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Update
Early retirement incentive offers
do not violate federal law: Judge
BUFFALO, N.Y.-A federal judge has

ruled that early retirement incentive
programs do not necessarily violate fed-
eral law but that the portion of a pro-
gram that denied eligibility to older cur-
rent workers was discriminatory.

U.S. District Court Judge John Curtin
in Buffalo ruled that an early retirement
plan offered by the North Tonawanda
School System in western New York was
valid under the Age Discrimination in
Employment Act because it was volun-

Continued on next page

Pan Am liability claims
to exceed $250 million

By STACY SHAPIRO and DOUGLAS McLEOD

LONDON-Liability insurers for Pan American World
Airways already have reserved $250 million to $300 million
for passenger claims arising from the crash last week of a
jumbo jetliner en route from London to New York, London
and U.S. aviation insurance sources say.

An international agreement that limits an airline's liability
for international flights is not expected to hold down liability
costs.

Based on the $250 million to $300 million liability estimate,
the Dec. 21 crash of Pan American World Airways Flight 103
near the Scottish-English border, which killed all 243 pas-
sengers and 15 crew members on board, would be the second
most costly aviation loss on record.

The most expensive airline liability loss was the 1985
crash of a Japan Air Lines Boeing 747, which killed 520 peo-
ple and injured four others. The JAL liability loss is expected
to exceed $345 million (BI, Oct. 26, 1987)

In addition, about 15 residents of the Scottish town of
Lockerbie were dead or missing last week. Fragments of the
Boeing 747 jetliner were spread across a 14-mile radius, set-
ting on fire cars, homes and a gas station.

Last week, it was not known whether all-risk or war

risk underwriters will pay hull claims arising from the Dec.
21 Pan Am crash.

Authorities last week could not confirm whether the 18-

year-old aircraft exploded because of sabotage or because of
a structural defect.

A spokesman for Boeing Corp., which manufactured the
jetliner, said the plane was modified in 1987 for possible
conversion for use as a military cargo plane as part of the
U.S. Air Force's Civil Reserve Air Fleet program. After the
modifications, which included insertion of a cargo door and
structural strengthening of floors and wings, the plane was

Consultants dispute
survey's analysis of
group health costs

By ALISON KITTRELL and DONNA DiBLASE

Group health insurance premiums have not increased as much as
media reports suggest if employers facing no premium increase are taken
into account, according to a survey released last week.

However, several employee benefit consultants dispute the survey's
findings, saying few-if any-insured group health plans have escaped
premium increases that at least reflect medical care inflation.

Health insurance premiums rose an average of 12% between spring
1987 and spring 1988, far less than previously reported, according to
the survey of 1,665 employers nationwide conducted by the Health Insur-
ance Assn. of America and Johns Hopkins University.

The HIAA explained that part of the reason for the discrepancy be-
tween its findings and media reports of health insurance premium in-
creases is that the HIAA figures take into account all employers surveyed
-including about one-third of the respondents that reported no premium
increases from the previous spring-while media reports generally include
only data from employers that have been hit with health insurance pre-
mium increases.

When employers that report no increase in health insurance pre-
Continued on page 35

Insurers to pay Enron $162 million
to settle 1985 political risk claim
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returned to commercial passenger service, the spokesman
said.

The U.S. Federal Aviation Administration gave Pan Am an
award earlier this year for developing a "self-inspection
audit program" that exceeded minimum FAA requirements
for aircraft inspections, an FAA spokesman said.

Pan Am's $750 million in liability insurance, which covers
both all risks and war risks, is led by United States Aircraft
Insurance Group in New York.

The $32 million insured hull loss will either be paid by hull
war risk insurers led by Lloyd's of London marine un-
derwriter Frank Elliot at Janson Green Ltd. or by hull all-
risk underwriters led by USAIG. depending on what caused
the loss.

Among those who died last week on the Pan Am flight are
believed to be at least one client of the London insurance

market who was bound home for Christmas after negotiating
a year-end renewal; American servicemen from Frankfurt,
West Germany, who changed planes at Heathrow airport;
and 38 students from Syracuse University in New York.

Because it was bound for an American destination from an

overseas airport, liability payments on behalf of Pan Am
could be limited to $75,000 per passenger under the Warsaw
Convention as amended by the Montreal Agreement (BI, Nov.
21).

The $75,000 per-passeriger liability limit, which applies
only to overseas flights with a stop in the United States,
applies to airlines in the absence of "willful misconduct" or
"reckless miscanduct," said leading British aviation lawyer
Peter Martin, senior partner for the London-based law firm
Frere Cholmeley.

If this limit is observed, passenger liability losses for Pan
Am would be capped at about $18.3 million.

However, there is precedence that the Warsaw Convention
Continued on page 33

Shell has no cove rage
for cleanup, jury says

By STACY ADLER

SAN BRUNO, Calif.-The conclusion of the na-

tion's first pollution coverage jury trial is sending
shock waves throughout corporate America.

After spending tens of millions of dollars and half
a decade litigating with its insurers, Shell Oil Co.
has been told it has no insurance coverage for its
share of a hazardous waste cleanup estimated at $2
billion to $4 billion.

The 12-member jury found that Shell knew it was
polluting the environment from as early as 1952
and therefore is not covered for the damage.

Houston-based Shell says it will appeal the rul-
ing.

Attorneys say the landmark jury decision vali-
dates the "expected and intended" defense that in-
surers use when litigating with policyholders.
Under this defense, insurers argue that policyhold-
ers that are aware they are polluting the environ-
ment are not entitled to coverage because insurance
does not cover expected and intended events.

In addition, the ruling could cause some policy-
holders to think twice before suing their insurers
for coverage of pollution cleanup costs.

In 1983 Shell sued more than 260 of its compre-
hensive general liability insurers for the costs of
cleaning up two hazardous waste sites-one near
Denver and one in Fullerton, Calif. (BI, Oct. 12,
1987).

This trial involved Shell's right to insurance cov-
erage for the Denver site, by far the larger of the
two polluted sites.

A separate trial on insurance coverage for clean-
ing up the California site will begin early next
year.

Shell and the U.S. Army already have agreed to
share the cost of cleaning up the Rocky Mountain
Arsenal, the Denver site (BI, Feb. 8).

The arsenal was used by the Army to manufac-
ture and store chemical weapons, including nerve
gas, between 1942 and 1982. Shell leased the site
from the government and operated a pesticide fac-
tory there from 1947 to 1982.

Under their consent decree, Shell will pay 50% of
the first $500 million in cleanup costs, 35% of the
next $200 million and 20% of any additional costs.
The Army will pay the remainder.

Some estimates place the total cost of cleaning up
the 27-square-mile site as high as $4 billion.

This means that Shell is liable for as much as $1

billion in cleanup costs and cannot tap any of its
800 insurance policies for help.

In May, San Mateo County Superior Court Judge
William Lanam issued dozens of rulings interpret-
ing Shell's insurance policies. These rulings formed
the foundation for the jury trial that began on Aug.
30.

For four months, jurors gathered in a makeshift
Continued on page 37



Update

New NAIC rules target
Court OKs early retirement
Continued fromprevious page
tary and the employer had "legitimate business reasons" for offer-
ing the program reinsurance payments

The school system offered teachers who agreed to retire be-
tween ages 55 and 60 an option to take a $10,000 lump sum pay- By MEG FLETCHER surance accounting rule changes, beginning next year
ment or a combination of a lump sum and .mproved medical bene- ceding insurers will have to write off a percentage of
fits with a total value of $10,000 (BI, Nov 17, 1987) NEW ORLEANS-New accounting rules designed to undisputed overdue reinsurance against their capital

But, Judge Curtin ruled the plan discriminated against the two enhance insurer and reinsurer solvency approved by and surplus
teachers filing suit because their age did not meet the plan's eligi- state regulators earlier this month take one of the The change, which applies to insurers' 1989 opera-
bility requirements Both teachers were older than 60 when the strongest swipes yet at uncollectible reinsurance tions reported in 1990, does not apply to reinsurance
plan was first offered The new accounting rules alone could cause ceding ceded to state or federally created residual market

"This is a significant decision It would seem one could structure insurers to write off up to $4 billion in surplus and mechanisms, such as state auto plans or federal flood
an incentive program on a 'graded' basis with incentives decreasing shrink capacity as a result, warned a representative of insurance programs
with age as long as that reduction is based on some objective stan- Coopers & Lybrand, who unsuccessfully urged com- The accounting change imposes a penalty to surplus
dard,' said Seth Tievsky, an attorney in The Wyatt Co 's Research missioners at the New Orleans meeting to delay action of at least 20% of undisputed reinsurance from author-
and Information Center in Washington, D C on the accounting rules ized reinsurers if the rein-

However, Christopher Mackaronts, an attorney with the Ameri- One state insurance department official, however, surance is more than 90
can Assn of Retired Persons in Washington, called the decision said there lS not enough information available to pre- days overdue according to
largely a victory for workers because the ruling says employers diet the financial impact of the new rules the terms of the contract
cannot arbitrarily exclude workers from an incentive program Regulators attending the National Assn of Insur- Tp However, state insurance
based on age ance Commissioners' winter meeting Dec 11-16 also examiners could require a

decided scrutinize the ratemaking role of advisory or- 1 1-*1 greater penalty if the cir-

Rig insured for $90 million ganizations, such as the Insurance Services Office Inc N•A•I• cumstances warrant it, ac-
That decision came a day after representatives of cording to the measure

LONDON-A mobile drilling rig that sank off Nova Scotia Dec ISO and the Risk & Insurance Management Society But disputed reinsurance
15 is insured for $90 million Inc said they are willing to accept a compromise amounts must merely be footnoted, in keeping with an

The 5-year-old rig, owned by Houston drilling contractor Rowan worked out by an NAIC subgroup on ISO's proposed accounting change the NAIC approved last year for
Cos Inc, is expected to be declared a total loss The rig capsized changes to commercial general liability insurance 1989 reporting
and sank while being towed from Nova Scotia to the North Sea All forms (BI, Dec 19) The new procedure also requires ceding insurers to
27 people aboard the rig escaped uninjured Also during the meeting, the NAIC released for com- write off 20% of all reinsurance credits from a rein-

The rig's $90 million property insurance was placed by Sedgwick ment its new Health Maintenance Organization Guar- surer that lS determined to be a slow payer under a
Offshore Resources Ltd mainly in the London and Scandinavian anty Association Model Act, which outlines guidelines formula contained in the measure
marine markets About 63% 15 insured in the London market, much for states that want to establish a preassessment guar- According to that formula, a reinsurer is considered
of that through the London Master Energy Line Slip anty fund to protect members of an HMO that becomes a slow-payer if the amount of paid loss recoverables

insolvent more than 90 days overdue, divided by the sum of all
ERISA protection upheld With NAIC approval of a subgroup's proposed rein- Continued on page 30

SAN FRANCISCO-The U S Supreme Court may be asked to
decide whether employees in California have broad rights to re-
cover punitive and non-economic damages in Suits against group 2 directory Political risk insurers
health care insurers

The California Supreme Court ruled 5-2 on Dec 15 that a state
law that allows beneficiaries of health plans to sue insurers for

deadlines owe firm $162 million
delays in or denials of claims does not apply to plans regulated by
the Employee Retirement Income Security Act of 1974 approaching By JUDY GREENWALDPlaintiff's attorney William M Shernoff of Shernoff, Scott &
Bidart ln Claremont said he may appeal the decision "because lt'S Deadlines are approaching for NEW YORK-In one of the largest-ever insurance-related arbi-
such an important issue to millions of Americans " companies to return questionnaires tration awards, a group of insurers must pay $162 million to Enron

In the case, San Diego-area resident Joseph V Jullano sued to be listed in two Business Insur- Corp because of the 1985 appropriation of the company's gas and
Commercial Life Insurance Co for bad faith and sought non-eco- ance directories the directory of oil wells by the Peruvian government
nomic and punitive damages after he was denied payment for eye safety consultants and the di- New York-based American International Group Inc , the lead in-
surgery in 1985 rectory of third-party claims ad- surer of the group, wrote the bulk of the coverage for Belco Pe-

The ruling closely followed a 9th U S Circuit Court of Appeals ministrators troleum Corp, a subsidiary of Houston-based Enron, said David
decision in another case that beneficiaries m ERISA plans cannot The directory of safety consul- Dykhouse, an attorney with Shearman & Sterling in New York rep-
sue under state law for delays or denial of benefits (BI, Oct 10) tants will appear in the Jan 16 resenting Enron

Both decisions confirm that ERISA plans were intended to avoid issue, which also will contain a AIG units insured 64 3% of the risk
the sorts of claims that sometimes entangle other plans, said David spotlight report on workers com- "This is one of the biggest awards ever given in an insurance
L Bacon of Adams, Duque & Hazeltine, who represented Commer- pensation arbitration," said Mr Dykhouse, a former Michigan insurance com-
cial Life "Congress didn't want to hamstring employers with puni- The third-party claims adminis- missioner

tive damages" when they set up an ERISA-regulated retirement or trators directory will appear in the Enron, which contended lt had lost $363 million in property as a
health benefit plan, he said Jan 30 issue, which will focus on result of the appropriation, claimed the coverage limit of $200 mil-

The lawmakers also "did not intend this to be a shield for fraud," trends in self-insurance lion plus $56 milhon in interest Belco had $200 million in limits
Mr Shernoff said If your company offers safety under three separate but essentially identical three-year political

consulting services or offers claims risk insurance policies written in 1983 by AIG, St Paul, Minn -

Lee resigns from Texas Board administration, adjusting or audit- based Athena Assurance Co , a subsidiary of the St Paul Cos Inc ,
ing services for self-insured clients and Lloyd's of London

AUSTIN, Texas-A W "Woody" Pogue, who as deputy commis- and you have not yet received a AIG subsidiary National Union Fire Insurance Co of Pittsburgh,
sioner has directed the Texas State Board of Insurance since early questionnaire, please request one Pa , wrote 54 3% of the risk on the AIG policy, while AIG 011 Rig,
November, will assume the post of insurance commissioner follow- immediately by calling Christine another AIG subsidiary, wrote 10% of the total risk
ing the resignation of Insurance Commissioner Doyce Lee Woolsey at 312-649-5460 Other subscribers on the AIG policy and their share of the risk,

Mr Lee resigned in the midst of criticism from Texas legislators, The extended deadline for safety according to Mr Dykhouse, were New York-based American Off-
who have charged that the State Board lS ineffective in regulating consultants to return question- shore Insurance Syndicate, a syndicate of more than 35 insurers,
insurers The criticism was first leveled after Dallas-based Na- naires is Jan 3, TPAs have until 5%, Norwegian insurer Store Brand Norden, 5%, Arkwright Mu-
tional County Mutual Fire Insurance Co in October was declared Jan 13 to submit completed ques- tual Insurance Co of Waltham, Mass, 2 5%, Warren, N J -based
insolvent by around $54 million-the largest of a Texas property/ tionnaires to Business Insurance Pacific Indemnity Co, a unit of Chubb Corp, 1 25%, and Balti-
casualty insurer (BI, Nov 7) Continued on page 39

Mr Pogue took over administrative duties of the State Board last
month after Mr Lee agreed to step aside during an "administrative Inside
inquiry" into the handling of the National County Mutual ms01-
vency Jim Adams, an independent consultant who lS heading the
investigation, said he has not found any evidence of criminal Top employee benefit stories i·,0 New state regulations that cap payments for treatment
wrongdoing related to the insurer's collapse of work-related illness and injury are expected to signifi-

Chief Liquidator James Odiorne and his wife, Alice, who oversaw Section 89 rules 14 cantly reduce work comp costs in Michigan PAGE 34
legal services, also have resigned from the board Health care costs soar 15

Mandated health care proposal 15 , Insurance industry plaintiffs blast California's Proposi-
Court blocks worker drug tests Medicare expansion 17 tion 103 in briefs filed last week asking the state's Su-

Retiree health care/FASB rule ......18 preme Court to strike down the law PAGE 39
SAN FRANSISCO-A federal Judge last week temporarily

blocked implementation of the Transportation Department's ran- Top risk management stories Departmentsdom drug testing plan for interstate highway truck and bus drivers
until court challenges to the rule are resolved Proposition 103 95 A.R.M. exercises.

The rule is part of a comprehensive drug testing program of tran- Industry antitrust suits 96 Class,fleds 94

sit workers outlined by the Transportation Department last month Soft property/casualty rates .............................27 Insurance services guide
(BI, Nov 28) The rules were scheduled to take effect in December Bush elected president...............................................28 Legal briefs ....................... ................... -...- -. -..23

Pollution coverage rulings ........................................29 London 101989 for companies with 50 or more employees and a year later for
Continued on page 37 Opinions

p•' ARM Exercises focuses on several concerns an or- Perspectives 09

Errors & omissions ganization may have In structuring its insurance for em- Ticker q9

benlement losses PAGE 23 Vol 22, No 52-Business /nsurance (ISSN 0007-6864) is published

• John Hancock International Group Program is represented by weekly at 740 N Rush St, Chicago, 111 60611-2590 Second·class postage

40 It may take some Lloyd's of London syndicates three is paid at Chicago, Ill, and at additional mailing offices Postmaster SendSeguros La Seguridad CA in Venezuela That office was inadver-
years to assess their gross losses from the Piper Alpha address changes to Bus,ness /nsurance. Circulation department, 965 E

tently omitted from Business Insurance's Nov 21 geographical Jefferson Ave , Detroit. Mich 48207, 800-992-9970 or 313-446-1611 Copy-
index of multinational benefit networks explosion, a managing agent estimates PAGE 32 nght 1988 by Crain Communications Inc
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The top stories of 1988
Government tinkering

tops benefit ballots

0
By JERRY GEISEL

nce again, events originating in Washington dominate em-
ployee benefit managers' choices as top stories of the year.

Three of this year's top stories involved news from Capi-
tol Hill, while a fourth story had a partial Washington
connection.

The clear winner as the top story of 1988 was the com-
_ plex Section 89 non-discrimination rules for welfare plans

and the employer drive to seek legislative relief from Sec-
tion 89's massive administrative burdens.

The No. 2 story of 1988-the continued escalation in health care costs-
also was one of the top selected stories in 1987. Last year, benefit managers
selected soaring health care costs as the fourth most significant story of the
year.

The story chosen by benefit managers as the third most important story of
1988 was a Senate panel's approval of legislation introduced by Sen. Ed-
ward Kennedy, D-Mass., to require all employers to ffer a health care plan
that would meet minimum federal standards.

The No. 4 story of 1988 was congressional approval of legislation estab-
lishing the biggest expansion ever of the federal Medicare program to give
retirees more protection from acute care catastrophic health care expenses.

The story selected by benefit managers in 1988 as the fifth most significant
story of the year had a partial connection to the nation's capital. That story
was on the soon-to-be-issued rules by the Financial Accounting Standards
Board requiring employers to recognize their retiree health care obligations
on their balance sheets and the failure of Congress to give employers tax
incentives to prefund those enormous obligations.

Washington-related events also dominated benefit managers' selections as
top stories of the year in 1987.

Last year, three Washington events were chosen as top stories of the year:
Employers protesting the harsh penalties of the Consolidated Omnibus Bud-
get Reconciliation Act of 1985; the introduction of Sen. Kennedy's mandated
health care legislation; and an unsuccessful congressional attempl to limit
tax breaks for employees participating in flexible benefit programs (BI, Dec.
28, 1987).

The only non-Washington stories to break into the 1987 list of top
five stories were surging group health care costs and employers' concerns
about the costs of their post-employment health care programs.

Business Insurance polled members of its Employee Benefit Board and
randomly selected benefit managers to determine the top stories of 1988. A
story was given five points for each first-place vote it received, four points
for each second-place vote, three points for each third-place vote, two points
for each fourth-place vote and one point for each fifth-place vote.

Forty-two benefit managers responded to the survey.
Section 89, that part of the Internal Revenue Code that requires employer-

sponsored welfare-type programs to meet certain non-discrimination rules
beginning next year, collected 138 total points as the top story of 1988.

Included in Section 89's 138-vote total were 15-first place votes, nine
second-place votes, seven third-place votes, two fourth-place votes and two
fifth-place votes.

It is not a surprise that Section 89 was benefit managers' overwhelming
choice as the top story of 1988 (see synopsis, page 14).

Like much of recent benefits legislation, Section 89 was drafted behind
Continued on next page

Top employee benefit stories

Story

Section 89 non-discrimination rules

Group health care costs continue to soar

Senate panel OKs mandated health benefits

Congress approves Medicare expansion

Retlree health care costs; FASB proposal

401(k) plan non-discrimination rules

HMO Act amendments passed

George Bush elected president

COBRA non-compliance penalties reduced

Benefit costs top $10,000 per worker

'Five points awarded for first-place votes, four poims for second-place votes. etc

1st

15

13

5

0

1

1

1

0

0

2

2nd

1

3

2

8

5

9

2

Number of votes

4

1

3

.3rd

1

1

3

0

3

2

6

8

7 2

3 1

4th

3

10

3

0

1

3

3

3

5th

1

1

1

2

8

6

6

1

3

0

Total

points*

138

31

28

27

26

24

Source: 8/ survey

97

67

49

44

Attac ks on insurers

rouse risk managers
By JAMES M. BURCKE

double-barreled attack on the property/casualty insurance

 roll back property/casualty insurance charges in the stateindustry ranked 1-2 as the most important stories of 1988.
The approval by California voters of Proposition 103,

which-if upheld by the California Supreme Court-will

to 20% less than November 1987 levels, narrowly was
_ chosen as the most important event of 1988 in a Business

Insurance survey of risk managers.
Closely following was the antitrust litigation filed against insurance in-

dustry defendants by 19 state attorneys general.
Last year's top story-competition in the commercial property/casualty

insurance market-finished in third place this year but not far behind the
antitrust suits.

The two stories rounding out the top five risk management stories of
the year were:

• The election of Vice President George Bush as president of the United
States.

• Differing rulings by courts around the country on whether general lia-
bility insurance policies cover the cost of government-mandated hazardous
waste cleanups.

Many of the members of the Business Insurance Risk Management Board
and randomly selected readers who participated in the survey pointed to the
far-reaching effects that Proposition 103 and the antitrust suits could have
on the property/casualty insurance industry and the lack of trust that
voters and politicians foster toward insurers.

Proposition 103 and the antitrust suits "reflect the general lack of under-
standing of the insurance industry and the political/public tendency to
blame the industry for conditions it reflects but does not cause," said the
senior vp of a commercial banking institution with 10,000 employees. "Car-
ried to its logical conclusion, this attitude will undermine the long-term via-
bility of the market as we know it-bad news, in my opinion."

Many respondents noted that Proposition 103-which insurers say could
cost them $4 billion in premiums if the rollback provision is upheld-is only
the harbinger of increased consumer scrutiny of the insurance industry.
Already, consumer groups in other states are readying similar insurance
reform drives (see synopsis, page 25).

"Proposition 103 has the potential to be the first step in a 'consumerist'
process which could destroy the insurance industry. Unless stopped here,
this process could well lead to the repeal of the McCarran-Ferguson Act,
rates established by election and judicially mandated coverages," said Ri-
chard E. Davis, insurance manager at Southern Illinois University in Car-
bondale, Ill.

"The California Proposition 103 situation is a dangerous game being
played out by an uninformed and emotional public and is part of a grand
strategy by opponents of the insurance industry who will not be satisfied
until the private insurance industry is brought to its knees and replaced by
some social/governmental program," said Richard C. Heydinger, risk man-
agement director for Hallmark Cards Inc. of Kansas City, Mo., and presi-
dent of the Risk & Insurance Management Society Inc.

Proposition 103 "points up the continuing poor public image our industry
has with the general public. The real benefit of insurance to the everyday
individual seems lost and ignored," remarked Ralph F. Perry, vp-risk man-

Continued on page 19

Top risk management stories

Story

California voters approve Proposition 103

Insurance industry faces antitrust suits

Property/casualty rates continue to soften

George Bush elected president

Courts Issue differing waste cleanup rulings

Regulators give more control over purchasing groups

Jury awards damages against cigarette maker

More firms sue Insurers over cleanup costs

Asbestos property damage ruled Insurable

House panel votes to amend McCarran-Ferguson

*Five points awarded for first-place votes, lour points for second-place votes. etc.

1st

11

1

0

2

17

15

2nd

13

11

Number of votes

5 5

5 4

0 1

2 4

7

4

3

1

6

4

7

0

2

2

3rd

13

4

6

4

4th

1

5

9

8

5

9

5

3

1

7

5th

3

4

3

3

3

3

4

5

1

4

Total

points*

158

152

144

Source: 8/ survey

76

74

38

36

34

33

32
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Benefit events
Continued from previous page
closed congressional doors. It was
tacked on to the Tax Reform Act of

1986, without a single congressio-
nal hearing, by staffers who were
totally indifferent to the adminis-
trative burdens Section 89 would

cause employers.
Indeed, companies will have to

compile and analyze reams of ben-
efit plan enrollment and participa-
tion information.

And, even after that information

is dissected, at a huge cost, com-
panies may find that they can't
pass Section 89's non-discrimina-
tion tests. For example, employees
working at least 17.5 hours a week
must be counted for discrimination

testing purposes. Employers,
though, rarely extend benefit cov-
erage to part-time employees
working fewer than 24 or 20 hours
a week. As a result, companies
with a lot of part-time employees
would be unlikely to pass the non-

discrimination tests.

Benefit managers clearly were
outraged by the huge administra-
tive burdens imposed by Section
89 on their benefit programs.

"Section 89 has caused more

confusion and non-productive time
and expense than any benefit law
in history. The end is justifiable
but not the means," said Robert

Penzkover, director of employee
benefits at The Quaker Oats Co. in
Chicago.

"It's a benefits nightmare. The
rules for compliance and the data
requirements and calculations are
onerous," said Jack Hargest, direc-
tor of employee benefits at the
American Gas Assn. in Arlington,
Va.

"Section 89 is the worst piece of
legislation created in a long time.
Any relief that Congress would
have created would have been most

appreciated," said the administra-
tive manager for a food producer
with S50 million in sales.

In garnering 97 points, soaring

The
fle[iWC.

health care costs-the second most

significant story of the year-re-
ceived 13 first-place votes, five
second-place votes, three third-
place votes, one fourth-p-ace vote
and one fifth-place vote.

In 1988, health care costs for in-

demnity plans increased by 20% to
30%, with 50% increases reported
in some extreme cases (see syn-
opsis, page 15).

Employers with managed health
care programs, which include
health maintenance organizations
and preferred provider crganiza-
tions, were hit with double-digit
increases of 10% to 15%.

Benefit managers were alarmed
not only by the size of health care
cost increases but alse by what
seems to be no end to the increases.

"The cost of employee benefits
continues to increase at an alarrn-

ing rate with no relief in sight,"
said the director of insurance for a

real estate and investment trust

with 175 employees.
"1989 health cost increases may

find.tile

group
We'll bend over backward to tailor

specialized, individualid solutions in response
to needs that arise in your

group health care programs.

meMa

Muti ill f.2

Componies
Group Operiltion

nased-Cost .49/.guilgli."74

be the harbinger of the next round
of medical plan hyperinflation,"
said Michael McDermott, senior

director of compensation and ben-
efits with G.D. Searle & Co. in

Skokie, Ill.

The third most important story
of the year, approval of Sen. Ken-
nedy's mandated health care bill
by the Senate Labor and Human
Resources Committee, collected a
total of 67 points including five
first-place votes, three second-
place votes, six third-place votes,
three fourth-place votes and six
fifth-place votes.

Benefit managers who selected
the Kennedy legislation as the
most important story of the year
warned that it would open the door
to other benefit mandates while

foisting higher costs onto employ-
ers (see synopsis page 15).

"Mandated health care is a major
concern. If it is established, it
opens the door wide for mandating
other benefits," predicted the ben-
efits administrator for a manufac-

Formore information on Mutual of Omaha's obility le cus#omize a heallh coreplan just for yourilluation, sendyourbusiness card
10 Bohn Mt€endless, DireE*orof Ne*lenel A«ounts, Mutual of Omaha, Group Operation, Mulual *1OmethiPleze, Omaha, NE 68175

turing company with $95 million in
sales.

"Congress has a new way to
grant social programs and not take
responsibility for the costs: Let
employers pay for it. There will be
much more of this," said Stuart

Larimore, manager of compensa-
tion and benefits planning at Boise
Cascade Corp. in Boise, Idaho.

The 49 points gathered by the
fourth-place story-Congress ex-
panding the federal Medicare pro-
gram-included one first-place,
two second-place votes, eight
third-place votes, three fourth-
place votes and six fifth-place
votes.

The Medicare expansion will
mean fairly substantial cost reduc-
tions for employers over time as
they cut back on those portions of
their retiree health care programs
that duplicate the soon-to-be ex-
panded Medicare program. How-
ever, employers, over the next two
years, will be required to share
those savings with retirees (see
synopsis, page 17).

Over the long haul, employers
believe that the expanded Medi-
care program will ease costs for
their own retiree health care pro-
grams.

"We have a larger number of re-
tirees than active employees. We
hope this (law) will reduce or slow
down our costs," said Joe Osborne,

corporate manager of benefits and
insurance at Tosco Corp. in Santa
Monica, Calif.

The fifth most important story 01
the year, upcoming FASB rules re-
quiring employers to recognize re-
tiree health care liabilities on their

balance sheets and the failure of

Congress to give companies tax in-
centives to prefund those obliga-
tions, received 44 points including
eight second-place votes, three
third-place votes, one fourth-place
vote and one fifth-place vote.

The soon-to-be issued FASB

rules would, among other things,
require employers to accrue as an
expense against corporate earnings
retiree health care liabilities from

the date an employee is hired until
the date the employee is first eligi-
ble for retirement health care ben-

efits. The proposal would have an
enormous impact on corporate fi-
nancial statements (see synopsis,
page 18).

At the same time, Congress
turned a deaf ear to proposals to
give companies tax breaks for the
prefunding of retiree health care
benefits.

For example, a proposal by Rep.
Rod Chandler, R-Wash., that
would allow employers to make
tax-deductible contributions

through their pension programs to
fund retiree health benefits failed

to move out of the House Ways and
Means Committee.

The sixth most important story
of the year-employers making
bigger-than expected changes to
their 401(k) plans to comply with
the 1986 tax law's non-discrimina-

tion rules and additional rules pro-
posed by the Internal Revenue Ser-
vice-amassed 31 total points
including one first-place vote, four
second-place votes, one third-place
vote, three fourth-place votes and
one fifth-place vote.

A survey by Hewitt Associates
found that about half of employers
had to adjust the amounts contri-
buted by highly paid employees in
1987 to prevent their 401(k) plans
from failing the 1986 tax law's
tougher non-discrimination tests
for the popular plans (BI, Oct. 3).

And, to make things even
tougher, the IRS this year proposed
further regulations laying down a
new, more complex and restrictive
formula for running non-discrimi-
nation tests on savings plans that
allow 401(k) salary deferrals and
401(m) employer matching contri-
butions and employee aftertax
contributions.

The rules also laid down new

standards on when employees can
Continued on page 6
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Along a 4,000-mile stretch of ruggedAlaskan coastline, you findtheoperations ofIcicle Seafoods, thelargest
processor and exporter of seafood in the Northwest.

In a region this remote, service becomes the true measure of an insurer's capabilities.
"Wausau safety consultants regularly visit ourlocations-which are spreadout allacross Alaska;' says Icicle

President Bob Brophy. "They work with our supervisors and safety managers on apersonallevel, providing
specific suggestions on improving working conditions.

" Last year they traveled with us to several out-of-the-way locations and put on supervisory training
workshops "

When you specialize in business insurance like Wausau does, *d¥SAU
superior service goes withtheterritory. Even whentheterritory hap- IIMIFIEIATSURANCE
pens to be 4,000 miles of Alaskan coastline. if k<ti F n . 11 7

Wausau Insurance Companies, 2000 West;wood Drive, Wausau, Wisconsin 54401 lephone (715) 845-5211 A Member of the Nationwidd Group
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Benefit events
Continued from page 4
make in-service hardship withdrawals. Condi-
tions for withdrawal included funds needed to

make a down payment on a primary residence, a
child's college tuition expenses and uninsured
medical expenses (BI, Sept. 5; Aug. 15).

The seventh most important story-passage
this year of amendments to the federal Health
Maintenance Organization Act-received 28
votes, including one second-place vote, one
third-place vote, 10 fourth-place votes and one
fifth-place vote.

Those amendments, supported by both em-
ployers and HMOs, allow federally qualified
HMOs to set advanced, fixed rates based on

an employer's individual past and projected ex-
perience (BI, Oct. 17).

And, the amendments scrapped the so-called
equal contribution rule, which required employ-
ers to make the same contribution toward the

premium charged by the HMO as the largest
contribution made to the largest non-HMO plan,
such as a companywide indemnity plan.

Under the amendments, employers only have
to make non-discriminatory contributions to
HMOs. For example, an employer can make the

same percentage contribution toward HMO pre-
miums as for other health care plans, rather
than paying equal dollar amounts to both plans.

The No. 8 s:ory of the year-the election of
George Bush as president of the United States-
received a total of 27 votes, including two first-
place votes, iwo second-place votes, three
fourth-place votes and three fifth-place votes.

In his bid for the presidency, Vice President
Bush strongly rejected federal benefit mandates,
while favoring tax incentives to help individuals
fund long-term health care expenses.

Democratic nominee Gov. Michael Dukakis

endorsed reql_iring employers to offer health
care coverage,BI, Oct. 10).

"We believe that President Bush will not so

actively push 'or mandated benefits, which are
destroying pri,ate business and industry," said
the vp and director of industrial relations at a
manufacturer with $30 million in sales who se-

lected the election of Mr. Bush as the top story
of the year.

The No. 9 story of the year-congressional ac-
tion to reduce penalties for COBRA violations-
collected 26 points including one first-place
vote, one second-place vote, three third-place
votes and eight fifth-place votes.

Under the new COBRA penalties, agreed to as

part of a technical corrections bill, an employer
generally will be fined $100 a day for each day
it failed to properly extend COBRA coverage to
qualified beneficiaries (BI, Oct. 31).

That penalty will replace, starting Jan. 1, cur-
rent law under which an employer can lose its
entire annual tax deduction for health care ex-

penses for a single COBRA violation.
The No. 10 story-a U.S. Chamber of Com-

merce survey that found that employers spent
more than $10,000 per employee in 1986 on
benefits-received a total of 24 votes including
three second-place votes, two third-place votes
and three fourth-place votes.

Since that survey's release, benefit costs con-
tinue to climb. The Chamber recently released a
survey reporting that benefit costs increased to
an average of $10,708 per employee in 1987, up
4.1% from $10,283 in 1986 (BI, Dec. 12).

Employee benefit managers and buyers of em-
ployee benefit plans are invited to join the Busi-
ness Insurance Employee Benefit Board. Just
send a card with your name, title, company and
cddress to Kathryn J. Mcintyre, Associate Pub-
lisher/Editor, Business Insurance, 740 Rush St.,

Chicago, Ill. 60611. You will receive several sur-
veys during the year on benefit issues.
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Benefit pros
complain of
chaos in '88

By JERRY GEISEL

When benefit managers describe
1988, they are apt to use the words
"chaotic," "hectic," "frustrating"
and "tumultuous."

"Chaotic-too much help from
Washington with no perceived di-
rection. Scary-"Big Brother" ap-
pears to be taking over with oner-
ous legislation (Section 89) and
severe requirements (possible
mandatory health care coverage),"
said Kevin Gill, director of com-
pensation and benefits with Spring
Industries Inc. in Fort Mill, S.C.

"Chaotic-a year of legislative
change without sound reason or di-
rection," said the vp of personnel
and labor relations for a health

care firm with $120 million in
sales.

"A very hectic year for us bene-
fits people," said Joe Osborne, cor-
porate benefits and insurance
manager for Tosco Corp. in Santa
Monica, Calif.

"Frustrated and apprehensive.
Section 89 complexities, COBRA
penalties, proposed legislation, de-
pendent care, retiree health are all
dynamite issues if you are in the
benefits area," said the benefits
administrator for a manufacturer
with $95 million in sales.

"Confusing and frustrating,"
said the corporate pension man-
ager for a manufacturer with $500
million in sales.

"Tumultuous, rapid change,"
said William T. Montone, manager
of compensation, benefits and
training with A.T. Cross Co. Inc. in
Lincoln, R.I.

Certainly, events in the benefits
arena, especially in Washington,
were constantly breaking during
much of the year.

For example, early in the year,
Sen. Edward Kennedy, D-Mass.,
made a major effort to win con-
gressional approval of legislation
to require all employers to offer
health care coverage.

In addition, Congress completed
action on legislation resulting in
the biggest expansion ever of the
federal Medicare program, an ex-
pansion that would force com-
panies to redesign their retiree
health care plans that supplement
Medicare.

Later, employers made a major
push to convince Congress to pro-
vide some relief from the adminis-

trative burden impdsed by Section
89's non-discrimination rules for

welfare plans. In the end, Congress
approved only some Section 89
changes as part of a technical cor-
rections bill.

Employers won one battle, first
launched in 1986, to establish new,
more reasonable penalties for vio-
lations of the health care continua-

tion provisions of the Consolidated
Omnibus Budget Reconciliation
Act of 1985.

But, Congress moved quickly and
silently in attacking other benefit
programs.

For example, in October, without
holding any hearings, legislators
approved an amendment to a mas-
sive welfare reform bill that re-

duced federal tax credits for em-

ployees who use flexible benefit
plan reimbursement accounts to
fund child care expenses.

That change came just as em-
ployees were about to select flexi-
ble benefit options for 1989. As a
result, employers had to scramble
to tell employees how federal tax
law was changing so workers could
make informed decisions on how to

tax-effectively fund child care ex-
penses.

The Internal Revenue Service did

its part to make life hectic and de-
manding for benefit managers.

Continued on page 12
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 t may be a good time for you to talk about it, re
your reinsurance program. Ask your broker to talk to us. Our goal is to examine your entire reinsur-
ance program and, using our state-of4he-art systems and actuarial techniques, help you restructure
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Suppose this statue had to be
shipped to another location.

What would happen if it was
damaged in transit?

Chances are the insured would

discover the statue was missing
something very important. Namely,
thousands of dollars in coverage.

Because while certain policies
may protect your property while
it's on your premises, after it leaves,
it could be stripped of virtually all
protection.

With property and casualty needs
becoming increasingly complex,
it's not surprising that businesses
are often unaware of gaps in their
insurance programs.

Last year, American businesses
let millions of dollars slip through
those gaps. Which is why at
CIGNA, we're constantly develop-
ing ways to reduce them.

One way is with our business
package policy. An exceptional
policy we invented and sell more
of than anyone else. It enables

us to tailor specific coverages
and build them around the needs

of your business. Coverages
designed to close gaps. Like our
transportation coverage, which
would guarantee payment for a
loss, even when the shipper of the
statue isn't liable.

Furthermore, at the CIGNA

Companies, we offer an array of
business insurance products rarely
available from a single insurer. All
backed by strong claims service,
experienced loss control specialists
and one of the most advanced

computerized risk-information sys-
tems in the industry.

Without the proper coverage,
you could expose yourself to numer-
ous unnecessary risks. Call your
CIGNA company agent, check
your local listings or write CIGNA
Companies, Dept. R16, 1600 Arch
Street, Phila., PA 19103 and learn

how we can help fill
in the missing pieces CIGNA
of your program.
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Benefit pros' complaints
Continued from page 6

In August, for example, the IRS finally came out with
sweeping and very complex 401(k) plan rules. Those rules,
among other things, detailed under what conditions employ-
ees could make hardship withdrawals from their plans.

Then, in November, the IRS, 10 months tardy, issued
sweeping regulations to implement the pension/Social Secu-
rity integration provisions included in the Tax Reform Act of
1986.

At first, the IRS demanded compliance with its rules by
Jan. 1, a virtually impossible task. But, following consider-
able pressure, the IRS in mid-December relented and gave
employers adopting special amendments until the end of
1989 to make the needed pension plan design changes.

This breakneck legislative and regulatory pace angered
benefit managers who complained that the swirling activity
enormously complicated the administration and cost of their
benefit programs.

"Turmoil due to Section 89 and COBRA penalties. Con-
gress is most active in employee benefits legislation, resulting
in much too complex laws that are unreasonable to adminis-
ter," said the administrative manager for a Minneapolis food
producer with $50 million in sales.

"Difficult year because of cost increases, and more and
more federal compliance requirements. COBRA and Section
89 are costly requirements," said Edgar W. Case, director of

personnel services with the University of Pacific in Stockton,
Calif.

"A year of restrictive legislation," said a vp and director of
industrial relations for a manufacturer with $30 million in
sales.

Other benefit managers were disappointed that Congress
didn't do more to ease administrative burdens.

"A year in which technical corrections bills failed to save
the day, much to the chagrin of the benefits community,"
said Jack Hargest, director of employee benefits with the
American Gas Assn. in Arlington, Va.

Others feared that the legislative and regulatory benefit
overkill of recent years will continue.

"1988 has been a year of legislative overkill, characterized
by election-year posturing, sneaky activity and some legiti-
mate issues. As long as benefits are viewed as nothing more
than revenue raisers, we are going to see a continuation of
this piecemeal legislation and nickel and diming that will
eventually tie the hands of employers and create an overre-
gulated benefits arena," said Nina Lansky Falci, supervisor
of benefits and compensation with Engineering Research As-
sociates Inc. in Vienna, Va.

"Congress will continue to hold benefits hostage until the
budget deficit is under control, which, of course, will never
happen. So, benefits are doomed to a life sentence without a
fair trial," said Robert Penzkover, director of employee ben-
efits at The Quaker Oats Co. in Chicago.

Some benefit managers, though, saw some good in the maze
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WHAT HAS REINSURANCE IN COMMON

WITH GOTTFRIED \AL LEIBNIZ?

Gottfried W Leibniz -

the famous philosopher
and mathematical genius
(1646 -1716) lived most
of his life in Hannover.

Many epoch-making ideas,
like the world's first viable

calculator, are connected with his name.
This calculator was the first to incorporate
the four bas c modes of mathematics.

of legislative activity, citing newly enacted amendments to
the Health Maintenance Organization Act that give HMOs
and employers more flexibility in negotiating rates.

"A year of further cost pressures on benefit plans. The lone
exception is the 1988 HMO amendments, which offer some
promised relief to employers by allowing more competitive
rating," said the benefits manager for a non-profit research
and consulting firm with a $220 million budget.

Others warned that employers, tired of one change after
another being forced upon them, just might say enough is
enough and fold their benefit programs if Congress and the
regulatory agencies don't stop interfering.

"Another hectic year. They keep this up and employers will
decide to drop aLl benefit coverage," said Diane Miller, cor-
porate benefits manager with Hexcel Corp. in Dublin, Calif.

While Washington dominated benefit managers' descrip-
tions of 1988, other issues, such as the high cost of health
care, were on the minds of many.

"A further awakening on the part of management as to the
financially uncontrollable nature of providing employee
health care benefits," said Richard Thomas, benefits director
with the School Board of Broward County in Fort Lau-
derdale, Fla.

And, one comment from a Colorado personnel administra-
tor perhaps best summed up 1988.

"A survival year for most companies," said Paul I. Newman
II, personnel administrator for Transit Mix Concrete Co. in
Colorado Springs, Colo. I
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Experts see
feds requiring
health plans

If benefit managers' predictions
prove accurate, the top employee
benefit stories of 1989 also will be

coming from Washington.
For instance, some 18 benefit

managers predicted that federal
legislation requiring employers to
offer health care coverage will
make headlines next year, with
some predicting that legislation
will become law.

"Some scaled-down type of man-
dated employer-provided health
care, probably for companies of
100 or more employees," could win
passage, said Louis Ellison, man-
ager of employee benefits at Ma-
terial Service Corp. in Chicago.

In addition, 12 benefit managers
said Section 89 problems will con-
tinue to make news next year.

"Congress will change Section 89
so it makes sense. The concept is
fair and I agree, but if companies
spend large sums on tests, attor-
neys and consultants that they
could be spending on providing
benefits, then we truly have a poor
piece of legislation," said Dennis
Mitzel, director of compensation
and benefits at Fingerhut Corp. in
Minnetonka, Minn.

Nine benefit managers singled
out retiree health care issues as

topics that will make news in 1989.
Philip Christianson, group insur-

ance manager at Times Mirror Co.

in Los Angeles, predicts "passage
of legislation allowing employers
to prefund retiree health care obli-
gations consistent with FASB."

Other benefit managers issued a
variety of predictions for 1989.

Paul Christensen, vp-corporate
industrial relations at Amity
Leather Products Co. in West

Bend, Wis., foresees "continued

congressional pressure to reap tax
revenues from employee benefit
programs."

"Continued erosion of health

care insurance market with fewer

HMOs," predicts Richard Thomas,
benefits director of the School

Board of Broward County in Fort
Lauderdale, Fla.

"AIDS-related issues-either

discovering a 'cure' or a major

legal case which will set a prece-
dent"-will make headlines next

year, said a compensation and ben-
efits manager with a retailer with
$175 million in sales.

"A compensation/benefits pro-
gram will emerge, which, through
non-qualified arrangements, will
avoid the cost, complexity and cat-
tle manure of today's 'qualified'
plans," predicted Robert Penz-
kover, director of employee bene-
fits at The Quaker Oats Co. of Chi-

cago.

-By Jerry Geisel
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Section 89 presents
new set of challenges
for benefit managers

Employers in 1988 woke up to
the administrative burdens im-

posed on them by Section 89's non-
discrimination tests, while a last-
ditch lobbying effort to ease those
burdens fell short.

Section 89 had been attached to

the Internal Revenue Code as part
of the massive Tax Reform Act of

1986.

The concept behind Section 89
was simple: For welfare-type pro-
grams, such as group health care
plans, to receive favorable tax
treatment, benefits would have to
be available to a broad cross-sec-

tion of workers.

As Section 89's Jan. 1, 1989, ef-

fective date neared, employers at
last began to grasp the administra-
tive challenges they would face in
trying to pass the law's non-dis-
crimination tests.

Massive amounts of plan enroll-
ment and participation data, which
employers often didn't have, had to
be collected and analyzed before
the non-discrimination tests could

be run.

And, to vastly complicate mat-
ters, Section 89 defines benefit

plans differently than employers
do. Under Section 89, every bene-
fit option, such as different de-
ductible levels in a health care

plan, is considered a separate plan.
As a result, while an employer may
have thought it only had several
different health care plans, for
Section 89 testing purposes it
could have dozens (BI, April 18).

Certain provisions in Section 89
also make passing the non-dis-
crimination tests difficult. For ex-

ample, employees working at least
17.5 hours a week must be counted

for discrimination testing pur-
poses. Employers, though, rarely
extend benefit coverage to part-
time employees working fewer
than 20-24 hours a week. As a re-

sult, companies with a lot of part-
time employees-such as retail
firms-face an uphill battle trying
to pass the non-discrimination
tests.

And, to further complicate
things, the Internal Revenue Ser-
vice, as Section 89's effective date

neared, failed to issue regulations
to aid employers in complying with
the law.

As a result, employers sought re-
lief from Congress. They organized
a coalition to try to convince Con-
gress to ease the worst of Section
89's administrative burdens.

Above all, they sought "safe har-
bors" to exempt companies with
multiple health care plans from the
nightmare of compiling Section 89
non-discrimination testing proce-
dures if, for example, they gave
employees the freedom to select a
common health plan and alterna-
tive plans like health maintenance
organizations (BI, July 18).

While the coalition fought long
and hard, it achieved only modest
success. A technical corrections

bill passed by Congress in October
did amend some of the most outra-

geous and perhaps unintended
Section 89 administrative burdens,

such as daily running of the non-
discrimination tests, but it did not

include a meaningful safe harbor
(BI, Oct. 31).

Other Section 89 changes in the
technical corrections legislation
include:

• Making it easier for companies
to aggregate different plans as one
plan for non-discrimination test-
1ng.

• Allowing employers to run the
non-discrimination tests on a date

of their choosing.
• Clarifying when a geographic

unit may be treated as a separate

line of business for purposes of
running the non-discrimination
test.s individually on those units'
welfare plans, an important issue
for companies with diverse opera-
tions.

As tne deadline for compliance
nears, -t is evident that Section

89 will be a big problem for com-

panies

For example, a survey by consul-
tant A. Foster Higgins & Co. Inc.
found tnat 45% of major employers
either were unsure or predicted
that their group health care plans
would fail the Section 89 non-dis-

crimination tests (BI, Nov. 14).
-By Jerry Geisel
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Group health care expenses
march upward in '88, into '89

Group health care costs continued on an upward spiral
throughout 1988, and experts say there is no relief in. sight
for 1989.

But, this news does not come as a surprise to most em-
ployee benefit managers, especially since many were hit with
20% to 30% premium increases for their traditional indem-
nity plans in 1988 and are renewing those plans for 1989 at
between 20% to 50% more than last year (BI, Dec. 19; Sept.
26).

And, despite all of the claims of cost effectiveness by health
maintenance organizations, those premiums are increasing as
much as 15% to 30% in 1989.

Benefit managers have watched the medical care compo-
nent of the Consumer Price Index rise at almost double the

rate of the overall CPI for much of this year.
For example, the medical care component of the CPI for the

first 10 months of 1988 rose at a rate of 7.2%, compared with
a 4.6% rate of increase in the overall inflation rate.

Experts point to the usual factors that have driven health
care cost inflation for the past few years:
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• The increase in utilization of outpatient services, which
usually are not subject to the strict utilization review applied
to inpatient care.

• Increased medical care technology.
• Increased utilization of health care services as a result of

the aging of the population.
• Cost shifting to private payers of health care by health

care providers receiving reduced reimbursements from the
federal Medicare system.

• Treatment of catastrophic illnesses, such as acquired im-
mune deficiency syndrome.

As a means of dealing with health care cost inflation, ben-
efits experts predict that employers will require employees to
share in a greater portion of their health care costs.

For example, employees may pay higher deductibles and
copayments under indemnity plans.

Or, they may be required to contribute more toward an
HMO premium if they elect an HMO, according to the ben-
efits experts.

Continued on nezt page

Mandated

health care

fails in '88
While Sen. Edward Kennedy's

drive to win congressional ap-

proval of legislation requiring all
employers to offer health care cov-
erage fell short in 1988, the Massa-
chusetts Democrat succeeded in

making access to health care a na-
tional issue.

In February, the Senate Labor
and Human Resources Committee

approved on a 10-6 vote the Ken-
nedy-sponsored bill, S. 1265,
which would have mandated em-

ployer-provided health insurance.
The legislation would have re-

quired all employers to offer a
health care plan that would meet
minimum federal standards. For

example, annual deductibles for
hospital and physician services
generally could not exceed $250
per person or $500 for family cov-
erage.

Employers generally would have
been required to pay 80% of the
premium for individual and family

coverage. In the case of low-wage
earners-those earning less than
125% of the federal minimum wage

--employers would have had to pay
the full premium.

And, the bill would have re-

quired employers to provide health
care coverage to all ennployees
working at least 17.5 hours a week.

Committee approvdl of the mea-
sure came after two hours of often

raucous debate.

Ranking minority member Sen.
Orrin Hatch, R-Utah, for example,
warned that enactment of the leg-
islation would lead to the loss of

thousands of jobs and add new fuel
to the fires of medical care infla-

tion by stimulating the demand for
services.

Continued on nert page
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Health benefit costs
Continued from previous page

In addition, more employers will design benefit plans that move more
employees int6 a managed care environment, the benefits experts say.

This may involve developing plans that enroll all employees in an open-
ended or point-of-service HMO.

Under these plans, employees can elect at the time they seek medical
services to receive those services from non-HMO providers and still re-
ceive limited coverage. Normally, employees enrolled in an HMO are only
covered for services administered by HMO providers.

Morristown, N.J.-based Allied-Signal Inc. earlier this year launched an

open-ended HMO that replaces the company's previous indemnity plan
and myriad HMO options.

The plan is being phased in over a three-year period and eventually will
cover all 80,000 Allied-Signal employees across the country (BI, Feb. 22).

Benefit managers also will more aggressively evaluate and negotiate
with HMOs in an effort to reduce the number of HMOs they offer to their
employees, according to benefit consultants, insurers and HMOs.

It is not uncommon for some employers to offer 10 or more HMOs.
However, as a means of increasing their purchasing power, employers will
work at having more employees enrolled in fewer HMOs, the benefits
experts say.

This way, employers can negotiate with HMOs on benefit plan design as
well as on employer contributions and price.

In addition, streamlining their HMO offerings will help employers sim-
plify the administration of benefit programs, according to the experts.

-By Donna DiBlase
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Kennedy bill
Continued from previous page

When Sen. Kennedy urged Sen.
Hatch to conclude his remarks, the
conservative Utah Republican re-
plied: "You are going to listen to
me a lot longer."

Indeed, debate on the Kennedy
legislation continued long after the
committee action.

Some business groups warned
that enactment of the Kennedy bill
would be just the beginning in a
series of benefit mandates.

And there seemed to be some
truth to that charge. Just after he
promised that he would not enrich
the basic health care benefits man-
dated by his bill, Sen. Kennedy
convinced the Labor and Human

Resources Committee to accept
mental health care coverage as a
benefit that would have to be part
of an employee benefit package.

Projected costs of the bill varied
widely. Sen. Kennedy placed the
annual cost to employers at $15
billion, but some estimates circu-
lating in the business community
put the cost as high as $100 billion
a year.

While there was sharp disagree-
ment on the cost of the legisla-
tion, few would deny that enact-
ment of the Kennedy bill would
have made a huge dent in the num-
ber of uninsureds.

Sen. Kennedy, for example, said
passage of his legislation would
mean extension of group health
care coverage to between 22 mil-
lion and 24 million of the 37 mil-
lion uninsured Americans.

Improving access to health care
became a major issue dividing the
presidential candidates. Demo-
cratic challenger Gov. Michael Du-
kakis said health care coverage
was a basic right of employment,
while Republican candidate Vice
President George Bush said man-
dated health care could set back
the nation's economic recovery (BI,
Oct. 10).

In the end, Sen. Kennedy didn't
even try to bring his legislation to
the Senate floor, a sign that he
probably didn't have the votes
needed for passage.

And, even if the bill had
squeaked through the Senate and
then won House approval, it surely
would have been vetoed by Presi-
dent Reagan, a strong opponent of
the mandated benefit approach.

While the measure only cleared
one committee in 1988, Sen. Ken-
nedy is likely to renew his battle
next year.

Indeed, in a speech before a con-
ference sponsored by the National
Assn. of Manufacturers and the

Washington Business Group on
Health, Sen. Kennedy predicted
the eventual passage of mandated
health care coverage (BI, Feb. 8).

''You may be able to defeat it,
but you won't be able to defeat it
for long," he said.

-By Jernl Geisel



of Medicare

While Congress approved the
largest expansion ever of the fed-
eral Medicare program in 1988, at
year's end there were growing
signs that the new law would face
serious challenges in the next con-
gressional session.

The Medicare legislation, signed
into law by President Reagan last
summer, was intended to give the
elderly more protection from
health care expenses for acute and
catastrophic illnesses (BI, June 6;
May 30).

For example, as Medicare now is
structured, the elderly can be hit
with tens of thousands of dollars in

hospital and physician bills.
But, the new law, which goes

into effect on Jan. 1, cuts down on
that potentially hefty liability.

In 1989, Medicare Part A, which

covers hospital expenses, will be
expanded to limit a Medicare ben-
eficiary's out-of-pocket expense to
about $570 a year.

Then, in 1990, Medicare Part B,

which covers physician services,
will be expanded to limit out-of
pocket expenses for doctors' bills
to about $1,370 per beneficiary.

Employers will be
allowed to cut back

their retiree health

care programs that

supplement Medicare.

Aside from capping retirees' an-
nual out-of-pocket physician and
hospital expenses at about $2,000,
the Medicare expansion law estab-
lishes a new phased-in prescrip-
tion drug benefit.

That benefit will pay 50% of the
cost of outpatient prescription
drugs exceeding $600 a year in
1991, 60% in 1992 and 80% in sue-
ceeding years.

This expansion of Medicare will
allow employers to cut back their
retiree health care programs that
supplement Medicare and allow
employers to eventually reduce the
cost of those post-employment
health care programs.

However, prior to the passage of
the Medicare bill, a conference
committee hammered out and ap-
proved an amendment to force em-
ployers to hand over some of those
savings to retirees.

Under that amendment, known
as the "maintenance of effort"

provision, employers that elimi-
nate the portions of their retiree
health care plans that duplicate
the soon-to-be expanded Medicare
program are required to pass those
savings on to retirees in two
phases.

In 1989, employers will have to
pass on the savings they achieve
when they eliminate hospital bene-
fits that duplicate the expanded
Medicare Part A.

Then, in 1990, employers that cut
back benefits that duplicate Medi-
care Part B will have to pass on
those cost savings to retirees for
one year.

Benefit experts estimated that
the cost savings passed on to re-
tirees, which could be in cash or
improved benefits, would be in the
range of $100 to $200 per retiree.

While employers, because of the
maintenance of effort provision,
will not reap any immediate sav-
ings when Medicare is expanded,
companies will achieve some fairly
hefty savings on their slimmed-
down retiree health care programs
once the provision expires at the
end of 1990.

But as the new Medicare law

Continued on next page
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Medicare expansion
Continued from previous page
nears its Jan. 1 effective date, legislators are being bombarded with
complaints from the elderly about how much the expanded Medicare
program will cost Sherni

Next year, for example, middle- and upper-income retirees will pay
as much as $800 in new federal taxes for catastrophic coverage. In

addition, their Part B ?remiums will

I rise sharply.

Retirees covered by Retirees covered by employer-spon-
sored health care programs will be

employer-sponsored especially harc hit by these new
:axes.Those retirees oft€n paid little, ifhealth plans will be anything, for employer supplemental

eSpeCially hard hit by olans that covered health care costs
not picked up by Medicare. Now, em-

these new taxes. oloyers will reduce these programs-
- :0 they don't duplica:e Medicare-

while retirees will be Faying big new
taxes for covera 2;e they once received free or for a modest cost.

And, -he elder.y are upset that the new,.expanded Medicare pro-
gram will not ccver long-term health care costs, such as ex:ended stays in
nursing homes.

With oppos tiir on the rise from retirees, efforts are expected to be
made in Congress to delay implemenation of the new higher taxes or to
consider alternative fir.ancing mechanisms, experts say.

-31 Jerry Geisel

Reti ree benefit cuts in the offing
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Employers in 1988 said they may
be forced to cut back retiree health

care benefits after a proposed ac-

counting standard requiring com-
panies to recognize retiree health
care liabilities on their financial

statements becomes effective.

Under the accounting standard
proposed by the Norwalk, Conn.-
based Financial Accounting Stan-
dards Board, employers would
have to accrue as an expense
against corporate earnings retiree
health care liabilities from the date

an employee is hired until the date
the employee is eligible for retire-
ment health care benefits (BI, Oct.
17).

The accounting proposal also
would require companies to switch

to accrual from cash accounting
for post-retirement welfare bene-

fits in fiscal years beginning after
Dec. 15,1991.

Employers now report only their
pay-as-you-go costs for retiree
health care benefits-such as the

premium for a health insurance

policy or claims costs if a company
self-funds its retiree health care

plan-as an expense item on their
income statements.

Also under the proposal, employ-
ers would be required to amortize
on a straight-line basis their accu-
mulated retiree health care liabili-

ties as of the standard's effective

date over the average remaining
service period of employees ex-
pected to receive the benefit or
over 15 years.

Another provision of the pro-
posal will require balance sheet
recognition of a minimum liability
beginning in calendar year 1997.

Employers will be required to
record on their balance sheets at

least the present value of retire-
ment health care liabilities for cur-

rent workers who are eligible to
retire as well as the liabilities for

current retirees.

New estimates place employers'
liability for unfunded retiree
health care commitments at $221
billion to $247 billion.

In light of these future account-
ing changes, employers told Con-
gress that without tax incentives to
prefund retiree health care liabili-
ties, they would have to reduce re-

tiree health benefits (BI, Sept. 19).
When the FASB rule takes effect,

"many employers will be under
tremendous pressure to reduce

their liabilities by reducing or eli-
minating the retiree benefits they

now offer," said Mark Ugoretz, ex-
ecutive director of the ERISA In-

dustry Committee in Washington.
"In the absence of. . .tax code re-

visions and faced with the finan-

cial implications of the FASB re-
quirements, employers will have
little choice but to limit their

promises to future retirees," said

Edward Davey, a principal in the
New York office of A. Foster Hig-
gins & Co. Inc.

Although Congress in its 100th
session did not pass legislation on
prefunding retiree health care
costs, several bills were introduced

that would have responded-at
least in part-to employers' re-
guests.

For example, under a bill auth-
ored by Rep. Rod Chandler, R-
Wash., employers with defined
benefit or defined contribution

pension plans could make tax-de-
ductible contributions toward fu-

ture retiree health care or long-
term care costs (BI, Aug. 8).

In addition, the proposal would
allow employers to transfer excess
assets from overfunded pension
plans into a fund to finance retiree
health care costs or long-term care
coverage costs.

However, the proposal would bar
companies from recovering excess
assets when they terminate over-
funded defined benefit pension
plans.

-By Deborah Shalowit2
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agement at Amfac Inc. in San
Francisco.

Proposition 103 is the most im-

portant story of 1988 "because it
signals the level of discontent the
public has regarding the insurance
industry," said the director of risk
management for a manufacturer
with $726 million in annual sales.

"The insurance industry cannot

survive if the public is allowed to
control it through the ballot box,"
observed the director of insurance

coverage for a state government
with 33,000 employees.

Meanwhile, the antitrust suits

filed by the state attorney generals,
which contend that the defendants

-including major U.S. insurers,
reinsurers and the Insurance Ser-

vices Office Inc.-conspired to
block the availability of occur-
renee-based general liability cov-
erage, shows that public officials
as well as consumers are question-
ing insurance industry practices
(see synopsis, page 26).

The antitrust litigation is "an-
other 'black eye' for the insurance
industry and insurance companies
in particular," said Richard M. In-
serra, vp-risk management and
business analysis at Triangle In-
dustries Inc. in New York.

"The public's perception of the
industry continues to worsen, and
(the industry) will find it more dif-
ficult to operate without public in-
terference in the future," Mr. In-

serra pointed out. "California's
Proposition 103 is a forerunner of
more to come," he added.

Another risk manager agreed
that the antitrust suits will result

in big changes in the industry.
"Insurers, underwriters, brokers

and agents have been playing fast
and loose with the truth for years,
and someone finally called their
bluff. I think (the antitrust litiga-
tion) will change the way insur-
ance policies are written and the
way they are marketed in the fu-
ture," said Lewana Shearer, risk
manager for the city of Lafayette,
La.

"Resolution of the suits could

have far-reaching effects on the in-
dustry," agreed the insurance ad-
ministrator of a health care com-

pany with $150 million in annual
sales.

"The result will likely be some
form of increased regulation, both
on the state and federal levels, as

well as likely changes in antitrust
legislation that will be initially
viewed as negative by the industry
but will result in greater customer
protection and satisfaction," said
Don LeMond, risk and insurance
manager of the state of Missouri in
Jefferson City. Missouri has not
joined the antitrust litigation.

Judging from the results of the
survey, risk managers had a hard
time agreeing on the top events of
1988.

For instance, while Proposition
103 received the highest number of
total points, the No. 3 story-the
softening market-received the
most first-place votes.

In ranking the stories, Business
Insurance assigns five points for a
first-place vote, four points for a
second-place vote, three points for
a third-place vote, two points for a
fourth-place vote and one point for
a fifth-place vote.

Proposition 103-which received
158 total points-garnered only 15
first-place votes, while the soft
market-which received 144 total
points-collected 17 first-place
ballots. However, Proposition 103
was ranked as the year's No. 2
story by 13 risk managers, while
only seven survey participants cast
second-place votes for the soft
market.

Meanwhile, the second-place
story-the antitrust litigation-
finished with 152 total points, col-
lecting 11 first-place and 11 sec-
ond-place votes.

The soft market, in which dou-

ble-digit rate cuts for almost all
types of commercial property/ca-
sualty insurance are commonplace,
was named as the top story of 1988
by many respondents because of
the bearing it had on all risk man-
agers (see synopsis, page 27).

"Affordability and availability
of insurance has an impact on all
businesses, both here and abroad.

No other product has such far-
reaching implications," summed
up Joseph E. Rossano, corporate

risk manager/insurance coordina-
tor for Santa Fe HealthCare Inc. in

Gainesville, Fla.
The soft market represented "a

welcome return to reasonable

prices after the insanity of 1985-
86," according to the insurance co-
ordinator for a manufacturer with

more than $300 million in annual
sales.

"Rate reduction to counter the

outrageous increases of 1985 are
still in order," said the manager of
insurance for a company with more
than $10 billion in annual sales.

But while some perceived the
soft market as the best news of the

year, others noted that the current
soft market could be a sign that
another market crisis looms ahead.

The administrative assistant for

finance at a non-profit health care
company with more than 19,000

employees said he voted for the
soft market as the year's top story
out of "fear. Will we go through
the tremendous rate increases and

coverage decreases faced just a few
years ago?"

The fourth-place story-Vice
President Bush's victory in the No-
vember presidential election-re-

ceived 76 points, including five
first-place votes.

Interestingly, risk managers put
greater importance on Mr. Bush's
election than benefit managers,
who ranked the upcoming Bush
presidency only as the eighth-most
important employee benefit story
of 1988 (see story, page 3).

The risk managers that chose Mr.
Cont:nued on page 24
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Consultants hs
We added to our name.-

because we*ve added to our savice!

Specializing in Rent-a-Captives, Cash Flow, Self-Funded and
Alternate Risk Funding Programs -*Ind now-

a major breakthrough in the Rent-a-aptive maiket.-

4x Funding Available!
For qualified organizations, the face value of this new

policy can be up to 4x greater than actual funding
Please Call (213) 937-3091 for complete details

5455 Wilshire Blvd . Suite 1610. Los Angeles, CA 90036 FAX (213) 9374463

Market accessibility is the key that can But it's this emphasis
unlock new business prospects for your on local service and knowledge that
company. The problem is finding a makes Crump E&San exception-
broker with the right combination of ally accessible national organization,
responsive service and the ability to giving you immediate access to more
access the markets you want. than 100 quality domestic and inter-
The solution to this problem is closer national markets through any ofour
than you think. As close as 18 offices.

your nearby Crump E&S
omce. get more inventive solutions

With Crump E & S, you'11

Surprised? You may have and faster, easier placement
thought that your regional for virtually any risk. With
Crump E&S office han- the added advantage of con-
dled only a particular type CRUMP venient, personal service.
of risk. That's understand- That's access-ability.
able, since each Crump E&S At Crump E & S, we haveoffice has become closely the tools that extend and
attuned to the particular
needs of its area clientele. GROUP strengthen your reach.

1-800-52 CRUMP AAMGA 

Atlanta, GA• Bellevue, WA • Burbank, CA• Casselberry, FL • Chicago, IL • Dallas, TX • Denver, CO • Dublin, OH
G & M Marine, New Orleans, LA • Houston, TX • Huntington Harbor, CA • Memphis, TN • New Orleans, LA • New York,NY

Portland, OR• San Diego, CA • San Francisco, CA • Waukesha, WI
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In1913,when football history was made, Allendale
Notre Dame at Army. Few thought the Irish had a fighting chance.
But that was before Notre Dame unleashed its secret weapon- the
forward pass. In the game's last half, quarterback Gus Dorais and
star receiver Knute Rockne dazzled the crowd. Thirteen times

Dorais put --he baIl in The air for ten completions. And when Notre

Dame engir.eered its historic 3543 triumph over Army, Allendale's
engineers had been leading a winning Team for eight decades.

In a changing world where events like this shape history, this is
our way of reminding you of one progressive, stable company that's
been in business since 1835.



f f .5,3.,{68*1=

'

had been tackling loss control problems for 78 years.
Today at Allendale, we continue to shape the history of loss con-

trol with engineering, training, research and testing, responsiveness
and fairness in the way we do business.

Throughout the years we've been more than an ordinary insur-
ance company. Commitment to our insureds goes well beyond the

property coverages we provide. After a century and a half, that part
of our philosophy is not about to change. Allendale Insurance,
RO. Box 7500,Johnston, Rhode Island 02919.

Allendale Insurance/Factory Mutual System
Over 150 years of progress and stability.



Which Reinsurer YouGet?

f

You pay your money and you take yourchances.

Some insurers got lucky. Others got
stretched out payments or, in some cases,
nothing at all.

A surprising amount of reinsurance was
bought this way, with little or no regard for the
quality of the reinsurer.

As part of the worldwide Swiss Re Group
we provide our clients with unmatched stability,
capacity and underwriting experience.,

Our innovative approach to non-tradi- NOETH AME2ICAN

tional reinsurance solutions reflects our ability
to adjust to changing market conditions.

And our pioneering efforts in such
areas as engineered risk and catastrophic
injury are known throughout the industry ms

It's important for you to know the
differences between North American Re and
other reinsurers. Choosing A Reinsurer

Shouldn't Be A RiskBecause while reinsurers may look
alike, some aren't worth a plug nickel.

NORTH AMERICAN REINSURANCE CORPORATION 237 PARK AVENUE, NEW YORK, NY 10017 (212) 907-8000
ArLANTA BOSTON CHICAGO DALLAS LOS ANGELES NEW YORK PHILADELPHIA SAN FRANCISCO
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Tailoring embezzlement cover
By The Insurance Institute

of America

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

This question and answer, taken
from a recent ezamination for ARM

56-risk financing. focuses on several
concerns an organization may have in
structuring its insurance protection
against losses of cash and other
property due to employee dishonesty.

Q: A firm has decided to insure

against embezzlement losses. Identify
and describe the significance of two
factors the firm should consider with

regard to each of the following
concerns.

• Choosing between all-employee
and designated-employee coverage.

• Ascertaining insurable values.
• Selecting any deductibles.
• Taking action, before a loss

A.RJA. exercises

occurs, to minimize difficulties in
valuing losses.

(In keeping with the wording of the
question, the following answer
presents-for each concern-nly two
of several factors for which full credit

would have been given on the
examination.)

A: • While the firm could reduce

its premiums for embezzlement
coverage by selecting insurance
applicable to only designated
employees, the all-employee option is
typically more administratively
convenient.

In making this choice, therefore, two
of the more important factors a firm
may consider in selecting the breadth
of its embezzlement coverage are: the
number or percentage of its employees
that have access to cash or other

vulnerable property; and the firm's
ability to prove to its insurer which of
its employees were involved in a
particular embezzlement. If many
employees might commit
embezzlement, or if the firm would

have difficulty documenting which
employees were guilty, the broader,
all-employee coverage would be more
prudent.

• Determining insurable
values-values exposed to insured
loss-can require considerable
judgment.

One factor to consider is the

firm's maximum vulnerable

("stealable") values: how much
cash or other valuable property
one or more employees, under
conditions most favorable to them,

might be able to take from the firm on
one or more occasions without being
detected.

This maximum vulnerability can be
at least approximated by any of
several formulas that take into

account the amount of the firm's

current assets and of its annual

revenues.

• In choosing the amount of any per
loss deductible, a firm is likely to
balance its ability to retain
embezzlement losses against the
premium savings it can achieve

through accepting various deductibles.
Any deductible should be no greater
than the firm's per-loss retention
capability; moreover, the greater the
likely frequency of embezzlement
losses, the smaller the deductible for
each loss should be in order not to

exceed the firm's annual aggregate
retention capability.

• To document its insured

embezzlement losses, the firm should,

first, establish secure procedures for
handling cash and other valuable
property that may be embezzled,
maintaining good records on which
clear proofs of loss may be based.

Second, the firm should establish a

pattern of full disclosure and
businesslike dealings with its insurer
so that, after a loss occurs, the insurer
will have confidence in the firm's

integrity.

The sample questions and answers
used in this column are taken from the
Associate in Risk Management
designation curriculum of the IIA. For

more information on the content Of the
A.R.M. program, write Dr. G.L. Head,
Vp, Insurance Institute Of America,
P.O. Boz 314, Malvern, Pa. 19355.

Collapse covered by CGL policy
The risk of the accidental collapse of a steel

structure, caused by the negligent placement of
materials on the top of the partially completed
building, is the type of risk for which general
liability insurance coverage is intended to protect, a
Minnesota appellate court ruled.

Olson Concrete Co. was the general contractor for
a warehouse addition. Olson subcontracted with

H.D. Engineering Design & Erection Co. to
construct the addition. Olson was to provide
materials and H.D. Engineering the services.

The structure collapsed when H.D. Engineering
employees negligently placed materials on the roof
of the partially completed structure. Olson filed a
claim against H.D. Engineering for the increased
costs caused by the loss of us6 of the property
damaged or destroyed.

H.D. Engineering was covered under a
comprehensive general liability policy issued by
Western World Insurance Co. that covered property
damages caused by an occurrence. H.D. Engineering
sought Western's defense of the suit, but Western
denied a duty to indemnify or defend. H.D
Engineering then sued Western. The trial court
ruled for H.D. Engineering.

The appellate court said that it was undisputed
here that the cause of the collapse was the
negligence of H.D. Engineering in its failure to
secure the partially assembled structure against
forces of nature over which it had no control such as

wind or gravity. The court said that the purpose of
the CGL policy here was to provide protection from
accidents. This was the type of risk general liability
coverage was intended to insure against, the court
observed. Thus, the court held that Western owed its

policyholder the duty to defend and indemnify it
against Olson's claims. Western World Insurance Co.
vs. H.D. Engineering Design & Erection Co., Court
of Appeals of Minnesota, Feb. 16, 1988
(BU01/Sept.-$10).

Work-related stress caused death

A workers compensation claimant in a heart
attack case must show, by a preponderance of

Lego/brieS
evidence, that work-related stress or exertion

precipitated the employee's heart attack, according
to the Supreme Court of New Hampshire.

William J. O'Sullivan was a part-owner and
general manager of an auto dealership. On Oct. 10,
1984, he died while en route to an automobile
auction. The cause of his death was cardiac arrest

brought on by acute myocardial arrhythmia.
Testimony indicated that he suffered prolonged

stress because of the company's financial difficulties
and the difficulty of maintaining an adequate
inventory of Toyota automobiles in the face of
import restrictions.

Prior to his death, Mr. O'Sullivan's stress became

so severe that he underwent personality changes.
He had a prior heart attack and a myocardial

infarction in 1979. He was being treated for heart
disease at the time of his death. His widow filed for

and was awarded compensation.
On appeal, the employer argued that there was no

evidence to support the finding that Mr.
O'Sullivan's work-related stress was greater than
that encountered in normal, non-employment life.
The appellate court disagreed.

According to the court, there was evidence that
the dealership was having financial difficulty
immediately prior to Mr. O'Sullivan's death. His
condition had deteriorated noticeably at that time,
and the effects were evident in his personality
changes, according to the court. The court was
satisfied that Mr. O'Sullivan's work-related stress

was greater than that normally encountered in
non-employment life and affirmed the award.
Cheshire Toyota/Volvo Inc. us. O'Sullivan, Supreme
Court of New Hampshire, Aug. 24, 1987
(BI/02/Sept.-$10).

injunction does not constitute damages
A suit brought by the federal government against

an insured seeking an injunction in connection with
hazardous waste contamination did not constitute a

claim for damages under a comprehensive general

liability insurance policy, according to the U.S.
Court of Appeals for the 4th Circuit.

Armco Inc. was issued a comprehensive general
liability insurance policy by the Maryland Casualty
Co. that was in effect from 1966 to June 1, 1983. The
policy indemnified Armco against sums it was
obligated to pay for damages because of injury to or
destruction of property caused by an occurrence.
Maryland Casualty contracted to defend any suit
against Armco alleging such injury, sickness,
disease or destruction, even if such suit was
groundless, false or fraudulent.

The U.S. government brought suit in Missouri
against owners of a waste storage facility including
the original waste "generator," which included
Armco. The suit alleged improper maintenance
techniques in sorting hazardous waste resulted in
seepage of toxic chemicals into the soil and
groundwater. The government sought to compel a
remedial program and reimbursement of its
investigative costs.

Armco requested indemnification and defense
from Maryland Casualty. Maryland Casualty sought
a declaration from the court that it had no duty to
defend. The trial court ruled for Maryland Casualty.

The appellate court said that this case presented
no instance of harm to humans or animal life but

merely the prevention of such harm. The
fundamental nature of the government's
intervention was, according to the court, to prevent
or mitigate the occurrences or reoccurrences of
hazardous contamination.

"This action is fundamentally prophylactic and is
not of the sort that Maryland Casualty contracted to
cover," the court said.

Maryland Casualty Co. vs. Annco Inc., U.S. Court
of Appeals for the 4th Circuit, July 6,1987,
rehearing and rehearing in Banc denied, Aug. 4,
1987 (BI/01/July-$10).

These abstracts were prepared by Cases Unlimited
Inc. Copies Of these decisions are available by
sending a $10 check payable to Cases Unlimited to
Business Insurance, 740 N. Rush St., Chicago, Ill.
60611-2590. List the number for each opinion.
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Top risk management stories poration, involves large costs and continues to be a problem datmg back for decades to recover pollution-related losses
for many," said the manager of risk management and msur- This litigation "demonstrates the seriousness and significance

Continued from page 19 ance for a conglomerate with annual sales of $8 bilhon of resolving, once and for all, the issue of coverage for pollution-
Bush's election as the top story of the year primanly pomted A large gap separated the fifth- and sixth-place stories, but No related losses," said Thomas J Connell, Insurance administrator
to his pro-busmess views (see synopsis, page 28) 6 through No 10 were bunched closely together at Northeast Utillties m Hartford, Conn, who ranked the cover-

"We need a Republican president to offset a Democratic Finishing sixth was the controversy over regulation of pur- age litigation as the most important story of 1988
Congress to control insurance costs and spending," said the chasmg groups authonzed by the Risk Retention Act of 1986 "If underwriters miscalculated the magnitude of the expo-
insurance manager for a manufacturer with $200 million m That stozy talhed 38 total points but no fimt-place votes sure, or were remiss in clarifying the intent of the coverage,
annual sales In May, a federal court m Iowa ruled that state insurance they should not be allowed to shift the burden back to the m-

"Hopefully, Mr Bush will see the problems the insurance regulators could require an msurer writing coverage for Iowa sureds," he said
Industry is experiencing and take appropnate action," said the members of a purchasmg group domiciled in another state to The No 9 story was the rullng by Callfornia Superior Court
director of rlsk management at an mstitute of higher education be adnutted or authorized m Iowa The rulmg was a setback Judge Ira Brown Jr that asbestos m buildings constitutes prop-

"Election of his opposition would have invited disaster for for purchasing group proponents, who argued that only the erty damage from the time the asbestos is installed until the time
the (insurance) mdustry and bustness m general," said the corpo- state in which a purchasing group lS domiciled can regulate it is removed or a claim is filed Judge Brown's rullng received 33
rate rlsk manager of an engineering concern with annual reve- the group's affairs (BI, May 9) total points but no first-place votes
nues of more than $300 milhon Later m the year, U S Commerce Department staff mem- Judge Brown's ruling came as part of the coordinated as-

Others who selected Mr Bush's election as the year's top bens circulated a proposal that would replace ambiguous lan- bestos coverage htigation m San Francisco The decision created
story are less certain about the president-elect's agenda guage m the Risk Retention Act Amendments to clanfy the regu- tens of millions of dollars in insurance coverage for three asbestos

The "new administration hasn't made its views known on lation of purchasmg groups (BI, Nov 21) producers (BI, Sep: 12)

significant issues," said the risk manager for a utility with $2 Finishing in seventh place, with 36 total points and two Rounding out tne 10 top risk management stories in 1988
billion in annual sales first-place votes, was the landmark damage award handed down was the approval by a House subcommittee of a proposal to

The fifth-place story-the difenng rulings by courts nation- m June against cigarette manufacturer Liggett Group amend the McCarran-Ferguson Act to virtually eliminate m-
wide on coverage for government-mandated hazardous waste A federal court jury in Newark, NJ, awarded $400,000 to a surers' limited Immunity to federal antitrust law The story
cleanups-trailed Mr Bush's election by only two pomts, gath- man whose wife died of lung cancer in 1982, rullng that Lig- received 32 votes, mcluding two first-place votes
enng 74 pomts The waste cleanup coverage story attracted five gett wrongly imphed m advertisements before 1966 for ltS L&M The proposal, approved in June by the House Monopolies
first-place votes and four second-place votes brand of cigarettes that smoking was safe Warmngs about the and Commercial Law Subcommittee, would among other thmgs

Both policyholders and insurers claimed victory in differ- health nsks of smoking became mandatory m 1966 prohibit msurance price flxtng, the development and pubhcation
ent cleanup coverage cases, but m what many regard as the The verdict was the first m more than 300 product habihty of recommended rates, and the shanng of data pertaining to
two most important cases of the year-the dispute over con- lawsuits filed against cigarette makers, and some observers expenses and profits (BI, June 27)
tamination at Times Beach, Mo, and the massive Shell 011 predicted that the decision could prompt a new wave of hti- "The bill could eliminate the ability of the Insurance m-
Co waste cleanup litigation-ourts ruled that msurers did gation against tobacco compames (BI, June 20) dustry to develop loss information and propose various pre-
not have to reimburse policyholders for cleanup costs (see syn- One risk manager, who voted for the ruling as the most mium rating clauses," said Bill Meyerholt, director of risk man-
opsis, page 29) important story of the year, was critical of the decision agement at Lubrizol Corp in Wickhffe, Ohio, who selected the

It should be noted that the survey was conducted before the "It is my personal behef that anyone that is completely in McCarran-Ferguson legislation as the year's top story
Shell decision was reached last week That development conceiv- control of all of their mental capabillties would know that
ably could have Increased the number of votes cast for the waste smoking is m}unous to their health Therefore, when they smoke Risk managers and other corporate executives who are re-
cleanup coverage story for many years, it is at their own risk and as their own choice," sponsible for nsk management functions are invited to Join

But, even without knowing the outcome of the Shell case, sev- said the vp of a pubhc utility with $58 milhon in revenues the Business Insurance Risk Management Board Just send a
eral rlsk managers noted that the subject is very important The eight-place story, which attracted 34 total points, in- card with your name, title, company and address, noting you

"Hazardous waste disposal and associated hability iS of con- cluding one first-place vote, was the mcrease m policyholder would like to Join the Risk Management Board, to Kathryn
cern to all risk managers," said the insurance manager for suits seeking coverage for pollution damage and cleanup J Mcintyre, Associate Publisher/Editor, Business Insurance,

a hospital company with $500 milhon in revenues More companies durmg 1988 Joined Shell, Westinghouse Elee- 740 N Rush St, Chicago, Ill 60611 You will receive several
"This is an area that has touched almost every large cor- tric Corp and United Technologles Inc in sulng scores of Insurers surveys dunng the year

Insurers besieged as buyers prosper ' Votes reflect
By JAMES M. BURCKE Dallas "Pollution liability and hazardous waste

The director of risk management for a manu- cleanups wlll contmue as key issues m 1989,"
self-interest

1988 was a year of contrasts, risk manag- facturer with $726 milhon in annual sales called remarked Thomas J Connell, Insurance admin-
ers point out 1988 "a year in which the casualty market istrator for Northeast Utilities in Hartford, While many risk managers gauge the

While rtsk managers generally prospered as a lowered rates but not in a loose manner There Conn importance of the year's events on their

result of competition in the commercial prop- is still some underwriting going on" "Hazardous waste management w111 contmue impact on the rlsk management profession
and the property/casualty insurance in-erty/casualty Insurance marketplace, insurers Other risk managers, however, expressed to present controversy regarding laws, cover-

were besieged by attacks from state attorneys concern over the intensity of msurer competi- ages (or lack thereof) and employer moral obli- dustry as a whole, others cast their votes

general, who filed massive antitrust htigation tion during 1988 gations," said the administrative assistant-fin- for those stones that have the greatest
bearing on their own companiesagainst Insurers and other insurance Industry 1988 was "a year where the Insurance com- ancmg for a non-proht health care organization

Consider, for example, the general man-defendants, by federal legislators, who threa- panies decided to start committing suicide with 19,000 employees
tened to eliminate 1nsurens' hmited immunity to again and where the regulatons once agam fo- 1989 will bring "improved 'answers' to the ager of msurance claims and loss preven-

federal antitrust laws contained m the McCar- cused on the wrong issues Instead of rate regu- question of whether habillty insurers are ob- tion of a steamship operator with $100

ran-Ferguson Act, and by voters m California, lation to stop the roller coaster," said the insur- hgated to reimburse compames for waste site milhon in annual revenues who thought

who approved Proposition 103 ance manager of a finance and construction cleanups," said the assistant treasurer for a
the dissolution of the Asbestos Claims Fa-

That's the general consensus of members of company with 240 employees chemical/pharmaceutical company with sales of cihty and the subsequent formation of a

the Business Insurance Risk Management The past year marked the -return of the $3 4 billion new facihty was the top story of the year

Board and randomly selected readers who par- soft cycle and all its negative implications," A couple of rtsk managers predicted the de- That nsk manager explained that his

ticipated in a survey to select the top risk said Donald J Davlgnon, director of Ilsk man- mise of risk purchasing groups formed under company is "currently mvolved m a mul-

management stones of 1988 agement for Joseph E Seagram & Sons Inc of the 1986 amendments to the Risk Retention timillion-dollar suit against asbestos man-

1988 was "a good year for insurance buyers, New York Act ufacturers for liability stemming from

(but) many 'Impact issues' (McCarran-Ferguson, Looking ahead to 1989, Sk managers were shipboard exposure to asbestos ""Purchasing groups will have virtually no
Proposition 103, etc ) are portending future tur- split over whether property/casualty rates place m the mdustry The purpose for which The safety director for an electnc utility

moil m the mdustry," summed up Richard M would continue to soften or the market would they were designed will be destroyed by m- with 1,400 employees also cast his ballot

Inserra, vp-rlsk management and business anal- turn surance commissioners playmg their usual 'turf for the claims facility because "we are

ysis at Triangle Industries Inc of New York "Interest rates and a higher stock market will war,
'" said the rlsk manager for a manufac- very concerned with asbestos claims"

Other nsk managers have similar, pa-The past year was a "time of continuing continue to drive an unstable insurance indus- turer with $60 nullion m annual sales
problems in the msurance mdustry but, in gen- try pncing strategy," said the risk manager for And, many rlsk managers predict continued rochial reasons for selecting particular

eral, good for businesses relying on msurance," a pubhshing company with $400 milhon m an- turmoil for insurers in the New Year stories among the top events of 1988.

said Robb Hubbard, principal-insurance and nual sales "The victory in California will lead to at- Ben C Francis, personnel and rlsk man-

rlsk management services at Williams & Co of "Increasing interest rates could tempt some tempts m other states The initiative process ager for the Santa Clara Valley Water
District in San Jose, Callf, ranked the ap-Sioux City, Iowa shortsighted insurers to revert to some cash- is a poor vehicle for deahng with such com-

"1988 was a year that, although it saw prop- flow underwnting," warned the director of risk plex technical issues," said Hallmark's Mr proval of Proposition 103 as the most lin-

erty and casualty rates continue to decrease, management for the manufacturer with $726 Heydmger portant story of the year because "I prac-

saw significant unrest and dissatisfaction with milhon in sales It's "not a pretty pictur-sell those insurance tice risk management m California "

the ways the insurance industry operates," ob- "Higher mterest rates will benefit the m- stocks," he added The msurance manager for a financial
and construction company with 240 em-served Don Craft, risk manager at Mobex Corp surance carriers, and competition will be keen Triangle Industries' Mr Inserra predicts

of Anaheim, Callf, specifically refemng to the for the premium dollar," agreed the director of "more Prop 103 issues across the nation, more ployees cast a first-place ballot for the

antitrust htigation and Cahfornia's Proposition rlsk management for a higher education insti- militancy on the part of state attorneys general ruling by Callfornia Superior Court Judge

103 tution with 14,000 employees and insurance commissioners " Ira Brown Jr that asbestos in buildings

Others agreed that the past year has not constitutes insurable damage from the"Continuing rate declines" is the outlook Mr Mtlls foresees "more government Inter-
been one that Insurers will remember fondly from George Mills, risk manager for the New vention m Insurance company operations "

time the asbestos was mstalled until the

The industry was "under siege" in 1988, said Jersey Highway Authority in Woodbridge, N J Others predict new financial problems for
time it is removed or a claim is filed be-

Richard C Heydinger, risk management direc- However, Seagram's Mr Davignon predicts the insurance mdustry cause "my employer holds title to over $4

tor at Hallmark Cards Inc of Kansas City, Mo, the "return of the hard cycle late in 19891" The manager of Ask management and m- bilhon m buildmgs, many of which have
and president of the Risk & Insurance Manage- And, Jeff Wilhams, speciallst m the rlsk man- surance for the conglomerate with sales of $8

asbestos m them "

ment Society Inc agement division of Wisconsm Electne Power billion prechcts that ma]or insurers and bro- And, predictably, many nsk managers

Insurers were "losing ground-and not totally Co m Mllwaukee, foresees the "tightening of kers will find themselves "in financial trou- said the softening market was the most
important happenmg of 1988 because ofunderstanding why or how to change lt," Mr the insurance market due to underwriting ble "

Heydinger said losses" Dennis C Doherty, risk manager for Hen- the cost savings it provided to employers
The soft market had the "greatest im-Overall, though, risk managers are ending "Rates will rise agam," predicted the risk nepln County, Minn, was more specific "Two

1988 with an upbeat attitude, thankful that manager for a manufacturer with $60 million malor insurers unll go msolvent" m 1989, he pact on my company's profitability this

most of the challenges of the past year were m annual sales predicted year and my position as rlsk manager,"
pointed out the nsk manager for a pub-directed against insurers rather than policy- The manager of risk management and m- "Insolvencies will reach a peak, causing

holders surance at a conglomerate with $8 billion in major financial repercussions to the world hsher with $400 million in annual sales
.

1988 was "much better for risk managers sales expects "a quick' turnaround in premi- economy," said Eben L Jones, director of in- My company's premiums dropped

than the pnor several years," said Robert E ums due to Increases m losses, the new tax surance and nsk management for Rollins Inc m $400,000 from the previous year This rep-

Margmot, chief of rlsk and insurance for Lou- law and increased expenses " Atlanta resents a 40% decrease That's good news,

doun County, Va Many of the risk management events that Despite many predictions of doom and gloom, but scary," added the risk manager for a

1988 was "much better than the past two wlll make headlines m 1989 wlll relate to pollu- an mspirational prognostication for 1989 comes manufacturer with $60 nullion m sales

-By James M Burckeor three years," agreed Gerald W Raschke, tion and hazardous waste cleanups, nsk manag- from Hennepm County's Mr Doherty "A rlsk
vp of Associates Corp of North America of ers predict manager wlll be nommated for sainthood " a I



Insurers warn

of disruption
by Prop. 103

l

e

California's Proposition 103
could disrupt the state's property/
casualty insurance market and-if
enough states follow California's
lead-could prompt federal regula-
tion of the insurance industry, ob-
servers say.

The new law's most controversial

provision mandates that property/
casualty insurers roll back
"charges" to 20% below November
1987 levels.

Among other things, the law,
which only 51.1% of the electorate
approved, also:

• Calls for the establishment of a

non-profit insurance consumer-
protection corporation.

• Allows the state Board of

Equalization to levy additional in-
surance premium taxes so the state
can make up the revenues it would
lose because of the mandated in-

surance "charge" rollbacks.
• Forbids insurers in most cases

from canceling or failing to renew
auto insurance polices.

• Calls for the establishment of a

prior approval rate system in the
state for the first time, beginning
Nov. 8,1989.

• Subjects insurers to the state's
antitrust and unfair business prac-
tices laws.

The Insurance Services Office

Inc. suspended some services in
California after the law was ap-
proved by voters.

Proposition 103-which resulted
from California consumers' dissat-

isfaction with high automobile in-
surance premiums(BI, Oct. 24; Jan.
18)-exempts from its provisions
workers compensation, marine in-
surance and reinsurance.

While the insurance industry
failed in its record $60 million
campaign to convince voters to de-
feat Proposition 103 and support
the industry's own no-fault auto
insurance proposition, the industry
succeeded in obtaining a stay on
all provisions of the law from the
state's Supreme Court on Nov. 9.

And, the court on Dec. 7 decided
to rule on the constitutionality of
the new law. A decision is expected
next spring.

Meanwhile, the court lifted the
stay on all but two of the law's
provisions: the insurance charge
rollback and the establishment of

the consumer protection corpora-
tion (BI, Dec. 12).

Risk managers in California are
concerned that if the court upholds
the new law, many insurers will
abandon their state. But, although
some insurers have since declined

to write new property/casualty po-
licies, the state's insurance market
has remained fairly stable (BI,

Continued on next page
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r' he Business Insurance Editorial Index Servicedirects you to all news reports and feature articles
published by Business [nsurance newsmagazine.

The annual service includes 3 quarterly reports and acumulative annual volume. In addition, article

citations between publication of quarterly reports.are
available from BI's Information Centers in New York
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accurately.
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Proposition 103
Continued from previous page
Nov. 21).

To give insurers more incentive
to comply with the law, one state
legislator has introduced a bill
calling for fining an insurer an
amount equal to 50% of its pre-
mium volume if it does not renew

more than 10% of its policies for
any line covered by the law (BI,
Nov. 28).

Other legislators promise to
draft bills mandating that any in-
surer writing property/casualty
business in the state also must

write personal auto insurance,
which insurers say was a highly
unprofitable line in California
even before Proposition 103.

Legislators also are pressing In-
surance Commissioner Roxani Gil-

lespie to step up enforcement of
the law's provisions (BI, Dec. 19).

Insurers in the state say they
could lose $4 billion in premiums if
the rollback provision is upheld,
thereby threatening their solvency.

While Standard & Poor's Corp.
has said it may lower some insur-
ers' credit ratings if the new law
survives legal challenges, Moody's
Investors Service Inc. has said sys-
tematic credit rating downgrad-
ings are unlikely.

Proposition 103 supporters,
meanwhile, point out that the new
law allows the state insurance

commissioner to grant relief to in-
surers whose solvency is threa-
tened if they comply with the law.

And, some insurers and brokers
point out that most commercial
property/casualty insurance rates
are currently lower than required
under the insurance "charge" roll-
back provision (BI, Nov. 14).

State Attorney General John Van
de Kamp-whose office leads the
antitrust litigation pending against
30 property/casualty insurance in-
dustry defendants--staunchly de-
fends the new law.

Caught in the middle is the
state's Insurance Department,
which sees many problems in en-
forcing the law. Questions about
the law the department must an-
swer include:

I What is the definition of

" charges"-filed rates or actual
premiums charged? And how
should the rollbacks be figured
when a policyholder's exposure has
changed since November 1987?

• Does the law apply to surplus
!ines insurers?

• Does the law apply to insurers
that write coverage for members of
purchasing groups?

• Does the law apply to risk re-
tention groups fronted by insurers?

Meanwhile, insurers nationwide
are beginning to see their worst
fears realized: Consumer groups
and legislatures in states with high
auto insurance rates are beginning
to push for ballot initiatives or leg-
islation that mirrors Proposition
103.

"People in dozens of states" had
contacted Voters Revolt to Cut In-

surance Rates, the group sponsor-
ing Proposition 103, even before
Election Day, according to Chair-
man Harvey Rosenfield.

In Ohio, for example, a legislator
plans to introduce a bill next
month based on the California law.

In Iowa, Insurance Commis-
sioner William D. Hager is propos-
ing limiting insurers domiciled in
his state from writing business in
states with either legal or regula-
tory environments that cause the
insurers to consistently operate at
a loss.

And, if other state insurance reg-
ulators follow Mr. Hager's lead and
hit insurers with conflicting regu-
lations, the argument for federal,
rather than state, regulation of in-
surer solvency may be bolstered,
observers say. For example, while
[owa would require its domiciled
insurers to pull out of a state where
it cannot write profitably, that
state may fine insurers that leave.

-By Dave Lenckus

Impact of antitrust litigation
worries insurance industry

The entire insurance industry was badly
shaken when attorneys general from eight states
filed massive federal antitrust litigation against
property/casualty insurers, reinsurers, brokers
and trade organizations in the spring of 1988.

The suits were filed in U.S. District Court in

San Francisco and allege, among other charges,
that the defendants conspired to eliminate oc-
currence-based commercial general liability
forms and exclude all pollution coverage from
the CGL form (BI, March 28). A separate state
action was filed in Texas as well.

Defendants and others claimed that not only
were the suits without any merit, but that they
could also have a devastating impact on the in-
dustry by possibly destroying the Insurance Ser-
vices Office Inc., the group that provides ra-
temaking, policy forms and statistical services
to U.S. property/casualty insurers.

The defendants and others also were worried
that even if eventually dropped, the suits could

EAC

have a devastating impact on an already-tar-
nished industry image. The massive costs ex-
pected to be incurred in defending the suits
were a source of concern as well.

And, the antitrust litigation gained momen-
tum when an additional 10 states filed essen-

tially identical suits with the U.S. District Court
in San Francisco in June (BI, June 20)

Shortly afterward, U.S. District Court Judge
William W. Schwarzer in San Francisco decided

to limit the discovery process to whether the de-
fendants' alleged conspiracy was exempt from
federal antitrust laws (BI, June 27).

The next major legal maneuver occurred in
September, when 36 separate antitrust suits
filed against the insurance industry, including
about 20 private class-action suits, were conso-
lidated at the request of the defense (BI, Sept.
12).

And, earlier this month, in compliance with a
Continued on next page



Continued from previous page
deadline set by Judge Schwarzer in June, defendants
filed motions seeking the suit's dismissal, claiming
their actions did not constitute a boycott, as alleged in
the suit.

The McCarran-Ferguson Act, which grants the in-
dustry limited exemption from federal antitrust law,
does not extend such exemption in cases of boycott
(BI, Dec. 19).

Among other motions filed by the defendants earlier
this month was one contending that state insurance
departments' involvement in approval of the claims-
made form precluded the industry's actions from being
considered in violation of antitrust laws.

Against this backdrop of legal activity involving the
industry, ex-regulators, risk managers and consumer
advocates, among others, became embroiled in the
heated controversy.

A number of former state insurance commissioners

criticized the antitrust litigation, although most cur-
rent insurance regulators remained tight-lipped lili,
April 11).

Risk managers became involved when officers of the
Rocky Mountain Chapter of the Risk & Insurance Man-
agement Society urged its members to write Colorado
officials and ask them to withdraw that state's litiga-
tion (BI, July 25).

Taking quite a different position was consumer ac-

tivist J. Robert Hunter, who encouraged trial attorneys
to ride the coattails of the suits by filing a barrage of
lawsuits charging anything from bad faith to fraud to
fake advertising.

"Now is the time to go after them," he told the
Assn. of Trial Lawyers of America meeting in Kansas
City, Mo. (BI, Aug. 8).

The litigation also sparked some lively debate.
During a September meeting of the National Assn.

of Professional Surplus Lines Offices, for instance,
Jesse W. Markham Jr., a deputy attorney general for
California, which was one of the original states to file
suit, commented that the state attorneys general were
pursuing the antitrust suit because the defendants
broke the law by engaging in a group boycott (BI, Sept.
26).

But William E. Bailey, special counsel for the Insur-
ance Information Institute, retorted at the meeting
that the litigation ill-serves the consumers whom the
attorneys general purport to represent.

Meanwhile, some observers believe that the anti-
trust suit filed against the industry defendants in
Texas may present an even tougher challenge to the
industry than the consolidated federal suits, in part
because a Texas jury is more likely to have negative
attitudes toward insurance companies based in the
North (BI, Nov. 7).

-By Judy Greenwald
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Property/casualty rates
on slippery slide down

The property/casualty insurance
rate cuts that ushered in the new

year show little sign of abating as
1988 enters its last week.

Factors repeatedly cited as pos-
sible brakes on competition-the
effect of the Tax Reform Act of

1986 on insurers' bottom lines, the
stock market crash of Oct. 19,
1987, and natural catastrophes-
seemed to have had little impact on
rate decreases.

The lack of firm pricing left some
observers uneasy about the possi-
bility that the softening market
could lead to another sudden cor-

rection such as the one that sent

commercial insurance rates

through the roof in 1984.
"God knows where this is all

going. If the market continues to

Arkwright has one purpose. To help its customers th,oughout the wo,Id minimize thei, long-
term cost of risk. To do this, we p,ovide a wide range of risk management se,vices, which
we apply in a disciplined and straightfo,ward way. First, working with ou, customers to
identify, evaluate and reduce,isk through engineering. Then, tailoring a p,ogram to p,0-
tect exposures that cannot be eliminated. This job requires a sustained effort on every-
one's part, there's no room fo, excuses. Just performance. We're not saying we're perfect.
Only that at Arkw,ight, you'll find a bias fo, action you may not have encounte,ed before.

*Itim/RIGHT
Arkwright Mutual Insurance Company
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soften at the rate it has been, it will
hit us hard on the way back, too,"
George B. Netherton, director of
risk management for Atlanta-
based Coca-Cola Co., mused in
mid-spring (BI, May 16).

In January, risk managers and
brokers reported general liability
rates cut by as much as 30% over
those of a year earlier, while prop-
erty rates fell by as much as 40%
(BI, Jan. 4). The January rate cuts
rode a downward trend that was

first apparent in mid-1987 (BI,
Dec. 28,1987).

Insurers pledged they would not
allow price competition to get out
of hand as the hardest commercial

insurance market in history mo-
derated. Yet, despite increased re-
liance on underwriting controls
and automated management infor-
mation systems that allow home
offices to keep close tabs on branch
office pricing practices, the down-
ward rate spiral did not stop.

Risk managers viewed the rate
cuts as a mixed blessing. For ex-
ample, John G. Pinner, assistant
treasurer of Mattel Inc., the

Hawthorne, Calif., toy manufac-
turer, assessed the situation by
saying: "We are relieved prices are
going down, but-knowing the in-
surance industry-it seems insur-
ance companies are shooting them-
selves in the foot again."

Midyear renewals continued the
downward trend, with liability
rate cuts running as high as 30%
while property rates underwent
declines by as much as 50% com-
pared with those of a year earlier
(BI, July 4).

Rate cuts, though, were not
spread evenly across the industry.
Some lines that had undergone se-
vere price increases during the
hard market, notably directors and
officers liability insurance, experi-
enced rate cuts of as much as 20%

(BI, Oct. 10).
On the other hand, rates for some

other lines, such as attorneys pro-
fessional Jiability coverage, fol-
lowed no definite trend, with some

firms reporting rate increases of as
much as 40% while others reported
cuts of 15%.

By fall, industry experts were
predicting another round of rate
decreases of as much as 20% for

most liability lines.
U.S. property rates also re-

mained soft despite such massive
property losses as the Piper Alpha
oil platform disaster (BI, July 11)
and Hurricane Gilbert's devasta-

tion of the Caribbean (BI, Sept.
19). Insured losses, including lia-
bility, from Piper Alpha alone were
estimated at more than $1 billion

(BI, Sept. 12).
However, the increased competi-

tion among traditional insurers
Continued on net page



Congratulations to
Security Guard
Gregory Titus ...

...winner of the
second annual Gregon, Titus tr J recmes ploque *om Brendan Brownvard

William H. Brownyard Award
of meritorious service!
Al the annual American Society for Industrial Security (ASIS) Foundation
Dinner in Boston. Gregory Titus. a security guard with Namlow Security. Inc.
Ferndale, Michigan. was presented with a check for $1.000. And the ASIS
Foundation also received a contribution of $5.000 in their names.

It's part of Brownyard's appreciation to the Security Guard Industry which
we have served with specialized insurance coverage for over a quarter century.

This is an annual award. and we invite you and your Security Guard
clients to submit the names of guards who have performed
above and beyond the call. We also invite
you to look into Brownyard for a proposal.
or when you remarket a risk. BROWNYARD

\ BROTHERS
20 Fourth Avenue. Bay Shore. NY 11706

800 645 5820 (In NY 516 666 5050) FAX: (516) 666 5723
SECURITY IS OUR FIRST CONCERN. TOO!

Rate decreases
Continued from previous page
during the year did not spur mass
defections from policyholder-
owned offshore facilities such as

A.C.E. Insurance Co. Ltd. and XI+.

Insurance Co. Ltd., both with cper-
ations in Bermuda.

As the end of 1988 approached.
insurance executives issued

gloomy predictions that the soft
market would continue for the

foreseeable future.

Speaking at the annual meeting

of the National Assn. of Indepen-
dent Insurers in Boston, Robert W.
Eager Jr., senior vp of National Re-
insurance Co. of Stamford, Conn.,

estimated that liability rates had
already declined 25% to 40% from
those of a year earlier. But he
added that he did not expect the
soft market to last as long as that
of the mid-1980s because of the in-

evitable toll the 1986 Tax Reform

Act would take on insurers fi-

nances (BI, Nov. 14).

But such optimism was not uni-
versal, as exemplified by remarks
made by another speaker at the
same meeting. R.M. Jamieson,

chairman of Schaumburg, Ill.-
based Zurich-American Insurance

Co., said that the soft market could
last for another three years. Insur-

ers, he said, could prove such a see-
nario wrong only by applying more

pricing discipline.
-By Mark A. Hofmann

A BRIEF MESSAGE ABOUT INSURANCE

PLACEMENTS FOR

4 1 W 11
• Security Guards,

• Patrol Services,

• Detective Agencies,

• Armored Car Service,

• Alarm Monitoring and

• Alarm Installation

For more than a decade Cover X Corporation has
continuously provided a stable insurance product

for the Security Industry. During that time many

companies and agencies professing to "specialize"
in this industry have come and gone. In today's
difficult insurance marketplace most are simply
gone. COVER X CORPORATION IS STILL
HERE, providing that industry with custom tailored
GENERAL LIABILITY, PROFESSIONAL LIABILITY

and WORKERS COMPENSATION.

If you have current or potential clients in the security industry whose long range
interests lie in obtaining a quality insurance product in a stable market then you owe
them a Cover X quotation.

For further information or applications call or write ...

COVER CORPORATION
P. O. Box 5096, Southfield, Michigan 48086
Telephone: (313) 358-4010 - Telex: 23-5635
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Bush, business share
views on liability issues

President-elect George Bush shares many of the views of business on
risk management and liability issues.

For example, Mr. Bush supports tort reform and probably would
back product liability reform, while he most likely will oppose a high risk
occupational disease notification law.

However, Mr. Bush supports beefing up environmental law enforce-
ment. And his position on repeal or modification of the McCarran-Fergu-
son Act is unclear.

Based on interviews, the Republican national platform, campaign posi-
tion papers and responses to questions submitted to the vice president by
Business Insurance, Mr. Bush's views on several corporate liability issues
emerged (BI, Oct. 17), including:

• Tort reform.

Mr. Bush is "completely committed to the issue" of tort reform, said
Blair Childs, executive director of the American Tort Reform Assn. in

Washington.
For example, the Republican platform stated: "We propose to return the

fault-based standard to the civil justice system. We support enactment of
fair and balanced reforms of the tort system at the state level."

In particular, the Bush campaign recommended "restoration of a fault-
based standard of recovery; elimination of the 'deep pocket' rule under
which defendants that are only minimally responsible for an injured
party's damages can be forced to pay 100% of a plaintiff's claim; and
expanded use of alternative dispute resolution mechanisms such as bind-
ing arbitration and mediation."

• Federal product liability reform.
Mr. Bush probably will support federal product liability reform, observ-

ers say.
For example, the Republican platform called for "a reasonable state and

federal product liability standard that will be fair to small businesses,
including professional and amateur sports, and to all who are in liability
contests."

Continued on next page

NEW YORK MARINE AND
GENERAL INSURANCE COMPANY

GOTHAM INSURANCE COMPANY

MUTUAL MARINE OFFICE, INC.

AND

AMERICAN HOST INSURANCE, INC.

Announce the mutual termination

of their agency relationship,

including commercial property and casualty insurance
through the hospitality industry

program entitled Pro Host, USA.

Thistermination is effective December 31,1988,

only as to new and renewal business
and does not affect business

written prior to that date.
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State and federal trial courts

during 1988 were sharply divided
over the issue of whether govern-
ment-mandated cleanup costs are
insurable under comprehensive
general liability policies.

"The best arguments from each
side have been made and there has

not been a consensus among the
courts," explained Roger Warin, an
insurer attorney with Steptoe &
Johnson in Washington, D.C.

Insurers argue that only dam-
ages awarded by a court of law are
insurable. Damages that are forced
upon a policyholder by a govern-
ment order to clean up polluted
sites are not insurable, they say.

Policyholders, on the other hand,
Continued on next page

Bush perspective
Continued from previous page

However, in response to a ques-
tion submitted to the Bush cam-

paign on whether product liability
reform should be enacted at the

federal level or left to the states,

Mr. Bush responded that he sup-
ports "individual state authority."

The vice president continued:
"Consumers have generally been
well-served by the regulatory

structures developed by the states.
As president, I would urge states to
continue to take the lead in prod-
uct liability regulation. I would en-
courage the drafting of a uniform
state code as a model for the

states."

• High risk occupational disease
notification.

Mr. Bush probably will oppose a
federal law requiring workers to be
notified if they are at high risk of
contracting an occupational dis-

ease because of workplace expo-
sure to certain hazardous materi-

als, observers say.
Earlier this year, a high risk oc-

cupational disease notification bill
was passed by the House and was
debated by the Senate but with-
drawn from the floor (BI, April 4).

Business "can expect the same
type of help from" a Bush adminis-
tration that it received from the

Reagan administration during
Congressional consideration of the

notification bill, predicted Susan
Spangler, director of risk manage-
ment for the National Assn. of

Manufacturers in Washington.
Several Cabinet secretaries lob-

bied against the notification bill
and advised President Reagan to
veto the legislation if Congress
passed it.

• Environmental liability.
Mr. Bush is expected to be tough

on environmental issues.

For example, the Republican
platform stated: "We support
strong enforcement of our environ-
mental laws and will accelerate the

pace of our national effort to clean
up hazardous waste sites and to
protect our groundwater."

Furthermore, in numerous cam-

paign speeches Mr. Bush empha-
sized his interest in cracking down
on polluters and cleaning up the
environment.

• Repeal or modification of the
McCarran-Ferguson Act.

Mr. Bush's position on the lim-
ited antitrust exemption granted to
the insurance industry by this law
is not clear.

However, repeal or modification
of the industry's antitrust exemp-
tion seems to be more of a Demo-

cratic issue than a Republican one.
For example, all but one Demo-

crat on a House subcommittee

voted earlier this year for a bill
that would virtually gut McCar-
ran-Ferguson. All Republicans on
the panel opposed the measure (BI,
June 20).

-By Deborah Shalowitz
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INSURANCE FOR
BANK AUTOMOBILE
LEASING

Allied with major carriers, we have extensive
experience with this difficult-to-place insurance.
We make it easier for you with a quality bank auto
leasing insurance program that provides broader
coverages at substantial savings. -n

0 Lessors Excess Liability
0 0

0 Lessors Contingent Liability
0 Lessors Contingent Physical Damage

• interim Car Coverages • Residual Value Insurance

We invite your inquiry and your business.
Write or call Ron Ruane./m.

PAIGE-RUANE, INC.
INSURANCE

Man cannot fly

Excess Workers Compensation
General Liability
Automobile Liability

The world is flat.

No one will ever break Babe Ruth's

home run record.

Insurance will always be the same.

Faded fallacies!

Self insurance is changing
the industry.

The Irwin Building • RO. Box 1562
King of Prussia, PA 19406
(215) 265-4170 • FAX # (215) 265-1240

If you are a professional who guides
risk management programs involving:

• Qualified Self-Insureds

• Captives and Rent-A-Captives

• Group Funded Programs

• Risk Retention Groups and

•Purchasing Groups

...find the quality insurance, excess
insurance and reinsurance you need
with Genesis Underwriting Manage-
ment Company Call for a free
brochure today.

Physical Damage by:

.#--*.-1.

J:"=SIS
UNDERWRITING MANAGEMENT COMPANY

Atlanta (404) 365-6800. Chicago (312) 207-8100, Hartford (203) 520-7770, Los Angeles (213) 252-2090, New York (212) 770-0270,San Francisco (415) 393-8400

A member of Gene,al Re ®Grel
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Pollution ruling
Continued from previous page
maintain that the distinction be-

tween damages awarded by a court
of law and government orders to

clean up a hazardous waste site is
merely creative lawyering Policy-
holders contend that costs incurred

under the Comprehensive Environ-
mental Response, Compensation &
Liability Act-better known as the
Superfund Act-are insurable.

To date, there has been no con-
sensus among the courts as to

which of these divergent view-
points is correct.

As a result, both policyholders
and insurers were able to achieve

their share of victories in 1988.

The single most important deci-
sion regarding government-man-
dated cleanup costs came on Feb.
26 when the entire 8th U.S. Circuit

Court of Appeals ruled that haz-
ardous waste cleanup costs are mot
insuratle (BI, March 7).

In a 5-3 decision, the court said:

'The term 'damages' used in the
CGL policies refers to legal dam-
ages and does not cover cleanup

The single most important decision regarding

government-mandated cleanup costs came on
Feb. 26 when the entire 8th U.S. Circuit Court

of Appeals ruled that hazardous waste
cleanup costs are not insurable.

costs."

The case involved a dispute over
dioxin contamination in Times

Beach, Mo., between New York-
based Continental Insurance Co.

and the defunct Northeastern

Pharmaceutical & Chemical Co. of

Verona, Mo.
The 8th Circuit's decision was

important because it marked the

second time a federal appellate
court ruled that government-man-
dated cleanup costs are not co-
vered damages in standard-form
CGL policies. The 4th U.S. Circuit
Court of Appeals in July 1987 also
ruled that CGL policies do not
cover the costs of hazardous waste

cleanups in Maryland Casualty vs.
Armco Inc. (BI, July 27, 1987).

The City of Ventura is requesting proposals from qualified

firms to provide the City with Insurance Brokerage Ser-
vices.

Proposal specifications and information can be obtained by

contacting R.D. Newsome, City Hall, P.O. Box 99, 501 Poli
St., Ventura, Calif. 93002-0099 or phone (805) 654-7810.

Sealed proposals will be received by City Purchasing,
Room 130 up to the hour 5:00 pm Friday, Jan. 27, 1989.
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CORPORATE HEADQUARTERS
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The U.S. Supreme Court refused
to review both federal appellate
court decisions (BI, Oct. 10)

While the decisions in the na-

tion's highest courts involving haz-

ardous waste coverage litigation
have favored insurers, a majority
of the lower court rulings have fa-
vored policyholders.

For example, the U.S. District
Court for the Southern District of

California found that insurers

must provide coverage for pollu-
tion cleanups because most policy-
holders would interpret their poli-
cies to provide such coverage. This
case involved a dispute between
Boston-based Commercial Union

Insurance Co. and subsidiary

American Employers Insurance Co.
and the now-bankrupt Superior

Plating Works Inc. of San Diego
(BI, Sept. 26).

Similarly, the U.S. Dis:riet Court
for the Northern District of Cali-

fornia ruled that Hartford Acci-

dent & Indemnity Co. must reim-
burse Intel Corp. of Santa Clara,
Calif., for the costs incurred in a
government-mandated hazardous

waste cleanup (BI, June 27).
The first California state appel-

late court decision on the issue is

expected in 1989. This ruling stems
from a multi-million dollar dispute
between Aerojet-General Corp. of
La Jolla, Calif., and 55 of its gen-
eral liability insurers.

The first jury trial involving gov-
ernment-mandated hazardous

waste cleanup ended last week,
when jurors found Shell Oil Co. li-
able for its share of a $2 billion

cleanup. The jury found that Shell
knew it was polluting the environ-
ment from as early as 1952 and
therefore was not entitled to any
insurance coverage for a massive
waste site in Colorado (see story,
page 1).

Shell sued more than 260 of its

general liability insurers for the

costs of cleaning up two hazardous
waste sites-one in California and

the other in Colorado (BI, Aug. 1;
May 30; May 2; Feb. 8).

-By Stacy Adler

NAIC meeting
Continued from page 2
paid loss recoverables due and
payments received in the last 90
days, is greater than 20%.

The regulators' aim is to prevent
insurer and reinsurer insolvencies

by controlling ceding insurers'
ability to take credit for reinsur-
ance (BI, Oct. 31).

"Unfortunately, there currently
is no hard data setting forth ex-
actly how much reinsurance, in-
dustrywide, is currently overdue
nor how much is ultimately com-
promised at less than full value,"
Kenneth W. Smith, Deputy Direc-
tor of the Property/Casualty Divi-
sion of the Illinois Insurance De-

partment, said in a memo earlier
this year.

However, the NAIC study group
that drafted the proposal "is cer-
tain that the aggregate amount of
overdue reinsurance is signifi-
cant," said Mr. Smith, who chairs
the study group.

The proposal, which the study
group has discussed for 11/2 years,
is "strong medicine" for a serious
problem, said Leon Hank, director
of the Michigan Insurance Depart-
ment's financial analysis and ex-
aminations division, who serves on

the NAIC study group.
Among industry opponents of the

changes was the American Insur-
ance Assn., while proponents in-
cluded the Reinsurance Assn. of

America.

The measure is similar in intent

to an aging schedule governing re-
insurance recoverables which the

NAIC's Blanks Task Force ap-
proved this fall (BI, Oct. 17). This
was ratified by the NAIC in New
Orleans.

In other related financial mea-

sures, the NAIC:

• Adopted a new model law for
states to consider that would es-

tablish a $10 million minimum pol-
icyholder surplus requirement for
domestic reinsurers writing prop-
erty or casualty reinsurance, unless
the reinsurer receives prior written
approval from a state's insurance
commissioner.

Reinsurance required by law or
regulation or assumed as part of a
pooling arrangement among mem-
bers of the same holding company
can be written by reinsurers with
less than $10 million in policy-
holder surplus.

• Asked for comments until

March 1 on proposed amendments
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to strengthen and clarify the Model
Law on Credit for Reinsurance.

The proposed amendments
would increase the minimum re-

quirements a reinsurer must meet
for a domestic ceding insurer to

take credit for reinsurance pur-
chased.

According to the proposal, the
reinsurer must be licensed to

transact insurance or reinsurance,
or be an otherwise accredited rein-

surer in the state where the ceding
company is domiciled. In addition,
most reinsurers will be required to
have a minimum of $20 million in
surplus.

• Asked for comments until

March 1 on a new measure that

spells out accounting guidelines
for transfers between affiliated

connpanies.
• Asked for comments, without

an expressed deadline, on a new
Administrative Supervision and
Conservation Model Act. The act

would, among other things, give a
state regulator new authority over
insurers that can be considered

"commercially domiciled" in his or
her state.

Under the measure, an insurer
would be considered "commer-

cially domiciled" in any state
where it writes a significant
amount of business according to
premium percentage thresholds
spelled out in the model.

If adopted, the concept of "com-
mercially domiciled" could have
far-reaching implications for state
regulation, said Gerald Wester of
the Florida Insurance Department.

For example, a regulator could
have jurisdiction over an insurer
that writes a significant amount of
business in his or her state regard-
less of where the insurer is domi-

ciled.

The NAIC also dealt with a vari-

ety of other topics during its win-
ter meeting, including:

Advisory rates study
NAIC President David Gates

said a special committee of com-
missioners will be appointed early
next year to investigate the role of
advisory rating organizations.

An unspecified number of public
hearings will be held and the spe-
cial committee will make a prelim-
inary report to NAIC members no
later than the NAIC's March 19-21

meeting in Little Rock, Ark.
The committee is being ap-

pointed because individual regula-
tors have expressed their concern
"about the appropriateness of ad-
visory organizations preparing
'fully developed' rates which are
filed on behalf of their members,"

according to the NAIC resolution
authorizing the study.

Such rates reflect not only loss
cost data-which NAIC officials

view as necessary-but also invest-
ment income and unallocated ex-

penses, which include administr-
ation, overhead and acquisition
costs.

Some states, including Califor-
nia and Michigan, already prohibit
an insurer from using fully deve-
loped rates for all lines of insur-
ance. They require each insurer to
submit its own investment income

and unallocated expense informa-
tion.

The goal of the study is to en-
hance competition in the market-
place, Mr. Gates said. However, the
regulators are treading carefully to
ensure they do not inadvertently
limit competition at the agent-eli-
ent level, he said, noting that ISO
rates are used as a benchmark to

analyze competing quotes.

Model HMO Guaranty
Association Act

During debate, some regulators
opposed the concept of creating an
HMO guaranty fund, as described
in the model HMO guaranty fund
association act that the NAIC re-

leased for comment.

Delaware Insurance Commis-

sioner David Levinson said he op-
Continued on next page
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poses such guaranty funds because
he thinks HMO enrollees can be

better protected by other mea-
sures, including requiring provid-
ers to sign contracts that prohibit
them from trying to collect an in-
solvent HMO's debts from enrol-

lees.

Those measures also have the

advantage of not reducing pre-
mium tax payments to a state, Mr.
Levinson said. States with HMO

guaranty funds typically allow
HMOs to offset their premium
taxes by the amount of the guar-
anty fund assessment.

One of Mr. Levinson's sugges-
tions was adopted when the NAIC
amended its Health Maintenance

Organizations Model Act.

The measure requires providers
to sign a hold harmless agreement
with the HMO so that subscribers

will not be liable for fees owed to

them. The measure also also estab-

lishes a $300,000 deposit require-
ment and offers four options for
meeting minimum net worth re-
quirements.

Limited health services
organization model

The NAIC adopted a new model
law that establishes regulatory pa-
rameters for various limited health

service organizations, such as
those offering prepaid substance
abuse treatment, pharmaceutical
services or dental care.

"Some employers could save
money on their health insurance
premiums by using limited health
service organizations to provide
certain benefits because rates for

prepaid care often are lower than
rates for traditional health care in-

demnity policies," according to an
NAIC statement.

The model states that no health

service organization group con-
tract can include coverage already
provided by another insurer and
allows employers to use limited
health service organizations to
provide state-mandated benefits.

"The non-duplication provisions
would permit a major medical
group plan to exclude coverage for
mandated benefits if the group
members receive equivalent or su-
perior benefits from a prepaid lim-
ited service plan," said Nebraska

Insurance ,Director William
McCartney, who chairs the work-

ing group that developed the
model.

Other action

The NAIC also amended existing
model laws to:

• Strengthen the Long-Term
Care Model Act and regulation by
prohibiting prior hospitalization
provisions that require a hospital
stay for a designated period of time
before a policyholder is eligible for
long-term care benefits.

In addition, the new amendments

prohibit insurers from requiring
policyholders to have received a

Eubanks resigns
Arkansas post
LITTLE ROCK, Ark.-Ar-

kansas Insurance Commis-

sioner Robert M. Eubanks III

has resigned his post shortly
before his first term was to

end.

Gov. Bill Clinton is appoint-
ing Deputy Commissioner Ron
Taylor to succeed Mr. Eu-
banks. He will serve the re-

mainder of Mr. Eubanks' four-

year term, which expires Jan.
14, and then be appointed to
his own four-year term, ac-
cording to a spokesman for the
governor.

Mr. Taylor, 37, joined the
department in 1979 as a liqui-
dation and rehabilitation offi-

cer.

Mr. Eubanks plans to re-
main in the Little Rock area.

certain higher level of care before
they are eligible to be covered for a
lower level of care.

They also establish new conver-
sion and continuation provisions
that give group policies the same
guaranteed renewable provision
that is mandatory in individual
long-term care contracts.

Some insurers had put retirees
and other converted policyholders
into a separate risk pool, making
the product unaffordable because
of the poor experience of the new
group, according to the NAIC.

More than 80 insurers offer long-
term care insurance, up from 20 in
1986, according to NAIC Vice Pres-
ident Earl Pomeroy of North Da-
keta, who chaired the working
group that developed the amend-
ments.

• Apply the so-called "birthday
rule" in cases where parents have
joint custody of a child and a court
decree does not specify responsi-
bility for the child's health care.

Under the birthday rule, cover-
aEe for a dependent would first be
sought from the health care plan of
a parent whose birthday comes
first in a given calendar year.

The NAIC also:

• Established a new uniform

notice and consent form to guide
states that allow insurers to test

life insurance applicants for ac-
quired immune deficiency syn-
drome.

The measure requires that appli-
cEnts be informed about pre-test-
ing considerations, disclosure of

test results and the meaning of po-
si-ive test results.

• Urged states to require insur-
ers to file a uniform transmittal

fcrm,- which is used for requesting
changes in rates, etc., instead of, or
in addition to, any state's required
transmittal form by Feb. 1, 1989.

The goal of the test project is to
develop a standard form accept-
able to all states.

The NAIC also is releasing for
comment drafts of proposals that
would:

• Increase the immunity of regu-
1: tors and their confidants when

investigating illegal or fraudulent
activity.

• Revise the existing standard
trust agreement for alien insurers

to allow for third-party claims
against the trust, limit trustees'
a-oility to make a lien for operating
expenses and broaden the nurnber
of banks eligible to participate in
the trust process. I
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Piper Alpha losses tally may take 3 years
By CAROLYN ALDRED and STACY SHAPIRO London

LONDON-Some Lloyd's of
London syndicates will not know
their gross losses stemming from
the July explosion of the Piper
Alpha oil drilling platform in the
North Sea for about three years,
says the chairman of a Lloyd's
managing agency.

"The gross loss to our marine
syndicates will be substantial,"
though "the exact size of our gross
loss is impossible at this stage to
quantify," said Jimmy Archer,
chairman of A.J. Archer Holdings
P.L.C.

Total losses worldwide stemming
from the destruction of the plat-
form, which killed 167 people,
likely will exceed $1.4 billion, un-
derwriters estimate (BI, Sept. 12).

Speaking at a press conference to
announce A.J. Archer's annual re-

sults earlier this month, Mr. Archer

explained that -because of the in-
evitable cycle of the reinsurance
market, it will very probably be

three years before our final invol-
vement is known."

However, "we have ample ex-
cess-of-loss protection and I antic-
ipate that the net loss will be mini-
mal. . .all of our reinsurance pro-
grams were in force at the time of
this casualty (and) the security is
first class," he added.

Contributing to the difficulty in
assessing losses from the Piper
Alpha disaster is that claims stem-
ming from the loss of the $790 mil-
lion rig are coming from different
sources, including losses on the in-
surance purchased by the rig's four
owners and various reinsurance

policies, he said.
Meanwhile, A.J. Archer, one of

only two Lloyd's underwriting
agents listed on the London Stock
Exchange, reported a pretax profit
of 6.12 million pounds ($11.4 mil-
lion) for the year ended Sept. 30
1988, down 25.4% from 8.2 million

IN THE SUPREME COURT OF BERMUDA

Companies (Winding Up) No. 182 of 1985
IN THE MATWER OF THE COMPANIES ACT, 1981

and

IN THE MATTER OF CAMBRIDGE REINSURANCE LIMITED

NOTICE OF INTENTION TO DECLARE DIVIDEND

A first dividend is intended to be declared by the Joint Liquidators of Cam-
bridge Reinsurance Limited in Liquidation ("the Company").

Creditors of the Company who have not received or do not receive Informa-
tion Forms setting out the Joint Liquidators' valuation of their claim in the
liquidation are required to prove their debts by 16 January 1989. Those In-
surance Creditors who receive Information Forms and who wish to object to
the Joint Liquidators' valuation of their claim must file a Notice of Appeal
against Valuation by 28 February 1989 as directed by an order of the

Supreme Court of Bermuda dated 7 December 1988. Creditors who do not
prove their debts in either of the ways prescribed above will be excluded from
this dividend, or from objecting to such dividend.

Dated this 8 day of December, 1988.

D.E.W. Lines G.A. Weiss

Joint Liquidators
Cambridge Reinsurance Limited (in Liquidation)
P.O. Box HM 2079

Hamilton

Bermuda HM HX

If creditors require any further information then the Joint Liquidators
should be contacted at the above-mentioned postal address.

pounds ($15.4 million) a year ago.
The agency's revenues declir ed

17.4% to 7.53 million pounds ($14.1
million) from 9.12 million pounds
($1 7.1 million) in 1987.

The drop in profits is due to .e-
duced investment income and _n-

creased operating expenses asso-
ciated with the reorganization of
the company from a partnership to
a publicly held company, said
Chris Burton, financial director.

Meanwhile, A.J. Archer has
formed two new Lloyd's syndi-
cates, bringing to 10 the number of
syndicates it manages. said Joint
Managing Director David Tudor-
Williams.

An aviation syndicate with a ca-
pacity of 1.5 million pounds ($2.8
million) began underwriting July 1
and will increase its capacity to : .6
million pounds ($14.2 million) for
1989. The syndicate primarily
writes excess-of-loss aviation rein-

surance.

A new marine excess-of-loss

syndicate will begin underwriting
in January with a capacity of ll
million pounds ($20.6 million).

Honorary member
Edward Ian Walker-Arnott, who

retires as the longest serving non-
Lloyd's member on Lloyd's of Lon-
don's Council, has been made an
honorary member of the market.

Mr. Walker-Arnott, senior part-
ner of law firm Herbert Smith &

Co., was nominated to :he council
when it was first created in Jan-

uary 1983 following approval of
the 1982 Lloyd's Act. He chaired
Lloyd's Investigation Committee
and the Underwriting Agency
Agreements Worker Group.

"Edward Walker-Arnott h:s

played a vitally important part :n
all that has been achieved," said

Lloyd's Chairman Murray
Lawrence. "I can think of no or.e

more deserving of honorary merr.-
bership of the society."

Meanwhile, Sir Maurice Hodg-
son, one of the eight nominated
members of the Council, has been
reappointed for a three-year term
on the council commencing Jan. 1

ADMIRAL
INSURANCE COMPANY
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Cherry Hill, New Jersey 08034

A MEMBER COMPANY OF THE W.R. BERKLEY CORPORATION
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Sir Maurice-who has served as

chairman of lead: ng corporations
ICI P.L.C., Britisn Homes Stores
P.L.C. and Dunlop P.L.C. and is
now non-executive chairman of

British Home Stores-was ap-
pointed to the Council in July
1987.

Central fund

Any Lloyd's of London member
who refuses to Fay losses next year
could have his assets seized by the
Council of Lloyd's for unpaid
debts, according to a new Lloyd's
bylaw.

Previously, if a member refused
to pay losses and failed to meet the
market' s solvency test, Lloyd's set
aside money in its Central Fund to
pay claims until L!0yd's recovered
the money through litigation.

The C ouncil earlier this month

passed the Central Fund (Amend-
ment No. 2) Bylaw, which allows
Lloyd's to require the member to
pay the amount earmarked in the
Central Fund for his debt within 28

days from the time it is earmarked.
If that member fails to pay, the loss
will be considered a civil debt and

Lloyd's will be allcwed to apply to
the courts to seize the member's

assets for unpaid debts.
Lloyd's Chief Executive Alan

Lord said that the council had been

considering this measure for about
two years and would allow Lloyd's
"on the rare occasion" to seize a

member's house as collateral for
the debt

This new bylaw "should ensure
that the vast majority of names
who pass the annual solvency test
out of their own resources are not,

in effect subsidizing the small mi-
nority who require the council to
earmark assets 03 the Central Fund

on their behalf in order to pass the
annual solvency test," Lloyd's an-
nounced

Regulation costs
The cost of increased regulation

at Lloyd s of London is becoming a
burden t) underwriting agencies, a
recent report concludes.

In addition, the money lost by
underwriting agencies, whose ex-
ecutives must civert time from

their duties to comfly with Lloyd's
regulations, cannot be quantified,
said the report by London-based
accounting firm Peat Marwick
McLintock.

Nevertheless, the agents under-
stand that a "substantial" portion
of the cost is "commercially neces-
sary and consistent with sound
ousiness practice," she report con-
:ludes.

Peat Marwick s report on
'Lloyd's Regulation: Cost of Com-
pliance," released by the market
earlier this month, was commis-

sioned by Lloyd's Regulatory Ser-
vices Group to study the cost of
underwriting agencies' compliance
with increased self-regulation at
Lloyd's.

The 76-page report shows that
Lloyd's has increased its regula-
tory staff to 462 people in 1988
from 451 people in 1987 and 189
people in 1982.

In addition, the report shows
that the market's net cost of regu-
lation grew to 17.3 million pounds
($32.4 million) in 1987, up 22.6%
from 14.1 million pounds ($26.4
million) in 1986 and up 291% from
3.6 million pounds ($6.7 million) in
1981, the year before the Lloyd's
Act of 1982 imposed new regula-
tions.

Lloyd's Chief Executive Alan
Lord said recently that Lloyd's
regulatory costs grew to 22 million
pounds ($41.4 million) in 1988 and
the market has budgeted 22.8 mil-
lion pounds ($42.6 million) for
1989.

Certain agents participating in
the study thought Lloyd's should
be regulated by the British govern-
ment rather than by self-regula-
tion, according to the report.

However, "we were presented
with no conclusive evidence as to

whether self-regulation or statu-
tory regulation should in principle
be more economic in terms of cen-

tral costs and costs of compliance."
said Peat Marwick.

"Certain agents suggested that
under statutory regulation some
costs would be borne by the state,
but this view was not endorsed by
the Department for Trade and In-
dustry," the report said.

In the report, Peat Marwick
makes 18 major recommendations
to Lloyd's on how to improve its
self-regulatory system to reduce
costs and make they system more
efficient. Some of the recommen-

dations include:

• Consider clarifying "the na-
ture and limitations of its respon-
sibilities for underwriting agencies
in documentation available to

names and the public."
• Re-examine the regulation of

underwriting agencies that are
part of a holding company that
owns several members' and man-

aging agencies.

• Consider speeding up the in-
vestigation of underwriting agency
directors and officers, which cur-

rently takes five to six weeks.
• Decide whether errors and

omissions insurance for under-

writing agencies should be manda-
tory.

The Council of Lloyd's re-
sponded to the report by issuing a
list of its latest positions on the ac-
countants' recommendations.

Many of the points raised are
"being considered" or are "already
well-advanced" or are currently
being "simplified," said a state-
ment from the council.

Comings & goings
Robin Etheridge has been ap-

pointed group non-marine un-
derwriter (strategic planning) for
English & American Insurance
Group P.L.C.

Ken Ross has been appointed
president of Rush Johnson Associ-
ates in London, with responsibility
for the London and Aberdeen,
Scotland, offices of the offshore
loss adjuster. Mr. Ross joined RJA
from The Salvage Assn. in 1982
and has been in charge of the
Aberdeen office since its opening
in 1984. I

Special Facility for Reinsuring
Pure and Association Captives

and

Risk Retention Act r
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Michigan sets work comp health cost caps
By KARI BERMAN new program property/casualty insurance companies with offices in Michi-

"The caps on the fees should yield a savings of at least $35 gan
LANSING, Mich -New state regulations that cap pay- million from July of 1989 to June of 1990 and that lS without "The establishment of a maximum fee scale seemed like the

ments for treatment of work-related Illness and injury are calculatmg the further savings that utilization control will most responsible thing to do for cost containment purposes
expected to significantly reduce workers compensation costs bring," he said The scale is reasonable but I am sorry that it took so long for
in Michigan The newly adopted maximum fee schedule lS based on a consensus," Ms Nowak said

The new rules were accepted earlier this month by the combination of data from other, existing price scales, ac- "Employers are satisfied with the reforms because the set
Michigan Legislative Joint Committee on Administrative cording to Mr Horwitz fees and utilization review will reduce the overcharging and
Rules, according to Larry Horwitz, executive vp of The "We looked at fee schedules from other states, Blue Cross & bring a significant savings in the long run," said David
Economic Alliance for Michigan, a non-profit organization Blue Shield PPO charges as well as commercial health insur- Lewsley, manager of workers compensation at Chrysler Corp
representing business and labor that works for economic de- ance rates," Mr Horwitz explained of Highland Park, Mich , and chairman of the Michigan Self-
velopment in the state The utilization review program is designed to function on Insured Assn in Detroit

The rules, which take effect June 28, implement a 1981 law two levels Although often at odds with one another, organized labor
authorizing maximum fee schedules for health care services • Technical review to determine the accuracy of a medical representatives loin employers in support of the workers
and introducing utilization review of health care claims for bill, making certain that it includes proper charges for the compensation regulatory measures
work-related injuries designated procedure "We support the new rules but it was a long negotiating

Although the Michigan Legislature approved the concept • Professional health care review, required for claims ei- process A lot of the issues were common sense things that
in 1981, various groups involved with workers compensation ther more than $5,000 or involving inpatient hospital care, with all of the different views took a while to resolve," said
until recently were unable to agree on specifics of a new will determine whether the treatment was medically appro- Tim Hughes, legislative director for the Lansing-based Mich-
systenn priate igan State AFL-CIO, representing 720,000 individuals and 68

The Michigan State Office of Health and Medical Affairs, However, any questionable claims can be submitted for labor unions
which oversees workers compensation, last year asked the additional professional utilization review, according to Mr While private health care providers and medical clinics
Economic Alliance to mediate discussions Horwitz have accepted the maximum fee schedule, a separate set of

Representatives of health care providers, insurance com- The utilization review can either be conducted by the in- regulations providing for discounts will be applied to inpa-
panies, employers, unions and hospitals submitted their surer or by a contracted certified health care agency Profes- tient hospital services
agreed-upon guidelines to the legislative committee for ap- sional review programs must be certified by the Michigan "The hospital sector was the last represented group to
proval Department of Management and Budget and the Office of agree to the new reforms because they felt that their funds

The compromise "represents a reasonable and balanced re- Health and Medical Affairs, Mr Horwitz explained were already whittled away by government discounts and

sponse to the sometimes conflicting concerns of recipients, Roger Friez, vp of workers compensation claims at the Ac- 1ndigent care costs and a maximum fee schedule would not
providers, and purchasers of workers compensation health cident Fund of Michigan, the state's largest workers compen- cover their expenses," Mr Horwitz said
services," Mr Horwitz stated in a news release sation insurer, covering 34,000 employers, supports the new Under the new rules, each hospital's inpatlent charges will

Previously, Michigan required self-insured employers and reforms and believes that "they are a step in the right be sub]ect to a mandatory discount, averaging 13% statewide
insurance companies to pay for "reasonable and necessary" direction and will be effective measures for cost contain- The discount will vary according to the individual hospital's
health service costs incurred by employees with work-related ment " cost, according to Mr Horwitz
illnesses or injuries "Anything that reduces COSt 15 something that we support "We were the last to accept the new regulations but it iS a

Workers compensation health care costs have been steadily The maximum fee schedule will help because lt W111 show compromise package and we finally agreed to lt," said a
increasing at an annual rate of 20%, leaping to $300 million exactly what lS being charged at a set price," said John spokesman for the Michigan Hospital Assn in Lansing,
in 1987, from $250 million in 1986, according to Mr Horwitz Leary, workers compensation rehabilitation claims adminis- which represents an estimated 200 acute care hospitals in
And 1988 expenditures are expected to reach $350 million, he trator at Lansing-based Farm Bureau Mutual Insurance Co Michigan
added of Michigan "It is difficult to predict how successful the new program

Mr Horwitz conservatively estimates that the maximum Also supporting a maximum fee schedule and utilization will be but although we strongly opposed it initially, the
fee schedule alone should save about 10% of payments for review program is Nancy Nowak, president of the Michigan hospitals basically accept the situation," the spokesman
workers compensation health services in the first year of the Insurance Federation of Lansing, Mich, which represents 27 said
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Continued from page 1
miums are excluded, the average
increase was much higher than
12% average, more in line with pre-
miums increases previously re-
ported by the media.

For example, among survey re-
spondents that experienced a pre-
mium increase, premiums for in-
demnity plans with PPO options
rose 27%, traditional indemnity
plan premiums rose 20%, indepen-
dent practice association health
maintenance organization premi-
ums rose 11% and group or staff
model HMO premiums rose 10%.

However, employee benefit con-
sultants and a benefit manager say
it is highly unlikely that many em-
ployers did not experience a pre-
mium increase between spring

1987 and spring 1988.
"First of all, I don't know of any

employer that hasn't had a pre-
mium increase,'' observed

Lawrence B. Leisure, a principal in
the New York office of TPF&C, the
benefits and actuarial consulting
division of Towers, Perrin, Forster

& Crosby Inc.
"Even when inflation was flat,

there still wasn't anyone who had
no premium increase. It just
doesn't smell right," he said.

However, he added that "there's

always a certain number of em-
ployers that fall into the category
where the insurer overreacted to

cost trends in the previous year
and overcharged the employer."
rhe insurer then will adjust for the
overcharge in the next year's pre-
mium, he explained.

"We've seen very few employers
who've had no premium increase,
but even these were fully insured
plans that had very good claims
experience and who were being
overcharged in the previous year,"
agreed Marika Gordon, a senior
manager in the actuarial, benefits
and compensation consulting prac-
tice of Touche Ross & Co. in Los

Angeles.
"I find it hard to believe that

one-third of the employers said
they had no increases," said Her-
bert V. Kaighan, a principal with
William M. Mercer Meidinger Han-
sen Inc. in Los Angeles. "Ten per-
cent of the employers might be
more believable.

"We know that HMOs have in-

creased their premiums an average
of 10% and indemnity plan premi-
ums are increasing at a rate of
about 30%," so it is unlikely that
employers could have no premium
increase at all, he said.

"For an employer not to have a
premium increase, you would have
to have a 70% loss ratio-meaning
that your claims could only be 70%
of your premium," said Glenn
Meister, a vp in the Los Angeles
office of A. Foster Higgins & Co.
Inc.

"Plus, around mid-1987 was

when costs really jumped to a high
level," Mr. Meister added. "The

survey's findings can't be (correct),
unless they had a small sample and
the results of those companies was
different from the rest of the uni-

Arthur Young, corporate benefits
manager at Hewlett-Packard Co.
in Palo Alto, Calif., also agreed
that it was unlikely that one-third
of the 1,665 employers surveyed
reported no premium increase. "It
seems very high," he said.

However, some employers may
have had low or no premium in-
creases if they had aggressive cost
containment programs under their
indemnity plans, required signifi-
cant employee cost-sharing or were
overreserved or overcharged by
their insurer and then didn't need

an increase for the next year, he
explained.

Hewlett Packard self-insures its

indemnity plan, which experienced
a 25% increase in reserves and em-

ployee premiums for 1989, he said.
In 1988, the increase was between
18% and 20%.

"I don't see any let-up in the rate
of increase in the near future," Mr.
Young said.

Referring to a recent meeting he
attended of benefit managers from
large corporations and insurers, he
noted that "premium increases
were all over the board. Some em-

ployers reported no increases, but
again, these were largely self-in-
sured, aggressive employers."

Low or no premium increases are

"possible, but it's hard for me to
believe given our situation," Mr.

Young noted.
One consultant agrees with Mr:

Young that it may be possible that
some employers reported no pre-
mium increases.

"I would chalk that up to 1986,
which was when many employers
substantially increased deduct-

ibles, copayments and even pre-
mium contributions for their em-

ployees in indemnity plans. In
return, insurers weren't increasing
the employers' premiums," ex-

plained Joseph Rosmann, a partner

with the Actuarial, Benefits and

Compensation consulting practice
of Coopers & Lybrand in Chicago.

-The question is: 'Did HIAA
have any information on what
changes those companies surveyed
made in their plans?' I would bet
that those companies reporting no
premium increases had increased
deductibles, copayments and pre-
mium contributions in 1986 and

1987," he suggested.
Jon Gabel, associate director-re-

search and statistics for the HIAA,

said employers were not asked
whether they increased employees'
costs.

Mr. Gabel said that the survey
results were verified with follow-

up phone calls to a "substantial
number" of employers that re-
ported that their health care plan
premiums remained flat.

"I was very surprised myself and
very skeptical" of the survey's re-
suits, he said in an interview.

But in the follow-up phone calls,
employers whose premiums re-
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mained flat listed several reasons

for their good fortune, Mr. Gabel
said. For example, nearly 30% of
the health insurance plans that ex-
perienced no premium increases
had less than one year of experi-
ence with their current insurers.

"Thus, in an industry with nu-
merous sellers, many employers
facing increased health insurance
premiums shopped for a better
buy," the survey said.

Although employers of all sizes
reported stable premiums, small
employers were more likely to re-
port flat premiums, and these em-
ployers are more likely to shop
around, Mr. Gabel said. He added
that media reports often do not in-
clude employers that switch health
insurers rather than renew with

the same underwriter.

In addition, while many employ-
ers' health insurance premiums are
recalculated in June, the survey
was conducted in the spring.
Therefore, premium increased that
took effect in June 1988 are not re-

flected in the survey.
These employers presumably re-

ported their premiums for 1987,
when premiums increased by mod-
est single-digit amounts, Mr. Gabel
said, citing figures reported by the
U.S. Bureau of Labor Statistic5.

In all of 1987, the nnedical care

component of the Consumer Price
Index increased 6.1%, a four-year
low after a high of 7.7% in 1986.

While the average increase re-
ported overall by the employers

. surveyed between spring 1987 and
spring 1988 was 12%, the range
varied widely according to the type
of health insurance plan offered.

For example, the highest rate of
premium increase-17%-was re-
ported by traditional indemnity
plans with preferred provider or-
ganization options.

The lowest rate of increase-8%

-was reported by traditional staff
or group model health mainte-
nance organizations.

Premiums rose an average of
Continued on nezt page
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HIAA study
Coitinued from previous page
11.2% for traditional indemnity
plans and 10% for independent
practice association HMOs.

Average monthly premiums in
1988 for individual coverage were
$98 for traditional indemnity
plans, $103 for indemnity plans
with PPO options, $88 for IPA
HMOs and $93 for staff or group
HMOs.

Monthly premiums for family
coverage averaged $209 for con-
ventional indemnity plans, $232
for indemnity plans with PPO op-
tions, $226 for IPA HMOs and $203

for group HMOs.

The survey suggested that PPOs
charged that highest average pre-
miums because they are located in
areas with the highest health care
costs.

While the survey suggests that
overall health insurance costs have

risen more slcwly than widely re-
ported, the HIAA's Mr. Gabel sug-
Rests that the magnitude of in-
creases for 1988 will be much

higher than in 1 387.
In fact, the HIAA plans to release

a follow-up survey next month
that Mr. Gabel speculates will
show average health care insur-
ance premium hikes will increase
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'Insurers were overly

optimistic about their
ability to control
provider costs,'
the survey says.

to the "upper teens" and that the
percentage of employers whose
premiums will remain flat will de-
crease to the "upper teens."

And, high premium increases
will 2.ontinue for the next few

years: according to the survey au-
thors.

Mr. Gabel pointed to the increase
in the CPI's medical care compo-
nent for 1988. The BLS reports the
medical care component increased

7% through the first 11 months of
this year.

"A :hree-year lull of single-digit
premium increases ended in 1988
as the nation's employers awoke to
a new round of health care infla-

tion," the survey authors say.
"Historically, the premium cycle

consists of three years of double-
digit increases, followed by single-
digit increases for three years. This
suggests that 1989 and 1990 will be
years of double-digit increases,"

:he survey says.
The survey authors say they are

not optimistic that premium in-
creases will slow, partly because
insurers and employers are not
taking strong enough steps to con-
tain health care costs.

"True, they adopted preadmis-
sion review and other prospective
utilization review programs at a
breathtaking pace, and other man-
aged care plans continued their
growth. But, employers failed to
'prescribe' increased patient cost-
sharing while continuing to ex-
pand the number of covered ser-
vices."

For example, the survey showed
"virtually no change" in the aver-
age deductible or in the coin-
surance rate.

Typical deductibles are $100 for
individuals and $300 for families,

according to the survey. More than

75% of the employees at surveyed
companies face the standard 20%
coinsurance requirement. And, em-
ployers on average contributed
75% of the premium for family cov-
erage in 1987 and 1988, according
to the survey.

"Perhaps 1988 to 1989 will prove
to be the year of bitter medicine-
more patient cost-sharing, in-
creased limitations on patients'
ability to choose any willing pro-
vider and more stringent utiliza-
tion review," the survey authors
conclude.

In addition, the survey "suggests
another culprit-the growing num-
ber of services covered by em-

ployer-sponsored health benefits."
For example, the survey authors

point out that from 1985 to 1988,
14% more employees with em-
ployer-sponsored health insurance
received coverage for alcohol and
drug dependency treatment, an ad-
ditional 8% received coverage for
outpatient mental health care and
an additional 6% received coverage
for inpatient mental health care.

"Mental health and chemical de-

pendency coverage constitute one
of the fastest-growing components
of health care costs, with many in-

surers reporting annual rates of in-
crease exceeding 20%," the survey
authors say.

Another reason premiums are in-
creasing is that the health insur-
ance industry suffered record
losses in 1987, the survey says.
Those losses ranged from about 4%
of gross revenues for Blue Cross/
Blue Shield plans to almost 6% for
commercial insurers.

"Insurers were overly optimistic
about their ability to control pro-
vider costs in hospitals and par-
ticularly in ambulatory care set-
tings" in 1987, HIAA explains.

The HIAA also points to several
other reasons for the increase in

health insurance premiums, in-
cluding the aging of the popula-
tion; growth of expensive technol-
ogy; lack of consumer information;
and sheltering consumers from the
cost of care through third-party
payment.

In other survey findings:
• There was little difference in
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the average premium increase re-
ported by employers of different
sizes: 12% for small employers, or
those with up to 99 employees; 13%
for medium-sized employers, or
those with 100 to 999 employees;
and 12% for large employers.

There also was little difference

in the average premium increase
by geographic region: 12% in the
Northeast, 11% in the North Cen-
tral states, 12% in the South and
13% in the West.

• Some 72% of employees co-
vered by group health insurance
are enrolled in some type of man-
aged care plan, up from 60% in
1987. These plans include tradi-
tional indemnity or managed fee-
for-service plans with preadmis-
sion certification features, which
accountedfor 43% of the plans;
HMOs, which accounted for 18%;

and an indemnity plan with a PPO
option, which accounted for 11%.

"The most dramatic growth in
managed care. . .occurred among
managed fee-for-service plans.
These plans covered 50% more
Americans in 1988 than in 1987,"

the survey authors pointed out.
• Employers with IPA HMO

plans were the most satisfied with

the cost of their plans, with 48%
saying they were very satisfied and

38% somewhat satisfied. Only 14%
said they were dissatisfied or only
fairly satisfied with the cost of
their IPA HMO plans.

Among employers with staff or
group HMO plans, 23% reported
they were very satisfied with the
cost of the plan, while 60% said
they were somewhat satisfied. Only
18% said they were dissatisfied or
only fairly satisfied with the cost
of their staff or group HMO plans.

However, among employers with
traditional indemnity plans, 34%
said they were very satisfied and
an equal number said they were
somewhat satisfied with the cost of

their plans. But, a nearly equal
number-31%-said they were
fairly satisfied or dissatisfied with
the cost of their plans.

The sentiment about plan cost
was similar among employers with
traditional indemnity plans with a
PPO option: 35% reported they
were very satisfied, 33% reported
they were satisfied, and 32% re-
ported they were fairly satisfied or
dissatisfied.

• Regarding employers' overall
satisfaction with their health care

plans-considering all factors and
not just cost-IPA HMOs received
both the highest favorable and un-
favorable ratings. Half of the em-
ployers said they were very satis-
fied with their IPA HMO, and 30%

said they were somewhat satisfied.
But 20% said they were only fairly
satisfied or dissatisfied.

Among employers with staff or
group HMOs, 32% said they were
very satisfied, 58% said they were
somewhat satisfied, and 10% said

they were fairly satisfied or dissa-
tisfied.

Among employers with tradi-
tional indemnity plans, 47% said
they were very satisfied, 37% said
they were somewhat satisfied, and
16% said they were fairly satisfied
or dissatisfied.

Some 47% of employers with tra-
ditional indemnity plans with PPO
options reported they were very
satisfied, 44% reported they were
somewhat satisfied, and only 9%
said they were fairly satisfied or
dissatisfied.

"When asked if they plan to
renew their current plans, about
10% of employers said they did not
plan to renew their conventional

indemnity and IPA HMO plans, a
figure more than double that for
staff or group HMOs and PPOs."

Copies of the survey, "Employer-
Sponsored Health Insurance In

America: Preliminary Results from
the 1988 Survey," are available
free from Jon Gabet, Health Insur-
ance Assn. of America, 1025 Con-
necticut Ave. N.W., Washington,
D.C. 20036-3998; 202-223-7780.
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Shell coverage ruling it marks the first trial focusing on a policyholder's
knowledge of pollution Update

Continued from page 1 "This is a giant win for insurers," said Travelers'
courtroom to hear testimony about Shell's knowledge attorney Mr Ostrager "It demonstrates that a ]ury
of the pollution at the arsenal The jury, which was is prepared to find no coverage in the appropriate Court blocks drug tests
comprised of six men and six women, were mostly case "
blue-collar workers "The ruling means where the facts indicate it, 'ex- Continued from page 2

During the trial, some 2 million documents were pected or intended' is a viable defense for insurers," companies with fewer than 50 employees
entered into evidence and more than 200 witnesses added Travelers attorney Mary Kay Vyskocil of Simp- Judge Marilyn Patel of U S District Court for the Northern Dis-

testified about what happened at the arsenal son, Thatcher & Bartlett in New York trict of California in San Francisco restrained the government from
The entire trial was videotaped and much of the "This case tells the insurance industry that it can putting the rule into effect until the court rules on a suit filed by

damning testimony was replayed for the jury during win on 'expected or intended' from day one, when the Owner Operator Independent Truckers Assn challenging the
closing arguments the insured knows what lS going on in day one," rule A hearing is scheduled for Dec 30

For example, the jurors heard testimony from Jack agreed Mr Zeavin Earlier in the month, the Railway Labor Executives Assn also

St Clair, president of Shell Chemical Co, and G S "Other policyholders with similar fact patterns filed a challenge to the random drug testing provision of the rule in

Williamson, manager of the manufacturing division, won't wm coverage" asa result of the Shell ruling,
the same district COUrt

that they knew Shell was polluting the environment said Lloyd's attorney Mr Bunshoft The RLEA also argued a case before the U S Supreme Court Nov
2, challenging other provisions of the rule, which had already beenFurthermore, the }urors heard evidence that Shell "It was an enormous win for insurers," said Mr

attempted to hide the problem Bunshoft within hours of the jury's decision, while proposed for railway employees RLEA challenged provisions that
A witness from the Colorado Game and Fish De. champagne corks popped in the background require testing before employment, during some regular medical

partment testified that he visited :he site in 1964 Attorneys who did not participate in the Shell case exams of employees, when employers have reasonable cause to be-
Rnd saw dozens of ducks lying dead along the sides also said that the ruling would have widespread irn- lieve employees are under the Influence of drugs and after an acci-

if a contaminated pond A Shell employee then told pact dent The Supreme Court has not ruled in the case

lurors he was ordered to remove some of the dead Insurance attorney Thomas Brunner of Wiley, Rein &
ducks from the pond so that it would seem like the Fielding in Washington, DC, said the Shell case "un- Court upholds Home decision
pollution problem was being corrected derscores the fact that intentional misconduct issues

SAN DIEGO-A California state appellate court has upheld itsInsurer attorneys then showed jurors charts that are serious and will merit attention "
revealed that Shell prolected its profits based on He predicted that the expected or intended defense earlier decision that the property insurer on a risk at the time

dumping its by-products into unlined basins, which will be used by insurers more frequently damage first becomes apparent is responsible for the entire loss,
even if the damage continues beyond the policy term (BI, Feb 22)leaked toxic chemicals into the groundwater, and "Insurance companies are going to be more will-

After reviewing its earlier decision, the 4th District Court of Ap-based on using off-site dumping or incinerating its ing to go to trial on the issue" agreed Robert Bates,
wastes an insurance attorney with Phelan, Pope & John in peals in San Diego ruled that The Home Insurance Co of New York

is responsible for all losses stemming from damage to balconies atShell chose to continue to use unlined basins to Chicago
the Hotel Del Coronado m Coronado, Calif, because The Homemaximize it profits, the attorneys said However, policyholder attorney Peter Kalis of Kirk-

"For more than 30 years Shell polluted the arse- patrick & Lockhart in Pittsburgh downplayed the ef- insured the hotel at the time the property damage was discovered
The Home insured the hotel from Sept 1, 1980, to Oct 1, 1981nal for profit," said Barry Ostrager, an attorney with fects of the Shell ruling
The ruling requires The Home to pay Landmark Insurance Co ofSimpson, Thatcher & Bartlett in New York Mr Os- Mr Kalis, who represents Westinghouse Electric

trager represented The Travelers Insurance Co of Corp and United Technologies Corp in their mas- Chicago, which insured the hotel from Oct 1, 1981, $100,000
Hartford, Conn, Shell's primary insurer sive coverage battles with insurers, said the Shell Landmark had paid $100,000 in a settlement with the hotel The

Barry Bunshoft, an attorney with Hancock, Roth- ruling will not impact his clients because the facts Home paid the hotel $285,000

ert & Bunshoft in San Francisco, told jurors "The of their cases are different
Shell 011 Co for 30 years gave profits for produc- Pittsburgh-based Westinghouse is suing more than Illinois drops Chubb complaint
tion of pesticides a higher priority than protection 140 of its property and liability insurers for the costs
of the environment to clean up 80 polluted sites nationwide and for the SPRINGFIELD, Ill -The Illinois Insurance Department has

"Shell 011 Co continued the practices that were indemnity of thousands of personal injury claims (BI, agreed to drop ltS complaint against Federal Insurance Co of War-
polluting the Rocky Mountain Arsenal from the first June 15) ren,NJ,in connection with the insurer's failure to bind $400 mil-

day it (leased the arsenal) until the day it folded up the Hartford, Conn -based United Technologies Corp lion in drought insurance coverage sold by its agents

tent and left in 1982 leaving behind it the most pol- is suing more than 200 of its liability insurers for Under the agreement, Federal, a unit of Chubb Corp , will reim-
luted place on earth," said Mr Bunshoft, who repre- the cost to clean up 138 polluted sites nationwide burse the state $100,000 for expenses incurred in the investigation
:ented Lloyd's of London underwriters collectively (BI, Feb 1) of the matter, plus a $50,000 fine, the maximum authorized by
known as Froude & Cos Policyholder attorney Jim Russell of Winston & Illinois statutes, said Insurance Director John E Washburn

Shell responded to these accusations by saying that Strawn in Chicago said the Shell ruling is part of The agreement also releases Chubb from any administrative ac-

insurance is purchased to protect those who make mis- a recent trend in the courts to find m favor of insur- tion by the Illinois Insurance Department in connection with the
takes ers after finding in favor of policyholders in the mid- drought insurance case However, Chubb lS Stlll subject to admin-

istrative actions in Ohio, Indiana and Iowa"All insurance companies cover people and com- 1980s
panies who are at fault, who make mistakes that "The pendulum lS swinging back in the favor of The negotiations were conducted after a Dec 7 fairness hearing

in Springfield on the proposed settlement of the drought insurancecause damage, who do things they shouldn't have insurers," said Mr Russell
done and who are liable with or without fault," said Some attorneys also predicted the Shell ruling could class action suit Approximately 800 Illinois farmers will receive

Shell attorney William Trautman of Brobeck, Phleger cause policyholders to be more cautious in filing mas- about $14 5 million under the settlement, which was announced in
November (BI, Nov 14)& Harnson in San Francisco sive coverage suits against their insurers knowing that

Mr Trautman told jurors "You don't have to judge they could spend a great deal of money and time and
the morality of pollution You only have to judge still end up without any insurance coverage Anistics drops mainframe RMIS
whether or not the insurance companies that have been Shell spent more than five years and as much as
insuring Shell against liability for 30 years and col- $50 million unsuccessfully fighting with its insur- NEW YORK-Anistics Inc, a leading vendor of risk management

information systems, lS phasing OUt ltS ARIS * mainframe-basedlecting premiums from Shell for 30 years are finally ers Shell's Mr Lackey said that estimate of the com-
going to have to provide part of the cost of the exten- pany's costs is high, but he would not provide a more RMIS, according to Richard B Hall, chief executive officer

:ive cleanup of the environment at the Rocky Moun- accurate number The Alexander & Alexander Services Inc subsidiary, which
hopes to complete the move by the third quarter of 1989, will con-tam Arsenal " Collectively, the insurers are estimated to have spent

After deliberating for four and a half days, the at least as much as Shell m the litigation St Paul, tinue to offer microcomputer-based RMIS products and consulting
lury ruled against Shell which wrote only $10 million in coverage for Shell, services, Mr Hall said

The lury found that Shell expected and Intended spent at least $1 million in the litigation, according to About 100 clients will be affected by Anistics' decision, he said
"Some of these clients we foresee moving to a microcomputerthat pollution would result from its operations at Mr Lathrop

the Rocky Mountain Arsenal from 1952 until 1982 And Lloyd's syndicates spent "less than $10 mil- environment and some to other vendors But, we are reviewing

The jury was told by the Judge that injury is in- lion," according to Mr Bunshoft them on an account-by-account basis and will accommodate the
tended and expected and (therefore) no coverage (ap- "Given the expense that Shell incurred to come clients," he said "We're not about to abandon any of our clients,

plies) if Shell possesses the intent to damage the prop- away with no win at all will cause other companies since many obtain other services from us and our parent company,"
erty or if Shell intentionally committed an act wherein to take a hard look at these suits," predicted AIG Mr Hall explained

Part of the reason for the phase-out was "financial," Mr Hallit should have reasonably been known by Shell there attorney Mr Zeavin
was a high degree of certainty that damage to the "Policyholders will be more reticent to sue insur- said "We saw it as something that, although we had success selling,

was not going to grow in any way And, there was a lot of competi-property of another would result from that act " ers and they will be more realistic in K hat they ex-
Eleven of the 12 ]urors said based on this direction pect to get from their insurers," he said tion from insurers on this business," he said

In addition, clients found the mainframe systems costly to up-that Shell had no coverage for ltS conduct for the first "Every malor American corporation that has de-
seven years and all the ]urors found no coverage for the ci(led to sue the insurance industry lS going to take grade and maintain since Anistics developed its own computer lan-

guage when it introduced the ARIS* systems, Mr Hall saidremaining years a long, hard look at that course of action," as a
A Jury verdict in a civil suit does not have to be result of the Shell verdict, said St Paul attorney

inanimous Mr Lathrop Briefly noted
Shell General Counsel Allen Lackey says Shell will "No company is knowingly going to subject itself

appeal the ruling on the basis of evidentiary rulings to this without careful consideration," he said The Florida Insurance Department last week issued a cease and
nade by Judge Lanam, such as those limiting Shell "The ruling signals a shift away from mass suits desist order against Alan Teale's International Underwriting

Assn. and eight insurance company members of the consortium,witnesses' testimony, and on the basis that the jury against the insurance industry," he predicted
including Turks & Caicos-domiciled American Trust Insurance Coinstructions were defective "The insurance company lawyers have set out to
Ltd (BI, July 25) The insurers have operated m Florida without"We are naturally disappointed with the ruling, but No 1 make these cases too costly for policyholders

we continue to believe that we have insurance cover- to be able to afford to bring them and No 2 to prove authorization, the department said No pretrial motions were
filed by attorneys general in the antitrust litigation pendinggge for the Rocky Mountain Arsenal," he said their policyholders are evil wrongdoers and there-
against insurance industry defendants, said Jesse W Markham Jr ,"The chances of Shell prevailing or. appeal are very fore should not get insurance," said policyholder at-
assistant attorney general for California Several motions had beenremote," said Mitchell Lathrop, an attorney with torney Eugene Anderson with Anderson, Russell, Kill

Adams, Duque & Hazeltine in San Diego, who repre- & Olick in New York "The Shell verdict indicates that filed by industry defendants in U S District Court in San Francisco

sents St Paul Fire & Marine Insurance Co "I see no this strategy lS successful " by the Dec 16 deadline (BI, Dec 19) Responses to the motions are
due April 28, 1989 (BI, June 27) The U S Environmental Pro-basis for a reversal " "Policyholders are already afraid of their insur-
tection Agency fined 25 companies a total of $1 5 million for notRobert Zeavin, an attorney with Buchalter, Nemer, ers and this lends to that fear," said Mr Anderson

Fields & Younger in San Francisco, agreed However, policyholder attorney Mr Kalis, (lisa- submitting toxic chemical release forms to the agency by the July 1
deadline A New York state ludge last week dismissed a New"The jury instructions were fair and correct state- greed

ments that reflect California law correctly and cor- "Whatever the case was with Shell, the vast ma- York Insurance Department liquidation petition for Burt Syndi-
cate Inc., a New York Insurance Exchange underwriting member,rectly reflect the Phase I rulings," said Mr Zeavin, lority of policyholders do not fall into that category (of

who represented American International Group Inc of an intentional polluter) and have nothing to fear from following completion of a rehabilitation plan that commuted most
of the syndicate's contracts (BI, Aug 29) The syndicate's assets areNew York -There was no reversible error " the Shell ruling," he said

All of the insurer attorneys contacted said they And, insurer attorney Mr Bates said ' I don't think expected to be acquired by a new insurer, American Farrn Insur-

strongly believe they would be able to win the case this result will have a chilling effect on these suits ance Co of New York, which is applying for a license to write

on appeal being filed, but it will cause (both sides) to look for animal mortality risks

The Shell case has nationwide significance because alternatives to litigation " .
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Pan Am crash
Continued from page 1
Liability limits can be ignored, ac-
cording to London underwriters.

For example, families of the sol-
diers killed in the Christmas 1985

crash of an Arrow Air Inc. DC-8

jetliner in Newfoundland disputed
the $75,000 liability limits and
were instead awarded an average
of $1 million per passenger, ac-
cording to a London underwriter
who does not want to be named.

rhe disaster killed 256 people, in-
cluding 248 military personnel (BI,
Jan. 20,1986).

About 190 cases have been set-

tled from the Arrow Air crash,
with a cost so far to insurers of

about $200 million, said the Lon-
don underwriter.

The $250 million to $300 million

liability loss estimate for the Pan
Am crash does not include any lia-
bility awards or settlements in-
volving Boeing or liability pay-
ments by Pan Am for casualties

and property damage in Lockerbie.
The Warsaw Convention states

that a manufacturer faces unlim-

ited liability if a manufacturing

design or defect is found to be the
cause of the disaster, said Mr.
Martin.

Also, there is no limit on Pan

Am's liability for personal injury
and property damage claims from
victims and their relatives on the

ground under the U.K. Civil Avia-
tion Act of 1982, said Mr. Martin.

Last week's disaster came just
after Pan Am finished its Jan. 1 re-

newal of its hull and liability all-
risk insurance, though the airline's
1988 insurance program will apply
to the loss.

In 1988, Pan Am's fleet-includ-

ing its aging 747s-was insured for
all hull risks, except war risks, for
a maximum of $65 million per air-
craft, though new Boeing 747's are
now valued at about $100 million
each. In addition, Pan Am carried a
maximum of $750 million in avia-

tion liability insurance, which co-
vered war risks.

Participants on the all-risk hull
and liability program, according to
London and U.S. sources, include:

• USAIG, which had a 30% par-
ticipation.

• London markets led by Lloyd's
Ariel syndicate, with a 25% partic-
ipation.

• La Reunion Aerienne of

France, with a 20% participation.
• Associated Aviation Un-

derwriters of Short Hills, N.J.,

with a17.5% participation.

• CAMAT of France, with a 5%

participation.
The remaining 2.5% of the pro-

gram was placed with other insur-
ers, one aviation reinsurance
source said.

About 75% of the airline's hull

war risk insurance, also with max-

imum per-hull limits of $65 mil-
lion, was placed in the London
market. The program was renewed
July 1. -

Pan Am's insurance program is
brokered by Frank B. Hall & Co.
Inc.

Hall aviation officials in New

York could not be reached, and
Hall's London affiliate, Leslie &
Godwin Ltd., would not comment

cn the airline's coverage.
Pan Am's liability insurance

program had contained a unique
$ 10 million deductible from 1984

to 1987. However, the deductible

was eliminated when this year'.
coverage was placed because 01
softening conditions in the avia-
tion insurance market.

In addition, Pan Am's hull insur-

ance rates dropped by 50% when il
renewed the coverage a year ago.

Last week's disaster is the third

for New York-based Pan Am in th€

past decade.
In 1982, a Pan Am Boeing 721

crashed after takeoff near New Or-

leans, killing 154 people.
The U.S. government contri-

buted more than $27 million to-

ward the settlement of liability an(i
property damage claims stemming
from the July 1982 crash to avoid
litigation. The government feared
that international passengers, sub-
ject to the Warsaw Convention

limitations, would sue the govern-
ment to recover amounts exceeding
$75,000.

Authorities had blamed the

crash on wind shear (BI, Sept. 2.
1985).

Also, 18 people were killed dur-
ing the September 1986 hijacking
of a Pan Am Boeing 747 in Kara-
chi, Pakistan. However, claims

from the incident are not expected
to exceed Pan Am's $10 million de-
ductible (BI, Sept. 15, 1986).

Last week, many in the London
aviation insurance market said i:

was too early to predict whether
the Pan Am loss would reduce the

huge rate cuts now common in the
aviation insurance market.

"Rates could harden for U.S.

trunks," speculated one London
underwriter. "But I don't think

(the Pan Am) loss will have a seri-
ous impact."

The Pan Am crash "could have
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some effect on rates," said a Lon-
don broker. "But 1988 is not an ex-

traordinary year one way or the
other."

Airlines that recently completed
their Jan. 1 renewals generally re-
ceived a 50% rate reduction for

hull insurance and only slightly
smaller savings for liability insur-
ance, underwriters and brokers

agree.

In fact, London aviation market

observers speculate that Pan Am
should have received such rate re-

ductions when it renewed its pro-
gram.

Including losses from the Pan
Am disaster last week, total hull

and liability losses this year may
exceed total 1988 worldwide avia-

tion insurance premiums of $500
million to $600 million, un-
derwriters and brokers agree.

According to Airclaims Ltd., a
British aviation information ser-

vice that tracks hull losses, 1988
will be an "average" year for total
losses of Western-built aircraft.

Twenty-four Western-built jet-
liners have been declared total

losses this year, costing insurers
$240 million in hull payments, Air-
claims said.

The average annual cost of total
hull losses between 1980 and 1987

was $210 million, according to

Product tampering cost
Pillsbury $49.9 million: Jury
MINNEAPOLIS-A Hennepin County District

Court jury has ruled Pillsbury Co. sustained $49.9
million in damages as a result of media and govern-
ment statements in 1984 about the presence of pes-
ticide ethylene dibromide in the company's prod-
ucts.

A trial must now be held to decide whether Pills-

bury-which was recently acquired by Grand Met-
ropolitan P.L.C. of Britain-is entitled to coverage
under its 1983 product integrity coverage, said Ron
Lund, Pillsbury's associate general counsel.

Pillsbury sued five of its liability insurers in 1986
seeking $50 million plus consequential and punitive
damages, claiming the insurers wrongfully refused
to reimburse Pillsbury under its product integrity
policy (BI, Oct. 6, 1986). The trial was bifurcated to
decide the issue of damages before that of liability.

Pillsbury had a $20 million self-insured retention,

:

Photo: AP/Wide World

Rescue workers examine the nose section of the Pan Am Boeing 747 that crashed near the village of
Lockerbie, Scotland, Dec. 21, killing all 258 people aboard and as many as 15 on the ground.

Airclaims.

This year's hull losses include
the $15.5 million loss of a Delta Air

Lines Boeing 727, which crashed
on takeoff and caught fire at Dal-
las-Fort Worth International Air-

port in August, killing 13 of the
105 people on board and injuring
33 others (BI, Sept. 5)

In addition, an Air France Air-

bus A-320 jet crashed during a
demonstration flight in Mulhouse,
France, killing three and injuring
50 (BI, July 4). The hull elaina to-
taled $45 million.

The worst year on record for
total hull losses was 1985, when

underwriters reported hull claims
of about $400 million. In 1983,
total hull losses reached $302 mil-
lion.

Besides the total hull losses,
there also have been 22 partial hull
losses this year with costs totaling
$173 million, bringing overall hull
losses this year to $413 million,
said Airclaims.

A total of 883 people have died in
airline disasters this year, com-
pared with a yearly average of 650
fatalities between 1980 and 1987,
according to Airclaims. The worst
passenger loss years were 1985,

when 1,537 passengers were killed,
and 1983, when 1,001 passenger
fatalities were recorded.

London brokers and un-

derwriters agreed last week that it
is vital to establish the cause of the

Pan Am loss. They noted that this
is the third questionable Boeing
747 disaster to occur in the last

three years, despite the otherwise
excellent loss record of the air-

craft.

All-risk and war risk un-

derwriters disputed for three years
the cause of the $100 million loss of

an Air India Boeing 747 in 1985,
which exploded over the Irish Sea
killing 303 passengers and 23 crew
members (BI, July 1, 1985).

Although the Indian government
concluded that the explosion was
caused by a bomb, underwriters
questioned the findings and it
wasn't until March of this year
that an arbitrator ruled that war

risk underwriters should pay the
entire loss (BI, March 28)

Also, a cause has not yet been
determined for the 1987 loss of a

South African Airways Boeing 747,
which plummeted into the sea en
route to Capetown. The jetliner's
flight recorder has never been
found.

Aviation experts speculate, how-
ever, that there could have been a
fire on board the jetliner, which
was carrying mostly cargo (BI,
Dec. 7,1987). I

according to Mr. Lund. Participating in the $25 mil-
lion excess of $20 million layer were: National
Union Fire Insurance Co. of Pittsburgh, Pa., an
American International Group Inc. unit; Royal In-
demnity Co.; The Home Insurance Co.; and Employ-
ers Mutual Casualty Co.

Federal Insurance Co., a Chubb Corp. wrote the
$25 million excess of $45 million layer.

The first-layer insurers claimed that Pillsbury
had made misrepresentations and non-disclosures
in procuring the policy.

Federal has admitted there is coverage, Mr. Lund
said.

The Hennepin County Court judge earlier granted
the insurers a summary judgment that punitive
damages are unwarranted in the case. That deci-
sion, upheld by the Minnesota Court of Appeals, is
now before the Minnesota Supreme Court.
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Enron award At the time, Belco had 625 active wells, 92 their indemnity payments, net of expenses, ,
platforms, 288 miles of subsea pipelines and should Enron make a recovery from the Pe- .

Blinsurance index

Continued from page 2 109 miles of onshore pipelines ruvian government
more-based Maryland Casualty Co, an Enron filed a proof of loss with the politi- .

We've been negotiating for the govern- I
America General Group company, 0 5% cal risk insurers in May 1986 seeking full ment to get compensated for the property,"

460

Athena insured 12 5% of the risk, and the payment of Belco's political risk policy Mr Workman said The government stated I
Lloyd's 8 9% of the risk, Mr Dykhouse said. limits, plus interest last August that the property it nationalized I 465 4

An AIG spokeswoman said its share of the But in August 1986, AIG, which controlled is worth $147 million, he said
Dec 16 award will be reduced by reinsur- the claims handling process, and the other But with the government now about $15 I 460
ance, but she would not provide any details insurers on the risk told Enron they were billion in debt, it is unlikely that Enron 

Provisions in Enron's insurance contracts canceling the policies, and they returned all would be compensated in cash, according to
called for disputes to be brought to arbitra- premiums Mr Workman Instead, the government and I 445
tion, said Mr Dykhouse In relecting the claim, AIG said it had not Enron may negotiate alternative forms of (male 40/0908The panel, which heard evidence for 70 been advised when it issued ltS policy in compensation, such as silver mines, or per-
days, was headed by Lawrence Cooke, for- 1983 that Mr Garcia would likely cancel the haps concessions to drill 011
mer chief lustice of the New York Court of law retroactively if elected president, Mr "Exactly how it works out will remain to
Appeals, New York's highest court Workman said The insurer said it would not be seen," said Mr Workman, who has made 485

The case stems from Peru's 1980 reinvest- have insured the risk had the 011 company about 20 trips to Peru over the past few years
ment tax credit law, which allowed foreign warned lt about the law's possible cancella- in connection with this issue 420
oil companies to deduct a portion of their tion, Mr Workman said Once these alternatives earn back the $15
reinvestments in the country from their Pe- AIG also argued, among other things, that million to $20 million in expenses Enron has
ruvian income taxes, explained Ross Work- the oil company's insurance application was incurred in connection with the nationaliza-
man, an Enron senior vp The law was op- incorrect. The application listed the value of tion of Belco's properties, the insurers would
posed by Peru's American Popular the Peruvian property according to generally be entitled to income generated by the alter-
Revolutionary Alliance Party The party's accepted accounting principles, which are natives, up to 90% of the indemnity pay- Insurance industry stocks climbed slightly
presidential candidate, Alan Garcia Peres, used in the United States but are not the ments, Mr Workman explained last week, as the Business insurance index
was elected in July 1985, and the law was Peruvian accounting methods used by its In a similar case, Occidental Petroleum rose 1.8 points to 437.6 on Dec. 21, from
retroactively canceled the following month local subsidiary, Mr. Workman said Corp sued four of its political risk insurers 435.8 on Dec. 15. Advancing issues during the

The foreign oil companies then were as- The GAAP value of the property was $393 last year for failing to reimburse it for part period were led by Forum Re (Bermuda), up
sessed for the amounts they had deducted million, while the Peruvian value was lust of the $68 1 million the oil company paid to 20%; Zenith National Insurance Corp., up
under the defunct reinvestment law $150 million, he said However, the policy the Peruvian government in 1986 to renego- 8.5%; Kemper Corp., up 6.1%; Sears, Roebuck

The oil companies also were informed that specifically insured the property's U S book tiate petroleum production agreements (BI, & Co. (Allstate Insurance Co.), 3.796; and
their operating contracts with the govern- value, according to Mr Workman Feb 2,1987) SCOR U.S. Corp., up 3.4%. Declining issues
ment, which took into account various provi- Mr Dykhouse, the attorney for Enron, said Among those named in the suit were Na- f0110wed Lawrence Insurance Group, down
sions of the defunct law, had to be renego- it is expected that the award will be paid by tional Union, Arkwright-Boston, Athena and 8.4%; Nobel Insurance Ltd., down 5%; Arthur
tiated, Mr Workman said insurers proportionately, according to the Aetna Insurance Co , a CIGNA Corp unit J. Gallagher & Co., down 3.8%; Liberty Corp.

Negotiations proceeded But on Dec 27, share of the risk they covered That litigation is Still in the discovery S.C., down 3.6%; and Provident Life & Acci-
1985, the government informed Belco that its Insurers on the policy may eventually re- stages, and no trial date has been set, ac- dent Insurance Co., down 3.3%. Issues show-
allotted time to renegotiate its contract had cover at least some of their losses, however, cording to Thomas P Lambert, Occidental's ing the most activity during the period were:
expired, and troops seized the Belco facili- Mr Workman said The policies provide that outside counsel with the Los Angeles firm Sears, 3.5 million shares traded; ITT Corp.
ties off the northern coast of Peru the insurers are entitled to recover 90% of of Mitchell, Silberberg & Knupp I (Hartford Insurance Group), 1.4 million shares

traded; and American General Corp., 1.3 mil-

Industry brief blasts Proposition 103 lion shares traded. The Business insurance

index gained a slight 0.4% for the period, trail-
ing the leading market indicators: The Dow
Jones 30 Industrials grew 1.5%; and both the

By GLENN HUNTLEY because the relief may be granted only on a case-by-case basis Standard & Poor's 500 and the New York

• The provision allowing the state Board of Equalization to Stock Exchange Composite gained 1%.
SAN FRANCISCO-Proposition 103 was "ill-conceived" and sev- raise premium taxes to make up revenue the state would lose be-

eral of its provisions are unconstitutional, claims a group of insur- cause of the insurance "charge" rollbacks is unconstitutional
ance industry plaintiffs led by Calfarm Insurance Co in formal • The provision calling for the creation of a private corporation

Brnish issues
.

1 Wmlt
briefs they filed last week asking the state's Supreme Court to strike to represent insurance consumers in regulatory proceedings violates Dec.21 Prl- P/E 01¥. Y.Id 1*gh-Lo„
down the law the state constitution Companies pence ponce % PenolpmeD

The 50-page filing centers on the provision that requires rollbacks Defendents in the case, including Gov George Deukmelian, Attor- Comml Union 331 107 253 77 332-331

of insurance "charges" to 20% below November 1987 levels. The ney General John Van de Kamp and Insurance Commissioner Roxani Gen! Accldent 859 85.580 68 862-857

voter-approved law does not define "charges " Gillespie, have until Jan 12 to file a response GM Royal Exch 182 98 131 72 182-181

The filing was the first one scheduled by the Supreme Court lus- Meanwhile, Security Pacific Corp of California and First Inter- ROF' 385 126 300 78 388-384

D Nil.",O. 966 74 547 5.7 96&964tices when they decided earlier this month to review the constitution- state Bancorp of California have applied to the state Insurance De-
ality of the voter-approved law. The court at that time lifted its partment for licenses to sell insurance, as permitted by Proposition Brokers
earlier stay on all provisions of the law except the insurance 103, which repealed a ban on such sales Brad-ck 185 105 90 49 15-185
"charge" rollback provision and another provision calling for the Security Pacific expects to sell some personal insurance lines in CE Heh 418 133 345 83 418-417

creation of an Insurance consumer corporation (BI, Dec 12) the first quarter of 1989, said Rick Horn, vp and general counsel for HON Roblneon 143 132 8.0 5.6 143--142

The filing contends the law is confiscatory because subsidiary Security Pacific Insurance Group Several units of the Uoydlhon*lon 190 15.0 80 42 190-190

• Rate rollbacks would "deprive California insurers of billions of group already write credit, life and disability coverages PWS Holeings 138 197 60 38 142-138

dollars" and would not allow them a fair return Several commercial property/casualty insurers also have asked Se- Sedgwlck Gm 226 18 8 160 7 1 226-224
Steel BIT¢Jome 208 18 6 13 3 64 208-208• The law allows the insurance commissioner to provide an in- curity Pacific to sell insurance, but Mr Horn-who would not name
Wme Fab= 224 135 160 71 225-221surer with rate relief only if the insurer can prove it is "substantially the insurers-said the bank will move cautiously into the area of
Source Philip Olsen/Alan Clifton, Insurance Industrythreatened with insolvency " The brief argues that the provision pro- property/casualty insurance sales Specialists Kitcat & Aitken Stockbrokers,

hibits insurers from adjusting rates to ensure a fair return First Interstate plans to begin selling both commercial and per- London

• The law's rate relief procedures would not ensure prompt relief sonal lines of insurance in late 1989, a spokesman said .

 88 industry Stock Report DECEMBER 21, 1988 12/16/88 THRU 12/21/88

BROKERS
Weekly Year to Date Annual Mkt/Bk Weekly Year to Oate Annual Mkt/Bk

Price % change % change High Low Vol (000) $ DO % Yield P/E Book value value Price % change % change H,gh Low Vol (000) $ Drv % Yield P/E Book viki value

Alexander & Alexander Sves NYSE 2388 21 3dIS 2813 17.75 210 100 42 164 3 71 644 Home Group Inc NYSE 1075 00 95 1438 1050 275 020 19 13 1776 061

Corroon & Black Corp NYSE 29.13 21 31 34 75 28.00 46 108 37 44 1240 239 Hanover Ins Co OTC 2700 19 161 27 75 20.50 66 036 13 51 25.10 108

Gallagher Arthur J & Co NYSE 1600 38 00 1913 1388 84 048 30 110 516 310 Harieysville Group Inc OTC 1788 47 363 1825 1338 36 048 27 70 1665 107

Hall Frank B & Co NYSE 275 00 45 550 250 219 0.00 00 15 000 WA Hartford Steam Boder Insp OTC 34.75 26 511 3400 2250 139 1.40 40 119 1065 326

Hilb Rogal & Hamlton OTC 14.75 08 51 3 1500 975 43 000 00 124 460 321 Kans City Ute Ins OTC 3400 23 295 39 50 25.25 26 0.00 00 98 3922 087

Marsh & McLennan Cos Inc NYSE 5575 05 126 5963 4525 515 250 45 136 674 8.27 Kernper Cofp OTC 24 13 61 177 2750 20.75 710 072 30 77 2650 091

Poe & Assoc Inc OTC 825 00 179 9.25 6.75 6 040 48 18 027 3056 lawrence Ins Group AMEX 813 44 807 11.63 450 7 024 30 181 290 280

BROKERS AVERAGE 44 164 29 83 Lberty Corp S C NYSE 3388 36 46 47 25 34.38 15 080 24 117 1740 195

Lincoln Nail Corp NYSE 4375 06 90 53 50 40.25 442 2.48 57 113 3662 119

CONGLOMERATES & HOLDING COMPANIES NAC Re Corp OTC 3075 17 732 31.50 18.50 110 000 00 137 1992 154

Navigators Group OTC 2000 00 379 20 50 14.50 9 000 00 97 1288 155

Berkley WRCom OTC 2975 08 240 30 25 23.50 43 0.36 12 64 1763 1 69 Nobel Ins Ltd OTC 475 50 457 950 375 258 042 88 339 776 0.61

Berkshire Hathaway Inc DEL NYSE 475000 -31 61 0 505000 2755 00 49 000 00 19 1 2492 68 191 Northwestern Natl Ute OTC 3075 12 344 3450 2263 176 112 36 74 3505 088

ITT (Hartford Group) NYSE 5075 17 128 5488 4325 /353 148 29 67 5223 097 Ohio Cas Corp OTC 35.13 14 31 38.25 32.25 243 188 54 65 2786 1.26

Se/s Roebuck & Co (Allstate) NYSE 41 63 37 238 4613 32 25 3490 2 00 48 108 3474 120 Old Rep Intl Corp OTC 2400 10 200 2588 19.13 74 0.74 31 56 2782 086

CONGLOMERATES AVERAGE 01 304 22 107 Orion Cap Corp NYSE 1463 17 84 1763 13.13 61 076 52 50 934 157

Phoenix Re Corp OTC 975 26 500 11.00 675 39 0.00 00 53 1108 088

INSURERS/REINSURERS Protective Life Co p OTC 1325 10 82 1513 1225 91 070 53 162 1725 077

Re Capital Corp AMEX 900 14 143 11.75 788 11 000 00 200 1149 078

Aetna ble & Cas Co NYSE 4675 05 33 5250 3950 865 2 76 59 77 5356 087 Prov,dent Life & Acc Ins Co OTC 1838 33 470 2500 1563 614 068 37 154 21 96 084

Amencan General Corp NYSEE 29.75 13 43 3638 2750 1312 140 47 75 2804 106 St Pauls Cos Inc OTC 4288 09 68 51 00 38 25 697 2.00 47 60 3583 120

Amer Heritage Lite Invt NYSE 2513 05 36 2700 2400 3 108 43 106 2098 120 SAFECO Corp OTC 2363 21 148 30 00 22.75 571 108 46 75 21 39 110

Amer Indty Finl Corp OTC 1025 25 139 1200 825 20 056 55 180 1526 067 SCOA U S Corp NYSE 750 34 189 950 663 95 0.20 27 54 939 080

Arnencan Intl Group NYSE 6650 02 108 6875 4900 1088 040 06 98 3356 198 Sibels Bruce Group Inc OTC 11.25 23 00 14.25 11 00 85 080 71 76 1251 090

Aon Corp NYSE 2675 14 169 28 75 21.88 188 128 48 88 1513 177 Selective Ins Group Inc OTC 2350 22 237 2650 1925 33 124 53 52 19.52 120

Argonaut Group OTC 4500 11 513 49.00 2950 62 000 00 62 29.19 154 Statesman Group Inc OTC 300 00 360 556 275 65 0.05 17 3000 348 086

AVEMCO Com NYSE 2438 21 242 2875 1788 41 034 14 113 7.74 315 Toijo Manie & Fire Ins OTC 8775 18 332 9800 6325 17 0.22 03 532 0.00 N/A

Belvedere Corp AMEX 450 28 27 600 400 8 004 09 66 787 057 Torchmark Corp NYSE 3050 00 245 33 50 24.50 191 120 39 99 12 24 2.49

Chandler Insurance OTC 925 00 895 10.25 425 24 000 00 45 718 129 Transamenca Corp NYSE 3463 11 164 3675 2975 329 188 54 80 2494 1.39

Chubb Corp NYSE 5800 20 38 63 38 51 25 214 216 37 66 4613 1.26 Travelers CoP NYSE 3438 25 21 4000 3300 524 2.40 70 12 6 4528 076

CIGNA Corp NYSE 4600 11 48 5538 4275 725 296 64 86 4919 094 Trenwick Group Inc OTC 13 75 00 341 14.25 9.75 39 024 17 135 1541 089

CNAFin l Corp NYSE 5900 -04 61 66 13 51 00 157 000 00 93 4640 127 United Fire & Cas Co OTC 3000 00 154 3050 2400 9 108 36 50 2256 133

Continental Corp NYSE 32.13 26 171 41.63 31 88 714 2 60 81 103 4210 076 United States Fid & Gty NYSE 2875 17 09 3438 2888 686 2 64 92 77 1953 147

Durham Corp OTC 3200 48 488 36 75 21 50 13 092 29 372 2600 123 UNUM Corp NYSE 2700 14 459 28.13 17.88 235 048 18 113 2853 095

Farmers Group Inc OTC 74.75 00 857 7488 4050 56 144 19 175 2202 339 USLIFE Corp NYSE 33.13 -04 162 40.13 28.00 150 136 41 88 46.77 0.71

Firernans Fd Corp NYSE 2888 13 111 3350 2575 194 050 17 1256 2617 110 Washington Nail Corp NYSE 2725 19 141 28 75 24.00 38 106 40 79 3233 084

Forum Re (Bermuda) OTC 150 200 556 400 113 7 000 00 42 258 058 Zenith Nall Ins Corp NYSE 1750 85 167 2388 1500 80 080 46 82 1253 140

Fremont Gen Corp OTC 1325 19 376 1350 8.75 725 060 45 90 1624 082 INSURERS/REINSURERS AVERAGE 05 165 33 60

General Re Com NYSE 5600 09 02 5938 4550 816 1.20 21 114 2621 214 ALL COMPANIES AVERAGE 04 173 32 66
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