by activist students appear to be declining.

In the presidential elections in the fall of 1992,
Kim Young Sam, the former opposition leader who
changed to the ruling Democratic Liberal Party,
will probably run against his former ally, Kim Dae
Jung. This may inspire new rounds of protest by
students who consider Sam a political opportunist.
For multinational investors wary of the situation,
however, expropriation of either equity or
investments is highly unlikely, since the South
Korean economic miracle, which is based on
exports, would be affected.

The trend toward liberalization of South Korea's
insurance industry will probably continue in the
short to medium term, spurred by an activist U.S.
trade policy which has contributed greatly toward
the elimination of barriers to U.S. insurers' entry
into this market. By linking progress in the GATT
negotiations with deregulation of the insurance
market, negotiators have pushed South Korea to
initiate opening of the market. South Korea, wary
that its export-led economy might be affected by
U.S. retaliatory trade practices, has responded
favorably.

For the insurance purchaser, the opening of the
insurance market will increase professional
standards as new players enter the market. And
access to foreign markets, along with the likely
tariff reduction or elimination and the lessening of
the KRC's monopoly, should portend better pricing
for multinational companies.

Douglas N. Smith is senior up and
manager Of the International
> Department of Johnson & Higgins
1 in New York. His column appears
the first Monday of every month.
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ASK A BENEFITS ACTUARY

Beware Clncle Sam's

withholding tax trap

Has Congress set a trap for

the American taxpayer with a

new law that imposes a
withholding tax on
non-periodic qualified plan

distributions?

This question arose when a

A client cattet-tie-otter

law
enacted July 3 that deal !/vith
withholding taxes on
Nnon-periodic qualified plan
distributions. After my client
understood the new law, his response was the same
as mine: Yes, Congress has set a trap for the
American taxpayer.
Beginning in 1993, non-periodic qualified
retirement plan distributions, such as a plan

distribution to a terminated employee, can be rolled

over to another qualified retirement plan or to an
IRA without the current law's restrictions on total
and partial distributions.

For example, these restrictions currently require
that at least 50% of the balance to the credit of an
employee had to be moved into an IRA in order to
qualify as a rollover. Beginning in 1993, though, a

terminated employee will be able to roll over less
than 50% of nis account balance and still avoid

taxation on the rollover amount. In addition,

retirement plan sponsors will be required to transfer

distributions directly to an eligible plan-ither

another qualified retirement plan or an IRA-at the

participant's request.

The downside from a participant's perspective is
that a 20% withholding tax will be imposed on
distributions that are eligible to be rolled over, but
are not directly transferred to an IRA or another
qualified retirement plan (BI, July 13). Congress'’
intent in imposing this 20% withholding tax is to
partially finance an extension of unemployment
payments for long-term jobless workers.

Undoubtedly, many deserving people will benefit
from this extension of unemployment compensation.

But the withholding tax is a cynical and deliberate

trap set by Congress to glom onto the savings of the
U.S. taxpayer.

The trap for the U.S. taxpayer is best understood
by considering a hypothetical example. Suppose an
employee terminates in 1993 with a single-sum
benefit under a qualified retirement plan of
$100,000. If the distribution check is made out to
the terminated employee, the check will be for
$80,000 and $20,000 will be withheld. At this point,
the terminated employee has fallen into the trap set
by Congress and is going to make a contribution
in one form or another to the U.S. Treasury. This
would not be the case under current law.

The employee, though, still has 60 days to roll
over up to the full $100,000 into an IRA or a
qualified plan. If the terminated employee has
$20,000 in personal savings outside of a qualified
retirement plan, he can combine that with the
$80,000 received and roll over the maximum amount
into another plan. However, the employee will lose
investment income on that $20,000 for a period of
time. The terminated employee will get back the
$20,000 that was withheld when his 1993 income tax
return is filed and the $20,000 is included in the tax
refund. But, the employee won't see that refund
until 1994. So the terminated employee has lost the
investment earnings on the $20,000 held in personal
savings outside of the qualified retirement plan, and
effectively contributed those investment earnings to
the U.S. Treasury.

But not all terminated employees will have
$20,000 in personal savings that they can use to
make the maximum rollover and eventually recover
the amount withheld. Many individuals in the
United States don't have significant personal
savings outside of qualified retirement plans. And
those who do may want to hang onto the money,
especially if our hypothetical terminated employee
expects to be out of a job for a period of time. He
may roll over only $80,000 into another qualified
retirement plan or IRA and therefore will increase
his taxable income in 1993 by $20,000. A terminated
employee in this circumstance will be making a
contribution to the U.S. Treasury of the tax due on
the $20,000.

These contributions to the Federal Treasury can
be easily avoided. The terminated employee needs
only to direct the plan to make the check payable to
either another qualified retirement plan or an IRA.

The infuriating aspect of this trap is the cynicism
with which it has been set by Congress.
Congressional estimates of revenue from rollover

and withholding on non-periodic distributions
betray their cynicism: approximately $2.1 billion is
anticipated in 1993, $26 million in 1994 and
inconsequential amounts thereafter. Why does the
estimated revenue from the change in law drop off
so rapidly after 19937 Because Congress realized
that the American public will not fall into this trap
for more than one year. Congress might as well be
saying to American taxpayers that you are stupid or
uninformed, but only for one year.

The new law requires that plan administrators
inform participants about the new rules. In
addition, the Treasury Department is responsible
for developing a model explanation for employees.
However, it seems to me that plan sponsors ought to
respond pro-actively to this change in law and
communicate it to their employees immediately and
forcefully. Employees need to understand the
implication of the law, and perhaps even the cynical
message that Congress is sending to the American
public. The more people who learn of Congress'
tactics, the greater chance that Congress may be
more circumspect with future legislation.

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

Ask A Casualty Actuary, Ask A Benefit Actuary,

Ask A Benefit Manager and Ask A Risk Manager
answer written questions from readers on risk and
benefits management issues and actuarial problems.
This month's column on actuarial
issues in the benefits field is written
*1 by William J. Miner, an actuary with
The Wyatt Co. in Chicago. Richard E.
1 Sherman, president of Pacific
Actuarial Resources (PAR) Excellence
in Ashland, Ore., answers actuarial
questions in the casualty field. Susan
M. Werner, director of risk
management at Hardee's Food
Systems Inc. in Rocky Mount, N.C.,
answers risk mgnagement questions.
Dennis J. Nirtaut, manager Of
employee benefits at Continental Bank Corp. in
Chicago, answers questions on emptoyee benefit plans.
Mr. Miner's and Mr. Sherman's columns appear
alternately on the first Monday Of each month. Ms.
Werner's and Mr. Nirtaut's columns appear atternatety
on the second Monday Of each month. Mr. Miner's nezt
column will appear in October.

Address your questions to ASK, Business Insurance,
740 N. Rush St., Chicago, Itt. 60611. Please give us your
name, title and employer; however, Business Insurance
witt consider unsigned letters.

Mr. Miner

CGL excludes coverage for pesticide spraying

A pollution exclusion in a
comprehensive general liability policy
applied to relieve an insurer of the
duty to indemnify a city for damages
allegedly caused by chemicals the city
sprayed as part of its service to control
insects and pests, said the Supreme
Court of Michigan.

The city of Woodhaven, Mich.,
periodically sprayed pesticides to
control insects and pests. The city's
CGL policy with Protective National
Insurance Co. excluded coverage for
pollution that was not sudden and
accidental.

In 1984, the city was sued for
damages allegedly caused by the
pesticide spraying. The city submitted
the defense to its GCL insurer, which
brought this action seeking a
declaration that it had no duty to
defend. The trial court ruled for the
insurer; the appeals court reversed.

The state Supreme Court said that
the application of the pollution

Legal Bbels

exclusion depended exclusively on the
discharge, dispersal, release or escape
of the pesticide into the atmosphere.
"The behavior of the pesticide in the
environment after this initial release,
is irrelevant,"” the court said. The
court added that since the city
intentionally released the pesticide
into the atmosphere, the release
cannot be accidental.

Therefore, the court found that the
pollution exclusion applied and the
city was not entitled to coverage.
United Parcel Service Of America vs.
Fetterman, Supreme Court of West

Virginia, Nov. 27, 1985 (B1/02/D.-$10).

Employee slander suit allowed

Is an employee's tort action for
slander against her employer barred
by the exclusive remedy provision of

the Workers' Compensation Act? The
Supreme Court of South Carolina

ruled that it was not.

Rhonda B. Dockins worked for
Ingles Markets Inc. In front of other
employees and customers, a store
manager allegedly implied that Ms.
Dockins was having an adulterous
affair with another employee and was
carrying his child. Some statements
were made over the store's public
address system.

Ms. Dockins filed a slander suit,
rather than a work comp claim. The
trial court dismissed the suit, ruling
that Dockins' remedy was to file a
workers compensation claim.

The appellate court said that the act
bars all actions against employers
when a personal injury to an employee
comes within the act. However, the
court concluded that an injury in a
slander action was not a personal
injury under the act.

The court said that the "gravamen

of a defamation action, however, is
injury to the reputation.” In the
opinion of the court, an injury to
reputation affects a proprietary
interest and is not a personal injury.

"We hold injury to one's reputation
is not the type of injury envisioned by
the Workers' Compensation Act," the
court said, "and it is, therefore,

inapplicable.”
Ms. Dockins' slander suit was

reinstated.

Dockins us. Ingles Markets Inc.,
Supreme Court of South Carolina,
Dec. 9, 1991; rehearing denied, Jan. 7,
1992 (BI/05/S-$10).

These abstracts were prepared by
Mayo H. Stiegler. Copies of these
decisions are available by sending a
$10 check payable to Mayo H. Stiegler
to Business Insurance, 740 N. Rush St.,
Chicago, lll. 60611-2590. List the

number for each opinion.
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Knowing the territory means knowing your needs.

Acordia is a nationwide network of insurance services companies that has redefined “knowing
the territory” through a dedication to customer focus that is setting a new standard in the industry.

What’s in it for you? Exactly what you asked for.

Quality & selection. Acordia specializes in the broking and the administration of a full range of
high quality insurance, benefit and financial products and services.
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Insuied damage

Walbrook plan collapses

Transit presses for provisional liquidators

Transit Casualty and other the company, and they have all
major creditors have opposed the failed one, two, three strikes

By GAVIN SOUTER

/" 15.3% . LONDON-The directors of preferred stock plan (Bl, July 27, and you're out,” said Burleigh
13.8% 3.1% Walbrook Insurance Co Ltd are July 20) Arnold, the court-appointed spe-
’ considering their options after a Transit has petitioned the En- cial deputy receiver of Transit

last-ditch rescue plan failed to glish High Court to wind up The directors have tried and

8.8% 16.3% " win sufficient support from cred- Walbrook The application will failed to keep Walbrook solvent
5.1% Itors through commutations, they

39, E|S And one Of the troubled in_ have not established a scheme of

. *4 surer's major creditors, Transit
I-U k__.lill Casualty Co, is pressing ahead
'\ﬁ% uwn#/dip with a petition to wind up the

4 compan

b

MEMIlf, li,vi % T.

I Major Fires ' f 14,6 Aviation

, »* Road/rail
00" traffic

/ aa*~5
Natural

I Other loss areas
catastrophes

Source Swiss Reinsurance Co
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1991 catastrophe toll

' Waterborne traffic writing (Agencies) Ltd, an affih-

arrangement for the company,
and now the preferred stock plan
has failed, he said

'One, two, three

strikes and you're
Meanwhile, neither company

v e
out,’ Transit's would comment on the Bermuda

while, Bermuda Fire &
Marine Insurance Co Ltd is pe- Mr. Arnold says of Fire & Marine petition

However, some sources say
that BF&M is citing a specific
amount of $28,000 owed to the
company by Weavers

"But nobody can believe it's
Thursday, Walbrook directors would save costs if Walbrook Just being done for that debt,”
said, "The level of support for were treated the same as other said one source
the directors' proposals, whilst companies on the Weavers slip BF&M may want to see Weav-
encouraging, (was) insufficient and placed in provisional liqui- ers wound up and placed in an
to continue developing the plan, dation with the aim of establish- independent liquidator's hands
even though the number of those ing a scheme of arrangement for in order to more quickly disen-
replying adversely was small the companies tangle the claims problems that

titioning the London High Court
to wind up H S Weavers Under-

Walbrook's efforts.

ate of Walbrook

INn a brief statement issued be heard Tuesday Transit Says it

The directors are considering

hits $14 billion: Study

By GAVIN SOUTER

their position

Under the directors’ original
by the continued above-average rescue plan, Walbrook would pay
losses from manmade disasters last all of its outstanding claims in
ZURICH, Switzerland-Insurers year, says a new Swiss Re report full But larger claimants would
wnll draw httle comfort from last More catastrophes were recorded be required to bolster Wal-
year's moderate decline m insured in 1991-108-than in any other brook's capital by buying re-
losses from natural catastrophes, year on record deemable preferred stock with
"The year 1991 is the worst so 60% of their claims payments
the long-term average far as regards the frequency of all (BIl, June 8)

The 1991 total of $14 billion, loss events and holds second place Walbrook, a unit of London
as calculated by Swiss Remsurance for insured damage on our hst that United Investments PLC, was
Co, is $3 billion less than the rec- dates back to 1970," the survey re- the leading insurer on the U S
ord $17 billion It tallied m 1990 port said casualty line slip underwritten
(BIl, Sept 23,1991) Leading the 1991 losses was Ty- by Weavers The slip stopped un-

ANd insurers’' losses from natu- phoon Mireille in Japan, which derwriting in March 1990 (BI,

because the total still far exceeds

ral catastrophes were compounded Continued on next page April 2, 1990)

UNI Storebrand exec quits

Shareholders press for more changes at insurer's helm

By MARIA KIELMAS became aware that shareholders about with Ideas It's a political

had threatened to make the resig- power game," he said
OSLO, Norway-UNI Store- nation of the board of directors a Mr Imbach said he and other
brand A/S's chief executive is the condition of contributing to a pro- shareholders object to the highly
latest victim of the fallout from the posed capital increase, he decided political way in which Mr Lan-
insurer's failed attempt to create a to resign ganen led UNI Storebrand, con-
Mr Langanen criticized certain tending that he and top manage-
Jan Enk Langanen resigned last "anonymous UNI Storebrand ment had no real understanding
Monday after five months of shareholders m unattnbuted state- of the insurance business
pressure from UNI Storebrand ments to the Norwegian press” There also is httle "sound, sohd
shareholders, who were dissatis- who said they would contribute to business experience" on the board
' fied with his management of the the capital increase only under of UNI Storebrand as well, since
certain conditions Mr Langanen nominated nearly all
"A finance institution such as board members, according to Mr
said Martin Imbach, chairman of UNI Storebrand cannot and should Imbach
Swiss Insurance Services Holding not hve with a situation where the While Mr Langanen was chief
in Zollikon, Switzerland A subsid- media drags down the company executive of UNI Storebrand,
, iary of SIS Holding, Zurich-based day after day," he said which IS Norway's largest fman-
Capital Bank, holds a 5 5% stake m Mr Langanen said that other cial Institution, he also was chair-
UNI Storebrand, making it the 1- resignations should not follow his, man of state 011 company Statoil,
surer's largest foreign shareholder stressing that continuity of man- which IS Norway's largest com-
Mr Imbach has spearheaded a agement is of paramount impor- pany
campaign to oust Mr Langanen tance He added that the proposed Mr Langanen, who was ap-
and the current UNI Storebrand capital merease should allow UNI pomted by the Norwegian govern-
board of directors Storebrand to survive the after- ment to the Statoil post, at one
According to UNI Storebrand, math of ItS scuttled bid to take time wanted the oil company to
Mr Langanen resigned voluntar- over Skandia Holdmg A B contnbute to Storebrand's capital,
ily But some shareholders see the but Statoll shareholders refused,
Per Tene Vold, formerly deputy situation very differently
managing director of life insurer
UNI Storebrand Livsforsikring, was due not only to the Skandia funds moving more and more mto
was appointed acting chief execu- takeover fiasco, but also to mis- Storebrand SO It all becomes hke
tive management over the last flve or France semi-state controlled by
At an Oslo press conference on six years, charged Mr Imbach As state funds, state industry and
the day of his resignation, Mr a result of that, he said, UNI state financial mdustnes,” Mr Im-
Langanen said his departure comes Storebrand IS losmg about 2% to bach said "We are very against
at a time when UNI Storebrand's 3% of ItS market share in Norway this, because you don't know who
situation is "becoming more and each quarter controls it and it is Very polltical
more invidious and undignified "Everybody IS taking losses The chief executive (Langanen) has
day by day " He said that when he while the management is playing

pan-Nordic msurance group

insurer

"This has been a real scandal,”

according to Mr Imbach

The removal of Mr Langanen "You would have all these state

Continued on next page

"The directors of Walbrook followed the Weavers collapse,

have tried three things to help another source speculated

Australian mnames

sue Lloyd's of London

By KATE McILWAINE

BRISBANE, Austraha-Three of Austraha's 650 Lloyd's names are
taking legal action agamst Lloyd's of London, and others are conmd-
ertng htigation, attorneys say.

Among the allegations made by the Austrahan names, who face
sizeable losses from their membership, are that Lloyd's brokers misre-
presented the profit potential from membership in Lloyd's and that
the market's operations were not fully explained to the Investors

Heanngs in the first case, brought by Melbourne anesthesiologist
Dr Emlyn Wilhams, wall begm Aug 10 in the Supreme Court in
Victona Dr Wilhams' attorney, Brendan Fleiter of Bnan Ward &
Partners m Melbourne, said he was unable to discuss the case because
it is before the courts

However, Mr Flelter sald Dr Wilhams and two other members the
attorney represents contend they should not be required to pay
syndicate losses because of Lloyd's members' agencies' alleged mis-
leading and deceptive conduct m violation of Australia's Trade Prac-
tices Act and for breaches of the Australian Companies' Code

"Membership of LIoyd's and ItS syndicates is a prescribed interest
under the code, and (Lloyd's) therefore must comply with certain pro-
visions relating to the issue of a prospectus and other matters," Mr
Fleiter said

Mr Fleiter wlll argue that under the law, Lloyd's was supposed to
provide a prospectus and never did

Lloyd's general counsel m Australia, lan Hutchinson with Sydney
law firm Freehill Hollmgdale & Page, said the Wilhams case, which
is expected to take flve days, wall determme whether the Australian
courts have lurisdictton to hear names' complaints against Lloyd's

Mr. Hutchinson noted that m similar cases in the United States and
Canada, the courts ruled that they had no junsdiction (Bl, July 27,
June 22)

No dates have been set for Australian courts to hear lunsdiction
cases for the other two Australian names who, through Mr Flater's
hrm, have filed complamts against Lloyd's

Mr Fleiter said he also has spoken vnth other names in Australia
and overseas, but has not been instructed to take action

Paul Robmson of the Sydney law firm Sly & Weigall, which in No-
vember advertised m Australian newspapers its wllimgness to take
cases on behalf of Lloyd's names, would not comment on whether his
firm is talang any court actlon

However, Mr Robinson said names are 'm the situatton that they
have been advised of substantial losses, and therefore they have
nothing to lose if they take action "

He said some names told "incredible tales" of representations made
but not fuLlled Many are awaiting the outcome of Dr WIllhams' case
before deciding what action to take, he noted

Dr Wilhams won a temporary inlunction to stop Lloyd's from
drawing on his money Invested with a major Australian bank But the
bank, Westpac, has started legal proceedmgs to have the mlunction
lifted

In New Zealand, a partner in an Auckland law firm that represents
Lloyd's names said two cases are before the courts, but he would give
no further information without instructons from his clients.
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Catastrophe toll

Continued from previous page
caused insured damage of $5.2
billion-the largest catastrophe loss
ever (Bl, Nov. 18, 1991).

Losses from the Oakland, Calif.,
fires also topped the $1 billion mark
with insured damage of $1.2 billion
(BIl, Oct. 28, 1991).

Insured damage from natural ca-
tastrophes in 1991 was well above
the average level in the 1970s and
early 1980s, the report said.

"The last five years have shown
a loss burden above the long-term
trend, both in the natural catastro-
phe and also the major loss sectors.
If this development continues, the
world insurance system will face a
huge challenge," the report said.

Every year since Swiss Re began
its reports in 1970, storms have
caused the largest 16sses to insur-
ers, the report said. 1991 was no
exception, with 49 catastrophic
storms resulting in insured damage
of more than $9 billion.

In North America alone, 1991
storms caused damage totaling
nearly $3.1 billion, according to the
report. Of those, the three most
costly were: Humcane Bob, which
hit the Eastern United States on
Aug. 18, resulting in a loss of $620
million (BI, Sept. 2, 1991); torna-

NEwW

does in the Southern and Midwes-
tern states that occurred between
April 26-29, resulting in a $350 mil-
lion loss; and a hail storm in Cal-
gary, Alberta, on Sept. 7, causing
$347 million of insured damage.

The 48 loss events under the flood
category led to insured damage of
$1.6 billion in 1991, the report said.
The "flood" category includes catas-
trophes caused by heatwaves or cold
spells, snow and bush and forest
fires.

The 10 worst catastrophes in 1991
also included: winter storm Undine,
which blew into Great Britain and
Ireland on Jan. 5-6, causing $480
million in damage; Typhoon Kinna,
which battered southern Japan on
Sept. 14, wreaking $272 million in
damage; and storms, hail, tornadoes
and floods that lashed the United
States March 26-28, leaving $210
million in damage in their path.

But it was not just claims for
losses from natural catastrophes
that piled into insurers offices in
1991, according to the report.

"In the past few years, the fre-
quency of man-made major losses
has also increased continuously. The
number of events, which reached
212 in 1991, is also approximately
double the long-term average," the
report said.

Industrial fires produced large

POLICE

INTERNATIONAL

losses. In the 31 major industrial
fires in 1991, more than $1 billion
in insured damage resulted, the re-
port indicates.

Fires in chemical and petrocherni-
cal plants caused $383 million in in-
sured damage.The largest loss in this
sector occurred on Dec. 10 at an oil
refinery in Gelsenkirchen, Germany.
An explosion caused property dam-
age and business interruption losses
of $118.7 million.

The largest 1991 commercial fire
loss in the U.S. was $148 miillion
from a fire in a Philadelphia office
tower on Feb. 23, the report said
(Bl, March 4, 1991).

UNI Storebrand

Continued from previous page
backing from the government and is
a very powerful person. It is difficult
to force him to step back."”

When it became clear in February
that UNI Storebrand would need
shareholders to subscribe to a pro-
posed capital increase, Mr. Imbach
said SIS Holding and its supporters
indicated they would subscribe only
on the condition that Mr. Langanen
and the board resigned.

With Mr. Langanen's departure,
the shareholders have won half of
the battle and will continue fight-
ing, he said, noting that they be-
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Another fire ranking among the
year's top 10 catastrophes burned
the London Underwriting Centre,
which was still under construction,
causing $290 million in damage (BI,
Aug. 12, 1991).

The report also indicates:

= 1991 aviation catastrophes held
at 1990's total of 28.

Hull aviation losses fell by more
than half to $442.5 million, com-
pared with $949.3 million in 1990,
the report indicates. Figures for li-
ability losses are not available.

"The largest individual loss in the
aviation/space category occurred
during the launch of the Atlas Cen-

lieve UNI Storebrand could be
turned into an effective company.

Meanwhile, Skandia Chief Execu-
tive Bjorn Wolrath has suggested
that a UNI Storebrand capital in-
crease could be combined with a
one-for-four stock option for UNI
Storebrand's 28% stake in Skandia.

A Skandia spokesman said the
option could be priced at about 120
Swedish krona ($22.32) per share.
Skandia was trading at about 90
Swedish krona ($16.74) per share at
the end of July, while UNI Store-
brand has accounted for the shares
it holds at 150 Swedish krona per
share ($27.90).

"Storebrand would have to take

the loss," the spokesman said.

taur rocket on April 18, when the
second stage had to be blown up due
to a malfunction, also destroying the
Japanese telecommunications satel-
lite that was to be sent into space.
The insured damage totaled over
$96 million," the report said (Bl,
April 22, 1991).

» The 44 major losses in the wa-
terborne traffic sector caused in-
sured damage of $714.2 million.

The largest loss in this sector
amounted to $334.5 million and was
caused by the faulty construction
design of the concrete base of the
gas platform Sleipner A in Norway,
the report said. 1

In a separate development, a stock
offering by Hafnia Holdings A/S,
which was UNI Storebrand's part-
ner in the bid for Skandia, closed
July 20 (B, July 13). Hafnia offered
7.1 million A-shares and 12 million
B-shares, underwritten by Banque
Paribas and Bjornskov & Co.

Almost all the A-shares were pur-
chased, leaving the offering's un-
derwriters with 7,874 shares, or
0.1%, to cover, said Hafnia Chair-
man Holger Lavensen.

However, the underwriters were
left with 9.3 million, or 77.4%, of
the B-shares.

Still, Hafnia reported that the

issue increased capital by 1.9 billion
Danish krone ($335.2 million). |
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Lloyd's meeting

Continued from page 1
expresses confidence-as op-
posed to no confidence-in the
council.

Lloyd's problem is that 'it's
short of cash," said Mr. Sturge.
"It needs more money, not more
regulation.”

Lloyd's needs less than 800
million pounds ($1.54 billion) in
excess of members' reserves and
deposits to meet government sol-
vency requirements by the end of
August, Chairman David Co-
leridge told the extraordinary
general meeting last week. That
figure includes the 200 million
pounds ($385.8 million) of un-
paid cash calls for the 1988 un-
derwriting year plus outstanding
cash calls from the 1989-1991
underwriting years.

The additional levy of 5% of
each member's stamp capacity
spread over 1990-1992 was
drawn from members' premium
income deposits on July 15. The
goal: to boost the Central Fund
to 1 billion pounds to allow
Lloyd's to pay this shortfall and
meet the government solvency
standards.

Last week's extraordinary gen-
eral meeting-attendance at
which wasn't really representa-
tive of the market with many
hecklers in the audience-was
really about "who's going to pay
and how much," said Mr. Sturge.

Sir Peter Miller, former chair-
man of Lloyd's, also said he be-
lieves the Council of Lloyd's will
win the vote by a vast majority.

"The vote will show that the
dissident (members) are small in
number," Sir Peter told Business
Insurance last week.

Still, the market should "cob-
ble up" more than 50 million
pounds from brokers, under-
writing agents and others to help
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beleaguered members, according
to Sir Peter.

The former chairman says he
would be willing to help collect
the funds if asked.

His own Lloyd's brokerage-
the Miller Insurance Group, of
which he is chairman-would be
willing to provide its share of
additional needed funds. But so
far no one has-asked for any
money, he said.

Although maintaining that
Lloyd's owes no legal duty to
members to pay their losses,
"clearly there is a moral duty
which cannot be neglected,"” said
Sir Peter in a letter written after
last week's meeting.

The 50 million pound market
fund, wrote Sir Peter, "simply
does not sound (large) enough,
and even if it means looking
more largely to those with the
money-namely, the brokers-
surely it is worth more than that
in their own interest to bind up
the market's wounds?"

Meanwhile, dissident members
say their proposals have been

misunderstood.

"We do not have a vote of no
confidence in the council as a
resolution,” said Mr. Gurney at
the meeting. It was Mr. Gurney
who instigated the extraordinary
general meeting and who pro-

posed four of the five resolutions
before the members.

"We believe. . .that it is the
duty of the present council” to
organize a smooth transition to
a new order, he said. "We think
it would be totally inappropriate
for anyone to resign immedia-
tely, because we don't want tur-
moil (any) more than anybody
else.”

In fact, Mr. Gurney admitted
he rather liked Mr. Coleridge,
"which doesn't make my task
any easier."

Nevertheless, Mr. Gurney
began his address at the meeting
saying, "Outgoing chairman,
outgoing council, ladies and
gentlemen.” In fact, many coun-
cil members come up for election
in November for next year and
Mr. Coleridge is stepping down
(see story, page 1).

"We are here at an historic
moment to say goodbye to the old
order,"” Mr. Gurney said.

Lloyd's members expect the
market's losses from 1988 to
1991 to total 5 billion pounds
($9.64 billion), bringing the mar-
ket "on the brink of insolvency if
not beyond," said Mr. Gurney.

The story could have been dif-
ferent if wise men on the council

had put more money aside in the
Central Fund in 1986 when the
market was earning huge profits,
he said. "Alas, our society has
not been blessed with wise coun-
cils or wise (working member)
committees," he said. "We are
owed something better."”

The 32,802 members on Lloyd's
electoral roll will have until Aug.
28 to vote on the five resolutions
proposed by Mr. Gurney and the
Assn. of Lloyd's Members. Some
5,915 members work at Lloyd's,
while 26,887 members do not.

The total number of voters is
more than the 22,162 members
currently writing this year be-
cause it includes members who
are in the process of resigning
from the market.

Some 2,500 members-about
half the total at the annual gen-
eral meeting in June-attended
last week's 3 V-hour extraordi-
nary meeting.

Speakers on behalf of the
Lloyd's council appeared to be
coached beforehand; they were
more orderly and formal than the
dissident members. Often there

Continued on nert page
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Lloyd'S meeti ng may not be enough because It IS council has a "moral responsibil- The current council, though, pounds "would fall well below
likely that a third of the mem- 1ty" to spread the losses fairly has instituted investigations, the expectations and indeed the
Continued from previous page bership will become insolvent over the market, including the task forces and recommendations needs of those concerned," said
were fewer members to speak on because of the 1989 losses re- brokers, agents and other com- "that are far-reaching in their Mr Shaw, to resounding agree-
behal f o f the council than cently announced panies effect,” he said ment, at the meeting
against it He projects that another levy- "We want a bigger contribu- "When implemented, they will "The intention of this part of
Mr Gurney's contingent, on twice as large-will be needed tion from the market and a fair produce a new Lloyd's that IS the resolution is to urge the
the other hand, seemed more or- next year as more members be- sharing of the burden," Mr Gur- stronger and much more effi- council to set a much higher tar-
ganized and emotional in its at- come insolvent And by 1994, the ney said ciently run than heretofore,” Mr get than 50 million pounds-if
lack, although members did not members who are left will "face Meanwhile, a fifth resolution, Shaw added thatis the one they now have in
always speak specifically on the a really grim future," said Mr put forward by the Assn of The resolution has caused their sights To attain a much
resolutions Rew Many by then will have lost Lloyd's Members, calls for a vote "considerable anguish" among higher target it may be necessary
Arguments broke out contin- everything of confidence-as opposed to no many of the 9,000 ALM members to contemplate payment over two
uously between Mr Coleridge- The levy, he added, should be confidence-in the Lloyd's because It calls for confidence in or three years, and | believe that
who was chainng the meeting- spread across the entire market Council However, the resolution the council, Mr Shaw admitted this would be a practical possi-
and disgruntled members when to firms like brokers and agen- also calls for the council "with- But the resolution "was not to bility," said Mr Shaw

the members wanted to speak of cies and not just assessed on out further delay" to ) approve all past actions of the everal members spoke against
their own plights members » Implement'the essential rec- present council and ItS predeces- the ALM's confidence in the
Several of the disgruntled Lloyd's member Julian Tarrant ommendations of the Lloyd's sors, or to condone their failure council o )
members t the meeting spoke in added that it was unrealistic for mzra*r:ELel?Issloalob:et(:r:o Sr::r;i’usnaclcijl
support of the four resolutions his wife to pay the special levy . " )
proposed by Mr Gurney since she resigned last year "A Mr. Gurney argues that the council has a'moral for protection and found a
The resolutions call for committee who thinks this is RTINS . protection racket "
- An "effective mechanism af- reasonable 15 not one which | responsibility’ to spread the losses fairly over the The council is the sole reguI?—
fordable to names" by which would support,” said Mr Tar- market, including the brokers, agents and other tor:f the marketdand yet dldf
. . . . nothing to stop underwriters o
they could be released from open rant _ companies. 'We want a bigger contribution from LONdON market excess-of-loss
underwriting years , Mr Coleridge reiected that . ; . ) )

- Rescinding the special Cen- reasoning The levy, he said, IS the market and a fair sharing of the burden.’ reinsurance, which has ruined so
tral Fund levy vital to the future of every mem- many people L"e callgd the coun-
- A register giving "fully, ber at Lloyd's because It IS °'|" negligent” and ulmpotent
frankly and unambiguously” all needed for Lloyd's to survive ) ) Self're_g"”ft'on’ f:onculuded

interests held by or on behalf of Without the levy, "there will task force, particularly those on to act when they_mbcr;ht or should Mr Salbstein. "has failed
council members since 1982 be 1,200 open years which won't governance (Bl, Jan 20) have done, salf:i r Shaw ) Lloyd's is a can of worms and
Member Dr Alexander Monk be closed until well into the next * Encourage the Lloyd's work- "Our resolution was, and is, a hornet's nest,” added Graham

said this should include whether century" because Lloyd's would ing community to make a sub- intended to give a qualified ex- Watson, a member since 1959 "It
any of the council members were not meet its solvency require- stantial financial contribution to pression of confidence in the couldn't regulate a flea in a flea
Freemasons Mr Coleridge re- ment this year and be bust, ac- the problem of distressed names council and the changes they will circus "

plied that he's never been a Free- cording to the chairman The resolution is supported by make These changes will in"ef- However, others support the
mason, mainly because he's "If Lloyd's doesn't trade in the Lloyd's Council feet change the council | give ALM vote of confidence
never been asked 1993 and 1994 there will be "Lloyd's must change," Neil you my assurance that this will In a recent report on the so-
Many have alleged over the 32,000 members who will be af- Shaw, chairman of the ALM, be the case," said Mr Shaw = called LMX spiral, Sir David
years that Freemasons exert an fected" whether or not they re- said af last week's mesting The ALM favors implementing Walker found that the reinsur-
undue influence on the Lloyd's signed, he said Mr Gurney's proposals "look most of the task force recommen- ance was used to "spread losses,"
Council With the levy, Mr Coleridge backward and not forward to the dations "In effect, Lloyd's said Paul Archard, chairman of
» The council to work with all said, "we will pass solvency at changes we must make to en- names want the formal recogni- Lloyd's Underwriting Agents
groups representing names, in- the end of August " sure a stronger and sound future tion of the primacy of names' Assn (Bl, July 6)

gust
cluding the 17 action groups that Mr Gurney said Mr Coleridge for Lloyd's," said Mr Shaw, who rights," said Mr Shaw "The Insisting that he was no "pup-
have been set up members of bre»ached an agreement they IS the U’S chairman of Tate & names at Lloyd's want to know pet of the 12th floor"-home of
syndicates facing large losses made before the meeting by pres- Lyle PLC that they are dealing with mem- the Lloyd's ef‘eCUt'Ve Off"fe's'
Much of the discussion focused enting this "scare" story ¥o_ur e "Lloyd's problems today have bers agents who are competent Mr Archard said the council in-
on rescinding the levy, a vital members to support the special been caused by lack of ¢ an?e m and capable of recommending herited these problems-they
issue for the'survival of Lloyd's levy The levy was already col- governance and management syndicates based on performance were not of the council's mak-

John Rew, Lloyd's member and lected on July 15 so there's httle control over many years, not lust and degree of nsk " ing Mr Coleridge, in fact,
syndicate analyst for Chatset, reason to argue, he implied. one or two years,"” said Mr The"ALM also believes that a should be applauded for what he
pointed out that the special levy Mr Gurney argued that the Shaw market fund of only 50 million has done
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Independent agents and brokers Increase Your Market Share UNDERWRITER BENEFIT ADMINISTRATORS E C UIT THE

needed to market new compre-

We Sell Truckers X Dates
hensive program Initially writing

. OF AMERICA, INC.
We are an expanding A+ P&C
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. . carrier seeking a seasoned BAAI, the largest third-party adminis- I N D U S I RY S
in sIX states -- Pennsylvania, Del- 800-288-XDATES (9328) underwriter with marketing experl trator m lowa and one of the larest in
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I_ond's Cha”‘man Mr Colendge, referring to the task was chairman of Stewart Wright- After much thought, Mr Row- the meeting That chairman should
force's recommendations for son Holdings PLC until 1987 land said he accepted Mr Co- be selected from executives who

Continued from page 1 change "It is a course which must when it merged with what was lendge's nomination don't work m the market, he im-

traordinary general meeting last be followed " then Wilhs Faber PLC "l believe that the future pros- phed

week, which was called to vote Mr Colendge has recommended As deputy chairman of the new perity of Lloyd's IS of great irn- The Lloyd's Act of 1982 calls

on the market's confldence in him that the council appoint Mr Row- group Wilhs Wnghtson, Mr Row- portance to this country and to for the chairman to be a working
and the Council of Lloyd's land, chairman of Sedgwick Group land was targeted to be the next the insurance industry, and that member of the market, however
When Mr Coleridge became PLC,as chairman in 1993 Under chairman However, after a diffi- it would be wrong of me not to In that case, Mr Gurney said John
chairman in 1990, he knew the the changes m governance that are cult merger, Mr Rowland left the take this opportunity to try to do Charman, managing director of
market was headed for troubled being implemented, Mr Rowland company m 1988 to become chief what | can to encourage confidence Charman Underwnting Agencies
times with the announcement of would become the first full-time, executive of Sedgwick He was in this unique insurance market,"” Ltd, would be a better chairman
major losses in 1988 and 1989, but paid chairman of Lloyd's named chairman in 1989 he stated last week "Rowland is a mce man bet-
he didn't know the scale of the After council elections in No- Last year, Mr Rowland was Some in the market, however, ter than David Colendge but he
losses "I must confess, however, vember, the new council would named to chair the Lloyd's task do not support Mr Rowland as IS Stlll an insider,” said Mr Gur-
that | never imagined that it would vote on whether to name Mr Row- force that subsequently called for Lloyd's next chairman They want ney Sedgwick was heavily in-
be quite so tumultuous,” he said land chairman If elected, his term radical changes, including restruc- an underwriter, rather than a bro- volved in brokering London mar-
He told members last week that would begm Jan 1 turing the governance of the mar- ker, to head the market, with some ket excess-of-loss reinsurance
he has accomplished "more change "His enthusiasm, leadership, and ket and expanding Lloyd's capital suggesting that Stephen Merrett, business which is causing such
(at Lloyd's) in the past 18 months understandmg of the dynamics of with corporate membership chairman of Merrett Holdings horrendous losses, Mr Gurney
than has ever been before " His this marketplace are qualities Mr Rowland had Just signed a PLC, stand for the ofhce noted dunng the meeting
duties have included setting up loss which will be of enormous benefit three-year contract with Sedgwick, And Claud Gurney, the Lloyd's Mr Charman, on the other hand,
review panels, forming Mr Row- to our society and to its growth,"” but the board of Sedgwick sup- member who called for last week's is "one of the most successful un-
land's task force, spending hours said Mr Colendge ports his decision to take the extraordinary general meeting, derwnters at Lloyd's,"” has a large
with members' action groups and Mr Rowland, 59, 15 one of the Lloyd's post Saxon Riley, vice wants neither man following of external members and
writing more than 100 personal best communicators in the mar- chairman of Sedgwick, was ap- "We deserve an independent -would be the best of a bad
letters to aggrleved members ket, observers say Working at bro- pomted chief executive followmg chairman of Lloyd's,” Mr Gurney bunch,” Mr Gurney said outside
"A course has been set," said kerages since 1956, Mr Rowland last week's announcement said on the steps of Lloyd's before of the meeting -

Museum insurance

Continued from page 3 Perkins, president of Washington- Some museum officials also be- St Paul also developed a gen- ment, general liability and direc-
the hnes will still be managed se- based brokerage Flather & Per- lieve collections coverage cannot eral risk management guide that tors and officers coverage
parately, because fine arts cover- kins "In the museum business, it's be handled alongside other types of field representatives can tailor to Aetna also will offer a nsk man-
age demands a high level of exper- the bottom hne that counts " insurance a chent's specific needs agement guide that will outhne ex-
tise, said Joan Deshima, product Huntington T Block, a Wash- "Our collections pollcy changes Although, unlike Chubb, St Paul posures specific to museums The
plannmg and development man- ington-based broker who special- more than any other because we did not custom design its guide, St guide willl be supplemented by reg-
ager at Chubb izes m collections coverage, agrees have yearly appraisals,”" said Ri- Paul has a reputation for "excel- ular visits from an engineering
To highlight its emphasis on loss "Museums will-be interested in chard Moxley, director of Agecroft, lent" loss control, according to Mr consultant
control, Chubb IS offering chents a what Chubb has to offer," said Mr a manor house transplanted from Perkins of Flather & Perkms In the museum field, rtsk man-
risk management guide wntten for Block of Huntmgton T Block In- England to Richmond, VVa "I Aetna is nght on Chubb's heels agement is usually put ahead of
museums, substituting familiar surance, a subsidiary of Chicago- would prefer to keep that separate, with a program due out later this insurance
museum jargon for some Insurance based Rollins Burdick Hunter Co because it's so volatile " summer Aetna expanded its col- "l tell my clients to put their
terms According to the msurer, the "But we're m a competitive market A number of factors have con- lections coverage earlier this year money into safety and security, to
guide enables facillties to prepare, and a soft economy, (so) if the pnce tnbuted to the heightened need for and willl do so again with its latest cut down their probable maximum
implement and maintain a loss isn't right, it won't sell " museum Insurance Pubhc Interest program, which also will include loss and then worry about insur-
control program In fact, one of Chubb's selling in museums increased in the 1980s, building evaluation and endorse- ance," said Mr Block -

Loss control is crucial at cul- points is that in these tough times, and as the number of visitors grew,
tural institutions because collec- mvesting m a loss-control-oriented publle and private funding became
tions are irreplaceable, but gen- program in the long run w11 save available for renovations and in-
erally only the biggest museums museums money they cannot af- vestment m upgraded loss control insu rance Services G u ide
can afford to hire risk managers ford to lose Government agencies demanded
Insurance-related responsibilities "Because there is a recession, more streamlined inventory, ac-
are usually divided between the people are not as free about giv- counting and tax records, for
registrar and chief financial offi- mg donations,” said Ms Deshima which museums developed data

cer_, who rely on outside experts for "You cannot afford to lose money bases _ InPhoto Surveillance Advertise in
assistance when you don't have a lot to work The 1980s also saw a series of . ] The Insurance Services Guide!
R . B B R R B R . B ---,aidm Long Range Video
"The idea is to get the clients with to begin with, so there is a high-profile art thefts worldwide EAX d
our a
to do loss control themselves and rising business need by museums These factors led museum per- for the nyext issue
to not have to do it for them," to look into insurance " sonnel to become more profes- L__1 a Ll hours drive of 80‘”{0 of
Ms Deshima said Brokers speculate that the pack- sional, according to Mary Sue Ib-—'7/---- the U S population FAX: 312/280-3189
The most innovative aspect of age coverage w111 be more econom- Sweeney Price, deputy director of 8004228220 FAX 800-7560720 PHONE: 312/649-5340

the guide is the CHUBBMUSE leal than buymg the policies se- the Newark Museum in Newark,
software program, a compilation parately Under the new Chubb N J They became more Interested
of several types of programs mu- program, property, general liability in and able to buy insurance and /

seurns now buy separately to han- and collection coverages can be outside risk management O& f |f THIS! Automated Benefit Administration,
dle collection inventory, financial purchased as a package or unbun- On the other side of the fence, g ea Claims Processing and Management
and maintenance record-keepmg, dled, according to Gail McGiffin, msurers thought collections cover- 6f' SysteminstallednationwideandinPuerto
and disaster recovery planning commercial lines product manager age was an appeahng niche m the Rico since 1979.

A scanning component allows at Chubb "era of niche marketmg," because
museums to electronically store General liability rates will be an emphasis on loss control is m- T H | S THIS! Real-time claims adjudication,
images of artwork or details of his- based on exposure according to herent to museum work, according COBRA. EAP, Cost Containment,
tone architectural features, which square footage and attendance to Mr Block of Huntington T ¥ i Manar are and extensive reporting
specialists can refer to before re- The collection coverage has a loss Block Insurance te d 51¢ Sccapab”ltles W| CTear ConC|se p Ocessmg
palring a damaged work or build- limit, because most museums don't "We're good nsks because mu-
1ng msure 100% of their collections’ seums don’'t want a loss as much Call hlos and ask fOr TH|S'

Chubb also provides off-site value as an insurance company doesn't ) 1 ](Smm
storage for copies of mventory flles But a smgle coverage plan means want a loss,”" Ms Price pointed (805) 968-2551 - Fax (805) 968-2589 COMPUTING INC
and disaster recovery plans in case buyers w111 have to centralize their out 42 Aero Camino. Suite 102 - Goleta. CA 93117
the onglnals are lost during a di- msurance between one museum of- Curators' and directors’ "whole
saster ficer and one broker hvehhood is to preserve this art,”

"In small museums where peo- Collections coverage is typically agreed Joe Coffey, an undeminting

ple wear many hats, this computer handled by the registrar and a spe- specialist in the marine unit at ReaCh I:or Th e Sta rs

program will be a tremendous cialist broker Other insurance Aetna Life & Casualty Co m Hart-

boost," said Constance Lowenthal, matters are handled by the mu- ford, Conn

executive director of the Interna- seum's chief financial officer Some Chubb, Aetna and The St Paul Investigate thts new generation of quality software solutions for health

benefits management, workers' compensation claims, general liability,

tional Foundation for Arts Re- brokers believe it is not to their Cos Inc are the three top nvals . X X .
medical cost containment, including

search m New York advantage to try to handle both in the domestic collections mar-
IFAR helps museums recover specialized and common Imes ket, brokers say Lloyd's of Lon- ISP HealthStar « ISP CompStar « ISP MultiStar ISP MediStar
stolen items According to Ms "Most brokers would want to get don specializes in fine arts cover-
Lowenthal, who has tested their hands onthewhole package, ageaswell
CHUBBMUSE, museums using the but the collection IS the Jewel m For the past year, all three com- For more information about the many ways
software should "have all the ele- the crown," said Robert Salmon, panies have been developing varia- pu can benefit from
ments necessary to give police the vice president of Allen Insurance tions of museum-onented packages Insurance Software Packages. Inc _ = = - /
nght information te facilitate re- Associates in Los Angeles m an effort to create a product that write to us at
covezy " "By being specialists, we've got wlll give them an enduring place m 3626 Queen Paim brive
Although brokers have only had something no one else has to offer a market with few competitors and Z?Z:i;;f;i;?mss in the US
glimpses and previews of the new m that area," he said a history of good loss experience, (813) 621-6069 m Florida '
product, its potential for success in "There is an advantage to hav- according to Aetna's Mr Coffey
the marketplace already IS under ing it all under one broker if the Chubb's pohcy comes on the tail
debate broker can handle it competently, of another package program intro-

"I'm confident Chubb's policy but if the broker is in a city with duced by St Paul in May 1991, For advertising information m the INSURANCE SERVICES GUIDE
wlll be the best because it always only one or two museums, it's a lot which combines habillty coverage Contact Margaret Hikido, 740 Rush Street, Chicago, lllinois 60611
is, but the cheapest price is not to read up on" for Just two chents, with two levels of collections cov- Telephone (312) 649-5340
Chubb's strong point," said Bruce he said erage
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Play or pay

Continued from page 1
dividuals," he said.

"Whether those proposals should
be dropped or changed is a political
question, but we think it's necessary
to discuss the actuarial issues in-
volved," Mr. Pyenson said.

A national play-or-pay plan was
suggested by a blue-ribbon panel,
the Pepper Commission, in 1990 (BI,
March 12, 1990). Since then, several
bills calling for a national play-or-
pay system have been introduced in
the House and Senate (BI, Nov. 18,
1991; Aug. 19, 1991; June 10, 1991).

Under a play-or-pay scenario,
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employers would be required to
provide employees and their depen-
dents with a minimum level of
health benefits through the existing
private system. Employers that did
not provide basic coverage would
have to pay a payroll tax to finance
a public plan that would cover the
uninsured. The proposed payroll tax
rates range from 7% to 8%.

But, Mr. Pyenson says, a flat tax
rate of 7% will not generate enough
revenue to support the medical costs
a public plan would incur. "There is
no right number, because the tax
isn't associated with risk,"” he said.

When deciding whether to "play"

r "pay," most employers will cal-

The h

ug Dirence.

p ) Y
~HM'~'

% A0 OO ACC0L
s Il ﬂi\\’ elCh

oes

!
‘Sinod e

© 1992 Industrial Risk Insurers, Hartford, Connecticut

culate the costs of continuing to
provide private health insurance
and compare that with the aggre-
gate cost of a payroll tax, he said.
"Groups for (which) risk-based pre-
miums are less expensive than
wage-based premiums will not join
the government plan." But "groups
for (which) risk-based premiums are
greater than wage-based premiums
will join the government plan."

As a result, the public plan will
find itself overburdened with low-
wage, unhealthy individuals, while
private sector plans will cover a
healthy population, he said.

Other consultants agree that most
employers likely would dump their

l“

current health plan if it were
cheaper to pay a wage-based tax,
which could weigh down a govern-
ment plan with poor health risks.

"All companies will look at the
bottom line and which is cheaper,"
said Rich Sinni, director of the
health and management practice of
Buck Consultants Inc. in New York.
Employers with younger, highly-
paid employees in good health
would be more likely to continue
providing health benefits, while
those with older, low-wage workers
with families would be more likely
to opt for the payroll tax,

A study commissioned by the
Bush adrninistration also found that

can make a difference

many employers would find it
cheaper to pay the tax and termi-
nate their plans, shifting millions to
the public plan (BI, Jan. 13).

However, some employers say the
decision to dump their private plans
will not be entirely based on fi-
nance, but on what benefits a pub-
lie plan will offer (BI, March 30).

"l think the actuaries overesti-
mate the stampede into the tax-fin-
anced plan,” said Walter Maher,
director of federal relations for
Chrysler Corp. in Washington.

Mr. Pyenson said one way the
government plan could guard
against financial instability is by
adopting a risk-based financing sys-
tem rather than relying on a flat tax
rate. "There are a number of possi-
bilities the government could look
into," including using age, sex and
geographic location as a basis for
determining payments to the plan.

Basing the tax on wage rates
alone is not practical, because de-
mographics strongly affect health
care costs, the report pointed out.
For example, single women, on av-
erage, incur higher medical costs
and are paid lower wages than sin-
gle men. And, family medical costs
are higher than individual costs.

Therefore, "if only one parent
works, an employer of average
workers with families would be bet-
ter off 'paying' to join the govern-
ment plan, regardless of the age of
the workers," he said in the report.

In addition, "both medical costs
and wages vary by area, but do not
vary in the same way," Mr. Pyenson
noted. "Under the play-or-pay gov-
ernment plan, an employer's pay-
ment would reflect the local rela-
tive wage level. However, a

risk-based private premium would
reflect local medical costs.

"In areas where medical costs are
relatively higher than wages, the flat
wage tax will generally be a bargain
compared with private coverage.”
But, "U all employers in such areas
opted to 'pay,’' the 7% wage tax
would not generate enough revenue
for the government plan.”

Moreover, "in areas where medi-
cal costs are relatively lower than
wages, the flat wage tax will tend to
be more expensive than the private
system," he said.

Other government programs, in-
cluding the Pension Benefit Guar-
anty Corp., have abandoned flat
rates in favor of a risk-based ap-
proach, Mr. Pyenson pointed out.

The PBGC in 1987 changed its
flat rate system of payments co-
vering employees in underfunded
U.S. pension plans and adopted a
"variable rate premium." Under the
new plan, employers with over-
funded defined benefit plans con-
tinue to pay a flat annual premium,
but employers with underfunded
plans must pay the flat rate plus an
additional premium based on the
amount of the plans' unfunded
vested benefits (Bl, March 30, 1987).

But, some consultants say risk-
based financing on such a large
scale would be too complex to ad-
minister.

"l don't see how it would work;
there are so many variables in as-
sessing the health risks of employ-
ers," said John Hickey, a partner
with Kwasha Lipton in Fort Lee,
N.J. "If you use experience rating,
you'll have to get into looking at
(health claims) experience of each
employer over the last few years.
That would be too complicated. The
government would be mired down

in a morass of data gathering and
calculations.”

A copy of the report, "Actuarial
Issues in Play-or-Pay," fs available
at no charge by contacting Bruce
Pyenson, Consulting Actualy, Mitti-
man & Robertson Inc., 2 Pennsylva-
nia Plaza, New York, N. Y. 10001-
0016,212-279-7166.
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g,’;?{:;erg :Ohcigsg?%t Egjﬁm%;fr%ggut}cve\/g érf‘t:]gSV(\),ﬁzgﬁfomaenexec' These included a com uter com- did | gain any advantage, ¥ said days ffom insolvency was sup-
9 8 dy anfi aﬂ invest { irm Ac: [10naéj da&eqhem I\ér en- pressed for poI|t|caI reasons

oftheir finances and their manage- The Wheelin Ian merged with cording to the investigators, Mrhelm added that he had a ta aKen a former st Vi
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d an Insurance agency the operat|on of the plan former Gov Arch Moore, said he
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to use their positions for the the lowest
_ Mr Kmg had not been scheduled
gelegrntd/v Idsa Oog‘hheetaanen%stagdvevde gtnce'l;r;feutagtécs\évajsn t financially suc beneflt of the Blue Cross and Blue Mr Wagenheim said that he to testify because the staff could
It is my recollection that dur- Owgmglggrpqlbcgnolders not their hadn't influenced the plan's deci- not find him Mr King, under con-

official, who testified that key plan Mr Sturms told the subcommit- Mr Sopko said the subcomrmt- ﬁ?rtlcular te es sub ha dlrect d T&the over.

Virginia plan's demise That wit- t ¢ had b traict t Washinat h
ness alleged that state officials mg these vears, NECS and the New The accusations made agajnst made 'By‘ﬂr Bl Bigfkhad been tract to a Washington area veter-
knew the“plan was in trouble in ampshl e plan were close to en- Mr Heaton were such tha ans’ group, learned of the healing

asked by Sen d the subcommittee
Il eyt et e el ot el e o I R S BT

tlee, as ether Mr but had not mentioned those con- that da
That alleﬁ1 ation added to an al- But a very short time after Mr Heaﬁon woupd e avalf%lert ?es cerns to anyone M Ky id he had called M
ready lengthy litany of explana- Heaton and other former officials t |fy Mr Wagenheim also told the Heatoh am?:rf)%k" tf) h?s fcaacee an::I
tions for the plan’s failure pre- of the New Hampshire plan began hat's a thor robIe Mr subcom t e that h had een fi ed a very ritical re orteHrISF

sentedbyMrSepko in his report dorwbusmess in West V|r inia, Heatpn {; ars avee}lgz1 - Concerne O'l\J/lt an a g}anovae %)e afions arotind

rginia plan began peared fair between
e staff has BF%t(Sh[Srem‘f‘rPJO“tJ‘g suf)sﬂdpanespl\ﬂ t ms%u comm eschle[?lnves or emaee’rlnployee epanut|- they were insolvent, |

mon hs in an a

) Ir% cI Mr Hea- mate |d more han 24? OOé) ed t at word a|d Mr Klné;
ors Ied se 0 n the early 19805, we be&an on wife cla halve 82n {0 se argebs rrP ar- urﬁnﬁ] rm ner
I,Q %% g anmgsn goggggb It sub Im ortglxt\ge Ay sdant IS emplo er n|ty SUI roug € employee, rlg old him not to be so
said a e hadn sownup OI" he said
study we were hopeful that we hasty Mr King testified
would be able to report to the sub- Shortly afterward, Mr King said
committee that exact cause of . he was pulled off the BC/BS case
. But h h llected
dean butitnerewasasinale — N@W YOrk BC/BS plan sues for rate hikes 2 re e manwno corecied
o N Sopke , NEW YORK-Citmg diminishmg loss reserves $81 6 milhon, or only 16% of the $492 milhonre- > Moore &1 e BE/BS pulding
Dot the forlure o and' cherg/ plcklngB by commercial insurers, Em- quired by state law The 12 4% rate hike would Mr Moore m 1990 pleaded gullty
o s thoe Wast V00O pire Blue Cross & Blue Shield is suing New York generate roughly $125 million and would bring to charges of extortion and cam.
concern like the West Virginia plan regulators in order to force the approval of a three- Empire's reserves up to half of the state's require- . S :
9 aign finance violations (BI, April
is more complex and the conclu- year plan designed to restore Empire's reserves to ment, according to the suit pe %990) » AP
sions not as scientific or exact The alf of statutory requirements Empire blames mounting losses on rates it says "“Th d h
staff cann d°t ?E?‘Xt‘;e'yf;‘:te ihff At the center of the lawsuit, filed Thursday in are too low and commercial Insurers that cherry- pressfrye";asnltiomj ;‘r’] 5’}‘;3,_?82:‘0%
cause of death /A eSf‘ e sta New York State Supreme Court, IS a demand that pick-that is, take only the best risks In Apll, | think a deal was struck They
can conclude it died of multile  §perintendent of Insurance Salvatore Cunale ap- commercial insurers in New York will be required e s g wars ol
‘t’)":e”nnszif_siggi‘ggj Yvhlecsari](;ay ave prove a 12 4% rate increase by October Empire to accept all nsks-regardless of health conditions f)ff " sai dyMr King Hg o a d% ed
’ Insists that it needs to raise small-group and mdi- -and offer community ratmg (BI, June 15) Empire however. that he could not brove
He hsted seven key factors con- vidual health rates by at least this amount m order currently must accept all risks \ . P
tnbuting to the plan's failure fe remain solvent Lawmakers said they designed the open enroll his allegations c
- i idi - Former Insuran mmissioner
goreation of Subeidlanes and Also included in the three-year recovery plan ment/community ratmg law to place all insurers on Wri;htedenfed ot af_]ythizz o
afiiales for the persona gain o outlined m the suit is a demand for another 21% a more even playing field Upon passage of the bill, toward had happened
. . rate hike in a 14 4% rate increase Empire had sought was "It's not true The only thmg that
I' le?management by senior In a recent letter to Mr Cunale, Empire Chair- turned down by regulators was called off was Mrmeg'g par-
p a.lnl o (ljcers bt of man Albert Cardone said the non-profit insurer's Several legislators s %/ Empire can get by with ticipation,” said Mr Wnght, who
nadequate oversight of man- loss reserves are currently more than six times Inadequate reserves unfil the new law takes ef- ’ ’
agement policies and actions by below statutory levels demed that the governor or anyone
the board of directors feet next year, but Empire disagrees A spokes- in his office had contacted the In-
- Diversion of resources and at. Without the rate hikes detailed m the lawsuit, man said the idea that the new law will make surance Department concernin
tention to activitios not related to the companys habilities will exceed assets by as further rate hikes unnecessary is a "false lllusion " Mr Kmg's re“’)ort °
the plan mygggifi milhon by the end of the year, Said The requested rate increase would apply to 12 The subcommittee intends to
. milhon small-group and Individual pollcyholders hold additi ; ;
= Confhets of Interest by semor ' _ old additional hearings into the
managers and board membere As of May 31, Empire's loss reserves stood at _BY Michael Schachner operations of indi\f/idual Blues
plans begmnmg this fall
Coal industry fund
Continued from page 2 retiree health benefits
»States Conteste(‘?tl’gle blanket tax- by contributions from companies h s agreement for u %Iast ruled tgah %|7 om-
ation The Us Department of Health that acquired former coal pro- progress said a spo esman or the pan| at signe 1 na-
um n Services be in ducers even if h de ?Htgpam s are Wu INOUS oe ﬁperators ssp tiopa yﬁa e agreement canrb
'mese sgr&tors led %y F?en Wep- % a aC| em er 1 I6SPOr: no1lﬂ gerinvolve Jt coal In-In Was Lngté) Ic reépresen s anandon therr pension responsioi
dell Ford that most sibi en t wou ude dozens maJor unionized cbal co hties because of a so-called ever-
coal companies’'m e|r states had dete ne by ctober 19 WhICh of large corporatlons hat We have eﬁ teIB V'ﬁé’ reen claus[e desugnted torp etvent
he BCOA ntcontracts

S nies are responsible for all once held a financial interest in a for a Ion ime s m subsequ
npeg@‘ mWﬁLptHgmg%@é@rmgg p coal producer been \glctlmlzed by companies that gThe case mvc():]lved two coal com-

o sommanios s it T Sen Rockefellers office esti- And beg n|n mflscal 1996 afs have dum ed thelrretlrees in the panies that had subsequently ne-
ra% ion nds an eﬂes ave shirked their gotiated individual contracts with

Under the a}greement the 1950 abou?%égatmqﬁohj?)er’:lg}ea?tﬁac ucfhomt e industry one paymen e sal UMWA that allowed them to con-
and 1974 funds would be merged able employers would bé responsi- Mine Lands Trust Fund WhICh is P rﬁ'd omy 30% of ﬂtﬁena tribute redu C?Un%mounts to the

when.the curvens National Bitu ble for their proportionate share of used to reclaim abandoned mines, tion's 03 ustry is paying the Union's pension funds m exchange
pires on Jan 31 The new com- In addition, from fiscal years of Care 0er us ldsttg)}‘lganﬁe most costs freight of 100% the re rees the for Job guarantees T
(rft ys‘tees fﬁﬁgcg

fund yould y mplex: 1993 throy bout $70 mil- bine 1dFhe comprer bil
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B@YQ&%Q Qﬁ h@ﬁ%@ g“%%%%g'l% Qaﬁﬂ %er@ contrac wﬁh r88a|d ca |tated ke me ?g egrrhent voyy it w111 trial The trustees cIa|m Island

agreement or any subsequent or the Industry's estimated hea th plans’to wn co ts rema| energ d Dw d Coal Co
a eemerg puld be required to 40 000 fo QO 000 or hans heglth Currentl o8 irees are pot subjectIna reIa ed matter, a federal ap- ow we $16 milhon in back contn bu-
pay a per-beneficiary premium for care costs also wou AR any mandged care practices peals court panel in Washmgton tions
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Hall sale and chief executive officer, said he Describmg a conversation with

has been getting compliments from Hall's Tulsa office, he said, "l sensed
Continued *om page 1 people m the mdustly "who think a favorable response | di(in't sense
gest insurance broker, based on we made quite an attractive deal" any negativity” o
991 revenues, (see chart, page 1 The acquisition presents , 4 quite RBH also rllas an office in Tulsa,
nd the acquisition wlﬁtcreate fhe attractive s ner%Ies for both Hall he noted, and "itt would appear that
thi,ﬁ]-lar E‘,U S retail brokerage and RBH, he n6ted He"sald, for in- th(_are would be some_go?d oppor-
& $47 milhon purchase pnce stance, that Hall has "very, very tunities for consohdation" Hall, he
mcludes $125 milhon in cash, $225 very fine offices” on the East Coast, said, tends to specialize m large en-
milhon in Aon 8% preferred stock ?amcularly m New York and Bos- ergy chents m Tulsa, while RBH's
and $125 milhon m Aon 625% pre- ton, where RBH has smaller offices office focuses more closely on me-
ferred stock Rehance said it Will The combination of the two opera- dium-sized chents.
record a $50 nrihon aftertax gain on bons in New York, he noted, unil George Mills, risk manager for
the sale Under terms of the complex make RBH's operation among the the Ww erse H,ngwwag}/ Aq horit
agreement, Aon wlll not assume ha- big%esi]m thﬁ citg In Woodbndge, N, was also err
bihty for any errors and omissions oth brokerages, he added,.al- thusiastic about the aqu|S|t|on
claims against Rall, but unll assume re%dy have very stronﬁ; ogeranons "We're hopeful that this Mil be to
some of its operating liabilities on the"West Coast, and these unll be everyone's advantage," he said
Lowell C Freiberg, Rehance se- strengthened by the combination enms D'Oca, vp-nsk manage-
mor Y‘P and chef financial officer, In térms of benefits consultmg, ment for New York-based CBS Inc,
said "l look at it as a very positive Mr Ryan noted RBH has beén a company which has worked with
move by Rehance " He ngted there building this busmess from scratch Hall as well as RBH, said, "l see it as
always has been a question about since early 1987, but has had no in- a positive | think it is very comfort-
the viability and value of the invest- ternational cagablljtles Now, he mg" to both chents and emPIo ees
ment m Hall said, with the acquisition of Hall's that the penod of uncerta nt)yhas
Hall shares represented 46 3% of London brokerage unit, Leslie & ended, he said "It's unfortunate it
Rehance Insurance Co's year-end Godwm Ltd, RBH acquims gains a took so Ion%1
1991 surplus, which was a concern "wonderful" benefits consulting ., '™ hopihg the same people that
Marsh & MeLennan Cos Inc re- business in the United Kingdom'service our account wlll continue to
cently raised in a letter to chents re- that can be used as a base for a con- seryice our ac unt | don't see much
garding Reliance's finances (Bl, sultmg‘ bu?&lness in Euroge _ofa change They've done a good
June 22) lan Murray, an analyst unth rat- job, and | expect they'll continue to
Hall was also always conmdered 1ng agency Moody's Investors Ser- do argoog(lob "
art of Reliance's mvestment port- vice Inc m New York, said the rat- eoddre Surdam, manager of
ollo, while it represents a stratel\%lc ing agency has put Aon's ratings up corporate insurance for Cambndge,
acquisition for Aon and RBH, Mr forreview for a posmble downgrade Mass -based Polaroid Corp, was
Freiberg noted . . . while it conducts a thorough réview more cautious "l think it's probably
ow, he said, Reliance iS sell- of assets transferred and earnings too soon to tell" the Impact of the
mg its Investment m a compang_that.capamty, among other issues He acquisition It unll depend on what
has had only one year of profttabil- said much’of a brokerage's assets, chang@s are made, he sai
ity since it was acquired In ex- like goodwill, are intangible and ons
522.? %ﬁgtr)\in'f‘:ﬁﬁl'.i_%efg{‘e% th_h musﬁ_ﬁg ‘;ﬁaeréelfﬂ'éyy?é‘é‘ﬂéz,ﬁﬂe said, "is wlll be closed as a result of the ac-
cunties, "which | think the world IS (whetherLAon is able to forge a uni- quisition "l don't think there wlll be
golng to look at very positively" fled brokerage operation with good a'lot, though There's no decision at
Furthermore, he said, Reliance's International capabillties" this time there unll be any closings
85% stake m Hall is replaced by "Long term, | think irs gomg to of ofhees," he added _
assets that can be readily sold "It be a good deal" for Aon, said Adam In t?rlms of layoffs, Mr Ryan said,
really hquehes the portfoho" Klauber, an analyst with Duf_f &_ I think it's clear in our bottom line
“l'would think (E{ehance |sg pretty Phelps Co m Chicago "l think it analysis of this that there are re-

happy At least they'll hquefy them- really positions them for when the dundancies m terms of corgorgte
selves" more and shed a lot of the market does turn around," he said support requirements” There w

burden that Hall represents, agreed Observers also beheve Hall w111 be a severence package, and "thes:lel
David Wells, an analyst With Fitch flounsh m its association with RBH people wlll be treated very fairly
Investors Service "Hall is now part of a large (bro- One Hall claims speciahst confesséd
And Russell R Miller, chairman keragez_organization, and | think its he is "very nervous" about layoffs
of San Francisco-based mvestment position m the marketplace wll be "They have some capable claims

bankmg firm Russell Miller Inc, enhanced by the linkup with Aon," peopg: at REEH .
said Aon's cash and secunties are said Michael Smith, an analyst with ther than that, it's very good

"much more acceptable assets on Ikhman Bros m New York for most of the company,” he said

their balance sheet to make msur- Hall is better off as an Aon unit, As for the merged broker's name,

ance commissioners happy " agreed Duff & Phelps' Mr Klauber Mr Ryan said, "We're m the process
_Other observers say the transac- It has not done well with Reliance, of working on that " He noted that

d
Mr Ryan said he has "no
idea" how many brokerage offices
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tions However, smce the sale was tential, he said "They're getting year, have a combined history of 500
announced, some have questioned much better value this way " years and none wall be discarded
whether Aon paid too much for Ira Malls, a securities analyst with Hall employees, who spoke on a
Ha Alex Brown & Sons m Baltimore, not for attribution basis, generally
"That's obviously something wondered whether the deal will were Positive about the acquisition
which won't be known for a while," slow the exodus of talent from Hall "I'm dehghted | think it'S good
said Charles Ronson, an analyst that began when Rehance said in for the company," said one Hall em-
with New York-based Balestro Cap- March it would sell the brokerage pI%Yee_ "We're hagpy with the ac-
ital "Irs undoubtedly a good deal "Has jt stopped?" he asked quisition Perhaps'it was time for
for Rehance | tend to be a httle Meanwhile, Frank B Hall chents Rehance to sell We're happy unth
more non-committal to mildly nega- say they are happy to have a clearer Aon They have a rglood reputation”
tive in the case of Aon " picture of their broker's future Another Hall employee'said, -
While Aon may have paid more "l think it's pleasing to see that far as I'm concerned, it's business as
than It should have, "_tﬁere's some the uncertainty is removed," said usual We've received no mstruc-
very good offices being bought by Carl Paxton, manager of insurance tions one way or the other |
Aon,"said David Seifer, vp with and benehts Investments for Tulsa, thmk the main message is the fact
Donaldson, Luflun & Jemette Se- Okla -based MAPCO Inc, a diversi- thrgt we're _movmqjgig"t ahead We

cuntles Corp in New York In gen- fled energy firm . aven't missed a'b ,
eral, "where Hall is strong m terms Its uncertain position "was a httle The employee said he is not con-
of people, RBH isn't-and vice disconcerting, and we certainly did cerned about layoffs m his office

versa " have some concerns in thaf regard," "We're down to the bare bones
Patnck G Ryan, Aon's chairman he said operating level

Miro arraignment

Continued from page 3 Rouge will await the outcome of Stein formed "dummy corpora-
Jury in Baton Rouge handed up a the New Orleans trial before de- tions" used to funnel money out
20-count mail fraud and money ciding how to proceed, said P of Anglo-American The depart-
laundering indictment against Raymond Lamonica, U S attor- ment charges Mr Kroemer with
Mr Miro in June 1991 ney in Baton Rouge negligence and professional mal-
Whijle the broad allegations in Meanwhile, the Louisiana In- practice, and alleges that he and
the Baton R
similar to those leveled in New a suit against attorney Melvyn A Anglo-American funds ina client
Orleans, several of the mail fraud Stein of the London law firm trust account after the insurer
charges are based on premium Finers and a suit against attor- was ordered into liquidation
checks Anglo-American received ney J Albert Kroemer and his Continental Casualty Co, Mr
from other Louisiana school firm, Maloney & Smith in Dallas Kroemer's legal malpractice in-
board policyholders (Bl, March 16) surer, also was named in the
Federal prosecutors in Baton The department alleges Mr suit -

ouge indictment are surance Department is pursuing Maloney & Smith retained insure%%%g%g&gggncaogﬁ to p%r;]tg)yg, of 12 g&gt%ﬁnéqﬂ%t@-é An

Update

CNA denies some flood claims

CHICAGO--CNA Insurance Cos has notifted the lllinois Insur-
ance Department that it w111 not pay most claims stemming from
the Apnl 13 underground flooding in Chicago's Loop

CNA says it WIII not pay claims from pohcyholders that bought
standard Insurance Services Organization Inc commercial property
policies. It said covermg those claims may set a precedent

"We did not deny any claim except where we firmly beheved
there was no coverage under the terms of the contract These deci-
mons were confumed by outmde counsel," a CNA statement said

The insurer has paid $2 milhon on 32 of the 95 flood-related
claims it has received, a spokeswoman said

llhnois msurance regulators met with CNA and other Insurers
shorUy after the event and appealed for a "liberal" interpretabon of
pohcies (BI, April 27)

But, according to the CNA statement, "Malang gratuitous pay-
ments to one group of policyholders as has been suggested will not
be fair to all other policyholders"

Some other insurers also have not paid all flood claims, the Insur-
ance Department said

TWA jet insured for crash

LONDON-A Trans World Airlines jetliner that caught fire and
ran off the runway in New York last week is insured for $16
milhon, insurance market officials belleve

The Lockheed 61011}ethner aborted takeoff at Kennedy Interna-
tional Alrport after flames were seen commg from the fuselage All
291 passengers and crew were evacuated with only minor injuries

According to the Department of Transportation in Washington,
TWA has at least $750 milhon of hability coverage for last week's
crash The underwnters on the coverage and their share, the DOT
says, are- Associated Aviation Underwnters with 20% of the coverage,
Aviators International Insurance Group Inc, 10%, U.S Aviation
Insurance Group, 20%, Mutual Marme Office Inc, 35%, Lloyd's of
l,ondon and London insurers, 265%, and French Insurers La Reunion
Aenenne, 15%, and CAMAT, 5%

The airhne's hull and liability coverage renews Oct 1, London

aviation insurance officials say TWA's London broker Crawley
Warren & Co Ltd did not return calls

Briefly noted

The Resolubon Trust Corp on Fnday filed a $400 milhon lawswt
agamst Arthur Andersen & Co. alleging negligent audits of the
failed Benlamin Franklin Savings Assn in Houston from 1984 to
1987 The suit, filed mUS District Court m Chicago, also alleges
‘other acts of accounting malpractice and neghgence " Aetna Life
& Casualty Co. posted a net loss of $20 1 milhon in the second
quarter, compared with net mcome of $159 5 milhon in the year-ear-
her penod The results Include a $96 milhon charge for restructuring
and for a financial guarantee wntten for bankrupt Olympia & York
Developments Ltd (BI, July 6) A federal iudge has found Martin |
Hoffman, owner of a former managing general agency of Cadillac
Insurance Co, personally liable for $62 milhon m damages to the
defunct insurer's estate U S District Judge Bernard A Fnedman in
May entered a default ludgment against Corporate Risk Management
Corp, the New York agency owned and headed by Mr Hoff-
man New Jersey Gov James Flono mgned legislation that estab-
hshes pollcyholders as pnonty creditors in cases of insurer rehabilita-

s,2nd lquidations (Blyne 22) As a resull, Mutual Beporit Lifp
for court approval Employee leasing companies m Texas must
pay workers compensation insurance premiums based on the client's
loss experience, under a rule adopted by the state's Board of Insur-
ance (Bl, July 13) Two Kemper National Insurance Cos. subm-
dianes are appeahng a $39 2 milhon lury verdict m a bad faith case
The verdct stems from allegations that the msurers refused to pay for
the defense of Childeraft Education Corp and its president m an
underlying mtellectual property and copynght case Standard &
Poor's Corp rmsed the claims-paying ability ratmg of The Equitable
Life Assurance Society of the United States and its Equitable
Vanable Life Insurance Co unlt to A + from A Dennis Smith was
named president of the claims group at Crawford & Co. Mr Smith,
who wlll remain president of Crawford: s Graham Nhller International
unlt, replaces Frank Semanclk, who is retiring Joseph J. Pro-
chaska, chief executive officer of Shand Morahan & Co and Evan-
ston Insurance Co, wlll remgn Sept 30 Anthony Markel, premdent of
parent Markel Corp, will assume the titles The New Jersey Su-
preme Court upheld the msurance commismoner's nght to ban insur-
ers that seek to stop writing auto insurance from wntmg all other
property/casualty coverages . A lury in Baltmore last week ruled
that four asbestos companies should be held hable for punitive
damages m the latest phase of the landmark consohdated asbestos
htlgation (BI, July 27, July 20) Lloyd's of London this week wlll
formally unveil its proposed new governing structure Cen-
treWrite Ltd. plans to quote premiums to run off the 1988 and pnor
open underwnting years of 52 Lloyd's syndicates with a total of 1
bilhon pounds ($1.92 bulion) of capacity USF&G Corp says it will
return to the Mississippi workers compensation market on a se-
lectlve basis in September It had withdrawn m January Wind,
hail, tornadoes and flooding caused an estimated $150 milhon m

has'u [ower © ana-
dian members of Lloyd's of London must sue Lloyd's m Enghsh
courts (Bl Nov 25, 1991) Dow Corning Corp.'s second-quarter
earnings fell 84% to $63 milhon because of a $45 milllon pretax
charge to cover expenses related to sihcone breast implant habilities
(BI, Apnl 20, March 9)



L.A. subway project

Continued from page 3

Officials at Sedgwick declined to comment
on the full report, saying they have not yet
seen it. Still, in a letter to the editor of the Los
Angeles Times, brokerage officials disputed
several points in an article that described the
report's findings. In that letter, Sedgwick said
the Metro Rail insurance administrator "was
not relieved of its duties."

The letter went on to say that the LACI'C
is not responsible for filing an injury and ill-
ness prevention program in compliance with
S.B. 198. Rather, it is the responsibility of
each individual contractor as an employer to
prepare such programs.

And, "since at least 1987, LACTC has al-
ways had a master construction safety and
security program," the letter said.

But, according to Sedgwick, the insurance
administrator "was not, nor ever has been,
the chief safety consultant for the RCC rail
projects. Nor was (the administrator) ever
given the contractual responsibility for the
direct enforcement of safety," Sedgwick said,
adding that it is the contractual responsibil-
ity of the project's chief safety consultant,
Parsons-Dillingham.

Los Angeles-based Parsons-Dillingham re-
ferred questions to the LACIC.

The July report is a follow-up to an April
1992 study that made preliminary recommen-
dations for improving safety on the subway
project.

The original study was precipitated by the
concern of safety engineers who worked on
the project, said Stephen J. Polechronis, a
project manager with Fluor Daniel in Los
Angeles. Fluor Daniel is under contract with
the LACrC to conduct engineering oversight
investigations. The safety review team con-
sisted of consultants from Fluor Daniel and
Littleton, Colo.-based Kellogg.

"During the fall of 1991, RCC management
became aware of safety engineers' discontent
and picked up conflicting signals" from project
managers, he said.

For example, there was a discrepancy be-
tween the number of injuries logged and re-
ported by contractors to the Occupational
Safety and Health Administration and the
number of workers compensation claims re-
ported to the RCC by the admimstrator during
the same period, he said.

Soon after Fluor Daniel began auditing
these injury reports, the LACrC began pre-
paring a request for proposal seeking a new
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insurance administrator. The three-year ad-
ministrator's contract was due to expire June
30. That request for proposal was offered in
January, and a new contract was awarded
to Willis Corroon in June-after the release
of the first study.

Meanwhile, Sedgwick James continues to
serve as insurance broker on the project under
a three-year contract, said V. Wallace Ryland,
president of Sedgwick James Construction
Services Division in Dallas.

The LACTIC also denied the change in insur-
ance administrators was prompted by the
audit

"These were two independent decisions,"”
said Abdoul Sesay, director of risk manage-
ment for the LACrC, noting that Sedgwick's
contract was to expire on June 30.

"The contract for administrative services
was put out for public bid...and the con-
tract was awarded to a new administrator,
with (Sedgwick) placing second out of six
bids," Sedgwick said in its letter to the editor.

However, the Fluor Daniel report asserts:
"The action taken by the LACTC to solicit
new proposals for the administration of the
(owner-controlled insurance program) was an
acknowledgment of the shortcomings and
omissions in the previous contracts and ad-
ministration" of the program.

The subway project is covered under an
owner-controlled insurance program, also
known as a "wrap-up." In these programs,
a project owner buys workers compensation,

general liability and builders risk insurance on
behalf of all contractors. Contractors then de-

duet insurance costs from their bids.

The report's findings contradict Sedgwick
James' own characterization of the rail
project's safety record.

For example, Sedgwick James held a press
conference in March 1991 to announce that
the LACTC would receive a $10.1 million
dividend from its workers comp insurer as a
result of superior loss experience. The divi-
dend represented 45% of the workers comp
premium paid during 1990.

The workers comp portion of the wrap-up
program is underwritten by Argonaut Insur-
ance Co. of Menlo Park, Calif.

And, in 1990, the broker boasted that the
Los Angeles Metro Rail project's safety ree-
ord was superior to that of other tunneling
projects, because no deaths or serious injuries
had occurred since ground was broken in Sep-
tember 1986 (BI, July 23, 1990).

That safety record, though, may have been
deceiving

The Fluor Daniel/Kellogg report suggests

that one reason the record appeared stellar
on the surface was because the insurance ad-

ministrator underreported incidents.

"This became evident when the data the
contractors submitted (to OSHA) conflicted
with the number of lost time cases reported”
by the administrator, the report states.

In addition, monthly accident summaries
provided to the RCC by the insurance ad-
ministrators contained numerous mathemat-
ical errors that distorted the statistical calcu-
lations, the report charges.

For example, the recordable incident rate
reported by the insurance administrator in
1990 was 23.75 per 200,000 man-hours
worked. But the report said an audit of con-
tractors' records showed a rate of 45.48.

In addition, the lost-time incident rate re-
ported by the administrator to the RCC in
1990 was only 10.27 per 200,000 man-hours
worked. Auditors found the rate to be 19.36.

Furthermore, the data shows that the 1990
recordable incident rate of 45.48 per 200,000
man-hours was three times the national av-
erage of 14.3, while the lost-time incident
rate of 19.36 per 200,000 man-hours was about
triple the national average of 6.8, the report
asserted.

But the discrepancy is unlikely to affect
the RCC's workers comp loss experience, said
LACTC's Mr. Sesay. Contractors reported
claims directly to Argonaut, while the statis-
ties compiled by Sedgwick were reported only
to the RCC and were not used for claims
purposes.

In addition to slamming the insurance ad-
ministrator, the report was highly critical of
the RCC, Argonaut and the lack of an inte-
grated risk management information system
for the project. The RCC did not clearly define
the roles and responsibilities of the insurance
administrator and various safety personnel,
accoding to the report.

The report also criticized Argonaut for its
failure to produce loss reports to determine
employee injuries by type, cause, repetition,
frequency and severity and to assist contrac-
tors in developing loss prevention programs.

Argonaut disputes that finding. "Their state-
ment that we did not produce these reports is
wrong," said Steven LaShier, senior vp for
construction and safety management.

Argonaut provided loss data via modem
to Sedgwick and updated the figures twice
a month, he said. In addition, the insurer
last year installed a personal computer-based
system to facilitate access to information. «
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Insurance industry stocks soared last week as
the Business Insurance Index climbed 28.0
points to 828.9 on July 31 from 800.9 on July 24.
Advancing issues for the week were led by Pa-
cificare Health System, up 24.6%; HMO America
Inc., up 22.0%; and Sierra Health Services, up
20.796. Declining issues for the week followed
Chandler Insurance, down 6.796; Fremont Gen-

eral Corp., down 4.696; and Frank B. Hall, down
4.2%. The most active issue of the week was

U.S. Healthcare, 5.9 million shares traded. The
Bl Index was up 3.5%; the NYSE Composite
was up 3.0%; the Standard & Poor's 500 was up

3.1%; and the Dow Jones 30 Industrials rose
3.396
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Virgil said, “Experto credite,”
which means “Trust the one who
has proved it.”

For 25 years, Duncanson & Holt

has been proving what it means to

be the premiere accident and health
reinsurer in North America. OQur
sound management and financial
strength have resulted in $350 million
in earned premium and a per occur-
rence capacity of $70 million.

Flexible products, superior service
and financial strength make us a
reinsurance partner you can trust.
We've proved it.
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Duncanson & Holt Group
Atlanta, Chicago, Dallas, Hartford, London,

New York, Philadelphia, Pordand (Me),
San Francisco, Seattle, Singapore, Toronto
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