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Surcharge to raise costs

Massachusetts follows NewYork's lead with levy on health bills

By JERRY GEISEL

BOSTON-Health care payers soon will be liable for
another state-mandated surcharge on hospital bills.

The new Massachusetts surcharge, currently 5.06%,
will affect third-party claims administrators, insurers,
health maintenance organizations, preferred provider
organizations and employers nationwide that self-ad-
minister their health care plans that make payments to
Massachusetts acute care hospitals and ambulatory
surgical centers on or after Jan. 1.

"Generally, those responsible for the payment of bills
of those who use Massachusetts hospitals must pay,"”
said Charles L. Donahue, president of HealthCare
VALUE Management Inc., a health care plan network

hospital bills were less than $300,000 in 1996-such as
TPAs outside Massachusetts, for example-can escape
the surcharge if by Jan. 15 they register with the state's
Division of Health Care Finance and Policy as an "in-
frequent payer" and pay a $2,400 fee.

However, if in any calendar year an infrequent payer
makes at least $300,000 in payments to Massachusetts'
hospitals, it would be liable for the surcharge in the
next year.

The new surcharge is designed to fund annually a
$100 million pool the state will use to reimburse hospi-
tals for uncompensated care provided to the uninsured.

When the new law takes effect Jan. 1, Massachusetts
will join New York as the two states to establish hospi-
tal bill surcharges directly paid by the buyers of health

UUUphdate s —

Lloyd's wins agreement
for reinsurance of Lioncover

LONDON-LIoyd's is reinsuring Lioncov-
er Insurance Co. Ltd. into Equitas Ltd.

In an 11th-hour agreement reached late
last week with the blessing of the U.K. De-
partment of Trade and Industry, Equitas, the
runoff reinsurer of Lloyd's 1992 and prior li-
abilities, will take over Lioncover for a £601
million ($1 billion) premium.

The deal was pushed through by Lloyd's as
Lioncover's sole shareholder, because the Li-
oncover board could not reach unanimous
agreement. Lloyd's set up Lioncover in 1987

See Updates on nert page

Health care taxation

without representation?

Key elements of Massachusetts' new hospital bill surcharge:

A 5.06% surcharge will be assessed on payments made
to acute care hospitals and ambulatory service centers.

Surcharge is paid by any party-including TPAs, insurers,
HMOs and self-administered employers-that pays

hospital bills, regardless of whether they are located in
the state.

Health care payers that paid less than $300,000 in
Massachusetts hospital bills in 1996 can temporarily
escape surcharge by paying a $2,400 fee by Jan. 15.

Workers compensation, Medicare and Medicaid
programs will be exempt from the surcharge.

in Norwood, Mass.

However, health care payers whose Massachusetts

care services.

Business applauds
unk science’ ruling

By MARK A. HOFMANN

WASHINGTON-Business groups be-
lieve the Supreme Court's decision in a
ease involving expert testimony will

make it harder

for what they

==ij.=,i=. consider "junk

I.WI7171711IMII- science"” to be
used in court.

The case, Gen-

eral Electric Co.

Joiner

et ur., reaf-

firmed the 1993

Suprerne Court

decision in Daubert vs. Merrell Dow

Pharmaceuticals Inc., which made dis-

trict courts-not appellate courts-re-

sponsible for evaluating scientific evi-

dence for reliability and relevance before

being admitted.

The Daubert decision clarified what

district court judges must do before al-

lowing expert testimony to be heard, in-
cluding determining whether the reason-
ing or methodology on which the testi-
mony is based is scientifically sound and
whether the reasoning and methodology
are relevant to the facts in a particular

Despite the standards set by the high
court in Daubert, the 11th U.S. Circuit of
Appeals in reviewing the Joiner case

overturned a district court's decision
banning the testimony of certain expert
witnesses and decided to undertake its
own review of the expert testimony in
question.

In its review of the circuit court's ac-
tion, the Supreme Court ruled 8-1 last
week that the appellate court had been
wrong to second-guess the district court.

The high court's decision won praise
from legal experts and business groups.

"l think the court's decision is good
those of us

news for who are

See Ruling on page 39

See Surcharge on page 42
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Comp increase sought

Study offers new ammo for California legislation

By ROBERTO CENICEROS

SACRAMENTO, Calif.-Bolstered by
new research on California's workers com-
pensation system, labor representatives and
claimant attorneys are planning to renew
lobbying for legislation that would increase
workers comp benefits.

Proponents of the legislation contend that
billions of dollars in savings that payers
have realized in the wake of 1993 workers
comp reforms should be shared with em-
ployees in the form of higher benefits. Their
lobbying on this issue led both chambers of
the state Legislature this year to pass iden-
tical bills calling for increased workers
comp benefits.

The workers comp bills are in policy com-
mittees in each chamber and can be taken
up again in the next session, which begins
in January.

Proponents of the measures are more con-
fident of their chances of winning increases
in permanent partial, permanent total and
temporary disability benefits because of a
report released last month by the Rand
Corp.'s Institute for Civil Justice.

Among the Rand study's findings is that

Employers Re enters primary market
with purchase of IRI from pool members

By GAVIN SOUTER

HARTFORD, Conn.-Employers Reinsur-
ance Corp. is moving into the primary prop-
erty market with the purchase of highly
protected risk insurer Industrial Risk In-
surers for an undisclosed sum.

But the purchase will not lead to ERC
competing significantly with its existing
clients for primary business, said Kaj
Ahlmann, chairman, president and chief

executive officer of ERC.

Other reinsurers have strained relations
with clients as they searched for premium
growth by writing more primary business
(BI, Nov. 10).

But few existing ERC clients write HPR

business, so there will be little overlap of
interests with the purchase of IRI, Mr.
Ahlmann said.

IRI will give ERC a specialty in primary
HPR property insurance, said Mr.
Ahlmann.

"As a leader among HPR carriers and
with its skilled workforce, IRI will permit
ERC to expand the scope of services it pro-
vides for its global clients,”" he said.

The purchase will bring certainty to IRI,
an association writing HPR coverage for
more than 20 insurers that only commit to
the pool for a year at a time, said Gail P.
Norstrom, president and CEO of IRI in
Hartford, Conn.

The sale also will give the member com-

panies the opportunity to cash out of IRI,
which has shrunk its premium base and
turned significant losses into small profits
over the past two years, he said.

GE Capital Services Inc., which owns
ERC in Overland Park, Kan., will buy the
assets of IRI and transfer them to ERC,
which will reinsure the in-force policies
and assume the renewal rights of IRI.

IRI will remain an association, but 99.5%
of the underwriting capacity will be pro-
vided by ERC and 0.5% by the Hartford
Steam Boiler Inspection & Insurance Co. in
Hartford. HSB will provide inspection ser-
vices for IRI clients, Mr. Norstrom said.

ERC and HSB will establish a joint

See IRI on page 44

in the first five years after reporting perma-
nent disability injuries, employees on aver-
age lose 40% of their wages but receive only
33% of those losses back in benefits (B,
Nov. 24).

Rand was hired by California's Commis-
sion on Health and Safety and Workers
Compensation to evaluate the PPD compo-
nent of workers compensation. The com-
mission was created as part of the state's
1993 workers comp reforms to evaluate the
PPD system and oversee workers comp
changes.

"We now have this Rand study that
makes it very clear that people who are get-
ting disability benefits are grossly under-
compensated, so we have a little more am-
munition from a source that might be con-
sidered less biased,"” said Tom Rankin,
president 6f the California Labor Federa-
tion AFL-CIO in Sacramento. "I'm sure a
benefit bill will be placed on the governor's
desk sometime during the year. What form
it will finally take, I'm not sure.”

Joseph Markey, president of the Califor-
nia Self-Insurers Assn. in Sacramento, said
he also expects legislation to increase

See Comp on page 39

New owners at : 1

The purchase of Industrial Risk Insurers will
change the structure of the property insurance pool

New underwriting capacity:
Employers Reinsurance 99.5%

Hartford Steam Boiler 0.5

1997 underwriting capacity:

Hartford Fire 23.5%

Hartford Steam Boiler 23.5
Zurich Insurance Co. 23.5
Lloyd's syndicate 362 7.0
American Re-Insurance 5.0
Fireman’'s Fund 5.0
Lloyd's syndicate 376 2.5
National Re 2.5
Lloyd's syndicate 138 2.0
Lloyd's syndicate 510 1.5
CIGNA 1.0

12 insurers, each with less than 0.5% 3.0

Source: Industrial Risk Insurers

GRAPHIC BY MIKE GARVEY
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Lioncover goes into Equitas

Continued from previous page

to reinsure syndicates managed by PCW Underwriting Agencies Ltd.,
WMD Underwriting Agencies Ltd., and Richard Beckett Underwriting
Agencies Ltd. and syndicates 2 and 49.

Almost 3,000 names were members of the syndicates, which col-
lapsed in 1982. An internal Lloyd's investigation found evidence of
fraud, but no one was prosecuted.

When Equitas opened last year, Lioncover could not be included be-
cause of disputes with reinsurers. These have now been settled, said lan
Barrett, managing director of Syndicate Underwriting Management
Ltd., the organization managing Lioncover.

The agreement between Lloyd's and Equitas is "a satisfactory out-
come for all concerned," said a statement issued by the Assn of Lloyd's
Members. ALM chairman Sir David Berriman said he thought it was
the "right bargain,” noting Lloyd's still retains responsibility to pay any
additional liabilities.

The premium Lloyd's paid, comprising Lioncover reserves and an
"additional premium" to Equitas, is £100 million ($166.6 million) less
than estimated by Equitas' reserving project as at the end of 1995 due
to claims settlements and reinsurance recoveries. In fact, Lloyd's paid
£25 million ($41.5 million) more in the "additional premium" than it
estimated in its reconstruction and renewal offer.

In total, Lloyd's has put £591 million ($984.7 million) into Lioncover.

Equitas' surplus will be boosted by £70 million ($116.6 million) as a

result of the deal.

Tort reform law overturned

SPRINGFIELD, lll.-The lllinois Supreme Court has rejected the
state's 1995 tort reform law, saying the law's $500,000 limit on non-eco-
nomic compensatory damage awards in personal injury lawsuits
"specifically discriminates against the most seriously injured plaintiffs"
and usurps the judiciary's power.

While the court's opinion suggested that some aspects of the law
might comply with lllinois' constitution, it held that many do not, lead-
ing it to overturn the law in its entirety.

Among other aspects with which the court took issue was the law's
provision allowing businesses being sued access to all medical records
of the plaintiff, even if they are not directly related to the lawsuit or the
injury in question.

The tort reform law was passed in the spring of 1995 as "fast track”
legislation after Republicans took control of both chambers of the llli-
nois General Assembly. They since have lost their majority in the As-
sembly's House of Representatives.

Surplus to exceed $300 billion

NEW YORK-The property/casualty insurance industry's surplus
will exceed $300 billion at year-end, according to estimates by the In-
surance Information Institute and Standard & Poor's Insurance Rating

Services.

The industry's surplus will be $307.3 billion at year-end, up 20.3%
from 1996.

And the industry is expected to report a 102% combined ratio, which
would be the lowest since 1979. That compares with a 105.8% ratio in
1996.

Sean Mooney, senior vp and economist with the II[, estimates earned
premiums will increase 3.3% in 1997, to $272 billion, and losses and
loss expenses will fall by 3.1% to $200 billion.

After expenses and dividends, the 1997 underwriting loss is estimat-
ed at $7.2 billion. After investment income and other items, the indus-
try will report after-tax net income of $34.7 billion, up 42.2% from
1996.

Among the factors improving 1997 results were estimated 1997 in-
sured catastrophe losses of $3.5 billion, down 52.7% from 1996 and the
lowest since 1990's $2.8 billion, Mr. Mooney noted.

In 1998, the industry's combined ratio is expected to increase to
105% according to Standard & Poor's. The industry's after-tax income
is projected to fall to $26 billion in 1998.

Court clarifies timeline for suits

WASHINGTON-The six-year deadline for underfunded multiem-
ployer pension plans to sue to recover withdrawal liability payments
from an employer that has left the plan does not begin to run until an em-
ployer fails to make payments on a schedule set by plan trustees, the
Supreme Court ruled last week.

At issue in last week's decision is when the clock starts on a statute of
limitations provision in the Multiemployer Pension Plan Amendments
Act, the 1980 law that requires employers leaving underfunded plans to
pay a shareof a plan's promised but unfunded benefits.

In a unanimous decision in a case involving a San Francisco laundry
that withdrew from the Bay Area Laundry & Dry Cleaning Pension
Trust, the justices said the six-year statute of limitations doesn't begin
until a multiple-step process is complete.

First, the trustees must calculate the debt, set a schedule of installment
payments and then demand payment. Second, the employer must default
on an installment that is due and payable under the trustees' schedule.

The court also said the six-year statute applies separately to each
scheduled payment. As a result, if a plan was too late in filing suit to de-
mand the first due withdrawal liability payment, it still could sue to re-
cover succeeding liability payments.

Workplace injuries down in '96

WASHINGTON-The incidence of workplace injuries and illnesses is

continuing to drop, according to the U.S. Department of Labor.
The department's Bureau of Labor Statistics released its annual
See Updates on page 42

INnNdiana seizes

Company was linked to two
By DOUGLAS McLEOD

INDIANAPOLIS-Indiana regulators have seized
control of Classic Fire & Marine Insurance Co., a
property/casualty insurer and affiliate of two now-
defunct syndicates on the lllinois Insurance Ex-
change.

The Indiana Insurance Department obtained a re-
habilitation order Dec. 10 against Classic Fire,
charging that its policyholder surplus may be over-
stated and noting "significant turnover in manage-
ment," including resignations this year of its presi-
dent, vp-general counsel and corporate secretary.

An Indiana state judge also issued a seizure order
allowing regulators to take possession of the Con-
cord, Calif., offices of Concord General Corp., Clas-
sic Fire's parent company, and several affiliates.

iNsurer

now-defunct IIE syndicates

These include JBW & Co. Inc., Concord Information
Systems Inc. and Lobo Claims Management Inc.,
court records show.

The orders are the latest blow to the crumbling in-
surance empire of California businessman Jeffrey W
Beresford-Wood, owner of Concord General and
JBW. In September, United Southern Assurance Co.,
a Classic Fire unit writing commercial auto coverage
in Florida, agreed to be liquidated by Florida regula-
tors.

In July 1996, lllinois regulators placed Geneva As-
surance Syndicate Inc., an IIE syndicate owned by
United Southern and JBVWV, into liquidation.

Classic Syndicate Inc., another IIE member and
Classic Fire subsidiary, withdrew from the exchange
in 1995 and was absorbed by its parent company.

See Classic on page 44

Allianz, Generali negotiate
to end rivalry to buy AGF

By MARIA KIELMAS

PARIS-Allianz A.G. Holding
and Assieurazioni Generali S.p.A.
are in negotiations likely to end

their contentious battle for con-
trol of French insurer Assurances
Generales de France »

A proposed deal is expected to
give Germany's Allianz control of
AGF, while Italy's Generali will
withdraw its bid and receive from
the two companies shares in other
European insurers.

Stock analysts say the proposed

solution is a winner for Allianz=
and Generali, though AGF share-
holders may get less than they
would have if a bidding war had
ensued. One analyst called it a po-

litical rather than business solu-
tion.

Executives with Allian=z and
Generali declined to comment on
the structure of the deal while
they are negotiating.

"There are negotiations, but we
still don't know what will hap-

pen,"” said Benito Pagnanelli,

deputy managing director of Gen-

erali in Trieste, Italy.

An Allianz spokesman in Mu-
nich, Germany, said, "We are a
good way along to get a decision
before Christmas, but nothing is
signed yet."

However, an AGF executive in
Paris confirmed that the basic el-
ements of the accord had been re-
solved, though details still were
being negotiated.

The main points of the agree-
ment, the executive said, are that

Generali will withdraw its hostile

See Negotiate on page 40

WTO pact

iNcludes

iNsurance

By GAVIN SOUTER

GENEVA-The World Trade Organization's
agreement on financial services may create a
more efficient insurance market for multina-
tional buyers.

The range of commitments given by the coun-
tries that signed the agreement Dec. 13 will
mean greater certainty for insurers acquiring
operations overseas and a fixed system of reme-
dy if any countries renege on the agreement.

"This is a historic accomplishment,” said Gor-
don Cloney, president of the International In-
surance Council in Washington.

The agreement, which takes effect in early
1999, covers more than 98% of the world's in-
surance business in more than 60 countries, he
said.

Still, there were some notable exceptions. For
example, Malaysia held out against U.S. pres-

See WTO on page 41
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Six-month delay
for exemption

Employers must first comply
with mental benefit parity law

By ROBERT KAZEL

WASHINGTON-Employers whose health plan
costs go up at least 1 % after complying with a new
federal law on mental health care benefits will have
to wait until July 1 to apply for an exemption from
the law.

The mental health parity law, which takes effect
Jan. 1, prohibits employers from imposing annual or
lifetime dollar caps on mental health care that are
lower than caps on care for physical sickness.

The law, however, permits other restrictions on
mental health benefits, such as limits on the number
of covered visits and higher copayments for mental
health care treatments than treatments for physical
conditions.

While these permitted limitations should permit
employers to comply with the law while holding
mental health care cost increases below 1 %, a
vaguely worded section of the law also provides an
exemption for employers whose costs rise at least
1%.

To clarify :he application of this exemption, the

See Parity on page 41
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Benefit managers busy

putting laws

By ROBERTO CENICEROS
and JOANNE WOJCIK

Complying with changes mandated by
the Health Insurance Portability and
Accountability Act and other new feder-
al benefits laws are among the issues
that preoccupied employers during 1997.

And benefit managers expect more
legislative changes to fill their plates in
1998, especially since President Clinton
and Rep. Charlie Norwood, R-Ga., have
already started promoting new federal
health care consumer protection legisla-
tion.

However, not all of the past year's de-
velopments were viewed negatively.

For example, some benefit managers
believe the spate of HMO mergers will
produce some benefits for employers.

"To a certain extent, it probably
makes life easier for us”™ because "it
gives us a handful of less people to have
to contact and deal with,"” said Paul
Jemison, corporate benefits manager in
Palo Alto, Calif., for Hewlett-Packard
co.

"l think the most significant change
that has affected everyone throughout
the industry during 1997 has been the
recognition by the Congress and the
president that they can legislate incre-
mentally, that they can mandate benefits
most people would consider so tiny but
are sometimes very expensive in their

implementation,"” observed Helen Dar-

Into practice

ling, manager of international compen-
sation and benefits at Xerox Corp. in
Stamford, Conn.

"For example, if you were going to
mandate anything, wouldn't you pick a
second hospital day for healthy moms
and babies?" she asked.

"For governing officials, it's the best
of all possible worlds.. They can look
good and please constituents, especially
narrow special interests and groups that
want some special consideration,” Ms.
Darling said.

"But neither the special groups nor the
ones doing the mandating have to con-
sider the implications"”" of their actions,
she pointed out. Instead, employers and
the health care industry end up picking
up the tab, she said.

For example, even though the cost im-
pact of these new benefit laws will be
negligible for Hartmarx Corp., the com-
munication effort has been significant,
according to Michael Pikelny, benefits
consultant and corporate actuary in
Chicago.

As mandated, Hartmarx on Jan. 1,
1998, will comply with the new federal
law prohibiting lower annual and life-
time benefits for mental disorders than
for physical disorders. However, most of
the work of reorganizing the company's
plan and notifying 1,600 employees of
those changes occurred during 1997, Mr.
Pikelny said.

See Review on page 6
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Broker consolidation tops
risk management news

By MICHAEL PRINCE
and MICHAEL BRADFORD

Big brokers getting bigger is the
biggest news story of 1997, according to
many risk managers.

"The big story is consolidation," said
Arnold L. Davenport, vp-risk manage-
ment for Bethesda, Md.-based Marriott
International Inc., echoing the opinion of
other risk managers.

Other issues noted include the increas-
ingly important role of the risk manager,
the growth of non-traditional programs
and the Year 2000 computer problem.

Despite the overwhelming agreement
on the importance of consolidation, opin-
ions varied on its long-term effect.

Greg Turk, director of risk manage-
ment and employee benefits at Elec-
trolux Corp. in Atlanta, said many risk
managers "have a lot of fear and trepida-
tion about consolidation.”

Bruce Evancho, manager-corporate in-
surance and risk management for E.l. du
Pont de Nemours & Co., of Wilmington,
Del., also said he's unsure of consolida-
tion's impact on policyholders.

Consolidation is a double-edged sword,
he said. The economies of scale of a large
organization could benefit the policy-
holder. On the other hand, consolidation
may concentrate too much power in the
hands of a few players. To date, "it
weighs more to the positive side than the
negative side," he said.

So far, noted Mark Del.illo, vp-risk
management at Celotex Corp. in Tampa,
Fla.: "There have been no negative signs.
| guess that is a positive sign in itself.”

Broker consolidation has not affected
Fidelity, said Judy Lindenmayer, vp-Fi-
delity insurance and risk management
for FMR Corp. in Boston, better known
as Fidelity Investments. It hurts some
risk managers, however, who want a re-

lationship with more than one broker,
she said.

Mr. Turk of Electrolux said: "I'm not
overly concerned about it. | think there
will always be the big brokers, middle-
tier and small-tier brokers. But that's the
big story."

Microsoft Corp. and other policyhold-
ers, however, "have experienced a loss of
focus on the part of service providers,"
because of consolidation, said Scott
Lange, director of risk management for
Redmond, Wash.-based Microsoft. This is
a short-term problem, however, and in a
year "we will finally start to see some of
the benefits" of consolidation, he added.

Although Marsh & MelLennan Cos.
Inc.'s purchase of Johnson & Higgins has
been "seamless" to Arnold Garcia, man-
ager-risk management and safety for
Coltec Industries Inc. in Charlotte, N.C.,
he is concerned that these "superbro-
kers" might not offer the same level of
service to policyholders as in the past.

With practically no alternative broker,

See Risk on next page
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RI S k Much of the commercial Ir ar-Ket fact, most are wondering "where agement has been paying closer age, Ms Lindenmayer said But in
will remain soft in 1998, but :he the tottom is," he noted attention to risk management is- the second half of 1997, she said,
California workers compen:'32-on "l think I've given up on pre- sues insurers have taken the lead by
Continued from page 3 market should start iii ming pre- dicting what's going to happen "We're on the road to a funda- developing products to meet those

these policyholders may have :o dicted Earl H. Sherman, dire:tor neit " Mr Davenport added "I'm mental shift as to how risk man- needs

accept the poor seivice, he said of iisk management at Rabh's not sure what it's going to take to agement is viewed in organiza- Du Pont's Mr Evancho shares
This problem would be especially Grozery Co in Los Angeles change it " tions," he said that view One result of the soft
acute with smalLler accounts that ' Prices are firmin%up_as she But Ms Lindenmayer predicts To survive, risk managers must market IS that insurers are more
the blg brokers don't see wcrthy (conp insurers) are buying each rates may have bottomed out "I know the business of their em- interested in creative deals, he

of firstrate service, Mr Garcia ployers and try to identify differ- said, particularly with excess lia-
said
That d h ¢ ent types of risks. he said It's im- bility
at coud, however, present -, ; ' ; portant for risk managers to stop "Up until this year, there was a
tkhe otpportgmllnty :orbreglorle bro- | think '98 will be the year when we can thinking only about "insurance- hesitancy with insurers to use un-
ers 1o grap clients rovi ng a H . . " . A "
o Ievgel t eon e ﬁgsaid_ 9 begin to determine the impact of relevant areas," Mr Lange said conventional approaches," he
9 . . i . . . . ' . . "It's going beyond this and think- said
_Continuing consolidatior of consolidation,' says Mark DeLillo, vp-risk ing about how the non-insurable  These unconventional ap-
rokKkers an n rers wi nake
) ) risk affects the overall organiza- proaches include multiyear, single
headl 1998, Mr Turk of o -
neadlines in 1998, Mr Turk o management at Celotex Corp. tion aggregate products In the past,
flc rs_uisﬁlégges_ﬁ be th Mr Lange said this shift forces insurers talked about such ta--
h thin b\IIEVII te; te year risk managers to adapt to their lored products, but "this year was
when we can bEgin to derermine . ] ' _role If the)(, don't adapt, "their the first one where | really saw
the impact of consolidatiin," sa_d other, and the¥_re going to ctose don't see how the market can con- time may belimited," he sai evidence of that,” Mr Evaneho
I\/!r Delillo ?f S_‘,el?tex There the market of tinue to soften," she said "And if "It's Darwinian,"” he added said
will be some inciications whe-her He looks for a "minimal in- it does, | think the whole industry "It's survival of the fittest " Earl D Varney, risk manager
the efficiencies we have ieen crease in mid-1998 and ther- a is in triuble" He expects this trend to contin- for The Vanguard Group of In-
promised will be delivered " strong hardening 1, 1999 ' To While everyone has been talking ue into 1998 'We're not going vestment Cos in Malvern, Pa,
He said mergers among irsur- avord that increase, Ralph's 111 about Droker consolidation, some back on this one," he said said, "The whole Year 2000 issue
ers, brokers and financial ins:-tu- stick with its self-insured wor.rers risk managers said other news- Ms Lindenmayer of Fidel- and the insurance around that has
tions likely will continue in 1998, comp program, he added worthy issues surpassed broker ity said besides consolidation, been a very big issue for me "
though not at the same pace as Microsoft's Mr Lange expeets consol dation in importance another big story of 1997 was in- Mr Varney is recommending
this yeat o the soft market for most coverages Mizrosoft's Mr Lange said the surers' "willingness to listen to that Vanguard purchase an insur-
But, said Mairiott's Mr. Daven- to continue year s biggest stcry was the con- more non-traditional types of ance product that would protect
port, "l don't know how much "Who's going to raise prices and tinued evolution of the risk man- lines " the company from losses related
more consolidation in the brilker get away with if ' he asked. ager's role within an organization, More insurers now look to write to the potential computer prob-
field there iS left out there," .vith "There is a lot of excess capanty "It will affect the entire profes- financial risk, operating risk and lem
”?_anydththe ’:a'or players alnady out -here . sion and all risk managers," he "a broader spectrum of business "We haven't decided to buy that
aligned through mergers Mr Davenport agrees "The said nsks" than in the past, she added coverage, but I'm trying to press
Another 1997 story dre,v thp at- mar:retis still declining," anc :hat The =hanges Include senior ex- Insurers previously have re- the organization to go in that di-
tention and opinions of risk nan- isn' likely to change soon. the ecutives' increased expectations sponded to risk managers' de- rection," he said earlier this
a gels the soft market Marriott risk manager said In of risk managers Also, top man- mands for non-traditional cover- month
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Review

Aiiilincs in Dallas predicts that too w31 1. 1ng on the centi alizatio -_ of pa- w.$ very much d big .-rict 11 an employee bencht'. Wob site on the
many mandates may eventually do scnnel recoidf and benefits mar_age- ch inge 'he said "We Idc so man\ Intoinet and using it toi out annual

to health plans what the Employer men- foi t-le company s 68,000 U S lic.1.lons m the United St ite. th 11 open eniollment and in making .ic-

Continued jrom page 3
"It's a communication Eic,Ject to 1974 didto pension plans
let everyone know," he said
That plolect conted, in part. of for pensiins, the adminisiation was
sending out a benelits bulletin, so oneio_Is that compan_e topped
which 15 hkely to be tollow, il with a stai ling defined benefit pension
new'letter dl ticle on phin changes plans ' ne said That led to the
Complying with a HIPAA man- glowth of delined conintution plans
date that companies certif> employ- such as 401(k) plans
ee coverage u eated additional work "The same is licely to happen with
for Trema A Fianklir, dnector ol health plans." he said
benefit:% administiation foi Hallmark Instead 01 offering det,ned beneht
Calds Inc in Kansas Cisy, Mo health plans, such as HMOs, Mi
| hope we have everything put to Kiminich predicts that emplowis
rest,” she sdid aftei a year spent fine- will inereasingl>offer medical sav-

Retirement Income Secility Act of enplenes

the expatisc and experun- e vari,-1 c«c., to an ariay of benelit infoima-

Mam Ff those functions p ev-,31» Ascur zig,inization gets biggel di cl lion ar ailable to oui emplojees and

'Elechon years can
influence lawmaking,
and patients' rights is a
great flag to wave,’
says Dennis Nirtaut.

"Wh_le ERISAprovided piotection ly wore ca_iled out by local berif ts. cros,es mot e locations m he 20_ n- i c.tilees, ILL,ildwide 24 houis a clay.

trp, it ,/6 Koing to bp hardpi 01 4.zid Richard Quinn, dizectoi of per-
m._rage.5 arid employees n get f he fot mance and lewin ds i (,1 the utility
cii.Lity an-1 feivice we woi-1,1 like in Newaik,NJ
then to h. v2 (izom dipersed 1(*.1- Corpoi ate restructuring .15 a lesult
tluns) of mergei and acquisition activity in
Bv- comizaiison, ta.rk 11 M f he i reent yedis also cieated some chal-
HIPAA ar d mental heal_h pall y lenges foi benefit managers this yrai
chinge: wei 2 simple, he s<Ld, partlv 'It's been very, vety difficult in
bei: use H-FAA Trquirimi n.- ur_ e mei King benelits. and mer ging cul-
handled bv d third-pa-Ly admini.- tur .illy and meiginit policies That
U a toi has been oui biggest issue " said
For Trany employels 11% e Public Ti iny Jduco Lee, managet of em-

tining hei u,mpany'htene ltspack- inKs de2(Unts, whichletworkers use repiesentatives al company bcations SeI Llce Electric & Gas C(,1 p.1 97 plokee benefits f (,1 Lockheed Mattin
age o that it mixes well with now theil discidion in pulch:inq health m several tal.S
e Hfwlett-Packard m:*edto- nra® commu-lication too . many 11>- Lockheed and Maitin Mai letta

fedeial laws, including one that ie- cate services
qui t rs health maintendice 01 Haniza-

Not all th<. isstes the benelit man- wfld centlal zation at thi end (,1 i nh Internet echnology

lionf to pay foi tuo-day hospital agers dealtwithin 1997 -Nete extei- 1996, mdny of the adlustmi nts and
le- -lining rxpcliences camein .907? taking the r.ext Atep in inn-),ai ve mental health p,irity was notachifi-

stays lor normal child deliver ies nally influenced
R.ilph Kimmich, director 01 bene-

f_ts and compensation toi Southwest Mi Jemison spent much of his time

14
(X1

112

For example, Hewlett-Packard's Mi :emisrn aid

s a >earcf | olling ou-iliniiat Ve Missiles & Space in Sunnyvale, Calif

inc'l Red in 1993

' Our gi e it}st accompl_shmmt w is For het Lockheed unit, ai ranging

clrployer benefit commimicati,ns cult issue fc,1 employees-, in managed

"Il loc< more ol our time and it =n.l admiristration by 04Lillishing cal e plan, becdusc, the companv ot-

[

-'el,
*ELY ji

IFY
S

-1

iri 4 them d fland,zidized IIMO de-
ign, Ms Jauco Lee said Although
the company does not h.ive many in-
demnity pl.ins thrv piesented moie
01 a challenge on the pai 14 issue be-
i ause many ot thor plans are tied to
union conliacts, and each had to be
wviewed to assuir compliance

With Washington lawmakeis
poised to r eview managed care, Hall-
mark s M, Fianklin expects to
$]Kind pailot 1998 watchingthalde-
bate

"l don't neceswill anticipate ani-
thing griting passed next year, but |
do expect that issue to heat up," she
aid 'lt clearly will be on the fiont
burner dnci get debated "

She won't be alono

' Election yeah can influence law-
making, and p.itients rights 15 a
gi eat flag to wdve," said Denni Nir-
taut, managing dii ectot ot compen-
hation and benefits al Andeien
Worldwil(le in Chicago

Piepal ing foi potential health plan
rate inc leases will be another

Hewlett-Packal cI'$ Ml Jemison

lie expects HMO rate increases> to
average between 7% and 8% nation-
wide

Mt Kimmichot Southwestagrees,
pi edicting that for-profit plans wiill
1 alse lati'% to | OCOUp the eainings
blow they took on Wall Stieet

"Oxiord'% losing its shirt," he said
of Oxford Health Plans Inc

"You know they're going to come
aiound and try to get that coirect-
ed " Mi Nirtaut concurred ' Wittt
the way the financial world 1, today
health cal e organ17ations have tc
look at their bottom lines very cate-
fully They can only low-ball thi
mdiket 101 so long "

However, in *Ome Case, the merg
ers will ueate some economies o
cale that should help keep I-IMC
overhead down according to Mr
Nirtaut

"When organvations come togeth

et, thew should be some gains;' hi
Sald

While "consolidation eventuallf
can be deli imental atsome point bi
eliminating competition itt's a whil,

before wr have to worly about that,’
he said

With dll the talk about health car,
premium hikes, Mi Nutaut said h,
hopes benefit managrl s don't los,
sight of othet Import.int iSSUes 11
1998

"Benefit managers should ge
mole involved in investment educa
lion, he Auggested

He expressed concern thal las
r ear's tock mar ket fluctuations ma’
have caused some young 401(k) plai
participants to enoneously 4hil
1 heii inr estmentQ into mor e conser
vative vehicles, oven though the
have plenty of time to i ecoup an
1< *,ses,

"We've given them the tools, bu
we need to educate them on how t

use them,' he ut Xed Tu
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l,— 06£ *Scrooge was Bewikd, k

Re' d fieard thatsound Before B >
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"ut whatY Mat, over there?' 'Increased costs are agiven;

« jacob Martey?» crid Scrooe,
«WHfult arellou doi,ig here?

I've mellded my ways since

ScrooBe waved witti, Ais hand. catastropfies f(are;
1« mantement tliumpl/is;

Benefits provide care.»

'me Tast became quiet
floufirst fitftedme witflfear!» and-Me g¥esent bfgam ...
'rue not much to ®*r.
'Ifte picfnjfs are s(fdfit.
9\,fanad care is assaitd...
doesn't *ow how to f#t!'

«Dear Scroofle,» mionS{ed Mar{ey,
"I'm only tfie OW.C.!

Tast, Tresent ancE Tuture

"(But, tfiefuture'sfiffed With
most§ un»ished»e:
product liabitity,

are puzzie& and,twect tRee.\» Superfunif and fieafthcare.»

'Ifiefpastfloataffonvard «me stocOnarRges swinigit]W #lfiese tflree,»cried tfie Tut,Te,
amilstarted to sitfg m up and down crooks 90ht* belb,5 to mel
of aff tfte yeaT's doitws, but benffits are safe But, t/*'re rootedinfast,

sRippityl bandly a tftinB. Witfl foll-tenn outfooRs: Tresent and-me, equal*!'

s,me broRas are me*W! 'And stiC Scrooge pointed out, 9-ou just need o.fourtflhost!

04 tfley'vegotten quite (arge. "you'venot answered aG nfght! iat>s tfle ansWer for you!»

And Beneftt cotisuftants '"1/*at's Matin Me comer

flave joined in the cAe.'

O(& Scrooge taugfied to himsetf,

you've Rgpt out of my S#t?' «9*w, begoneaffof you!'

714£ Bhost of the Tuture
sobbed- 11"contronab*
tfien stliffed budfy ad sigfied,
Nflat sfiouLf be the (oadfor me!»

'"Ttus, Medicare r«omt
brotght in conipetition,
whife taveform passed witfl

flflen Scrooge dreameif of ne@ljew
amf anotfier nigflt's hue
»m fast, Tresent, Yumre

emptoyer direction!' and tfieAost (Deja Vu.
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Top risk management stories lead to sense of deja vu

By MARK A. HOFMANN

The words may have changed,
but the tune pretty much stays the

That sums up several of this
year's Top 10 risk management
stories. The top stories of 1997 in-
clude the risk management equiv-
alents of remixed golden oldies,
longtime hits that refuse to drop
from the charts and the occasional
totally new tune. Variations on the
theme of industry consolidation,
diversification and restructuring
continue to appear prominently on
the list, as evidenced by 1997's top
story (see story, page 14).

In fact, atop this year's chart is a
follow-up version of last year's
No. 5 story, the acquisition of
Alexander & Alexander by Aon

Group.

This year's version of the contin-
uing story of brokerage consolida-
tion, however, was performed by
the Marsh & McLennan Cos. Inc.

The story began early in the
year, when M&M acquired French
broker CECAR and confirmed it
was in negotations to acquire
Minet Group from The St. Paul
Cos. Inc. The moves came after a
wave oi acquisitions made by rival
Aon, which had become the
world's largest retail brokerage
with its earlier acquisition of
AZA.

On the heels of its purchase of
CECAR, M&M announced it had
purchased Johnson & Higgins for
$1.8 billion. The deal catapulted
M&M back into the No. 1 spot and
proved to be a windfall for the di-

rectors of J&H, many of whom be-

came multimillionaires.

(S
-

RISS<MAN*GEMEN

t44 e

Aon struck back a month later
with its announcement that it
wc,uld buy Minet Group from The
St. Paul Cos. The surprise deal
took away a target of M&M, which
had been in talks to acquire Minet
since January.

The story didn't end there, ei-

then Nine months after M&M ac-

quired J&H, a group of retired
J&H directors sued the former
J&H directors who had approved
the sale to M&M (BI, Dec. 3). The
retirees claimed they had been
fraudulently deprived of their fair
share of the windfall profits from
the sale.

The year's No. 2 story was also a
variation on a theme first per-
formed by cigarette manufacturer
Liggett Group Inc., which broke
ranks with the rest of the tobacco
industry in 1996 by offering to set-
tle claims for smoking-related ill-
nesses made against it by a group
of state attorneys general. Liggett
announced it had reached a deal
in March, admitting cigarettes are
harmful and addictive and that it

has marketed to teenagers.

GERLING AMERICA

INSURANCE COMPANY
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Within weeks, representatives of
the major tobacco companies be-
gan talks with state attorneys gen-
eral on a proposed global settle-
ment of tobacco litigation. Ulti-
mately, the tobacco industry
agreed in June to a $368.5 billion
settlement with the states that
would, among other things, pro-
tect the companies from future
class-action litigation (see story,
page 16).

But the settlement remains un-
realized, because Congress must
approve it. House and Senate
committees met throughout the
summer, hearing withnesses and at-
tempting to sketch the parameters
of legislation to implement the
deal. By the time Congress re-
cessed for the year in November,
several bills to implement the deal
had been drafted, but none seemed
likely to win quick passage.

The year's No. 3 story also in-
volved class-action suits-the area
of mass tort settlements in general
and courts' increasing skepticism
of them-with implications for
any tobacco deal. In one of its last
decisions of the 1996-97 term, the
Supreme Court dealt a sharp blow
to a key litigation strategy for

businesses by rejecting a $1.3 bil-
lion class-action settlement of as-

bestos claims.

The 6-2 majority in Amchem
Products Inc. vs. Windsor et at.
held that the members formed for
the class were too diverse and that
many potential class members
would not even be aware of their
eligibility though they would be
barred by the pact from suing.
Citing the decision, a federal judge
in August rejected a proposed
class action settlement of tobacco
litigation against Liggett Group
(see story, page 16).

Meanwhile, the Dow Corning
Corp. breast implant litigation
saga continued through the sum-
mer, with Dow Corning issuing a
new settlement offer to silicone
breast implant claimants that
would pay them $2.4 billion, or
$400 million more than its offer
before entering bankruptcy pro-
tection.

But in a separate ease in Decem-
ber, a Louisiana judge decertified
the class in the country's first sili-
cone breast implant case sched-
uled for trial, following the prece-
dent set by the Amchem ruling.
Members will have to pursue their
cases individually or participate
in the bankruptcy reorganization
process.

The No. 4 story underscored the
improved financial condition of
Lloyd's of London, which an-
nounced in late spring record
profits for the 1994 underwriting
year (see story, page 16). The prof-
its were driven significantly by th€
absence of huge additions to re-
serves, which characterized the
market for several years prior to
the creation of the market's runoff
reinsurer Equitas Ltd. In October,
Lloyd's won its first marketwid€
ratings fromm Standard & Poor's
Corp. and A.M. Best Co. Lloyd's
sought the ratings to provide a
clearer basis for comparison with
other global insurers.

The No. 5 story represents some-
thing new-the creation by United
Services Automobile Msn. of a
special-purpose reinsurer to issu€
$477 million in East Coast hurri-
cane catastrophe bonds, whict
will provide USAA with $400 mil-
lion in excess cover in the event oj
a cat loss. The cat bond deal, a wa-
tershed event in capital markel
forays into risk financing, is over-
subscribed by investors. Subse-

See Risk Review on page 1 6
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Risk review

Continued m page 10
quently, Swiss Re and Tokio Fire &
Marine issued cat bonds for quake
risks (see story, page 18).

The year's No. 6 story echoes the
No. | story, although in a manner off-
key to some risk managers. An Octo-
ber J&H Marsh & MelLennan memo
outlined a new strategy to place cer-
tain insurance business through six
regional offices rather than local of-
fices nationwide. That memo sparked
concern among risk managers who
viewed the move as evidence of the
world's largest broker throwing its
clout around at their expense.

Something also was ominous about
the No. 7 story of 1997. The Year 2000
computer problem became more ur-
gent for risk managers and insurers as
time runs out for companies to begin
conversion projects. Several insurers
unveiled products aimed at covering

losses from the Year 2000 exposure of
companies or their suppliers.
Congress also appeared likely to step
further into the matter when Sen. Bob
Bennett, R-Utah,
November that would require compa-
nies to reveal their Year 2000 expo-

introduced a billin

sures and their strategies-including
insurance-for coping with them.
The year's eighth-place story
sounds a familiar refrain-the contin-
ued restructuring of insurers. CIGNA
Corp. once again found its controver-
sial reorganization plan-which num-
bered among the top 10 stories of 1995
and 199G-in trouble when a Pennsyl-
vania appellate court ruling vacated
the state insurance commissioner's
approval of its reorganization. The
court also ordered new, trial-like
hearings to be held in thecase.
Another controversial reorganiza-
tion, that of The Home Insurance Co.,
also made news in March when New
Hampshire regulators placed The
Home under formal state supervision
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after the insurer fell nearly $552 mil-
lion short of its risk-based capital re-
quirements. In late fall, Trygg-Hansa
SPP Group transferred its shares in
troubled Home Holdings Inc. to a
bank trust as the first step in a plan to
restructure Home Holdings and its
debt.

Meanwhile, in a far less-con-

tentious move that will nonetheless
reshape the insurance landscape to
some degree, SAFECO Corp. bid $2.8
billion in June to acquire American
States Financial Corp. from Lincoln

National Corp. The steep price buys
SAFECO small and midsized com-

mercial accounts and inroads into the
Midwest.

A month later, Munich Reinsurance
Co. mstructured its plimary insurance
holdings to give it a larger presence in
that market, which makes it Ger-
many's second-largest primary insur-
er in addition to being the world's
largest reinsurer. The strategy runs
counter to the 1994 strategy of No. 2
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Swiss Re to divest its primary insur-
ance operations.

The Swiss continued to follow their
own strategies in August when-in a
major combination of insurance and
financial services-Winterthur Insur-
ance Co. and Credit Suisse Group
agreed to a merger designed to pro-
vide each other's clients with one-stop
shopping. And in mid-October,
Zurich Insurance Co. proposed a
mergerwith the financial services unit
of B.A.T Industries P.L.C., which
would create one of the world's
largest insurance and asset manage-
ment companies. The deal is not ex-
pected to be completed before late
1998, however, because of the regula-
tory approval required in the United
States and elsewhere.

Elsewhere in Europe, two insurers
in October became involved in a com-

plex bid for control of Assurances

Generales de France. Italian insurer
Assicurazioni Generali S.p.A. made

an unsolicited bid to acquire insurer
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AGF. The French insurer's managers,
however, rejected the bid. Meanwhile,
Allianz A.G. Holding entered with a
friendly takeover offer that AGF em-
braced. Generali's board subsequent-
ly approved raising additional funds
and was expected to counteroffer. Ul-
timately, however, Allianz and Gen-
erali in December worked out an ar-
rangement under which Allianz
would gain control of AGF, while
Generali would obtain shares in two
insurers held by Allianz and AGF (see
story, page 2)

Weighing in at ninth place is the
latest development in the now nearly
20-year long effort to enact federal
product liability reform legislation. In
early October, a discussion draft of
proposed product liability reforms
worked out between the White House
and Sen. John D. Rockefeller IV, D-
W.Va., won the backing of President
Clinton, who had vetoed a 1996 bipar-
tisan bill approved by the previous
Congress.

The measure, however, was consid-
embly watered down from other re-
form bills. For example, it capped
punitive damages for only the small-
est of defendants and placed no limits
on joint liability for non-economic
damages in product liability cases.
Reform advocates, though welcoming
the president's change in position, did
not rush to support to the proposal. As
of year's end, the chief Senate reform
advocates-Sens. Rockefeller and
Slade Gorton, R-Wash.-had failed to
draft a bill that would satisfy the
president or each other.

Rounding out the Top 10 risk man-
agement stories of the year is the con-
tinued diversification of Bermuda in-
surers. In late winter, the Bermuda
Commodities Exchange won autho-
rization to begin trading contracts
based on catastrophe insurance risks.
The facility, with initial members
American International Group Inc.,
Guy Carpenter & Co. and Chase Man-
hattan Bank, planned to trade con-
tracts based on a new catastrophe in-
dex created by Carpenter. Ultimately,
however, a series of delays postponed
the exchange's opening until Novem-
ber, by which time some 20 members
had joined the exchange.

Diversification continued through-
out the year. Catastrophe reinsurer
Partner Re Ltd., with its $950 million
acquisition of French reinsurer SAFR,
changed its long-held view that cat
companies should remain monoline
companies. The deal, centered around
the minority shares Swiss Reinsur-
ance Co. holds in both companies,
greatly expanded Partner Re's geo-
graphic reach while diversifying its
portfolio.

Bermuda's excess liability insurers
continued to aggressively diversify
with EXEL Ltd.'s $637 million acqui-
sition of property catastrophe reinsur-
er GCR Holdings Ltd., the holding
company for Global Capital Reinsur-
ance Ltd. The move followed ACE
Ltd.'s 1996 purchase of cat reinsurer
Tempest Re. The tmnd continued with
ACE taking a more direct stake in the
U.S. market via its acquisition of
Westchester Specialty Group Inc.
Later in the year, EXEL acquired
Folksamerica General Insurance Co.,
giving EXEL direct access to the U.S.
market for the first time.

Bubbling under the Top 10 was a
mix of old standards, such as pro-
posed reform of Superfund and of the
Occupational Safety and Health Ad-
ministration, continued squabbles
over the EMLICO controversy and yet
another rebuff to the state of
Louisiana in its efforts to regulate risk
retention groups despite the fact that
the federal Risk Retention Act pre-
empts such moves.

But there were some significant
new developments as well, including
the naming of Linda Lamel as execu-
tive director of the Risk & Insurance
Management Society Inc., and an un-
usually mild Atlantic hurricane sea-
son, courtesy of EI Nino. [al
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Insurance broker consolidation

The universe of insurance bro-

kers keeps getting smaller as the
brokers get bigger.

Aon Corp.'s 1996 takeover of
Alexander & Alexander Services
Inc. was only a warmup for the
feeding frenzy that hit this year:
Four of the world's 20 largest bro-
kers in 1996 have been absorbed
by larger competitors since Jan-
uary, and most of the rest have
been transformed by mergers of
their own.

Marsh & MelLennan Cos. Inc.
not only swallowed Johnson &
Higgins and French broker CE-
CAR but went on to gobble up for-
mer J&H correspondent brokers
AB Max Matthiessen in Sweden,
Bonnor & Co. A/S in Denmark
and Brockman y Schuh in Mexico.

Aon, not to be outdone, this year
followed its 1996 takeovers of

A&A and Bain Hogg Group P.L.C.
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by acquiring Minet Group and
former J&H German correspon-
dent Jauch & Huebener KGaA.
Meanwhile, JIB Group P.L.C.
merged with Lloyd Thompson
Group P.L.C. to form Jardine

Lloyd Thompson Group P.L.C.;
Lowrdes Lambert Group Hold-
ings P.L.C. merged with
Yenchurch PLC. to create Lam-
bert Fenchurch GrouT P.L.C.;
3orbes Group Ltd. announced a
takeover of Nelson Hurst P.L.C_;
and Gras Savoye S.A. cf France

sold one-third of itself to the as-

yet-unacquired Willis Corroon
PLC.

To top it off, publicly traded
C.E. Heath P.L.C. was bought out
by its management.

Brokers, in other words, have
been busy, and not just with ser-
vicing clients.

Th€ growing gap between the
world's largest brokers and their
smaller competitors prompted
Business Insurance this year to
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claims top 20 firms

rank only the world's top 10 bro-
kerages, down from the 20 largest
in previous years.

The consolidation frenzy mir-
ron similar trends in the mnsur-

ance and reinsurance marke:s and
has been driven by some of the
same forces.

Brokerage clients, for example,
haxe expanded into far-flung cor-
ners of the world while demanding
increasingly sophisticated r.sk fi-
nancing services. Brokers have
had to keep up, providing local of-
fices worldwide and expertise
global clients require.

The longtime soft proper:y/ca-
sualty insurance market also has
put the squeeze on brokers' oper-
sting margins at the same time
that the business has demanded
huge investments in technology to
handle fast-moving and complex
transactions. Taken together,
these lactors favor mergers that
cut operating expenses and spread
the ccst of capital investments.

"You build shareholder va.ue by
spreading cost across a broader
revenue base," John Wicher, man-
aging director with San Francis-
eo-oased Russell Miller Corporate
Finance Inc., observed earlier this
yvear.

Acquisitions also get brokers
into worldwide insurance and
reinsurance markets they may not
taze been able to tap previously.
Sizegives brokers clout with those
markets, or at least allows them to
keep pace with the power of inter-
national insurers and reinsurers
that are themselves growing
through mergers and acquisitions.

Finally, the merger frenzy has
been fueled partly by the hot stock
market, which has provided bro-
ken the capital they need to com-
ple:e deals.

Whether all the merging and ac-
quiring turns out to be a good
thing for buyers is debatable,

$16.611517207
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though, and there have already
been plenty of bumps in the con-
solidation road.

The increasing power of the new
megabrokers has worried some
risk managers-those supposed to
benefit from the brokers' market-
ing clout.

For example, J&H Marsh &
McLennan Inc., Marsh & MelLen-
nan Cos. Inc.'s brokerage unit,
stirred concerns this fall with an
internal memo directing that all
middle-market business placed
with Chubb Corp. go through the

broker's regional rather than local
offices.

J&H Marsh & McLennan con-
tends that the arrangement is
more cost-effective for clients and
insurers.

Some risk managers and com-
petitors fretted, though, that the
broker's move amounts to an at-
tempt to control the market, in-
crease brokerage commissions
and-if applied to larger ac-
counts-disrupt relationships be-
tween risk managers and local un-
derwriters.

Broker mergers also can create
internal turmoil, as account man-
agers are forced out or jump ship.
This in turn can disrupt brokers'
longstanding relationships with
clients.

Redmond, Wash.-based Mi-
crosoft Corp., a longtime J&H
client, moved most of its retail
brokerage business to Aon this
year after the J&H-Marsh merger.

Every acquisition is different,
and each can create unplea5ant
surprises.

When privately held J&H sold
out to Marsh, for example, its di-
rector-shareholders probably did-
n't expect that they would be sued
for fraud by a group of their re-
tired counterparts. It happened
last month, though, and the re-
tirees are now charging that J&H's
active directors intentionally cut
the retirees out of the sale negoti-
ations to ensure payouts of at least
$36 million each for the active di-
rectors.

Whatever the potential pitfalls
of these deals, though, brokers are
probably not through with acqui-
sitions.

Through mid-December, rumors
continued to swirl that the two
biggest wallflowers at the consoli-
dation dance-Sedgwick Group
P.L.C. and Willis Corroon-would
merge with each other or be taken
over by another competitor.

While both brokerages stead-
fastly deny the recurring rumors,
1998 is sure to produce more

takeover stories.

-By Douglas MclLeod
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Tobacco settlement's future clouded

The outlook remains hazy at year's
end for a proposed $368.5 billion set-
tlement of smoking-related suits in
return for limits on class actions
against cigarette makers.

The very idea of such a proposal
would have seemed a fantasy a year
ago. Cigarette makers always had
been adamant that their products do
not cause cancer and other illnesses
and had racked up an impressive list
of judicial victories in liability cases.

In fact, at the start of 1997, only one
small cigarette maker-Liggett
Group Inc.-had expressed any will-
ingness to work out a deal with states
seeking to recover smoking-related
Medicaid costs frum cigarette makers.

Liggett agreed in March to settle
with the then-22 states that had sued
tobacco companies for Medicaid re-
imbursement. Liggett agreed to label
its products that "smoking is addie-
tive" and to assist the states in their
suits against other tobacco companies
by providing access to internal docu-
ments and documents produced in
conjunction with other tobacco corn-
panies. Both sides acknowledged the
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Class-action settlements, once
thought to be the solution to the mass
tort epidemic, came under fire this
year, with courts following the U.S.

Supreme Court's precedent when it
rejected a landmark asbestos pact.

Lloyd's profit, R&R plan

LONDON-Finally past the dark
days before Equitas, Lloyd's of Lon-
don announced reconi results without
the threat of market failure looming.

In May, Lloyd's reported a £1.1 bil-
lion ($1.88 billion) profit for the 1994
underwriting year, up flum its previ-
ous year's £225 million ($349.4 mil-
-lion)profit. The five prior years' com-
bined losses reached almost £8 billion
($12.56 billion).

The profit was the feather in the re-
construction and renewal cap. Earli-
er, Lloyd's efforts to secure its future
were recognized when Chairman
David Rowland was knighted in the
Queen's New Year's honors list.

The scale of the 1994 profits and
healthy profit predictions for 1995
and 1996-currently £913 million
($1.4 billion) and £600 million ($1.03
billion), respectively-made Lloyd's
R&R plan possible. On that founda-
tion, lloyd's was able to fund Equitas,
which took over all pre-1993 liabili-
ties in September 1996.

In fact, the reduction of reserves for
prior-year closed accounts possible
because Equitas assumed the pre-
1993 liabilities added £113 million
($193.2 million) to 1994 profits. The
comparable reduction of reserves
amounted to £485 milUon ($753.2 mil-
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states weren't likely to see any money,
because Liggett was not profitable.

At the time of the liggett deal, oth-
er tobacco companies downplayed the
significance of the agreement. Philip
Morris Cos., for example, issued a
statement saying the settlement "has
nothing to do with the rest of the in-
dustry, and it changes nothing."

But the action of one relatively mi-
nor player set the stage for the un-
precedented settlement offer. The
proposed deal, worked out between
major tobacco companies and 40 state
attorneys general led by Mississippi
Attorney General Mike Moore, was
nothing short of revolutionary.

Under the proposal, announced
June 20, tobacco companies would

Courts, plaintiffs lash out

But the courts weren't the only ones
displeased with the mass tort settle-
ment process: Disgnmtled plaintiffs
in a Texas case tried to force their
lawyers to forfeit legal fees because
they thought a settlement the lawyers
negotiated was inadequate.

Despite the setbacks, defendants'
and plaintiffs' lawyers still are trying
to streamline mass tort litigation. For
example, the American Arbitration
Assn. has created a new national pan-
el to help resolve complex, protracted
mass claims and mass torts.

In September, plaintiffs' lawyers
litigating over the popular diet drugs
Fen-Phen and Redux filed an appli-
cation with the Judicial Panel on
Multidistrict Litigation in Washing-
ton seeking to consolidate the suits
rather than seek class-action certifi-
cation.

The high court's 6-2 rejection in
August of a $1.3 billion asbestos class-
action settlement in Amchem Prod-

ucts Inc. et al. vs. Windsor et at. is al-
mady chilling other settlement efforts.

Amc/tem turned on the question of
whether Rule 23 of the Federal Rules
of Civil Procedure, which govern civil
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lion) for the previous accounting year.
After members' expenses were fac-
tored in, the 1994 year profit was
£1.01 billion ($1.73 billion), down
fmm£1.08 billion ($1.68 billion)in'93.

But even as these figures were is-
sued, warnings were given on expect-
ed returns for'97 and '98. The Assn of
Lloyd's Members said, "Lloyd's will
be lucky to escape a marketwide loss
in the current down cycle."

That hasn't deterred a surge of cor-
porate investors. Nine of the 10 syndi-
cates set up for the 1997 underwriting
year had corporate backing. New par-
ents included Nissan Fire & Marine
Insurance Co. Ltd., which set up the
first syndicate fully backed by
Japanese capital, and CNA Interna-
tional Reinsurance Co. Ltd.

Of the£10.3 billion ($17.64 billion)
of 1997 Lloyd's capacity, more than
£8 billion ($13.7 billion) was managed

pay about $368.5 billion over 25 years.
The deal doesn't provide absolute im-
munity, because individuals still
could file suits. Most class-action
suits, however, would be barred un-
der the agreement.

The companies would pay most of
the $368.5 billion in annual payments
to states that sued to cover the Medi-
caid costs associated with smoking.
But $50 billion of the total would be

considered punitive damages. The
states would use half of that for

health care for uninsured children.
The other $25 billion would be ear-
marked for a special trust fund for
health care. An additional fund of up
to $5 billion a year would compensate
individuals for lost wages, pain and
suffering and "future punitive dam-
ages."

The companies also would pay at-
tomeys' fees associated with negotiat-
ing the settlement, drop all pending
suits over advertising, regulation by
the federal Food and Drug Adminis-
tration or against "whistle blowers."
The companies also would accept
curbs on advertising and a ban on

RISK_MANAGEMENT
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cases, allowed certification of a class
for purposes of a global settlement of
future asbestos-mlated claims.

Under the proposal, 20 former as-
bestos manufacturers that had
formed the Asbestos Claims Facility
offered to compensate future victims
according to the diseases they mani-
fested as well as some claims not in
the categories of compensable dis-
eases. Everyone exposed to asbestos
but who had not filed a claim against
any CCR member could opt out or re-
main in the class and agree to use the
settlement to resolve any future claim.

A federal judge appmved the settle-
ment in 1994, but a panel of the 3rd
U.S. Circuit Court of Appeals over-
turned it. The appeals court held that
the $1.3 billion settlement violated

vending machine cigarette sales.

The deal, however, would require
congressional approval and the presi-
dent's signature. While attorneys gen-
eral urged swift congressional action
without greatly changing the propos-
al, the deal was assaulted by some
people as too lenient and by others as
setting a dangerous precedent.

Meanwhile, the tobacco companies
began settling with some of the states,
including Mississippi. A federal judge
dealt a blow to Louisiana's unique at-
tempt to sue tobacco industry insur-
ers by ruling that the case would re-
main in federal Court.

Bills embodying portions of the set-
tlement were introduced during the
final days of this year's congressional
session. No legislation to date totally
follows the blueprint set out in June;
most bills call for more money from
the tobacco companies in exchange
for the limited immunity from suits.

This month, one of the tobacco in-
dustry's erstwhile allies-House
Commerce Committee Chairman
Thomas Bliley, R-Va.-said he
planned to release at least some of
more than 800 internal tobacco indus-

try documents by year's end. With the

release of the documents and the

at mass tort

Rule 23 because disparity among the
claimants' illnesses was greater than
their commonality. The judges also
said classes formed for settlement
purposes had to meet the same stan-
dard as classes formed for litigation.

The CCR members appealed to the
Supreme Court, but a 6-2 majority
aFed with the appeals court.

Writing for the majority, Justice
Ruth Bader Ginsburg said the
"sprawling class" did not meet the re-
quirements of Rule 23. The named
parties in the class "with diverse med-
ical conditions sought to act on behalf
of a single giant class rather than on
behalf of discrete subclasses."

While at first some experts thought
the Amc/tem decision wouldn't ham-
per the proposed tobacco settlement,
Liggett Group Inc. became the first
mass tort defendant to feel the fallout.

Citing the Supmme Court decision,
West Virginia Chief Judge Charles H.
Haden Il vacated preliminary ap-
proval of a class-action settlement
that would have shielded Liggett
from future smokers' claims.

Shortly after the Amc/tem decision,
the high court also declined to review

end market's dark days

by 44 agencies wholly orpartly owned
by corporate investors.

Corporate investors' involvement
also grew through agency takeovers.
Among the fiEt in 1997, USF&G
Corp. acquired 80% of Ashley Palmer
Holdings Ltd. A joint venture be-
tween Aon Corp, Inc. and Union-
america Holdings Ltd., called Union-
america Insurance Co. Ltd., bought a
49% stake in JMA Holdings Ltd. MMI
Cos. Inc. acquired Unionamerica this
month. With that acquisition, R<IN[[
owns 39.2% of JMA Holdings. Com-
mercial Union PLC. became the
first--and so far only-UK compos-
ite insurer to invest in Lloyd's when it
bought 51% of Marlborough Under-
witing Agency Ltd.

Soon after, corporate spread funds,
those trusts that spread their invest-
ment over several syndicates, stepped
up their own acquisition activity.

As corporate capital grew, however,
Lloyd's said that to keep some parity
among the various categories of mem-
bers, unlimited liability names would
have to up the assets backing theirun-
derwriting and deposit a greater pro-
portion with their agents. The feeling
that Lloyd's was shifting its loyalty
from individual investors was rein-
forced when Sir David announced he

will convert his underwriting to limit-
ed liability status when he steps down
as chairman at theend of thisyear.

Lloyd's also began internal reorga-
nization. The Corporation, the service
and regulation arm of the market, or-
ganized into business units, operating
on a "userpays" principle.

A consultative document issued by
Lloyd's anticipated a government
proposal that an ecternal body even-
tually oversee Uoyd's regulation. De-
tails on interim measures are pending.

Regulators in 1997 handed out
bans, fines and reprimands to those
who failed to meet Lloyd's increasing-
ly tough regulatory standards.

In October, Standard & Poor's and
A.M. Best Co. rated l.loyd's A+ and A,
respectively, giving the market inde-
pendent verification of its secudg.

It still has some issues to settle,
however. Names' litigation in the
United States continues; certain syn-
dicates writing in 1992 and 1993 still
can't close their books; and a gwup of
U.K. members is challenging aspects
of R&R in the British courts.

On the plus side, New York regula-
toi's have halved the securitization re-
quirements for Lloyd's syndicates

writing surplus lines business in the
United States.
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promise of more legislation next year,
the smoke surrounding the proposed
settlement appears unlikely to clear
until wellinto the new year, if at all.
-By Marie A. Hofmann

settlements

a proposed mass tort settlement be-
tween Fibreboard Corp. and thou-
sands of people who could file as-
bestos-related injury claims.

Earlier this month, a Louisiana
judge decertified the class in the na-
tion's first silicone breast implant
class action to go to trial against Dow
Coming Corp. Plaintiffs now will
have to pursue suits individually.

Besides the courts, some plaintiffs
also took part in the backlash.

A group of 46 plaintiffs in a class-
action settlement with Phillips
Petroleum Co. in 1991 over a Texas
chemical plant explosion sued their
lawyers, charging theynegotiated the
settlement without their knowledge
or consent. The group sued after
learning plaintiffs repmsented by oth-
er lawyers received larger amounts.

Legal experts predict more person-
al-injury cases will jam already over-
crowded courts as a result of the
Supreme Court's Ame/tem decision,
putting extra pressure on Congress to
step in to clarify how such "future-
looking" settlements can be struc-

tured.

-By Joanne Wojcik

This month, Equitas and the De-
partment of Trade and Industry gave
Lloyd's its most wanted present by
agreeing to reinsure the liabilities of
Lioncover Insurance Co. Ltd., set up
in 1987 to run off the accounts of sev-
eral syndicates and agencies that had
traded fraudulently in the late 1970s
and early 1980s.

-Bu Sarah Goddard
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Our specialized approach to claims
management can reduce the cost
per claim to as much as 40% below
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A trained specialist can see what the less experienced
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the right decisions at the right time in critical situations.

This is why, unlike companies that use generalist
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Catastrophe bonds take risk financing by storm

United Services Automobile Assn.'s
offering of bonds linked to its expo-
sure to catastrophe losses proved a
watershed event in risk securitization

The $477 million cat bond issue that
provided USAA with a high-level
reinsurance layer for East Coast hur-
ricane risks proved so popular with
investors that the size of the issue was
increased dramatically from the $150
million bond sale the company had
planned.

Ultimately, the USAA transaction
in June also provided a model for sim-
ilar catastrophe bond deals undertak-
en by Swiss Reinsurance Co. and
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Tokio Marine & Fire Insurance Co.

Ltd. as those companies also looked to
capital markets for reinsurance ca-
pacity.

That model saw the companies cre-
ating independent special-purpose
reinsurers to be the bonds’' formalis-
suers and then used the proceeds to
provide minsurance coverage

In USAA's case, thebonds were is-
sued by Residential Reinsurance Ltd.,
a Cayman Islands company created
by USAA in 1996 as it worked with
Merrill Lynch & Co. to craft a $500
million cat bond deal that never came
to fruition.

In this year's deal, Residential Re's
charge was to manage the bond pro-
ceeds and administer a $400 million
reinsurance contract it provided
USAA. The cat bond transaction pro-
vided USAA with 80% of its $500
million reinsurance layer for losses
from a single East Coast hurricane
this year.

The reinsurance contract with Resi-
dential Re covered USAA for a loss
from a single Category 3,4 or 5 hurri-
cane resulting in insured losses be-
tween $1 billion and $1.5 billion to
USAA policyholders in an area
stretching from Texas, around the
state of Florida and north along the
Atlantic Coast to Maine.

The company never has suffered a
$1 billion loss, but at the time of the
deal Robert T. Herres, USAA's chair-
man and chief executive officer, not-
ed that "that size natural disaster is
possible with large populations resid-
ing in coastal areas and other areas
vulnerable to hurricanes.”

While USAA's planned 1996 deal
never came to market for several rea-
sons-among them unattractive pric-
ing and an inability to get the issue to
market before a series of hurricanes
made potential investors skittish-
this year's deal, co-managed by Mer-
rul Lynch and Goldman Sachs & Co.,
was structured to satisfy investons.

The $477 million privately placed
issue was split between two tranches,
one of $163.8 million in which in-
vestors faced no risk to principal, and
the other of nearly $313.2 million in
which all of the investors' principal is

at risk if there is a loss

In exchange for the greater risk, in-
vestors in the larger portion earn a
higher return-the London Interbank
Offered Rate plus 576 oasis points.

In contrast, the no-principal-risk
tranche pays LIBOR-the rate at
which prime banks operating in the
London Eurocurrency market offer
Eurodollar deposits to other prime
banks-plus 273 basis points.

The two-tranche structure let cer-
tair. investors buy bonds who would
have been preclu(led from investing in
bonds putting principal at risk

The bonds' stated maturity is one
year. If here is a covered loss before it
matures in June 199E, USAA's rein-
surance contract gives it the right to
extend the maturity for six months
while settling claims. USAA must pay
investors interest during that time,
though the principal is at risk only for

the one-year period.

Meanwhile, if there iE : LOSS, the
prinzipal-protected securities will be
extended another 10 years, with no
additional interest payments during
that period.

While the total issue p,as for $477
million, only $400 million went to
providing reinsurance. The remaining
$77 million was set asidetc purchase
zero-coupon securities that would en-
able USAA to repay the principal-
protected investors if there isa loss.

The Swiss Re deal in Ju.y and the
Tokio Marine & Fire issue in Novem-
ber also found receptive markets, each
providing variations on the theme of
the USAA deal.

Swiss Re's $137 millieen two-year
catastrcphe bond deal provided
$112.2 million in California earth-
quake coverage through SE Earth-
quake Fund Ltd., a Cayman Islands

company that issued the notes.

The Swiss Re deal is split into sev-
eral tranches exposing investors:o
various depes of principal risk. And,
unlike the USAA deal, which is based
strictly on losses to USAA's book, the
Swiss Re deal is tied to industry losses
due to a single California earthquake.

Two d the deal's three tranches had
trigger points at $18.5 billion, $21 bil-
lion and $24 billion, all considerably
beyond the $12.5 billion in industry
losses caused by California's 1994
Northridge earthquake. The third
tranche was sold without a rating and
was said to carry lower trigger points.

TokioMarine's $1)0 million deallet
the company obtain $90 million 'in
reinsurance for Tokyo-area quakes.

Th6se 10-year bonds were sold
through Cayman Islands-based spe-
cial-purpose reinsurer Parametric Re
Ltd. To meet Japanese regulations,
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Swiss Re actually provided the rein-
surance contract to Tokio Marine,
retroceding the risk to Parametric Re.

Setting the Tokio Marine deal apart
was that instead of being tied to in-
sured losses like the USAA and Swiss
Re transactions, the repayment of its
investors' principal is tied to the mag-
nitude, location and depth of earth-
quakes in the Tokyo alva.

At the time of USAA's cat bond
deal, Mr. Herres said tapping capital
markets for reinsurance "is essential
for the long-term strength of the na-
tion's property and casualty insurers."

-BY Rodd Zot/cos



By JERRY GEISEL

Consolidation and legislation gen-
erated the top employee benefit sto-
ries of 1997.

The No. 1 benefits story of 1997 is
the wave of acquisitions and mergers
that swept across the employee bene-
fits consulting industry.

The new year had just begun when
Mellon Bank Corp. announced it
would buy Buck Consultants Inc. Two
weeks later, Coopers & Lybrand
L.LP. said it would buy Kwasha Lip-
ton L.L.C.

Also in January, Aon Corp. com-
pleted its takeover of Alexander &
Alexander Services Inc., and through
that transaction integrated The
Alexander Consulting Group, A&A's
benefit consulting unit, into its own
consulting operations.

In March, Marsh & MelLennan Cos.
Inc. announced it would purchase
Johnson & Higgins. Through that
transaction, J&H's benefit consulting
division, A. Foster Higgins & Co. Inc.,
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would be folded into M&M's benefit
consulting unit, William M. Mercer
Cos. Inc.

Although all these acquisitions and
mergers were unprecedented in scope
and size, the reasons for them varied.

Buck, for example, was looking for
a strong parent to help finance an ex-
pansion of its benefits outsourcing
business, while Kwasha Lipton feared
its relative small size was hurting its
ability to compete against benefit
consultiing behemoths.

Whatever the reasons for the deals,
the new combinations presented op-
portunities and problems for benefit
managers (see story, page 25).

The No. 2 story of 1997 is the re-
markable turnaround of the Pension
Benefit Guaranty Corp., the federal
agency that guarantees basic benefits
for employees and retirees in pension
plans.

Only a few years ago, the PBGC's
financial position had so deteriorated
that some believed that only a bailout
from the U.S. Treasury would be able
to keep the PBGC afloat.
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Consolidation, legislation lead benefit news

But a combination of factors-espe-
cially the passage of legislation in
1994 ending loopholes in federal law
that had allowed employers to under-
fund their pension plans-has put the
PBGC on a sound financial footing.
Last year, the agency recorded its first
surplus in 22 years of operation.

That's good news for employers
that support the PBGC through a pre-
mium assessed on their defined bene-
fit plans. A financially secure PBGC
means stable or perhaps eventually
lower PBGC premiums (see story,
page 26).

By contrast, the No. 3 benefits story
of 1997-the introduction of the Pa-
tient Access to Responsible Care
Act-is not something employers are
cheering about

PARCA, ostensibly intended to
curb what its sponsors see as abuses

Designing a risk management pro-
gram to maintain today's critical
operations requires diligence and
expertise. Protection Mutual helps
policyholders around the world
protect valuable equipment through
state-of-the-art engineering service
provided by the Factory Mutual

System.

Whether developing a preventive
maintenance program or assisting
with equipment testing to identify
loss exposures, Factory Mutual engi-
neers draw on the resources of the
world's leading loss prevention engi-
neering organization. Production
downtime and equipment repairs
are costly situations that Protection
Mutual policyholders can avoid
with the help of Factory Mutual
boiler and machinery specialists.

Should a loss occur, Protection
Mutual policyholders are supported
by superior insurance coverage

and engineering service to restore
equipment and eliminate expensive

downtime.

It comes down to one word.

Protection.

With physical and financial
protection, we will secure the
future of your business.

Part of the Factory Mutual System

300 South Northwest Highway
Park Ridge, lllinois 60068 708.825.4474

by managed care plans, would force
virtually all health care plans to over-
haul their practices. For example,
plans would have to cover services by

sionals, even, for example, those of-
fered by massage therapists.

The price tag would be steep. Actu-
arial consulting firm Milliman &
Robertson Inc. estimate that premi-

39% if the bill passes. The fate of the
measure rests with several congres-
sional committees, which are expect-
ed to consider it next year (see story
page 27).

Ranked as the No. 4 employee ben-
efits story of 1997 is the waning sta-
bility of group health care costs.

From 1994 through 1996, group
health care costs for many employers
have been virtually flat or even de-
clining, a welcome change from the
late 1980s, when costs were rising an-
nually by double digits.

Key reasons for those years of pric€
stability were the shift of a high per-
centage of employees to lower-cost
managed care plans from expensive
traditional indemnity plans, as well as

organizations as they battled one an-
other for market share.

But now rates are climbing again,
though still at relatively modest levels

compared with the last big surge 01
cost increases in the late 19805

Reasons health care costs are in-
creasing include HMOs seeking to
bolster earnings after more than a
year of lackluster results and rising
medical costs (see story, page 28).

The No. 5 story of 1997 also has a
legislative focus: the drive to assure
greater quality of services provided to
enrollees in managed care plans.

For example, early in the year, Sen.
Edward Kennedy, D-Mass., and Rep.
John Dingell, D-Mich., introduced
legislation to give health care plan en-
rollees a "Bill of Rights."

Among other things, health care
plans generally could not deny cover-
age for emergency room treatments
but would have to give patients with
serious medical conditions direct ac-
eess to specialists.

At the same time, state legislators
got into the fray by passing a flurry of
bills, which, among other things, ban
so-called gag clauses that had pre-
vented providers from discussing all
treatment options with patients.

These efforts were a response to
what legislators saw as a public back-
lash against certain managed care
practices (see story, page 29).

The employee benefits story ranked
as the sixth most important of 1997 is

than seek massive reforms in one fell

swoop.

Nearly five years ago, President
Clinton began a crusade to overhaul
the U.S. health care system when he
named a task force to develop a plan
to achieve universal coverage.

The plan emerged in September
1993 but was dead just a few months
later as Congress rejected a package
that would have herded much of the
population into government-estab-
lished buying cooperatives.

While some congressional Demo-
crats, most notably then Senate Ma-
jority Leader George Mitchell, D-
Maine, blamed special interest lobby-
ing for the defeat of the president's
plan, Mr. Clinton accepted responsi-
bility for the debacle.

The failure to achieve health care
reform was because he tried to do too
muchatonce, hesaid. The only way to
achieve change in the health care
field, the president said, is incremen-
tally.

That is a strategy the Clinton ad-
ministration has stuck to with success.
For example, at a key juncture last
year, the administration lent its sup-
port to legislation curbing the ability
of health care plans to deny coverage

See Benefits on next page
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for pre-existing conditions.

The administration also backed two
pieces of legislation that passed last
year. One requires health care plans to
offer at least 48 hours of inpatient
care to mothers and their newborns
after a normal delivery and 93 hours
of coverage after a Caesarean section.
The other measure bans discriminato-
ry annual and lifetime dollar Emits in
group health plans for coverage of
mental disorders.

This year, President Clinton also
has pursued a modest health care
agenda. He jumped into the quality
debate by establishing a 34-member
commission to come up with quality
standards for managed cam plans.

In November, President Clin:on
embraced the commission's recom-
mendations, which include requinng
health plans to provide more ir.forma-

tion to enrollees about covered bene-

fits and the experience of professional
staff, and to establish procedures for
resolving complaints,

AnNnd President Clinton made clear
that in the year ahead he will be doing
more to try to expand coverage-
gradually. For example, the adminis-
tration is interested in getting legisla-
tion passed to ensure coverage for em-
ployees who retire befc,re 65 and are
not yet eligible for Medicare.

The president said something
should be done-possibly through
federal subsidies--so that lower-in-
come workers who lose their jobs can
afford to pay for COBRA health care
continuation premiums.

In addition, the president said he
wants legislation passed to ban so-
called drive-through mastectomies.
President Clinton described as "horri-
fying" situations in which women are
denied coverage for an overnight stay

in a hospital after a mastectomy
The seventh most imoortant bene-

fits story of 1997 involves a unani-
mous Supreme Court decision that
opens the door to lawsuits against em-
ployers by employees who charge that
their dismissal was motivated to pre-
vent them from receiving health care
and other employee benefits.

The justices ruled that a section in
the Employee Retirement Income Se-
curity Act that bars employers from
discharging or discriminasing against
employees to prevent them from re-
ceiving benefits applies to all types of
employee benefit plans.

That decision in May overturned a
9th U.S. Circuit Court of Appeals rul-
ing that held the intent of Section 510
of ERISA was limited to pension
plans in which participants' benefits
vest after a certain period of service.

The impact of the decision is that
employees' suits charging dismissal or
discrimination to prevent them from
obtaining benefits can't be "knocked
out of the box" just because the ac-
tions involve benefits, such as health

care, that do not vest.

Some experts feared the decision
could lead to an outbreak of suits
against employers who have aggres-
sively outsourced traditional func-
tions to cut benefit and other costs.

But other experts cautioned against
such an interpretation. They said that
Section 510 would not apply if there
were "fundamental business deci-
sions" for corporate actions-such as
companies deciding to concentrate on
core businesses-that resulted in em-
ployees losing their jobs and their
rights to benefits.

The No. 8 benefits story of 1997 is
the enactment of legislation opening
the traditional Medicare program to
more competition, a development em-
ployers and retirees alike welcomed.

Under the new law, retirees will be
able to choose coverage from pre-
ferred provider organizations, indem-
nity plans offered by commercial in-
surance companies, or provider-spon-
sored organizations-+IMO-like plans
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established by providers-and Medi-
care itself.

Retirees also will be able, as they
are now, to receive coverage from
Medicare HMOs as well as from the
traditional Medicare program.

Each type of plan will receive the
identical capitated payment rate from
the Health Care Financing Adminis-
tration, the federal agency that ad-
ministers Medicare. If they are run
well, many of these plans will be able
to offer far more generous benefits
than the traditional Medicare pro-
gram and at a very low cost.

With so many choices of health care
plans available to retirees, employers
may be able to save a considerable
amount of money by cutting back or
even eliminating plans they sponsor
that now supplement Medicare. And
retirees may end up getting more gen-
erous benefits than they do now.

In fact, the benefits story ranked as
ninth most important of 1997 is the
decision of Sears, Roebuck & Co., to
cut back on its retiree benefit plans.

Employees who retire after 1999 no
longer will be eligible for the compa-
ny's premium contributions for a sup-
plemental health benefits plan when
they become eligible for Medicare at
65, while life insurance for many cur-
rent retirees is being sharply reduced
and is being eliminated for those retir-
ing after the turn of the centuly.

Sears portrayed the move as a way
of keeping the costs of its benefit
plans in line. Even with the cutbacks,
its benefit plans are much more gen-
erous than those of other retailers.

While Sears is not the first compa-
ny to slash retirees’ benefits, it was a
jarring development from a company
famed for the generosity of its bene-
fits' programs. The retailer is facing
litigation from retirees challenging
the legality of the retailer's actions.

Rounding out the Top 10 benefit
stories of 1997 was the multiemployer
pension plan implications of the Inter-
national Brotherhood of Teamsters
strike this summer against package
delivery company United Parcel Ser-
vice of America Inc.

UPS proposed to leave multiem-
ployer plans-many of which are un-
derfunded-covering its 185,000
Teamster-represented employees.
UPS said it wanted to leave the plans
at a price of $700 million in with-
drawal liability payments and set up
its own plan because it was tired of
paying benefits for employees and re-
tirees who never worked for UPS.
That referred to situations in which
companies in multiemployer plans
have gone broke, leaving the remain-
ing employers, like UPS, picking up
the benefit obligations for retirees and
employees of bankrupt companies.

But UPS's multiemployer demand
led to a Teamsters strike. Union nego-
tiators called the UPS demand a deal-
breaker, and in the end, UPS caved
and dropped that demand.

That decision, while perhaps costly
in the long run to UPS, is a victoly for
multiemployer plans and the employ-
ers that contribute to them.

Had UPS succeeded in leaving the
plans, that would have delivered a
devastating blow to sorne of the
Teamster plans to which UPS con-
tributes. In all, UPS contributes more
than $1 billion a year to the plans, and
those funds represent roughly 15% to
18% of all contributions to the plans.

If UPS had been able to pull out
trustees of some of the multiemployer
plans would have had no choice but to
raise contributions for the remaining
employers in the plans.

That could have caused more em-
ployers to withdraw, leading to a pos-
sible death spiral for some plans in

which the withdrawal of one or more

employers triggers the withdrawal of
more until there remains an insuffi-
cient number to support the plan.

The fear of such a scenario develop-

ing explains why the Teamsters la-
beled the UPS demand to leave the

plans as a deal-breaker. m
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individual's rehabilitation success. The Will-to-Work
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Benefit consultants jump on consolidation bandwagon

The urge to merge and acquire, plan concept-and ItS SUccess in The combination has worked for access to a depth and breadth of Group the 10th largest-to create
which has swept across industry af- winning the benefit consulting both firms Over the past eight services that Foster Higgins could the sixth-largest firm
ter industry, hit the employee ben- busmess of Fortune 500 companies months, "business has grown by not match Foster Higgins, for ex- Still, from the client perspective,

efit consulting business in 1997 Yet, when Kwasha Lipton execu- leaps and bounds," said Robert ample, lacked a compensation con- these mergers and acquisitions can
During the first three months of tives looKed at what the future sulting practice and was only a have some drawbacks
the year, six of the 10 largest bene- might hola for the company, they 9®m U small player internationally Mer- Inevitably, when benefit consult-
fit consulting firms initiated or were cor cerned While the consul- ’ cer, by contrast, generates more ing firms merge, some consultants
. . L EMPLOYEEBENEFITS . . . L
completed major mergers or acqul- tant was not losing existing bum- than 40% of its revenues interna- find they don't fit in well at the
sitions ness, potenlial clients were passing tionally and is one of the largest merged firms and leaw That can
Those transactions mcluded up Kwasha Lipton because they benefit consultants in the United disrupt longstanding re:atior.ships
= Buck Consultants Inc 's pur- questioned the firm's staying pow- Kingdom, Australia and New employers have with their ccnsul-
chase by Mellon Ban< Corp, one of er Wish just $79 million in 1996 Zealand tants
the nation's top 25 banks revenues, Kwasha Lipton was Still, while only a fraction of Yet, employers say they aren't
* Coopers & Lybrand LLP's ac- dwarfed by the larges: consultants, Mercer's size, Foster Higgins had worried that the wave if mergers
quisition of Kwasha Lipton LLC whose revenies were anywhere some of the top consultants in the and acquisitions will reduce com-
« Aon Consulting's absorption of from seven to 10 times larger Byrne Jr, managing principal of country and its annual survey of petition and ultimately increase
The Alexander Const.lting Group By linking up with Coopers & the Coopers & Lybrand umt known health care costs has no equal at costs
* William M Mercer Cos Inc ab- Lybrand, which at the time of the as The Kwasha Lipton Group any firm Right now, benefit managers say
sorption of A Foster Higgins & Co purchase w:s the sixth-largest ben- Mergers and acquisitions also The Aon and Alexander consult- there are enough consultants to
Inc efit consultant and now is the fifth, were a boon to clients, consulting ing combination brought together choose from so that competition for
To be sure, the Aon-Alexander Kwasha Lipton joined a firm with firm executives and others say two smaller firms-Aon Consulting employer contracts continues to be
and Mercer-Foster Higgins' 1mkups many practices and offices world- Mercer's acquisition of Foster was the ninth-largest consultant in intense
were driven by the consultants' wide Higgins gave Foster Higgins clients 1996 and Alexander Consulting -By Jerry Getsel
parents-Aon Corp and Marsh &
McLennan Cos Inc , respectively-
to cut brokerage costs and expand . e
But trends sweeping the employ-
ee benefits consultmgbusiness very
much drove the purchases of Buck
Consultants and Kwasha Lipton
In the case of Buck, an 80-year-
old New York based-firm that had o
been owned by employees, client
demands for outsourcing services - -
were a key factor behind selling to
Mellon
Mellon is a huge financial ser- - -
vices company Buck executives L te

reasoned that with Mellon as its -

parent, Buck would be able to draw ..
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upon far more resources to make
the massive technological invest-
ments necessary to become an out-
sourclng powerhouse 7 4 =
Indeed, at the time of the pur- - —F=t1 e
chase, Buck President and CEO
Joseph LoCicero said Buck might
not be able to succeed in the out-
sourcing field without Mellon's as-
sistance 43
Now, nearly a year after the pur-
chase was announced, Mr LoCi-

Lo oa

cero says growth in outsourcing has If .
been substantial In all, Buck, the

world's eighth-largest benefit con-

sulting firm, estimates benefit con-

sulting revenues climbed 264%

from 1996 revenues to $302 million 1..id

in 1997 A good chunk of that -
growth, though, came from Buck's

purchase in late 1996 of WF Cor-

roon, the benefit consulting unit of

Willis Corroon Group PLC, the -FC .St'%.

U K -based insurance broker WF

e

Corroon had 1995 revenues of
about $50 milhon
The situation was somewhat dif-
ferent for Fort Lee, N J -based
Kwasha Lipton Kwasha Lipton *5 :i - -
has been known for its creativity- .
it came up with, for example, the
innovative cash balance pension



PBGC's finances, reforms cheer employers

When it comes to the financial con-
dition of the Pension Benefit Guaran-
ty Corp., what a difference a few years
can make.

Since the late 19805, the PBGC's fi-
nancial position was deteriorating
each year until it hit rock bottom in
1993 with a deficit of $2.9 billion in its
main insurance program used b
guarantee benefits to participants of
failed pension plans the agency has
taken over.

Federal legislators, among ofhers,
feared it was only a matter of time be-
fore the PBGC would need a U.S.
Treasury bailout to avert a collapse
and continue to be able to honor i:s
obligations to participants in pension
plans it had taken over.

Today, with an $869 million sur-
plus, the agency's financial conditicn
has so dramatically improved that
benefits lobbying groups say it may be

time for the agency to ask Congress to
lower the insurance premiums that

11>**7
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emp.oyers with defined tenefit plans
pay *e PBGC

Of several reasons f ir the PBGC's
dramatic tz.rnamund, the most signif-
ican: has been the enactment of legis-
lation in 1994 that gradually has end-
ed loopholes in federal law that had
allowed employers to underfund their
plans and expose the PBGC to big
losses when those plans were termi-

nated

Th€ most significant change in the
1994 law requires employers with un-
derfunded plans to speed up contribu-
tions. For example, a special rapid-
funding rule that had required em-
ployers whose pension plans that
were less than 35% funded to amor-
tize new liabilties over roughly five
years was extended to plans that were
less than 60% funded.

Another change mandated the use
of a cansergative mortality table to
end such abuses in which employers
grosslyunderestimated their employ-
ees' life expeciancies, which mini-
mized plan liabilities and reduced
their required contributions to the
plans.

At the same time, the 1994 law
boosted th€ PEGC's revenues by re-
quiring employers with underfun(led
plans to pay higher premiums to the

O Who helps
global corporations

Create

agency.

These changes have had the desired
effect. Today, pension plan funding
has never been better, while PBGC
losses from plan terminations have
sharply declined. Assets in its insur-
ance programs exceed liabilities.

Other factors have played roles in
the PBGC's recovery. The bull stock
market of the past few years has pro-
vided the agency high rebrns on its
equity investments, contributing to its
improved financial condition.

The PBGC's improved financial
condition is not just a triumph for the
agency. It also is good news for em-
ployers. A sound financial base and a
significantly reduced exposure to
losses translates to stable--and per-
haps eventually lower-PBGC insur-
ance premiums for employers with
defined benefit plans.

The agency's newfound financial
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strength also gave it the confidence to
implement other changes.

In 1990, the PBGC began annual
publication of its so-called Top 50 list,
a compilation of the 50 worst-funded
corporate pension plans. Agency offi-
cials thought corponate fear of the bad
public relations generated by landing
on the list would prod companies to
boost plan funding. Publicity was one
of few weapons the PBGC had-at a
time of weak funding rules-to pres-
sure employers to put more money
into their underfunded plans.

But this year, PBGC Executive Di-
rector David Strauss, who assumed
the top agency position after the sud-
den death of predecessor Martin
Slate, axed the Top 50 list. With
tougher funding rules and new re-
quirements mandating employers to
better communicate pension plan un-
derfunding to employees, the Top 50
list had become obsolete, Mr. Strauss
said. That move was welcomed by
business groups who for years criti-
cized the list because, they charged,
the list inflated plan liabilities-and
unnecessarily scared participants
about the security of their benefits-
by using interest rate assumptions
that were too low.

The PBGC also scored points with
employers for three other actions it
took this year. One action involved the
PBGC's audit program, used to deter-
mine if targeted employers have paid
the correct termination insurance pre-
miums to the agency.

Effective since October, the PBGC
said employers selected for audits
generally only would have to supply
three years of premium-related infor-
mation. The agency had been requir-
ing six years of information.

That move was cheered by employ-
ers who said it was difficult and ex-
pensive to come up with old records.
Under the change in policy, six years
of information only will be sought if
the PBGC discovers problems in its
audits of an employer's first three
years of premium-related informa-
tion.

The two other actions involved giv-
ing employers terminating fully fund-
ed pension plans more time to meet
various deadlines associated with the
termination process and waiving for
small employers a reporting rule for
companies that fail to make required
quarterly contributions.

While 1997 was a year of triumph
for the PBGC after years of unrelent-
ing bad news, all stillis not bright and
rosy for the agency. It still must deal
with a steadily shrinking base of pen-
sion plans-roughly 3,000 to 6,000
pension plans terminate each year-
as more employers shift to defined
contribution plans.

But the PBGC's Mr. Strauss said he
will use his position as executive di-
rector to rally support for defined
benefit plans, which he said are a su-
perb retirement income vehicle.

-By Jerry Gesel



Employers scramble to turn Congress against PARCA

One of the top news stories of 1997,
the introduction of and reaction to
the Patient Access to Responsible
Care Act. surely will play out next
year.

Benefit lobbyists expect the chief
sponsor of the PARCA legislation,
Rep. Charlie Norwood, R-Ga., to
push for a committee vote on the
measure within a month or two of
Congress returning to Washington in
January after a nearly three-month

The measure, H.R. 1415, which
garnered support from nearly half of
the House of Representatives, caught
employer groups by surprise and they
have since been scrambling to lobby
Congress to oppose the bill.

The PARCA legislation was pre-
sented to lawmakers as an effort to
curb managed care plan abuses. Em-
ployers, though, contend it would
wreak damage on all types of plans.

Already, employer lobbying and
protest is having an effect, albeit a
limited one, on the legislation.

Rep. Norwood has modified a key
provision in the original bill that
would have allowed employees to sue
their employers in state court and re-
cover applicable damages under state
law-including punitive damages-
for personal injuries incurred in con-
nection to services they received
through their health plans.

Those liability provisions in the
legislation would have specifically
amended the Employee Retirement
Income Security Act, which pre-
empts state rules and laws that relate
to employee benefit plans. Under the
federal ERISA statute, employees can
only sue for actual damages and, in
some cases, legal expenses.

As originally introduced, the legis-
lation, PARCA critics say, would
have exposed employers to potential-
ly huge damage awards in state
courts for actions over which they
had little or no control. For example,
an employer that contracted with
physicians to set up a health care net-
work could face liability if a physi-
cian made a mistake and harmed an
ernployee.

Responding to employer com-
plaints, a bill introduced last month
by Rep. Norwood to modify PARCA
would preserve the ERISA shield
against damages awarded under
state law if an employer exercised
"discretionary authority to review
and make decisions”™ on claims for
plan benefits.

That's an improvement over the
original bill, but not by much, benefit
experts say- They note the new bill
offers only limited liability protection
because many employers, in fact, only
review decisions made by plan ad-
ministrators involving large claims.

Even with that change, employers

point out that the heart of the PAR-
CA proposal-an attack on basic
health care plan practices-would re-
main intact.

For example, while employers now
can decide which type of health care-
related services they want to cover,
tne -egislation would bar employers
and other payens from discriminating
n the 'participation, reimbursement
or indemnification"” of health care
professionals certified under state
law.

In effect, that requirement could
force employers to provide coverage

for services delivered by naturopaths,
homeopaths and even massage thera-
pists-as long as they are certified by
the state-which are alternative ser-
vices that many companies never in-
tended to cover under group medical
plans.

In addition, the measure would
erode employers' ability to establish
preferred provider networks. Under
the bill, an employer that selects a
hospital and its accredited physicians
to be in its network could not bar oth-
er physicians from being in its net-
work because they were not affiliat-

ed with or did not have admitting
privileges to the hospital wish which
it contracted.

That provision, critics say, would
cripple employers' ability :o selec-
lively contract with physicians on the
basis of quality, cost and service.

Indeed, critics say PARCA has far
more to do with protecting the in-
comes of health care professionals
than curbing managed care abuses.

While that point will be debated by
congressional legislators in the
months ahead, health care analysts
already are putting a price tag on the

ug, 199
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legislation.

liman & Robertson, an actuarial con-

7% and 39% if PARCA is enacted.
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Flat health care rates soon to be a thing of the past

The three-year hiatus from rising
health care costs and premiums is
definitely over.

Next year, observers say, employ-
ers can expect group health care
ra:es, which already have started an
upward trend, to continue to rise in
response to higher health care costs,
af.er a period of flat or decreasing

The first signs appeared as far
back as January that after three
years of small increases in health
care costs, the run of health care
cost stability was coming to an end.

In 1996, group health care costs
for active and retired employees had
risen just 2.5%, according to benefit
ccnsultant A. Foster Higgins & Co.
Inc. of New York, which conducted
a survey of 3,290 employers.

But, in the wake of deteriorating
financial results, many health main-

tenance organizations that had
frozen or lowered rates over the pre-
vious three years were boosting
rates 2% to 6% in 1997.

One reason was that managed
care may have been nearing its sat-
uration point. "The best way to
achieve savings is to get employees
to move from traditional indemnity
plans to managed care plans. That
shift has happened," said John Erb,
a principal in William M. Mercer
Inc.'s Miami office.

Towers Perrin also concluded
from a new survey that group health
care costs for active ernployees
would rise an average of 3% in 1997.

Mark Jamilkowski, an HMO ana-
lyst with Conning & Co. in Hartford,
Conn., said larger, more well-estab-
lished HMOs had an improved out-
look for 1997 "as their pricing is
ahead of anticipated medical trends

and they seem to have a firmer grasp
or- the cost drivers both from the
medical and administrative sides."

First-quarter HMO earnings con-
tinued to suggest that HMOs were
beginning to emerge from the
trough of the competitive pricing
cycle as rate hikes took hold.

"Generally, the first quarter was
better than it has been, bl«t the out-
look for the second half is a lot bet-
ter" particularly when compared
with 1996, Mary O'Connell, an HMO
analyst with Louis Nicaud & Asso-
ciates in San Francisco, said earlier.

Then the signs at midyear renew-
al season confirmed what had been
anticipated: Health care coverage
costs were increasing, and the mid-
single-digit increases many saw for
this year could possibly lead to pre-
mium increases approaching double
digits in 1998.

DID YOU HEAR ABOUT THE

"l expect many HMOs as well as
insurers willt start reporting that the
heat is on," said Joseph T. Lynaugh.
president and chief executive officer
of NYLCare Health Plans Inc. in

New York. "l think health care cost
inflation is definitely coming back."

In addition to inflation, ano:her
potential cost factor that emerged
was legislative mandates, such as
laws outlawing "drive-through"
mastectomies; perceived public ire
over managed care practices
spurred such bills.

Some experts think mandates will
mean higher premiums. "If you leg-
islate certain procedures, it will in-
crease costs," said Lee Exton, a eon-
sultant with Watson Wyatt World-
wide in Los Angeles.

However, at least for now, the im-
pact of these legislative mandates
should be minimal. "l have never
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seen any HMOs say they are going to

increase rates" because of a mental j

health care benefit mandate, said
Mary Case, a principal at The
Kwasha Lipton Group in Fort Lee,
N.J.

Meanwhile, by their first-half
earnings reports, HMOs' rate hikes
were beginning to work their way to
the bottom line, said observers.

Arun N. Kumar, director at New
York-based rating agency Standard
& Poor's Corp., said the HMO indus-
try could "expect margins to im-
prove modestly through the second

HEAUH
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half and'98 to be a much better year
than '97."

By earlier this month, HMO exec-
utives and others said they were ex-
pecting another 2% to 6% in rate in-

creases in 1998.

However these observers said em-
ployers can expect rates for tradi-
tional indemnity plans to increase
8% to 15%, roughly in line with this
year's rate increases, with preferred
provider organization rates expect-
ed to rise 8% to 12% next year.

Rates for point-of-service plans
generally will continue to be one to
two percentage points more than
rate hikes for traditional HMOs.

Managed care executives said

years of flat or falling rates as HMOs
battled one another for market

share took their toll, and the rate
hikes are needed to improve mar-
gins and restore battered bottom
lines.

"We think there's a general recog-
nition in the marketplace that rates
had probably gone too far," said
David Olson, vp-investor relations
for Foundation Health Systems Inc.
in Woodland Hills, Calif.

A spokeswoman for Oakland,
Calif.-based Kaiser Permanente, the
nation's largest non-profit HMO,
with about 8.8 million enrollees, of-
fered a similar viewpoint. "Our rates
have been, frankly, too low over the
last several years, and that actually
is contributing to what in '97 is our
first projected loss for the program
as a whole, so clearly we have to
look at not only controlling costs but
also at rate increases," she said.

But employers may still find they
have at least some leverage in nego-
tiating their health care premiums.
Helen Darling, manager of interna-
tional compensation and benefits at
Xerox Corp. in Stamford, Conn.,
said, "There is a lot more wiggle
room than anyone ever talks about."

-By Judy Greenwald



Health care pressure point shifts to quality = fEtQEZEF,TS

The quest for quahty became the groups called for legally enforceable The quallty of managed care organi- bonnalres returned by patients
mantra of health care buyers, legisla- national standards for managed care zations vanes across the country and The information, available via the
tom and even some providers durmg plans even withm regions, the NCQA found Internet and a toll-free telephone
1ee7 The Amencan Assn of Retired Per- last fall In its first annual "State of number, is unique because it focuses
The year began with one employer sons, Famihes USA, Group Health Managed Care Quality" report re- on mdividual doctors' groups, not the
overhauling its group health plan Plan Cooperative of Puget Sound, leased m September, the NCQA said HMO or other managed cam network
with the goal of encouraging a higher HIP Health Plan of New York and managed care quality varies consider- to which they belong The scores cov-
level of competition and quality Kaiser Permanente iomed forces m is- ably m terms of prevennve care, treat- er areas mcludmg overall satisfaction, about covered benefits, expenence of

among its managed care plans suing 18 health care consumer protec- ment of acutely and chronically 111 pa- quahty of care, ease of gettmg care professional staff and procedures for
On New Year's Day, Rancho Cor- lion prmciples tients, and member sallsfaction and referrals, doctors' communication msolving complamts
dova, Cabf -based Vision Service Plan Among other thmgs, the pnnciples However, m many cases, managed slolls, percent reporting blood pres- Other recommendabons of the pan-

instituted a program allowing its state that health care services should care plans provide better care than sure and cholesterol under control, el Include giving enrollees access to
1,200 employees in its home office to be available 24 hours a day, seven traditional fee-for-service medicine, andtheavallabillty of preventive care emergency services 24 hours a day,
change health plans as frequently as days a week, individuals should have according to the NCQA report The counselmg on such topics as smolang, providing direct access to specialists
every month a choice of health plans, health plans report also noted there is httle corre- motor vehicle safety and sexually for patients with complex or serious
Democratic congressional leaders should cover emergency care, loss ra- lation between premiums paid for transmitted diseases conditions and allowmg physicians to
entered the fray in March when they bos should be disclosed, and health coverage from HMOs and enrollee By year-end, even the lughest level provide information on all treatment
introduced a so-called "Health Insur- plans and provider groups should de- satisfaction of government was involved in the options to patients
ance Bill of Rights" that would regu- velop wntten standards similar to Also m September, the Paefic Bum- quality debate President Clinton said he would di-
late how health maintenance organi- those used by the Nattonal Committee ness Group on Health pubhshed data In November, a 34-member panel rect every federal agency that admin-
zations and other managed care plans for Quality Assurance for hinng and about 49 Callfornia physician groups appointed by President Clinton rec- isters or manages health plans to
treat patients The measure, S 353 in contracting with physicians, other and nine others in the northwest ommended requiring health plans to adopt the panel's recommendations

the Senate and H R 820 in the House, providers and health care facilities United States based on wntten ques- provide more mformatlon to enrollees -By Deborah Shalowztz Cowans
was introduced by Sen Edward M

Kennedy, D-Mass, and Rep John D
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Dingell, D-Mich
The bill specifies in some detail
what rights patients would have m E
obtalning emergency and speciallst -ME -* |
care through their managed care -
plans The proposal also mandates a .
host of quallty assurance programs, f ] H#IH#S M«

including collection of basic perfor-
rnance and outcome data Both hous-

es of Congress held committee hear- ’ 4 4,#At,4i’d!4het ! ,

ings on the bill in October, but no fur-

ther action has been taken An#h LIWdhh
That same month, a survey by Wat- '
son Wyatt Worldwide and the Wash- d4/HU.412

Ington Business Group on Health
showed that large employers mereas-
ingly are buying health care based on .
quality concerns and less on cost con- , € - *4SEU,Wh/Im &1 a
siderations

In March, the Midwest Business
Group on Health called for perfor- . =s
mance measurements of individual

f, 2 tLHEEL-
health practdioners These measures
°yn
would melude rating of practitioners’ f'lre
“caring attitude and communications = P 41& .

slalls"; morbidity and mortality rates,
length of time patients take to return « 2 _'r7Z,wr, 4,"
to work after treatment, Caesarean
section rates, and past records of mal- -  Ta
practice htlgation
In May, providers proffered their <.

own proposition The Washington-
based Amencan Assn of Health Plans

issued new guidelines that called for Our business is helping Furs.

more physician mvolvement m health
olan decisions The group, which rep- 5#.EMPLOYERS REINSURANCE CORPORATION
resents more than 1,000 HMOs and A GE Capital Services Company
other managed care companies, said
managed care plans should allow
physicians to direct quality assess-
ment and improvement programs and
to be involved in their design and im-
plementatton The guidelines also said
patients should have access to appeals
mechanisms at various stages m the
health care delivery process

In September, a coahtion of three
HMOs and two patient advocacy
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A look at the year in risk management news

JANUARY

* Superfund reform legislation is
introduced in the Senate that would
provide some liability relief for
small businesses, municipalities
and transporters of waste, though
the proposal would not repeal
retroactive liability. The measure,
S. 8, also would create a new system
for allocating liability for multipar-
ty waste sites. It is still pending.

* The Occupational Safety and
Health Administration and the Na-
tional Institute for Occupational
Safety and Health sponsor a forum
for businesses, labor unions, re-
searchers and others to share infor-
mation about ergonomics programs
and practices.

FEBRUARY

« California insurance regulators
seize control of Golden Eagle Insur-
ance Co., citing inadequate reserves
and unsecured loans made to its
chairman, John Mabee. The depart-
ment subsequently accepted a bid

from American International
Group Inc. to take over Golden Ea-
gle. That decision later was over-
turned by a state court judge, who,
after an acrimonious battle for con-
trol of the company, instead award-

ed it to Liberty Mutual Insurance
CO.

MARCH

* Chubb Corp. sells its life insur-
ance operations for $875 million to fo-
cus on property/casualty operations.

| CIGNA Corp. vows to appeal a
Pennsylvania appellate court ruling
that vacates the state insurance com-
missioner's approval of its controver-
sial reorganization. The ruling also or-
dered new, trial-like hearings to be

held in the case.

« New Hampshire regulators place
The Home Insurance Co. under for-
mal state supervision after the insurer
fell nearly $552 million short of its
risk-based capital requirements.

« France adopts a $3.46 billion res-
cue package for insurer Groupe des
Assurances Nationales, recapitalizing
the company after writing off real es-
tate losses and poor underwriting re-
sults. The package is expected to pave

the way for the government to priva-
tize GAN.

- Broker Marsh & McLennan Cos.
Inc. acquires Johnson & Higgins for
$1.8 billion. The deal assures M&M's
lead over competitor Aon Group Inc.

and is a windfall for the directors of

J&H, many of whom will be made
multimillionaires.

| Lloyd's of London will appeal a
9th US. Circuit Court of Appeals rul-
ing that overturned a lower court de-

cision and allows US. members to sue

Lloyd's in U.S. courts. The court,

VWinterthur

Swiss Insurance

ANnNnounces

which hears the appeal en banc in Oc-
tober, has yet to rule. In June, the US.
Supreme Court declined to hear a
conflicting 4th Circuit case that held
U.S. members must bring suit in the
United Kingdom.

» Liggett Group Inc. breaks ranks
with the other tobacco companies
and reaches a proposed settlement
with 22 state attorneys general. In
the settlement, Liggett admitted that
cigarettes are harmful and addictive
and that it has marketed to
teenagers. Those admissions are ex-

pected to harm other tobacco compa-
nies' efforts to defend themselves

from lawsuits.

= Property/casualty insurers re-
ported 1996 profits wen $24.1 billion,
up 17% over 1995 earnings. Under-
writing losses were 5.4% smaller,
while consolidated surplus gained
11.5% to $256.5 billion.

APRIL

« Bermuda catastrophe reinsurer
Partner Re Ltd. makes a $930 million
acquisition of French reinsurer SAFR.
The deal, centered around the minoii-
ty shanes Swiss Reinsurance Co. holds
in both companies, will diversify Part-
ner Re and greatly expand its geo-
graphic reach.

= The soft market has forced a risk
mtention group, American Justice In-
surance Reciprocal, to shut its doors
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and shift its book of business to CNA
Insurance Cos. Later in the month,
members of a Tennessee RRG, Clinic
Mutual Insurance Co., opted to place
the facility in runoff and join a newly
formed risk purchasing group. Clinic
Mutual's decision was prompted by
changes in statutory liability for its
members, as well as the soft market.

» Merger mania among the world's
largest brokers heats up, with Aon
Group Inc.'s announcement that it
will buy Minet Group. The surprise
deal takes away a target of broker
Marsh & MelLerman, which had been
in talks to acquire Minet since Jan-
ualy.

« Representatives of the major to-
bacco companies begin talks with
state attorneys general on a proposed
global settlement of tobacco litigation.
The tobacco industry in June agrees to
a $368.5 billion settlement with the
states that would protect the compa-
nies from future class-action litiga-
tion. The settlement ultimately must
be approved by Congress.

MAY

| Workers compensation insurers
and some employer groups are chal-
lenging a California regulator's move
to alter permanent disability ratings,
contending the official lacked the au-
thority and oversight to make such
changes. Workers comp payers con-
tend the changes will raise their costs.

i Bermuda's excess liability msur-
ers continue to diversify with X.L. In-
surance Co. Ltd.'s $637 million acqui-
sition of the holding company of
property catastrophe reinsurer Glob-
al Capital Reinsurance Ltd. The move
follows competitor ACE Ltd's 1996
purchase of cat reinsurer Tempest Re.

« The 5th U.S. Circuit Court of Ap-
peals strikes down a Louisiana law
that set numerous standards for risk
retention groups. The ruling affirms a
lower court ruling that held the feder-
al Risk Retention Act pre-empted the

Imisiana state law.

RISK,MANAGEMENT
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« A panel of the National Assn. of
Insurance Commissioners is consider-
ing broad deregulation of rates, forms
and market access for"industrialin-
sureds," or large commercial policy-
holders. The NAIC group throughout
the year continues to draft its position
on deregulation and unveils it for
public comment in December.

JUNE

» Lloyd's of London announces
Rcord profits for the 1994 underwrit-
ing year, driven significantly by the
absence of huge additions to reserves,
which characterized the market for
several years prior to the creation of
the market's runoff reinsurer, Equitas
Ltd.

* Two proposed catastrophe prod-
uct liability facilities for pharmaceu-
tical companies are shuttered, failing
to attract interest in a soft market
flush with capacity. A third such fa-
cility collapses later in the year.

« California ergonomics standards
win final approval from regulators,
setting the stage for July 1 implemen-
tation of the nation's first mandated
ergonomics standards. California em-
ployers, however, am largely sanguine
about the new rules, noting many al-
ready anein compliance via voluntar-
ily work site improvements.

| SAFECO Corp. bids $2.8 billion
to acquire American States Financial
Corp. from Lincoln National Corp.

= Colorado State University hurri-
cane forecasters predict 11 named
storms in 1997, including three major
hurricanes, which would continue
several years of hefty windstorm loss-
es. However, underwriters and U.S.

Continued on nart page
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risk managers ultimately escape
1997's hurricane season relatively un-
scathed, thanks to El Nino's hurri-

cane-dampening effects in the At-
lantic.

« The United Services Automobile
Assn. creates a special purpose rein-
surer to issue $477 million in East
Coast hurricane catastrophe bonds,
which will provide USAA $400 mil-
lion in excess coverage in the event of
a cat loss. Subsequently, Swiss Re and
Tokio Fire & Marine issue cat bonds
for quake risks.

/Ina gharp blow to a key litigation
strategy for businesses, the U.S.
Supreme Court rejects a $1.3 billion
class-action settlement of asbestos
claims. The 6-2 majority in Amchem
Products Inc. vs. Windsor et at. held
that the members formed for the class
were too diverse and that many po-
tential class members would not even
be aware of their eligibility though
they would be barred by the pact from
suing. Citing the decision, a federal
judge in August rejects a proposed

class action settlement of tobacco lili-

gallon against Liggett Group Inc.

JuLy

| A report listing insurance compa-
nies that provided coverage of Nazi
death camps during the Holocaust has
prompted at least one company to
cancel coverage placed with Allianz
Insurance Co. Holocaust survivors
also are suing Allianz and other insur-
ers in U.S. and European courts over
their alleged failure to honor life in-
surance policies of Jews and other vic-
tims of Nazi persecution.

| U.S. District Judge Sam C. Point-
er Jr. convenes a panel of four physi-
cians to hear and assess scientific evi-
dence on whether silicone gel breast
implants cause illness or disease.
Judge Pointer has been named to hear
all federal breast implant product lia-
bility cases against Dow Coming and

Dow Chemical.
AUGUST

| Ina major combination of insur-
ance and financial services, Win-
terthur Insurance Co. and Credit Su-
isse Group agree to a merger designed
to provide each other's clients with
one-stop shopping.

* Central Sprinkler Corp. comes
under scrutiny after media reports
that the company's Omega fire sprin-
klers failed to operate dilring tests and
actual fires. Omega responds that it
has improved the Omega model by no
longer using rubber O-lings. In
November, however, the company an-
nounces it inadvertently made 20,000
more sprinklers with the potentially
flawed design.

= Hudson Foods Co. is uninsured
for the costs of a product recall of
more than 1 million pounds of ground
beef after some patties in Colorado
were found to be tainted with E. coli
bacteria. The government later ex-
pands the recall to 25 million pounds.

SEFrEMBER

| Dow Coming Corp. issues a new
settlement offer to silicone breast im-
plant claimants that would pay them
$2.4 billion, or $400 million more than
its offer before entering bankruptcy
protection. The company's offer also
would require a single causation trial
m attempt to put to rest claims that
silicone implants cause injury.

I Ohio labor unions and trial attor-
neys obtain 400,000 signatures to put
a measlue on the ballot that would re-
peal workers comp reforms enacted
early in the year. In the Nov. 4 general
elections, the ballot measure is defeat-

ed, erasing the pro-employer reforms.

OCroBER

| Lloyd's of London wins its first
marketwide ratings from Standard &

Poor's Corp. and AM. Best Co.
Lloyd's sought the ratings to provide
a clearer basis of comparison with
other global insurers.

« A bipartisan congressional group
unveils a new Occupational Safeg
and Health Administration reform
bill. A cornerstone of the proposed
measure would allow employers to
obtain OSHA compliance evaluations
from independent third- party safety
auditors. Labor Secretary Alexis Her-
man later vows to push for a veto of

the measum.

I A J&H Marsh & MelLennan
memo outlining a new strategy to
place certain insurance business
through six regional offices rather
than local offices nationwide is spark-
ing concern among risk managers
who see the move as evidence of the
world's largest broker throwing its
clout around at their expense.

* A discussion draft of proposed
product liability reforms wins the
backing of the Clinton administra-

tion, which was a key obstacle to re-
form in the previous Congress. The
measure, however, is considerably
watered down from otherreform bills.

| The Year 2000 computer problem
becomes more urgent for risk man-
agers and insurers as time is running
out for companies to begin conversion
projects. Several insurers have un-
veiled products aimed at covering
losses from the exposure of companies
or their suppliers, though the industry
also drafts policy exclusions.

i Zurich Insurance Co. proposes a
merger with the financial services unit
of B.A.T Industries PLC., which
would create one of the world's
largest insurance and asset manage-
ment companies. The deal is not ex-
pected to be completed before late
1998, however, because of the regula-
tory approvals required.

« The collapse of financial markets
in Southeast Asia creates potential
losses for investors as well as export
credit risks for companies doing busi-
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ness in the region. Political risk insur-
ers expect growing démand for cover-
age to protect exporters from the
shaky Asian business climate.

NOVEMBER

| A proposal to dust off and re-
form the Resource Conservation and
Recovery Act of 1976-a predecessor
to Superfund-is announced in Con-
gress in the wake of a GAO report
recommending a few targeted regu-
latory reforms to save more than $1
billion annually in cleanup costs.

« After three syndicate insolven-
cies from late 1996-early 1997 and a
sharp decline in premium volume,
the lllinois Insurance Exchange gets
a shot in the arm with new syndi-
cates and high-profile directors.
Kemper Insurance Cos. also forms a
new syndicate to enable the compa-
ny to write surplus lines business.
The exchange also renames itself
INEX to signal the new direction.

DECEMBER

- Trygg-Hansa SPP Group has
transferred its shares in troubled
Home Holdings Inc. to a bank trust as
the first step in a plan to restructure
Home Holdings and its debt.

- Retired directors of Johnson &
Higgins file suit alleging that active

directors of the company fraudulently
structured the sale of the broker to

Marsh & McLennan Cos. Inc. The re-
tirees allege the deal was improperly
structured to enrich active directors
and without prior approval from the
retired partners.

« In a case watched closely by busi-
ness, the Supreme Court ruled in Gen-
erat Electric us. Joiner that trial court
judges-and not appeals court
judges-should determine whether
expert testimony meets scientific
standards for admissibility. Business-
es viewed the decision as a victory in

their efforts to keep so-called "junk
science” out of the courtroom. M
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A look at the year in employee benefit news

JANUARY

+ Mellon Bank Corp. reaches an
agreement to acquire Buck Consul-
tants Inc., marking the first time a fi-
nancial services company has bought
a major benefit consulting firm. The
acquisition is intended to gve Buck
greater resources to become an indus-
try outsourcing powerhouse. A few
weeks later, Coopers & Lybrand
L.L.P. announces that it will buy
Kwasha Lipton L.L.C.

« For the third year in a row, group
health care costs are remaining nearly
stable. Group health care costs rose
only 2.5% to anaverageof $3,915 per
employee in 1996 from $3,821 per em-
ployee in 1995, according to an A.
Foster Higgins & Co. Inc survey,
While cost increases were modest,
benefit experts warn that larger in-
creases are on the horizon as health
maintenance organizations will seek
higher premiums from employers to

improve their finam 2ial resilts.

- A labor welfare fund files suit in
federal court, challenging a 1996 New
York law that imposes huge sur-
charges-up to 57.27%-on hospital
and other medical bills The suit,
which says the Employee Retirement
Income Security Act p:e-empts the
surcharges, is stilliending

FEIBUARY

*Telecommunications giant US
West Inc. will abscrb S8 million in fu-
ture pension administration costs to
settle a class-action suit oy retirees.
The retirees allegei that US West was
not authorized by its defined benefit
pension plan to pay administrative
expenses out of plan assets.

« Oxford Health Plans Inc., a Nor-
walk, Conn.-based large health main-
tenance organizaton, isbeginning an
innovative plan to use nurse practi-
toners as primaryeare providers.
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MARCH

« Asserting a need forbroad feder-
al rules, two powerful congressional
Democrats-Sen. Edward Kennedy,
D-Mass., and Rep. John Dingell, D-
Mich.-are backing legislation that
would impose federal quality stan-
dards on health maintenance organi-
zations and other network providers.
The bill, seen as a congressional re-
sponse to public anger over certain
managed care plan practices, is still
pending.

« Pension Benefit Guaranty Corp.
Executive Director Martin Slate, who
Flayed a key role in the 1994 success-
ful drive to enact legislation to shore
up the PBGC's financial base, dies
suddenly of a heart attack. He was 51.
His death precedes the release of a
PBGC report showing the agency for
the first time has achieved a surplus.

APRIL

« New federal regulations willease
the administrative burden on employ-
Ers of complying with a 1996 law-
soon to go into effect-that curbs the
ability of health care plans to deny
coverage for new employees' pre-ex-
isting medical conditions. The regula-
tions, among other things, provide a
model notice that employers can pro-
vide to departing employees listing
how long they were ccvered by the
employer's health care plan.

* Travelers Corp.'s much-bally-
hooed stock option program linked to
its 401(k) plan is on hold after the In-
ternal Revenue Service, for unspeci-
fied reasons, said it wanted to re-ex-

Ry

O 11/: 1 ,

EMPLOYEE BENEFITS

amine the proposal, which would give =/.

Travelers and its employees tax ad-
vantages not available under tradi-
tional stock option plans.

MAY

| For the first time, the Equal Em-
ployment Opportunity Commission
has proposed an approach Employers
can follow to accommodate employ-
ees with mental illnesses so they can
continue in theirpresentjobs. Reason-
able accommodations for employees
with psychiatric illnesses include
part-time schedules and reduction of
noise in the work area.

< A U.S. Supreme Court decision
could open the door to lawsuits by
fired or laid-off employees who
charge their dismissals were meant to
prevent them from receiv_ng health
care and other employee benefits. The
justices ruled that a section in ERISA
that bars employers from discharging
or discriminating against employees
to prevent them from recei Ang bene-
fits applies to all types of employee
benefit plans and not just to pension
disputes involving vesting cf benefits.

JUNE

| Employees in Pennsylvania no
longer will be taxed on contributions
made to flexible benefit plans to cov-
er their health care expenses and pre-
mium contributions. Newly signed
legislation makes clear tha: contribu-
tions to flex plans are exempt from
Pennsylvania's 2.8% state income tax.
That makes New Jersey the only state
to still tax contributions to flex plans.

* New York has the right to impose
taxes on receipts collected by hospi-
tals in the state owned by a longshore-
men's union, the U.S. Supreme Court
says. The decision is the latest by the
high court chipping away at ERISA's
pre-emption of state laws and rules
that relate to employee benefit plans.

» Employer members of the Pacific
Business Group on Health will see
their 1998 premium rates rise an aver-
age of 1%. While the increase is far
lower than projected cost increases for
other health plans nationwide, it fol-

rates for PBGH members.

< Employers am lobbying Congmss
to drop a provision in a tax bill that
would require employees to obtain
spouses' written consent before they
could take lump-sum withdrawals or
loans from 401(k) plans. Backers of

bill by Sen. Carol Moseley-Braun, D-
Ill., said some employees had drained
funds from the plans and left spouses
with nothing. Critics said the provi-
sion would increase plan administra-
tive costs and reduce employee partic-
ipation. A congressional conference
committee later drops the proposal.

JuLy

m Tax legislation sent to President
Clinton will ease administrative bur-
dens for employers with pension
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plans. Among other things, the legis-
lation makes it easier for employers
to remove from their pension rolls
former employees with small accrued
benefits, exempts public pension
plans from non-discrimination rules
and exempts employers from filing
certain previously required reports.
The president later signs the bill.

« A group of Hawaiian employers
is challenging a state law that forces
them to provide health care benefits
to anyone an employee deems a "re-
ciprocal beneficiary,"” whether or not
the employee has a connection with
the beneficiary. In a later settlement,
the state attorney general agrees to
apply the law only to traditional in-
demnity plans, which cover only 5%
of employees in the state.

AUGUST

= The International Brotherhood of
Teamsters strikes United Parcel Ser-
vice of America Inc. after UPS de-
man(is to withdraw from multiem-
ployer pension plans covering Team-
ster employees. UPS says it wants to
leave the underfunded plans-at a
cost of $700 million in withdrawal li-
ability charges-because it doesn't
want to pay for benefits for other em-
ployees in the plans. Benefit experts
say if UPS leaves the plans it could
result in sharply higher contributions
for remaining employers. To settle the
strike, UPS later drops its demand.

I Columbia/HCA
Corp., is selling ValueRx, the nation's
largest prescription benefit manager
not owned by a pharmaceutical man-
ufacturer, amid a federal investiga-
tion over Columbia's Medicare billing
practices. The sale still is pending.

Healthcare

SEMEMBER

- Federal budget legislation signed

by President Clinton will give retirees
new health care alternatives to the

traditional Medicare

program.
Among other things, retirees will be
able to choose from provider-spon-
sored organizations, Medicare pre-
ferred provider organizations, pri-
vate-for-service plans and medical
savings accounts linked to high-de-
ductible jndemnity policies.

» The Pension Benefit Guaranty
Corp. is dropping its list of the 50
worst-funded corporate pension
plans, a list the agency has published
annually since 1990 to encourage
companies to put more money in their
plans. Changes in federal law, includ-
ing faster funding rules and more dis-
closure to plan participants, have
made the list obsolete, says PBGC Ex-
ecutive Director David Strauss.

- After a series of legislative suc-
cesses, President Clinton is targeting
new areas to expand health care cov-
erage. Specifically, President Clinton
says he wants legislation passed to
ban so-called drive-through mastec-
tomies and end so-called gag rules in
managed care plans. President Clin-
ton also says something needs to be
done to expand coverage for retirees
too young to be eligible for Medicare
and workers who lose their jobs and
can't afford to pay COBRA premi-

« A health care purchasing alliance
is issuing a report card on how satis-
fied patients are with their providers.
What is new about the reports issued
by the Pacific Business Group on
Health is that doctors' groups-not
the HMO or other managed care net-
work to which they belong-are the
ones being judged.

- Sears Roebuck & Co., known for
generous employee benefits pro-
grams, is cutting back. The huge re-
tailer says for competitive reasons it
will cease contributions to a supple-

mental health care plan for future re-
tirees and scale back life insurance

benefits for most curT-ent retirees and

eliminate it altogether for future re-

tirees.

OCTOBER

| The quality of managed care
varies widely across the country, ac-
cording to,2 new report. Tlie report by
the National Committee for Quality
Assurance found little correlation be-
tween premiums paid to health main-
tenance organizations and enrollee
satisfaction. The report could be a
starting point for benchmarking the
managed care industry.

I In anticipation of a Jan. 1, 1998,
effective date of a new federal law.
many employers are eliminating dol-
lar caps on their mental health care
benefits programs. The law bars em-
ployers from offering, as most plans
now do, lower annual and lifetime
benefits for mental disorders than for
physical disorders.

* In the wake of a one-day fall of
more than 500 points in the Dow
Jones Industrial Average, 401(k) plan

participants are keeping their cool.
While benefit administration centers

were flooded with hundreds of thou-
sands of phone calls, only a tiny per-
centage of participants moved money
out of equity funds into more stable
investment options.

* Shares in managed care compa-
nies are walloped by the Oct. 27 stock
market plunge. The biggest loser is
HIVIO Oxford Health Plans Inc.,
whose value fell by about two-thirds
in one day after it disclosed that ac-
counts receivable were not being col-
lected on time. Its stock continues to
drop. Shares in other managed care

companies, though, rebound sharply
the day after the crash.

NOVEMBER

I New Internal Revenue Service
rules will make it easier for employees
to change their flexible benefit plan
decisions. While many decisions-
such as how much to contribute to a
flexible spending account-made be-
fore the start of a plan year are typi-

cally irrevocable, the IRS says there
can be exceptions. Some of those ex-
eeptions include situations when em-
ployees move during a plan year and
an HMO they had selected is not
where the employee now resides.

| Employers, insurers and man-
aged care organizations are fighting
legislation-backed by about half of
the House of Representatives-that-
business lobbyists say would be even
more damaging than the Clinton
health care reform plan. The measure,
the Patient Access to Responsible
Care Act, introduced by Rep. Charlie
Norwood, R-Ga., taps the well of
growing public concern about ceitain
managed care practices. But the bill
has less to do with managed care and
more to do with protecting the income
of medical and other health care-re-
lated professionals, business groups
charge.

- A presidential panel backs rec-
ommendations to in-Ipi-ove patients'
access to quality health care. Among

other things, the panel, in proposing a
"Consumer Bill of Rights and Re-
sponsibilities," says health care plan
enrollees should have access to emer-
gency room services 24 hours a day
and direct access to specialists for se-
rious or complex conditions. Physi-
cians also should be allowed to pro-
vide patients information on all treat-
ment options.

DECEMBER

i Total employee benefit costs-
which include pension and health
care expenses, as well as paid time
off-slipped 3.9% in 1996 to an aver-
age of $14,086 per employee, accord-
ing to a new survey by the U.S.
Chamber of Commerce. Stable health
care expenses and falling pension
costs are responsible for the decline in
benefit costs. But with health care
costs increasing in 1997 and 1998, to-
tal benefit expenses soon could be
marching upwards again. [al
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With the International Brotherhood of Team-

sters winning what many called the most signif-

icant organized labor victory in years, union
President Ron Carey

should be ending
1997 as one of the

country's most pow-
erful labor leaders.

. Instead, 1997 gloses
44 , with the'invalidation
4 / of hisre-election this

year to the top Team-

4. *r
" sters post over James
P. Hoffa because of
/4 campaign finance ir-
regularities and his
Mr. Carey disqualification from

seeking the union's
presidency in a new election set for March.

Whatever Mr. Carey's current troubles, many
viewed the Teamsters contract settlement with
United Parcel Service of America Inc. in August
after a 15-day strike as a major win for labor af-
ter nearly two decades of few triumphs and far
more setbacks.

Refusing to back down in the face of UPS'
"best offer," the company's 185,000 Teamsters
won concessions on pay and pension issues and
a company commitment to convert thousands of
part-time jobs to full-time status. UPS Chair-
man James P. Kelly later said the Atlanta-based
company's dropping of a demand to withdraw
from the multiemployer pension plans and cre-
ate its own plan for Teamster-represented em-
ployees was its biggest concession.

If there ever was an individual who clearly
learned the lessons from the past, at least on em-
ployee benefit issues, it is Bill Clinton.

Three years ago, President Clinton's health
care reform package went down in flames, a vic-
tim of overambition and perhaps some adminis-
tration arrogance.

How things have changed. Scaling back his
goals, last year President Clinton lent his sup-

port-at a critical time-to gain passage of a

modest rmeasure

curbing pre-existing

condition exclusions

in Ith plans. .

ThisYear President |
Clinton, responding
to a public backlash ,1Ww7/7/7&i-~
against practices as-
sociated with man-
aged care plans, ap-
pointed and em-
braced recommenda-
tions from a blue-rib-
bon panel on health President Clinton
care quality.

He also promised that his drive to further re-
form the health care system would be limited in
scope.

During the year, President Clinton also made
an impact on risk management. Last year, Presi-
dent Clinton vetoed a federal product liability
reform bill but said he would support what he
considered a "reasonable” bill. He followed that
statement this October by indicating his support
for a compromise product liability reform pro-
posal worked out by members of his staff and
Sen. John D. Rockefeller 1V, D-W.Va.

The secmtive society of Johnson & Higgins di-
rectors became famous this year for two things:
selling the 150-year-old private company and
making a huge amount of money for themselves
doing it.

J&H ended a century and a half of ownership
by its directors in March when its board, led by
Chairman David A. Olsen, sold the brokerage to
rival Marsh & MeLennan Cos. Inc. for $1.8 bil-
lion in cash and Marsh stock.

The move followed years of internal debate
among J&H officials, who maintained publicly
that the company was not for sale while fretting
privately that it was losing ground to consolidat-

ing rivals, hindered
by its inability to
make acquisitions for
stock

The deal that ended
that debate shocked
many inside J&H,
where private owner-
ship was a deeply in- ./
grained part of the
corporate culture.

Whether the

takeover ultimately

proves a good thing Mr. Olsen

for the company and

its clients remains to be seen. Without question,
though, it was good for J&H's board.

According to a recent lawsuit, the 24 directors
pocketed more than half of the purchase price,
with Mr. Olsen collecting about $63 million, for-
mer J&H Vice Chairman Richard. A. Nielsen
about $55 million and the nzmaining 22 directors
at least $36 million each.

Other top J&H managers received ar. undis-
closed cut of the proceeds, while S500 million
was earmarked for roughly 600 key employees
and another $297 million went to 45 retired di-
rectors.

Some aren't happy. Nine retirees, including
former J&H Chairman Robert V. Hatche Jr., are
suing J&H's board for allegedly rigging the sale
to benefit themselves.

"It's going to be real messy," one J&H official
predicted of the litigation.

The emphasis is on education at the Risk & In-
surance 1\(lanagement Society Inc. under new ex-
ecutive dimctor Linda H. Lamel.

Ms. Lamel became only the third executive di-
rector to head the 47-
year-old society, re-
placing Eugene Ricci,
who retired.

She arrived with a

background in educa-

ing served as presi-
dent of The College of
Insurance, deputy su-
perintendent of the
New York Insurance
Department and
Ms. Lamel chief of staff to the

lieutenant governor
of New York. She left a position as a principal
with Management Consulting Services in South
Orange, N.J., to take the RIMS job.

Among her top priorities is to 2stablish the
Fellow in Risk Management, an advanced pro-
fessional designation program similar to one in
place in Canada.

Since Ms. Lamel arrived at RIMS, the society
has hired Amy Geffen as director of proiessional
development. Ms. Geffen will focus on using
technology to make it easier for risk managers to
take continuing education courses.

The society in September cut six staff support
positions after a review of operations revealed
redundancies in some areas. The cuts will save
about $250,000, which will be used to hire new
personnel in 1998, most of whom will work to
develop RIMS' educational programs.

Mississippi Attorney General Mike Moore's
crusade against the tobacco industry began

showing results this year.
Mr. Moore became the standard-bearer in the

r. . r-

flood tide of lawsuits
against tobacco mak-
ers, leading the
charge with Missis-
sippi'$ 1994 suit seek- 1
ing recovery of its '
Medicaid costs for

treating smokers' ill-

nesses.

Li%gett Group Inc. //, 40-- .7,

was fl first to settle,
réaching’an agree- & -3 0
nnent with 22 attor-

neys general to create Mr. Moore

a fund to reimburse

the states. Liggett also agreed to acknowledge on
a warning label that cigarettes are addictive, and
it admitted marketing cigarettes tc teenagers.

In June, the rest of the indutly agreed to a
proposed settlement of more than $360 billion
with dozens of states that had joined the effort
led by Mr. Moore. The industry agreed to make
the payments in return for some immunity

at 10 who commmanded attention

against future lawsuits.

Shortly after that agreement, Mississippi came
to terms with the industry in a separate arrange-
ment that ensures the state receives more than
$3 billion to resolve the lawsuit it had filed
against tobacco makers. If the proposed national
settlement is approved, it will supersede the Mis-
sissippi settlement.

Florida subsequently negotiated a similar ar-
rangement

The national proposal still needs Congression-
al approval. Mr. Moore and other experts pre-
dicted at a symposium in Washington in October
that that approval would come in 1998.

By training, Rep. Charlie Norwood, R-Ga., is
a dentist. But he made many employers want to
gnash their teeth after they finished digesting a
major piece of health care legislation introduced
by the two-term Geolyia congressman.

Rep. Norwood's

* bill-the Patient Ac-

cess to Responsible
Care Act of 1997-
has garnered support
' from nearly half of
the House of Repre-

sentatives:..z.

care industry that
wants "all ofthe pow-
er and none of the re-
sponsibility,”
Rep. Norwood, 56.

No public policy establishes minimum protee-
tion for participants in self-insured managed
care plans, and it is up to Con-gress to do some-
thing about it, he says.

Rep. Norwood has his own prescription. The
PARCA bill, among other things, would open up
managed care plans and all other types of plans,
to punitive damage awards. It also would make
it a lot more difficult for employers to establish
preferred provider networks but would mandate

coverage for services that many employers' plans
do not cover.

says

Rep. Norwood

Rep. Norwood intends to press for congres-
sional consideration of his legislation next year.

Headlines, rumors and aceolades continued to
follow Patrick G. Ryan throughout 1997.

After acquiring Bain Hogg Group P.L.C. and
then Alexander & Alexander Services Inc. in the
fourth quarter of 1996, the chairman and chief
executive officer of Chicago-based Aon Group
Inc. kept up his growth by acquisition strategy
— i A DD 7 wwith thhe =ac—

P"/1-- quisitions of London
-enn/*F broker Minet Group,
Canadian broker So-

darcan Inc. and Ger-
4 man broker Jauch &
Huebener KGaA
Acquisitions cata-
pulted Aon's 1996
gross revenues up
130% to nearly $4 bil-
lion, more than secur-
ing its spot as the
world's second-larg-
est broker.

Despite ongoing worldwide integration, Aon
continues to be the focus of acquisition rumors
throughout the brokerage industly.

Mr. Ryan maintains at the moment that Aon is
interested in acquiring boutique brokers in geo-
graphic areas where integration is not an issue.

For his efforts in building Aon, Mr. Ryan was
named Executive of the Year in June by Craing
Chicago Business, a sister publication of Busi-

ness Insumnce, and was later named The College
of Insurance's 1997 Insurance Leader of the

Mr. Ryan

Year.

A.J.C. Smith started 1997 in an unusual posi-
tion: head of the world's second largest retail
brokerage.

As chairman of Marsh & McLennan Cos. Inc.
Mr. Smith had been used to occupying the No. 1
one spot on the retail brokerage list, which had
been M&M's for decades. But through the
takeover of Alexander & Alexander Services
Inc.,Aon Group Inc. had usurped M&M's posi-
tion at the head of the retail brokerage standings
in December 1996.

But in March Mr. Smith and M&M leaped
back to the No. 1 spot with the $1.8 billion
takeover of one of the jewels of the brokerage in-
dustry, Johnson & Higgins.

T'he move firmll
planted M&M back ir
its usual position, but
Aon continued tc
cause M&M head-
aches.

M&M had been ne
gotiating for month
to buy London-basec
Minet P.L.C. fron
St. Paul Cos. Inc
M&M still was hag
gling over the pric,
in May, when Aoi
stepped in and tool

Mr. Smith

Minet into its stable.

In September, Aon again outbid M&M. Thi
time it was in Germany, and the target was th,
former Johnson & Higgins partner Jauch 8
Huebener.

But despite Patrick G. Ryan's best efforts, Ml
Smith is finishing the year at number one.

When David Strauss was selected in July to b
the new executive director of the Pension Bene
fit Guaranty Corp., it wasn't surprising tha
many in the pension community were sayins
"David who?"

While Mr. Strauss, as deputy chief of staff fo

Vice President A
Gore, had been a se
nior official in th
Clinton White Hous,
he did not-unlik
most of his predeces
sors at the PBGC-

MZ2811St

sues before joinin
the agency.

But in his first si
months at the PBGC
Mr. Strauss Mr. Strauss has b€
come not only well
known but also very popular among pensio
professionals due to a series of his decisions.

He drew raves from employers for his decisio
to eliminate the PBGC's Top 50 list-the ager
cy's annual compilation of the 50 worst-funde
corporate pension plans. Mr. Strauss said the li;
had become obsolete.

He received accolades for trimming the bw
den of a PBGC audit program used to check
employers have paid the correct amount of per
sion insurance premiums.

Perhaps most refreshing of all for a goverr
ment official was Mr. Strauss's attitude. He sai
he views employers as customers who are ent
tled to good service from the agency.

1997 was the best of times and the worst ,
times for Stephen Wiggins. For most of the ye:
the chairman and founder of Oxford Heall
Plans basked in adulation for the company
success. The meteoric rise of the company, fro]
its founding in 1986
to a Fortune 300 com-
pany and the coun-
try's fastest-growing
managed health care
company within a .~*
decade, made Mr.

Wiggins a star.

Some headline-
making moves by the
company this year in-
clude using nzirse
practitioners as pri-
mary care providers, Mr. Wiggins
providing coverage
for alternative care providers and permitting e
rollees direct access to health care specialisl
Employers and individuals took notice. Enrol
ment skyrocketed and profits surged-or so 0.
ford thought.

The cheering ended, however, during a tra
wreck of a day in October. Amidst the stoc
market's Oct. 27th collapse, Oxford unexpecte
ly announced that computer problems caus,
the company to write off millions of dollars
uncollected bills. As a result, the company said
would lose more than $78 million in the thi
quarter. Wall Street took immediate actio
knocking down the stock price from more thi
$68 a share to $25.88 in one day, a drop of 62.6'
Since then, the stock has slipped even lower.

Shareholder lawsuits followed the sto
plunge. And Oxford has said it has misjudged
medical costs and will post a loss this year.

For Mr. Wiggins, the crash tarnished his one
stellar reputation. But if he returns Oxford to

former heights, he could add turnaround art
to his list of titles.



Rating agency A.M. Best Co.
has given an A+ (superior) rating
to German reinsurer Hannover
Ruckversicherungs A.G. and its
subsidiary E+S Ruclcversich-
erungs A.G., reflecting the rein-
surer's underwriting practice,
liquidity and geographical
spread. The group has conserva-
tive reserves, professional man-
agement, an efficient operating
structure and has been successful
in its strategic acquisitions, AM
Best said . . .Liberty Intemation-
al, the international arm of
Boston-based Liberty Mutual
Group, is buying Skandia Se-
guros Generates SA for an
undisclosed sum. Skandia writes
personal lines auto and life and
health insurance in Colombia
and has about $40 million in
gross written premiums. Liberty
International plans to use the
company as a platform to launch
into the workers comp marketin
Colombia... .Benefit consultant
William M. Mercer Ltd. has ex-
panded its U.K. operations by
opening an office in Liverpool,
England. The office is headed by
Senior Investment Consultant
Mike Reid....Ken Haddon,
chairman and chief executive of
AXA Reinsurance (UK) P.L.C.
and also chairman of the London
International Insurance & Rein-
surance Market Assn., has been
appointed chairman of the Lon-
don Processing Centre Ltd. The
LPC provides a central claims
processing, policy checking and
settlement facility for members
of LIRMA and the Institute of
London Underwriters. ...Lloyd's
of London has reached an agree-
ment with broker J&H Marsh &
McLennan to join the broker's
Global Broking System, en-
abling syndicates to electronical-
ly connect with J&H Marsh &
MelLennan....Loss adjuster
Crawford-THG has set up a U.K
special investigations branch to
help clients fight insurance
fraud, which it estimates costs
the British insurance industry
£600 million ($990.7 million)
each year... .l,etizia Moratti, for-
mer chairman of Italian broker
Nikols S.R.L., has been named a
non-executive board member of
Sedgwick Group P.L.C. after the
completion of a joint venture be-
tween the two brokers....Win-
terthur International Insurance
Co. Ltd. has increased the share
capital of its London operations
to £120 million ($198.1 million).
At the same time, Willi Suter has
been appointed chairman of the
board, Kees van der Ploeg has
been appointed managing dire-
tor, Malcolm Newman has been
appointed finance director and
company secretary, and Rene
Vuille-dit-Bille and Albert
Guntli have been appointed re-
gional managers. Ivo Furrer will
be returning to Switzerland from
London to head a new global
property and casualty under-
writing operation....U.K insur-
er Guardian Royal Exchange
Groupacquired PPPHealthcare
Group P.L.C. from PPP Health-
care Foundation PLC for £435
million ($718.3 million). PPP
Healthcare is the U.K.'s second-
largest private medical insurer,
with an estimated 28% market
sham. . . .Sir David Rowland will
become president of Templeton
College at Oxford University
upon his mtinsment from Lloyd's
attheend of thisyear.
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Lloyd 's non-marine group to get update

Non-marine group to revamp operations

By EDWIN UNSWORTH

LONDON-Acknowledging it
has failed to keep up with vast
changes taking place within
Lloyd's of London, Lloyd's Non-
Marine Assn., the largest represen-
tative body of Lloyd's underwrit-
ers, says it intends to become a
more businesslike operation.

David Clarke, the NMA's man-
aging director, said that while the
reconstruction and renewal pro-
gram has revitalized the rest of
Lloyd's, the NMA "has lost its way
over the past few years."

Speaking after the group's an-
nual general meeting late last
month, Mr. Clarke said, "The idea
is to be very professionally run-to
run it as a business."”

The NMA's newly created poli-
cymaking council, whose members
will take office Jan. 1, will focus

on developing strategies for the as-
sociation, representational issues
and lobbying, he said. The coun-
cil's establishment is one of a num-
ber of changes agreed upon at an
extraordinary general meeting
called last October to discuss mod-
ernizing the association.

Apart from creating the council,
other changes include opening up
the NMA's membership to make it
more representative of those active
in Lloyd's non-marine market and
reducing the number of associa-
tion committees to make them
more focused and accountable.

"The NMA, like Lloyd's itself, is
changing rapidly to meet the chal-
lenges of the modern world, " said
Graham Williams, a director and
underwriter of Methuen Under-
writing Ltd. who was elected
chairman of the council. Apart
from Messrs. Williams and Clarke,

Large natural cats
a threat to insurers

Reinsurance underutilized, Swiss Re warns

By EDWIN UNSWORTH

Reinsurance coverage for natural
disasters in most major markets of
the world is insuicient, according to
a study by a leading reinsurance
company.

The study also says catastrophe
reinsurance rates are lower than they
were in 1994 and could fall further in
the short term as long as there are no
major natural disaster claims.

"Prices are now moyving into a
range in which it will be very diffi-
cult for the rate of return required by
reinsurers to be met. In the long term,
the unfavorable price situation will
result in reinsurers with poor capital-
ization and little diversification be-
ing squeezed out of the market,”
warns the study by Swiss Reinsur-
ance Co.'s economic research unit.

The report, one of Swiss Re's Sig-
ma series, concludes that reinsurance
coverage in heavily populated areas
is inadequate when measured
against "reference losses," or insured
losses caused by low-frequency ma-
jor natural disasters, such as one-in-
100-year storms or one-in-500-year
earthquakes.

In the case of extreme events, in-
sured losses could threaten insurers’
solvency.

The report warns that in certain
markets, losses could be so great that
insurers would need to raise addi-
tional equity capital to avoid being
taken over, seek state support or go
banlcrupt, leaving policyholders with
unpaid claims.

The study covers theUnited States,
the United Kingdom, Germany,

See lkport on next page

the council will consist of nine
other newly selected members, in-
cluding Nick Marsh, an under-
writer and a director of Atrium
Cockell Underwriting Ltd., and
Bill Rendall, an underwriter for
R.J. Kiln & Co. Ltd. syndicates,
who were elected deputy chair-

men.

Messrs. Williams and Clarke ac-

knowledged that one of the most
significant changes agreed to at
the October meeting is the opening
up of the NMA's membership, pre-
viously limited to active under-
writers, to include deputy under-
writers and other senior syndicate
personnel. This has enabled the
NMA's membership to more than
double to 240 from 90.

Mr. Clarke said this will give the
association a wider electorate so
that it can more truly represent
Lloyd's non-marine underwriters.

Three standing committees of
association members will meet

monthly to cover matters in under-
writing and technical issues,
claims and development of infor-
mation technology They will be
supported by a number of business
panels representing various sec-
tors of the market. The council
also will issue an annual business
plan.

Mr. Williams said the idea is to
use these standing committees and
panels as a replacement for the
hundreds of committees that cur-
rently exist "so we can respond to
issues as and when they arise.”

He said one issue that will be
examined next year is access to
the Lloyd's market. In June,
Lloyd's issued a discussion docu-
ment on a review of the regulation
of Lloyd's brokers and intermedi-
aries.

The NMA already has said it
does not thinks Lloyd's still can
attempt to totally regulate ap-
proved brokers. Ell

Asia may be flirting
with litigious culture

BY YVETTE HIGGINS
and KATE TILLEY

SINGAPORE-Asian compa-
nies, especially those expanding
globally, must be prepared for
more liability lawsuits, including
for products and actions by di-
rectors and officers, insurance
specialists say.

Speakers told the First AIDA
Asia Pacific Insurance Law Con-
ference in Singapore Nov. 9-11
that Asian risk managers and
corporate buyers are finding they
might need more corporate cov-
erages, including D&O, fidelity
and product liability. However,
one speaker said the Japanese
culture would prevent a flood of
product liability suits.

Heathrow tallies losses

Insured claims from fijre to top £2.7 million

By EDWIN UNSWORTH

LONDON-InsUled losses will total about
£2.7 million ($4.4 million) from a fire earlier
this month at Heathrow Airport.

The sum includes insured damage to the
airport terminal, mainly to its roof, and some
expected business interruption claims, said
Barry Woodward, managing director of
Property & Casualty Services of Manchester,
England, a loss adjuster for the fire.

The fire occurred Dec. 12 in Heathrow's
Terminal 1, which serves domestic and intra-
European flights. Although use of the termi-
nal returned to near normal within 24 hours,
commuter access to the airport was disrupt-
ed for several hours, and many flights were
canceled or delayed (BI, Dec. 15).

Investigators still are determining the
cause of the blaze. Early reports from fire-
fighters said it began in a ventilation duct
above a Burger King restaurant in the termi-
nal. The fire was confined to the terminal's
ceiling space, though the passengerconcourse
had minor smoke and water damage.

Mr. Woodward said the estimate of £2.7
million in claims for the British Airports Au-
thority P.L.C., which operates Heathrow, is a
"reasonable reserve" figure based on antici-
pated claims.

Business interruption claims from the BAA
and airlines are expected to be miatively mi-

nor, though, since most of the flights that
were canceled that day were rescheduled
overthe next couple of days, meaning the air-
port lost little in takeoff and landing fees.

Mr. Woodward said business interruption
claims likely would be filed by some of the
numerous concessionaires occupying Termi-
nal 1, where the fire occurred.

Those claims would go to the concession-
aires' own property insurers, unless BAA is
proven to have been negligent, in which case
the concessionaires' insurers might try to re-
coup any payments from BAA's insurers.

Alternatively, they and the BAA may seek
compensation from Burger King, or its insur-
ers, if the fire investigation proves the restau-
rant operators at fault.

Although the Burger King chain is owned
by what is now Diageo P.L.C., a company
formed last week by the merger of Grand
Metmpolitan P.L.C. and Guinness P.L.C., the
franchise for Buiger Kings at U.K. airports
and train stations is operated by Select Ser-
vice Partners, a unit of catering group Com-
pass Gmup Services Ltd

landon-based Independent Insurance Co.
Ltd., one of theBAA's co-insurers, appointed
PCS to adjust the rigim.

The lead insurer for the BAA's coverage is
Royal & Sun Alliance Insurance Group

P.L.C. Willis Corroon Group P.L.C. is the
BAA's broker.

Masato Ata, deputy manager-
liability insurance section, non-
marine underwriting department
of Tokyo-based Mitsui Marine &
Fire Insurance Co., Ltd., said
product liability claims are in-
creasing in Japan. Between 1994
and 1995, the number of product
liability claims reported to his
company increased by 49.1% to
1,753, he said.

In the past, Japanese con-
sumers were reluctant to sue cor-
porations because they wanted to
avoid public confrontation and
settle disputes through non-pub-
lie negotiation, he said.

But Japan's Products Liability
Law, which took effect July 1,
1995, but was passed more than a

See Asia on next page
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The roof suffered most of the property damage
from a recent fire at Heathrow Airport's Terminal 1.
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year earlier (Bl, July 18, 1994), "in-
creased the probability of mom prod-
uct-related lawsuits in the future,"
Mr. Ata said.

He noted that until the law came
into effect, introducing strict liab.lity,
a plaintiff in Japan had to prove neg-
ligence. Proving negligence "had oeen
a daunting task for consumers be»
cause, in most cases, they usually do
not have information or knowledge
pertinent to prove a manufacturer's
negligence in producing goods, as
such information is hidden ir- thecor-
porate archive beyond their reach,"
Mr. Ata said.

The law broadens the definition of
manufacturers, which means more in-
dustries are open to claims. Mr. Ata
said premium volume for produe= lia-
bility coverage almost doubled to 40.4
billion yen ($307 million) after the law
was passed.

So far, under the law, six cases nave
been filed, but none has been settled.
Despite the small amount of each
claim, the suits show a trend toward
litigation.

« A man is seeking 910.000 yen
($6,900) in damages after he allegedly
cut his finger on the edge of the pull
ring on a container.

< A plaintiff is suing a bacon manu-
facturer for 950,000 yen ($7,220) after
he ate dried bacon and allegedly suf-
fered an acute stomach ache.

« A plaintiff who was not injured al-
leges he was sold a defective smow-
melting machine and is seeking 51
million yen ($387,600) from *eman-
ufacturer.

« A plaintiff whose daughter died of
food poisoning is seeking 78 million
yen ($592,700) in an action against
Sakai city's administration, which al-

legedly provided a contamina:ed
school meal that also made other stu-

dents ill.

+ Another plaintiff is seeking 33
rnillion yen ($250,770) in damages
from a sea urchin importer and an in-
termediary after eating an "infected
sea urchin" and becoming ill.

- Relatives of a woman killed by a
falling elevator in a multilevel garage
are seeking 18.5 million yen
($140,582) ina suit against the garage

manufacturer.

Although no claims have been re-
solved in court since the new law
came into effect, induny-based alter-
native dispute resolution organiza-
tions have been established and have
settled many claims, Mr. Ata noted.

Five industry bodies, the Electron-
ics, Automobile, Gas & Kerosene De-
vices, Beverage Products and Con-
sumer Products Product Liability
Centers, each had dealt with more
than 1,000 claims in fiscal 1995, he
said. Most were settled out of court.

Mr. Ata predicted that a legal pro-
c«lure revision expediting court cases
involving claims of less than 300,000
yen ($2,280) would prompt more
claims. Under a revision of Japan's
Code of Civil Procedures that takes
effect Jan. 1, judgments on small
claims would be made on the first day
of trial after each side presented evi-
dence

Japanese insurers, anticipating in-
creased claims, might seek higher de-
ductibles, "redefine their underwrit-
ing guidelines" and be "less aggres-
sive" in selling policies to corporations
with high exposure, Mr. Ata predict-
ed.

But he also predicted "there will be
no explosive increase of the product
liability suits in Japan, due to
Japanese cultural mindset and the le-
gal system."

Another :hreat to Asian corpora-
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tions is the increasing risk of claims
against directors and officers, Aruno
R. Salvi, general manager/principal of
Singapore-based Reliance National
Asia Re Pte. Ltd., told the conference.

Ms. Salvi said Asian directors and
officers no longer are immune from
r-sk as they increasingly become part
of the global market and consumers
become more litigious.

More Asian companies are expand-
ing globally and raising capital on in-
ternational markets, and "it is no
longer possible to ignore the Aus-
tralian or American litigation scene as
something far-fetched and of no im-
pact on Asian directors," Ms. Salvi
said.

Once an overseas company trades
on a U.S. stock exchange, it must
comply with U.S. securities legislation
and is subject to litigation in the Unit-
ed States, which means Asian dime-
tors could be sued in U.S. courts, even
if their companies don't have offices
there, she noted.

Asian corporations increasingly are
setting up offshore branches or sub-
sidiaries, so directors now operate
where new potential legal risks exist.

Ms. Salvi said Asian companies list-
ed on domestic or overseas stock ex-
changes now face onerous disclosure
requirements.

For example, under Singapole law,
directors must confirm their business-
es are satisfactorily maintained, have
no undisclosed circumstances affect-
ing company values, no undisclosed
contingent liabilities and that current
asset book values can be malized.

"Directors can be caught for mis-
leading statements, errors or omis-
sions, and several cases have already
surfaced in Asia," Ms. Salvi said.

Corporatization and privatization
have changed the role of directors and
officers who previously had statutory
protection. Management styles have

Lloyd 's p

LONDON-LIoyd's of London
results for 1995 and 1996 will not
match the record profitability of
1994, its last closed year, accord-
ing to a forecast.

The Assn. of Lloyd's Members,
the biggest representative body
for Lloyd's investors, predicted
last week that Lloyd's as a whole
will produce a return on allocated
capacity of 10.5%, equating to a
profit of £1.08 billion ($1.68 bil-
lion for 1995, the next year to be
reported in its three-year account-
ing system.

The prediction for 1996 is a re-
turn of 6.5%, a £647.6 million
($1.11 billion) profit.

However, even these estimates
are better than Lloyd's' own fore-
casts-issued last spring when it
reported a record profit for 1994
of £1.1 billion ($1.88 billion)-of a

to change, and more accountability
and transparency of transactions is
required, she said.

Asian company directors also in-
creasingly face claims for environ-
mental damages, Ms. Salvi said.

The Year 2000 computer"millenni-
um bug" also poses a problem to
Asian companies, and directors can-
not claim ignorance of its potential
impact as a defense if they are sued.

"While D&O is one answer, risk
management should be an integral
part of good management,” she said.

Ir M. Igbal, technical and market-
ing director of Indonesian insurer Pr
Asuransi Bintang, agrees that Asian
companies have to address risk man-
agement, not only to reduce liability

Report
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France, Canada, Japan, Australia,
Belgium, Italy, the Netherlands, Is-
rael, South Africa and Mexico.

It shows that while buyers over the
past few years have been purchasing
more catastrophe excess-of-loss rein-
surance coverage, known as CatXL
coverage, premium volume has not
risen sharply.

During 1997, ceding companies in
these countries bought CatXL limits
totaling $52.9 billion, up 31% from
1994, while the premium volume fell
19%, to $2.8 billion.

The fallin premium volume can be
explained by an increase in retentions
and a drop in prices for CatXL cover-
age. The report says that in the 13
countries covered, during 1994-1997,
CatXL rates fell an average of 3356.
For example, CatXL rates fell 22% in
the United States and 48% in South
Africa.

The study also shows that during

rofit drop

1995 profit of £913 million ($1.42
billion) and a 1996 profit of about
£600 million ($1.03 billion) (BI,
June 2).

While the ALM points out that
its forecasts still would make 1995
and 1996 the fourth and fifth suc-
cessive years of good profits for
Lloyd's after a five-year period
previously when losses totaled al-
most £8 billion ($13.08 billion
at the Dec. 15 exchange rate), it
attributes the earnings decline
to deteriorating trading condi-
tions.

It says that in both years,
Lloyd's quoted corporate invest-
ment vehicles will produce profits
"significantly"” below the market

average, producing returns in
1995 of 9.31% and in 1996 of
5.5%.

A small number of syndicates is

risks but to minimize exposure to
fraud.

The fidelity insurance market is un-
derdeveloped, particularly in Indone-
sia, but the risk is high, and claims are
increasing, he told the conference.

Risk managers can minimize expo-
sures by careful staff selection and
implementing and enforcing strict
procedures and controls for handling
financial transactions. For example,
they can require two or more signa-
tures before money is transferred or
checks drawn, he said.

Managers also can implement fi-
nancial audit programs and maintain
good staff relations so the motivation
to commit fraud or embezzlement is

eliminated, Mr. Igbal said. lai

the same period the average margin-
realized price less risk premium-in
CatXL fell to 0.5% from 3.6%.

Of the 13 countries studied, the
United States accounts for by far the
biggest share-one-third-,f 1997's
CatXL coverage. Among individual
countries, the United Kingdom holds
the second-largest share, 11%, while
combined European coverage repre-
sents 27%.

Of the $2.8 billion of CatXL premi-
ums paid in 1997, the United States
accounted for almost half. Europe

again represented 27% andtherestof
the world 26%.

The study, Sigma No. 7/1997, «Too
Little Reinsurance Of Natural Disas-
ters in Many Markets," is available
free fy'om Swiss Re Economic Re-
search, 200 Park Ave., 16th Ftoor,
New York, N.Y. 10166; 212-973-5194,
fax. 212-973-5050; or from Swiss
Reinsurance Co; Economic Research
Section, P.O. Box 8022, Zurich,

Switzerland; 41-1-285-25-51; fax. 41-
1-285-47-49.

predicted

expected to show losses on capac-
ity of more than 20% in both
yvears.

In the worst case, motor syndi-
cate 913 is forecast to show losses
of 21.5% and 27.5% in 1995 and
1996, respectively.

Meanwhile, a separate results
estimate for Lloyd's from Sedg-
wick Oakwood Lloyd's Under-
writing Agents Ltd., predicts 1997
will show a return on allocated
capacity of 5%, or a little less than
£542 million ($886.4 million).

The return is expected to be
about 5.8% for non-marine busi-
ness and 8% for marine business.
However, the return on aviation
business will weaken to under 4%,
while the forecast predicts the
motor account will lose more than
6% of capacity.

-By Edwin Unsworth

Sedgwick denies Aon talks

Rise in stock price spurs break in

LONDON-Sedgwick Group
P.L.C. has taken the unusual
step of issuing a statement say-
ing it has not held merger talks
with Aon Group Inc. for the past
year and that no such talks are
in progress.

London-based Sedgwick was

prompted into breaking its tra-
ditional silence on market ru-

mors after the broker's share
price began rising early last
week-after a weekend press re-
port that Aon was poised to un-
veil a £1 billion ($1.65 billion)
agreed bid for Sedgwick.

The recent rumors of an
Aon/Sedgwick deal began after
Patrick G. Ryan, chairman and
chief executive officer of Chica-
go-based Aon, made a 24-hour
trip to London earlier this
month.

Mr. Ryan was attending a re-
tirement party for Alan Colls,
chairman of Aon Group Ltd.,
who is leaving the company at
year end.

Aon would not comment on
the rumors.

Sedgwick shares opened 16
pence higher last Monday at 164

broker's silence

pence ($2.68) after a press report
that had appeared the previous
day. However, most of the gains
were lost immediately after the
company issued its statement.
Earlier this year, Sedgwick
and Willis Corroon Group
PLC.,London's other major in-
dependent broker, denied they
were in merger talks, and Sedg-
wick also has refused to com-
ment in the past on rumors that
it had been the subject of a due
diligence review by Aon.
-By Edwin Unsworth
and Sally Roberts
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Airport found negligent in fire

By DON LEWIS KIRK

DUSSELDORF, Germany-Ger-
man airports are reviewing their
property risk management proce-
dures after a court ordered Dussel-
dorf Airport GmbH to return 20 mil-
lion deutsche marks ($11.3 million) to
insurers that had paid business inter-
ruption claims to airport tenants re-
sulting from an April 1996 fire.

In the first of several expected sub-
rogation cases by insurers against the
airport, a regional court last week
found the company guilty of gross
negligence. The April 11, 1996, fire
killed 17 people and injured 87 (Bl,
April 15, 1996). The airport's attor-
neys are reviewing its coverage to see
if liability insurance would respond to
the award, an airport spokesman
said.

However, airport liability insurer
Provinzial A.G. says the airport is not
insured for the damages, because so-
called performance liability damages
are excluded from the company's lia-
bility policy. Performance liability re-
sults from the failure of the policy-
holder to fulfill contractual obliga-
tions, such as the lack of access to air-
port restaurants and businesses. The
insurer said this coverage was avail-
able by endorsement.

Even if the airport had purchased

the additional coverage, however,
German law prohibits liability insur-
ance from coveringgross negligence.

The Dusseldorf court found the
company was grossly negligent in us-
ing flammable insulation materialin
the construction of the airport.
Polystyrene panels rapidly spread the
fire after it was ignited by sparks
from a welding crew, whose company
was fined 5 million deutsche marks
($2.8 million) by the court for negli-
gence

The court also found that Dussel-
dorf Airport GmbH failed to inspect
the welding crew's working area to
determine the risk of a fire.

The spokesman for Dusseldorf Air-
port said the company has not decid-
ed if it will appeal.

The court ruling came in a case
filed by insurance companies repre-
senting restaurants and other busi-
nesses at the airport that sustained
business interruption losses from the
fire. The court dismissed the director
of the airport's building division from
the case.

Last April, Dusseldorf Airport and
its six lead property insurers agreed to
a settlement of 245 miillion deutsche
marks ($138 million) for property
damage resulting from the fire. The
property insurers canceled the air-
port's coverage after paying the claim,
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and the airport found new insurers.

Total property damages at the air-
port are estimated at 350 million
deutsche marks ($197.1 million),
while the overall cost of rebuilding
the airport is about 2 billion deutsche
marks ($1.13 billion).

Meanwhile, a liability insurance
pool for aviation victims is paying a
total of 20 million deutsche marks
($11.3 million) to the estates or fami-
lies of 17 people who died in the blaze.
Luftpool, comprising 90 liability in-
surers, paid the claims.

Dusseldorf Airport GmbH still
faces a subrogation suit filed by insur-
ers of airlines seelcing to recover more
than 130 million deutsche nnarks
($73.2 million) in business interrup-
tion losses they incurred from the air-
port's shutdown during the blaze. |
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Environmentalism

can clean up image

By KATE TILLEY

SYDNEY, Australia-Compa-
nies that want to prosper must
succeed in an area that has
proven difficult for them: con-
trolling environmental liabili-
ties, an environmentalist says.

The corporate sector needs to
see environmental liabilities as
opportunities to make money
and win public favor at the same
time, said lan Kiernan, execu-
tive chairman of Sydney-based
Clean Up Australia, an organi-
zation dedicated to improving

the environment.

Mr. Kiernan launched a clean-
up program in 1989 for Sydney
because he was "horrified"” at
pollution on Sydney's beaches
and in the water. When the oper-
ation became an annual event in
Australia, he spearheaded Clean
Up the World in 1993. The last
world clean-up day had 40 mil-
lion volunteers, he said.

Mr. Kiernan told the 2Ist nation-
al conference of the Assn. of Risk &
Insurance Managers of Australasia,
held last month in Sydney, Aus-

See Cleanup on next page
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INTERNATIONAL
Mr Kiernan said examples of er example, he said "Homebush "Industry thinking is changing, "consistently fall down with emu-
C I ea n u p "sound environmentalism" in the Bay has the largest collection of we are seeing waste as a business ronmental and social issues "
corporate sector include Sydney's dioxins in the world,” he said OppOl tunity,"” he told the confer- The "green movement is well-
Conttnued from premouspage parks and gardens, which are in- “We're now cleaning the site As ence organized globally, and compa-
tralia, that "sensible, practical en- volved in a $7 million Australian industrial land it was an unknown "For a company to be world- nies that think they can ignore it

vironmentalism will affect the ($4 6 million) prolect to use runoff liability, but using technology class, it must have environmental will not be successful," she said

balance sheet " Risk managers water and treated effluent to wa- available now, we can increase its strategies at its core," said Mr Risk managers must understand
must make the environment their ter the gardens value as real estate" after the Wilder people's perceptions, because they

No 1 issue, because "without it, The Homebush Bay site for the Games He warned that corporations often are unrelated to the actual
no other issues are relevant,” he main stadium and facilities for Australian businessman Dick that fail to implement "environ- damage but can be damaging to a
said the 2000 Olympic Games is anoth- Pratt, owner of Pratt Industries mentality” will not survive "No company, Ms Kelly said
Ltd, a Melbourne, Australia- one wants to harm the environ- Public anger has to be taken
based paper and plastics produc- ment, and they don't want bad into account along with the mag-

ARI MA meeti n d raWS er, is another example Mr Pratt public relations " nitude and probability of specific
g is buying waste paper for $15 a Paul Gilding, former executive risks, she said
ton and converting it to a product director of Greenpeace Interna- Farmers, for example, do more
more th a n 400 to Syd ney with recycled content that was tional, now managing director of environmental damage than the
sold for $1,500 a ton, Mr Kiernan Sydney-based Ecos Corp Pty mining industry, but are per-
said Mr Pratt is now investing Ltd, an environmental consulting ceived as being "more natural
SYDNEY, Australla-The 2Ist dinator for West Austrahan $20 million Australian ($13 2 mil- firm, said corporations are more than industry," she said

annual conference of the Assn of Petroleum Pty Ltd, was elected se- lion) in a project to recycle plas- likely to improve their environ- She told risk managers to "talk

Risk & Insurance Managers of Aus- mor vp ties mental performance for profit, not and listen How many of you try

tralama attracted 440 delegates The 1998 conference, on the theme Being green isn't easy, but it's social responsibility to put yourselves in the public's
The conference was held Nov 9- Risk, A Profit Source?, wall be in not hard, either," he said Ros Kelly, a former Federal En- position?"

12 at the Sydney Hilton Melbourne, Austraha, Nov 15-18 Stephen Wilder, president of the vironment Minister and now Syd- Good environmental manage-

At the ARIMA annual general For information, contact Confer- New York-based Risk & Insur- ney-based group executive, Asia ment is "simple lessons you
meetmg duringtheconference,Bn- ence Secretariat, Intermedia, PO ance Management Society Inc and Australia, for the global envi- learned in childhood," Ms Kelly
an Crews, insurance officer for Box 1280, Milton, Queensland, Aus- and vp-risk management for The ronmental consultant Dames & added

Unilever Aust Ltd, in Sydney, was tralla, 4064, 61-7-3369-0477, fax Walt Disney Corp in Burbank, Moore, told the conference that "Tell the truth, ask first before

re-elected president Caroline 61-7-3369-1512, electromc mail an- Calif, said corporations are be- Austiallan companies are good at you do it, clean up your own mess,

Crompton, nsk and insurance coor- macon[@ im com au coming mole environmentally managing market, financial, tech- share with the community, and
sound nical and sovereign risks but say you're sorry "
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Continued from page 1

concerned about junk science in civil
litigation. The role of the trial judge as
a gatekeeper, which was first estab-
lished in Daubert, was reaffirmed.
and the duty of the trial judge to ex-
amine scientific evidence and assure
that it is both relevant and reliable is
underscored in Joiner," said fortner
U.S. Attorney General Richard
Thornburgh, who has written on the
issue.

"The court makes it clear that the

only test to be applied in reviewing
the judge's gatekeeper role is whether
or not the trial judge abused his or her
discretion and rejected the notion that
there is some kind of'preference’ for
admissibility; that's what the 11th
Circuit had held and that was re-
versed in this case,"” said Mr. Thorn-
burgh, counsel to Kirkpatrick &
Lockhart L.L.P. in Washington.

The Risk & Insurance Management
Society Inc. praised the decision.

"RIMS is pleased with the Supreme
Court's decision, and we hope the de-
cision will encourage more judges to
exercise their gatekeeper responsibili-
ties. By using all the tools available to
them, judges may be able to guard
against at least some of the abuses
that currently burden our legal sys-
tem," said Paul Brown, RIMS' direc-
tor of government and legal affairs.

The Joiner case began when Mr.
Joiner, an electrician for the city of
Thomasville, Ga., discovered he had
small-cell lung cancer in 1991. He
sued GE and two other manufactur-
ers of electrical equipment in 1992,
claiming he had been exposed to poly-
chlorinated biphenyls-better known
as PCBs-as well as PCB derivatives
polychlorinated dibenzofurans and
polychlorinated dibenzodioxins while
working with the equipment. He
claimed the substances and the PCBs
had caused his lung cancer.

He relied on expert witnesses to
substantiate his claim. But the U.S.

District Court for the Northern Dis-
trict of Georgia held that Mr. Joiner's
experts failed to show there was a link
between exposure to PCBs and devel-
opment of Mr. Joiner's type of cancer.
In fact, the court said the expert testi-
mony did not rise above "subjective
belief or unsupported speculation."

But the court of appeals held last
year that the district court had gone
too far in banning the testimony. The
court held that because "the federal
rules of evidence governing expert
testimony display a prefemnce for ad-
missibility, we apply a particularly
stringent standard of review to the tri-
al judge's exclusion of expert testimo-
ny." The appeals court said the ex-
perts' testimony had a sound scientif-
ic basis when considered in its entire-
ty rather than individually.

The majority of the high court dis-
agreed. After discussing the particu-
lars of the case, Chief Justice William
Rehnquist wrote:

"We hold, therefore, that abuse of
discretion is the proper standard by
which to review a district court's de-
cision to admit or exclude scientific
evidence. We further hold that, be-
cause it was within the district court's
discmtion to conclude that the studies
upon which the experts relied were
not sufficient, whether individually or
in combination, to support their con-
clusions that Joiner's exposure to
PCBs contributed to his cancer, the
district court did not abuse its discre-
tion in excluding their testimony."

In a concurring opinion, Justice
Stephen Breyer wrote that district
court judges, faced with complex sci-
entific questions, should take advan-
tage of offers of review from respect-
ed outside experts when examining
evidence. Justice Breyer noted that
the New England Journal of Medicine
had proposed such a cooperative ef-
fort in a brief in the Joiner case.

Justice John Paul Stevens con-

curred with part of the decision and
dissented in part.

Business groups cheered the major-
ity opinion as providing better bal-
ance in determining what sort of tes-
timony ean be admitted in cases in-
volving scientific evidence.

"It's great for business. It reaffirms
what the Supreme Court held in 1993,
which is (that) it is the role of the trial
judges to act as gatekeepers in decid-
ing whether to admit or exclude so-
called expert testimony. | think this is
just going to make things more bal-
anced," said Robin Conrad, vp of the
National Chamber Litigation Center
in Washington.

But an attorney who had filed a
brief supporting Joiner before the
high court clieggreed that the decision
was pro-business. "This is not a pro-
plaintiff or pro-defendant decision; it
is a pro-district court decision," said
Arthur Bryant, executive director of
Trial Lawyers for Public Justice.

"It gives much more discretion to
the district court to either exclude or
permit expert witness testimony; it
gives much less authority to the ap-
pellate courts to overturn or control
those decisions. What it means as a
practical matter is whether cases get
to the jury will depend a great deal on
who the district court is. Before some
district courts, there will be a bias in
favor of allowing a case to go to jury.
In some district courts, there will be
even-handed approach, and in some
district courts there will probably be
a bias against letting cases go to the
jury," he said.

"The decision ultimately creates a
lot less work for the courts of appeal
by giving much greater discretion to
the district court. Unfortunately, it
creates a system where whether you
get to the jury or not will depend a
great deal on who the judge is. It cre-
ates a system where the exact same
case will go to the jury in front of one
judge and not to a jury in front of
some other judges, which may save
appellate courts some work but is
hardly the best way to run the system
if you're interested in uniformity of
result,"” said Mr. Bryant.

But business groups had little prob-
lern with any lack of uniformity of re-
Sult.

"It could be double-edged in some
cases, but the point that we wanted to
make is that the fundamental deci-
sions over the admissibility of evi-
dence should be made at the trial
court, because the standard that the
Supreme Court established in Dau-
bert gives the trial judge proper guid-
ances on what to admit, and it's not
necessary to second-guess those
judges through expensive and time-
consuming appeals,” said Quentin
Riegel, deputy general counsel of the
National Assn. of Manufacturers.

Mr. Thornburgh said: "l think there
are enough safeguards. | am particu-
larly impressed by the concurring
opinion by Justice Breyer, who points
out the usefulness of the court's ap-
pointing its own experts to help in the
assessment of admissibility."

Washington-based NAM's Mr. Rie-
gel added that the decision fit into a
larger framework that includes the
high court's 1996 decision in the land-
mark punitive damages case BMWOf
North America Inc. us. Ira Gore,
which said punitive damage awards
could be so disproportionate to actual
damages as to be unconstitutional.

The Joiner decision is "kind of rele-
vant to the punitive damages issues.
We have been arguing for years that
punitive damages should be subject to
certain constitutional limits, and fi-
nally the Supreme Court issued guid-
ance to the trial courts on how to
specify when punitive damages are
appropriate, so the ballis back in the
trial court's court, so to speak," said
Mr. Riegel.

General Electric Co. et at. us. Joiner
et uz., US. Supreme Court; No. 96-
188, Dec. 15, 1997.
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workers comp benefits, in some
form, will land on Gov. Pete Wil-
son's desk.

The CSIA and employer associa-
tions fear their costs will increase
excessively if lawmakers heed the
arguments of labor and employee
attorneys.

Self-insured employers, in par-
ticular, would be harmed, Mr.
Markey said. Much of the savings
that benefit-increase proponents
cite in their call for higher benefits
comes from insurance premium
reductions that have resulted from
a competitive insurance market
and the introduction of open rat-
ing, he explained.

"We certainly would be com-
plaining if somebody said self-in-
surers should pay increased bene-
fits based upon the savings in-
curred by the insured communi-
ty," he added.

Members of his organization
benefited slightly from the 1993
reforms because the legislation re-
dueed benefits for such things as
vocational rehabilitation and psy-
chological claims, Mr. Markey
said.

But they also increased benefit
payouts in an amount roughly
equal to 50% of the $1.5 billion in
savings expected from the reforms
at the time they were passed, he
said.

Therefore, members' costs have
remained relatively constant, in-
creasing about 1 % to 2% per year,
Mr. Markey estimated.

Other employers have experi-
enced even greater cost increases,
particularly large, self-insured
companies with high-wage earn-

Theresa Muir, manager of the
workers compensation division of
Southern California Edison Co.,
said Edison's average incurred
cost per claim has risen each year
and nearly doubled from 1993 to

1996, rising to $10,138 from $5,665
in that period.

Increases in medical payments
account for a portion of that, but
most of it has been driven by
"sharp increases" in indemnity as-
sociated with permanent disabili-
ty and temporary disability
claims, she said, adding that those
increases are typical for large em-
ployers with high wage earners.

But attorneys and labor repre-
sentatives argue that since the

Attorneys and labor
argue that workers
comp savings should
be shared with injured
employees.

workers comp reforms in 1993,
employers have saved billions of
dollars and that those savings
should be shared with injured em-
ployees.

Proponents of increasing bene-
fits dispute some of the employer
reports that their costs have in-
creased in the wake of the reforms.
They point out that in 1991, when
claims costs in California peaked,
employers were pouring about
$9.8 billion-including workers
compensation premiums and
claims payments-into the system,
an amount that has dropped since
then to about $6.3 billion each
yvear.

Therefore, employers have saved
about $15 billion since 1991, and
more of that should go to injured
workers, said Frank D. Russo,
president of the California Appli-
cants Attorneys Assn., a profes-
sional association of lawyers who
represent workers
claimants. He points to the fact
that claims frequency is down
about 30% from a peak in 1991.

Mr. Russo also said he doesn't be-

comp

lieve insured employers could see

a drop in costs, while self-insureds
would not.

"Both insured employers and
self-insured employers have had a
tremendous drop in the amount

tion since the 1993 reforms,” he
said. "Anybody who says they are
not saving money, that just defies

ums plummet by a third, there is
Nno reason to believe that other
peoples' costs wouldn't go down
by a similar amount.”

Mr. Russo charged that employ-
ers are trying to renege on a
promise made during the push for
the 1993 reforms that half of all
savings would go to injured em-
ployees. That pledge was never
put into legislation, but it was
contained in a press release issued
by Gov. Wilson when he an-
nounced the signing of the reform
legislation. Other than that, it was
a gentlemen's agreement, Mr. Rus-
so said.

The bills awaiting action in
Sacramento, however,
make sharing of any cost savings

law.

would

The bills state: "The Legislature

savings have already exceeded the
$1.5 billion originally estimated to

result from reforms enacted

through 1993. . . .It is the intent of
the Legislature to allocate equally
between workers, in the form of
benefit increases, and employers,
in the form of reduced workers'
compensation expenses, all of the
savings that resulted from workers
compensation reform legislation.”

The bills also would increase
benefits for temporary disability
by an indexed amount and provide
a 15% across-the-board increase
for all categories of permanent
partial disabilities, according to a
Senate Industrial Relations Com-
mittee spokesman.

The legislation would increase
annual premium costs 4.6%, or
$271 million, according to an

Continued on next page
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Comp

Continued fromprevious page
analysis by the committee. Factor-
ing in increased utilization due to
higher benefits, the annual cost in-
crease could rise to $366 million,
according to the analysis.

The state does not track self-in-
sured employers' costs, but the
Senate committee analysis suggests
that adding in self-insured costs
would raise the amount by another
30% to 40%.

Employers say that a 30% reduc-
tion in claims frequency that pro-
pcnents of the bills cite is mislead-
ing.

The number of claims has
dropped, but not as sharply as has
been said, they contend. Employers
say that the current level of claims
is being improperly compared with
peak years that were influenced by
a recession when many employees

likely filed claims as a result of job
losses.

In addition, the reduction in
claims frequency is also due to a
crackdown on workers comp fraud
launched before the reforms. Also,
the reduction in overall claims has
come from other factors, such as a
drop in the number of employees at
some companies.

For example, Edison has experi-
enced a decline in claims frequen-
cy to 1,400 in 1996 from 2,113 in
1993. But in 1992, the company had
20,000 employees, and today it has
about 13,500, Ms. Muir said.

Employer representatives point
out that attorneys representing em-
ployees in workers comp cases earn
most of their income by billing
12% to 15% of the amount paid out
in permanent partial disability
benefits to applicants. Therefore,
employers argue, they have a vest-
ed interest in raising these benefits.

Both sides, however, agree that
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some form of benefit-increase leg-
islation will pass through the Leg-
islature because Democrats control
both chambers. But compromises
are likely before anything is signed
into law, because Republican Gov
Wilson would probably veto some
aspects of the two existing bills.
One provision likely to be struck

would award death benefirs to be

paid to a worker's surviving spouse

Negotiate

Continued from page 2

bid for AGF, allowing a friendly
takeover offer to be submitted to AGF
shareholders. In return, Generali will
receive a number of AGF's curren
and potential assets.

According to the AGF executive,
under the deal:

- Generali will assume Allianz's 5%
stake and AGF's 33.5% stake in
Aachener & Munchener Beteiligungs
A.G., Germany's third-largest insurer.

AGF will keep an AMB subsidiary,
Royal Netherlands Life Insumnce Co.,
which the French insurer owns com-
pletely, the AGF executive said.

Negotiations also are under way
about Allianz's indirect holdings in
AMR Munich Reinsurance Co. holds
8.6% of AMB, while Dresdner Bank
holds 14.7% c,f AMB. Allianz, in turn,
holds 25% stakes in both companies.

Ugo Pastori, an insurance analyst at
London stockbroker Robert Fleming
Securities, said he thinks that after
acquiring the Allianz and AGF shares
in AMB, Generali eventually will
make a bid for 100% of the Aachen,
Germany-based insurer. That view
was echoed by other analysts late last

week

"Deutsche Bank and Munich Re
may sell their shares to Generali. We
don't know yet, but Generali will
probably bid for 100% if it can," Mr.

Pastori said.
Because Allianz would own more
than 50% of AIVIB through its direct

and indirect holdings after acquiring
AGF, German antitrust rules would

for life in the same amount as tem-

porary total disability indemnity
would have been paid to the em-
ployee.

Employer groups are prepared to
lobby against the bills when legis-
lators reconvene.

"Using data from the Workers'
Compensation Insurance Rating

Bureau, the opposition's spin doc-
tors have circulated their own ver-

force the company to dispose of any
shares in excess of a majority stake.

* Generali will take control of about
one-third of Athena Assurances, a
Paris-based multiline insurer, while
the remainder of the company will be
held by AGF.

AGF, in conjunction with an Italian
holding company, this month com-
pleted its acquisition of 97.2% of
Athena's parent, French financial
conglomerate Worms & Cie. The Oc-
tober offer for Worms was seen as the
catalyst for the takeover offers that
emerged for AGF (BI, Oct. 20; Oct.
13).

» The position of political risk and
credit insurer Coface, in which AGF
has a controlling interest, remains up
in the air.

Reports in the French press during
the bidding war for AGF have said
the French government does not want
foreign ownership of Coface. In addi-
tion to writing private credit and po-
litical risk insurance, Coface acts as
an agency for French state guarantees
in medium and long-term political
risk insurance.

"We don't see why we should sell,
but if the government wants us to sell,
then we will sell," the AGF executive
said.

Mr. Pastori of Robert Fleming Se-
curities speculated that AGF would
retain the short-term private sector
credit insurance business that ac-
counts for 60% of Coface's premium
volume. The medium and long-term
business transacted on behalf of the
French state probably would be sold
to another French company, he said.

Risk manager reaction to the deal
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sion of just how much employers
have saved," states a recent bul-
letin from the Sacramento-based
Californians For Compensation
Reform. "However, their calcula-
tion of the savings is inaccurate
and speculative at best, and does
not take into account that while
claim frequency is down, the cost
of each claim continues to rise dra-

matically." ‘81

was mixed.
"It's an understatement to say this
(the takeover) is due to globalization.

We have fewer and fewer brokers and

fewer and fewer insurers. It's a prob-
lem we have less and less choice in in-
surers and brokers," said Thierry van
Santen, director of risk management
at Group Danone, a Paris-based food
and agribusiness company.

"When you merge two companies,
you don't get more capacity. We now
have less and less choice in insurers
and so maybe we have to go more to
find partners in the reinsurance mar-
ket. In a way, | regret the acquisition
of AGF by Allianz. I'm not sure this
will improve services in the coming
years and | don't see more capacity,"”
said Mr. van Santen, who also is a
member of the executive committee of
the Assn. pour le Management des
Risques et des Assurances de I'En-
treprise, the P'rench risk management
association.

"There are certain attractions to
having a larger capital base and cer-
tam skills can be developed in large
companies. There are too many insur-
ance companies in France. | wonder
how they survive," said Christopher
Lajtha, corporate risk manager at
Schlumberger Ltd., a Paris-based oil
field services multinational.

"There is too much capital chasing
too little business If you take a long-
term view, this kind of consolidation
was probably well overdue," said Mr.
Lajtha, who also serves on the French
risk management association's execu-
tive committee.

The AGF executive said the insurer
realized when Generali launched its
hostile bid that AGF would lose its in-
dependence.

The insurer is pleased, he said, with
the solution offered by Allianz, which
will give Allianz 51% of AGF while
the AGF board and its executives re-
main French and autonomous. "This
is the best way to lose independence,"
the executive said.

Although Allianz will have a major-
ity stake in AGF, it will have only a
minority representation on the AGF
board of directors. The AGF executive
said this is because the German com-
pany is sensitive to lingering anti-
German feelings in France dating
from World Warll.

Analysts do not expect Allianz to
stay on the sideline for long.

"My feeling is that in the long term,
Allianz will get a majority on the
board," said Mr. Pastori.

"This is the friendly face of Allianz,
and they will treat you with kid
gloves. It's an ongoing thing, but it is
true it will change," said Michael
Lindsay, insurance analyst at invest-
ment bank Lehman Brothers in Lon-
don.

Allianz is by far the winner in the
whole story, he said.

"Allianz is looking good. They came
out of this without having to counter-
bid. Generali has come out OK They
have always had their eyes on AN[B.
The AGF shareholders have come out
worse, because they didn't get a bid-
ding war" to drive up the purchase
price, Mr, Lindsay said.

"Generali and Allianz basically got
what they wanted without having to
overspend," agreed Mr. Pastori. "This
is a very political solution. It's not re-
ally a business solution, but it is the
best that can be accomplished. In a
normal situation, you would see Al-
lianz and Generali bidding again. But
this market is not like the US." 1
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sure to guarantee that insurance com-
panies with existing operations in the
country would be allowed to continue
100% ownership.

American International Group Inc.
in New York, which has had opera-
tions in Malaysia for 51 years, lobbied
strongly for a "grandfathering" con-
cession for existing foreign-owned
operations.

Although that provision was not in-
cluded, AIG Chairman and Chief Ex-
ecutive Officer Maurice Greenberg
nevertheless joined other internation-
al insurers in hailing the agreement.

"Significant benefits will result for
both producers and consumers of fi-
nancial products. The market opening
and investor protections.. .willlead to
lower costs, enhanced product inno-
vation and the mobilization of needed
domestic and international capital to
address the requirements of both de-
veloping and developed nations," Mr.
Greenberg said in a statement.

The central feature of the agree-
ment is the commitment most coun-
tries made to allow entry to their mar-
kets by foreign insurers:

« Forty-five countries, including the
United States, members of the Euro-
pean Union, Japan and Mexico,
signed up to allow 100% ownership of
subsidiaries and allowing them to en-
ter markets via branch offices.

- Seven countries-Brazil, Chile,
[ndonesia, Jamaica, Nicaragua, South
Africa and Venezuela-agreed to al-
low 100% ownership of subsidiaries
but no enty through branches.

* Nine countries, including the
Philippines and Singapore, agreed to
allow majority ownership.

- Five countries-the Dominican
Republic, Honduras, Malaysia, Sri
Lanka and Tunisia-will only allow
minority ownership for new opera-
tions. Malaysia will allow only 51%
ownership of ecisting operations.

< Four countries-Costa Rica, ElI
Salvador, India and Kuwait-made
Nno insurance commitments.

While many of the countries merely
reaffirmed their existing policies,
there still were some significant con-
cessions, said Mr. Cloney.

For example, Indonesia agreed to
allow 100% ownership, whereas prior
to the WTO agreement, foreign insur-
ers could only have a minority owner-
ship of Indonesian operations, he said.

And while Malaysia refused to
grandfather existing operations, the
U.S. government still will be permit-
ted to negotiate with Malaysia bilat-
erally on this issue, Mr. Cloney said.

In the near tenn, the agreement will
be a significant boost to international
insurers, he said.

"The situation before, where you
had to fight your way in everywhere,
is being changed to a situation where
everywhere we are building markets
to the benefit of everybody," Mr.
Cloney said.

The agreement gives international
insurers a new level of comfort, said
Brant Free, vp of international exter-
nal affairs at Chubb Corp. in Wash-
ington. "What it means for us is more
predictability," he said,

Even though the WTO agreement
merely Affirms the existing practice in
many countries, insurers will now
have a recourse if countries breach
those policies, Mr. Free said.

If, for example, a country is found
in breach of the agreement, the
WTO-which will oversee the agree-
ment-may permit countries that suf-
[er from that infraction to take retal-
latory action.

The WTO agreement has been a
long time coming. U.S. insurers first
called for trade rules for services in
1973. In 1995, many countries signed
an interim agreement, but the United
States refused to sign, saying it did
not guarantee enough access to devel-
oping markets (B, July 31, 1995). Ell

Parity
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Clinton administration last Fri-
day released a regulation stating
that employers can seek the ex-
emption after six months if they
docunnent a cost increase of at
least 1 % and provide 30 days no-
tice of the exemption filing to par-
ticipants and to the federal gov-
ernment. Once an exemption is
obtained, it is good for the entire
duration of the law, which sunsets
on Sept. 30,2001.

The new rule, expected to be
published in today's Federal Reg-
ister, is a win for mental health
advocates and a disappointment
for business interests that had
been lobbying for the right to do a
prospective analysis of the cost of
complying with the new regula-
tion.

Private employers with 50 or
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more employees have three
months, starting in January, to
bring plans in line with the parity
rules, though the government
must be notified in writing if the

'‘We'll try to apply it in
practice and see if it's

workable,' says Neil
Grossman of the

APPWP.

grace period will be used.
According to government-spon-
sored studies, about 30,000 bene-
fit plans, or approximately 10% of
plans covered by the new rule, are
likely to be able to prove that
their costs have gone up at least
1%. These plans cover 11 million
people, the government said.
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Business advocates criticized
the new regulation as expensive
for employers and difficult to ap-
ply. Employers seeking the ex-
emption would have to amend
health benefits in the middle of a
plan year and reduce a benefit,
which would prove unpopular,
said Neil Trautwein, manager of
health care policy for the U.S.
Chamber of Commerce in Wash-
ington. He said he hopes that the
rule will be repealed.

The Clinton administration was
not swayed by several letters sent
last week to key government offi-
cials by the Washington-based
National Assn. of Manufacturers,
said lobbyist Julie Cantor-Wein-
berg. 4 'We asked for prospective
relief,"” she said. "Clearly it's an
example of how the administra-
tion is hostile to the employers in
this arena.”

Neil Grossman, vp for legal and
regulatory affairs at the Washing-

Corporate

are a

ton-based Assn. of Private Pen-
sion & Welfare Plans, said: "We'11
try to apply it in practice and see
if it's workable. If not, we may go
back to Congress."

How employers will use the 1 %
rule is largely a moot pc,int for the
year ahead, according to Rich
Stover, consultant for Buck Con-
sultants Inc. in Secaucus, N.J. The
federal government has delayed
providing guidance for so long
that most employers already have
seen their open enrollment peri-
O(is come and go, he said, and ma-
jor decisions regarding benefit
parity already have been made.
Many plan sponsors already have
equalized mental and physical
coverage (BIl, Oct. 27).

Few plans are likely to seek the
1 % exemption, predicted Judy
Bauserman, a consultant in the
Washington office of William M.
Mercer Inc., because other permit-

See Parity on net page
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"It is not a fair system Employers York
end up paying twice once for their "If all 50 states do this, I'm look-
own employees and once for the Ing for anotner Job It is getting out

Surcharge

Continued from page 1

uninsured," says Richard Lord, ex- of control,” said Wilham MeKelvey,
The Massachusetts surcharge, eeutive vp of legislative policy for president of Medical Cla-ms Ser-

though, IS much less costly than the Associated Industries of Mas- vices Inc, a TPA in Quincy, Mass

New York's, which can go as high sachusetts in Boston, a business And, a provision in the Employee

as 57 27% per medical claim trade group Retirement Income Security Act
In the end, employers may ask that pre-empts state laws and regu-
while not without complexities- employees to shoulder some of the lations that "relate" to employee

also imposes fewer administrative added costs
burdens than New York's Calculat-

The Massachusetts surchalge-

benefit plans-once thought to be
"Employers are reluctant to take an impregnable barner to such
ing the Mas- sState laws-—
sachusetts assess- may not pro-
ment is simple, vide as much

while New Yorks ' EMmMployers are reluctant to take on new

has a nurnber of

protection as

previously be-
heved

variables, inclua.  COSts. Eventually, it may be pushed back
ing where in New {0 employees,' Buck Consultants' Keith

York employees . A
1-ve ana the loca-  Dallas says of the hospital bill surcharge. the Suprerne

tion of the hospital Court ruled

That is be-

cause in 1995

providing services that an earlier

"We have tried New York hos-

to develop a system that, while not on new costs Eventually, it ma) be pital bill surcharge law u as not
perfect, is as simple as possible," pushed back to employees," said pre-empted by ERISA because it
said Katharine London, policy de- Keith Dallas, a prmcipal with Buck had only an "indirect effect” on
velopment manager with the Mas- Consultants Inc in Boston choices made by health care buyers
sachusetts Division of Health Care Others worry that if two states- (Bl, May 1, 1995)
Finance and Pollcy in Boston New York and Massachusetts-now The new surcharge is the result of

Still, the new surcharge-typical- have a system of hospital bill sur- a bill passec earlier this year by the
ly paid by TPAs-ultimately will charges to help finance uncompen- Massachusetts Legislature That
mean higher costs passed onto em- sated care, others may not be far bill amended an earlier system of
ployers and perhaps employees behind funding uncompensated care

"If TPAs have to absorb this cost,
they can't stay in business To sur- or two states have done this The IS- pitals a surcharge on their bllts The
vive, they will have to pass it on" to sue is, what if every state does revenue was collected by the state
clients, said Stephen Zubiago, an something like this? Imagine the and returned to hospitals based on
attorney in the Providence, RI, of- cost and administrative burden of how much uncompensated <c=ar=
flee of Edwards & Angell trying to keep track and comply they provided The new surcharge

Employer groups say they should with dozens of state surcharge on payments made to hospitals w111
not be the ones to bear the cost of rules," said Fran Bruno, an attorney allow the assessment hospitals have
fundmg coverage for the uninsured with Wilham M Mercer Inc in New to pay to be cut to 3 9% from 6 2%

The new surcharge legislation

"The issue isn't so much that one Prewously, the state assessed hos-

was passed in July and was to go
into effect Oct 1 However, a sec-

ond bill passed in November de-

Questions on surcharge
answered On phone, Online Ifg);tzdtheeffectivedateuntIIJan1,

It was at that point that "every-
BOSTON-In February 1998, an Answers to questions like this and one began to wake up and realize
insurance company settles and pays many others about the Mas- what happened,” said Wilham Brei-
claims totaling $14,500 with a Mas- sachusetts surcharge on hospital denbach, president of Healtn Plans
sachusetts hospital for services de- payments are provided on a World Inc in Worcester, Mass
hvered m 1993, 1994 and 1995 Wide Web site maintained by the Because the surcharge does not
Does the insurer owe a surcharge Massachusetts Division of Health go into effect until Jan 1-rather
on the payments? Yes Care Finance and Pollcy The ad- than Oct | as originally intended-
The Massachusetts 5 06% sur- dress is www state ma us/dhcfp
charge apphes to payments made to

the 12-month revenue goal of $100
In addition, questions can be sent million will have to be raised in
hospitals in the state on or after Jan to the division through electromc nine months

1,1998-regardless of whenthe ser- mail at pool help@ state ma us For As a result, when the surcharge is
vices were dehvered or when the bill those without access to the Internet, adjusted next year for the 1999 fis-

is sent In this example, the msurer the division can be reached at 800- cal year, it should be decreased to
would owe the Commonwealth of 888-2250 or 617-988-3328

Massachusetts $733

about 3 23%, as revenues then will

-By Jerly Geisel be collected over a 12-month pei'l-
od

Alexandria, Va -based National mine (the rules) can undermine

Mental Health Assn them," said Russ Newman, execu-

Parity

Continued from previous page

"It appears the implementation tive director for professional
of the law will take place well into practice of the Washington-based
ted plan design changes can con- the 1998 plan year, and we hope American Psychological Assn
trol costs In addition, self-in- we'11 have a positive experience "People can still sabotage and un-
sured employers will not want to and long-term impact It's our dermine the intent of the parity
incur the cost of figuring mental legislation "
health care expenses, she said

Bethesda, Md -based Marriott 'People can still

International lhc , W

The new rule does not compel
an employer to offer to its em-
ployees mental health care cover-

a lifetime mental health benefit age or basic medical insurance,

sabotage and

maximum of $50,000, compared  yndermine the intent of

with $1 million for medical and

but analysts said that they ex-

pected few employers to drop
these benefits

surgical care, will change its plan  the parity legislation,’
to comply with the rule, said
Robert Dankmyer, vp-corporate

benefits

says Russ Newman. The new rule also attempts to
address the complexities that will
arise when employers have more
"Our objective is not to get than one cap for various pnysical
around it by using the 1 %," he hope since the cost of the propos- illnesses

said "Our objective IS to be in al is so minor, the actual exemp- The rule specifies a weighted
compliance " Mr Dankmyer tion process will be rarely used,” average of all covered pnysical
added that othei restrictions- he said conditions and sets mental health

which are still undetermined-

Although happy with the new parity equal to that average For
would be adopted to limit mental rule, mental health advocates con- instance, a group plan has a
health expenses tinue to criticize what they termm $100,000 annual limit on car-
The administration's rule on the major loopholes inherent in the diopulmonary diseases, and 40%
exemption is welcomed by mental law Because plan sponsors are of the plan payments are for these
health care advocacy groups They free to limit psychiatric care by illnesses The remainder of claims,
had warned that prospective anal- number of inpatient days or num- 60%, are covered at a maximum
b sis of health costs would lead to ber of outpatient sessions, for in- of $1 million
massive defections of employers stance, these groups said employ- The cap for mental health
from the rule’s umbrella ers still will be able to offer low would be the weighted average
"We were very pleased with the levels of mental health care bene- annual limit, or 40% miltiphed
outcome,"” said Al Guida, vp of fits by $100,000 plus 60% miltiphed

government affairs for the "Anyone who wants to under- by $1 million, or $640,000 IlI

Updates

Workplace injuries down in '96

Continued from page 2
workplace survey last week, covering 1996 The rate of reportable
non-fatal inlunes and ilinesses m private industry workplaces
dropped to 74 cases per 100 full-time employees last year, down
from 8la year earlier and from 89 in 1992, the survey found

The rate was higher for what the bureau terms "goods-producing
industries," such as manufactunng and construction, than it was for
"service-producing industries" such as transportation Manufactur-
ing had the highest incidence of workplace illnesses and inluries, at
10 6 cases per 100 employees in 1996, finance, insurance and real es-
tate had the lowest, at 2 4 cases per 100 employees

The survey does not state reasons for increases or decreases in in-
jury and illness rates The survey released last week is one of three
workplace safety surveys by the bureau Its survey on 1996 fatali-
ties-which showed a five-year low for the number of workers lalled
on the job-was released in August (Bl, Sept 1) A more detailed sur-
vey on seriously inlured and 111 workers and the circumstances of
their lliness and In]ury is slated for release in Apr:LI 1998

Kaiser to pay family

DALLAS--Kaiser Permanente is paying $5 35 milhon to the fami-
ly of a man who collapsed and died m one of Kaiser's Texas clinics
in 1995

In a process used to encourage out-of-court settlements, a non-
binding Jury trial was held in state court in Dallas to hear allegations
that the health maintenance orgamzation's North Texas operations
failed to diagnose heart problems that led to the collapse and death
of 56-year-old Ronald Henderson

Kaiser confirmed the settlement amount but did not return calls
seekmg more information regarding the case

Jurors are unaware in such trials that their decision is non-bind-
ing In this case, the jury reportedly returned a verdict that would
have called for Oakland, Calif -based Kaiser to pay a much higher

award

Airline settles with EEOC

MILWAUKEE-Midwest Express Airlines Inc has agreed to pay
$115,000 and to fund new workforce dversity and tranung programs
as part of a settlement agreement reached last week

Six airline maintenance workers filed suit in U S District Court m
Milwaukee last May, alleging the airline's hiring and promotion
practices discnrnmated agamst Afnean-Amencan employees

In addition to paying $115,000, which will be divided among the
six individuals, and establishing new training diversity programs,
Milwaukee-based Midwest Express, in its settlement with the Equal
Employment Opportumty Commission, also agreed to form a two-
year partnership with the Milwaukee Urban League to help identify,
recruit, interest and orient potential mmonty employees to positions
such as aircraft groomer, technician and other career opportumties,
and make available at least seven scholarships covenng tuition, fees
and books to Wisconsin technical colleges that offer aircraft malnte-
nance certification programs As part of the settlement, the company
would not divulge the total cost of the programs

Midwest Express agreed to settle all of the EEOC's claims to avoid
litigation costs It denies any racial discrimination

Standard to demutualize

PORTLAND, Ore -Standard Insurance Co IS developing a plan
to demutualize and become a publicly traded stock company

If the plan is approved by Portland, Ore -based Standard's board,
its policyholders and regulators the demutuallzation process will oc-
cur over an 18- to 24-month period Upon completion of the demu-
tualization, more than $500 million in stock could be chstributed to
the Standard policyholders, depending on the valuation of the com-
pPany

Company officials say conversion to a stock company will allow
Standard, principally a group life and long-term disability insurer,
to become more competitive because it will have greater access to
capital

Briefly noted

Insurance swindler Martin Bramson has pleaded guilty in the U S
District Court in Baltimore to conspiracy, money laundering and
mall fraud charges related to his operation of a string of bogus off-
shore insurers (Bl, Nov 10) He is scheduled for sentencing Feb 11
and faces a statutory maximum of 30 years in jail, though his term
under federal sentencmg guidelines pnll likely be less Aetna U S
Healthcare said James H. Dickerson Jr., its chief financial officer, is
leaving the company, and it expects to name a replacement shortly
Parent Aetna Inc reported lower-than-expected third-quarter earn-
ings, which has been attributed to its U S Healthcare Inc acquisi-
tion and the problems inherent m dilgestmg a malor acquisition (BI,
Nov 17) Larry Lombardo and Fiona Luck have been promoted to
executive vps from senior vps at ACE Insurance Co Ltd Mr Lom-
bardo wtll have overall responsibihty for ACE's underwriting opera-
tions and Ms Luck, who already heads the financial lines operations,
will also be responsible for Joint ventures ESG Re Ltd., a new spe-
cialty reinsurer, will be capitalized at $243 million after its initial
public offenng was oversubscribed Originally, the reinsurer was to
be capitalized at $210 million, but Just before the IPO the number of
shares for sale was increased Nearly 80% of insurers selling tax-
favored medical savings accounts said sales have been below expec-
tations Reasons for subpar sales Include lack of agent and consumer
understanding of the product, according to a General Accounting Of-
flee report expected to be released this week
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Santa leaves coal, not capacit
kf , P \Y/
== 1,500
By MYRON M. PICOULT . 1,480
and JODI PICOULT VAN LEER Bwt before he could Bnish, there arose sck a clatter. . - 1,460
Donotking rushed to ike door to see what was the Matter. 1 440

Special to Business Insurance ) i i

And wkat, +0 kis undying relief should appear, 1420
'"Twas six weeks 6efore 61,+st,nas at Nearly Defunct Bw a jolly old elf and seven reindeer. 1 400
And ike fr— vwas a-humming wilk holiday spunk. 1380
The employees thought noihing at all would spoil it- "Welll Ikis is a surprisel"” Donotking cried, 1360
All 6+ Almost Donotking, wko sat in 16 +oilet. "Sked yowr 6ellsl Take a se<ati Come on insidel" 1340
Santa entered and nodded, his expression strained. 1320
Hemming and kawing and quaking witk nerves, Ike seven reindeer followed, extremely well-trained. 1300
1 280

He sat in Me stall and let his mind swerve

Toward ike coming board meeting (a-ha-ike plottkickens...)
At which ke would stand up and lie like +ke Dickens.

Donotking stood and he zipped and ke flushed.
My (14 his board members would su,*ely 68 crushed
Jf tkey sound out ike tndk-lkat ike fir,, »st 6e c,sed,
Since 6wsiness had gone from )'ast bad to,nuck worse.

For two years now ke'd managed to hide from tke Go==<=

Donotking pM+ kis arm 'rownd Mr. Cia,s,
l:arned to lke board and said, <*er a pa,se,
"Ladies and gentle,,en, with no friker rging,
Let,ne in,oduce a potential Merging:

Claws Jndwstries and Nearly DeAnct-let's hear »-
Does tkat not put yoM in ike holiday spiriR"
Santa edged away slightly, to stand alone.

Insurance
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Source Nordby international Inc

PCS catastrophe options

As of Dec 19

call

spread bid/ask

Price

National Annual 1997

Call

Pnce

spread bid/ask

California Annual 1998

Noking," ke muttered, "kas 6een cast in sto.e." 30/50 —1- 40/60 16/23
Tkat ke'd 6enefited from light catastrophe losses. 60/80 -/15
. . . . National Annual 1998 Western Annual 1998
And-at f'$+Donotking couian T believe kis eyes- Donotking fo.ght off ke panic tkat rose. o 1 01130 e e
B,-,t paid-loss trends were actually beginning +0 rise. Laying his finger aside of kis nose, 60/80 7o/83 80/100 1 UI 8
80/100 60A0

He said, "Santa, yow joker, don'+ scare malikalkat!"

National December 1997

Eastern September 1998

Ikey'd written Mi,ltiyear contracts and raised retentions. . . And was Met by the silence of lke guy iM the red hat

5/15 2/30 40/60 28/40

5/25 -17 6

- Pricing in ike commercial line slunk, come to Mention. . -

Southeast September 1998
40/60

Asbest d i tal | o iqm -
sbestos and environmental losses rose Tom Katt, kead of underwriting, said "Something's wnclear.

25/35

And they were abowt io gener¢te negative cask flows. 60/80 15/25

J tko:*96+ ikere were supposed to 6e eish' reindeer.
"Hey, Ikis is tke '90s," said Santa. "Get reall _
Growing invest»,ent income was getting harder L, v e " Total volume 140 Total open interest 19,423
Downsizine's par' of ike corporate deal.
For Information on PCS cal options call the Chicago Board 01
Trade at 312-435-3674

' ., And reserves? Well, tkey'd scroped ike 60#om of lke larder.
04 yes. Jf he told +ke», Me #*,14 Donotking feared,
Ike board wowld just toss kim right owt on his ear.

Source Chicago Board of Trade

He tun,ed +0 Donolking, a gaze ikat cold 6:am.
"-[kat's something yow bo=os would be wise fo learn."
He pulled bgocals from kis swit, and said, "Now, J fear
That you guys have 6een screwing around tkis past year.

British Issues
And so, ke'd corne ~p WHK = marvalows plan.

. Price P/E Div Yield 52-week
J+ was-granted-stop-gap, and yet it wowld span
Ike leng*k of tkis last Meeting of 1997

3ust long enough to keep Donotking Manking keaven.

Companies pence pence % high-low

O've poured tkrough tkese inancial state»,ents and pa- Commi Union 852 133 358 41 912-630
Genl Accident 1030 74 354 40 1158-729
Pre.s—

Gdn Royal Exch 322 49 122 36 350-257

And J can'+ 6elieve some of tkis company's capers! Legal & Gen 480 196 116 28 551--363

Royal & Sun

For you see, in a moment of 6'111:=n<= he'd steered
5904 21 3 197 39 651-429

Why, J' so appalled Mat J feei fairly weak.
<. lke company toward a merger that he'd engineered. Yy PP Y -

. Il le+ M koris +ake ik ins, +0 k.
4 A.'d all Of these proble»,s would be sq,asked like a mack Jitle y cokons trake ike reins, so spea Brok
rokers

When tkey joined an 04+ tkat was above reproack. Lmbrt Fenchrch 107 73 84 101 138-101

"On Dan, on Harry, on Peter, on -lied-

Koz Lloyd Thmpson 179 149 108 75 206-151
Witk a smile and a flou,4sk ke entered ike room ©n Don and on Gavin, and Mike,"” Santa said. Sedgwick Grp 146 11 9 74 51 171-115
. . . . He nodded to One Very brge Knny beast, Willis Corroon 145 167 66 56 165-116
Shaking kands, patting 6acks, warding off coming doom.
+le moved +0 kis seat and said wRk a fake 944 Who got to his kooves looking rather displeased. Note Closing pnces from Dec 19 for all but Lmbrt Fenchurch
: n Thomj n, th n from D 18 All other num-
"Friends, yow won'+ believe ike shape that we're in. Continued on next page and Lovd Thompson. those pnces from bec 18 All other nu
bersfrom Dec 18
1 21 TS TS "T21 - CTZ2rt u 257 "al 's '216 =i oOTsT- 227 =565 -5 21 - 26 Source Nordby /ntemationa/ /nc (nordby com) Boulder, Colo
58 INndu stry Stock Re port DEC. 15,1997, THROUGH DEC. 19,1997
Weekly Year to date Year to date Weekly Year to date Yearlo date Weekly Year to date ‘Yearto date
BROKERS Pnce % change % change High Low Vol (000) Pnce % change % change High Low Vol (000) Price % change %change High Low Vol(000)
Aon Corp NYS 55.13 0.57 33.10 5844 4025 884 EMC Insurance Group Inc NDO 1350 357 1250 1500 1075 5 RLI Corp NYS ass6 416 45.51 4856 3050 118
E W Blanch Holdings Inc NYS 3363 110 6708 3560  1ses 179 Enhance Financial Services  NYS s8.00 0.5 ssoo  sezs  aaia 462 St Paul Companies Nvs 8344 060 4232 ssso  s7ss  7se
Gallagher Arthur J & Co NYS 35.38 174 1411 38.25 2075 20 Everest Reinsurance NYS 38.00 0.33 3217 43.00 25.63 385 SCOR NYS as00 229 39.64 52.13 34.00 10
Hilb Rogal & Hamilton NYS 1875 1.69 a1.51 1963 1250 102 Executive Risk Inc NYS 6869 110 8564 7275 3388 114 SAFECO Corp NDO a7.88 3.77 21.39 5538 3650 1964
Kaye Group Inc NDO 6.50 1.89 2381 9.00 438 28 EXEL Ltd NYS 60.00 148 s8.42 es.19 3675 780 SCPIE Holdings Inc NYS 2694 5.27 34.69 3213 19.13 NA
Marsh & McLennan NYS 73.19 2.66 2075 8000 5113 1a3s Fremont General Corp NYS 5044 1.38 6270 s088 2638 327 Se,bels Bruce Group NDO 7.63 0.00 758 o.63 s.88 64
Poe & Brown NDO a1.25 6.25 55.66 4a7.00 2550 16 Frontier Insurance Group NYS 22 00 353 1503 39.25 1838 1615 Selective Ins Group NDO 2525 7.34 32.89 27 88 1831 182
Sedgwick Group PLC NYS 12.19 -e2s 1747 1325 9.38 143 Gainsco Inc NYS 825 o.76 1420 1019 8.00 225 Tera Nova Insurance Co Ltd NYS 25.06 2.67 1657 3000 18.00 az
Willis Corroon Corp NYS 1288 842 1196 1350 o75 583 General RE Corp NYS 207.88 4a.09 31.77 221.25 151 00 a8z TIG Holdings NYS 31.94 oo7 572 3800 2638 810
BROKERS AVERAGE 122 s4.04 Gryphon Holdings NDO 1700 226 2035 1775 1288 s Titan Holdings Inc Nvs 2100 0.8 s144 2500 1543 105
Harleysville Group NDQ 2388 106 sese  27.50 1438 o6 Tok.0 Marine & Fire NDO 5100 1574 os8 6600 4125  2as
INSURERS/REINSURERS Hartlord Steam Boiler NYS 5381 o.82 1604 s6.69 44.00 200 Torchmark Corp NYS 40.13 243 58.91 4281 24.75 1148
ACE Ltd NYS o356 170 5561 10106 5575 731 HCC Insurance Holdings NYS 2113 9.74 11.98 32.69 18.06 540 Transallantic Holdings NYS 69.04 2.19 3032 76.56 s0.13 143
Acceptance Insurance Cos NYS 24.69 247 25.00 28.63 1775 70 ING Groep N V NYS 4075 1.21 1560 5300 3888 515 Travelers Property NYS a0.69 o.a6 1502 4356 31.38 1427
AEGON N VvV NYS 87 50 116 3834 8969 5425 97 IPC Holdings Ltd NDO 3100 0.40 3855 3188 22.00 243 Travelers Corp NYS 53.00 o059 7521 57 38 28.69 18582
Aetna Life & Casualty NYS 67.94 1394 1508 11813 6706 7095 Hartford Financial Services NYS 8894 201 31.76 9150 6475 1183 Trenwick Group Inc NDO 34.75 aaz 1270 39.63 3075 66
AFLAG 1ne NYs s0.00 a7 1696 5788 37 50 1359 Lasalle Re Ltd NDO 5328 070 1ses  ses  zsso 285 Unico American Corp NDQ 12 44 153 1as7 e oss 14
Allied Group Inc NYS 2894 176 33.05 35.75 20.06 149 Life Re Corp NYS 61.38 a.91 5890 62.25 3675 140 United Fire & Casualty NDO 4456 2.06 2642 47 0o 2975 7
Alistate Corp NYs 8931 -ose 5432 438  56.25 4550 Lincoln National Nvs 7428 aso 4143 7700  49.00 1039 Unitrin NDo 63.00 186 1300 esso  asso 153
AMBAC Indemnity Corp NYS 4350 1.90 3107 a7.56 3100 1192 MAIC Holdings Inc NYS 2831 a1a 67.16 3050 1513 36 UNUM Corp NYS 52.56 a.90 asso s52.81 33.63 1672
American Bankers Ins NDO a4.25 1011 731 aazs 2389 407 Markel Corp NvS 15200 100 68 80 161.13 8500 B USF&G Corp Nvs 22.44 2.7 749 2550 1563 3384
American Financial Group NYS 38.88 .65 2.98 49.25 3238 339 MBIA Insurance Group NYS 64.19 o119 26.79 67.25 asaa 1312 Vesta Insurance Co NYS 58 56 3.88 86.65 64.50 30.50 azz2
American General NYS 53.56 -oz3 3104 s56.25 3650 2549 Meadowbrook Insur Group NYS 24.13 1.28 14.88 2663 20.25 77 Zenith National Ins NYs 2606 0.24 azo 28.75 2463 55
American Heritage Lile Ins NYS 3763 147 4333 4050 2350 a7 Mid Ocean Ltd NYS 5581 0.22 6.31 66.75 44.13 233 INSURERS/REINSURERS AVERAGE 0.27 2828
American Indemnity/Fin | NDO 1238 100 2073 1sso 1013 o MMI Cos Inc Nvs 2513 .00 2200 8275 2075 167
Amencan Internattonal NYS 10488 301 45 32 112 56 7100 6294 Mutual Risk Mgmt Ltd NYS 2713 1.64 4662 2975 1550 408 HEALTH MAINTENANCE ORGANIZATIONS
Argonaut Group NDO 31.38 456 2.03 38.13 28785 129 NAC Re Corp NYS 4563 -082 3469 52.88 3263 549 Humana Inc NYS 1956 6 57 296 2531 17.38 2881
AXA UAP Group NYS 3900 365 23.81 3988 2925 324 Navigators Group NDO 1838 134 o.es 22.50 1575 82 Oxford Health Plans NDO 15.19 2.99 74.07 8900 14.88 13838
Baldm & Lyons Inc NDO 24.44 7.78 32.99 28.75 1738 11 Nobel Insurance Ltd NDO 13.13 1.87 448 1538 11.88 50 Pacificare Health Sys NDQ 50.00 ozs 3846 85.63 48.13 230
Bemley WRCorp NDO a12s5 -0 90 21.92 a6.38 2881 249 NYMagic Inc NYS 2644 1.63 4688 2981 1763 7 Safeguard Health Enter NDQ 1338 3.60 2357 1875 .63 17
Berkshire Hathaway Inc NYS 46000.00 oee 34 90 48600 00 30000 00 Ohio Casualty Corp NDO aa.88 191 2641 s100 3400 o3 Sierra Health Services NYS 3369 so2 s6.80 a1e63 2375 278
Capital RE Corporation NYS 60.06 1.44 28.82 62.63 38.75 o3 Old Republic Int | NYS 36.69 -0.84 37.15 40.19 24.63 578 United Healthcare Corp NYS 4756 330 5.69 6013 az.aa 5455
Capitol Transamerica Corp NAS 2175 440 6.10 28.13 1763 73 Orion Capital Corp NYS aa.38 -0.8a a5.19 s100 2975 212 Wellpoint Health Networks, NYS 39.31 o.89 14.36 6113 32.25 1995
CapMac Holdings Ltd Nvs s4.c8 o055 377  seoo 2280  ess Partner Re Ltd Nvs aa.50 113 3107 4513 so7s 413 Hmos AVERAGE 4.36 1090
Capsure Holdings Corp NYS 1500 o.00 30.43 1538 ss0 o Penn America Group Inc NDO 1825 210 60.77 2175 1038 62 ALL COMPANIES AVERAGE 1.77 17.14
Centris Group Inc NYS 21.94 690 11.78 2400 1788 88 Philadelphia Cons Holding NDO 18.00 9.92 54.84 2325 11.25 281
Chartwell Re Nvs 3100 azs 1s80 3625 2450 252 PXRE Corp Nvs 31.50 2.5 2727  sses  zss0 183
Chubb Corp Nys 77.08 131 ass7 7850 51.13 1875 Reliance Group Holdings nvs 1363 381 asaz 1513 ss0  ses
CIGNA Corp Nvs 158.44 o008 1597 20075 13225 1476 Reliastar Financial Corp nvs 3944 210 sess  ao7s 2700  se
CNA Financial Corp NYS 123.94 465 1583 13225 96.38 116 RenaissanceRe Holdings Ltd NYS 42.44 609 2860 50.00 3250 163
CNA Surety NYS 14.75 -0.42 1.67 1650 1288 165 Risk Capital Holdings NDO 2206 -0.84 13.87 2338 1600 68

Top advancing issues Tokio Marine & Fire, American Bankers Ins, Philadelphia Cons Holding Leading decliners Aetna Life & Casualty, Wellpoint Health Networks, Baldwin & Lyons Inc Most active issue Travelers Corp The 8/Index fell 14%, the Dow
Jones 30 Industrials lost 1 1%, the S&P 500 fell 0 7% and the NYSE Composite fell 0 5% Average P/E Brokers, 26 5, Insurers/reinsurers, 37 2, HMOs, 19 4
Source Nordby Wemationa//nc (nordby com), Boulder, Colo
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Classic

Continued from page 2

Mr. Beres.ford-Wood and Bob Roy, Classic Fire's
chief executive, could not be reached.

Classic Fire, based in Crown Point, Ind., wrote a
variety of surplus lines and reinsurance coverages,
including taxicabs, commercial auto, garagekeep-
ers liability and one-day event covers. The insurer's
biggest-volume year was 1994, when it wrote gross
direct premiums of $73.8 million, according to fig-
ures published by A.M. Best Co.

By 1996, Classic Fire's direct volume had dwin-
dled to only $28 million and the bulk of its remain-
ing business consisted of reinsurance of United
Southern's auto risks, according to Best.

Indiana regulators filed their rehabilitation peti-
tion against Classic Fire in Marion County Circuit
Court in Indianapolis Dec. 10.

According to the petition, the insurer's financial
condition has deteriorated rapidly since the end of
1996, when it reported having $139.6 million in ad-
mitted assets and $12.2 million in policyholders
surplus.

On Sept. 18, the petition notes, United Southern
was ordered into liquidation in Florida, resulting in
a "significant reduction" of Classic Fire's capital
and surplus.

In its Sept. 30 quarterly financial statement,
Classic Fire's total assets had fallen to $104.8 mil-
lion and its surplus had been cut nearly in half, to
$7 million, the filing says.

A large part of the $104.8 million in assets, regu-
lators added, is held in a trust set up in lllinois to
cover liabilities of Classic Syndicate after it with-
drew from the IIE.

In addition, Classic Fire's surplus "may be over-
stated"” by another $2.9 million to $4.6 million,
which would put it in the "mandatory control lev-
el" under statutory risk-based capital guidelines,
the petition says.

The Indiana department also said it "does not
have confidence in the competence and continuity”
of Classic Fire's management. Since January, sev-
eral top officials have resigned, including President
James H. Ryan, Vp and General Counsel Brian D.
Bethke and Corporate Secretary Alexandra G.
Jensen.

Along with the rehabilitation order, Indiana reg-
ulators also obtained an order to seize offices not

only of Classic Fire but also of parent Concord
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General, JBW and affiliated companies.

Indiana Insurance Department officials had tak-
en control of those offices last week, according to
Richard T. Freije Jr., a lawyer with Baker &
Daniels in Indianapolis, representing the depart-
ment.

Meanwhile, shortly after the rehabilitation peti-
tion was filed, regulators completed a complex re-
structuring of liabilities and other transactions re-
lated to Classic Fire's defunct IIE affiliates, Mr.
Feije confirmed.

In December 1995, regulators and Concord Gen-
eral officials had reached an agreement under
which Geneva-then in runoff-reinsured all of its
liabilities with Classic Syndicate, which then with-
drew from the exchange and was absorbed into
Classic Fire (BI, Jan. 8, 1996)

As part of the reorganization, Geneva and Clas-
sic Syndicate put virtually all of their assets in trust
funds in lllinois. The inactive Geneva was ordered
liquidated several months later (BI, July 15, 1996).

Indiana regulators and lllinois officials liquidat-
ing Geneva started negotiating a commutation of
Classic Fire's reinsuranee obligations to the Gene-
va estate several months ago, and a deal was final-
ized last week, Mr. Feije said.

Under the agreement, Classic Fire commuted all
of its liabilities to Geneva for a cash payment and
a transfer of stock in an affiliate of Exstar Finan-
cial Corp. of Solvang, Calif., he said.

The agreement also included a restructuring of
various other transactions between companies con-
trolled by Mr. Beresford-Wood and affiliates of
Exstar, which is controlled by Peter J. O'Shaugh-
nessy, Mr. Freije said.

Exstar is the parent of lllinois-domiciled Alpine
Insurance Co. (BI, Aug. 19, 1996) Another Exstar
unit, Transco Syndicate #1 Ltd., transferred its as-
sets and liabilities to Alpine after withdrawing
from the I[E at the end of 1995, according to Best.

Companies operated by Mr. Beresford-Wood and
Mr. O'Shaughnessy entered a number of financial
deals over the past decade, one of which at one
point involved a pledge by Mr. Beresford-Wood of
Classic Fire stock, Securities and Exchange Com-
mission filings show.

The terms of the commutation between Classic
Fire and Geneva are confidential, according to
Dick Darling, chief operating officer of the lllinois
Insurance Department's Office of the Special
Deputy Receiver.

Exstar officials could not be reached. [agl
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IRI

Continued from page 1
venture management company to run
IRI.

Mr. Norstrom will remain president of
IRI, but no determination has been made
as to who will be chief executive officer,
he said.

ERC will use the expertise of IRI to of-
fer specialized loss prevention services to
all its clients and particularly in Asia and
Latin America, where there is high de-
mand for those services as the regions
develop, Mr. Ahlmann said.

The combination of the business of the
companies will enable ERC and IRI to
offer new products and services, Mr.
Ahlmann said.

"The combination of IRI's property
underwriting expertise, HSB's technical
insurance and loss prevention capabili-
ties, and the financial and underwriting
resources of ERC will make it possible
for us to bring an array of new products
and services to the large commercial
property market," he said.

The purchase will be ERC's biggest
foray into the primary insurance market.

Currently, the reinsurer's only primary
business is a small amount of errors and

omissions insurance for insurance
agents, and some media liability busi-
ness.

But the HPR business is more akin to

large facultative reinsurance than tradi-
tional property insurance, Mr. Ahlmann
said.

Consequently, IRl is a good fit for
ERC, a large liability reinsurer seeking to
increase its property business, he said.

"There is a lot of talk about consolida-
tion in the reinsurance industry, but
most of the time it is reinsurers buying
other reinsurers and at a high price.
What we try to do is find something that
is supportive of our overall business and
adds value for our clients," Mr. Ahlmann

said.

ERC often has been part of the speeu-
lation about further consolidation in the

reinsurance business as some observers

think it does not meet the earnings ex-
peczations of its parent, GE Capital.

But ERC has consistently met GE
Capital's expectations, said Mr.
Ahlmann. "Employers Re has met its
targets and will continue to meet its tar-
gets," he said.

The purchase marks the continuing
trend of reinsurers to move outside of
their traditional business in search of
premium growth in a soft market, said
Jay Cohen, insurance analyst at Merrill
Lynch & Co. Inc. in New York.

"The reinsurance market is highly
competitive, and it is difficult to grow
reinsurance premiums. At the same time,
many reinsurers have ample or excess
amounts of capital, so they are looking to
expand into other areas," he said.

The purchase of IRI will allow the
HPR insurer to better plan for the future,
said Mr. Norstrom.

"We've been talking for some time
about governance issues at IR| and the
difficulties they presented when we had
to think strategically. At the same time,
this was an opportunity for members of
IRI to recognize the value of IRI," he said.

IRI has been through some troubled
times over the past several years.

In 1994 it lost $163.3 miillion, and in
1995 it lost $438 million. In an effort to
turn around its fortunes, the association
shrunk its book of business. For exam-
ple, it cut back on oil and petrochemical
risks and primary coverage for power
generation business.

The strategy seemed to work; in 1996,
IRl made a profit of $11 million, and in
1997, the insurance pool made a profit of
$25 nlillion

With the change in strategy, IRI be-
came significantly smaller. In 1995 it had
gross premiums of $643 miillion; in 1996,
that dropped to $500 million; and in
1997, its gross premiums fell to $400 mil-
hon.

The composition of the underwriting
capacity also has changed, and fewer
companies made up the bulk of the ca-
pacity recently (see chart, page 1).
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