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Retiree health care coverage contributions
Most employers now pay a major portion of the premium cost of retiree health

care coverage.

Retireds under age 65
Companies

Retirees over age 65

 of premiumpay 0-25%

pay 260/0-74% 
Companies AIIIIIIIIIIIINIIIIA

of premium

r=,n Companies 1111.....9, 1 I pay 75%-99% 

.5,
< L.+U of premium >.7 0/.75 <i

%2 1114
-

-4/WeA 42§15>2 pay 100%
o! premium -48*-44:

 Companies »
Source. TPF&C

Bl/HOLLY SEGUINE

FASB rules to slash

earnings 10% to 30%
By JERRY GEISEL

NEW YORK-Proposed accounting
rules requiring the costs of retiree health
care programs to be recognized on income
statements will wallop corporate earn-
ings, according to a new study.

The proposed Financial Accounting
Standards Board rules could reduce pre-
tax earnings by 10% on average but could
slash pretax earnings for some companies
more than 30%, according to employers
that responded to a survey by TPF&C, the
employee benefit consulting division of
New York-based Towers, Perrin, Forster
& Crosby Inc.

The rules could have a "stunning" im-

pact on corporate earnings, said Richard
Ostuw, a TPF&C vp in Cleveland.

More than half of responding employers
believe the rules will reduce net worth by
at least 11%.

But, employers are taking steps to bet-
ter manage the cost of retiree health care
plans and thus reduce the rules' impact on
financial statements.

For example, more employers are mak-
ing retirees pay a greater share of pre-
mium costs, while other companies are
sharply limiting amounts they will pay for
retirees' health care benefits.

And, in a novel approach to the
funding problem, American Airlines

Continued on page 34

Workers to pay now
for reti ree health plan

By LOUISE KERTESZ

FORT WORTH, Texas-In a novel move
to contain future retiree health care costs,

American Airlines Inc. in January will
begin charging more than half of its ac-
tive employees a monthly fee to prefund
their retiree medical benefits.

The airline, which consultants say is
one of the first major companies to charge
active workers for their retirement health

care benefits, will require 24,000 workers
represented by the New York-based
Transport Workers Union and about
26,000 non-union employees to contribute
$10 a month toward the cost of their re-
tiree health care benefits.

And, American, a subsidiary of Fort
Worth, Texas-based AMR Corp., will re-
quire future employees to pay signifi-
cantly more toward their retiree health
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care costs, resulting in those retirees pay-
ing approximately 30% of their retiree
health care liabilities.

Workers who opt out of the prefunding
plan will receive no medical benefits
under the airline's self-insured retiree

medical plan when they retire.
American eventually wants its entire

active workforce of 80,000 to pay a
monthly fee to prefund retiree medical
costs, said Mary Jordan, manager of
health planning and administration for
the airline in Fort Worth.

American currently is discussing the
prefunding plan with the American Pilots
Assn. and will begin discussions with the
Assn. of Professional Flight Attendants
shortly, she said.

If the prefunding program is imple-
mented companywide, "the average em-

Continued on page 50

update

Commerce Department proposes
overhauling Risk Retention Act

WASHINGTON-Congress should
overhaul the federal Risk Retention Act to

require that risk retention and risk pur-
chasing groups be controlled by their mem-
bers and not insurers or agents, the U.S.
Department of Commerce recommends.

In a final report on implementation of the
Risk Retention Act delivered to Congress
last week, the department also recommends
that risk purchasing group insurers be sub-
ject to minimum financial standards. Con-
gress should hold hearings to determine

Continued on next page

London market

pulls in the reins
Rules tightened for marine line slips

By CAROLYN ALDRED

LONDON-Marine underwriters and bro-

kers last week agreed to new restrictive Lon-
don market underwriting rules that could re-
duce capacity and increase rates across the
London-based marine and energy markets.

Hit by a series of massive losses, Lloyd's of
London and London company market marine
underwriters are taking radical steps to
tighten their underwriting control over, and
reduce capacity for, risks placed in the mar-
ket through brokers' line slips.

Cargo insurance underwriters also have
imposed similar restrictions on brokers' line
slips.

A broker's line slip is prearranged capacity
with underwriters for certain types of risks
to certain limits. Until now, brokers have
been able to commit all the underwriters on

the slip to underwriting the risk by obtaining
the approval of only the leading one or two

underwriters on the slip.
Now, under the new rules, brokers will

need the approval of up to six leading un-

derwriters to bind a risk through a line slip
and will have to inform following un-

derwriters of the business written within five

days. In addition, brokers have agreed to cut
the number of line slips they use and cut ca-

pacity offered through the remaining line
slips by 25%.

"The situation has gotten so desperate we
feel we need to introduce thorough safe-
guards," said John Parton, chairman of the
Institute of London Underwriters, which

represents London-based marine insurance
companies.

"The market has simultaneously been
driving down rates to inadequate levels
while suffering a series of unprecedented
losses," he said.

As a result of the new restrictions on bro-

kers' line slips, it "will take more time to
place a risk and will involve the brokers in

some extra work" in seeing more leading
underwriters and sending declarations out to
every following underwriter, said Alan Jack-
son, a member of the committee of the

Lloyd's Underwriters Assn., which repre-
sents marine underwriters at Lloyd's.

"It will take more time because brokers

need to see three times as many leaders to
Continued on page 49

Combined ratios continue climbing

Reinsurer slump
By JUDY GREENWALD

Underwriting results for U.S. reinsurers
will continue to deteriorate at least through

this year and perhaps into 1990, many rein-
surers gloomily predict.

"I think you'll see further deterioration
and, furthermore, it will continue on to next

year," said Norman Wayne, president of
CIGNA Corp.'s reinsurance division.

"I'm expecting the combined ratios for the
industry to continue rising this year and
next," says Steven H. Newman, chairman,
president and chief executive officer of Un-
derwriters Reinsurance Co. in Woodland

Hills, Calif.
And, despite the impact of recent catastro-

phes, the overall reinsurance marketplace
apparently has not yet turned, most reinsur-
ance officials say.

The soft market is reflected in the nine-

month results of 66 reinsurers surveyed by
the Washington, D.C.-based Reinsurance
Assn. of America.

U.S. reinsurers posted a 106.3% combined
ratio for the first nine months of 1989, com-

pared to a 102.1% combined ratio for the
same period in 1988.

In addition, the industry's 106.3% com-

Rehabilitator of Mutual Fire

sues reinsurer for $65 million
Page 3

bined ratio as of Sept. 31 represents a deteri-
oration of more than two percentage points
from the 104% combined ratio posted in the
first half of 1989.

Nine-month results include losses from

Hurricane Hugo, but not the California
earthquake or the explosion of the Philips
Petroleum Co. plant in Pasadena, Texas,
which occurred in the fourth quarter.

Large reinsurers' experience reflected the
overall industry's: The 20 largest reinsurers
in terms of premium volume reported a
106.5% combined ratio for the first nine

months, compared with a 101.8% combined
ratio for the comparable period in 1988. The
20 largest reinsurers had reported a 103.5%
combined ratio during the first half of this

year.

In calculating the results of the 20 largest
U.S. reinsurers, Business Insurance included
the reinsurance results of Continental Ca-

sualty Co., a CNA Financial Corp. unit, and
St. Paul Reinsurance Management Corp., a
unit of the St. Paul Cos. Inc. The RAA no

longer includes these divisions' results in its
industrywide statistics because of antitrust
concerns (BI, Oct. 2; Sept. 25).

"I think the numbers pretty well speak for
Continued on page 44

Losses from Hurricane Hugo
sink second small insurer
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Update EC plans open market
Risk Retention Act proposals
Continued.from previous page
those standards, the report adds for all insurance lines

The report also recommends that a single state-the state that a
purchasing group declares as its principal place of business-regu-
late rlsk purchasing groups and their msurers' risk purchasmg group

By CAROLYN ALDRED "The aim of these two directives have to seek advance authorizationactivties However, any state regulator would have the right to chal-
lenge fmancial solvency of any purchasmg group insurer will be, quite simply, to achieve the for policies which they sell in an-

The report also recommends that purchasmg group insurers provide BRUSSELS, Belgium-The Eu- single European insurance mar- other member state "
more fmancial information to state regulators and that the National ropean Community is planning to ket," Sir Leon said The proposed directives will af-
Assn of Insurance Commissioners establlsh a central office to monitor create a single European insurance "In that market, we will be pro- feet all areas of insurance, includ-
risk retention and purchasmg groups and their insurers market for all types of risks, not posing that companies should op- ing commercial property/casualty

In addition, the report recommends that risk retention and risk just large commercial risks, the erate on a single insurance 11- insurance for all companies, no
purchasing groups and insurers work with regulators to develop a European Commission says cense," he said matter how small, personal lines
voluntary accreditation program for the groups The commission should have a This will mean that "companies insulance, and group and 1ndivid-

proposal for a new non-life insur- will be free not only to set up ual life/health insurance

Bush endorses liability reform ance framework directive early branches in other member states, Until now the dismantling of in-
next year, with a similar proposal but also to sell the full range of surance trade barriers within the

WASHINGTON-The Bush administration last week endorsed fed- on life insurance coming later in their products through freedom of European Community has success-
eral product habdity reform legislation 1990, Sir Leon Brittan, the com- services on the basis of a single au- fully addressed only large commer-

The administration, noting that the hodgepodge of state liability mission's vp, last KLeek told the thorization and supervision from cial buyers of property/casualty
laws creates uncertainty for business and inflates msurance costs, Comite Europeen des Assurances, a the country where their head office insurance while a pending life pio-
said it w111 back a bill mtroduced earher this year by Sen Robert group of influential European in- is located," Sir Leon explained, posal would permit individual con-
Kasten, R-Wis The bill, S 1400, would ellminate Joint and several surers adding that companies "will not Continued on page 35
liability for non-economic damages and bar product liability suits
involvmg very old capital goods products (BI, July 31) GAO studies cases in five states

Administration officials also would like the bill to cap punitive
damage awards and include a state-of-the-art defense

"The administration initiative will remove a self-mfhcted burden
on U S competitiveness and help restore basic prmciples of fair-
ness," the Council on Competitiveness said m a statement Tort crisis questioned
Subcontractor liability eyed 4

By ADRIENNE C. LOCKE legislation-including caps on non-economic and pu-
SAN FRANCISCO-A construction subcontractor w111 probably pay nitive damage awards-would add some uniformity to

claims stemmmg from a construction accident m San Francisco last WASHINGTON-Court awards in product liability existing state tort laws, the GAO contends that most of
week in which five people were lalled and 21 Injured when a crane fell cases may not be as erratic as many tort reform advo- the proposed reforms would affect only a few of the
19 stories to the street below, accordmg to the general contractor cates have implied, the General Accounting Office cases studied

Portland, Ore -based Canron Western, the major subcontractor of says Proposed federal reforms may have a limited lin-
San Francisco-based Swinerton & Walberg Co, the prolect's gen- Although the average size of product liability pact in two respects," the report says
eral contractor, "may absorb the malonty of the hability," said Swmer- awards varied widely among the five states examined "First, we found that payments in only a minority of
ton Risk Manager James Bematua by the GAO, the size of compensatory damages the cases studied were so extreme (in terms of award

Swlnerton was mvolved m two previous construction accidents in Los awarded is consistent with the type and severity of the size or departures from traditional standards of habil-
Angeles resultmg in five fatalities In each case, subcontractors' Insurers plaintiff's injury or property damage, the GAO said m ity) that they would have been affected by proposed
responded, Mr Bematua said a new report reforms The reforms, however, may have a broader

Canron's hability coverage was placed by Marsh & McLennan Cos In addition, the study found that punitive damages impact on litigation costs and the large number of
Inc and underwntten by a Continental Corp unit, said Canron General were awarded in only 20% of the cases decided in cases settled before verdict," the GAO says
Manager James Pyle, who would not elaborate favor of the plaintiff, and that most of the punitive "Second, federal reforms specifically targeted at

Canron subcontracted with The Erection Co of Seattle, whose crane awards were reversed by higher courts or remanded to product liability would have a limited effect on some
operator was killed in the accident the lower courts for retrial, where they were often re- of the problems in the tort system in general Fed-

The Erection Co officials could not be reached for comment Amen- duced eral reforms would do little to remedy the general
can International Group Inc msures the company, a source said And, while proposed federal product liability reform Continued on page 40

An AIG spokeswoman in New York would not comment
Argonaut Insurance Co writes Swmerton's hability coverage
An early estimate of damage to the structure under construction,

two other buildings and several vehicles is $5 milhon, Mr Bematua Hugo losses overwhelm
said, adding that "other potential hability has not yet been assessed '

Cal/OSHA is investigating the accident a second small insurerPremium growth shrinking: 111
NEW YORK-Premium growth in 1989 will set a record low if By MEG FLETCHER insolvency, the state's guaranty Hurricane Hugo caused an esti-

current trends hold, says the Insurance Information Institute fund will have to borrow money to mated $2 5 billion in insured dam-
The Industry also posted a 109 1% combmed ratio m the first nine COLUMBIA, S C -A second pay claims and may ask the Legis- age in South Carolina

months, up from a 105% combined ratio for the same period in small mutual insurer in South lature to increase guaranty fund The 55-year-old Grange Mutual,
1988, according to the III, which based ltS analysis on data from the Carolina is in liquidation because assessments on insurers which wrote $738,545 in net pre-
Insurance Services Office Inc and the National Assn of Indepen- of overwhelming Hurricane Hugo- However, Chief Insurance Com- miums through Sept 30, was de-
dent Insurers ISO and the NAII survey msurers accountmg for 97% related losses missioner John G Richards said he clared insolvent based on Insur-
of U S property/casualty business West Columbia-based Grange lS "confident" that Grange Mutual ance Department projections that

In the first nine months of 1989, written premiums rose only 18% Mutual Fire Insurance Co of South will be the last insurer to become the insurer would be unable to pay
to $155 7 billion from $153 billion In 1988 Third-quarter written Carolina, which wrote primarily insolvent as a result of hurricane- about $2 5 million of $9 million in
premiums were up only 0 3% over last year, according to the III homeowners and some fire and ex- related losses storm-related claims

A Business Insurance survey of major property/casualty insurers tended coverage policies, was de- He pointed out, though, that lt About 41%-or 3,000-of Grange
found that wntten premiums decreased 0 6% in the first nine months of clared insolvent Nov 27 by a state may be months before regulators Mutual's 7,300 policyholders suf-
the year to $69 5 bilhon (BI, Nov 27) Judge in Columbia know whether insurers accurately fered losses of about $3,000 on av-

The industry's net underwriting losses increased to $15 billion, a As a result of this and an earlier estimated storm-related claims Continued on page 36
765% increase from $85 bilhon for the comparable period m 1988, the
III said Net mvestment Income for the first nine months, excludmg Inside
capital gams, increased 12 8% to $22 7 bilhon from $20 1 bilhon

But, net income for the industry plummeted 20 1% to $8 3 bilhon
i•,0 Eliminating or restncting health care coverage for AIDS- Around the states. 42from $104 billion m 1988
related treatments rrust stop, or employers invite ,ncreased Ask a benefit actuary 10
regulation of benehts, says this week's editorial PAGE 8 At Issue 11Railroads win comp case Benefit beat 6

9 Australian firms should opt to self-insure their work- Bermuda briefs ........................................ 42WASHINGTON, D C -In a unanimous decision favorable to rail-
ers comp nsks, says a leading Australian nsk manager at Classifieds ......................................... 46road employers, the U S Supreme Court ruled last week that rail-
the Assn of Risk & Insurance Managers of Australia's Comings & goings: buyers .......................................20road employees who maintain coal-loadmg equipment at ship docks annual meeting Coverage begins on PAGE 11 Comings & goings: industry ....................................38should be compensated for work-related injuries as longshoremen,

Insurance services guide 47rather than as railroad workers
1 Multiple, unlimited punitive damage awards against the International issues ................................................ 29In combined cases, The Norfolk & Western Railway Co and the same company for the same conduct could be dedared Legal briefs 31Chesapeake & Ohio Railway Co sought to reverse a Supreme Court unconstitutional, a federal court says PAGE 24 Lettersof Virginia finding that allowed three employees to seek compensa-

London 21tion as railroad workers
9 Mexico is eliminating much of the protectionism that has Markets ....................49The Longshoremen's and Harbor Workers' Compensation Act pro- plagued its insurance industry for years, says broker Opinions ...................................... 8vides for no-fault compensation with speedy payment of scheduled ben- Douglas N Smith in International Issues PAGE 29 Perspectives ................................................................29ehts to workers and no separate awards for non-economic damages,

Products and services .............................................50said Wiley F Mitchell, Norfolk's general counsel V Net premiums wntten by Bermuda-based insurers and Reader reply service'..................................................32In contrast, railroad workers' claims brought under the Federal Em- re,nsurers Increased 48% last year to $84 billion from $8 Ticker 51ployers' Liability Act usually result in Jury trials m which an employer billion in 1987, an official reports PAGE 42 Washington 19must be found negllgent before an employee receives damages, which
can include non-economic-but not punitive-damages, he added
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Chicago jury takes swing at Cubs
By STACY ADLER

CHICAGO-In a decision that challenges decades of legal
precedent and baseball tradition, a hometown jury says the
Chicago Cubs must pay $67,500 in compensatory damages to
a spectator beaned by a foul ball.

However, attorneys representing professional sports teams
predict the verdict will be reversed on appeal.

A well-established principle in sports law is that fans at-
tending games accept the risks inherent in watching the con-
test and that sports teams are not held liable for injuries to
spectators, the attorneys say.

In fact, most tickets to sporting events bear a specific state-
ment that the teams accept no liability for game-related in-
juries, they point out.

The Nov. 24 verdict in Cook County Circuit Court stemmed

from an incident at a 1983 game at Wrigley Field. A sharply
hit foul ball by then-Cubs first baseman Leon Durham struck
a 10-year-old boy in the face as he sat in the star.ds behind

home plate.
The boy, Delbert Yates Jr., needed surgery to correct dou-

ble vision he suffered as a result of the accident. His medical

expenses were estimated at $15,000. The team attempted to
settle the case for between $10,000 and $15,000, but the boy's
attorney demanded between $65,000 and $75,000.

As a result, this was one of the few such cases litigated
rather than settled out of court, attorneys say. And, the Yates
case marks one of the first of its type to be heard by a jury.

At trial, the boy's attorney, Thomas R. Cirignani, success-
fully argued that there is an exception to the long-held stan-
dard that fans at sporting events attend the event at their
own risk.

The Chicago-based attorney asserted that when a baseball
club puts up a screen to protect patrons from foul balls, it
recognizes the danger of sitting behind home plate. While the
ball club does not have a legal duty to put up the screen, the

screen must be adequate if one is installed, Mr. Cirignani
argued.

In this case, the boy was sitting about 10 seats outside the
area protected by Wrigley Field's screen, which is 72 feet
wide and 30 feet high. Because the screen failed to protect

Continued on page 46

Aviation reinsurers

limit policy period
By STACY SHAPIRO

LONDON-Major aviation reinsurers are trying to put a halt to
the Jell-0-soft aviation insurance market by forcing aviation insur-
ance underwriters to offer only 12-month policy periods, rather
than 18-month policies.

The 18-month policies, which have been offered by aviation in-
surers since April, will not allow insurers-and hence their propor-
tional reinsurers-to increase hull and liability insurance rates as
soon as they would like to recoup their estimated $650 million un-
derwriting losses this year, including losses from two air disasters
last week in Colombia and Korea.

The reinsurers, led by Swiss Reinsurance Co. in Zurich, Switzer-
land, are telling deding underwriters they will cover only 12-month
airline hull and liability insurance policies under their proportional
reinsurance treaties.

Twelve-month policies covered by these treaties can be extended
for three additional months, but the extension can be negotiated
only 90 days before the renewal date, confirmed Carol Franklin-
Engler, deputy head of the aviation department at Swiss Re in
Zurich.

"The reason that we want to exclude (18-month policies) from
proportional treaties is because airline rates have to be adjusted
annually because the situation moves so fast," Mrs. Franklin-Engler
said.

Swiss Re began consulting other aviation proportional reinsurers
about a month ago about restricting 18-month policies.

Continued on page 48

In a sharp break with legal precedent, a fan at Wrigley
Field collected damages after being hit by a foul ball.

Mutual Fire reinsurer

sued for $65 million
By MICHAEL BRADFORD

HARRISBURG, Pa.-The reha-
bilitator of Mutual Fire, Marine &

Inland Insurance Co. is suing GTE
Reinsurance Co. Ltd. for $65 mil-

lion, contending that the reinsurer
has refused to pay Mutual Fire
claims under three treaties.

And, in a victory for the Pennsyl-
vania Insurance Department late
last month, the policyholder com-
mittee established in 1987 to moni-

tor the progress of the rehabilita-
tion was abolished by the state

judge in Harrisburg who is consid-
ering a rehabilitation plan for the
failed insurer.

The plan, filed by Pennsylvania
Insurance Commissioner Con-

stance B. Foster in her capacity as
rehabilitator of the insolvent in-

surer, sought to dissolve the com-
mittee.

The suit against Bermuda-based
GTE Re, also filed by Ms. Foster,
asks for $13 million in reinsurance

Island uprising causes
mine· coverage dispute

By KATE McILWAINE
New Ireland

MELBOURNE, Australia-An

insurrection on a tiny South Pa-
cific island is at the center of a

$400 million Australian ($314.4

million) property damage and
business interruption coverage dis-
pute between a mine owner and its
property insurers-including its
own captive.

The majority mine owner, Bou-
gainville Copper Ltd., suffered the
losses when the mine and other

BCL property were attacked by
rebel forces that want the tiny
South Pacific island of Bougain-
ville to secede from Papua New
Guinea.

The mine, one of the world's lar-

gest producers of copper and gold,
is partially owned by the govern-
ment of Papua New Guinea, which
is an independent nation.

BCL shut down the mine May 21
to protect workers and has not reo-
pened it

Kevin Mutch, general manager-
risk management of Melbourne-
based CRA Ltd., which owns 53.6%
of BCL, said the claim was for

"principally loss of profits."
He also noted that the claim

escalates by about $2 million Aus-
tralian ($1.6 million) each day the
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mine, located in the township of
Panguna, remains closed.

However, he would not break
down how much of the BCL claim

represents business interruption
losses and how much represents
property damage.

Property damage caused by

Bl/HOLLY SEGUINE

"sabotage" and the business inter-
ruption losses are covered under
the mine owner's property policy,
according to BCL, whose Port
Moresby headquarters are on Bou-
gainville, about 370 miles east of
Papua New Guinea in the Solomon

Continued on page 47

recoverables and loss adjustment
expenses and $52 million in puni-
tive damages.

GTE Re "has undermined the re-

habilitator's duty to collect assets
of the estate," Ms. Foster con-
tended in announcing the suit.

"Let this be a message to other
reinsurers that we will do what it

takes to recover reinsurance owed

Mutual Fire," she warns.

Mutual Fire stopped under-
writing in April 1986 and was
placed in rehabilitation eight
months later. It is currently in-
solvent by $441.5 million, making
it one of the largest insurer insol-
vencies ever. Only the insolvencies
of Mission Insurance Group, Tran-
sit Casualty Co. and American Mu-
tual Liability Insurance Co. and its
affiliate American Mutual Insur-

ance Co. are larger.
In 1985, Mutual Fire reported

gross written premiums of $136.3
million-$60.6 million in direct

writings and $75.7 million in as-

sumed reinsurance.

Net 1985 premiums totaled $42.7
million.

In the suit against GTE Re, the
commissioner charges that the
reinsurer has failed to pay $11.5
million under a "quota share re-
trocession contract," also known

as a "companion line treaty," that
was in force from July 1981
through June 1985.

In addition, GTE Re owes $1.5
million under an "international

account obligatory surplus treaty"
that provided reinsurance frorn
April 1982 through June 1985, ac-

cording to the suit.
And, GTE Re owes Mutual Fire

$50,000 in reinsurance recover-

ables and loss adjustment expenses
under a "property and multi-line
retrocession agreement" that was
in force fronn July 1983 through
June 1985, the suit says.

But an audit of Mutual Fire's

books leads GTE Re to believe "the

Continued on nezt page

Constellation

acquisition
still possible

By DOUGLAS McLEOD

NEW YORK-Opponents of the State Insurance Department's
liquidation plan for Constellation Reinsurance Co. may submit al-
ternative proposals to acquire the defunct reinsurer's assets and
liabilities, a state judge has ruled.

While affirming an earlier ruling that the New York Insurance
Department cannot be forced to accept such an alternative plan,
State Supreme Court Justice Walter M. Schackman noted that the
department has agreed to review such proposals and suggested that
creditors pursue an "unofficial" effort to solicit bids for Constella-
tion Re.

The Nov. 20 trial court ruling is the latest development in a pro-
tracted turf war between the New York department and several
Constellation creditors over how the reinsurer's liquidation should
proceed.

In a novel plan announced earlier this year, the Insurance De-
partment's liquidation bureau proposed to commute all of Constel-
lation Re's assumed reinsurance and retrocessional contracts, a pro-
cess the liquidator says could pay Constellation Re policyholders 84
cents on the dollar (BI, Feb. 6).

Shortly after the liquidation plan was announced, Great Ameri-
can Insurance Co.-an American Financial Corp. unit and Constel-
lation Re's largest creditor and retrocessionaire-proposed an al-
ternative plan under which it would acquire Constellation Re's
assets and liabilities (BI, Feb. 20).

Under this plan, Constellation Re policyholders could recover 100
cents on the dollar of claims, Great American contended.

However, Great American and other creditors supporting the con-
cept of a buyout plan later complained that the liquidation bureau

Continued on page 47
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Mutual Fire the treaties rescinded pation on the two treaties by 10 8%. bitration award was upheld," said from Mutual Fire's estate
GTE Re m May 1986 ]oined an For example, GTE Re's first-year Ale>ander Eratie, special deputy re- Mutual Fire attorneys opposed for-

Continued from previous page arbitratiori proceedmg already uder participation on the companion line habil.tatoi "They just don't want to mation of the committee because
amounts requested aren't anywhere way on =ehalf of Bermuda-based treaty was reduced to 2676% from pay ' there was no provision for such a
near" what the reinsurer might ac- Norad Rzinsurance Co Ltd Both 30%, and its first-year participation But Mi Sarchic said the arbitra- committee under Pennsylvania law
tually owe the failed insurer, said remsurers sought to rescind the com- on the international treaty was re- tion zlid no: settle how much GTE (BI, Feb 2, 1987)
John Sarchio, an attorney with panion line treaty for Mutual F.re iII duced to 42 37% from 47 5% Re actualy mves Mutual Fire "I don't think the committee was

Chadbourne & Park m New York, which bom participated Norad's participat on on the com- "21 rescission O- reduction of the making any constiuctive contribu-
representing GTE Re In the arbitration proceedings, a panion line treaty a.so was reduced percentage cf GTE's participation tions to the rehabilitation process at

"The magnitude of the amounts separate action was filed by GTE by 10 8% has nothing to do with dollai this time,' Mr Bratic said
that are bemg requested are in dis- Re seeking to rescind its intematonal GTE Re and Norad appealed the amcunts," Mr Sarchio said Arbi- "We were seeing duphcative func-
pute," Mr Sarchio said treaty wim Mutual Fire arbitration panel's decision to the 3rd tra -ors dicn'ta ddress dollar tions My lob is to make sure the poh-

Actual amounts due cannot be cal- During arbitration, GTE Re alleged U S Circuit Court of Appeals in Phil- amcunss,1 he added cyholders get paid," he added
culated because GTE Re had both that Mut-tal Fire "made misrepresen- adelphia, bu- the apoellate court up- Meanwrile, tie Pennsylvania In- Richard A Brown, a policyholder
reinsured business for and ceded tations 9 order to mduce (GTE Re) to held the panel's decision surance Department scored a victory committee attorney, said the commit-
business to Mutual Fire, he said Be- enter mt) the treaties," accordmg to Subsequently, Norad's parent, on Noi 22 Nhen:udge James Crum- tee "has never agreed with the reha-
cause some debts and credits of both court papers in the Pennsylvan-a de- Philadelphia-based Berwind Corp, lish Jr of the Commonwealth Court bilitator" on the point of duplicative
companies could be offset, "it is im- partment's suit against GTE Re became the target cf a suit filed by of Pennsy_lanie c rdered the Mutual functions
possible to tell" what might be owed, "The misrepresentations were re- Ms Foster 11 August that seeks re- Fire policE holder committee abo- "Any creditor committee involves
he said garding :he types of business, the insurance payments of about $13 5 lished some duphcation of functions just to

In 1986, when Mutual Fire filed a hmits, servicing of the business and million to Mitual FIre J Jdge Crumlls}- originally ordered monitor what the trustee lS doing,"
motion in U S District Court seek- the accounting for the business ' Mr Norad began hqudation proceed- formation of the policyholder com- he observed
ing an order requiring GTE Re to Sarchio said ings last year after .ailing to reach a mittee 17 Januer> 1987 over depart- Mr Brown said the committee only
post a letter of credit securing its While arbitrators denied GTE Re's commutation agreement with Mut.ial meit ooleitions The department became involved in activities in
obllgations under the companion line request to rescind the treaties, they Fire (BI, Oct 17,1968) feared the committee would "usurp which "the rehabilitator was not giv-
and international treaties, GTE Re did agree that some nsks should not GTE Re "arbitrated all these issies the duties Enc functions of the statu- ing adequate attention, if any atten-
demanded arbitration of disputes have be€n ceded to GTE Re As a re- and tned to get a r€scission and they tori rehab.litation," and it opposed tion at all "
over the contracts and sought to have sult, arb :rators cut GTE Re's pirtici- lost Then they appealed and the ar- paying the com-nittee's legal fees Mr Bratic said Judge Crumlish's

dissolution of the policyholder com-
mittee will eliminate some expensive
and unnecessary proceedings

Mutual Fire's estate paid approxi-
Inately $316,000 in legal fees to
Baynard, Harrell, Mascara & Ostow
in St Petersbulg, Fla, the law firm
Mr Brown was with before moving
to the Washington, D C firm Spiegel
& MeDiarmid In addition, approxi-
mately $883,000 was paid to Spiegel

ip & MeDiarmid for representing the
committee, according to Mr Bratic

About $300,000 in additional fees

were paid to the committee for ad-
visers, including independent consul-
tants in reinsurance and insurance,

and accountants, according to Mr
Bratic

In addition, Spiegel & MeDiarmid
has submitted for court approval a
bill of around $500,000, Mr Bratic
said

MI Brown said the committee is

"studying the implications of the
f - court's order," but has not decided
f

whether lt W111 attempt to have the
committee reinstated

.

"Without the pollcyholder commit-
tee, there wIll be no separate repre-
sentation with regard to pollcyholder

0% 0
interests," Mr Brown said

Meanwhile, Judge Crumlish is still
studymg a proposed revised rehabill-
ta'hon plan submitted earlier this
year (BI, March 6)

The plan calls foi full payment of
all claims of less than $5,000 and
prorated payments of all direct poh-
cyholder claims exceeding that

,411 . '-lp,
amount

An earlier version of the rehabil-

Wdl itation plan called for 100% payment
of all direct pohcyholder claims

6(Huct Policyholder claims of less than
$5,000 iepresent about 70% of the

.
/ total number of outstanding claims,

,
but account for only 10% of the total

-

" 'hv ,«t value of all claims

The rehabilitation plan would also
- dissolve the policyholder committee

The Pennsylvania Insurance Guar-
0 411 A W Cli I..

£' a anty Assn already has paid approxi-:

mately $800,000 to direct pohcyhold-
r 8 ..c · r:nr nfer/,-*Yi, /'3' . ers in Pennsylvania

Its own abolition aside, the poli-
7

cyholder committee generally has
.. supported the proposed rehabilita-
0 tion plan

However, Mr Brown had ex-

': S.:2 pressed concern that the plan con-

' 1855255efrff'
tained "a lack of financial account-

0 00 -0 ability'' on the part of thelealil#Emio IS OD
rehablhtator The committee felt that

I. . 0 the rehabllitator should provide poli-

41165/0 ....
. 4,

cyholders with regular fmancial re-
ports on Mutual Fire to allow assess-

-0 . 9 .x.2 ,,. ments of the plan's progressiMM8Elwsu

r r, E Mr Bratic said he expects the
-

4 Judge to approve the rehabilitation
$, 6

- I ' 32:I . plan soon "The court is considering
I ..

'fl-

,r1Ytt-1 , the plan and objections, and I expect
. we w111 have a decision in the near

-
A

t t:INOMCMERM#*WINO.,1.212 1]3,;fs.5, '' Y
future"

.9 But, Edward F Mannino, of the
| IZ-nal:.010]lly.la Lri

-- Philadelphia firm Baskin, Flaherty,
-

, t
- Ehot & Mannino, representmg GTE

"
- © -

: Re in the Mutual Fire rehabilitation
- plan proceedings in Commonwealth

. 'X.

.::,I : Court, said he would be "surpnsed ifa fEEI: m..1.--i:-07*40 MdiAJV $*01*%;grefidua* e ,EliS *S AM*ltiI,I'Z11144*it@*Ellit Ntk there is a decision before early next
year" on the plan .



WHEN TIMES ARE TIGHT,
IT'S THE BENEFITS MANAGER

THAr FEELS THE SQUEEZE.

NWNL Group is a

You know the feeling.
Management wants you to hold

down rising employee benefits costs.
But since cutting benefits isn't the
answer, you try to offer alternatives.
Like shared costs and flexible benefits.

In doing so, you get squeezed
by employees, because changing bene-
fits creates confusion, dissatisfaction
and lots of questions.

NWNL Group can help relieve
the pressure.

You see, we look at your com-
pany's insurance needs differently; so
we find solutions others may not see.

Take our Appropriate Care and
Treatment program (ACT) for catas-
trophic medical claims, for example.

With ACT we're able to find

ways to provide coverage for more
cost effective treatment by recom-
mending alternatives to employees
and their physicians. Like outpatient
care, using specialized non-hospital
facilities and home health care.

The way we see it, cost efficiency
doesn't mean reduced benefits, it sim-
ply means finding ways to increase
the efficiency of the care.

If you're feeling the squeeze, let
us send our booklet "10 1ys to Cut
Benefit Costs." Call or write Rick
Naymark/NWNL Group, P.O. Box
20, Minneapolis, Minnesota 55440,
(612) 342-7137.

WNWNLGROUP
Northwestern National Life Insurance Co.

div:sion,f Vorth*etem National Lif6 Insurance Company, Minneapolis, MN (not admited in the state of New k). The North Adantic Litd Insurance Company of America, Jeriho, NY (a member of The NWNL Companies, k.).
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Aetna to offer workers adoption benefit
By MICHAEL SCHACHNER Aetna Life & Casualty Co. will

soon contribute up to $2,000 to-
ward the cost to employees of
adopting a child.

In :ddition, the Hartford, Conn -
based insurer reports that its year-
old lamily leave program has
nearly cut in half the number of
woman who leave the company
permanently to care for their new-
born children.

The adoption contribution, ef-
fective Jan. 1, will be taxed as in-
come to the employee, said Sherry
Hercnenroether, director o.' family
servizes at Aetna.

To be eligible, employees must
submit receipts and proof of adop-
tion zo Aetna.

The adoption benefit can be used
to pay legal expenses; expenses :s-

H

»tyMO

Benefit beat

sociated with traveling outside the
country; and court fees associated
with adopting a child below the
age of 18, Ms. Eerchenrc•ether ex-

plained.
The benefit is intendeE to soften

the impact of :he cost :o emp-.oyees
of adopting a child, wnich in most
cases exceeds $500, she said.

The adoption benefit is available
to all 43,000 Aetna employees.

In a related develoyment, Aetna
has credited its new famity leave
program with reducing turnover
among female emfloyees.

Since the family leave program
was implemen:ed in June 1988,
only 12% of the women who had
babies left the cr,mpany perman-

arter

simpson

al Cllaims Paythents

etting
l ot osf complaint*;

from

*«omp ny

or
ch ge

ently, down from 23% who re-
signed for this reason in 1987, ac-
cording to a recent study the
insurer conducted.

A total of 214 of the 1,323 women
who took maternity leave between
June 1988 and June 1989 took ad-

vantage of the family leave pro-
gram, which provides up to six
months of unpaid leave with full
benefits.

Of those opting for family leave,
54 terminated their employment
either during or after the leave pe-
riod. However, among women who
did not participate in the family
leave program, twice as many
women-108-left the company
immediately after maternity leave.

T/1 £/MON/O IPLEASEICALL
WLtiCAL/'-

Listen

The company offers paid maser-
nity benefits of up to six weeks for
normal births and up to eight
weeks for births with complica-
tions or for Caesarean sections.

Employees receive benefits equal
to two weeks' salary for apprixi-
mately every year of service.

Any Aetna employee responsible
for caring for injured or sick de-
pendents or newborn children is
eligible for the family leave pro-
gram.

While the family leave program
made a significant dent in em-
ployee turnover costs, Ms. Her-
chenroether could not say exactly
how much the program reduced
Aetna's total turnover Costs.

Employee turnover costs to.aled
about $94 million in 1988, Aetna
estimates.

Aetna self-insures its employee

It s what an employee benefits man
ager does You listen to employees asking for
a health plan with lower co payments and
better benefits You listen to management
asking for cost control Then you try and
plebe everybody

That's when you need to start talking
to EQUICOR EQUICOR offers a complete
range of employee benefit options all we
need to formulate your benefit plan is to hear
from you

Tell us the numbers you're working with,
yourpnontles, management's budgetary goals
and every other important factor to be con
sidered Then let EQUICOR design a unique
customized benefit package for your com
pany based on good hard listening

Next time someone gives you an earful
think of EQUICOR And remember when
ever you need to talk about a benefits plan
you ve got our ear

The Good Listener.

benefit plans with the exception of
health care, where a few outside
health maintenance organizations
are offered.

Actuary survey
At least twice as many flexible

benefit plans will be offered by the
year 2000, predicts an overwhelm-
ing majority of respondents to a
recent survey of U.S. and Canadian
actuaries.

Large-scale changes in em-
ployer-sponsored pension plans
also are imminent by the year 2000
as defined benefit plans lose
ground to defined contribution
plans and 401(k) plans become
more prevalent, the survey's re-
spondents predicted.

And nearly a third of the survey
respondents predict that the fed-
eral government will institute
mandated health care benefits

through the workplace by the year
2000, with employers picking up
most of the tab.

Flexible benefit plans will ac-
count for at least 20% of all em-

ployee benefit plans by the year
2000, predicts nearly 91.8%, or 451
of the 491 pension actuaries that
responded to the Forecast 2000
survey sponsored by six large
North American actuarial associa-
tions.

Flex plans, which permit em-
ployees to tailor a benefit plan to
their individual needs by selecting
from a variety of benefit options,
currently make up about 10% of all
employee benefit plans, the survey
estirnates.

Of the 481 actuaries that re-

sponded to the question, 139, or
28.9%, predicted that flex plans
will make up 20% of all benefit
plans by the year 2000; 189, or
39.3%, predicted that flex plans
will make up 30% of plans; 62, or
12.9%, of respondents predicted
flex plans will make up 40% of
plans; and 61, or 12.7%, predicted
that flex plans will make up more
than half of all U.S. employee ben-
efit plans. Thirty respondents, or
6.2%, said that the percentage
would remain at 10%.

Actuaries cite two primary rea-
sons flex plans will become more
popular: employers will be pres-
sured to comply with employee de-
mands for greater benefit choices,
especially among two-wage-earner
couples; and flexible benefit plans
will be used to control the increas-

ing costs of employer-paid bene-
fits.

Large-scale changes in em-
ployer-sponsored pension plans
also are immizient by the year 2000,
the Forecast 2000 survey found.

For example, 91.8%, or 436 of the
475 respondents to the question on
401(k) plan prevalence, predict the
benefit will be offered to more

workers in the year 2000 than it is
today.

Presently, 24.2% of the U.S.
workforce, or 27.5 million employ-
ees, are employed by companies
that offer 401(k) plans, according
an Employee Benefit Research In-
stitute survey based on U.S. Cen-
sus Bureau statistics. This is up
nearly 600% from 1983 when 7.1%
of the workforce, or 7.1 million
employees, were offered the bene-
fit (BI, Nov. 27).

Respondents to the Forecast
2000 survey see defined benefit
pension plans falling by the way-
side as government regulations be-
come increasingly complex, mak-
ing the cost of operating the plans
too burdensome for many employ-
ers.

Currently, about 70% of U.S. em-
ployees are covered by defined
benefit pension plans, the survey
estimates. However, by the year

2000, the percentage will fall to
60% or less, predicts 76.7%, or 367

Continued on page 10
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Opinions

Protect AIDS patients
HEN WILL EMPLOYERS stop trying toeliminate or restrict health care coverage for
AIDS-related treatments?

This kind of discriminatory plan design had bet-
ter be abandoned soon or employers will rightfully
find that their group health care plans will be sub-
ject to even more government regulation than they
are now.

Just over a year ago, Phoenix, Ariz.-based Circle
K Corp. decided to exclude from its self-funded
health care plan coverage for illnesses that it de-
termined were caused by "lifestyle choices" (BI,

Aug. 15, 1988). The company's stated purpose:
to reduce costs by excluding coverage for illnesses
and accidents that in its judgment could have been
avoided if employees had acted properly, including
AIDS contracted from sexual activity or drug use.
It also wanted to send a message to homosexu-
als and drug users that they should not work for
the company.

We are thankful that, following a blast of ad-
verse publicity, Circle K dropped the "lifestyle"
exclusion before it ever had occasion to even con-

sider denying a claim under the plan exclusion.
Now, just more than a year later, another em-

ployer has decided to discriminate against AIDS
patients. H&H Music Co. in Houston has adopted a
lifetime medical benefits limit for AIDS-related

treatment under its self-funded health care plan of
$5,000-not enough to cover the life-sustaining
medication AZT for even a year (BI, Nov. 27). AZT
treatment costs an estimated $6,500 annually, since
the price was recently reduced by the manufac-
turer.

An H&H employee diagnosed as having AIDS is
suing his employer, and the employer's former
health insurer that now administers the self-

funded plan, for the full $1 million of coverage he
had been entitled to under the previous plan.

Company attorneys, meanwhile, point out that
H&H has a perfect legal right to limit coverage for
AIDS treatment because, as a self-funded em-

ployer, H&H is not subject to Texas insurance laws
that currently prohibit sublimits in insured health
plans and, as of Jan. 1, will prohibit AIDS-related
exclusions. Under the Employee Retirement In-
come Security Act of 1974, self-funded benefit
plans are not subject to state insurance laws man-
dating policy provisions.

r
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H&H is thumbing its nose at fair and decent
treatment of AIDS patients and is inviting amend-
ments to ERISA, or another federal law, to pro-
hibit this kind of outrageous behavior by self-
funded health care plans.

As we said in opposing the former Circle K plan
provision (BI, Aug. 22, 1988), group health plans
must provide employees with the means to pay for
necessary medical care for injury and illness with-
out subjecting employers to financial ruin. Plans
adopting these special exclusions will not fulfill
that purpose. Yes, employers are paying the bulk of
the cost of providing health benefits, but they also
receive a tax deduction for that cost.

Just as Congress long ago stopped employers
from applying sublimits to coverage for pregnancy,
or even excluding coverage for pregnancy, legisla-
tors will surely outlaw sublimits on AIDS-related
treatment.

And, with the tendency of Congress to med-
dle in employee benefit plans, opening up the issue
of eliminating sublimits on AIDS-related coverage
could explode into a debate on mandating the en-
tire scope of a group health care plan, down to
required limits, deductibles and even employer
contributions. That kind of micro-management of
employee benefits plans is in no one's interest.

Letters

Direct contracts don't restrict patient choice
To the editor: I was pleased with the

large and generally positive response to
my Perspective article, "Contract
Directly for Mental Health Care" (BI,
Oct. 16).

One of the main issues raised in these

responses is freedom of choice. The con-
tention seems to be that my recommended
approach for managing mental health
care costs by directly contracting with a
local group private prattice on an exclu-
sive or semi-exclusive, risk sharing basis
would restrict the choice of providers
available to patients and lead to dissatis-
faction and complaints. I hope to show,
though, that my recommendation ac-
tually improves choice in most situations.

Business Insurance welcomes let-
ters from its readers. Please keep
your comments as brief as possible.
We reserve the right to edit letters
for clarity or space. We witt not
publish unsigned letters. Send your
comments to Letters to the Editor,
Business Insurance, 740 N. Rush
St.. Chicago, Ill., 60611.

I would like to proceed by first exa-
mining the situation where choice pur-
portedly exists, i.e., where there are no
restrictions on a patient's choice of pro-
viders.

The typical patient does not choose his
or her mental health provider in a vac-
uum. There are many factors that enter
into the decision, many of which are not
in the best interests of the patient. For
example, it is well known among provid-
ers-and advertising executives-that
aggressive marketing and advertising
brings results.

Therefore, it is not uncommon to find

patients or families in crisis reaching for
the first visible provider, which often
means responding to a television or radio
advertisement. Needless to say, the fact
that some providers advertise more than
others has little if any bearing on the
quality of care provided and some ana-
lysts would venture to say that there is a
negative correlation between advertising
budgets and the care provided.

Some patients choose from a list of
preferred providers or request a referral
from their primary care physician. Most
provider lists commonly are formed by

mail or telephone solicitations by pre-
ferred provider organizations, health
maintenance organizations or manage-
ment companies, often with little knowl-
edge of the providers except that they are
licensed and insured. In my 10 years of
experience, I know for a fact that being
licensed or insured is only one factor to
consider in assessing the quality and eth-
ics of a provider. In fact, there are a good
number of licensed and insured profes-
sionals who routinely participate in
fraudulent billing, misutilization of ben-
efits, etc.

Other variables affecting choice of pro-
vider include: word of mouth referrals,
which are not as common in mental

health as in other health care areas;

proximity to the provider, which has
nothing to do with the provider's creden-
tials; and referral by some other profes-
siobals (e.g., health care professional,
teacher, minister, etc.).

The patient does not really have totally
free choices in any of these situations
and, in fact, is basing a choice on some
rather dubious reasons. For example,
many referrals to providers are made on

Continued on page 10
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Letters
Continued from page 8
the basis of their personality and/
or social activities rather than

training expertise.
The approach I outlined in my

article improves choice for several
reasons.

First, the providers in a quality
group private practice are not only
licensed and insured but also are

directly monitored on an ongoing
basis for the purpose of assuring
quality, ethics and proper utiliza-
tion patterns.

The provision should always
exist that if a service is unavailable

in the group service practice then
it should be secured elsewhere

with the group practice assuming
payment responsibility.

Making the arrangement semi-
exclusive gives the patient addi-
tional choice, although there
should be an additional fee asso-

ciated with using a provider "out

Actuary survey
Continued from page 6
of the 478 actuaries that responded to
the question.

More than half-51.59-f those

respondents believe the number of
employers offering defined benefit
pension plans could plummet to 50%
or less.

Among the reasons for the decline
were:

• Increased complexity of govern-
ment regulations, cited by 275 re-
spondents.

• Lack of advantages to employ-
ers because of new regulations aimed
at increasing portability and achiev-
ing other government aims, cited by
164 respondents.

• Increasing wages, pressure to
compete internationally and other
factors making benefits under this
type of plan too costly to provide,
cited by 80 respondents.

Actuaries were permitted to select
more than one response in this sec-
tion.

Approximately 69%, or 324 re-
spondents, predict that portability
will be a requirement of all em-
ployer-sponsored pension plans in
the year 2000.

Addressing health care coverage
for the uninsured, approximately
30%, or 143 respondents, predicted
that the federal government will im-
pose compulsory health insurance
through the workplace, with employ-
ers paying most of the costs.

Another 24.3%, or 116 respondents,
believe the federal government will
establish a national health care sys-
tem; 10.3%, or 49 respondents, said
Medicaid or Medicare would likely be
expanded; 10.5%, or 50 respondents,
said risk pools would be established
requiring employer contributions;
9.2%, or 44 respondents, predicted
increased tax incentives for provid-
ing health insurance; and less than
1% believed taxes on insurance com-

panies would be used to provide cov-
erage for the estimated 15 million
uninsured U.S. workers.

However, nearly 16%, or 74 re-
spondents, predicted that the gov-
ernment will not take action.

Survey respondents also forecasted
that employers will provide a wider
range of benefits to their employees
in the next century.

However, these added benefits will
not be without their price: Nearly
80% of the respondents believe the
value of health benefits will be taxed

in some way in the year 2000.
Forecast 2000 was sponsored by

the American Academy of Actuaries,
the American Society of Pension Ac-
tuaries, the Canadian Institute of Ac-
tuaries, the Casualty Actuarial So-
ciety, the Conference of Actuaries in
Public Practice and the Society of
Actuaries.

Copies of the survey are available
free of charge by writing Elizabeth
Kelley, account supervisor with
Edelman Public Relations Inc., 1420
K St. N.W., 10th Floor, Washington,
D.C. 20005. I

of network." (I: is a truism that
there is always a price for free-
dom.)

A quality private practice will
have already screened the various
hospitals and facilities in the com-
munity to arrive at the most appro-
priate and cost-effective choices.
Therefore, the pa.ient is not at the
mercy of facilities that are benefit-
driven and use slick advertising to
lure patients into admissions.

A good group practice shculd
have formal grievance procedures,
ethics committees and utilization

review/quality assurance commit-
tees to protect everyone's interests.
This is rarely the case in the free
market, where all sorts of dini-

cians-some with very quest.on-
able training or practice patterns
-attempt to market themselves
and compete lo be patients'
choices.

A conscientious group private

practice also can avoid some of the
problems currently plaguing the
mental health field. such as con-

flicts between four:h-party case
managers and providers, diagnos-
ti 2 manipulations by providers to
ensure reimbursement, creden-
tialed providers "supervising" pro-
viders with lesser credentials and

signing off insurance forms to ob-
t:in payments, etc.

It is ironic that some individuals

who criticize any restriction of
providers seem comfortable with
the various treatment restrictions

that are imposed by utilization
managers.

It is wrong to give patients the
freedom of choice for providers yet
impose some rather severe restric-
tions in services.

It is, in my opinion, better to im-
pose reasonable restrictions on
providers but allow those provid-
ers and their patien:s an adequate

range of treatment alternatives to
ensure the best prognosis.

It is erroneous to assume that so-

called "free choice" leads to qual-
ity and ethical care. Putting some
reasonable limits on choice of pro-
viders using well-founded criteria
will make patients more informed
consumers who can make wiser de-
cisions.

Leo H. Bradman

Chairman

Bradman Therapy Centers
North Miami Beach, Fla.

Credit for quote
belongs to expert
in management

To the editor: I sincerely appre-
ciate your reporting on my Oct. 19

presentation at a Risk & Insurance
Management Society seminar in
the article, "Loss Control Vital in
Cutting Comp Costs" (BI, Nov. 13).
However, in the closing paragraph,
you mention that I stated, "The
only things that evolve by them-
selves in an organization are disor-
der, friction and malperformance."

Although quite profound, that is
not my statement but that of Peter
Drucker, the world-renowned or-

ganization management expert,
and we indicated his name on the

slide to give him credit for the
statement.

What I said was, "The only
things that evolve by themselves in
an organization are disorder, fric-
tion, malperformance and safety
programs."

Harry P. Mirijanian
President

Applied Risk Control Corp.
Orangeburg, N.Y.

Hugo knocked the power out of almost

When Hurricane Hugo swept through the
Carolinasdevastating homes and businesses,
much of metropolitan Charlotte-indudingthe
Kemperoffice-was left without iSower fordays.
Andthatwasjustwhen the thousands of peo-
pie inthearea who suffered losses needed us
the most.

Ratherthan wait forthe powertocomeon,
Kemper's emergency claim teams began han-
dlingthe massive iobof resolvingthe thous-
a,dsof incomingc aims bycandlelight.

This special group of people came from all
overthe country and worked double-shift
days, nights and weekends respondingtothe
needs ofourpolicyholders as promptly and
completely as possible--assessing the dam-
age, collecting preliminary loss reports and
adjustingclaims.

The lights areback on now, most ofthe claims
have been resolved, and mostofthe special
task force members have returned to their
home territories.



From our perspective, we do think it
will have a cost impact because we
were expecting a decrease in retiree
costs. Long term, we guess it is going
to add 10% to 15% in additional costs

for our over-age-65 liability segment.
However, because that segment rep-
resents on y one-ninth of our total
medical liabilities, the immediate im-
pact will be less significant.

At issue
Will repeal of the Medicare Catastrophic Act increase your retiree health care costs?

Rick Zoog
Director-em-

ployee benefits

Colgate-Pal-

molive Co.,

New York

-*"„ Nancy M.
11 ' Nobles
L 6 Vp-human re-

w. ilid sources

WI./.- 3 Southern
Union Co.,

Austin, Texas

I do not feel the repeal of the act will
significantly increase the company's
expenses for providing retiree bene-
fits. Southern Union currently uses
the carve-out methodology for pay-
ment of benefits, which limits the cost

exposure for the company. However,
the retirees could bear additional

costs that are not covered under our

plan.

Gloria

E Werner
V 4.,14, 'F Benefits man-

ager
Super Valu

Stores Inc.,

Minneapolis

Doubtful! According to our actuary

and health insurer, our savings from
1989 Part A benefits were not signifi-

cant. And, it's possible that Medicare
Catastrophic will be revisited and

some of the 1989 inprovements may
be re-enacted.

......
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Cathy Corse
Manager-em-

ployee benefits
Barnett Banks

Inc.,

Jacksonville,

Fla.

The repeal of the Medicare Cata-
strophic Act will increase Barnett's re-
tiree medical bill next year and in
years to come. We had hoped to re-
duce our retiree medical liability, and
like other employers, we're disap-
pointed with the repeal.

everything, except our catastrophe team.

But when the next natural disaster hits, Kemper
people will be ready to move in immediately,
displayingthesame kind of dedication and
ingenuity that has earned them an industry-
wide reputation.

We serve morethan a million policyholders
and havean exceptionally strong premium-to-
surplus ratio. Butour greatest strength lies in
the resourcefulness of ouremployees and their
eagerness to help.

q

1 Our people insure our futu re.

d I

naTionaL

ICEmpeR insuRance
companies

I ,

©1989 Lumbermens Mutual Casualty Company
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Australian

work comp
systems
under fire

By KATE McILWAINE

SYDNEY, Australia-Australian

companies in several states should
opt out of government-run workers
compensation coverage programs
and instead self-insure their work-

ers comp risks because the govern-
ment plans are inadequate and
costly, says a leading Australian
risk manager.

Because of the immense varia-

tion in coverage and the cost of
coverage through the plans, fund-
ing workers compensation is the
most difficult task confronting risk
managers in Australia, said Ian
Deayton, group risk and insurance
manager for Liverpool, New South
Wales-based Inghams Enterprises
Pty. Ltd., a major poultry producer
and thoroughbred horse stud oper-
ator.

Mr. D eayton, who was nam ed
1989 Risk Manager of the Year by
the Assn. of Risk & Insurance Man-

agers of Australia, and representa-
tives of some states' workers comp
plans outlined problems and merits
of the plans during a panel discus-
sion at the annual ARIMA confer-

ence in Sydney Nov. 12-15.

For example, Mr. Deayton critic-
ized New South Wales' plan as
"absolutely stupid" because the

Association of

Risk & Insurance 

Managers of Australia

plan makes it impossible for risk
managers to budget for workers
comp premiums.

Mr. Deayton also criticized
South Australia's plan because he
says it has not provided data foi
risk managers to assess the finan-
cial performance of the state plan.

And, workers under most gov-

ernment plans can "bludge," 01
bum "their way through life" if
they are injured, since there arE
few incentives in the plans foi
workers to return to their jobs, he
said.

In addition, Mr. Deayton ever.
questioned the no-fault concept

asking why an employee who "de-
liberately goes against safeth
rules" should be compensated if h€
sustains an injury as a result of his
own actions.

Mr. Deayton also criticized th€
practice of lump sum payouts
under many government plans
claiming that injured workers
often are "miraculously cured'
after receiving such payments anc
are able to, for example, vacatior
overseas.

As a result of these problems ir
government workers comp plans
"both drumsticks and a wing oj
every chicken" go to pay Inghams
workers compensation premiums
even though Inghams expects its

5,500 employees to abide by safetj
regulations, Mr. Deayton said.

But if employers self-insure anc
administer their own workers

comp claims, employers would bf
able to make sure that they are nol
overcharged for medical costs, hf
said.

Mr. Deayton also suggested thal

the federal government enact legis-
lation allowing all businesses
operating in more than one Aus-
tralian state to establish a single
workers comp self-insurance pro-

gram.
Observers also criticized the

Continued dn next page
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Australian comp
Continued from previous page
practice in many government plans
of cross-subsidization, under

which workplaces with better
safety records subsidize those with
bad records so employers workers
comp premiums do not vary
greatly.

Cross-subsidization is the most

eommon complaint from employ-
ers in the South Australia plan,

: said Garry McDonald, chief man-
ager-funds and liabilities for
South Australia's WorkCover

' workers comp program.
Cross-subsidization results from

a "belief that work-related acci-

dents should be a broad-based

community responsibility," as well
as a desire that workers compensa-

 tion be a tool for economic devel-

opment, Mr. McDonald explained.
"The rationale is that interna-

m tionally competitive activities, the
manufacturing industry in particu-
lar, are the engine of economic

Of'.si:rii.bld.1.2.{e.WO'L101.4 :-»44]..16%1% ,}]·E]

is ,- --.- , te announce'
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Commonwealth Risk Sen-ices (Furopel Ltd,

Commen**aRI Risk 5,23>132Se ffa€,

O- ktm *iafe West 1915 Oraniew@@d Avenue
Suite 1900 Suite 200

Philadelphia, ES 191@2 Orange, CA 92666
Tel.: (215) 981-14@4/65 Tel.: (714) 9784577

Fax.: (215) 981-0234 Fax.: (714)978=8190

M. Richard G. Farmer Mi Reber& M. Mcintosh
President Se=der Vice President

Ce:mri're@*Awealth Risk Services {Ers,te,iy,:] Ltd.

Suite 212, Hamilton House

m 'Iemple Avenue
London ECdY OHA
Tel.: 01-353=3625

Fax.: 01-353-3674

Mr. Charles S. Cooper
Mullg Directo,

The laamence Pmal Center ia a non=owned captive appmach which is desigaed to fetum the
underwritiag proilt and investment income from an insurance policy baek te the insured.

growth and lower costs for high-
risk industries help produce a more
competitive internationally ex-
posed seetor," Mr. MeDonald said.

But he questioned the validity of
that rationale.

Cross-subsidization also is

among the major problems that
employers in New South 'Wales
have with the government plan,
said Garry Brack, executive diree-
tor of the New South Wales Em-

ployers' Federation in Sydney.
Workers comp premiums for em-

ployers in the NSW plan are de-
termined by using a complex for-
mula that allows WorkCover to

manipulate premiums to eliminate
differences in premiums costs
among plan participants, and that
is "a fundamentally bad premium
arrangement," Mr. Brack said.

The manipulation of premiums
reduces the incentive for good risk
management, he explained.

The principle of cross-subsidiza-
tion is misguided because indus-
tries with the worst safety records
have no incentive to improve, said
Ron Sackville, a la*,yer and chair-
man of Victoria's Accident Com-

pensation Commission, which ad-
ministers Victoria's WorkCare

system.

Mr. McDonald also expressed
I concern about variations in levels

and types of benefits and access to
compensation under the different
state workers comp plans.

"It is also a concern that the coy-

erage rules of the different states
often permit workers traveling be-
tween states the option as to which
set of benefits they will choose if
injured," he said.

For example, at a company with
offices in more than one state, an

employee who travels between
states for his job can select the
state program under which he
'*ould be covered if injured on the
job.

However, Mr. Sackville of Vic

toria's Accident Compensation
Commission said there are social

and economic objectives to be con-
sidered and the quality of the em-
ployer has to be taken into account
when considering self-insurance.

1 "I don'f trust employers when
 the choice is between their eco-

nomic self-interest and doing jus-
tice and getting the best deal for
their employees," Mr. Sackville
said, adding that he is ideologi-
eally opposed to self-insurance of
workers compensation.

Observers also gave their per-
ceptions of specific government
plans.

For example, NSW WorkCover
plan officials are debating whether
rehabilitation would work in both

small and large businesses because
 small businesses do not always

have suitable duties for injured
 workers returning to work.

The long-t:erm eost of rehabilita-
tion may far exceed expectations,
as they have in Victoria, pointed
out Mr. Brack of the NSW Em-

ployers' Federation.
Overall, though, NSW's Work-

Cover program is "equitable, af-
fordable and financially responsi-
ble," said Ian Ramsay, acting
general manager of the NSW
Workers Compensation and Reha-
bilitation Authority in Sydney.

The program had a surplus of
Australian $336 million ($264.1
million) as of June 30, according to
Mr. Ramsay.

 Reforms to the program this year
-developed after consultation
»with representatives of employers,
the union movement, insurers and
the legal and medical professions
-have increased benefits, he

' noted.

Improved benefits were made
possible in part by abolishing cov-
erage for claims from workers in-
jured while traveling to and from
wofk, known as "journey claims,"
which had amounted to $30 million
Australian ($23.6 million) an-
nually, Mr. Ramsay said.

The enhanced bens"3 did not



Weeven haveaplan ifyour building getssick.

How safe is the place you work? Are you sure?
Every day, 500 chemists, engineers, biologists, and technicians

who work for Aetna report for work in many different places Simplyto
provide scientific answers to these fundamental questions.

In factories and plants, they search for ways to help reduce the
hazards that come with the job.

At construction sites, they help identify unsafe work practices.
And in office buildings, especially newer ones, theyte on the look-

out for such maladies as TBS: Tight Building Syndrome. A condition
that can occur when improper ventilation starts causing headaches,
dizziness, and breathing difficulties.

In many cases, such a thorough environmental survey is required
before Aetna will write the polic* But our customers will be the first to
tellyou how much they welcome our thoroughness Notjust because
safer buildings can result in lower insurance premiums.

But because our customers are the ones who have /Etna
to work at the same place every day.

AETNA. WEGIVE NEW MEANING TO THE WORD DILIGENT.

© 1989 The AEtna Casualty and Surety Company
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Continued from page 12 Risk managers seek recognition
lead to an increase in the average
piemium rate

And, under a new law, injured By <ATE McILWAINE And the association does not from the U S -based Risk & Insui- jurens and brokers, AIi Stasch

workers have limited access to help matters About 60% of ze- ance Management Society Inc wid

SYDNEY, Austialia-The risk spondents said organization objec- some members agreed Teamwoik and d glpdtel degiercommon law remedies and can re-

cover up to $180,000 Australian manag,_rrent profession in Austra- tives wereinadequately publicized In the conference's opening ad- of respect aie more,_pident now

($141,480) if employers are found lia laiks recognition, says an offi- Resoondents iecommended ARIMA dress, RIMS PIesident Ronald W than in the past, he added
at fault However, employees cei 02 :he Assn of Risk & Insur- conduct more seminars and brief- Stasch said ARIMA, like RIMS, is RIMS also has est.blished a
would give up their rights to ance Maragers of Australia ings for industry and govoinment an excellent vehicle for putting loundtable of expel enced risk

WorkCover benefits A recent suivey of ARIMA mem- theory into practice He said RIMS manageis to follow tel _:iant tiends

The improvements are evident in bers found the status of the pro- has worked with the academic and issues The think ank s dis-

increased employer occupational fessicn 15 Tmploving, but corpoiate Association of community to implement studies of cussion papeis will encouiage

health and safety programs, MI management's awareness if the Risk & Insurance -, risk management theory to im- competency in the profession and

Ramsay said risk rranager's function remains prove recognition of and expertise furthei establish the in )01 lance of

However, it still is too early to "inadeq_tate,- Kevin Mutch, the Managers of Australia - within the profession risk management witr in col pora-

judge whether the plan, which was organizazion's membeiship ditec- "lt is from this thal we cultivate lions, he said

introduced in 1987 and amended tor, sale duzing the Nov 12-15 a meaningful body of knowledge Meanwhile, thete , UI_entl' is

this year, is woiking, 1VIr Biack conferEnce in Sydney ARIMA lS a leader in educating which 19 then available to our more focus on insuia nce than on
said Wl-113 the role of a risk manager risk managers about the_r role and membership It is the educational i isk management in the Austialian

Mr Brack noted that the NSW is kn,wr by those within the disci- responsibilities, and communica- value that makes membership risk management pro_ession, said
government has pr omised on-going pline, It 15 not fully understooc by tion among organization members worthwhile," le said Mr Mutch

reviews of the whole system, paI- manage-s or at the -mineface," wa, rated highly by respondents, As d result, U S coiporate man- However, formei AH[MA Presi-

ticularly the problems he outlined said Mr Mulch, risk and insurance said Mr Mutch agement is becoming more enlight- dent Bill Dunne said the soft mar-

While this is "comforting," one manher for Melbourne-based Still the Australian risk manage- ened about risk management, and ket 15 partlv responsiole foi the

will have to wait to see if the mining company CRA Ltd ment organization could learn there is grow ng suppoit from in- Continued on "ze.It page

promise is kept, he said
The Victoria plan, WolkCate,

has unfunded incurred-but-not-re-

ported liabilities estimated al $4 1
4'

billion Australian ($3 22 billion), . r

I ., 4

accoiding to the latest figures pre-
sented in the Victorian Parliament

on Nov 16 S

Mr Sackville told ARIMA dele- .
--

gates that the Victoiian plan is suf- 1 *-I

l

fering because the government that
set it up had uniealistic expecta-
tions

But, the perception that Work-
Care has been a failure lS mislead-

ing, Mt Sackville argued
Mr Sackville, chairman of the

Accident Compensation Commis- e1,

sion in Victoria since 1985, also .,1

1+

said he 16 skeptical of actuarial

in workers compensation plans

4. I

estimates of surpluses or liabilities .

Inaccurate predictions of work-
.f

. B, Cr

ers comp losses aie partly respon-
* ..4-4 : '1-

sible for the Victorian plan's diffi- r

culties, he said As a result of those
predictions, coverage through the * * 4& 42 4 -4 .
program has been underpriced
since the day it was introduced 1

Recent legislative amendments,
aimed at reducing the unfunded

1
liabilities, resulted in an increase .a*

tn plemiums to an average of 3 3% 'f- 4 3
...

of payroll from 2 4% of payroll, he
noted The maximum rate was

*lr¥

lifted to 7 7% from 3 8% of payroll
Mr Sackville suppoited the in- 'L

creases, claiming that the Victo- I t

rian government's expectations -

that premiums generated under the b 1'

former rate structure would have

been sufficient to fully fund the i,

program over 10 yeals, are "un- 1 --1 J.&
duly" optimistic and that there has

to encourage reduced claims

been a lack of financial incentives , 'J*

In addition, cross-subsidization
was reduced in the most recent re-

forms with the introduction of

bonuses and penalties of up to 50%
of premium based on claims his-

W''

tory, he pointed out
Mr Sackville also agreed with

Mr Deayton's criticism that flaws
in the plan have permitted some
low-income workers to ieceive ...

100% of pIe-injury earnings,
though the program was intended
to provide only 80% of earnings as

1- I

an incentive to return to wozk

The workers' compensation pro-
grams in both NSW and Victoria
have been the subject of ma]or in-
dustrial disputes (BI, Oct 9)

.

South Australia's WorkCover

plan has been in place for two 114=1*

years and as of June 30 had 58,000
registered employers with 75,000 : - I'li -1

work locations Some 83% reported
no claims in the pievious 12
month%, 9% reported one claim and

3..

8% had more than one claim
4

It 1% too early to assess whether t. '

the plan could be fully self-funded,
Mr McDonald

"In a 2-year-old scheme, it is not
possible to know how effective
prevention and rehabilitation pro-
grams will be in containing the
number of long-term claims But
those claims are the major 1nflu-
ence on costs," he said .



Continued from previous page
emphasis on insurance.

"Buying insurance is easier than
loss control in the current eli-

mate," explained Mr. Dunne, who
led the organization from 1985 to
1987.

This is partly because insurers
will not reward risk managers' loss
control efforts, said Michael W.
Cooper-Mitchell, deputy chairman
of Sedgwick U.K. (National) Ltd.
in London.

Underwriters often give little en-
couragement to risk management
practice "in the area it really
counts-the premium," he said.

For example, although discounts
on business interruption insurance
are offered to companies that in-
stall sprinkler systems and other
fire protection equipment, few un-
derwriters are willing to factor
professional contingency planning
arrangements into premiums, he
noted.

And in product liability insur-
ance, "all too often underwriters

are guided by past claims experi-
ence. Few are prepared to struc-
ture their rating to provide a direct
financial incentive to invest in

(product) quality control systems,"
he added.

Mr Cooper-Mitchell also said
underwriting workers compensa-

The marine market is

now'mesmerized to

rate cutting,'

says Michael W.
Cooper-Mitchell.

tion exposures is often "a purely
mathematical exercise using past
statistics," even though many em-
ployers are introducing better
safety practices and health promo-
tion programs.

Meanwhile, the marine market is
"mesmerized to rate cutting" to

the extent that it is unable to stop
unsafe practices by crew members
on board ship, he noted.

However, Mr. Cooper-Mitchell
said the insurers would respond to
his criticisms by saying that risk
managers were interested only in
buying insurance at the lowest
price.

Insurers would further argue
that this has reduced underwriting
standards and inhibited the indus-

try from getting involved in en-
couraging good risk improvement
practices and in discriminating
against bad industrial practices, he
said.

"That may be true of some risk
managers, but most are genuinely
interested in encouraging good
practice within their organization
and are sincere in seeking backing
from their insurance carriers," said
Mr. Cooper-Mitchell.

"The growth of captives over the
years shows that many risk manag-
ers are prepared to put their money
where their mouth is," he said. I

Bogus' broker
makes its pitch
to win account

By KATE McILWAINE

SYDNEY, Australia-Taronga
Enterprises is trying to select the
best Australia-based insurance

broker to place its business out of
the 20 it has interviewed.

Parasitic Intermediaries thinks it

is the best broker for Taronga and
makes a bid for the company's
business.

The amusing but poignant nego-
tiations between the pair of ficti-
tious companies in this role-play-
ing exercise were conducted at the
annual conference of the Assn. of

We can say with pride, we live up to
our name. Because our name represents

our pledge that your investment in

property insurance will bring tangible
returns.

Your share in Protection Mutual's loss

control strategy becomes an outstanding

risk management value. Our team,

together with your team, will minimize
losses with engineering and insurance
services that work in practice, not just

on paper. You'll see ambitious customer
service from knowledgable and experi-

enced professionals. If you suffer a loss,

we'll keep our end of the bargain. For
the person entrusted with managing

your company's risk, we offer
unmatched services, unbeatable results.

It boils down to one word.- protection.
With physical and financial protection,

we will secure the future of your business.

Dean E. Johnson

Chairman of the Board, President

and Chief Executive Officer

Part of the Factory Mutual System.

300 South Northwest Highway

Park Ridge, Illinois 60068

Risk & Insurance Managers of
Australia, held last month in Syd-
ney.

Len Hanning, a joint managing
director from the broker Heath

Fielding Australia, played the role
of a broker for Parasitic Interme-
diaries.

Paul Bawcutt, managing director
of the U.K.-based Risk & Insur-

ance Research Group Ltd. and au-
thor of books on risk management
and captive insurance companies,
played the part of a risk manager
from Taronga Enterprises.

Mr. Hanning told Mr. Bawcutt
that Taronga could expect a Para-
sitic broker to have "the predictive
abilities of Nostradamus, the nego-
tiating skills of a merchant in a
Baghdad bazaar, degrees in ac-

counting and law and the occa-
sional ability to perform mira-
cles."

More seriously, he said, a broker

should present a full analysis of
the client's risk exposures and de-
velop an appropriate insurance
program and then take the pro-
gram to underwriters and negoti-
ate the scope and price of the cov-
erage.

Perhaps a captive should be in-
volved in the insurance program,
Mr. Hanning said.

However, many brokers are

"blurring the parameters" of their
expertise by moving into other
areas such as managing captive in-
surance companies, according to

Association of

Risk & Insurance L_ --,%«
Managers of Australia

Mr. Hanning.
Captive management requires

special skills, and "there is a con-
flict of interest when a broker is

also the manager of a captive," he
said.

If Taronga were to select Para-
sitic as its broker, Parasitic would
provide an annual review of the
client's insurance program and ap-
point an account manager who
would be responsible for every
facet of Taronga's business, Mr.
Hanning said.

But Parasitic would not restrict

Mr. Bawcutt's contact with un-

derwriters-particularly if they
were able to invite him to the Mel-

bourne Cup, Australia's most pres-
tigious racing event held annually
on the first Tuesday of November,
Mr. Manning,quipped.

"You're more likely to get a sym-
pathetic response if the insurer un-
derstands your business," Mr.
Hanning said.

Parasitic also would -pinch
someone else's staff" if the broker

had insufficient personnel to cope
with the increased workload, he
added.

In response to a question from
Mr. Bawcutt, Mr. Hanning said he
could not guarantee the security of
the insurance companies that with
whom he places Taronga's busi-
ness. But he noted that Parasitic's

security committee in London and
the Insurance & Superannuation
Commission in Australia monitor

insurers continuously.
"We're very concerned at Para-

sitic about the soft market," Mr.
Hanning added.

Mr. Bawcutt told Mr. Hanning
that he would choose a broker ac-

cording to subjective and objective
considerations, as well as "the

availability of a box at the Mel-
bourne Cup." •
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A TIP:

In a Soft Market

Take a Hard Look at

the Bottom Line
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Even in today's soft market, you can increase profitability,
expand and stabilize your book of business to include small
and medium-sized nonprofits.

Offer your clients TIP The Insurance Program for nonprofitspM
a unique liability and property insurance program. Even in a

hard market you won't be forced to move your
business and lose commission income. With

Associated Programs, Inc. there will be no
surprises. We are committed to the nonprofit

industry. We offer comprehensive
coverage, competitive prices, quick

reliable quotes and rapid issuance.
So take advantage of a

TIP from national experts in insurance
programs for nonprofits. For more informaton
call 1-800-321-2122 or 212-688-9700.

Ask for a community se-vice representative.

"This program is the one best
suited for the liability & property
insurance needs of nonprofits.
Partnership Umbrella, anc.

Ni-i Associated Programs, Inc.
 919 Third Avenue · New York, New York 10022-3970KORNREICH AFFILIATE
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Tokyo quake
greatest fear
of insurers

By KATE McILWAINE

SYDNEY, Australia-A Tokyo
earthquake is the event insurers
fear most, according to a leading
brokerage executive.

Losses in such a quake could
total $670 billion, Michael W. Coo-
per-Mitchell, deputy chairman of
London-based Sedgwick U.K. (Na-
tional) Ltd., told delegates to the
Assn. of Risk & Insurance Manag-
ers of Australia conference Nov.

12-15 in Sydney.

Need Safety/Risk Control?

Your Sne

On Time

Within Budget

Exileriencell Consultant

Ask Our Clients

For more information, mail this completed coupon.
Name

Title

Company

Address

City, State, Zip

Telephone ( )

Please send me:

E] A list of Crawford & Company's clients

[1 More information on Crawford's Risk Improvement Services
[l Qualifications Summaries of Crawford's Consultants

Crawlord
CRAWFORD & COMPANY

RISK CONTROL SERVICES

Jim Sybert, Vice President
Risk Control Services

Crawford & Company

5620 Glenridge Drive, N.E.
PO. Box 5047

Atlanta, GA 30302-9979

(404) 256-0830 BI

That Tokyo Bank estimate from
1987 represents at least 23% of
Japan's gross national product, he
said.

It easily would surpass the com-
bined cost of the recent slew of

catastrophes: the $3 billion Octo-
ber 1987 windstorm in Southeast

England and northwest Europe;

the $1.4 billion Piper Alpha North
Sea oil platform fire last year;
Hurricane Hugo; the California
earthquake; and explosion of a
Phillips Petroleum Co. petrochemi-
cal plant.

A Tokyo quake would also
greatly disrupt financial markets
because insurers would be forced

to liquidate assets to pay claims, he
predicted.

"Stock market falls could create

paper losses far in excess of the di-
rect earthquake damage," said Mr.
Cooper-Mitchell.

To date, nnajor catastrophes--
both man-made and natural-have

shown that the insurance industry
can cope with paying the losses
from major disasters, Mr. Cooper-
Mitchell told ARIMA delegates.

For example, underwriters have
paid single-event losses like Piper
Alpha, he said. There also are other
single-limit risks around the world
that exceed Piper Alpha's value, he
predicted,

Underwriters also have been

able to pay the bigger, long-tail li-
ability losses-such as those

Association of

Risk & Insurance %, -
Managers of Australia

caused by asbestos-that in the
United States alone may end up
costing more than $25 billion, he
said.

But there are some risks the un-

derwriters think are too unpredict-
able to take a chance on, according
to Mr. Cooper-Mitchell.

"The industry has distanced it-
self from the provision of coverage
for gradual pollution and certain
nuclear risks and some of you may
not like the way it has done that,"
he said.

"But it is arguable that there are
some activities of man which have,
as an inevitable side effect, a de-

structive impact on the environ-
ment and that it is not the role of

the insurance industry to pick up
the bill."

And there are risks yet to be
identified that could pose mega-
losses on the insurance market, he
said.

For example, the industry could
be hit by a loss affecting computer
networks in world money markets,
he said.

"If some evil genius succeeded in
planting a virus which effectively
destroyed these networks, the sub-
sequent losses could be far in
excess of a Piper Alpha," he
said.

Also, while underwriters so far
have been able to pay all claims
from natural disasters, the result

of a natural mega-loss is difficult
to assess, said Mr. Cooper-Mit-
chell.

"The effect of a mega-loss on
trade and business generally must
be considered," he said. "The in-
surance industry's health in terms
of its ability to earn money on its
investments is closely linked with
the health of major trading na-

Continued on page 18
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The brightest new name in Hollywood is ready to give Fireman's Fund. They've handled more productions
your next production all the coverage it needs. for more years than any other insurer.

Entertainment Brokers International is a stellar per- Call (213) 824-0111 and talk to one of the
former, offering more than 60 years expenence ,=•••••••„Ir greatest stars in the business: Don Cass, Dick
brokering a variety of film and stage produc- Barry, Sarah Allen, Bonnie Henderson or
tions, including over 400 motion pictures.

We also offer you something no other

Ute Stults. Or visit our office at 10940 Wilshire

Blvd., Los Angeles, CA 90024.
broker can - the Entertainment Division of FAX (213) 824-5733.

Entertainment Brokers International
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Quake predictions
Continued from page 16
tions."

However, there are some predic-
tions available on the cost to insur-

ance companies of such "mega-
losses."

For example, Mr. Cooper-Mit-
chell predicted that if an earth-
quake the magnitude of the 1906
San Francisco earthquake hit
Northern California today, the in-
sured losses would exceed $40
billion.

That estimate represents about
20% of the U.S. property/casualty
insurance industry's total 1987
premium volume of $190 billion,
Mr. Cooper-Mitchell said.

According to figures from A.M.
Best Co., total U.S. property/
casualty insurance premium vol-
ume for 1987 amounted to $193
billion.

"If the U.K. insurance market

could handle a loss representing
10% of its annual premium income

Leadership
skills a must,
management
expert says

By KATE McILWAINE

SYDNEY, Australia-Risk man-

agers should know how to manage
people as well as risks, because
people are a company's most valu-
able resource, according to a man-
agement expert.

Managing human resources is a
fine-tuning aspect of the risk man-
ager's role that requires skill, ex-
pertise and persistence, said Tony
Clyne, managing director of the
New South Wales government's
Business and Consumer Affairs

Department.

It involves leadership rather
than just management, because
people cannot be manipulated the
way data can, and inefficient per-
sonnel management will prevent
an organization from changing and
growing stronger, he stressed dur- .

Association of 1

Risk & Insurance \_1$%
Managers of Australia -

ing remarks at the Assn. of Risk
& Insurance Managers of Aus-
tralia conference in Sydney Nov.
12-15.

Risk managers should have clear
goals that are flexible enough to be
changed when necessary, accord-
ing to Mr. Clyne.

"To manage without a plan is a
crime," he said. People should try
to fit into the plan and contribute
to it, he added.

"Be someone with a vision and

communicate with your employ-
ees," he stressed.

Good management also involves
making decisions, even if they are
the wrong ones, Mr. Clyne as-
serted.

"The choice is yours, but if you
don't make a decision, you
shouldn't be at the top," he
added.

Mr. Clyne also advised risk
managers to practice what they
preach and exhibit honesty, firm-
ness and fairness in their leader-

ship.
"Manage yourself effectively,

professionally and personally," he
said.

"People are your best resources.
Get your team harnessed, take
risks yourself, and always keep
fine-tuning your plan," Mr. Clyne
said. •

without a hiccup (referring to
the 1987 windstorm loss of $1.8

billioh in the United Kingdom),
could the U.S. market cope with a
loss of 20%?" Mr. Cooper-Mitchell
asked.

Also, a study by the National
Committee on Property Insurance,
a U.S. insurer-supported organiza-
tion, shows that an earthquake
measuring 8.6 on the Richter scale
along the New Madrid fault line in
the central United States would

produce estimated property losses
of $52 billion.

And an earthquake measuring
7.5 on the Richter scale occurring
along the Newport Inglewood fault
in Los Angeles County would pro-
duce losses of more than $70
billion, according to the commit-
tee's study.

While many homeowners and
businesses in seismically active
areas do not insure against shock-
or earthquake- damage, studies
suggest that at least half the insur-
ance claims would be for fire dam-

age and there would be many other selves wiped out with knock-on ef-
workers compensation, automobile fects for other policyholders," he
and liability claims. said.

"Given the innovative approach And Mr. Cooper-Mitchell
to interpretation of policy word- warned that there would be a re-

ings by the U.S. courts, they might duction in insurers' capacity. All
find that earthquake shocks could buyers would find coverage was
be brought within a policy word- less available and costs higher. In-

'Given the innovative approach to interpretation of
policy wordings by the U.S. courts, they might
find that earthquake shocks could be brought

within a policy wording, even though not
specifically insured,' says Mr. Cooper-Mitchell.

ing, even though not specifically
insured," Mr. Cooper-Mitchell
warned.

He also noted that the effects of

an earthquake would not be evenly
spread across the insurance indus-
try.

"Some carriers would find them-

surance companies could pick and
choose the risks they wanted to
cover.

Meanwhile, Mr. Cooper-Mitchell
said premium rates in the commer-
cial insurance market are hard-

ening worldwide, and recent cata-
strophic losses have hastened the

process.

Property/casualty insurance
rates will turn upward toward the
end of this year, he predicted.

Although some risk managers
may argue against the need for in-
creased rates, he said the insurance
industry has to be allowed to gen-
erate reserves for the increasing
number of natural disaster losses

that are an inevitable consequence
of the spread of development into
areas prone to floods and earth-
quakes.

Australia also has "its fair

share" of exposures to brushfires,
wind, floods and earthquakes, Mr.
Cooper-Mitchell pointed out, sug-
gesting that risk managers should
talk with their industry coueagues
about ways to mitigate the impact
of these natural disasters.

"When a disaster occurs, it is
an absolute loss of wealth. Neither

the government nor the insurance
industry can create wealth. They
can only redistribute it," he
said. •
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Five days. That's all it takes us to pay your claims,
once damages and coverage are confirmed. Now if
recoverables are 90 days past due, you could have

to reduce your policyholders' surplus by at least 20%

of the amount overdue. Slow paying or non-paying
reinsurers could seriously threaten your ability to write
new business. When planning your reinsurance I
strategy look to American Re. We're a company tha
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Proposed Australian legal reforms criticized
By KATE McILWAINE

SYDNEY, Australia-The Aus-
tralian Law Reform Commission's

product liability proposals and a
bid by lawyers to introduce contin-
gency fees came under fire during
the Assn. of Risk & Insurance Man-

agers of Australia's annual con-
ference in Sydney Nov. 12-15.

While agreeing that current
product liability laws are inade-
quate, insurance law expert Geoff
Masel said he is opposed to the
ALRC's proposal to widen the
scope for action against manufac-
turers of unsafe products.

And insurance premiums could
skyrocket if a Victorian Law Insti-
tute proposal to introduce contin-
gency fees for attorneys is adopted,
warned Rod Waites, director-man-
ager for Australia of C.E. Heath

Casualty & General (Liability) Pty.
Ltd.

The ALRC's product liability re-
form proposals are "radical and
unique," said Mr. Masel, a consul-
tant to the large Australian law
firm Phillips Fox.

Insurers and manufacturers also

strongly oppose the ALRC propos-
als, the economic impact of which
the Australian Industry Commis-
sion is studying (BI, Nov. 13).

Under the ALRC proposals,
manufacturers would be liable for

any injury and/or damages that
occur as a result of the way goods
"act." However, manufacturers
also could use a series of defenses

to reduce connpensation payable,
including:

• Whether the claimant's knowl-

edge of the product would lead a
reasonable person to appreciate

the risk of using the product.
• Whether the product defect

could have been discovered or an-

ticipated by scientific means when
it was manufactured, or the so-
called state-of-the-art defense.

However, Mr. Masel said the

ALRC's requirements for applying

Association of

Risk & Insurance li -
Managers of Australia "

the state-of-the-art defense are so

strict that it is unlikely the defense
would ever succeed in practice.

As a result, manufacturers that

develop new products could face
huge risks, he said.

• Whether the product "acted"

1 ZEJ 0

MAf 5 889

as it did to comply with a legal
standard. In such a case, the gov-
ernment entity that set the stan-
dard would be responsible for the
injury or damage.

But Mr. Masel predicted that
governments would never establish
product standards due to the po-
tential liability from products that
met the standards but still caused

injuries.

Mr. Masel also predicted that in-
surance and legal costs would rise
if the ALRC proposals are adopted.

And insurance cost and avail-

ability also could be affected by a
proposal to institute contingency
fees for lawyers, said Mr. Waites of
Heath Casualty & General.

Some insurers may discontinue
underwriting liability insurance
altogether, while others may offer
liability coverage only to policy-

is financially stable and committed to prompt claims
payment. That lets you spend time managing

your business, instead of your recoverables. Why let American Re4nsurance Company V
your recoverables age at all. Talk to American Re. American Re Plaza, 555 College Road East, Princeton. NJ .08543-5241 .609-243-4200

Atlanta Bogota Boston.Cairo, Chicago, Columbus, Dallas. Hartiord, KansasCity London, LOSAngeles, Melboutne. Minneapolis, Montreal. Newtk. Philadelphia. Princeton. San Francisco. Santiago. Singapore. Sydney. Tokyo. Toronto

holders that also assume sizable

self-insured retentions, he pre-
dicted.

Many insurers, including Lloyd's
of London underwriters and major
European reinsurers, are closely
monitoring Australia's legal re-

forms, according to Mr. Waites.
"They are concerned that our so-

ciety is becoming far too litigation
conscious and the attitude and in-

terpretations of our courts too lib-
eral," he said.

He dismissed lawyers' claims
that contingency fees would im-
prove consumer access to the legal

system as "an invention," contend-
ing that the fees would instead give
rise to tort blackmail.

The insurance industry, as one of
the largest users of lawyers, would
be forced to increase premiums to
cope with rising litigation costs
and court awards, he said.

"It is in the interest of lawyers in
a contingency fee structure to
maximize (awards), not compro-
mise," Mr. Waites said.

Australian courts already are at
a breaking point, and the Victorian
Law Institute's proposals would
only further swamp the system.

Mr. Masel also criticized the

High Court of Australia for being
inconsistent. While the court is re-

luctant to disturb common law

precedent in some decisions, it has
completely overturned it in others,
Mr. Masel said.

Conflicting decisions make it
difficult for the legal and risk
management community to predict
future trends in the law, he said.

Australian state statutes also are

difficult to interpret, he said.
For example, the Victorian Acci-

dent Compensation Act, which is

part of the state's workers .com-
pensation law, is "mind boggling
in its obscurity," he said.

Even Victorian County Court
Judge Hart has described it as "the
most poorly drafted piece of legis-
lation I have ever seen," according
to Mr. Masel. •
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Strong Markets for Private
Countrv Clubs

As we face another tight market irs the 90's,
Brownyard stands on its record of s tabitity.

Country Clubs, for example Insuraie for a//
buildings - even without sprinklers. Liab lity

coverage for Liquor, Pollution, Swimmirg Pools
and more. Plus D&0. Plus Umbrella. Plus
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Johns Hopkins names
hospital risk manager

Comings & goings: buyers
Paul Rosenberg, 38, named vp,

general counsel and secretary of
Johns Hopkins Health System and
The Johns Hopkins Hospital in Balti-
more. In this newly created position
Mr. Rosenberg oversees professional
and general liability insurance, risk
management and compensation. He
reports to Dr. Robert M. Heyssel,
president of the Johns Hopkins
Health System. Previously Mr. Ro-
senberg was director of legal affairs
and risk management for the Univer-
sity of Rochester and its Strong Me-
morial Hospital in Rochester, N.Y.
While there he also served as an as-

ARE YOUR PUBLIC
ENTITYCLIENTS

PROTECTEDAGAINST
THE BIG HIT?

While they may be pro-
tected on a limited lia-

bility "first dollar"
claims basis, the cost
(and availability) of ex- ..e='

cess liabilify coverage
has causea too many
public entities to "go
bare" against the dev- .

Ifiastating large loss ll!t  
that spells financial
disaster.

But now there is , ,
a cost effective 1

way for munici-
patities every- ,.
wheretoobtain

thisvitallyneeded
protection aainst
the catastrophic loss, -'*®--

which happens all too
frequently in today's litigious environ-
ment... States Self-Insurers Trust and its wholly
owned insurance compan¥ States Self-Insurers
Risk Retention Group, Inc.

The Trust, born out of the 1986 Federal Risk
Retention Act and comprised only of public
entities, offers through its insurance company
excess liability coverages exclusively for its
members. Excess coverage available includes
comprehensive general hability auto liability

public officials errors
and omissions, law en-

forcementleplliability
and civil rights. Limits
offered are up to $10
million inclusive of
the member's elected
self-retention.

Attractive premi-
ums are actuarially es-
tablished ona fixed cost

basis with an experi-
ence rating program
that reduces future

miums for good s
experience. Statesenjoy
the operating expense
advantages of a risk
retentiongroupindud-
ingtax exempt status for
incometaxpurposes.

So, give your clients sound, stable excess
liability protection that gives them a "big bang
for their bucks." Contact us today at Suite 200,
5555 Triangle Parkway Norcross, Georgia 30092,
404-368-8848. Do it now...before the gavel falls.

0 States M
Self-Insurers Risk

Retention Group,Inc.

sistant professor of medical humani-
ties. Prior to that he administered a

liability self-insurance program for
the University of Cincinnati Medical
Center. Mr. Rosenberg holds a bache-
lor's degree from Brown University
in Providence, R.I., and a doctor of
law degree from the University of
Cincinnati. He is a member of the

National Health Lawyers Assn., the
National Assn. of College and Uni-
versity Attorneys, the American So-
ciety of Hospital Attorneys and the
American Society for Hospital Risk
Management. In addition he is a dep-
uty member of the Risk & Insurance
Management Society.

***

Georges Balcer, 47, has been
named director of risk management

at Stone Container Corp. in Chicago.
In this newly created position he co-
ordinates the risk management acti-
vities of Stone's worldwide paper-
making and packaging operations.
Mr. Balcer reports to Michael B.
Wheeler, vp, treasurer and assistant
secretary. Previously, Mr. Balcer was
risk and insurance manager for Con-
solidated-Bathurst Inc. in Montreal.

Consolidated Bathurst was acquired
by Stone last March. Mr. Balcer at-

tended the University of Ottawa in
Ottawa, Ontario. In addition, he is a
deputy member of the Risk & In-

surance Management Society, and is
a co-founder of the RIMS Hockey
"All-Stars," which face off during
the annual RIMS conference to bene-

fit the Robert S. Spencer Memorial
Foundation Inc., which provides
scholarships to students studying risk
management and insurance (BI, April
3).

***

Richard E. Crum, 57, has been

named corporate risk manager of
Giddings & Lewis Inc. in Fond du
Lac, Wis. In this newly structured
position he is responsible for prop-
erty/casualty, group health, workers
compensation and product liability
coverages. He reports to Robert D.
Kamphuis, treasurer. Mr. Crum pre-
viously served as an independent risk
management consultant to Giddings
& Lewis, which makes factory auto-
mation equipment. Prior to that, he
was corporate risk manager for the
company from 1978 until 1984. Fol-

lowing a restructuring of the com-
pany in July, the position of risk
manager was re-created at Giddings
& Lewis. He holds a bachelor degree
in business administration from Mar-

quette University in Milwaukee.
***

Jerry W. Robinson, 43, named

director of risk management and in-
surance at The Enstar Group Inc.
in Montgomery, Ala. In this newly
created position he oversees prop-
erty/casualty insurance, safety and
loss control programs and claims
management. He reports to Charles

B. Peterson, executive vp and gen-
eral counsel. Prior to joining Enstar,
a financial services and specialty re-
tailing firm, Mr. Robinson was assis-
tant risk manager and claims admin-
istrator for Kinder Care Inc. in

Montgomery, Ala. Prior to that, he
was director of risk management at
West Point-Pepperell Inc. in West
Point, Ga. He received a bachelor of

science degree from Auburn Univer-
sity in Auburn, Ala. Mr. Robinson is
a deputy member of the Risk & In-
surance Management Society.

We'd like to report on sta# changes
in your company's risk management,
safety and employee benejits depart-
ments. Just drop a note to Paul Win-
ston, Copy Editor, Business Insur-
ance, 740 N Rush St., Chicago, Ill.
60611-2590, or call 312-649-5442.

Please send a photograph, too.



Merrett syndicates
to reduce activity
in LMX marketplace

By CAROLYN ALDRED

LONDON-Lloyd's of London

syndicates managed by Merrett
Underwriting Agency Management
Ltd. are pulling out of London's
non-marine excess-of-loss reinsur-

ance market.

Syndicates 421 and 418/417,
which write about $40 million of
non-marine retrocessional busi-

ness between them, will signifi-
cantly reduce their retrocessional
underwriting next year, said Ken

Randall, managing director of par-
ent Merrett Holdings P.L.C.

Non-marine syndicate 421, un-
derwritten by Dennis Purkiss, will
write no non-marine LMX busi-

ness next year, he confirmed.
Currently LMX business repre-

sents about 40%, or $10 million, of

syndicate 421's premium volume,
Mr. Randall estimated.

Syndicate 418/417, one of the

largest syndicates at Lloyd's, also
will reduce its retrocessional un-

derwriting and will write no more
"spiral" business, he said.

Excess-of-loss retrocessional

business written by London un-
derwriters for other London-based

ceding companies often is de-
scribed as LMX business. In recent

years there have been growing
concerns about the extent to which

London underwriters reinsure each

other, which causes claims to "spi-
ral" in the market as they are
passed from one underwriter to
another for years after a loss
occurs.

Some market observers fear that

the LMX market provides illusory

capacity, is inherently weak and
creates an inability among un-
derwriters to accurately determine
their risk exposure.

"The view that we take is that

the non-marine LMX market has

lost sight of underwriting funda-
mentals," said Mr. Randall.

Meanwhile, attempts to increase
retention levels and co-reinsurance

requirements in the non-marine
LMX market, following Hurricane
Hugo and the California earth-
quake, are failing, said Mr. Pur-
kiss.

"The London market has lost

sight of its function. The whole
concept of LMX is sound but the
problem is that the market has lost
its direction. It's far too heavily in-
volved in retrocessional business,"
said Mr. Purkiss.

Broker network

Small and mid-sized insurance

brokers increasingly are looking at
ways to compete with the large, in-
ternational brokerage companies
as the insurance industry gears up
for the removal of trade barriers

within the European Community.
For example, some smaller bro-

kers are forming relationships and
networks with brokers in other

countries on a similar basis to the
UNISON worldwide network of

brokers.

A formal agreement was reached
this fall among 13 brokers to form
a network of independent, corre-
spondent brokers embracing the
European Community and other
countries.

The network, which is dubbed
the International Broker Network

by its members, includes:
• Corporate Risk P.L.C., based

in Edinburgh, Scotland.
• Alec Finch & Co. Ltd. of Man-

chester, England.
• K.R. Chapman Sagese, Corre-

duria de Seguros S.A. of Madrid,
Spain.

London

• Jean Crab et Ses Fils S.A. of

Brussels, Belgium.
• Graffner Assurantien of Am-

sterdam, Netherlands.
• Frank Glennon Ltd. of Dub-

lin, Ireland.
• Sudvers Gruppe of Stuttgart,

West Germany, with offices in
Mannheim, Freiburg and Cologne,
West Germany.

• Favre Sarl of Mulhouse and

Continued on nezt page
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 REINSURANCE:

Get covered, not buried!
Keman Associates' senior managers will custom tailor a reinsurance

program for you that provides the coverage you need,
without burying your bottom line.

We're independent consultants, working exclusively FiA *
on a fee basis - so, we're not biased by high margins -0/b
or commission. We'll help manage your reinsurance program, including:            -

• Needs Analysis • Setting Proper Retention Levels
• Development of Action Plans• Contract Analysis L

We'll even help clear up the reinsurance mystique for your Please send me more information
staff and line. about Kernan Associates.

Return this coupon today for a free brochure and let Keman
Associates help keep your reinsurance plan above board.

1 VAKeman
Associates, Inc.
Insurance & Reinsurance Consultants

RO. Box 128 · Gillette, NJ 07933-0128 • (201) 665-0757

Name

Company

Address

Citv

Phone

Whatever your
Insurance Company
E&(FD&0 program:

We can

providethe
missing
elements

youneed
Building a cohesive, sound errors and
omissions liability program for your
insurance company may require a range
of resources and elements. Some you may
already have in place.

Supplying the missing elements is
our specialty. For over a decade Shand
Morahan has served the liability needs of
insurers. OurInsurance Companyprogram
offers numerous options that can be adapted
to your specific needs andthat will comple-
ment your present program.

An added value of our coverage is the
extensive claims experience we have in
this category of business. We have handled
over 5000 liability claims against insurance

companies and our experience on loss
questions is always available to you.

Our coverage is written as primary
insurance and either E&0 or I)&0 or both

may be selected. For more information,
contact Gerard Albanese, VP, Product
Manager, at (312) 866-0874.

=11 Shand Morahan
A member of the Shand Morahan Group

Sband Moraban & Company Inc.
Sband Moral)an Plaza

Evanston IL 60201 312 866-2800

Professional Liability and Specialty insurance

State Zip
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Continued from previous page
Paris, France.

• Fabiass SRL of Milan, Italy.

• S&G Interbroking A.G. of Sug,
Switzerland.

• Internationale Versicherungs-
Makler Kiefhaber Gesellschaft

mbH of Vienna, Austria.

• Weichert Corretagens de Se-
guros Ltda. of Sao Paulo, Brazil.

• James Jakson (Pty.) Ltd. of Jo-
hannesburg, South Africa.

"During the early part of 1988
we discussed the evolution of a free

market in insurance services and

decided that a European presence
was vital, not only for future busi-
ness development, but also to pro-
vide a better service to our existing

clients," said Corporate Risk
Chairman Douglas Smith.

However, "as a Scottish-based

independent company, setting up
branch offices or establishing a
presence by acquisition was im-

practicable due to the massive fi-
nancial investment required. We
decided therefore that the only op-
tion realistically open to us was to
identify comparable companies
throughout the EC who shared the
same objectives and seek to form
an association or network," he ex-

plained.
In a separate development, Lon-

don broker Lowndes Lambert

Group Holdings P.L.C. is putting
together a Europewide property
and liability line slip for corporate
clients and their European subsi-
diaries.

The coverage will be under-

written by insurers based through-
out Europe and will be led in each

country by an insurer based in that
country, according to Richard
Shaw, chairman of Lowndes Lam-
bert.

Lowndes Lambert plans to have

its Euro-Master Cover ready for
January 1991 with maximum
limits of up to about 50 million
pounds ($78.2 million), said Mr.
Shaw.

Meanwhile, Lowndes Lambert is

continuing to add offices and cor-
respondent brokers throughout
Europe.

So far, the broker's network in

Europe includes:
• Paris-based La Securite Nou-

velle, in which Lowndes Lambert
has a 45% stake.

• Lowndes Lambert Italy S.p.A.
in Milan and Rome.

• Interbroker of Barcelona,

Spain, fully owned by Lowndes
Lambert.

• Lothar Walter Schenk, a cor-

respondent broker based in Mun-
ich, West Germany.

• Nicos Macropoulos, a corre-
spondent broker based in Athens,
Greece.

Lowndes Lambert also is discus-

sing links with a Dutch broker and
a Belgian broker, said Mr. Shaw.

Meanwhile, Lowndes Lambert is

buying the Australian brokerage
subsidiaries of rival London bro-

ker Bain Clarkson Ltd.

Lowndes Lambert currently spe-
cializes in brokering construction
risks in Australia, and the acquisi-
tion of Bain Clarkson's retail brok-

erage operation will broaden its
business in Australia, according to
Mr. Shaw.

As a result of the deal, Lowndes

Lambert Australia Holdings will
consist of two operations: Lowndes

Lambert Australia, specializing in
construction insurance brokerage,
and Lowndes Bain, a retail broker-

age.

Bain Clarkson sold its operations
for about $7.5 million Australian

($5.9 million U.S.), though it will
retain a 20% stake in Lowndes

Bain, said Bain Clarkson Chairman
Simon Arnold.

The combined operation is ex-

pected to produce revenues of
about $20 million Australian

($15.7 million U.S.), according to
Mr. Shaw.

London

New brokerage
A small insurance brokerage and

a North American team from

Lloyd's broker Blackwall Green

Ltd. have merged to form London-
based Stirling Cooke Insurance
Brokers Ltd.

Stirling Cooke was formed in
October by :he non-North Ameri-

can insurance brokerage Stirling
Insurance Brokers Ltd. and a team

of 10 people from Blackwall Green,
headed by Mark N. Cooke.

The new company hopes to fall
under the umbrella of Lloyd's bro-
kerage Windsor Insurance Brokers
Ltd. as soon as Lloyd's approves

the arrangement, said Mr. Cooke,
Stirling Cocke's managing direc-
tor. Stirling Cooke hopes it will
become a Lloyd's broker :n its own
right in the next few years, he said.

The new brokerage, with about
30 employees, expects x produce
annual brokerage revenue of 1 mil-
lion pounds ($1.56 million), includ-
ing about $750,000 in revenues
from North America.

The North American team spe-
cializes in reinsurance of North

American self-fnsured accident

and heal:h plans, workers compen-
sation risks and self-funded prop-
erty risks.

Mr. Cooke began his career at

Lloyd's brokeraEe group Leslie &
Godwin Lti. in 1976 and set up
=he North Amezican re.nsurance

side of Blapkwall Greer in 1985.

He said he left Blackwall Green

"amicably" because "you don't get
the opportunity to set up your own
Lloyd's broker that often."

Professional liability
The regulatory authority for

British investment consultants and

brokers still plans to introduce a
compulsory professional liability
insurance program, despite failing
to get its first plan off the ground.

The Financial Intermediaries,

Marliers & Brokers Regulatory
Assn.-dubbed FIMBRA-has

"embarked on a consultation pro-
cess -v.th trade associations with a

view to establishing some sort of
compulsory professional indemnity
Flar. for members as soon as possi-
ble," said a FIMBRA official.

FIMBRA was set up as a self-reg-
ulatory association to monitor fi-
nancial and investment consul-

tants, advisers and brokers

following enactment of the Finan-
cial Services Act of 1986.

The proposed insurance plan will
indemnify FIMBRA members for
awards made against them by an
investment referee, an independent
arbiter empowered by FIMBRA to
award compensation to investors
with genuine complaints against
FIMBRA members.

The investment referee can

award up to 50,000 pounds
($78,000) per complaint. However,
the proposed insurance program
would provide unlimited indemni-
fication for a series of awards

stemming from one incident, said
Continued on next page

Betweenautility's unique insurance needs and the

Janes brokers bring something even
more valuable than insurance to their

utility clients. Tney bring understanding
of=he utility industry.

james serves utilities of all kinds and

categories fron coast to coast. James
keeps them cn top of changing insur-
ance markets. with programs built
around their special accounting, report-
ing and regl.!atory needs.

James delivers hands-on local service
backed by the resources of a national
utilities group. Irs the kindof teamwork
James clients in all industries count on.

In more than 90 offices nationally,
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the FIMBRA official.

FIMBRA's first attempt to put to-
gether a compulsory plan was aban-
doned just days before it was to start
when the underwriter refused to pro-
vide unlimited coverage for a series
of awards resulting from the same
incident or error.

The prcgram, administered by
London broker Pointon York Vos

Ltd. and underwritten by Lloyd's of
London underwriter Alec Sharp, was
supposed to be compulsory for all
FIMBRA members beginning Nov. 1.

However, Mr. Sharp in mid-Oc-
toi)er proposed to cancel the bind-
ing authority he had granted to PYV,
claiming he had misunderstood the
terms of the program.

Mr. Sharp said the coverage he
was offering was limited to 50,000

pounds for all awards stemming from
one incidence of negligence, while
PYV claimed the binding authority
granted up to 50,000 pounds in cov-
erage for each and every referee
award "not withstanding that two or
more judgments, claims or com-
plaints against an individual insured
arose out of the same negligent act,
error or omission" by the insured.

Mr. Sharp since has agreed to offer
coverage against the referee awards,
but only up to specified policy limits,
not the unlimited coverage that FIM-
BRA seeks, said Clive Hawker, a PYV
director. "The minimum level of

cover is 100,000 pounds ($156,400)
for any one claim and an automatic
option exists to increase. .cover to
250,000 pounds ($391,000) for any
one claim," according to PYV.

In addition, "quotations will be

provided for excess sums insured up
to 20 million pounds ($31.2 million),"
it adds.

But, because of the limits imposed
by Mr. Sharp, the PYV plan "no
longer meets FIMBRA's requirements
for a compulsory insurance plan,"
said the FIlVIBRA official.

The PYV plan continues to be
available to FIMBRA members on

a voluntary basis and a "substan-
tial" number of members have pur-
chased the coverage, said Mr.
Hawker of PYV.

FIMBRA, meanwhile, still "is look-
ing at all possibilities" to establish a
compulsory insurance arrangement
for members providing unlimited lia-
bility coverage for awards made
under its investment referee system,
the FIMBRA official said.

However, FIMBRA's chairman,

know-how to meet them is a treacherousgulf
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Lord Elton, and several council mem-
bers already face a vote of no confi-
dence proposed by about 1,500 of the
association's 8,200 members at FIM-
BRA's annual general meeting this
month because of the failure ,)f the

first plan, confirmed the official.

D&0 claims

Litigation against British corporate
directors and the need for directors

and officers insurance protection in
Britain will continue to increase, ac-

cording to Lloyd's of London un-
derwriter John Wetherell.

Government legislation and several
court cases have increased the liabili-

ties facing British corporate directors
in recent years, he said in a speech
last month to members of the Insur-

ance Institute of London.

and througt the network of the
Sedgwick Group, with 300-plus offices
64 countries worldwide, James offers
the extra reach that comes from know-n James builds the bridge.
ing their clients' business. America's premier insurance broker. A Sedgwick Group Company

For example, if a British company
becomes insolvent, its former direc-

tors could face a string of claims, in-
cluding those:

• From the company's liquidator

under the Insolvency Act of 1986.
• For damages to investor share-

holders.

• From creditors whose debts are

not paid in full.
• From the British Customs and

Excise department and the Inland
Revenue for various taxes.

Individuals increasingly are being

faced with personal consequences for
actions taken in the course of their

work, Mr. Wetherell noted.

"Will directors of ability and qual-
ity be prepared to serve on (company)

boards that do not provide sufficient
insurance protection to cover them
against the potential financial disas-
ter that could befall them as a result

of their actions when serving as
directors?" Mr. Wetherell asked.

"It is my belief that an increas-
ing awareness of the wide exposure

to litigation will lead more and more
directors to seek insurance protee-
tion," he said.

Moreover, "I do not believe that

the exposures will remain solely with
the boards of large and sophisticated
companies, but will spread to what
may at present be considered low-
risk categories. I foresee increased
pressure on such groups as Inanage-
ment committees of blocks of flats,
housing co-operatives, school parent-
teacher associations, golf club com-
mittees, charitable organizations,
church committees and other seem-

ingly innocuous groups," he added.
"I am quite certain that the pres-

ent interest and concern about the

environment will eventually focus
critical attention on the directors and

managers of those entities seen to be
responsible for damage to the land,
sea and air," noted Mr. Wetherell.

Meanwhile, the British Companies
Act, passed by Parliament last
month, clarifies that companies may

purchase liability insurance for any
"officer or auditor," provided that
the purchase of the insurance iE
stated in the company's annual re-
port.

The legal ability of a company tc
purchase D&0 coverage for its em-
ployees previously had been unclear

sources say.

Comings & goings
Nicholas Baring will becomf

chairman of London-based Commer-

cial Union Assurance Co. PLC. fol-

lowing the retirement of Sandy Mar·
shall next April. Mr. Marshall
became chairman in 1983. Mr. Bar-

ing, 55, has been deputy chairman oj
CU since 1983.

Kenneth L. Hammond has been

appointed chief executive officer 01
Prescot Management Services Group
a subsidiary of London broker Minel

Holdings P.L.C. that provides captive
management and risk management
consulting services.

Other appointments at Prescott in-
clude: John H. Sewell named man-

aging director of risk consulting (Eu-

rope); Colin R. Newell named
managing director of Prescott Man-

agement (Bermuda) Ltd.; and Iain
McCathie appointed managins
director of Prescot Managemenl
(Guernsey).

S.J. Quick has been appointec
managing director of the newl
formed North American Property di-
vision of Lloyd's of London brokei
J.H. Minet & Co. Ltd.

Bain Clarkson Ltd. has appointec
Peter A. Grebbie to the newh
created position of director of the Fa]

East region. Mr. Grebbie, who wil
continue as managing director o
Bain Clarkson's Hong Kong opera-
tions, Inchcape Insurances (HK) Ltd.
will be responsible for coordinatinE

and expanding the broker's networb
of offices in Asia.

Lloyd's of London broker Denis
M. Clayton & Co. Ltd. has appointec
Lawrence M. Oliver, Adam M.C
Sayers and Robin A. Ward a
directors of its North American divi

sion. I
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Unlimited punitive awards could be barred: Court
By STACY ADLER

NEW YORK-Multiple, unlim-
ited punitive damage awards
against the same company for the
same conduct could be declared

unconstitutional, the 2nd U.S.

Court of Appeals indicated in an
asbestos case.

While declining to review the
constitutionality of such awards,
the 2nd Circuit recently said: "The
multiple imposition of punitive
damages for the same course of
conduct may raise serious consti-

tutional concerns."

However, the court said review

of those concerns was precluded by
the asbestos company's failure to
address the issue more thoroughly
at trial.

"It appears the appellant neither
adequately raised this legal argu-
ment nor made sufficient record on

it in the trial court," explained the
court.

The suit involved a dispute be-
tween a shipyard worker and Ce-
lotex Corp., a unit of Jim Walter
Corp. in Tampa, Fla. Celotex in

1

There is 'a need for a

uniform, national rule

on the issue' of

punitive damages the

appeals court says.

1972 acquired asbestos manufac-

turer Carey Corp. and all its liabi-
lities.

Jack P. Racich worked as a ship-

yard worker from 1923 to 1974,
during which time he was exposed
to asbestos products. Through his
exposure to asbestos Mr. Racich
contracted asbestosis, a

progressive and irreversible lung
disease caused by inhaling as-
bestos fibers.

A jury awarded Mr. Racich
$165,000 in compensatory damages
and $100,000 in punitive damages,
later cutting the compensatory
award 10% due to Mr. Racich's

contributory negligence.
Celotex argued that imposing

To many i ce companies,
youre just another keinthe crowd.
But to Prudential Re, you're one of a kind. And so
are your business needs. That's why doing busi-
ness with us is very different. Since you don't
always have the same problems, we don't always
give you the same answers.

Of course it's easier to work with set formulas,
but that's not our style. We believe in custom-

Available directly or through an intermediary.

tailoring solutions for each and every client, no
matter how large or small. And to make that
possible, we keep in close communication.

So if you're not getting proper recognition from
your reinsurance company, maybe you should
find another one. Prudential Re.

Prudential Re *

© 1989 Prudential Reinsurance Company, a subsidiary of The Prudential Insurance Company of America, Newark, New Jersey.

punitive damages without a maxi-
mum limit offends a notion of fun-

damental fairness inherent in the

14th Amendment's due process
clause.

While indicating there might be
merit to the argument, the court
said Celotex did not produce
enough evidence to support its po-
sition.

"Whatever limits on punitive
damages might inhere in the due
process clause would depend on
consideration of the amount and

circumstances of prior punitive
damage awards," said the court.
"However, appellant (Celotex) ap-
parently failed to bring to the dis-
trict court's attention the existence

and details of such awards against
it."

Juries have awarded more than

$155 million in punitive damages
against Celotex in 1989, according
to Asbestos Litigation Reporter
and Mealey's Litigation Reports-
Asbestos. However, most of these

verdicts are subject to post-trial
motions and appeal.

Attorneys for the company say
they will not appeal the new rul-
ing.

In affirming the lower court
award in an Oct. 5 decision, the

2nd Circuit also indicated that any
action on unrestrained punitive
damage awards must be national in
scope.

"Particularly in the context of
mass tort litigation, (there is) a
need for a uniform, national rule
on the issue," the court said.
"Under all circumstances, we be-
lieve that such a step, if it is to be
taken (and we express no view as
to that), is best left for Congress or
for a higher judicial authority."

The 2nd Circuit noted that the

U.S. Supreme Court also recently
cited the due process clause in
questioning the constitutionality
of unlimited punitive damage
awards.

In Browning-Ferris Industries
Inc. vs. Kelco Disposal Inc., all
nine Supreme Court justices indi-
cated that they want to consider
whether such punitive awards vio-
late the due process clause (BI,
July 3).

However, the court ruled that
Browning-Ferris Industries did not
make the due process argument
early enough in the proceedings for
the court to address it on appeal.

"The 2nd Circuit decision once

again shows that courts may be re-
ceptive to due process arguments,
but they must be explicitly made in
the trial court with an ample rec-
ord both in terms of the facts and

briefing materials," said product
liability attorney Victor Schwartz
of Crowell & Moring in Washing-
ton, D.C.

Celotex attorney Andrew Berry
of McCarter & English in New
York said: "Somewhere, sometime
in the not too distant future some

court is going to say 'no more!' to
punitive damages."

Mr. Berry said eliminating mul-
tiple punitive damage awards for
the same course of conduct is espe-
cially appropriate in asbestos
cases.

"The sheer volume of the litiga-
tion and the repeated demand for
punitive damages have had a detri-
mental effect, in some cases de-
priving plaintiffs of compensatory
damages," he said. In addition, the
awards have forced some asbestos

manufacturers into bankruptcy, he
noted.

For example, Raymark Indus-
tries Inc. was forced into bank-

ruptcy by a $75 million punitive
damage award in 1987 (BI, Nov.
16,1987).

Jack P. Racich and Gertrude C.

Racich vs. The Celoter Corp.; U.S.
Court of Appeals for the 2nd Cir-
cuit, No. 89-7164.
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In 1492, Christopher Columbus discovered America. He also

discovered that overseas expansion was no picnic. Something
many American businesses are still finding to be the case.

Only nowadays, the perils aren't just high seas. But things like
1118855* business interruptions,

U and liability suits. And
* the difficulty of getting

,** the right exporters'
'R:**51 msurance can make you
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And with our worldwide network of local operations, you can
expect nothing less than complete service.
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5,4efore the Next Catastrophe
*3? Strikes, Call Sorema N.A.

Although the destruction caused by Hurricane Hugo was
devastating, it could have been much worse. 1bday, the US.
reinsurance market appears strong, yet the total insured losses of
a single catastrophe could exceed its total surplus.

At Sorema N.A. we're not afraid of risks, but we don't take
unnecessary chances either. We closely monitor and control our
exposures, and we do this conservatively so that even the largest
catastrophe won't impair our ability to pay claims.

A solid reinsurance market for both treaty and facultative
reinsurance, Sorema N.A. stands ready to put its expertise and
capacity to work solving your reinsurance requirements. We offer
approximately $100 million in capital and surplus committed to
the U.S. marketplace and have received an A- (excellent) rating
from A.M. Best.

We have a proven reinsurance underwriting team. Our highly-
qualified professional underwriters each average over fifteen years
experience in reinsurance. Well known in the insurance
marketplace, our management and underwriting personnel have
earned respect for analyzing market trends and responding to
industry needs.

Sorema NA is not new to the reinsurance business. Our
shareholders have been in the insurance business for over a
century and include Groupama, one of France's largest insurance
groups, and Copenhagen Re, one of the oldest reinsurance
companies in the world.

Sorema NA. is headquartered in New York City and is opening
facultative offices in Chicago, Dallas Hartford, Los Angeles and
New York City. It is licensed or authorized to do business in 35
states. For more information about Sorema ¥.A., please-call
Pierre Croizat or Francois Chavel at (212) 4804900.
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End to Mexican protectionism?
Plan may end 50 years of overregulation for maquiladoras

By Douglas N. Smith International issues against automobile hazards, the
maquiladora first must identify its

T) Y AND LARGE, the Mexican exposure Questions to ask include

1Jgovernment has historically deductions currency devaluations when Imported + Are US company-owned or
controlled insurer solvency through a Depending on the type and size of goods are insured in US dollars leased vehicles traveling across the

combination of stnct underwriting, the maquiladora, construction • Business interruption and extra border to Mexico? If so, are they

tariff rates and restricted entry into typically takes 15 months from start to expense insurance Since traveling on personal or company

the marketplace While intended to finish During this time, the U S maquiladoras do not generate profits business or both?
support the local market, these multinational's investment should be in Mexico, their interdependency a,0 Are maquiladora-owned or

measures have actually encouraged protected through both the exposure is best insured under the leased vehicles traveling in Mexico?

policyholders to seek more construction and the post-construction U S parent's program But, continuing 7 Are maquiladora- or

cost-effective non-admitted coverage phase expenses and ordinary payroll are employee-owned vehicles traveling

for perils such as flood and The construction phase starts before primary local concerns in the event of across the border to the United States?
earthquake breaking ground, when a contractor's a loss Thus, extra-expense coverage • Workers compensation and

But in a break with tradition, all-risk policy is issued This policy should be contracted locally to assist employers liability insurance In
Mexico's proposed Solvency Margin protects all parties against losses the maquiladoras after a major loss Mexico, workers compensation is

System-a new productivity plan for arising from either direct damage or • Transit coverage U S risk handled directly by the social system
the financial and insurance third-party liability A typical managers usually purchase a single and employers liability insurance is
sectors-aims to eliminate much of the contractor's all-risk policy includes policy that covers the entire transit not usually purchased since the local

protectionism that has overregulated admitted coverage for physical cycle back and forth across the border exposure is minimal

,:. the Mexican insurance industry for damage to materials, structures and The policy can either be issued in the • Employee benefits Many

more than 50 years The deregulation machinery, extra expense, debris United States or Mexico, depending on maquiladoras today offer a growing
process is expected to benefit removal, transit, storage, and terms of the sale Mexican policies are number of employee benefit plans to
policyholders by allowing installation of machinery and available on an annual sales-based all levels of employees, from assembly

• Dismantled tariff rates equipment rate The latter method lS very popular line workers to executives Local life
• Master "all risk" Typically, the general contractor because it reduces the local client's nsurance companies administer most

excess/difference-in-conditions purchases the insurance and builds the administrative work employee benefit programs These

policies to be issued in Mexico cost into the contract price In Mexico, • General liability' insurance Since include life insurance policies that
Besides allowing local loss recovery, however, the U S multinational maquiladoras generally export all of cover both natural and accidental
premiums are tax deductible should purchase insurance directly their products, the U S parent should death, as well as policies for

• Policy terms and conditions that because legal contractors often do not maintain appropriate product liability permanent disability and group major
are comparable to those offered in understand the potential insurance coverage on all imports Otherwise, a medical benefits Aside from tax
more advanced markets expenses that aUS multinational can maquiladora's general liability policy advantages, maquiladoras expect

• Potential coverage for current face As a result, policy limits and should cover the usual third-party employee benefit plans to improve

mandatory gaps, such as 25% conditions that are adequate for a exposures workers' productivity while attracting

coinsurance on earthquake property Mexican contractor may be What policy limit is most and retaining qualified personnel

dannage insufficient for aUS multinational appropriate in Mexico? The answer The types of benefit plans instituted

Although these changes are awaiting A contractor's all-risk policy can be depends on the location, as well as on by many maquiladoras include
legislative approval by the Camara de denominated either in pesos or U S the assembly process, of the cbligatory plans (i e, federal work

Diputados, critics of Mexico's dollars But the policy premium and maquiladora In general, U S law, social security and housing

maquiladora industry already fear any losses must be paid in the same multinationals are counseled to carry development fund), contractual plans
that a more competitive insurance currency in which the policy was a minimum hability insurance limit based on the needs of individual

market will foster a new mflux of written equivalent of $200,000 But, when a contracts, and voluntary plans
F

"in-bond" plants Although the contractor's all-risk U S multinational uses a worldwide Time is one main criteria for

Indeed, at year-end 1988, Mexico's policy will provide post-construction casualty insurer to front a policy, the structuring an employee benefits
maquiladora industry numbered more coverage for the installation and worldwide program limit should be program For example

than 1,500 in-bond plants and testing of all machinery and maintained locally + Short-term plans may include a

approximately 390,000 employees equipment, the post-construction • Money and securities coverage savings fund, a grocery allowance,

Maquiladoras, which are the country's phase should actually begin when the Payroll security is a big area of tuition and scholarships,

second largest foreign-income earner, construction phase is about two-thirds concern because Mexican law requires transportation allowances and
process imported materials and completed In fact, the that most employees be paid in cash productivity bonuses

components into exportable products post-construction phase allows the However, a maquiladora should 1/ Medium-term plans may

that are destined primarily for U S maquiladora investor to organize both establish security procedures before include malor medical and maternity

markets Bilateral treaties permit the an insurance and an employee benefits considering a local insurance policy expenses

imported materials and components to program before construction and For example, armored vehicles can be + Long-term plans may include

enter Mexico duty-free as long as 80% testing terminates hired to deliver the payroll and, for an retirement benefits, as well as
of the reworked or finished product is The following recommendations additional fee, guards will distribute coverage for permanent disability and
re-exported from Mexico Likewise, should help U S risk managers to the payroll to each employee death

reciprocal U S tariff rules levy custom organize components of a maquiladora Money and securities coverage is Barring a free trade agreement ' 4 *

duties only on the goods' value-added insurance program very expensive in Mexico due to poor between the United States and »f
in Mexico, primarily the cost of labor • Fire insurance Fundamentally, underwriting experience Also, Mexico, which does not appear

Mexico's wages, which presently two fire insurance policies are critical coverage applies on a scheduled basis, imminent, maquiladoras are here to
average $1 40 an hour in Tiluana to a post-construction insurance so the policyholder must report new stay

maquiladoras, have been kept low by program locations immediately Some U S So if your corporation has plans to

frequent peso devaluations For this First, a peso-denominated fire companies have found it less invest in a maquiladora, you must

reason, Mexico's 2,000-mile northern policy should be written to cover expensive to institute security remember Review your insurance

border area has been edging out South buildings and contents purchased in measures than to pay inflated tariff needs before breaking ground-not

Korea and other Pacific Rim countries Mexico The peso policy should premiums for local money and after

as a low-skill, low-wage job locale include an inflation-guard securities insurance

Since the boom in this sector is endorsement to ensure that the • Burglary coverage Shift-operated
expected to continue, let's examine the policy's limits will keep pace with businesses, such as maquiladoras, will
mechanics of insuring a maquila(ion Mexico's inflation rate (until the always face the possibility of theft a Douglas N Smith ts

In cases where the Insurance Interest pre-selected Inflation percentage because large numbers of employees
I « up and manager Of the
*. -.4.„,-1,.....+. International

is situated in Mexico, the law provides amount has been used up) move around the plant at least three Department Of
that all insurance must be written Next, a U.S.-dollar policy should be times a day When adequate Johnson & Htggins zn
with insurance companies authorized written to cover imported raw procedures are in place, however, the New York His column

to do business in Mexico materials, equipment and machinery. frequency and severity of such issues
Non-admitted insurance premiums are The U S. multinational alleviates the can be cut. Monday Of every

not allowed as local income tax risk of underinsurance arising from • Automobile insurance To protect

appears the fust

month

-6 - 2--f AL=
1 t- I _1 14 ,+ laLL
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ASK A BENEFITS ACTUARY
• The plan benehts a classification of employees covered under a collective bargaining agreementMon-discrimination rules set up by the employer and found by the secretary of The coverage tests are very similar to some of the

the Treasury not to discriminate m favor of key current pension coverage requirements The IRS has

for 1989 need simplifying employees issued complex proposed regulations to implement
t • In case of a cafetena plan, the plan meets the these pension coverage requirements Fortunately, the

requirements of IRC Section 125 legislative history to the repeal of Section 89 notes that
In determining whether a group term life plan is while the self-insured medical plan coverage rules (and

What are the welfare benefit discriminatory with respect to ellglbillty to participate, those apphcable to group term life insurance plans) areQ non-discrimination rules of certain employees may be excluded from consideration similar to the pension coverage rules, the secretary
1989? employees who have less than three years of service, should, where appropriate, Interpret those rules m a

part-time or seasonal employees, and employees not manner ddferent from those that apply to qualified
9 15.

mcluded m the plan that are covered by a collective retirement plans, even where the statutory
bargaining agreernent requirements are similar It is unclear what effect

This question comes from a A group term life insurance plan is considered not regulations from the Treasury Department will have on
beneht manager who has noted discrimmatory m favor of key employees with respect these coverage rules

fR,

A that Internal Revenue Code Section to the type and amount of benefits available if the A self-msured medical plan is discriminatory with
89 was recently repealed (BI, Nov benefits available to key employees are also available respect to the benefits it provides unless all benefits
13) The benefit manager has heard to all participants provided to participants who are highly compensated
that Section 89 non-discnrmnation A plan will not be considered discriminatory only individuals are also provided to all other participants

- tests have generally been replaced because it bases benefits on a uniform percentage of When a plan provides self-insured medical benefits
with the health and welfare benefit compensation to highly compensated individuals that are not

non-discrimination rules that were m effect pnor to the In testmg group term hfe insurance plans, the tests provided to all other participants, the reimbursements
Tax Reform Act of 1986 However, the benefit manager are to be done on a controlled group basis This paid under the plan to highly compensated individuals
is not famillar with these rules represents a change from the pre-Tax Reform Act rules, are sublect to tax If a plan discriminates with respect

The non-discrimination rules for health and welfare since those tests were not required on a controlled to ellgibillty, then a fraction of the reimbursements
= plans now in place for 1989 are generally simpler than group basis. paid to the highly compensated Individuals under the
i
Irt. the Section 89 rules, but they are not without their If a group term hfe msurance plan is discnminatory, plan is taxable mcome

comphcations the actual cost of coverage for a key employee--or, if The numerator of the fraction is the total amount

»« The group of employees m whose favor a plan cannot greater, the cost of coverage based on IRS tables under relmbursed to all employees under the plan for the plan
fts

discriminate vanes from benefit to benefit In addition, IRC Section 79-must be mcluded m taxable Income. year It may be difficult for claims administrators to
some difficult calculations are required when a plan is The determination of actual cost can be a difficult determlne the numerator of this fraction without the

found to be discriminatory calculation since it requires the allocation of a portion employer specifying the individuals who are "highly
For group term life msurance plans, IRC Section of the employer's net premium (the total premium less compensated individuals "

79 now requires that a plan not discnminate in favor of the pohcy dividends, premium refunds or experience Several non-discrimination tests apply to cafeterla
"key employees" with respect to ellgibility to rating credits) to each employee The allocation is to plans on a controlled group basis A cafeteria plan is
participate and the type and amount of benefits take mto account both the amount of msurance considered to discmminate in favor of key employees,

1 available to participants provided to the key employee and the employee's age as defmed above, if the non-taxable benefits provided
As defined in the top heavy rules for pension plans, a This allocation can be difficult when a smgle pohcy to key employees exceed 25% of the aggregate benefits

key employee is an employee who during the current dividend is paid for several coverages (for example, provided to all employees under the plan
plan year or for any four preceding plan years meets group term life insurance coverage, medical coverage A cafeteria plan also is prohibited from

f one of the following criteria and long-term disabllity insurance) Even without this discnmmatmg in favor of "highly compensated
Ze • Is an officer of the employer receiving annual comphcation, the allocation of cost to key employees mdividuals" with respect to ellgibility to participate

i compensation greater than 50% of the defmed benefit can be a very laborious calculation and "highly compensated participants" with respect
dollar limitation (for 1989, 50% of $98,064, or $49,032) Self-insured medical plans cannot discnminate in to contributions or benefits For purposes Of

• Is one of 10 employees receiving annual favor of "highly compensated mdividuals" with respect determining if a cafeteria plan is discriminatory, the
compensation from the employer greater than the to either ellgibility to participate or benefits provided group of "highly compensated participants" can differ

- defined benefit dollar hmitation and owning the largest These rules are apphed on a controlled group basis from both the group of highly compensated employees

'St: Interests m the company To avoid being considered a self-insured medical and from the group of highly compensated Individuals
• Is a 5% owner of the company plan, a plan sponsor must transfer nsk of loss to an used in determining discrimination for a self-insured
• Is a 1% owner of the company and receives annual unrelated third party under a group accident and medical reimbursement plan

compensation ln excess of $150,000 health msurance pollcy or to a health mamtenance For cafeteria plans, a "highly compensated
The prohibited group-the group m whose favor a organization. Administrative services only individual" iS an individual who is

plan cannot discriminate-for group term hfe arrangements are considered to be self-insured • An officer.

Insurance is different from the prohibited group for One comphcation m determlmng whether a • A shareholder owmng more than 5% of the voting0,
» . qualified retirement plans self-msured medical plan is discriminatory concerns Contlnued on next page

In general, a qualified retirement plan cannot determining who comprises the prohibited group
discriminate m favor of a .highly compensated Surprisingly, the group of highly compensated

Would you like advice from an expenenced colleagueemployee," as defmed under IRC Section 414(q) mdividuals can be diferent from the highly
on a nak management, benefits management or actuanal

A highly compensated employee for 1989 is an compensated employees under IRC Section 414(q) probtem' Four features m the Perspective section of
employee who dunng 1989, or 1988 A highly compensated mdividual for purposes of a Business Insurance can give you some answers

• Was a 5% owner of the company self-msured medical plan is Ask A Casualty Actuary, Ask A Beneflt Actuary, Ask A

• Received compensation m excess of $81,720 • One of the hve highest-paid officers Beneft Manager and Ask A Risk Manager answer wntten ¢fU
25=:

questions from readers on rtskand benefts management2, ($78,353 for 1988) • A shareholder who owns more than 10% of the
Issues and actuanal problems

• Received compensation from the employer in value of the stock of the company Thts month's column on actuanal 14
.

excess of $54,480 ($52,235 for 1988) and was m the • Among the highest paid 25% of all employees tssues tn the benefits field ts wntten
by William J Miner, an actuary wzthtop 20% of employees in terms of compensation A self-insured medical plan does not discriminate - iza .

The Wyatt Co in Chicago Rtchard E• Was an officer of the organization and received m favor of highly compensated individuals with respect I *4 Shennan, a pnncipal with Coopers &
compensation greater than 50% of the defmed dollar to ellgibility to participate if Lybrand m San Francisco, answers

ff., benefit limitation, subject to some limits on the number • 70% or more of all employees participate  actu'anal questtons in the casualty jeld
of officers • 70% or more of all employees are ellgible to Susan M Werner, director of nsk »

The identification of key employees rather than participate and 80% or more of those ellgible actually management at Hardee's Food Systems »3:
Inc in Rocky Mount, NC, answers risk

& highly compensated employees is certamly one do participate management questions And, Joseph W
51 - complication in the 1989 non-discrimination tests for • Employees participate under the plan based on Mr. Miner Duua, director of employee benefits at

group term life Insurance plans a classification set up by the employer and found by Allzed-Signal Inc m Momstown, NJ,

A group term hfe msurance plan is considered not the secretary of the Treasury not to discriminate m answers benets management questions

discrurinatory m favor of key employees with respect favor of highly compensated individuals Mr Miners and Mr Sherman's columns appear
alternately on theftrst Monday ofeach month Mr Duva's

to eligibility to participate if it meets one of the Certain employees may be excluded from and Ms Werner's columns appear alternately on the
followmg tests determining if a plan discriminates with respect to second Monday Of each month Mr Miner's next coumn

• The plan benefits 70% or more of all employees ellgibihty to participate. employees who have less than wilt appear m February
Address your questions to ASK, Business Insurance,of the organization three years of service, employees who have not attamed

740 N Rush St, Chicago, m 60611 Ptease gwe us your
• At least 85% of all employees who are participants age 25, part-time or seasonal employees, and name, tltle and empoyer, however, Business Insurance

under the plan are not key employees employees not covered under the plan but who are will consider unsigned letters
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Construction hazards
By The insurance Institute

of America Loss control cuts bumped by construction equipment or workers

Two precautions against these losses are to

carefully maintain properly selected heaters and to
Thefollowing question and answer are drawn

from the cumculum for the Associate in Rzsk building exposures select and thoroughly train those employees
authorized to start and refuel them

Management dengnation awarded by the Insurance • The walls and roofs of buildings under
Institute Of Amenca They represent the type of
question asked-and the possible answers-zn one of

AR.M. exercises construction are more sublect to wind damage while
the building is open to the elements than they are in

the three examinations for the ARM destgnatzon a closed structure that winds cannot so easily enter

This month's questzon, answered on the baszs Of tanks of compressed oxygen and/or acetylene that Appropriate controls include proper design and
material presented in ARM 55, "Risk Control," may explode or rupture apphcation of roofs as well as anchormg or weighmg
highlights rzsk control measures for countenng Suitable safety measures include minimizing the down each wall and roof element as it is erected

hazards to which buildings are particularly quantity of flammables in the areas where welding • Flammable liquids are a particular hazard at
vulnerable dunng their construction and cutting are done and chaining all oxygen or construction sites, where conditions often make it

acetylene tanks to prevent them from becoming difficult to properly store, mark and handle the
Q: For each of the following sources of hazards to "rockets" if they do rupture frequently large quantities of such liqui(is that
which buildings under construction are particularly • Construction sheds are very vulnerable to fire construction activities require Furthermore, many
vulnerable-cutting and welding, construction damage because they are often only temporary construction activities involve potential ignition

sheds, temporary heaters, wind and flammable buildings made of wood or other combustible sources from which it may be difficult to separate
hquids--explain in detail the nature of this materials, erected without sprinkler protection to all flammable liquids
vulnerability and describe two appropriate loss hold large quantities of flammable materials very Suitable controls include storing flammables m
control practices for controlling that hazard near construction activltles in convenlent but isolated shelters on the boundaries of construction

exposed locations sites and transporting only minimal amounts within
In keeping with the question's wording, the Suitable countermeasures include locating the site durmg dally construction activities

following answer describes only one of the many construction sheds at safe distances from actual

hazards (and two appropriate controls for that construction activities and controlling ignition
hazard) for each of the hazard sources specified in sources near these sheds The sample questions and answers used in this
the question Many other answers would have • Temporary heaters to warm construction column are taken from the Assoczate m Rzsk
earned full credit workers are a particular danger because they are a Management designation curriculum of the IIA For

• Cutting and welding are particularly hazardous major ignition source, often poorly maintained and more mformation on the content of the ARM

in construction sites because they generate sparks, frequently refueled while still lit by untrained program, write Dr G L Head, Vp, Insurance
often very close to large quantities of combustible workers Furthermore, these heaters may tip Institute of Amenca, P O Box 314, Maivern, Pa
construction materials These activities also require because they are placed on unlevel ground or are 19355

Anxiety attack over layoff not compensable
f, ,«

Being laid off because of
modernization was a normal working Legal briefs

claims for the medical services, mcluding
the IAT treatment, which alone cost

condition, according to a Pennsylvania $8,480 The insurer denied this portion of
appellate court Thus, the court held that The appellate court noted that Ms Ohio appellate court held that the claim asserting that such charges

a bookkeeper's sublective anxiety Kemp had suffered no inability to 1mmuno-augmentive cancer therapy was were not that of a hospital or physician
reaction to that fact did not provide a perform her work duties and there was covered by a group health insurance This suit ensued The trial court ruled for

basis for a workers compensation award no indication that she was mistreated policy as a "medically necessary" Mr Taulbee

Zetta Kemp had been employed as a m any way by her employer According service, even though the therapy was not The appellate court said that

ES bookkeeper for the Elkland Electric Co to the court, where an employee seeks approved for use m the United States reasonable mmds could find that the

for more than 10 years She allegedly compensation "benefits allegmg a Edith Taulbee and her husband were charges here for physicians' sennces for '»

was in good health until she read in a psychic injury, the injury must arise in covered by a group health pollcy issued medical care and treatment were within
newspaper article that her ]ob would be the course of employment and be related by Travelers Corp Jerry Taulbee was the coverage provided by the msurance

eliminated because her employer was thereto, and its occurrence must be diagnosed with a nodular-type policy The court was satisfied that Mr
44«Y

going to computerize her department adequately pinpomted " Furthermore, lymphoma-a mallgnancy-by biopsy in Taulbee had introduced competent
Subsequent conversations with her the court said that the employee must January 1984 Initial chemotherapy was evidence that the immuno-augmentive

employer confirmed this information demonstrate that the Injury was due to unsuccessful therapy was effective Tautbee vs

». Ms Kemp learned that she would be a subjective reaction to normal working In March 1985, he went to the Travelers Cos, Court of Appeals of Ohio,
laid off in March 1985 Soon after conditions Being laid off because of Immuno-Augmentive Therapy Bahamas Dec 7, 1987 (BI/03/Oct -$10)

learning this, Ms Kemp began to modernization was a normal working Ltd clinic in the Bahamas to receive

experience certam symptoms including condition, the court concluded The court treatment known as
insomnia, colitis, loss of weight, affirmed the denial of benefits Kemp us unmuno-augmentive therapy for the These abstracts were prepared by

depression, chronic pains and WCA B (Elktand Electne Co), malignancy Such treatment was an Cases Unhm:ted Inc Copies of these

discomfort She filed for work comp Commonwealth Court of Pennsylvania, unproved cancer therapy not approved decsions are avaitable by sending a
benefits alleging that she had sustained a Nov 9, 1988 (BI/02/Oct -$10) for use m the United States The $10 check payable to Cases Unhmited
work-related psychic miury caused by treatment lasted from March 4, 1985, to to Business Insurance, 740 N Rush St,

New cancer treatment covered
her employment or, rather, her May 31, 1985, with observed marked Ch:cago, Itt 60611-2590 List the

unemployment She was denied benefits In a decision only recently reported, an improvement Mr Taulbee submitted numberfor each opinion

Ask a benefit actuary

Continued fromprevious page if the plan does not require an employee to complete for dependent care assistance plans are generally the

stock of the company more than three years of employment as a condition of same as those required in prior years However, tests
• Highly compensated participation under the plan for non-discnmination are, with respect to highly

• A spouse or dependent of an Individual described A cafetena plan will not be considered compensated employees, as defined under IRC Section
above discriminatory in favor of highly compensated 414(q) Consequently, some employers will then have

A "highly compensated participant" is a "highly participants with respect to contributions and benehts four distinct "prohibited groups" for determining
compensated mdividual" who is also a participant where qualified benefits and total benefits (or employer whether health and welfare plans are discriminatory

A cafeteria plan is not considered discnminatory contributions allocable to statutory non-taxable One hopes that Congress' zeal to reheve employers

with respect to eligibillty to participate if it bases benefits and total benefits) do not discriminate m favor of unduly burdensome and overly complex
eligibility on a classification of employees set up by of highly compensated participants Certam special non-discmmination rules does not end with the repeal

the employer and found by the secretary of the treasury rules also apply for determmlng whether a cafetena of Section 89 There are certainly many obvious ways

not to be discriminatory m favor of highly compensated plan that provides health benefits is discriminatory to simplify health and welfare non-discrimination rules

employees (as defmed under IRC Section,414(q)), and, Fortunately, the non-discrimination tests for 1989 that are still on the books
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ONE-CALL 215-254-9890
FOR LONG-TERM AUTO ch
LEASING INSURANCE --
• Lessors Excess Liability

• Primary Physical Damage 
C Lessors Contingent Liability
• Primary Liability Coverages
• Residual Value Insurance

• Contingent Physical Damage

0 interim Car Coverages • $5 MILLION CSL LIMIT AVAILABLE

Be sure. Take advantage of our extensive experience with this difficult-to-place
business. Designed specifically for the automobile leasing/rental industry, our
program saves you time, cuts your costs. satisfies your customers. We do the work,
you get the credit!

We invite your inquiry and your business.

_Ux Write or call Ron Auane.

FIEI PAIGE-RUANE, INC. Physical Damage by

Suite 616-The Woods

P.O. Box 6745 • Wayne, PA 19087 A.I
(215) 254-9890 • FAX # (215) 254-9893 The Insurance People

trom General Motors

f

A

Everything seemed in order. So when the scallolding
allegedly failed, causing serious injury, its manuladurer
was blamed.

The manufadurer called in Countrywide Services. Our
investigators discovered that a guardmil, which could have
prevented the accident, hadn't been installed. The suit was
voluntarily dismized.

At Countrywide, wecan do more than investigate claims,
we can manage them: set up the file, reserve for loz and
expense, provide computer data, mcommend defense counsel,
locate expert witnesses and monitor the case with regular
reports.

We're not settlement oriented. Our concern is protecting
the integrity of your company and its products.

If you've been looking for an expert at handling produd
liability claims, your investigation is over.

Coiintrywide
Services

Corponthn
Specializing in produd liabilily daims management.
Bo 120, St. loui# MO 631660120,314/878-3306

New budget bill to increase
maximum Social Security tax
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By ADRIENNE C. LOCKE and JERRY GEISEL

WASHINGTON-Social Secu-

rity taxes paid by employers and
highly-paid employees will rise
next year under a provision in the
recently passed budget reconcilia-
tion bill.

Under the provision, the Social
Security Administration will in-
clude pretax contributions to
401(k) salary reduction plans in the
formula that determines the maxi-

mum amount of wages subject to
the FICA tax.

Washington
Pretax employee 401(k) contri-

butions are not currently consid-
ered.

With the change in the calcula-
tion formula, the maximum

amount of wages subject to 1990
Social Security tax will be $51,300,
according to the Social Security
Administration. Prior to that

change, the maximum amount of
wages that were to have been sub-
ject to the FICA tax next year

would have been $50,400, up from
$48,000 this year.

As of Jan. 1, employers and em-

ployees each will pay a FICA tax of
7.65%, up from 7.51% this year.

With this increase in the wage
ceiling, the maximum tax paid by
employers will rise to $3,924.45 per
worker in 1990, up from the pre-
viously scheduled maximum of
$3,855.60.

Continued on page 33
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Agenf/Broerlbpfcs
A monthly editorial section sent exclusively to agents and brokers

Agents eye life sales
as a new addition
Cross-sales can aid account retention

Adding life insurance to a
property/casualty agency's
product offerings can provide
not only a competitive edge but
a new source of revenue-once

an agency gets out of the start-
ing blocks.

But while recent surveys
found that four-fifths of all

agencies now are selling some
life insurance or financial ser-

vices products, those sales ac-
count for only a tiny portion of
total agency business in most
cases. Lack of time and lack

of expertise in the life insur-
ance business are commonly
cited as reasons for disappoint-
ing results.

More agents than ever are
selling individual financial
products such as life insur-
ance, disability coverage and
estate planning services to
the executives of their corpo-
rate Qommercial clients be-
cause "they realize tihey have
to do it in order to hold onto

their accounts," said Kim Pat-
erson, an agency consultant
and president of Creative In-
surance Marketing in Red
Bank, N.J.

The benefits are obvious, ex-
perts say. Individual life and
financial products-or "income
replacement products." as one
agent more broadly termed
them are a natural for agents
to cross-sell to commercial eli-

ents, a good way to reinforce
retentions and can be a low-

overhead income generator.
Statistics show that more

agencies are taking up the call.
A recent Independent Insur-
ance Agents of America survey
found that 80% of its members

sell some form of life insur-

ance. However, individual life
sales account for only 5% to 6%
of responding agencies' total
income, the survey found.

Recent statistics from the

National Assn. of Professional

Insurance Agents of Alexan-
dria, Va., tell a similar story.
While three-quarters of PIA's
nationwide members sell some

form of individual life or

health-related products, 65%
of those that do say the sales
comprise 25% or less of the
agency's total book of business,
said a PIA spokesman.

And of that 65%, almost half
say that life/health sales make
up less than 4% of the agency's
book of business.

Agency management consul-
tants like Russell Miller Inc. in

San Francisco suggest that an
independent agency's life in-
surance revenues can comprise
as much as 25% of its property/
casualty commissions.

The number of property/ca-
sualty agencies adding life in-
surance departments will con-
tinue to show "slow but steady
increases," not all of which is
attributable to agents' increas-
ing ambition, said Richard J.
Kasyjanski, vp of agency ser-
vices for the IIAA in Alexan-

dma, Va.
Some of increase reflects

agency mergers, as strictly
property/casualty agencies ac-
quired agencies with life de-
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partments, said Mr. Kasy-'
janski.

And, the rise also reflects
multiline insurers increasinglyf
requiring life volume commit-
ments from their property/ca-
sualty agencies, according to
Mr Kasyjanski (see story, page
32H).

Agency observers, and agents
themselves, say that a lack of
time and of expertise hurt some
agencies that try to expand
into life insurance and finant

cial products.
"Most property/casualty

agents are so overwhelmed
with their own business th£It

asking them to sell life is like
saying, 'Why don't you sell cars
or real estate in your spare
time?' " said Loren L. Cop-
pock, president of Davis-
Jones-Lamb Insurance in

Cedar Rapids. Iowa.
The road to life insurance

sales is strewn with hazards,
agents say. Successful agencies.
stress the importance of find;
ing and hiring-or contracting
with an experienced life pro-
ducer to launch the department
(see story, page 32B).

This can even be done by
small agencies if they work
closely with insurers or become
educated life producers them-
selves, said Patricia A

Borowski, vp of government
and industry affairs for the
PIA

And the efforts can pay off
handsomely.

Most agents cite "account
rounding" filling all of an

Continued on neat
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Life insurance
Continued from page 32C
principal because "it becomes dif-
ficult to determine who owns the

business and who services the cus-

torners," said Robert S. Hensley, vp
of financial services and sales for

Travelers Corp. in Hartford, Conn.
Travelers suggests agencies hire,
rather than contract with, life pro-
ducers.

When dealing with outside con-
tractors, an agent must also contend
with the problem of split commis-
sions, added Mr. Coppock.

Bennett-Elbert Co., an agency in
Lake Jackson, Texas, attempted to
start a life sales division three times

"without much success" because the

producers did not work out, said
President Doug R. Bennett.

For instance, one life producer,
hired on a contractual basis, gen-
erated good sales, but "every time he
had a good month, he wanted to
change his contract" to a more favor-
able commission split, said Mr. Ben-
nett.

Other agency principals decided to
become life experts themselves.

But, before an agency takes this
step, "make sure at least one prin-
cipal has a life education," said Mr.
Lubin. This could mean attaining a
professional designation such as the
Certified Life Underwriter designa-
tion, or taking intensive courses.

In addition, Mr. Lubin recom-
mends Insurance Marketing Services'
"LifePlus" membership program,
which offers property/casualty
agents a number life insurance sales
services. For instance, "LifePlus"
members receive a monthly newslet-
ter and consulting assistance for hir-
ing new life producers.

But even in-house staffing-the
method that most agents recommend
as the most efficient-can have its

problems, the biggest of which is
finding and keeping good life pro-
ducers, said Ms. Paterson.

Arnold K. Davis & Co. in New

York has had producer hiring proo-
lems, said Vp and Chief Executive
Officer Paul S. Wasserman.
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When Davis & Co. launched its

life division more than a year ago,
it hired a life producer through an
employment agency who initially
seemed to work out well, said Mr.
Wasserman. But the relationship
soured when the producer began
placing business with insurers the
agency was not contracted to write
business for, he said.

The producer was subsequently
dismissed and another producer
added, Mr. Wasserman said.

Although most experts recommend
hiring a former or current life pro-
ducer to do the job, there are excep-
tions to this rule as well.

"Life companies are not necessarily
the best place to find producers,"
said Mr. Haack. Although Mr.
Haack's agency has hired its share of
experienced life producers for its two
separate life insurance and benefits
divisions, Mr. Haack noted he is not
averse to considering a producer

from outside the insurance industry.
A case m point is Mr. Coppock's

agency. Although two of the agency's
three life producers were formerly
full-time life salesmen, the third had

no sales experience when he was
hired to replace another life producer
who did not work out, he said.

Insurers, anxious to develop more
life insurance and financial product
volume for themselves, usually are
eager to help property/casualty
agents learn the business because of
the built-in prospecting base they
have in their commercial books of

business, said Mr. Adler of Mesirow.
Both life and multiline insurers

offer property/casualty agents a vari-
ety of assistance programs, ranging
from financial assistance in hiring a
producer to supplying agents with
printed sales material.

Mr. Coppock's agency used such a
program for neophyte producers. A
"green" producer was trained for a

year at a Northeastern Life Insurance
Co. of Philadelphia branch office be-
fore starting at the agency.

Northeastern absorbed training
costs as part of its agency assistance
program, and the producer came on
board at Mr. Coppock's agency after
successfully completing the course.

Regardless of how an agency hooks
up with a life producer, that pro-
ducer's progress must be watched
closely. How that occurs depends in
part on any contractual arrange-
ments the agency has with the pro-
ducer-such as the type of sales he
intends to specialize in and the vol-
ume he plans to produce-and on the
producer himself.

For instance, Haack & Associates
tracks the performance of its life and
benefits producers the same way it
does its commercial property/ca-
sualty salespeople, said Mr. Haack.

The agency and the life producer
set specific sales goals when the pro-
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ducer is hired, and monitor them "as

frequently as possible," he said.
The Davis-Jones-Lamb agency's

producer monitoring system is sim-
ilar, said Mr. Coppock.

All producers are required to file
a marketing plan each October for
the upcoming year, which includes
segments of business on which the
producer will be concentrating, said
Mr. Coppock.

The producer then sets commission
goals in each area, and determines
whether he will need agency assis-
tance in attaining them.

The sales manager of each depart-
ment then establishes a monthly sales
progress chart for both the agency
and the individual producer, which is
used as the springboard for monthly
sales meetings with the producer,
said Mr. Coppock. This chart tracks
how many applications the producer
submitted and the commission per-
centage for each. •
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Insurers offer many types of life products
By LAURA MAZZUCA

Independent property/casualty
agents and brokers are moving to
meet the increasingly complex
business and personal needs of
their clients by selling today's
more sophisticated life insurance
and disability products.

Agents and brokers who market
life insurance products by cross-
selling to affluent executives of
their client corporations are using
these products not only to provide
death benefits, but also to fund fu-
ture business and personal needs
through services like estate, perpe-
tuation and buy-sell agreement
planning.

This helps both the agent and the

client because sales of life insur-
ance and other financial services

products result in increased reve-
nue, improved relations with in-
surers and better client retention.

Insurers have responded to the
demand for more complex life in-
surance products by offering their
agents other products geared to the
specialized needs of today's con-
sumer.

"Everybody out there is trying to
sell ordinary life insurance," said
L. Keith Holloway, senior vp, chief
operating officer of Pekin Life In-
surance Co. in Pekin, Ill. But to re-
main competitive: an insurer must
offer its agency force a variety of
products for agents to sell to their
clients, such as the long-term

health care coverage, individual
retirement accounts and Keogh
plans, and Medicare supplement
insurance that Pekin offers, he
said.

Most independent properry/ca-
sualty agents who cross-sell life in-
surance and other financial prod-
ucts to their corporate clients
report that clients are primarily
interested in whole and universal

life coverages.
For instance, most of Wolff,

Zackin & Associates' corporate
property/casualty clients are in-
terested in variable and universal

life, whole life and disability in-
surance, said Gregory S. Wolff, vp
of the Vernon, Conn.,agency.

Universal life hinges on the
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"cash value," or the build-up of
dollars in the fund beyond the cost
of the policy, he explained.

Under both whole and universal

life, the policyholder can receive
the policy's cash value in a lump
sum if the policy is surrendered.

Because of this cash availability,
universal and whole life coverages
are popular with buyers doing both
personal and professional long-
term planning, whether they are
funding a retirement, a child's col-
lege education or a business ac-
quisition, said Mr. Wolff.

These more sophisticated buyers
prefer universal life rather than
term coverage because of the tax-
deferred accumulation account, he
added. Interest rates payable on
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universal life policies now are
closer to 9% compared with the 3%
to 4% payable many years ago,
noted Mr. Wolff.

The latest quarterly report com-
piled by A.M. Best Co. on universal '
life policies bears this out. Current
returns on such policies can run as 
high as 11%, with a median of 9% 1
and a low of 7.75%.

Best's bases its statistics on 176

universal life contracts of more

than 100 insurers, using a $100,000
policy for a 45-year-old male non-
smoker as an illustration.

These generous interest rates
allow creative agents to "help eli-
ents understand both the issue they
need to address and the alterna-

tives, and to help explain the role
life insurance can play" in achiev-
ing their goals, said William
Haack, president of Frank F.
Haack & Associates Inc. of Mil-

waukee.

For example, many of Haack &
Associates' executive clients are

covered under group term life in-
surance plans through their cor-
porations, said Mr. Haack.

However, term life-with its lim-
ited coverage period and lack of
cash value-is not always a good
benefit for executives, he said.

The agent's job is to help the cli-
ent compare his current coverage
with alternative "regular or spe-
cialized insurance policies" that
will meet both the executive's im-

mediate and future needs, said Mr.
Haack.

Mesirow Finances, a division of
Mesirow Insurance Services Inc. in

Chicago, frequently recommends a
blend of whole, term, universal life
and variable life-in which the

policyholder's funds are invested
in various investment portfolios-
to suit the client's unique needs,
said Vp Jeffrey S. Adler.

For example, Mr. Adler recently
was referred to one of Mesirow's

property/casualty division manu-
facturing clients who needed some
financial planning for both his
business and personal life.

He learned that the busi-

nessman's long-term plans in-
cluded perpetuating the business
to his only child.

More immediately, however, the
client wanted to develop a strategy
that would create an incentive for

independent manufacturing repre-
sentatives to carry and sell his
company's products.

To satisfy the first need, Mr.
Adler developed a buy-sell agree-
ment that will enable the son to

purchase the business throughfunds generated by a life insurance 
policy purchased by his father,
Mr. Adler explained.

And, to offer the client's manu-

facturing representatives some in-
centive, Mr. Adler created a plan
that would offer the salespeople a
tax-deferred bonus for achieving
and sustaining production goals.

To do this, the employer pur-
chased a life insurance policy on
each salesperson. If the salesperson
maintains the specified production
level for seven years, he or she can
surrender the policy and collect the
cash that has accrued, said Mr.
Adler.

In this instance, Mr. Adler used a
combination of whole life insur-

ance and an "additions rider,"
which allowed the manufacturer to

put extra money into the policy's
cash value to increase the incentive

to the manufacturer's rep.
To fund such programs, Mesirow

generally uses either universal or

whole life policies, said Mr. Adler.
However, agents or brokers must

study many variables before deter-
mining a strategy for a client, such
as the client's cash flow, health

Continued on nezt page
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condition and age, he said.

Whole life insurance often makes

more sense for younger clients,
since they have a longer period in
which to pay into the policy, and
the cost per $1,000 over that time is
considerably less expensive than
term or universal life, Mr. Adler
said.

But there was a time not so long
ago when policyholders would
have been content with an inflexi-

ble term insurance policy, said Mr.
Holloway of Pekin Life, a subsidi-
ary of property/casualty insurer
Pekin Insurance Co.

The life division has been mar-

keting life coverage solely through
Pekin's independent property/ca-
sualty agent force for more than 25
years.

The life insurance market
changed drastically from the mid-
1970s, when term life was still
popular, to the early 1980s, when
the "universal life revolution" oc-

curred, said Mr. Holloway.
In the early 1980s, fluctuations

took place in the three areas that
affect life insurance pricing: mor-
tality, investment experience and
expenses like commissions, said
Mr. Haack.

Over time, as expenses and mor-
tality rates dropped and as insur-
ers' rate of return on invested pre-
miums rose, insurers were able to
offer their clients higher yields and
more competitive products, he
said.

While interest rates payable on
all types of life insurance rose, uni-
versal life sales benefited the most,
said Mr. Haack.

This is attributable to the fact

that the interest rates on the more

traditional whole life policies re-
fleet the performance of a complete
portfolio of the insurer's other
products, while universal life in-
terest rates are based on just that
product's performance, he said.

Today, although universal life is
still popular, it is losing ground to
other coverages because buyers
recognize that short-term guaran-
teed interest rates offered under

universal life policies do not neces-
sarily offer the best results over the
long run, he said.

In fact, with his clients and the
industry in general, whole life po-
licies "have experienced a resur-
gence in popularity," noted Mr.
Haack.

This change in trend is borne out
by statistics provided by the Life
Insurance Marketing and Research
Assn. Inc. International in Hart-

ford, Conn.
Whole life, which traditionally

held the lion's share of the life in-
surance market with as much as
71% in 1982, dropped to a 47%
share of the market in 1985 and
1986-universal life's peak years.

But whole life began making a
comeback in 1987, garnering 51%
of the life insurance market. In
1988, whole life climbed to 53% of
the market.

In comparison, term life insur-
ance comprised only 13% of the life
marketplace in 1988, compared
with 18% in 1982. However, this is
up from 12% in 1987 and 1986 and
11% in 1985.

Universal life, which grew from
only 9% of the market in 1982 to a
peak of 38% in 1985, fell to 35% of
the market in 1986, 27% in 1987
and 26% in 1988.

Besides traditional universal,
term and whole life, most insurers
offer their independent agents and
brokers other specialized products.

For instance, SAFECO Life In-
surance Co., a division of SAFECO
Corp. of Seattle, offers both im-
proved life coverages and specialty
coverages that can be packaged
specifically to suit the client's
needs, said Michael M. Pennington,
vp of SAFECO Life.

SAFECO Life has improved its
term life policies by lowering the
mortality charges, or monthly pre-
mium charges, said Mr. Penning-
ton.

Additionally, SAFECO offers a
mortgage protection term life pol-
icy, the face amount of which
drops as the policyholder pays off
his mortgage balance, he said.

And SAFECO Life's newest

product, "Valuespan," is a new
type of universal life coverage that
is "off to a strong start," he added.

Unlike regular universal life,
Valuespan, which is predominantly
aimed at business clients seeking
to set up buy-sell plans, is a
"front-loaded product," in which
the policy's cash value and "sur-
render value" are the same after

the first year, said Mr. Pennington.
CNA Financial Corp.'s third-

generation universal life program,
UL500, was launched about a year

ago.

The policies carry a minimum
face value of $500,000 and are
aimed at older, affluent buyers,
said James G. Pettorini, assistant
vp of life, health and pension dis-

Whole life has

'experienced a
resurgence in

popularity,' says
William Haack.

tribution for the Chicago-based in-
surer.

However, although CNA's inde-
pendent property/casualty agents
are primarily selling the insurer's
whole life and universal coverage
to their clients, CNA also markets
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financial products like annuities,
health insurance, business over-
head and disability coverage, ac-
cording to John R. Lusk, vp of
CNA's property/liability distribu-
tion division.

Business overhead expense in-
surance is a form of disability in-
come insurance designed to protect
the business owner from revenue

losses resulting from a partner's
permanent disability, explained
Mr. Lusk.

CNA also has recently intro-
duced the Total Protection Plan, an
individual long-term care insur-
ance product, for its independent
property/casualty agents to market
to their clients, he added.

Total Protection Plan is a combi-

nation universal life and long-term
health care policy. The plan, which
provides two separate benefit
packages-a life benefit and a
long-term care benefit-is cheaper
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name

title

than buying two policies because
CNA administers the two cover-

ages in tandem.
CNA's property/casualty agency

force has been "enthusiastic''

about the insurer's expansion of
this product from group to individ-
ual application, said Mr. Lusk.

Most insurers work closely with
their agents to help them market
and customize these products for
their clients.

For instance, Travelers Equities
Sales Inc., a division of Travelers
Corp. in Hartford, Conn., works
closely with agents to create spe-
cialized packages for clients, said
Robert S. Hensley, vp of financial
services and sales for Travelers.

Travelers' field staff is available

to assist agents with matching the
right individual life, health and
disability insurance, annuity and
estate planning products to a par-
ticular client, Mr. Hensley said. •
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Agents object to quotas for life products
By LAURA MAZZUCA Miller Inc m San Francisco New York agency "We're Just not insurance companies are rated A- are typical of the industry, he said,

"Multillne Insurers can fill a real comfortable with the product they plus by A M Best Co, "it would seem usually between 45% and 55% of the
Property/casualty agents may want need for the property/casualty agent have," he said, refemng to the "ieally to me you should fmd exactly what first year premium

to complement their busmess by of- if he recognizes the ways to use that inferior" life product of a national you want from those 300," he added Mr Bingham also disputed the
fering life insurance, but many in(ie- insurer most effectively," he said multillne insurer William Haack, president of Frank charge that ma]or multiline firms
pendent agents balk at volume com- Multiline compantes have had life Wkule his agency has had a pre- F Haack & Associates in Milwaukee, offer over-priced products
mitment requirements by some Insurance volume requirements for at ferred agent contract with the in- agrees, notmg that his agency deals Agents who say monoline hfe in-
national multlline insurers least 10 years-dating back to the surer for 20 years, Davis & Co ref- only with life insurance companies, surers beat Aetna products on price

Agents complain about insurers' time when most of them established uses to sell the hfe product because of not hfe insurance divisions of multi- "may be correct" if they compare
high prices, average or inferior prod- separate hfe insurance divisions-but its poor quality, he said The agency hne insurers current interest rates, said Mr

ucts and the "coercive" nature of the these commitments were initially has already discussed sphtting up the "I'm a firm behever in representing Bingham However, products such as
arrangements In fact, some agents "minimal," said Steve Brill, director msurer's book of business with other excellent companies, especially m the universal hfe typically are sold under
reportedly are buying policies for of member insurance programs for insurers m anticipation of having its hfe Insurance business, because peo- both current interest rates-or what
themselves or their families Just to the IMA contract canceled, he added ple w111 own the product for a very percentage the company pays on the
meet quotas However, as life sales have grown Other agents are concerned about long time," he said investment portion of the policy-

Many multiline insurers, which say more profitable over the last four or the stability of many of the property/ However, a multiline insurer can holder's premium-and guaranteed
they have adopted the quotas in the five years, volume demands have in- casualty Insurers' relatively new hfe offer the same stability because of interest rate-or what percentage the
last 10 years to penetrate lucrative creased and are now built Into insur- msurance divisions and prefer to deal ltS commitment to the market and company guarantees as a return to
life markets, stress their extensive ers' profit-sharing or preferred agent only with old, established hfe insur- product hne, said John W Bingham, policyholder-and in thls area Aetna
assistance plans and programs they programs, he said ers director of producer development lS "very competitive," he said
offer agents And, recognizing the Commission requirements vary, "You've got to be able to transfer and marketing training of the Per- In fact, Mr Bingham believes that
burden placed on agents, some multi- with "one of the worst" insurers re- rlsk to a carrier which iS f_nancially sonal Financial Secunty Division of many producers may be disgruntled
1me companies say they now require quinng between $5,000 and $10,000 stronger than your chents," which is Aetna Life & Casualty Co in Hart- because Aetna and other multiline
life volume commitments only from commission in life sales from its con- not always simple to do if the ford, Conn Insurers have reduced auto Insurance

preferred agents tracted property/casualty agencies, agency's clients are large and up- "We are Interested in long-term re- commissions in California following
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Group life insurance
Older workers who receive com-

pany-paid term life insurance cov-
erage exceeding $50,000 face higher
federal taxes under new Internal

Revenue Service tax tables released
last month.

The old tax tables, which estab-

lish how taxes are to be computed-
on employer-paid premiums for
group term life insurance coverage
exceeding $50,000 in benefits,
stopped at age 64.

As a result, a 70-year-old employee
was taxed at the same rate as a 64-

year-old, even though the employer
paid a much higher premium for cov-
erage.

Under the new IRS tables, which

are retroactive to Jan. 1, two new
age brackets-one for workers age
65 through 69 and the other for
workers older than 69-will be used

to determine the cost of coverage on
which employees are taxed.

For workers age 65 througb 69,
the cost-for tax purposes-of an
employer-paid premium is $2.10 per
month per $1,000 of coverage ex-
ceeding $50,000.

For workers age 70 and older, the
cost of coverage is set at $3.76 per
month per $1,000 of coverage ex-
ceeding $50,000.

Under the old tables, the cost-for

tax purposes-for workers older than
age 65 was $1.17 per month per
$1,000 of coverage exceeding
$50,000.

The new tax tables for older work-

ers, mandated by the 1988 Technical
Corrections Act, will result in hefty
tax hikes for some older workers,

notes Henry Saveth, a principal with
A. Foster Higgins & Co. Inc. in New
York.

For example, a 69-year-old whose
employer pays the annual premium
for $100,000 of term life insurance
will have $1,260 in additional taxable
income this year. Under the old tax
tables, the 69-year-old receiving
$100,000 of coverage would have had
$702 in additional taxable income.

OSHA fines

The Labor Department has pro-
posed $241,300 in fines against Her-
cules Inc., a Wilmington, Del.-based
chemical company for 71 alleged vio-
lations of Occupational Safety and
Health Administration safety stan-
dards.

The department has also proposed
fines totaling $377,240 against New
York Telephone Co. in New York for
80 alleged health and safety viola-
tions as a result of inspections at 26
worksites.

Hercules' fines stem from an in-

vestigation into an explosion at a
Kenvil, N.J., plant last June that in-
jured 12 workers and caused an esti-
mated $5 million in damage.

These standards, part of the Oc-
cupational Health and Safety Act's
general duty clause, make an em-
ployer responsible for maintainmg a
workplace free from recognized haz-
ards that are causing, or are likely to
cause, serious injury or death.

The department charges Hercules
with multiple willful violations of the
act, including unsafe handling of ex-
plosives; failure to provide protective
equipment for firefighting employ-
ees; allowing employees to work in
confined spaces without proper
safety procedures; and failure to con-
form to the table of distances for ex-

plosives operations.
In addition, the department

charges Hercules with failure to im-
plement proper storage plans for ex-
plosives; insufficient employee safety
orientation; and various machine

guarding failures.
Other alleged violations include:

failure to ensure proper grounding
and bonding of equipment used to
make explosives; not running elec-
trical power lines underground the
required distance from explosives
magazines and buildings; not pro-
viding employees with remote opera-
tion protection; and not cleaning
equipment on a regular basis.

Most of New York Telephone's al-
leged violations involve breaches of
responsibility under OSHA's hazard
communication standard, the admin-
istration said.

Alleged willful violations include:
failure to implement and maintain
written hazard communication pro-
grams at worksites; failure to main-
tain material safety data sheets for
hazardous chemicals used at each

worksite; and failure to provide em-
ployees with information and train-
ing on the proper handling of hazard-
ous chemicals.

Alleged serious violations include:
failure to properly test employees for
lead exposure; failure to ensure that
hazardous chemicals are labeled,

tagged or marked with the appropri-
ate hazard warnings; and failure to
properly store nitrogen compressed
gas cylinders and oxygen cylinders.

Both Hercules and New York Tele-

phone have until Dec. 13 to contest
the proposed fines before the inde-
pendent Occupational Safety and
Health Review Commission. I
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give usa whistle.
You can be sued

whether or not you make an
error. That's why E&0 coverage
is essential to today's insurance
agent. Yet preventing claims and
defending your agency are more
important than ever.

We can help. We offer errors
and omission insurance through
SAFECO, a top '*" rated insur-
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to help stop E&0 claims before
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Remember: being sued
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your agency.
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tion to receive a quote, call us toll-
free:

1400-243-6836

 PROFESSIONALS
UNDERWRITING ADMINISTRATORS
A Division of Media/Professional Insurance, inc.

Two Pershing Square, Suite 810 • 2300 Main

Kansas City, MO 64108 • 1-800-243-6836



36 / Business Insurance, December 4, 1989

- SIGUROSA AM E RICA 
We are now in the United States to serve

you better in Mexico.

New York

Ydhelio Espinosi
50 Broadway 33rd floor
New York. NY 10004

Phone (212) 635 -2870 635-2871

Fax (212) 635-2872 Telex ITT 4900008957

LDS Angeles
?eter Ribbens

3435 Wihhire Blvd. Suite 1501

Los Angeles, CA 90010
Phon. (2.3) 380-7895 380-7896

Fax (213) 330-2404 Telex Tri 9100000576

Y

t

1

Y

1

f

f

4

r •
t

4 Surprise Not :111 vilvironmental insurance programs are al ke. Most

offer only the paper-thin protection of a certificate. EC:S, on the other
hand, offers the comprehensive protection of iii-house exikrts i,lio

resckirch the impact of a comp:> 's activities on ilie ctivin):inlelit... iii-
field techilical professionals who help companies understiold |low to
Ic)\wnisk without lowering profits + st,111 ,ittorneys \\11<1 6,.p up \\jtli

ch:lneing rettiilations. . aild timely processing Ii:r full Cover.Ne

without del;i>: 111c result: less likelihood ofeli\'ironment;11 accidents.
:ind protection fur those accidents that do occur. Just what yoll'd

since 19-9. Return this coilpon 01' C.111 ECS at 800-|IC S-1-iii lo,1:1\
for more iii formation. Before \'(Hi discover the holes in w,ir emiroll-

ment:11 insurunce. 13; ,iccidelit.

Name

Title

Company

Address

Telephone

State :ZIP

21 F.51 lacisler,lienue. 14)nilingtinin, P.. 19.4.;5.

The program is underwritte, b¥Planet Insurince Compaq, Philadelphia, PA, a mernber 01 the Rellance in.uranci Group.

Grange Mutual
Continued from page 2
erage. The company paid out about
$3 million to resolve more than
1,000 claims before its financial

troubles surfaced, prompting Mr.
Richards to seek court approval for
liquidation.

The Insurance Department pro-
jected that Grange Mutual would
be unable to pay about $2.5 million
in claims, despite a $625,000 pre-
storm surplus and reinsurance re-
coverables from an excess-of-loss

policy, a stop-loss policy and a 50%
quota-share policy, according to
the spokesman.

However, an agreement between
the state's guaranty fund and the
Seibels Bruce Insurance Cos. not

only will guarantee Grange Mutual
policyholders coverage for the re-
mainder of their policies but also
reduce their costs.

The Columbia-based insurance

group will serve as the servicing
carrier for Grange Mutual and

Midmount .
Industrial
assumed it was

completely
covered for
environmental
accidents.

Till something slipped
through the cracks.

13(:S
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manage the claims, which will be
paid by the South Carolina Prop-
erty & Casualty Insurance Guar-
anty Assn.

Seibels Bruce was scheduled to

assume Grange Mutual's runoff
business last Friday, four days
after liquidation.

As a result, coverage written by
Grange Mutual prior to the storm
will remain in force until the end

of each policy's term.
While Seibels Bruce will make

individual underwriting decisions
about renewing policies that ex-
pire in 1990, it plans to offer con-
tracts to "a substantial portion" of
policyholders, according to Tom
Reichard, executive vp at Seibels
Bruce.

Without such a plan, policies
would have been canceled within

30 days of liquidation.
1 Policyholders also would have

faced a $250 deductible on subse-

quent claims filed against the
guaranty fund and a $100 deduct-
ible to obtain the return of their

unearned premium.
The $250 guaranty fund deduct-

ible is being paid by Seibels Bruce,
which is being paid an administra-
tive servicing fee by the guaranty
fund.

The policyholder servicing ar-
rangements are similar to those
made a month ago to cope with the
insolvency of the Charleston-based
Hibernian Mutual Insurance Co.

(BI, Nov. 6).

However, the assuming company
in the Hibernian liquidation, The
American Mutual Fire Insurance

Co., managed Hibernian before
storm-related losses caused the in-

solvency.
Mr. Richards said he "couldn't

be more appreciative" of the two
insurance companies that stepped

'This whole system is

being tested,' says

Lanville Mengedoht
of South Carolina's

guaranty fund.

in to run off the insolvent insurers

policies and act as servicing ear-
riers, because each has made "a fi-
nancial sacrifice" to do so.

In addition, Seibels Bruce is
loaning the guaranty fund money
as needed at a favorable 8.2% in-

terest rate until the fund obtains a

bank loan to help it pay claims,
said Lanville Mengedoht, vice
chairman of the fund.

The loan is needed to bridge the
gap between guaranty fund pay-
ments to policyholders and revenue
it will collect from insurer assess-

ments.

The fund annually can assess a
maximum of 1% of net premium
written by insurers in identical

lines during the calendar year pre-
ceding the insolvency.

The guaranty fund plans to as-
sess the full 1% by the end of the
year and again early next year, Mr.
Mengedoht said.

The 1989 and 1990 assessments

will generate $6.8 million, requir-
ing the guaranty fund to borrow
between $2 million and $3 million
to cover the estimated $7.5 million

to $9.5 million in potential claims
against the guaranty fund from the
two Hugo-created insolvencies,
said Gerald Garnett, chairman of
the guaranty fund.

Mr. Garnett projects Grange Mu-
tual's insolvency could reach $3.5
million while Hibernian's insol-

vency is now projected to be $4
million to $6 million.

Mr. Mengedoht said he expects
the guaranty fund to ask legisla-

tors in January to increase the an-
nual cap on the amount of the as-
sessment or broaden the base of

insurers that can be assessed to

raise additional funds.

"This whole system is being
tested," he said. I
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2 Evena handful of claim settlements can have fatal consequences ili«..2,
for a carrier when policies are worth $75 million apiece.

Unless the carrier is the American Excess Insurance Association.

Unlike other carriers, AEIA is not separately capitalized. *
Claims 'pass through" the Association to member companies, which are
among the nation's largest and strongest insurance institutions.

We offer a single policy of $75 million over $25 million. *
Member companies are domestically admitted and have the underwrit-
ing skill, and the reserves, to offer you outstanding stability and security

Stability and security are just the beginning of J"NE

our story To learn more, ask your broker or member 
company agent to call this number: (203) 528-1931.
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*Note: A few classes are restricted to $50 million in excess of $50 million.

Each member is severally and not jointly liable for its share, as specified in the policy, of any assumed risk. Terms and Insurance Association
conditions of coverage are as stated in the policy.

/Etna Life & Casualty; American International Group; CNA Insurance Companies; Chubb Group of Insurance Companies, The Continental Corp,
Crum and Forster Insurance Organizations; General Accident Insurance, The Home Insurance Company; Insurance Company of North America, a CIGNA company;

Maryland Casualty Company, NAC Reinsurance Corporation; Royal Insurance Company ot America, a member company of Royal Insurance group,
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Federal Insurance Company; The Continental Insurance Company; United States Fire Insurance Company; General Accident Insurance Company of America,
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The Travelers Indemnity Company; Zurich insurance Company, U.S. Branch.)
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GAO study
Continued from page 2
prcblem of court congestion," the re-
port said.

Despite these conclusions, tort re-
form advocates view some of the

GAO's findings as further acknowl-
edgment of the problems with cur-
rent product liability laws.

Tom O'Day, associate vp in the

Washington, D.C., office of the Al-
liance of American Insurers, said the

GAO report emphasizes the need for
reform of product liability laws.

By pointing out the cost, the
amount of time to try each case and
the instances of unwarranted puni-

¥1 -

V

tive damages being awarded, only to
be overturned at some later date, it
becomes even clearer that something
must be done, Mr. O'Day said.

Victor Schwartz, counsel for the

Product Liability Alliance in Wash-
ington, D.C., warned that people
"should not try to generalize these
findings for states that have serious
problems with product liability."

He said the report tells a great
deal about product liability laws in
the five states surveyed-Arizona,
Massachusetts, Missouri, North Da-
kota and South Carolina-but he sees

nothing in the report that under-
mines the need for federal product li-
ability laws.
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Indeed, due to data collection

problems, the GAO concedes that
"we were not able to include any of
the large industrial states that re-
formi advocates have identified as

'problem' states in the area of prod-
uct liability. The five states (studied).
however, have elements of product li-
ability law, such as strict liability
and joint and several liability, which
have been pointed to as problems by
insurers and other tort reform advo-

cates."

Susan Arnold, an evaluator with

the GAO, said that the availability
and access to complete data was the
key factor in determining the states
that were studied. The GAO alsc
tried to use states that have not beer

examined in other surveys, she said.
The GAO report examined all

product liability cases brought by in-
dividuals alleging personal injury
wrongful death or dannage to prop-
erty that were resolved through trials
in the five states between 1983 and

1985. In all, 305 cases were studied.

Although only 3.5% of all prod-
uct liability cases are resolved
through a trial verdict, the GAO said
it chose to study cases that were con-
cluded with a verdict because of th€

difficulties in obtaining informatior
on pretrial settlements and because
these cases focus on one of the recent

criticisms of the system: jury awards.
The report found that 45% of prod-

uct liability cases studied were de-
cided in favor of the plaintiff, with
the amount of money awarded to the
136 victorious plaintiffs totaling $11 f
million, or an average award of
S845,000. The size of awards rangec
from $255 to $10 million, with the

median award equaling $157,000.
However, the size of the awards

varied greatly by«state. Arizona hac
the highest average and median
awards, $1.46 million and $370,000:

respectively, while awards in South
Carolina averaged $369,000, with :
median award of $32,000.

However, the GAO concludes: "For

the most part, although the amounts
varied widely, verdicts in the five
states studied do not appear to be as
out of control or erratic as some have

implied. Plaintiffs won in fewer than
50% of the cases."

In addition, the report notes "when
awards were made, the size of com-

pensatory damages was associated
with type and severity of injury in a
manner consistent with what is gen-
erally known about the relative eco-
nomic loss for various injuries."

The highest compensatory awards
were for wrongful death, with an av-
erage award of $937,000, while per-
sonal injury awards averaged
$672,000 and property damage
awards averaged $128,000.

The study found that punitive
damages were awarded in 23 of 55
suits in which they were sought. The
average punitive award was $1.3 mil-
lion and the median was $400,004
slightly larger than the average com-
pensatory award of $906,000 and the
median compensatory award of
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$375,000 in those 23 cases.

The size of the punitive damage
award varies by state, according to
the GAO. For example, Arizona had
the highest average punitive damage
award at $2.25 million, followed by
Missouri at $1.11 million. Punitive

awards in North Dakota averaged $1
million while the average in South
Carolina was only $367,000.

No punitive damages were
awarded in the Massachusetts cases

studied, in part because punitive
damages are only awarded in wrong-
ful death cases in Massachusetts.

Of the 23 cases in which punitive
awards were assessed, 78% were ap-
pealed, compared with only 54% of
cases in which connpensatory darn-
ages were awarded. While 11 cases
were not heard on appeal, the GAO
found that appellate courts reversed
or remanded all 12 punitive damage
awards that they reviewed.

But Andrew Wright, senior counsel
for the American Insurance Assn. in

Washington, D.C., says that the ex-
pense of taking a case to appeal is a
very costly way of fighting un-
founded punitive damages awards.

Overall, the GAO report says that
defendants often were successful in

having trial court awards reduced or

vacated on appeal. Including both
compensatory and punitive verdicts,
137 cases, or 58% of the trial court
verdicts in favor of plaintiffs were

appealed, compared with only 34% of
verdicts favoring defendants.

And, of the 84 cases that were

acted on by appeals courts, only 41%
of the plaintiffs' verdicts were af-
firmed, while 37% of the awards were
reduced or vacated and 11% of the

verdicts were vacated or remanded to

the lower court.

In contrast, 77% of the verdicts
on behalf of defendants that were

reviewed were affirmed on appeal,
while 23% of these verdicts were va-

cated or remanded.

While previous studies have as-
sumed that defendants' negligence is
not an issue in many cases in states
that have adopted strict liability-in
which a defendant can be held liable

if the plaintiff proves the product
was dangerously defective when it
was manufactured and caused an in-

jury, regardless of whether the defen-
dant was negligent-the GAO found
that negligence still was a basis for a
verdict against a defendant in 66% of
the cases studied.

Strict liability was the basis for
the verdict in 27% of the verdicts

against defendants, while 8% of these
cases were decided on charges of

Court decisions

favor defendants,
law scholars say
WASHINGTON-A trend to-

ward pro-defendant decisions in
product liability cases is quietly
under way, according to two Cor-
nell University law professors.

They attribute the growing
number of verdicts in favor of de-

fendants, which began earlier this
decade, to changing trends in ju-
dicial decision making, not to tort
reform measures passed by state
legislatures.

An article by James A. Hender-
son Jr. and Theodore Eisenberg,
which will be published in the
February issue of the UCLA Law
Review, also says the move to-
ward pro-defendant rulings is
more noticeable in state courts

than in federal courts.

This trend is a reversal of the

trend that began during the 1960s,
when courts were viewed to favor

plaintiffs in product liability
cases, the article said.

Even with this shift away from
pro-plaintiff decisions, the emerg-
ing trend may not mean that the
problems surrounding product li-
ability litigation will be solved,
the article stresses.

"Moreover, even if the trend we
identify could somehow be ex-
pected, over time, to correct most
of the perceived earlier mistakes,
it could take years for those cor-
rections to be made. Nor do our

findings mean that legislatures
should now necessarily feel free to
maintain or adopt reform statutes
encouraging the pro-defendant
trend," the article said.

At the very least, the article
added, these findings should make
legislators "more inclined to ob-
serve the reality of the legal prod-
ucts (liability) climate in which
they work in."

-By Adrienne Locke

breech of warranty.
0 1

Copies of "Product Liability, Verdicts 
and Case Resolutions in Five States," '
GAO/HRD 89-99, can be obtained
from the US. General Accounting

Omee, P.O. Box 6015, Gaithersburg,
Md. 20877; 202-275-6241. The first
.Bve copies are free; additional copies
aTe $2 each.

V
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Wealwas knew
our alumni woul[11]0
movers an[1 shakers

Like Bob Corroon, Chairman of Corroon & Black.1
And Dick Blum, President & CEO of Guy
Carpenter.2

And Dick Meyer, Executive Vice President of
Johnson & Higgins.3
And Bob Vairo, President and CEO of Crum &
Forster.4

And Bill Munson, Executive Vice President ofThe
Home Insurance Company.5
And Fred Jarvis, Chairman, President & CEO of
Selective Insurance.6

And Joe Fahys, Director of the Carvill Group.7
And Bill Thiele, Senior Executive Vice President of
Continental Insurance.8

They're all on our Board of Trustees, so we
know exactly where to locate them.

But locating some of our other movers is a
problem.

Because it seems like they're moving a lot.
You see we're getting quite a bit of mail back

because our alumni have changed jobs or
residences without letting us know.

So they don't know about all the new and
exciting things that have been happening at the
College-things such as enrollments that are up
12%, and our new MBA in Risk Management for
residents and non-residents, and our reorganized
and revitalized Alumni Association.

So, if you haven't received any of our mailings

'2EX AGENDO AESTIMEMUR/

1

recently, please fill out and send in the coupon
below.

Even if you didn't get a degree here - say you
took courses or studied for a designation - send
in the coupon or call our toll-free number.

We'll put you back in touch with your fellow
alumni, you'll receive notices of programs and
speakers, and all the news from The College of
Insurance.

Don't wait. Get moving.
'School of Insurance, '55; 2BBA, '70,3'VIBA, '74: 45choot of Insurance, '62;
5BBA, '68; 6School of Insurance, '52; 7BBA, '68; acollege of Insurance, '65.

i YOU JUST FOUND ANOTHER IVIOVER.
1 THE COLLEGE OF INSURANCE ALUMNI ASSOCIATION

101 Murray Street New Ybrk, NY 10007-2132

, Phone: 1-800-242-9549 (Toll-Free) 212-962-4111 Fax: 212-964-3381
1 My name is:

1 My home address is:

I My title is:

1 My business address is:

, My business phone number: (Area Code)

1 I attended The College (or School) of Insurance
I from: to:

, My Degree: BBA BS MBA
1 Certificate Course Work Other

Tile College ollnsuran

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

.l
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Gillespie asks judge to reconsider ruling
SAN FRANCISCO-Insurance

Commissioner Roxani Gillespie is
asking a California judge to recon-
sider his ruling that Ms. Gillespie
violated the state Insurance Code by
not holding show-cause hearings

against an insurer "whenever she has
reason to believe" that an insurer had

used unfair practices.
State Superior Court Judge John

Dearman also ordered the Insurance

Department to release investigatory
files of consumer complaints con-
cerning insurers to Ray Bourhis, a
San Francisco attorney and Demo-
cratic candidate for insurance com-

missioner who sued Ms. Gillespie and
the department.

The rehearing is set for Dec. 13.
"Over the past five years literally

thousands of consumer complaints
revealing statutory violations...have

Around the states

been made to the commissioner,"

Judge Dearman said. "Yet in the past
five years, the commissioner has is-
sued only three orders to show
cause. . .and not one of these was

against a major insurance company."
If upheld, the ruling would require

the Insurance Department to hold
formal hearings "in sufficient num-
bers to effectively deter wrongful

conduct" and levy fines "to deter un-
profitable misconduct," Mr. Bourhis
said last week.

"That action should be cheered by
all insurance companies that want to
do business in California fairly," he
said.

In a statement, the department

G. L. HODSON & SON, INC.
REINSURANCE INTERMEDIARIES

Founded in 1924

Minneapolis, MN
612-854-1112

New Hyde Park, NY
516·365-9000

Boston, MA

617-262-5300

Atlanta, GA
404-256-9666

Los Angeles, CA
213-487-2910

San Francisco, CA
415-362-1987

noted, however, that "both the in-

surance code and case law clearly
give the commissioner power to use
other means such as informal con-

ciliation to expedite resolution of
consumer complaints."

"In fact, the department has es-
tablished an excellent record using
such means, successfully resolving
complaints and recovering more than
$55 million for consumers during the
three years of (/Is. Gillespie's) ten-
ure," the statement said.

"If formal hearings are required
on routine complaints, the Depart-

ment is concerned that years could
elapse before the cases are resolved,"
the statement said.

Ms. Gillespie has no: yet an-
nounced whether she will seek the

Republican nomination for insurance
commissioner, which will become an

elected office next year under a pro-
vision in Proposition 103.

-By Louise Kertesz

Work comp rate hike
RALEIGH, N.C.-The North Caro-

lina Rate Bureau and the state De-

partment of Insurance have agreed to
a 9% average increase in workers'
compensation insurance rates for
1990.

The approved increase is slightly
more than half the original request
of 16.8% that the bureau filed in

September. Regulators had found
that request exorbitant.

The revised rates will become ef-

fective Jan. 1.

The bureau, which represents all
licensed workers compensation in-
surers in the state, agreed to the 9%
increase Nov. 17, thereby avoiding
a rate hearing that had been sche-
duled for Nov. 20 by Insurance Com-
missioner James Long.

Mr. Long had said in announcing
the hearing that the bureau's origi-
nal filing was too high and did not
fairly reflect the excessive profits and
investment return insurers would de-

rive from the rate increase.

In requesting the rate hike, insur-

ers did not duly consider their actual
losses and expenses, appear to have
inflated loss and expense estimates
and provided excessive cost estimates
for underwriting, issuing and pro-
cessing policies, Mr. Long charged in
the hearing order.

"The Bureau's governing commit-
tee considered the proposal very
carefully," said Jerry Hamrick, work-
ers compensation manager with the
bureau.

"Although this rate change is less
than we requested, we believe the
settlement is in the best interest of

employers and the insurance indus-
try," he said.

Roger Langley, senior deputy com-
missioner with the Insurance Depart-
ment, said: "We believe the order re-
flects a continuing commitment by
the commissioner of insurance to

hold the line on increasing insurance
costs. We are pleased with the agree-
ment"

Mr. Long in 1987 scaled back an-
other request for a 16.8% workers
comp rate hike to 4.2%.

-By Michael Schachner

Bermuda insurers increase

net premium volume by 4.8%
HAMILTON, Bermuda-Net pre-

miums written by Bermuda-based in-
surers and reinsurers increased 4.8%

last year to $8.4 billion from $8
billion in 1987, according to Registrar
of Companies Verbena Daniels.

Total capital and surplus of the
Bermuda insurance and reinsurance

industry fell 3.4% to $14.5 billion in

L _1 Lc.£,rImIW
Aon Risk Consultants

Reinsurance and Claims Services

REINSURANCE AND CLAIMS CONSULTANTS

123 North Wacker · Chicago, Illinois · 60606
312 . 701 · 3440
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215 · 925 · 6157

CLAIMS MANAGEMENT

100 Metro Park South · Old Bridge, New Jersey · 08857
201 . 290.8000

A Subsidiary of the AON Corporation

i Bermuda

1988 from nearly $15 billion in 1987,
though insurens and reinsurers' total
assets rose 11% to $38.7 billion in
1988 from $34.9 billion in 1987.

Gross premiums written by the
Bermuda market rose 8.1% to $11.1

billion last year from $10.3 billion
in 1987.

According to Ms. Daniels' report,
33 new insurers were incorporated
in the first 10 months of 1989, while
59 insurers were removed from the

register of companies during the
same period, leaving Bermuda with
1,316 insurers as of Oct, 31, down
1.9% from 1,342 at year-end 1988.

Despite fewer Bermuda-based in-
surers this year, Ms. Daniels said the
performance of Bermuda's captive
insurance market was "encouraging"
in light of the soft property/casualty
insurance market worldwide.

"Asset strengthening and the pres-
ervation of capital and surplus base
figures is indicative of Bermuda
companies positioning themselves for
the market hardening," she said.

Ms. Daniels added that the mar-

ket's net premium-to-surplus ratio,
which was less than 1-to-1 in 1988,
"demonstrates the continued conser-
vatism of this insurance center."

Belvedere sale

New York-based Belvedere Corp.
has reached what it describes as a

"definitive agreement" to sell its Ber-
muda reinsurance unit to a group in-
cluding the local management and
Citicorp.

Belvedere Holdings Ltd's subsidi-
ary, Belvedere Insurance Co. Ltd.,
last year wrote net premiums of $25.3
million and reported a net profit of
$3.4 million (BI, April 10).

The group has agreed to a pur-
chase price equivalent to about $17.5
million, including $13 nullion in cash,
$3 million in preferred Belvedere
Holdings stock and a warrant to ac-
quire 5% of the common stock of a
new Bermuda holding company, Ca-
liban Holdings Ltd., that is being in-
corporated to handle the acquisition.

According to Belvedere Corp., the
warrant may be resold at the option
of Belvedere to the new company for
up to $1.5 million "under certain cir-
cumstances."

The acquisition, still subject to reg-
ulatory approval, is expected to be
completed within six weeks. Its an-

nouncement signals the defeat of a
competing bidders group headed by
Peter Wilson, the former president of
Forum Reinsurance Co., and Francis
Carter, president of Belvedere Insur-
ance until July 1986 (BI, Oct. 30)

Colin O'Connor, who succeeded
Mr. Carter at Belvedere Insurance,

says he was "relieved" that the Ci-
ticorp-backed management buyout
was successful, "I don't know all the

details of the other offer, but I do
know it was pretty much down to the
wire for us," he said.

Mr. O'Connor described the pur-
chase as an opportunity that was too
good to pass up. "We felt it was
the kind of chance that might not
have come our way again," he said.

The "we" is almost the company's
entire top management in Bermuda.
It includes Mr. O'Connor, un-

derwriters Tom Hamill, Robert
Power and Derek Ratteray, financial
controller Paul O'Shea, treasurer
Vanessa Johnson and managers Pa-
mela Martin and Patricia Hawke.

Mr. O'Connor would not discuss

shareholder details, other than to say
that the banking giant would have a
"considerable" controlling stake.

But he added: "I don't think we

are going to see Citicorp adopting
an intrusive approach to manage-
ment."

No changes are likely once the
takeover is completed, Mr. O'Con-
nor said.

Belvedere .writes conventional

treaty reinsurance, financial reinsur-
ance and captive reinsurance.

The sale of the Bermuda opera-
tion is conditional on the sale of a

49.9% stake in the parent Belvedere
Corp. to Christiana Holding Co. Inc.,
a U.S. subsidiary of Storebrand In-
ternational A.S. of Oslo, Norway.
Should that sale fall through, a Bel-
vedere Corp. statement hints that the
Bermuda sale could proceed "at the
option of Belvedere."

The purchase agreement was an-
nounced after Belvedere Corp. posted
a third-quarter net loss of
$702,000-a result it blamed on Hur-

ricane Hugo, which it said cut net in-
come by $1.2 million. Net premiums
written during the three months
ended Sept. 30 were $12.2 million, up
from $8.3 million in 1988. Net premi-
ums written in the first nine months

rose to $41.2 million from $31.1 mil-
lion in 1988. I
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Cubs decision man said "The Cubs will appeal this in New York said "It has always been recogrnzed that decision was overturned on ap-
decision, and we expect to prevail in "It is a well-recognized and well- that these are things that happen at peal Mr Cmgnani also distinguished

Continued from page 3 the appellate court " estabhshed prmciple that as long as sportmg events and that there is no the Houston Astros case from the
the boy from the foul ball, the screen Club attorneys and other ofhcials the ball club offers protected seats- hablhty" Yates case because the former m-

was madequate, he argued would not comment further and 6very club does-there m no ha- Mr Izeman predicted the decision volved punitive damages
"The Cubs failed to adequately If the award lS upheld on appeal, bihty for injuries," said Mr Hoynes, would be reversed on appeal, but he Tickets to almost all sporting

protect the area behind home plate," Chicago-based Tribune Co, which who represents the National League said it would create "an unfortunate events specifically attempt to relieve
Mr Clrignani said owns the Cubs, would probably tap of Professional Baseball Clubs precedent" if upheld the owners of the stadium and the

He said this situation is analogous ltS hability insurance to cover part of He said patrons who choose to sit Plaintiffs' attorney Mr Cirignani team for liabihty for mluries to spec-
to the owner of parlang lot "While the award The award would most outside the area protected by the foul labeled the verdict in the Yates case tators
the owner does not have a legal duty likely be a covered loss under the ball screen must assume the rlsk for the first of its kind In the Cubs case, the ticket said ,
to put m hghts, once the owner puts team's comprehensive general habil- their decision "This is the first time a lury has "Holder of this ticket voluntanly as-

in lights, they must be maintained," ity policy, said Doug Wilhams, vp- The Yates decision is an "aberra- found a ball club liable for injury sumes all risks and dangers inciden- 
he explained The owner of such a sports division at K&K Insurance tion," Mr Hoynes said "I expect it caused by a ball m play," he said tal to the game or event for which ,
parlnng lot would become hable for Group Inc in Fort Wayne, Ind will be overturned on appeal " In 1957, the Cubs were held liable this ticket is issued whether occur- 1

inlury caused by the failure of the Baseball teams typically have very However, even if the decision is when a pitcher warming up near the ring prior to or after same and agrees
hghts, he said low deductibles ranging from $2,500 upheld, it would not be troublesome dugout accidentally threw a ball mto that the organization, agents, partici-

Mr Cirignani's extension of this to $10,000, he said Primary policy for other ball clubs because "dec- the stands Mr Cirignani says that pants, players or Ticketmaster are
theory to the Wrigley Field screen limits are usually $1 million, while ades" of law hold to the con-rary, Mr case is distinguishable from the Yates not responsible or hable for any m-
persuaded the ]udge to allow the case excess limits range from $25 million Hoynes predicted "One snowflake ease because the miury was caused Juries resulting from such causes "
to be heard by the jury, which to $100 mllbon does not make a snowstorm " by a ball not in play and courts have Ticketmaster is the ticket agency
awarded the injured boy $67,500 m The Tnbune Co would not com- White Sox attorney Jeff Izeman of held that spectators assume nsk for that contracts with the Cubs
compensatory damages ment on the Cubs' hability coverage Katten, Muchm & Zavis m Chicago miuries that occur only as a result of Mr Cingnani argues that "there

"The Cubs organization believes Attorneys criticized the decision also cnticized the decision the actual game are 20 reasons why (the ticket) does
the decision in the Yates case is in- It "is contrary to decisions m many 'My understanding of the law in And m 1983, the Houston Astros not create a bmdmg contract " For
correct and not m line with the set- courts in many states," said Louis Illinois is that the fan assumes the were held hable by a tnal court jury example, mmons cannot enter into le-
tled law m this area," a Cubs spokes- Hoynes of Willkie, Farr & Gallagher risk when he attends a game," he when a foul ball hit a spectator But gally binding contracts
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Business Insurance
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Chiltington (America) Inc, an expanding reinsurance accounting and ERS - large brokers - national ac- (207) 667-4002
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Circulation

counting areas Minimum of 5 years experience with either a reinsur- CLAIMS ADJUSTER - personal
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Mine loss gest copper producer and the 18th- worth & Ebsworth, would not com- ernment said it would give natives draw their labor until safe conditionslargest producer of gold Before shut- ment on the htigation a portion of mine revenues if the could be guaranteed, Mr Mutch saidCont:nued from page 3 down, it generated about 3% of the BCL claims that it has done evely- natives agreed not to attack the Another transmission tower wasIslands world's total copper production and thing possible to keep the mine open, mine toppled May 21 and the mine hasBCL also contends that the com- was a significant source of gold for closing it only when forced to do so to In November 1988, though, rebels been closed since BCL attempted topany's deductible should apply only world metals markets protect employees' hves bombed a guest house, mme equip- restart operations the next day,once because the attacks are all part Mr Mutch said the pollcy is ren- Property losses and BCL's decision ment and a supermarket, all owned workers in buses were shot at andof one event

ewed annually, but he would not to close the mine stem from uprisings by BCL, and, a month later, blew up a second power pylon was toppled,The company would not disclose identify the company's broker a transmission tower carrying power Mr Mutch saidits deductible BCL is insured by CRA's Singa- | to the rmne Power was restored m Rebel attacks in September frus-Underwriters, though, refuse to pore-based captive, Metals & Min- BCL says it has done two days and the mine resumed oper- trated another attempt to reopen thepay the claim, arguing that the prop- erals Insurance Pte Ltd, which
everything possible to

ation mine

erty policy specifically excludes wntes 90% of the coverage But three days after power was The mine will remain closed untillosses from "msurrection, rebellion, The coverage is remsured with be- keep the mine open, restored, the mine was shut down worker safety can be guaranteed, Mrrevolution, civil war, usurped power" tween 40 and 50 London, European for four more days when rebels da- Mutch saidor government action designed to and Australlan reinsurers, accordmg closing it only to maged another transmission tower Sources expect msurer attorneys toprevent such occurrences, sources to Ross Bovill, chief executive and a protect employees. and a mine-owned maintenance file an amended defense m the Victo-
 say director of the captive building nan Supreme Court early this weekBut, underwriters contend that lf Mr Mutch, also a director of the In March, the island's BCL-owned BCL's experience has prompted thea court rules the policy covers the captive, acknowledged that it is rare airport terminal was burned down, large Australian mining group MIMlosses, then BCL's deductible should for a company to sue its own captive by Bougainville natives who want the damaging company property, includ- Holdings Ltd to msure its loans forbe applied to the losses from each of Insurer island to secede from Papua New ing aircraft its new gold mine subsidiary in theseveral rebel attacks on the mine, ac- But, both he and Mr Bovill den- Gumea Another transmission tower was Papua New Gumea Highlar*is; on is-cordmg to sources ied that BCL is seeking a court vic- The mme is 19 1% owned by the toppled April 15, halting mine op- land of New Gumea against "warlike

Underwriters also say that BCL tory to make it difficult for the cap- Papua New Guinea government and erations for several days activities " The insurance was re-
did not do all lt could to mitigate tive's remsurers to deny the captive's produces 17% of the country's reve- On May 15, miners were attacked quired by an international bankinglosses, sources say reinsurance claims nue and the Bougainville Mine Workers' syndicate that is partially financing

And, insurers argue that fear of Mr Mutch said Metals & Minerals Bougainville rebels also demand Union advised employees to with- the new gold mine
further violence is an insufficient would not need a court decision to that Papua New Guinea give them
reason to close the mine and seek receive support from its reinsurers the 14 bilhon ·kina ($12 1 bilhon) m
business interruption coverage, He said the case is bemg htigated royalties it has received since the
sources say because BCL and the captive can- mine was opened m 1972, plus an ad-

The litigation, originally scheduled not agree on the size of the claims ditional 64 billion kina ($55 bilhon), Insurance services guideto start last month, was postponed and "there has not been a court prec- accordmg to Mr Mutch
and is now set for Feb 12 in the Vic- edent set on some of the issues m this Bougainville's natives receive a
torian Supreme Court m Melbourne, case " much smaller royalty than does the
Austraha, Mr Mutch said Three insurers wrote the remam- Papua New Guinea government CASUALTY ACTUARIES, INC. REHABILITATIONMr Mutch would not comment on ing 10% of the coverage Taisho Ma- Smce 1972, local ownens of the land · Loss Reserve and Rate Evaluations for BUSINESS SYSTEMS, INC.the details of BCL's property pohcy, rine & Fire Insurance Co Ltd of where the mine is situated have re- Insurance Companies and Self-Insureds
but he said it is "normal m Austraha Tokyo, GRE Pacific Insurance Ltd of ceived $34 million Austrahan ($267 ' Statutory letters of opinion on loss and Operational Methods
for such a pollcy to be written to the Lae, Papua New Guinea, a unit of milhon), or 24% of the revenues the loss expense reserves and

77 West Port Plaza, Suite 550full value of assets and one year's loss GRE Insurance Ltd m Sydney, and government has received, Mr Mutch Management Design
of profits " American Home Assurance Co of said St Louis, Missouri 63146-3107 for the

(314) 878-5002In its latest financial report, the New York, a unit of American Inter- Rebels first attacked BCL prop- Enhancement of Profitability
company values its property on Bou- national Group Inc, according to Mr erty in late 1988 after the Papua and QualityInPhoto Surveillancegainville at 971 milhon kina ($839 2 Mutch New Guinea government said it within the
milhon) The insurance companies and their would not accede to a rebel request USA Vocational Rehabilitation

The mine is the world's sixth-lar- attorney, the Melbourne firm Ebs- to close the mme However, the gov- Industry

- 800-822-8220 Post Oflice Box 133Constellation Re
Goldenrod, FL 327334133

FAX: 800-752-0720 (407) 366-1544Continued from page 3 against the liquidator for allegedly Judge Schackman wrote that In-
refused to consider the idea refusing to discuss alternative pro- surance Department rejection of

Great American asked Judge posals, charging the liquidator any proposal should be in writing
Schackman to relect the Insurance with bad faith and breaching its fi- and should explain the reasons for
Department's liquidation plan, duciary duties to creditors the rejection "so that the court RISKMASTERTM Software
find that the liquidator behaved Weavers and Gibraltar also may evaluate whether the liquida- by •OBERAL CLAIMS
arbitrarily, capriciously and un- sought a court order directing liq- tor 15 fulfilling his fiduciary duty
reasonably in refusing to consider uidators to seek proposals from in- to the creditors by exercising his Tillingbast • WORKERS' COMP

• VE,ICLE ACCIDENTS

the alternative plan and to order surers qualified to assume Constel- discretion in a financially sound, ••••••••••4 7»Iry i¥,r,1, company •CHECK WRIT,46
the liquidator to solicit proposals lation Re's assets and liabilities responsible and responsive man- • EXP. MODIFICATION FACTORSONSITE TRANNGfrom companies willing to assume The creditors also sought an ner " • ACTUARIAL REPORTINGONGONG SUPPORTConstellation Re's assets and liabi- order enjoining the liquidator from Meanwhile, the judge denied the

FOR PCIMHIMANFlities (BI, May 1) depleting Constellation Re's assets, creditors' motions to freeze Con-
Installed in Over 38 States & CanadaIn an Aug 7 ruling, Judge including by proceeding with its stellation Re assets and ordered the

For Marketing Questions or to Attend a Free Seminar, Call (313) 5674616Schackman refused to approve the audit of the defunct reinsurer liquidation bureau to continue its
New York department's hquida- Great American filed a similar audit of the reinsurer
tion plan because an audit of Con- motion If the creditors proceed-at their
stellation Re had not been per- On Nov 14-six days be fore own expense-to unofficially seek FLCSformed to support the plan (BI, buyout proposals, a copy of the re- TEMPORARYAug 28) quest for proposals should be sent IRG

But, the Judge also refused to The judge rebuked the to the liquidator for comments be- CLAIM SEAVICES CLAIMS EXAMINERS
rule that the liquidator had acted fore publication, the Judge ruledliquidation bureau for Qualified, experienced medical & dental claims examiners are avail-arbitrarily He further concluded Lawyers for the creditors say

able nationwide to assist you with claims processingthat the court had no authority to its 'unreasonable' they hope the ruling will resolve
Staff is available during regular hours, after hours and on weekendscompel the Insurance Department the standoff between the liqui(la-refusal to consider Examiner skills are exactly matched to your requirements on manual or on-to solicit alternative plans, noting tor and the creditors

line systemsthat this was a matter of depart- buyout proposals. "Hopefully, now the department
As the leading national firm devoted exclusively to temporary assts-ment discretion and that the court is realizing that it has to listen to

tance m claims processing, we have been the proven answer to claim back-could only approve or reject plans the input of the creditors as to
log problems for over 600 companies Call us to find out about how we cansubmitted by the department what they would consider an ap-
be a part of your solutionAt the same time, however, the Judge Shackman ruled on these propriate resolution to the estate,"

CLAIM SERVICES RESOURCE GROUP • 800-331-5039judge rebuked the liquidation bu- motions-Mr Mone told Great said Peter Bickford, a partner with
reau for its "unreasonable" refusal American's lawyers that the liqui- Bickford, Hahn & Hayes in New
to consider buyout proposals and dator would give "due considera- York, representing Gibraltar
strongly suggested that lt discuss tion to any proposal submitted by "The longer these proceedings .a../ INSURANCE SOFTWARE PACKAGES, INC.such options with creditors Great American or any other credi- drag on, the harder lt 15 to do any-

Value Leaders In Risk Management SojtwareRepresentatives of the Insurance tor" relating to the assumption of thing meaningful with the estate,"
Department and Constellation Re Constellation Re's assets and liabi- he added
creditors met in late August and lities "or any other plan for an or- It's our money that's being used Full Function Claims Management Systems
again in mid-September, though derly and equitable termination of to finance this Jurisdictional idebl foriSelf'Inibureds, TPA's, Associations & Carriers
the New York department main- the liquidation proceeding " fight," observed James Veach, a

0 WORKERS' COMPENSATION O GENERAL LIABILITYtained ltS hard-line stand against Citing this letter, the judge ruled lawyer with Mound, Cotton &
O EMPLOYEE HEALTH BENEFITS O COMMERCIAL AUTOany buyout proposals, lawyers for Nov 20 that the liquidator has not Wollan in New York, representing 0 MEDICAL FEE SCHEDULE & BILL REVIEW 0 REINSURANCE REPORTINGConstellation Re creditors say breached its duties to creditors several creditors O MULTI-LINE LIABILITY O LOSS FORECASTINGHowever, Mathias E Mone, a The judge also affirmed his Aug However, one lawyer involved in 0 COBRA

lawyer for the hquidator, denies 7 ruling that the court has no au- the proceedings noted that the la-
that the Insurance Department thority to order the liquidator to test ruling stlll leaves the fate of

Installations a s Call For A Free Demo Disketteadopted a hard-line position "We seek such proposals any buyout proposal in the hands
Micro & Network Versions Availablewere not taking a steadfast posi- However, the ludge suggested re- of the New York department «

tion that we would never consider solving the stalemate between the "It's nothing, really," the lawyer
a creditor plan," said Mr Mone, a Insurance Department and the said of the ruling, "unless (the liq-

INSURANCE SOFTWARE PACKAGES, INC.partner with Cahill, Gordon & creditors with an "unofficial re- uidator) is really serious about ex-
Reindel in New York quest for proposals" to insurers by amining our proposal " 5118 N. 56th Street, Tampa, FL 33610

US (800) 237-8133 FL (813) 621-6069Two creditors-H S Weavers a committee of creditors Constellation Re, a former unit
(Underwriting) Agencies Ltd and Proposals for assumption of of Santa Fe Southern Pacific
Gibraltar Casualty Co, a unit of Constellation Re's assets and liabi- Corp, was ordered liquidated in

For advertising info, mation iii the INSURANCE SERVICES GUIDEPrudential Reinsurance Co -sub- lities could then be forwarded to February 1987 and has been esti-
Contact Margaret Hikido 740 Rush Street Chicago Illinois 60611sequently asked Judge Schack- the liquidator for the promised re- mated to be insolvent by $39 mil-

Telephone i312) 649 5340man's permission to file an action view, the ruling said lion
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MARKET REPORT:

EMPLOYEE BENEFITS
December 18.1989

Bl editors will evaluate market conditions

affecting group health and managed care,
forecast how much group health care
costs will rise, and examine other benefits
including dental plans and long.term
disability plans. Plus editors will rank and
profile the 10 largest consulting firms in
our annual Directory of Benefit Consultant
This issue will provide executives with a
clear picture of how to plan and implemen
their strategies for the coming year.

THE YEAR IN REVIEW
December 25.1989

BI editors will recap the events of the past
12 months - how these events have

shaped the commercial insurance industry
at home and abroad. The Year In Review

serves as a barometer tracking news and
trends: legislation and regulation: tort
reform: section 89: prop 103; pollution
liability; and the dramatic impact of the
Valdez oil spill. hurricane Hugo and the
San Francisco earthquake. This recap
issue will provide readers with details
of events and trends that will help shape
the future.

AD CLOSING: DECEMBER 12

MARKET REPORT:

RISK MANAGEMENT
January 1,1990

Bl editors will look at where

property/casualty insurance rates are
heading during year-end renewals. Will the
spate of disasters that occurred in 1989
mean higher insurance prices as we enter
the '90's? Editors will talk to insurers.

brokers. reinsurers. surplus lines market
executives. London market officials and
risk managers for their views. To take the
pulse of the property/casualty insurance
marketplace readers turn to BI.

AD CLOSING: DECEMBER 18

New York: (212) 210-0228

Aviation market
Continued from page 3

"We think that most people writ-
ing treaties are on our side."

As a result of the reinsurers' ac-

tion, "the aviation insurance mar-

ket is no longer providing policies
for longer than 12 months as of
Jan. 1," with the option of a three-
month extension, said Iain Nurse,
director of Lloyd's brokerage

Bowring Aviation Ltd.
"We are required by reinsurers

to impose 12-month policies with
three-month extensions, but the
extensions must be negotiated not
earlier than 90 days" before the

coverage is due to expire, said a
London aviation insurer.

However, this insurer, along
with others, said that although he
welcomed the restriction because it

brings discipline back to the avia-
tion insurance market, he believes

the restriction should apply only to
policies written after April 1.
Eighteen-month policies were first

198
t

INTO

Chicago: (312) 649-5276

1990
Only Business Insuranc«prdvides news., -
information, projections and asses$ments
needed to deal with the ¢omplex issues
that face the commercial'insurance
industry.

Each week financial andadministrative
executives. corporate risk and benefit
managers, agents. brokers and '
consultants, plus thousands oflnsurance.
and reinsurance executives reg on BI for
information on cause andeffect. impact
and implications that the* need.%0 make r
sound business decisions.\'

Reserve space today arid join 158,000'
Business Insurance readers as weenter
the next decade.

includes pass along
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Los Angeles: (213) 651-3710

written in April 1989, he said, not-
ing that not all airlines have yet
had the opportunity to buy an 18-
month policy.

For instance, Pan American

World Airways last year renewed
its aviation insurance on Jan. 1 for

a 12-month term.

But Mrs. Franklin-Engler said.
"That's tough." Besides. there are
not many airlines that renew on
Jan. 1,she noted.

Brokers say that at least two air-
lines already have renewed cover-
age that expires Jan. 1 for 18-
month policy periods. but only be-
cause they completed their
renewals in October.

No one is certain whether limit-

ing policy periods will increase
airline hull and liability rates.
But many underwriters hope this
move will end the severe slide in

rates.

Airline hull rates have continued

to drop by at least 60% since the
18-month policies came into vogue
in April, while liability rates have
slid by about 55% (BI, Sept 18;
Feb. 13).

Total worldwide airline premium
income this year will total only
about $350 million, while total
worldwide insured hull and liabil-

ity losses from airline disasters
will amount to about $1 billion,
predicts Bowring's Mr. Nurse.

"There is no doubt that the mar-

ket can, if it wants, correct rates at

the end of the current policies,"
said a Lloyd's aviation un-
derwriter. "And there is no doubt

that the proportional reinsurers
have reacted (to the length of the
policies). But it's extremely diffi-
cult to read more into it at this

stage."
"There are indications of hard-

ening, though the initial (Jan. 1)

'The market can, if it

wants, correct rates at

the end of the current

policies,' says an
aviation underwriter.

renewals are being reduced" be-
cause the airlines now renewing
their coverage have not benefited
from the last round of rate cuts,
which began last April, added the
London aviation underwriter.

"I doubt whether rates will in-

crease before the middle of next

year," he said.
"Rates may be on the move next

year," said another London avia-
tion underwriter.

Among the 1989 aviation disas-
ters is last week's crash of an

Avianea Air Boeing 727 just out-
side Bogota, which killed all 107
people on board. Officials suspect
drug traffickers planted a bomb on
the plane.

All-risk and war risk hull cover-

age for the aircraft, valued at $3.5
million, and $600 million of liabil-

ity insurance is placed with Co-
lombian insurer La Nacional de

Seguros and is partially rein-
sured in London by Bowring Avia-
tion.

The London reinsurance of the

hull all-risk and liability cov-
erage is led by British Aviation
Insurance Co. Ltd. The lead hull

war-risk reinsurer was not

known.

Also last week, a Korean Air

Fokker F-28 crashed just after
takeoff, injuring 40 people.

Coverage for the $15.3 million
hull and liability insurance with
limits of possibly up to $1 billion is
underwritten by Seoul-based Ori-
ental Fire & Marine Insurance

CO.

The coverage is 44% reinsured in
the London market through bro-
kerage Nicholson Chamberlain
Colls Ltd. The London reinsurance

is led by The Orion Insurance Co.
P.L.C. and by Lloyd's underwriter
Barry Coleman. •
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Line slip rules available capacity Brokers can re- In recent years, up to 75% of all to negotiate with more underwriters risks or support different levels of
place the capacity cut from their lme busmess written m the London mar- under the new rules limits

Continued #om page 1 slips by directly placmg the needed ket has been coming through brokers' The new rules as approved are How do we combine a facility of-
bind a nsk," said Alan Hiscock, dep- limits with underwriters facilities, estimated Declan MeMa- much less severe than underwriters' fenng limits of less than $1 million
uty chairman of Sedgwick Energy Furthermore, by increasing the hon, deputy chairman of the ILU and original proposals, released Nov 7 with a facillty offermg limits in ex-
Ltd number of underwriters establishing managing director of insurance com- These would have required all risks cess of $50 million?" asked one bro-

Therefore, the current renewal sea- the terms and conditions of insuring pany Hansa (UK) Ltd above certam limits to be agreed to ker
son likely will be particularly hectic, risks through a line slip and makmg Such facilities "restrict the knowl- by every underwriter subscribing to a Or, he asked, if leaders on a line
and underwriters will have to man all underwriters on the shps more edge of the following underwriter broker's line slip slip for fishing vessels wish to ex-
their underwritmg rooms and boxes aware of what they are writing, the and impinge on underwnters' abihty The earlier proposal called for clude, say, U S fishmg vessels, can
for longer hours to see more brokers, underwriters hope to "strengthen the to know their exposures," he said every underwriter subscribing to a the broker no longer have a sepa-
said Mr Hiscock market and strengthen rates," said "The steps we are taking in the facility to see and agree to all pack- rate line slip specifically for U S

The rules could have been even Mr Jackson, who also is an un- market are only a re-establishment age property/liability programs with fishmg vessels?
stricter, but brokers successfully derwnter for syndicate 735, managed of disciplines that we had in the limits exceeding $50 milhon, liability • Lists of all declarations (of new
fought off initial proposals by un- by Wren Underwriting Agencies Ltd past," said Mr Parton business with limits exceeding $25 nsks/renewals) will be issued to all
derwriters that would have forced To the consternation of the un- In addition, reductions in capac- million, hull busmess with limits ex- underwriters within five working
brokers to seek the approval of every derwriters, in many cases the fol- 1ty and tightenmg rates m London's ceedmg $5 mllhon, and ng and en- days of acceptance by leaders, in a
underwriter on a lme slip for bum- lowmg underwriters on the line slip marine excess-of-loss market also are ergy busmess with hmits exceeding format set by the leading un-
ness written exceeding specified had not been informed when risks forcing following underwriters to $50 million derwnter

limits were placed with the facilities more closely monitor their exposure "The limits originally proposed Meanwhile, the Joint ILU/LUA
The Lloyd's Insurance Brokers The proposed measures are de- levels, underwriters point out would have been totally impracti- Cargo Committee issued a similar

Committee, which represents the signed to "strengthen the resolve" of "Underwnters are concerned about cable to work Brokers would have memo on Nov 20 outlining guide-
most influential brokers m London, London's marine underwriters who the abillty to get their own protec- needed to quadruple their broking lines for cargo business
agreed with the LUA and the ILU to are currently facmg claims from a se- tions (reinsurance) in place and staff to walk the nsks around the Cargo underwriters have been less
the new restrictions on brokers' line ries of unprecedented and massive whether they wall be able to afford market," Mr Hiscock said heavily hit by recent disasters, par-
slips losses, said Mr Parton of the ILU them It is the first manifestation of a Moreover, alt would have chased ticularly compared with energy un-

Brokers' line slips-and other faci- "Because of the losses we have m- tightening market," Mr Parton business away from the market and derwriters facing claims from the
lities such as binding authority curred and the general adverse fig- noted would have meant a lot of small un- Piper Alpha 011 rig in July 1988 and
covers and automatic treaties-have ures, the market now lS digging its derwriters would not have been the October blast at the Phillips Pe-
allowed brokers to place rlsks in the toes in," Mr Jackson said shown busmess," he added troleum plant m Texas
London market quickly and cost ef- Losses that have pounded the ma- 'Because of the losses However, after a series of meet- However, "the cargo premium 111-
fectively Both underwriters at rine market in the last few years ings between brokers and un- come will be required to play its

we have incurred...Lloyd's and m the company market mclude the $1 4 billion loss of the derwriters, the market has come up part in replenishing the London ma-
participate on the same brokers' line Piper Alpha oil platform in July the market now is with something "sensible and work- rine market's funds," said Leslie
slips 1988, the $300 milhon loss of a Pe- able," Mr Hiscock said Maton, a director of Andrew Weir In-

During the last decade, the num- trobas S A platform off Brazil in digging its toes in,' In a market circular dated Nov surance Company Ltd and chairman
ber of brokers' facihties in London's Apnl 1988, the estimated $400 mil- Mr. Jackson says. 28, Derek Wills, chairman of the of the ILU cargo committee
manne market has increased dramat- hon msured cost of the 011 splll from LUA, pointed out that "an over- Although many of the big losses
ically Underwriters estimate that the Exxon Valdez tanker off the coast . whelmmg malonty" of LUA and ILU will not directly hit the cargo un-
between 50% and 75% of all premium of Alaska in March, and the October members supported the original rec- derwriters, they will be charged
mcome now written by marine un- Phillips Petroleum plant explosion in The proposals are "a pragmatic so- ommendations higher reinsurance rates by their
derwnters m the London market lS Texas, which could cost underwriters lution to the problems of dissemma- However, "to ensure that the op- remsurers
written via such facillties more than $1 billion tion of mformation to underwnters eration of these recommendations "The whole market will be re-

A 25% reduction in capacity avail- In addition, windstorms and hurn- and a reduction in the amount of cov- should be entirely practicable, ex- quired to make a contribution to the
able through the tme slips could be canes also have wreaked havoc in erage that can be bound automati- tensive discussions have taken place losses," Mr Maton said
very significant London's marine market, Including cally," said Mr Payne of Willis with representatives of the Lloyd's As a result, the cargo underwriters

Large brokers have dozens of fa- Humcane Alicia in 1983, the Euro- Faber Insurance Brokers Council, who have and the LIBC have agreed that
cilities covering property, liability, pean October 1987 windstorm and But, "it's not a full answer m itself agreed to support an alternative set • Cargo busmess wntten through
business mterruption and energy re- Humcane Hugo, whose cost has been Proper analysis of risk comes from of proposals which they believe brokers' facillties "requires the ap-
lated nsks Lme shps and other bmd- estimated to be as much as $9 billion the underwriting side," he added would broadly achieve the original proval of two leading Lloyd's and
ing facilities offer limits from less Indeed, many see the moves to Some brokers fear that the new purpose," Mr WIlls wrote two leadmg company underwriters-
than $500,000 to several hundreds of strengthen underumbng m the ma- restnctions could dnve pohcyholders A memorandum accompanying the or the three leading underwriters
milhons of dollars rine market necessary for survival and brokers to use other markets letter stated that "the ILU and LUA should only one market subscnbe to

For example, the London Master "It is m the interest of assureds outside of London committees recommend that the fol- the nsk "

Energy Lineshp and the Excess En- to have a viable long-term market Brokers "have to have the abillty lowing shall apply in respect of • Copies of attachments should be
ergy Lineshp currently have limits of Certam steps had to be taken as a to bmd busmess quickly, otherwise covers and/or line shps and/or facili- listed to all participating un-
$725 milhon and about $434 milhon, result of the recent loss history," said we will lose business and there is ties and/or treaties which provide for derwnters withm seven days
respectively Thus, the proposed ca- Donald Payne, chairman of the oil plenty of competition outside of Lon- risks to be accepted by only the lead- • "No Increase m limits on (faci-
pacity reductions will automatically and gas division of Lloyd's broker don," said one broker Ing underwriter lities, line slips, etc ) should be al-
cut nearly $290 million In broker fa- Willis Faber & Dumas Ltd 44

If we have more legs going round • That acceptances on line slips, lowed for at least the next 12
cility capacity for major energy com- "There are substantial concerns the London market to place nsks, it facilities etc will be agreed by six months "
panies about the way different risks are ag- will reduce our efficiency at a time leaders (three Lloyd's and three ILU) • Only one facility "should be uti-

Meanwhile, there are several other gregating following several cata- when we're trying to increase the or four leaders if only one market 15 lized for each named assured unless
energy liability line shps with hmits strophic claims," said Lloyd's un- market's efficiency," said Ian Waite, mvolved specifically agreed by all leaders con-
in excess of $100 million held by derwriter Stephen Merrett, chairman deputy chairman of Alexander How- • Brokers should reduce the ca- cerned "

major Lloyd's brokers that will have of Merrett Holdmgs PLC den Ltd pacity of all brokers' facilities by • No increase m brokers' and ce-

their limits slashed by tens of mil- "Some of the underwriters who are If London underwnters are "con- 25%, unless all subscribing un- dants' commissions should be agreed
lions of dollars followmg contracts are concerned at cerned over accumulation of hnes, its derwnters agree otherwise for at least the next 12 months

While most of the huge hne slips the quantity of business to which for themselves to be more disciphned • Brokers should "amalgamate fa- • "Leaders should review facilities

in the marine market are for en- they may be committed without pnor - in their own underwriting" rather cilities Into one cover per discipline " granted to overseas markets both as
ergy-related risks, and every major specific knowledge The market lS than laymg down market regulations, Currently, brokers may have sev- to the limits and coverage, deduc-
brpker has at least one big energy trying to come to terms with that he added eral lme shps relating to specihc hnes tions and ovemders so granted "
line shp, line shps are used for the issue," Mr Merrett said Mr Parton contends that with the of business, like liability or ware- • Leaders should review the word-

whole range of business wntten in "The more following underwriters increasing use of computer technol- house storage, and underwnters con- ing of "all embracing covers" and
the market, including small fishing know about what they're under- ogy the new rules should not handi- tend that some brokers use their following underwriters must be
vessels and cargo risks writing, the more they can control cap the London market range of line slips competitively to aware that such covers may, for ex-

But the reduction in capacity their own destiny," said Lloyd's un- However, the London Insurance drive down rates ample, mclude busmess Interruption,
under the line SllpS lS designed to derwriter Richard Outhwaite, a Market Computer Network isn't fully Brokers, though, say they need chf- long-term storage and other risks
give underwriters more control over director of RHM Outhwaite (Un- functional yet, and with or without ferent line slips because some un- that generally are not insured by
their busmess, not to necessanly cut derwritmg Agencies) Ltd technology, the broker will still have derwnters wish to exclude certain cargo underwriters .

Acquisition to boost revenues 25%: Poe
Poe & Associates Inc has

reached an agreement in principle Markets sure approximately 150 Japanese assistance programs
to acquire broker Arthur A Wat-

Mutual of Omaha expects to in- party administrators and employee

groups by year end, said a spokes- W B Davenport, who has spent
son & Co Inc of Hartford, Conn woman Sumitomo Life, through the past 30 years as an employee

"We are extremely pleased at the nues of $35 1 million (BI, June 26) cated in the United States several of its affiliates, has an in- benefits economist and benefits
prospect of having Watson's Watson generated more than $80 The arrangement has created vestment interest in many of these manager, is the former president of
staff of 150 insurance professionals milhon in premiums and $11 2 mil- more than the opportunity of new Japanese businesses Independent Benefit Plans Inc In
join the Poe family," said William lion in gross revenues in 1988, markets, says Tom Skutt, chairman For more information about the addition, he has served as presi-
F Poe, chairman of the Tampa, making it the 57th-largest U S and chief executive officer of new venture, contact Lynne Keller, dent and chairman of the Self-In-
Fla -based brokerage broker Omaha, Neb -based Mutual of Mutual of Omaha Cos, Mutual of surance Institute of America

Watson's "strong involvement in Its Connecticut offices, including Omaha Because of -Sumitomo's Omaha Plaza, Omaha, Neb 68175, For more information on the new

the medical malpractice and law- Hampden, Waterbury and Weth- position among the biggest and 402-978-2944 firm, contact W B Davenport,
yers malpractice insurance fields ersfield, will retain the Watson best of insurance companiesi the W B Davenport & Associates Inc,
will further enhance our current name and operate as wholly owned agreement will promote a long and New benefit consultant 494 S Emerson Ave , Suite I,
presence in these, as well as other, subsidiaries of Poe a successful business arrange-
markets," he said ment,"

Greenwood, Ind 46143, 317-885-
he said A new employee benefits con- 9161

Terms of the agreement were not Japanese life venture Under the agreement, Mutual of sulting and brokerage firm has
disclosed, but Poe expects to close Omaha's New York group office been formed to manage all aspects
the deal by year end The Mutual of Omaha Cos has will write group life, health, dental of clients' employee benefit pro-

New offices

Mr Poe said he expects the ac- entered into a formal arrangement and long-term disability insurance grams William M. Mercer Meidinger
quisition to increase Poe & Associ- with Sumitomo Life Insurance Co for Japanese businesses Sumitomo Greenwood, Ind -based W B Hansen Inc. has moved ltS New
ates' revenues by more than 25% o f Tokyo to market Mutual o f Life will reinsure a portion of the Davenport & Associates Inc will York City headquarters to 1166
Poe ranked as the 15th-largest U S Omaha's group life products to business generated by the agree- also provide services to insurers, Ave of the Americas, New York,
broker in 1988 based on gross reve- Japanese-owned businesses 10- ment utilization review firms, third- N Y 10036, 212-345-7000
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American Airlines dures also will be revised to pre- tions are taxable to the trust
vent duphcation of benefits, she said Funds will be returned with in- Update-

To participate m the retiree ben- terest to those workers who termi-Contmued from page l
ployee w111 fund just under 30% of efit prefun(ling plan, an employee nate their employment or to the ben-
retirement medical costs," NIs Jor_ must be at least 30 years old and eflcianes of active workers who die Insurance sales by bank OK'd
dan estimated have one year of service with the Amencan employees view the plan NEW YORK-An agency advocacy group plans to appeal aUS

American developed the plan par- company "as a takeaway, definitely, ' Ms Jor- appellate court ruling that allows subsidiaries of an Indiana bank
tially in response to proposed Finan- Employees w11 be ellgible for re- dan said But what made the plan "a holding company to continue to sell insurance under a Federal Re-cial Accounting Standards Board tiree health benefits only if they have httle more palatable" to employees is serve Board waiver of federal banking lawrules requinng employers to account paid into the fund for 10 consecutive that monthly payments cease upon The agency group, Alliance for Separation of Banking & Insur-for future retiree health care liabili- years immediately pnor to their re- retirement, she said ance, plans to argue that last week's ruling by a 2nd U S Court of
ties on their financial statements as tirement Workers at American are In contrast, some companies are Appeals panel undermines federal regulatory authority
those liabilities are accrued ellgible toretireatage 55 now charging retirees for their medi- The Nov 29 appellate court ruling is the latest in a two-year

The proposed accounting rules unll However, employees who retire be- cal plan, she observed fight between insurance agents and banks that began when the Fed
wallop employers' earnings and de- fore Jan 1, 2000, and have been co- The TWU's Mr Koziatek said that

allowed the Indiana bank holding company, Merchants Nationalflate net worth, according to a new vered under the active employee in negotiations with American, Corp, to continue to sell insurance through two state-chartered
study (see story, page 1) health care plan for 10 years or more "FASB drove the issue" of employee bank units

Another consideration was the fact will be eligible for retiree medical prefunding If the requirement to ac While U S law prohibits bank holding companies from sellingthat American's workforce has dou- benefits if they prefund continuously count for benefits as they are accrued insurance, nine states permit state-chartered banks to sell insur-bled since 1983, Ms Jordan ex- from Jan 1,1990 "doesn't come to pass, the union
ance

plamed Active employees covered by one may again hold out for complete The ruling will encourage bank holding companies to acquireWhile American's ratio of retirees of the health maintenance organi- company funding of retiree health state-chartered banks as "Trojan horses" to sell insurance, said
to active employees is currently "very zations with which American Air- benefits, he said

Robert A Rusbuldt, director of federal affairs for the Independentlow," that ratio "w111 change dramat- hnes contracts also unll be required But, benefit experts say # 8 very Insurance Agents of America, an ASBI participantically," Ms Jordan said American to pay the prefunding charge to be unlikely that FASB will withdraw
currently has 9,000 retirees ehgible for retiree mechcal benehts its proposed retiree health care ac-

And, assuming that all 80,000 Workers currently ellgible to par- countmg rules Champion drops suits
American employees become eligible ticipate in the prefunding plan who Benefit consultants generally en- BATON ROUGE, La -The hquidator of Champion Insurance Cofor retirement benefits, the company decide not to contnbute begmnmg m dorse American's prefunding plan will not pursue suits against former Louisiana Insurance Commis-estimates its retiree health care habi_ January may Join the plan at subse- "The plan makes a heck of a lot

sioner Sherman Bernard, other state regulators and A M Besthties would be nearly $800 milhon, quent annual enrollment penods, but of sense for Amencan They have a CO
Ms Jordan said they will pay a higher rate based on fairly young workforce," said Perry Frederick S Ellis, a retired judge who is liquidating the failedBecause medical care costs are ns_ age These employees also will be Brandorf, a consultant in the Dallas

insurer, said lawyers consider the suits "not worth pursuing "Ing so rapidly, "things can't contmue charged a $250 late enrollment fee office of Hewitt Associates
When the Baton Rouge-based insurer was ordered Into liquida-

as they are," she said, noting that re- While current American employ- Over the long term, even flat-rate tion, the 1987 suit was considered a potential asset (BI, June 12)tiree and employee health care costs ees initially will be required to pay contributions in the $10- to $15-a- Champion sought $55 million from Mr Bernard, charging he andhave Increased 12% annually over the $10 per month to prefund their re- month range wlll add up to a signifi- the department tried to damage the insurer through unnecessary
past three years tiree health benefits, the charge wl.11 cant amount, he said examination of Champion's books and records"Other companies have elimmated nse to $12 a month if American's re- "Going from the company paying In a supplemental suit last year, Champion sought $35 millionbenefits We have told our employees tiree health care costs increase by for all medical coverage at retire- from A M Best, charging lt damaged Champion's reputation bythat we cannot guarantee hxed bene- more than 5% between 1991 and ment to an eventual employee con-

putting it on a "watch list" based on incorrect information fromfits and that prefunding was the best 1990 tribution of 30% is a very dramatic regulators
alternative" to reducing the "rich Employees will be charged an ad- step," Mr Brandorf said
benefits" to which airline industry ditional $2 if retiree health care costs Other benefit consultants agree
workers have become accustomed, increase by more than 5% in 1992, that the plan makes sense, particu- Soccer match settlement set
she said bringing the charge to $14 larly smce the retiree health care ha-

LONDON-Most of the 1,000 claimants from Europe's deadliestHowever, American is reducing Charges have not been calculated bilities of workers who opt out of the sports disaster will be compensated under a settlement with thesome benefits under its self-insured beyond that time, Ms Jordan said monthly charge will not have to be South Yorkshire Police Authority
retiree medical indemnity plan for The $14 cap was negotiated this reflected on the company's financial

In agreeing to settle the claims, the police did not admit liabilityTWU workers begmmng m 1990 For fall m a TWU contract that expires statements under the proposed FASB
in the April 15 incident, said Peter Metcalf, attorney for the pol-example, American is mcreasmg the m March 1993, said Edward Kozia- rules
1Ce

annual deductible to $150 from $100 tek, international vp for TWU m its Amencan's plan "is consistent with A public inquiry last summer criticized police actions at an over-for individuals and to $400 from $300 southwest regional office in Dallas the FASB proposal to fund benefits crowded soccer match at Hillsborough Stadium m Sheffield, En-for famihes The $10 flat rate for all current over the working hfetime of the em-
gland, where a crush of people killed 95 fans and injured 170Other American retirees already employees is a concession to work- ployee," said Glenn Meister, a man- The authority has an undisclosed amount of liability coverageare subject to these deductibles ers with senlority, Ms Jordan ex- aging consultant m the Los Angeles through Municipal Mutual Insurance Ltd in London (BI, April 24)American also is now requiring plained Workers hired after Jan 1, office of A Foster Higgins & Co Inc Negotiations will now begin with police to set damage awards,workers to pay a 20% hospitaliza- 1990, will be charged a higher But John Hickey, a partner at added Blaise Smith, an attorney for the Hillsborough Steeringtion copayment above the deduct- monthly fee based on their age, and Kwasha Lipton in Fort Lee, NJ, said
Committee representing the claimants Once settlements are set,ible for the first $5,000 of covered the fee will be increased as retiree he wonders how a company could
claimants will consider dropping litigation against the police au-charges, Ms Jordan said The retiree health care costs rise "avoid painting itself mto a corner" thority, Sheffield Wednesday Football Club, Sheffield City Councilplan will continue to pay 100% of co- For mstance, a 40-year-old worker by requinng employee contributions and stadium consulting engineers Eastwood & Partnersvered charges above that amount hired after Jan 1, 1990, will pay to fund retiree health benefits Mr

The police authority's insurer will seek subrogation against theThe maximum lifetime benefit $3120 a month, while workers hired Hickey said the plan might limit other defendants, Mr Metcalf confirmed
under the retiree plan is $50,000 per m January aged 49 years and older American's flexibility to change ltS
family member for retirees who are wlll pay $91 50 a month retiree health plan
65 or older The maximum lifetime If workers pull out of the prefund- "You're sort of entering into a con- Briefly noted
benefit lS $300,000 per family mem- ing plan for a year or more and then tract" with employees who contrib- CIGNA Corp. has confirmed that it is negotiating to purchaseber for retirees younger than 65 wish to re-enroll, their contributions ute to the plan, Mr Hickey said "As

EQUICOR Inc , the 3-year-old Nashville, Tenn -based loint healthOther covered expenses Include will be calculated as though they long as you haven't asked for a con- care venture of Equitable Life Assurance Society of the United• Prescnption drugs, paid at 80% were new employees, American told tribution, you have a much better States and Hospital Corp of America (BI, Nov 20) A federalafter the deductible Employees also its active employees These workers case for amending or terminating a Judge in New York has sentenced former American Centennial In-can purchase a 90-day supply of also would be required to pay an ad- benefit," he said "A number of my
surance Co managing general agent John A. Kraeutler to threemaintenance drugs for $4 per pre- ditional $250 late fee chents wanted to explore this option,
years probation, fined him $15,000 and ordered him to perform 600Scription The employees' contnbutions unll but we always bumped mto this ob- hours of community service Mr Kraeutler pleaded guilty in Sep-•Outpatient care for mental and be placed m trusts, called Voluntary stacie What do you promise" an em- tember to one count of tax evasion contained in a wire fraud andnervous conditions, paid at 50% Employee Beneficiary Assns or ployee m his 30s who begins to con-
conspiracy indictment charging him with scheming to divert rein-• Physical occupational therapy 501(c)(9) trusts tribute to a retirement fund? Mr
surance premiums paid by utility industry captive Associated Elec-Coordination of benefits proce- Earnmgs on employees' contnbu- Hickey asked
tric & Gas Insurance Services Ltd (BI, Oct 9) The California
Supreme Court has agreed to rule on the insurability of govern-

New political risk facility ment-mandated hazardous waste cleanup costs m litigation
between Chicago-based FMC Corp and 174 of its liability insurers
(BI, Sept 18) A New Jersey state judge will allow Ingersoll-
Rand Financial Corp to collect more than $10 million in surety

formed for Eastern Bloc bond claims directly from reinsurers of the defunct Integrity lIn-
surance Co. The decision affirms the ruling of a court-appointed
special master denying a New Jersey Insurance Department motion
that would have barred direct recovery from the reinsurers (BI,

Products & services Oct 9) AUS District ludge in Aberdeen, Miss, has overturned
a $925,000 jury verdict against Hoffmann-La Roche Inc for in-
Juries allegedly caused by Accutane, a drug used to treat severe
acne The verdict was the only one that found the Nutley, NJ-SAN FRANCISCO-Responding as concerned with U S government Excess market placements can based drug company liable for injuries attributed to Accutane (BI,to recent political and economic risks as they are with Soviet gov- also be arranged for clients with July 10, 1989) An Albany County Supreme Court ]udge lastchanges, Frank B Hall & Co Inc ernment risks, it was important to exposures greater than $100 mil- week dismissed a suit by the New York State School Boardand Lloyd's of London today are design a program that covered lion Assn. Inc. charging the New York Insurance Department failed tolaunching a $400 million political both sides," said Price G Lowen- "We tried to bring together two properly investigate allegations that certain insurers colluded inrisk facility for Western firms in- stein, director of international po- Lloyd's markets under one com- 1987 to thwart the association's efforts to establish a reciprocalvesting in Eastern Europe or the litical risk services for Frank B prehensive program the assets insurer (BI, June 12) Wind, hail, tornadoes and flooding thatSoviet Union Hall & Co of California in San market, which covers confiscation, struck Huntsville, Ala, and at least 15 other states Nov 15-16The Soviet & Eastern European Francisco expropriation and nationalization, caused about $225 million in insured damage, says the PropertyRisk Insurance Facility will pro- Within the aggregate limit of and the contracts market, which Claims Services division of the American Insurance Servicesvide comprehensive political risk $400 million, the line slip offers up covers license cancellations, forced Group, which assigned the storm Catastrophe No 22 Also, a seriesinsurance protection for U S and to $100 million in claims-made withdrawal orders or any other of wind storms dubbed Catastrophe No 23 caused about $55 mil-Western European companies' in- per-risk coverage, with no deduct- governmental actions that make lt lion in insured property damage primarily in the Mid-Atlantic re-vestments, including coverage ible, exclusively through Hall's impossible to continue doing busi- gion Nov 20-21 Shell Oil Co. says its pollution liability insur-against expropriation by the So- San Francisco office or SBJ North ness, or to import or export goods ers will cover a major portion of a $20 million settlement it hasviet Union and U S trade restric- America Ltd , a London-based unit or technology," Mr Lowenstein reached with various California and federal agencies to covertions of Lloyd's broker Steel Burrull explained claims from a 1988 oil spill at a refinery near San Francisco BaySince "most U S companies are Jones Ltd -By Linda J Collins
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Straight talk could start 1__BUnsuranceindex
1 650

needed image turnabout I 640 -  7-.......-

By MYRON M. PICOULT lets what is spent by Insurance departments vis- 630
Special to Business Insurance There is general agreement that the indus- a-vis what is collected in premium taxes

try must do a more efficient job of issu- We find it interesting that regulators are
0VER THE PAST YEAR, we have heard ing policies and servicing its policyholders reticent to permit insurers to provide policy-

observers both inside and outside the To be sure, there will be and should be in- holders with specific insights into the costs 620

property/casualty insurance industry com- stances where a higher cost factor will relate of involuntary and residual markets We
ment on the industry's lowly image There lS to a higher level of service Regulators should think that both individuals and corporate
general agreement that lt must be spruced not try to bring all insurers down to a com- accounts would be very interested in seeing
up, but there are clear differences of opinion mon denominator The free market system what portion of their annual premiums are 610

about how to accomplish will ferret out the inefficient players unless used to subsidize these facilities Perhaps
the task ///<24:5240'Y

the regulators interfere via guaranty fund regulators would be more inclined to permit
We believe that it is time bailouts Those individuals and companies more appropriate rate ad}ustments if these Base- 100on[)ec 29.1978

for the industry to take off that require and want a higher level of ser- costs were simplistically apportioned Source Norby International Inc

its kid gloves and tell lt vice from an insurance company should have Last but not least are the horrendous
like it lS Some people dis- the opportunity to seek it out problems with the industry's guaranty pools Insurance industry stocks climbed last week as
agree, arguing that such Finally, the insurance industry is entitled It iS obvious to all that the number of insur- the Business insurance Index rose 11 points toan approach would only to a "fair and reasonable return " This is not ers that have been hitting the wall has been 643.1 on Dec. 1, from 632.1 on Nov. 22 Advanc-
further exacerbate the something to be ashamed of since the prop- increasing and that the costs of relatively re- Ing issues were led by Sierra Health Services,
problem We disagree We erty/casualty industry is not an eleemosy- cent insolvencies have Increased sharply, up 15.9%, Belvedere Corp., up 15.8%; and
do not believe that the m-

1 given the broader geographic and business NWNL Cos, up 12.3%. Declining issues fol-Mr Plcoult dustry's image can get mix of those 111-managed entities Why lowed Statesman Group Inc., down 6.0%; Dur-
worse Put another way, On the industry's side of should well-run companies have to pay for ham Corp, down 4.4%; and FHP International,

you can't fall off the floor
the page, a concerted effort the ineptness and inefficiencies of less-well- down 3.1%. The most active Issue during the

The industry clearly brought this grief run entities? per,od was Sears, Roebuck & Co. (Allstate), 2.6
upon itself, although regulators and politi- must be made to produce The original concept of the pools-to pro- million shares traded. The 8/ /ndex gained 1 8%cians have a clear share of the blame and this

insurance policies that tect the little guys-was and remains valid for the period, the Dow Jones 30 Industrialsmust be succinctly pointed out However, the interpretation of the scope of rose 3.4%; the Standard & Poor's 500 gained
On the industry's side of the page, a con- are 'user friendly.' the coverage has simply gotten out of hand 2.6%, and the New York Stock Exchange Com-

certed effort must be made to produce insur- There must be reforms to the guaranty pools posite was up 2.4%.
ance policies that are "user friendly " If in- in terms of what kinds of insurers are co-
surers cannot break with the tradition of vered and the limits that should be involved
sending out difficult-to-understand legalis- nary institution Capital will and should Perhaps one way to start is to eliminate all British Issues
tic documents, then they should be accom- leave the industry if returns commensurate commercial covers-except for specific and 1 Week

Nov. 30panied by booklets that simply state the re- with the risk factor are not achieved This well-defined "mom and pop" situations- Price P.f Div Yield High--Low
Companms pence pencu %sponsibilities of both parties and provide must be brought home to managements As from the pools Caveat emptor should be the pence pence

Comml Union 474 263 293 62
straightforward guidance on what to do if a we have noted many times in this column, m cry to corporate insurance buyers, as well as GenIAccident 1145 164 680 62
claim is involved too many instances management ownership individuals who seek low-ball covers Gdn Aoyal Exch 248 195 157 62

This would be applicable to both personal in the companies they manage is woefully We are a very litigious society If this lS Royal 497 239 340 68

lines and even "mom and pop" commercial low Bonuses should be paid out in stock at what we want, then we should have to pay Sun Amence 321 11 1 17 0 53

coverages To their credit, some insurers current price levels for the consequences Legislators should take
have either reformatted their policies to be BrokersLet us now turn to both the regulators and hold of their responsibilities and develop

Bradstock 220 151 100 45user friendly or have supplemented the poli- the politicians meaningful no-fault laws, or at least provide
cies with short, concise and readable book- CEHeath 511 144 345 68

It is appropriate to say that people who insurance buyers with such options Further- Hogg Robinson 168 117 97 57
live in glass houses should not throw stones more, the deep pocket theory has to stop and Uoyd Thornpson 269 179 93 35

It is interesting to hear regulators harp on the buck stops at the legislator's desk The PWSHoklngs 48 130 27 56

Myron M P:coult :s senzor vp and senzor industry inefficiency when, in fact, the circus atmosphere that prevails in many Sedgwick Grp 300 22 2 160 53

znsuranee analyst with Oppenhetmer & Co patchwork guilt of regulation facing the in- states is directly related to the actions of Steel Brrl Jones 259 162 153 59

in New York He zs the past preszdent Of the dustry adds billions of dollars to operating both the insurance regulators and the leg- Willis Faber 269 189 153 57

Assn Of Insurance & Fmanczat Analysts and costs Much could also be done to improve islators Given the results to date, federal Source Philip Olsen/Alan Clifton, Insurance Induery

a member Of the New York Soczety of regulators' efficiency In fact, in many in- regulation of the business is beginning to Specialists Kilcal & Allken Stockbrokers,
Imdon

Securzty Analysts stances there iS a wide disparity between look better

Bl industry Stock Report DEC. 1, 1989 11/23/89 THROUGH 12/1/89

Weekly Year to Date Annual Mkt/Bk Weekly Year lo Date Annual Mktak
Pnce % change % change High Low Vol (000) S Div % Yield P/E Book value value Pnce % change % change High Low Vol (000) $ Div % Yield P/E Book value value

BROKERS
Kemper Corp NYS 46.50 2.87 97.87 5188 2275 175 0.84 1 81 10 29.97 155

Alexander & Alexander NYS 3338 152 43.55 34 00 22.63 330 100 3.00 21 918 3 64 Lawrence Insurance Group ASE 7.25 0.00 938 9.63 6.63 0 028 386 15 3.29 2.20
Corroon & Black NYS 3938 063 2402 4100 2913 227 1.24 3.15 18 1273 3 09 LIberty Corp NYS 37.63 415 3.44 3925 3250 35 080 213 16 3182 118
Gallagher Arthur J & Co NYS 2563 0.49 50.74 2650 1588 22 052 203 18 5.33 4.81 Lincoln National NYS 62.63 2.24 44.80 62.63 42.75 157 2.60 415 11 49 19 127
Frank B Hall NYS 3.13 8.70 417 4.63 2.50 118 000 0.00 1 2.80 1 12 NAC Re Corp OTC 39.00 127 8872 4100 20.00 281 020 051 17 22.81 171

j Hlb Aogal & Hamilton OTC 25.00 291 80.35 25.75 1300 22 032 128 22 4.60 5 43 Navigators Group OTC 27.88 0.45 35.98 2825 1925 20 0.00 0.00 11 1522 183
Marsh & McLennan NYS 86.63 251 5608 89.75 55.00 613 248 286 21 1056 8.20 Nobel Insurance LTD OTC 225 0.00 5135 5.38 150 61 0.00 0.00 0 776 0.29
Poe & Associates OTC 11.00 1000 2571 11.00 8.00 7 040 364 11 189 7.69 NWNL Companies OTC 43.50 12.26 41 46 43.50 26.88 381 120 276 10 37.50 116

BROKERS AVERAGE 28 407 23 16 Oh,0 Casualty Corp OTC 50.25 -0.25 40.56 52.50 35.00 179 208 414 8 33.30 1 51

Old Republic Int I OTC 2850 0.00 25.35 30.38 22.63 154 0.72 2.53 15 30.70 0.93

CONGLOMERATES & HOLDING COMPANIES 0rion Capital Corp NYS 2413 153 50.78 2850 1388 25 084 348 7 19 72 122

Phoenix RE Corp OTC 1513 0.82 55.13 1550 8.75 213 0.20 132 12 1299 116

Berkley W R Corp OTC 45.88 054 54.85 Protective life Corp OTC
46.50 29 25 270

1425 -087 7.55
0.40 0.87 10

1625 1288
25.06

33 0 68 4.77
183

27 1454 0.98

Berkshire Hathaway Inc NYS Provident Ute
8325 00 OTC 2988 1065 54.19 2988 17.75 646 0.80 2.68 10 23.24 129

0.30 Re Capital Corp ASE
79 03 8900 00 4625.00 1

1463
0.00 0.00 27 2869.00

541 58.11 14.88 8.88
290

29 000 0.00 13 1260 116

ITT (Hartford Group) NYS 6075 RUInsurance Corp474 NYS
2120 9.25 5.71 21.3164.50 49.75 1350

9.38 6.88
160 2.63

38 0.40 432
10 5633 108

9 1071 0.86

CONGI*RATES AVERAGE

NYS 38.75 2.31 4.02
St Paul Companies OTC 63.00

48.13 37.25 2612 200 516
0.80 4651

13
63.50 4150

37.75
1592

103
220 349 9 4347 145

17 378 SAFECO Corp OTC 36.75 1 67
22

57.22
15

38.63 23.13 713 1 20 3.27 9 24.87 148

SCOR U S Corp NYS 1363 4.81 57.97 13.75 6.88 31 0.40 294 14 10.61 1.28

INSURERS/REINSURERS Selbels Bruce Group OTC 10.75 361 4.44 1363 1025 162 080 744 51 13.75 0.78

Selective Ins Group OTC 1875 5.63 1848 1950 1450 84 0.96 5.12 6 1572 119

Statesman Group Inc OTC 2.94 5.98 219 3.63 1.88 130 0.16 5.45 8 419 0.70
Aetna L,fe & Casualty NYS 61.50 165 31 20 6250 4600 1451 2.76 4.49 10 58.11 106 Toko Marni & Fire OTC 8188 565 10.76 95.50 6600 16 0.92 112 35 70.93 115
Ambase Corp NYS 1375 0.92 23.60 1638 1050 376 020 145 5 2908 0 47 Torchmark Corp NYS 55.38 523 8156 5638 3000 252 1 40 2 53 15 13.23 419
American General NYS 3363 -0.74 1208 38 50 29.50 1565 148 4.40 10 3468 0.97 Transamenca NYS 45.00 0.28 34.83 48.00 32.75 414 192 4.27 11 34.63 130
Amer,can Hentage NYS 2900 2.20 13.73 2900 25.00 3 1.20 4.14 11 22.60 128 Trenwick Group Inc OTC 25.75 1.90 80.70 26.88 13.50 180 0.36 1.40 13 1691 152
Amer,can Indemnity/Finl OTC 8.25 313 21.43 1300 8.00 6 056 6.79 6 1738 0.47 United Fire & Casually OTC 3300 076 8.20 34.50 28.75 1 120 364 9 22.56 146
American International NYS 11138 348 67.17 11138 64.38 1137 0 48 0.43 14 41 92 266 USF&G Corp NYS 3025 0.83 4.31 34.00 28.25 1381 280 926 47 22.87 132
Aon Corp NYS 39.63 2.59 43.44 39.63 26.00 653 1 40 3.53 11 1962 202 UNUMCIp NYS 47 00 217 7570 47.75 26.38 479 060 128 13 31 20 151

Argonaut Group OTC 68.25 0.37 5690 69.50 43.25 8 100 1.47 8 36.83 185 USLIFE Corp NYS 4650 4 49 35.27 48.13 32.88 194 1 48 3.18 10 54.34 0.86
AVEMCO Corp NYS 2463 6.49 3.90 27.50 20.38 34 0 40 162 14 952 2 59 Washington Nattonal NYS 26.75 190 047 29.13 24.00 45 108 4.04 3290 081
Baldwin & Lyons Inc OTC 21 63 7.45 49.14 21 63 1438 78 0.28 129 7 2080 1.04 Zen,m National Ins NYS 1888 2.03 7.09 21.50 15.75 150 0.84 4.45 9 1381 137

Belvedere Corp ASE 550 15.79 22.22 650 4.25 19 004 073 17 8.03 0.68 INSURERS/REINSURERS AVERAGE 21 336 29 119
Chandler Insurance OTC 1250 7.53 66.67 1250 6.88 97 000 000 7 953 1 31

Chubb Corp NYS 93.75 2.04 6234 94.63 55 88 532 232 247 10 5549 169

CIGNA Corp NYS 64.88 0.39 4027 6675 4575 579 296 456 11 6664 097 HEALTH MAINTENANCE ORGANIZATIONS
CNA Financial Corp NYS 10525 7.95 79.15 10525 5763 123 0.00 000 10 54.87 192

Continental Corp NYS 3388 0.74 586 38 63 31 50 621 2.60 7.68 69 41 36 082 FHP International OTC 4725 3.08 302.13 52 75 1088 595 000 0.00 22 354 1335
Durham Corp OTC 32.75 438 2.34 34.75 30 00 5 092 2 81 21 26.32 124 HMOAmerica Inc OTC 7.75 8.77 726.23 1063 081 564 000 0.00 34 112 6.92
Fireman s Fund NYS 34.50 0.36 1845 40.75 28.63 1005 0.60 174 12 32.74 1.05 Pacillcare Health Sys OTC 27.25 180 11800 30.38 5.75 385 000 0.00 28 635 4.29
Fremont General Corp OTC 1938 0.00 5500 19.63 12.13 278 080 4.13 18 19.09 1 01 Safeguard Health Enter OTC 9.25 137 72.09 1250 4.75 63 0.00 0.00 14 2.99 309
Frontier Insurance Group NYS 1925 253 72.88 21.75 10.00 6 000 0.00 9 7.29 2.64 Sierra Health Services ASE 913 1587 461 54 913 138
General RE Corp

376 0 00 0 00 9 062 14.72
NYS 9400 108 70.91 9625 5438 1056 136 1 45 15 2904 3.24 United Healthcare Corp OTC 1238 5.32 191.18 1263 3.88 1030 000 0.00 25 0.34 36.40

Hanover Insurance Co OTC 3175 0.00 1981 33.00 25 75 197 0 44 139 7 32.03 099 United Medical Corp #GEE 613 2.08 1395 7.25 4.25 4 000 000 2 5.70 107
Hareysville Group OTC 27.88 0.00 57.04 28.25 1750 11 060 215 9 1894 147 U S Healthcare OTC 1450 0.87 157.78 1550 5.25 1171 020 138 35 3.07 472
Hanford Steam Boler OTC 52.25 1 46 41.22 59.25 31.00 156 1.60 306 14 1894 2.76 HMOs AVERAGE 37 2554 02 10
Kansas City Life Ins OTC 35.50 0.00 365 3950 3225 12 104 293 19 39.22 091 ALL COMPANIES AVERAGE 19 31 3 25 111

System des,gn Nordby International Inc
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Flexible benefit programs - Choiceflex: . naged care programs
HMOs, PPOs, EPOs. Life insurance - basi supplemental, term, group
universal life. Health benefits - medical, *tal, vision, short/long-term
disability. Alternative funding technique'» ASO, cost plus/minimum

premium. Services - benefit communicati s, plan design, implementation.
Pension programs. Employee be Uit plans made to order.

Mutuul fa
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Group Operation

The Managed-Cost Professionals7

For further information on Mutual of Omah all-indusive range of products and services for employers, send your business €ard to
Tom M€Kellar, Dire€tor of National Accounts, epl. D, Mutual of Omaha Group Operations Mutual of Omaha Plaza, Omaha, HE 68175.


