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Massachusetts
court reve rses
EMLICO move
to Bermuda

State seeks receivership of insurer
By DOUGLAS McLEOD

BOSTON-The already bitter
fight over Electric Mutual Liabil-
ity Insurance Co.'s liquidation is
descending toward the chaotic af-
ter Massachusetts' highest court
ruled that EMLICO's 1995 move

to Bermuda was illegal and state
regulators sought to place the in-
surer in receivership.

The Massachusetts Supreme Ju-
dicial Court ruled last Monday
that, Insprance Commissioner Lin-
§,a *athardt had no authority to
allow EMLICO to redomesticate

to a foreign country and that the
insurer in effect never left Mas-

sachusetts.

The decision threw out a pro-
posed settlement in which the
state Insurance Department
would have become ancillary re-
ceiver to EMLICO's Bermuda liq-
uidators.

Two days later, Ms. Ruthardt
filed a petition to place EMLICO
in receivership as a preliminary
step to possible liquidation in
Massachusetts.

The ruling and petition amount
to a victory for reinsurers that
have battled for two years to re-
verse the redomestication.

Assuming it is granted, the peti-
tion also creates huge new uncer-

tainties for the EMLICO estate,
though, including questions about
which jurisdiction will control the
estate, how control will be decid-
ed and whether the Bermuda liq-
uidation will be hamstrung in the
meantime.

"We're in legal Disneyland,"
said David Spector, a lawyer with
Hopkins & Sutter in Chicago who
is familiar with the case but not

directly involved. "They are going
where no one has gone before."

"We're in totally uncharted wa-
ters now," agreed Larry Brandes,
a lawyer with Rosenman & Colin
in New York, representing two
EMLICO reinsurers in arbitra-

tions against the estate. "It's a
mess. I honestly do not know
where it goes from here."

Several lawyers predicted that
the Massachusetts regulators and
EMLICO's liquidators-partners
of Coopers & Lybrand L.L.P. in
Bermuda and London-will sue
each other over control of the in-

surer.

Some also predicted that rein-
surance collection efforts by the
Bermuda liquidators will stall as
reinsurers challenge their author-
ity to act on the estate's behalf.

Statements last week by the
joint liquidators and General

See Emlico on page 42
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Updates-
RIMS, QIC launching project
to assess insurance quality
NEW YORK-The Risk & Insurance Man-

agement Society Inc. and The Quality Insur-
ance Congress are launching a project to
evaluate the quality of insurers and related
service providers.

RIMS and QIC will jointly publish a
"scorecard" that risk managers can use as a
benchmark to assess insurance products and
services and also will publish quality reports
on individual insurers, reinsurers, brokers
and third-party administrators.

One project objective is to define what
See Updates on next page

Proposal creates incentives
to cut retiree health benefits

Clinton plan would open Medicare to early reti rees
By JERRY GEISEL

WASHINGTON-The Clinton

administration's proposal to
open Medicare to people under
65 would give employers a huge
financial incentive to terminate

their early retiree health care
plans.

Under the administration's

package, employees 62 through

IRS issues new rules on COBRA

and plan loans .-------Page 30

64 could enroll in Medicare by
paying a monthly $300 premium.
At age 65, that premium would
cease, but retirees would pay a
surcharge of roughly $15 to $50
a month, depending on the age of

the retiree when he or she en-

rolled in Medicare. The sur-

charge would be paid in addition
to the current $43.80 monthly
Medicare Part B premium.

Employees as young as age 55
who lost their jobs and exhaust-
ed employer-provided COBRA
coverage also could enroll in

See Medicare on page 29

New health care options
The Clinton administration's proposals would
expand access to health care for older
workers and retirees

Employers terminating health plans for
retirees 55 and older would have to extend
COBRA coverage until the retirees reached 65 '

Retirees age 62 through 64 could purchase Medicare
coverage by paying about $300 a month until age 652 when
they would pay a monthly surcharge

Employees 55 and older who lose their jobs and exhaust
their health care benefits could purchase Medicare
coverage by paying a monthly premium of $400 until age 65

Health care regulation re-examined
California panel issues recommendations for reform

By ROBERTO CENICEROS

SACRAMENTO, Calif.-Em-

ployer and health plan represen-
tatives expect several reeommen-
dations of a managed care task
force in California will lead to

rushed legislation even though the
cost impact of the proposals has
not been evaluated.

One substantial recommenda-
tion was to create a new state

agency that would oversee health
maintenance organizations and
risk-bearing medical providers.
The panel also called for health
plan payers to offer participants

more choice, greater emphasis on
risk-adjusted premiums, disclo-
sure by health plans about drug
formularies, and creation of a new

grievance mechanism for con-
sumers, among others.

The 30-member, bipartisan
Managed Health Care Improve-
ment Task Force, which first met
last April, was created by Gov.
Pete Wilson. The body made more
than 60 recommendations, which
it sent to the governor last week.

Gov. Wilson, along with legisla-
tors, appointed panel members
who include representatives for
employers, health plans, medical

providers and consumer organiza-
tions.

The task force was charged with
advising state leaders about the
appropriate role of government in
overseeing managed care. The
members reviewed many aspects
of how managed care works in
California, including its regula-
tion, dispute resolution, competi-
tion, care quality, doctor-patient
relationships, provider incentives
and other factors.

The conclusions of the task

force are expected to play a vital
role in how managed care regula-

See Task force on page 39

U.S. companies' risk costs
down fourth year in a row

By MICHAEL BRADFORD

The freefalling cost of risk for U.S.-based companies sank
even further in 1996, the fourth-consecutive year of a decline
fueled by fewer catastrophic losses and much cheaper insur-
ance.

In a year of continued improvement in workers compensation
costs and few natural catastrophes, which kept property costs
down, 1996 risk costs for U.S. companies tumbled 12.2% com-
pared with 1995, to $5.70 per $1,000 of revenue.

The decrease is the largest in a four-year decline that began
after the cost of risk reached $8.30 per $1,000 of revenue in
1992.

1996's decrease was slightly larger than the 11.1% fall in 1995
but more than twice the 5.2% dip in 1994. Costs in 1993 dimin-
ished by 7.2%.

Overall, the cost of risk has plunged 32% since 1993.
The 1997 Cost of Risk Survey is based on responses from 621

U.S. and 47 Canadian companies in 26 industry groups and was
conducted by Tillinghast-Towers Perrin and the Risk & Insur-

See Risk on page 40
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Updates Ruling backs firing decisions
RIMS, QIC to create scorecard California high court OKs'reasonable grounds' instead of proof
Continued from previous page
nsk managers beheve to be aspects of quality, said Linda Lamel, exec- BY JUDY GREENWALD Cotran us Rollins Hud:g Halt In- of misconduct before terminating
utive director of New York-based RIMS "Another is to draw improve- ternatzonal Inc someone, attorneys say

ments from providers," she said SAN FRANCISCO-An em- "If an employer is required to Although the case focused on

The project wnll begin with a poll of 260 nsk managers to deterrmne ployer need only have "reasonable have in hand a signed confession allegations of sexual harassment,
the quality benchmarks for products and services Then 3,000 risk grounds" to fire an employee for or an eyewitness account of the the decision broadly applies to all
managers wlll be asked to assess their msurance and msurance service alleged misconduct, not ironclad alleged misconduct before it can wrongful discharge claims, attor-
providers agamst the benchmarks Most of the nsk managers surveyed proof of wrongdoing, the Califor- act, the workplace will be trans- neys say
will be selected randomly from the RIMS membership roster, though nia Supreme Court has ruled formed into an adjudicatory arena The case was brought by Ralph
other organizations may be tapped for respondents A jury should not have to decide and effective decision-making Cotran, who headed the West

The Katie School of Insurance at Illmols State University in Normal, whether misconduct actually oc- will be thwarted," the state high Coast international office of
Ill, will analyze the data and administer the project The results of the curred, just whether the employer court said in its 6-1 ruling Rollins Hudig Hall until 1993,

project w111 be released at the RIMS annual conference m San Diego m reasonably believed lt did and The decision is seen as a victoiy when he was charged with sexual
April otherw-se acted fairly in termi- for employers, but also benefits harassment and fired following an

nating a worker, according to the employees by requiring employers investigation that included inter-

Health plan hikes expected court's Jan 5 decision in Ralph to adequately investigate claims See Dismiss on page 37

NEW YORK-Large employers expect their health plan costs to in-
crease an average of 4% this year, according to a survey of 150 compa- FDA seeks more PBM ove rsight
nies by Towers Pemn

Surveyed employers prolect that traditional indemnity plan costs By ROBERT KAZEL The agency already closely reg- tions the FDA wants to monitor
will increase by an average of 7%, while plans offered through health ulates pharmaceutical manufac- include letters in "switch cam-
maintenance orgamzations and preferred provider organizations w111 WASHINGTON-A proposal to turers' promotional messages Un- paigns" touting particular brands
on average rise by a projected 5% tighter surveillance over prescrip- der the proposal, drug makers of drugs to physicians and scripts

Employers also project that the cost of employee-only coverage for tion benefit management compa- would be held to the same regula- that PBM staff pharmacists read
all types of plans combined will average $162 a month, while the cost nies' marketing messages could tions whether the ads are their to doctors, patients and other
of employee plus spousal coverage will average $332 a month, with raise costs but also could help own or the promotion of a PBM phaImacists to promote certain
family coverage costs averaging $459 a month benefit managers ensure quality, with which they ate affiliated medications over the telephone

benefit consultants says The proposed policies came PBMs would be required to sub-

Care credits could hurt FSAs In an effort to gain tighter con- about because the FDA lS afraid mit those materials to the FDA
trol over drug "switching" widely that unbridled drug switching can Switching, also called therapeu-

WASHINGTON-President Clmton's proposal to merease child care practiced by PBMs, the Food and harm patients, officials said The tic interchange, iS an effort to re-
tax credits for working parents could have a negative impact on child- Drug Administration last week agency has received many com- place a prescribed drug with a
care fleable spendmg accounts proposed that drug manufacturers plaints about adverse effects of medication of different composi-

The proposal calls for increasing the existing child and dependent that own or are closely allied with switching, said Laurie B Burke, tion and bland expected to have
tax credit for families with an adjusted gross income of less than PBMs should be held responsible regulatory research officer and the same medical effect PBMs
$60,000 Accordmg to a White House document released last week, 'the for the content of the PBMs' drug epidemio1ogist at the FDA point out that a different drug

credit is equal to a percentage of the taxpayer's employment-related advertising and marketing Examples of PBM communica- See PBMs on page 41

expenditures for child or dependent care, with the amount of the creat
depending on the taxpayer's Income "

The proposal provides an adchtional average tax cut of $358 for these
famihes, the document states State comp reform pace slows

Smgle parents might beneht more than two-mcome households be-
cause of the $60,000 phase out, malang the higher-earner households New legislation targets treatment guidelines: Study
still better off with the FSA option, pomted out Libby Terry, a consul-
tant in Hewitt Associates LLC's Washington office By RODD ZOLKOS Compensation A National In- The current edition presents

While notmg that the details of the proposal still aren't certain, "in- ventory " It showed 13 of the 51 Information about each juriscllc-
tuitively, there could be a negative impact if a disproportionate amount Lawmaking to contain work- jurisdictions surveyed adding tion as of January 1997, alm<
of only higher-income families take advantage of the FSA option, ers compensation medical costs cost containment strategies since with any changes scheduled to K.
therefore potentially triggenng discrimination penalties," Ms Terry has slowed nationally in the past the group's 1995-96 report Of have been implemented by last
said two years, a new report shows those, nine involved developing July and changes expected to

The tax credit proposal is part of a larger child care initiative the New initiatives are focusing treatment guidelines take effect later in 1997

president unveiled last week In addition, the proposal would grant em- mainly on treatment guidelines, The Cambridge, Mass -based Medical cost containment

ployers annual tax credits of the lesser of 25% of qualified costs or according to the Workers Com- WCRI's study examines the full mechanisms examined in the
$150,000 for providing child care services for their employees by build- pensation Research Institute's range of workers comp cost con- study included limits on provider
ing or expanding child care facillties, operating existing facihties, newly released 1997-98 edition tainment activities addressed by choice or provider changes, med-
training child care workers or performmg a vanety of other services of "Managed Care and Medical law in all 50 states and the Dis- leal fee schedules, regulation of

In addition, an insurance executive has been named to serve as one Cost Containment in Workers' tmct of Columbia See Contain on page 29

of the six members of the Treasury Department's Workmg Group on
Child Care Treasury Secretary Robert Rubin announced the appoint-
ment of Sanford I Wedl, chairman and chief executive officer of New
York-based Travelers Group, to the commission in New York last week GM benefit change OK: Court
as Travelers opened its back-up child care center at its headquarters
The commission, which represents business and labor, will focus on By MICHAEL PRINCE fied the retirees in writing that it court's majority
pnvate-sector chlld-care mitiatives as well as pubhc-private partner- retained the right to change the Benefit experts say the ruling

shlps It is expected to issue a report to the president this spring CINCINNATI-Retirees of Gen- terms of the health plan and could may help employers in drafting
eral Motors Corp may ask the therefore change benefits, even early retirement plans

TIG Re to get new CEO U S Supreme Court to hear their though statements in plan docu- The ruling comes in a class-ac-
appeal of a decision upholding the ments said that benefits would be tion suit brought in 1989 by for-

NEW YORK-TIG Holdmgs Inc is bringing in an outsider, Mtchael automaker's right to change their provided free for life mer GM employees who retired
G Wacek, to serve as president and chief executive officer of TIG Rem- health benefits "We see no ambiguity in a sum- between 1974 and 1988 The
surance Co The Jan 7 ruling by the 6th U S mary plan description that tells plaintiffs claimed the company

In addition, TIG Holdings Chairman and CEO Jon W Rotenstreich Circuit Court of Appeals over- participants both that the terms changed the health plan for re-
Ball become chairman of the remsurance subsidiary turns a 1996 ruling by a three- of the current plan entitle them to tirees-introducing a deductible

The moves follow the announced retirement of William G Clark, judge panel of the same court that health insurance at no cost and copayments-violating an
who wlll retire as cha]rman and CEO of TIG Re on Feb 2 had ruled m favor of early re- throughout retirement and that agreement made by the company

Messrs. Wacek and Rotenstreich wlll assume the helm of TIG Re over tirees the terms of the current plan are to provide free, lifetime health
some existing longstanding executives at the reinsurer, includmg Ed- A majority of the divided 6th subject to change," Judge David benefits The 84,000 retirees com-
win Mllette, former president and chief operating officer of TIG Re Circuit agreed that GM had noti- A Nelson wrote for the appeals See Retirees on page 39
who was made vice chairman m November

Mr Wacek, who previously ran St Paul Reinsurance Co Ltd in Lon- Inside
don, wlll bring to the position his international expertise and an under-
standmg of the mtegration of remsurance, finance and securitization,
said Mary Hennessy, premdent and chief operatmg officer of TIG Hold- • We applaud the motivation for the president's Medicare Class,fleds
ings proposal, but parts of the plan trouble us, this week's edi- Commentary ...41

"His highly techmcal and quantitative background, as well as expe- tonal says PAGE 8 Datebook.......

rience in property and casualty reinsurance, is complementary to the Global Briefs... .. .... ... .. 33

slolls of our current management team," she said • OSHA announces the first new standards for respirator Insurance Services Guide 16

Other TIG Re senior executives include Lydia B Kam, executive vp safety in 25 years PAGE 28 International 19

and chief operating officer, Stephen G Franks. executive vp and chief Letters

financial ofhcer, and Mark W Hmkley, executlve vp responsible for in- • Storms that have battered Western Europe may cost in- Opinions......... ..
..................8

ternational operations and marketing surers more than $800 million PAGE 33 Ticker 43

Tough '98 forecast for Lloyd's
Business /nsumnce (ISSN 0007-6864) Vol 32. No 2, Is published weekly

• Analysts predict another good year for property/casualt by Crain Communications Inc, 740 N Rush St, Chicago, Ill 60611 2590 Penodi-
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LONDON-Analysts already are predicting poor results for Lloyd's Send address changes to Business /nsumnce, Circulation Department, 965 E Jet
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Buyers find more capacity, lower prices
By MICHAEL BRADFORD

and MICHAEL PRINCE

isk managers are ex
pecting the new year
to be a lot like the

last year when it
comes to buying
coverage.

Putting the final touches on
their renewals, insurance buyers
are saying prices remain low and
in some cases are falling, capacity
is plentiful and things aren't like-
ly to change anytime soon.

"We're finding what probably
most risk managers are: The mar-
ket is very soft, and we are the
beneficiaries of that," said Gerald
W. Wilkins, manager of risk man-

Insurers

see rates

continue
in free fall

By MARK A. HOFMANN
and ROBERTO CENICEROS

7/= =1= ow low can you go?
 That question yields multi-

l newal season

 ple answers from insurance
 companies that have sur-
I vived the just-comple.ed re-

Risk managers are asking for-and get-
ting-rock bottom prices
and then some, say un-
derwriters. It's a buyers'
market, with insurers

' loosening up on terms
and conditions for just

I§t about every line of lia-
bility coverage.

In addition, an ex-
i tremely mild Atlantic

•••••••••••••••• hurricane season has put
pressure on pricing in

the already-depressed property insurance
market. The much-feared El Nino has had a

generally benign impact on North America.
Absent natural catastrophes or a dramatic

upheaval in the equity markets, underwrit-
ers see little chance of significant change in
the near future. Some insurers are respond-
ing to competition and risk manager demand
with blended, multiyear policies (see story,
page 14). But critics within the industry
charge that in many cases, underwriters are
throwing underwriting guidelines for such
policies out the window to chase accounts,
increasing the odds they'll be caught short.

Also lurking on the horizon are new and
potentially costly liabilities, notably those
associated with the Year 2000 computer
problem. But while the full impact of the
Year 2000 problem won't be known for two
years, the effects on insurers of nearly a
decade of soft market conditions are show-

ing now.
"It's a combat zone. The market has be-

come very, very soft. Rates are becoming
very thin," said Fred Mina, president of
Zurich-American National Accounts in

Schaumburg, Ill.
"If anything, it's softer" for both commer-

cial property and casualty lines than a year
ago, said Dave McDonald, chief underwrit-
ing officer for Royal Insurance Group in
Charlotte, N.C.

"I can't pick out a line that is not soft to-
day. Work comp is probably the most com-
petitive line because the results have been
good so everyone is trying to write it," said
Lary Rand, vp and chief underwriting offi-
cer-commercial insurance for CNA Insur-

ance Cos. in Chicago.
Liability insurance rates are flat to 5 %

lower for accounts up to $1 million, depend-
ing on the buyer's product line, said Paul J.
Krump, senior vp and managing di-

See Insurers on page 10

agement at Oklahoma Gas &
Electric Co. in Oklahoma City. "It
certainly makes for a happy buyer
from this end."

"The market is still declining,"
said Arnold L.

Davenport, vp-
risk manage-

for

Bethesda, Md.-

believe

"There's a lot

more capacity
than there ever has been, and
therefore the market is quite
soft," echoed Ed Greene, deputy

treasurer-insurance for General

Electric Co. in Fairfield, Conn.
"I assume they know what

they're doing," he said of insur-
ance companies that are keeping
prices low in order to maintain
market share.

Mr. Greene said the only excep-
tion to abundant capacity among
casualty risks is with some excess
liability risks, though General
Electric has been able to purchase
what it needs in that area.

Earthquake coverage for risks
in California and Japan is "one
spot where you don't find a real
explosion in capacity," Mr.
Greene added.

Unless a cataclysmic natural
calamity or a stock market col-

lapse eats up insurers' dollars, the
trend of falling prices is likely to
continue, risk managers agree.

"It won't go on forever," Mr.
Wilkins suggested. "But the tradi-
tional cycles aren't traditional
anymore."

If insurers' investment income

somehow takes a hit, that could
lead to rising prices to offset such
losses, he pointed out.

"Insurers are able to stay in
business because they are able to
make good investment income,"
Mr. Wilkins said.

If that income is cut, as it was in
the 1980s when interest rates

plunged, insurance companies
could be caught short, Mr.
Wilkins noted. Such an occur-

renee could lead to higher insur-
ance prices, just as rates soared
and capacity vanished in the mid-
'8Os.

"A prolonged correction in the
stock market could be a catalyst"
to spark a rate rise, said Greg
Turk, director of risk management
and employee benefits at Elec-
trolux Corp. in Atlanta.

But barring such an event or a
natural catastrophe, Mr. Turk
said he thinks the market will

continue to operate much as it has
in recent years.

Mr. Davenport and other
risk managers found sorne

decreases in rates when they re-
newed their casualty coverages.

See Market on page 20

Reinsurers

say some
rates now

inadequate
By GAVIN SOUTER

and JUDY GREENWALD

JANUARYI
Demand grows for multi line, multiyear policies Page 14   70
London renewals find buyer in driver's seot ..Page 25 
Surplus lines market sees tough competition Page 25

Brokers' clients finding
new solutions in market

By RODD ZOLKOS
and SALLY ROBERTS

  o matter what coverages in-

= surance buyers are shopping for, they can find it
and fashion it to their lik-

ing.
"I think the market is the

most competitive that I have ever seen it,
including 1983-84," said J. Hyatt Brown,

chairman, president and
CEO of Poe & Brown

Inc. in Daytona Beach,
Fla. "And it extends

 0 ' across all lines
Larry Sorensen, exec-

.I, utive vp-corporate mar-
keting for Aon Risk Ser-
vices Cos. Inc. in Chica-

«1 go, said, "I think a very
 good summation would

be that conditions con-
tinue to benefit clients across the board."

"There is a strengthening of the market-
place through consolidation, a broadening
of coverage, new coverages being offered
and promoted, prices remain competitive,
and there is an abundance of capacity," Mr.
Sorensen said.

Robert C. Nevins, executive vp of Acordia
Inc. in Indianapolis, said he saw most Jan-
uary renewals "going at the current market
rate or less than the current market."

"Really, the changes are that insurance
carriers are willing to listen to unique ap-

proaches to coverages, like buying down
deductibles," Mr. Nevins said.

For example, he said, "a year and a half
ago, insurers were not fond of California
quake coverage. Now, they are willing to
look at different layered programs and low-
er deductibles."

"The attitude from a risk manager's
standpoint is it is as good as it has ever
been," Mr. Nevins said. "Companies are
willing to listen to them."

Mr. Brown said he expects the competi-
tive market to continue well into 1998. He

noted that because of a big price dip in
mid-1997, it's possible that as those ac-
counts renew at the middle of this year,
they won't be able to achieve further price
cuts.

Still, those renewing during the first half
of 1998 will continue to enjoy big cuts, he
said, adding, "The first and second quarters
will be a bloodbath."

One effect of the competitive market is
that some clients are going back to the mar-
ket with exposures they had been self-in-
suring, several brokers said.

"There seems to be increasing interest in
self-insureds becoming insureds and having
some sort of portfolio transfer for their past
liabilities," said Robert L. Peretti, manag-
ing director and head of global broking ca-
sualty operations at J&H Marsh & MeLen-
nan Inc. in New York.

"In the mid to upper-middle accounts, a
number of customers are reverting back

See Brokers on net page

nsurers continue to encounter lit-
tle resistance from reinsurance

companies as they push for bet-
ter deals at marked-down prices dur-
ing the January renewals.

Insurers taking advantage of the
soft reinsurance market easily won lower

rates combined with

broader coverage, in-
cluding multiyear con-
tracts.

While a few market

observers see some signs
of resistance to soft pric-
ing by a few reinsurance
underwriters, it has not
impacted the market

 overall.

Reinsurance buyers
generally are enjoying easy renewals, said
Steven Bolland, senior vp with reinsurance
brokerage Gill & Roeser Inc. in New York.
"Reinsurers are looking to write business,
and they are doing whatever it takes."

That competitiveness has resulted in 10%
to 15% rate reductions in most lines of rein-
surance, Mr. Bolland said.

Reinsurers are cutting rates in all lines,
agreed Patrick Steele, president of Cooper
Gay Steele, the New York subsidiary of Lon-
don reinsurance brokerage Cooper Gay
(Holdings) Ltd.

"We are seeing 10% to 15% off everything
and, in some cases, it is even more," said Mr.

Steele, who places mainly facultative rein-
surance.

Some casualty reinsurance placements are
being charged rates 20% to 25% below last
year's levels, said Salvatore D. Zaffino,
chairman and chief executive officer of

Sedgwick Re, the Hartford, Conn.-based
unit of Sedgwick Group PLC.

Over the past year, he said, several casual-
ty insurers have reduced their loss reserves
as the number of large liability awards has
generally declined, and this has improved
the results of the insurers and their reinsur-

ers, which can reduce reserves as their ce-
dents do.

"That is probably quite a legitimate im-
provement right now, but it can't go on for
long," Mr. Zaffino said.

Reinsurers today often are writing busi-
ness for inadequate rates, said Dennis
Zettervall, CEO of Hartford Re Co. in Hart-
ford, Conn.

"It's a very stressful time of the year, and
many underwriters may have already lost
their minds, because they seem to be more
afraid of losing business than losing money,
and there's sort of an out-of-control feeling
to the market, an anything-goes mentality,

See Reinsurers on page 16
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Brokers wick Inc in Memshis. Tenn pre- In addition to the single-digit covers to make those policies even The existing market also is

dicts an 8% incrEase in workers increases in workers comp, Mr broader, Mr Peretti said "On the prompting clients to look at how
comp rates for acnunts generat- Fiske said risk managers can ex- excess liability side you see a they can take advantage of the op-

Contznued from preutous page ing $50,000 in pre-niums or less, a pect single-digit increases in di- trend to multiyear agreements go- portunity it provides to cover
into guaranteec cost programs or 6% increase for a.coLnts gererat- rectors and officers liability 17- Ing out three years or so," he said their entire spectrum of risks, Mr
lowering their self-insured reten- ing between 5),000 and surance rates Examining the property side of Meyers said

tions," said Sandra Lallch, chief $250,000. and 4% increases for Again, others disagreed the equation, which he described "Risk managers are always

operating off cer of Willis Cor- acco ints larger than S250,CO) "The only area that 1: in some as similarly competitive, Robert looking for alternatives," said Ms
roon of Illinois in Chicago The increases, he said, are due way tightening in the market K Meyeis, a principal and senior Lalich "There's been some con-

Ms Lalich said she sees that to increasing melical costs and would be certain medical lines in vp at J&H Marsh & MeLennan in siderable interest in product de-
trend particalarly in workers lOSS 20Sts being aB -ow as they can certain states," Mr Brovm said New York, said, "In the soft mar- velopment of alternative risk fi-
compensation lines and to some get Fur:hermor€ Mr Fiske said, Mr Peretti said he doesn't see ket, looking for differentiation in nancing "
extent in product liability insur- "I don't think insrers are making any casualty lines where prices the marketplace is becoming more "Again, with pricing what 11 ls,
ance mon.y at the rateE today " are nslng or capacity ls tighten- important " I think risk managers are looking

The interest in obtaining worK- "Most other lines are flat to ing "It's putting a little bit more beyond the short term," she said
ers comp coverage is one of t -le somewhat down, rvith commercial "I think the casualty market lS emphasis on qualitative measures, Among the immediate develop-

major differences between tne multiperil lines suffering the certainly very responsive to what and I think that's good for our ments many brokers say they're
current market and that in 1983- mos-," Mr Fiske said clients need," he said However, clients," Mr Meyers said Flexi- seeing on the property side is a
84, Mr Brown said "I believe But Mr Nevins cffered a ciffer- with the price reductions in recent bility and customization are two light 1997 hurricane season re-
workers comp is a much sought- ing view, saying, I think in a eou- years, "there's a law of diminish- keys clients are looking for, he sulting in lower deductibles and
after line in almost every stase ple of states, woriers como rates ing returns coming into this said even in some cases lower rates for

and that wasn t true back in the have flattened uE, and 13 0:her thing," he said "What's probably According to Aon's Mr coastal property coverage this
early '8Os," he said states, rates have gore down more favorable to the client is the Sorensen, underwnters in the cur- year

While most see workErs cong "On the total b 1 jk of comp 11'S flexibility of the marketplace " lent environment are more pre- "We've seen really the first rate

rates remalning corrpetitive pretty flat, I dci't see any real Enhancements are bemg negoti- pared "to step out of the box to reductions since Andrew coming
Charles Fiske, senior vp of Sedg- trend going back Ipward ' ated into traditional umbrella really meet clients' needs " through, a little more capacity,"

said Robert Schneider, a vp at
J&H Marsh & McLennan in New

York "And the easy hurricane
season contributed to that "

"Catastrophes tend to affect the
market in a negative way," Aon's
Mr Sorensen said Therefore the

unusually light hurricane season

\1 ID) 1 \Il
"adds to its stability There is still
capacity available, and rates re-
main competitive "JLodays r,SK Among the issues Mr Meyers
said he thinks requires ongoing

[*l 11 \% i\ 4
flluuicing requires a certain precision observation is the "millennium

bug" computer issue, which takes
Not the kind you'd expect from your on additional consequence in light

of the multiyear programs many
favonte foillme teller. At Instrat, we have policyholders are looking to im-

1l iICI)< plement

developed MetaRisk, a process which Regarding the Year 2000 issue,
Mr Meyers said the immediate
concern facing many clients iscombines creative

-Trr-rT-rn-n=m- 1 that insurers are trying to include

I l l 1,2 Iii 1 % 1 "millennium bug" exclusions inpiogram desionCl policy language He said J&H
-4 . Marsh & McLennan is workingwith state-of-the-
. Frn-321*m=EMM/*S+61 with clients to make sure they at

least have coverage for any dam-
art evaluation

( l %1(*\11 ID, 5 age resulting from Year 2000 com-
puter problems

software to
'* "I think right now there's an ab-

.... solute exclusion initiative on the

ieplace otiesswork table that we're trying to push
L.

back," Mr Meyers said

i
with true cost/benefit analysis MetaRisk The potential impacts of El

Nino are another issue many bro-
: a||ows vou to mode] the p,obability 01 kers are watching as they look for

It
potential market developments

P reaching Foul co, poiate goats (Maximum "What we're looking at as a
wild card for'98 iS El Nino," Mr

Acceptable Net Loss, Level of Suldub Schneider said "It's also having a
collatei al effect in driving some

hipairment, etc ) This inalylical process creativity in the marketplace Our
feeling is that will carry on be-

makes it possible lo evaltiate the 1-1:1(le- yond El Nino season into some
new types of property products "

One trend some br okers said
ofEs between diffeient, isk finaticing they see coming is a move to inte-

grated disability coverage, which
options and can help in the development Mr Fiske predicted will be "the

R hottest product "
of the best possible remsurance structuie As a broker, Mr Fiske said

i
Sedgwick lS trying to persuade

to achieve voin ocials
Cl

companies to "tear down the po-
litical barriers internally" to fa-

r,-'lo learn inoic about JK|ial insital-s cilitate that sort of integration of
workers comp and disability in-

Metallisk progiani can do toi voili company, suranee

"There has been quite a bit of

call Sedgwick Real (800)424-8333. interest in that It's an emerging
market," agreed Mr Sorensen,
adding that Aon lS providing in-

f ..9
't'' t, 5- Al

formation to its clients on the op-
portunities integrated disability
programs offer

Ms Lalich said Willis Corroon
-J 'l

0 has received some inquiries into
t

integrated disability programs
and that the broker lS looking into

.f

,
INSTRAT providing more information to

: d--=66. risk managers about how to de-
.44,6 43 : A A. 4#

C Sedgwick Re velop such programs
Mr Nevins, however, said that

J while he has heard a lot of talk

about integrated disability, "I

have not seen anything that works
A 'C, 0 1 and is exciting "
...

See Brokers on page 6
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Brokers
Continued from page 4

'I think it eventually will happen,"
he said, though not in 1998.

Legislative action ultimasely will
tie workers comp and medical dis-

ability programs together, Mr. Nevins
predicted, noting, "Health care and
workers comp are both politic ally
controlled."

Another concern Mr. Nevins sees

continuing in 1998 involves tlle finan-
cial security of insurers.

In 1997, American Eagle Insurance
Co. began operating in conservator-
ship after the proposed acquisition of
its aviation book of business by
American Financial Group Inc. fell
through (BI, Aug. 4, 1997). And Lib-
erty Mutual Group assumed control
over Golden Eagle Insurance Corp.
last August.

"We've spent lots of time" ma-King
sure clients are placing business with

financially secure companies, he said.
Mr. Meyers offered a similar vjew,

saying, "I think the issue of market
security is even more in the minds of
the buyer right now, and it should
be."

1\lost of the brokers said they see
the significance of the Jan. 1 renewal
date continuing to decline.

"Our business is pretty much quar-
ter by quarter. We don't have a big
quirter," Mr. Brown said. "It's about
the same in April and July and Octo-
ber (as in January)."

"I think that that Jan. 1 kind of key
date is not as extreme as it was five or

six years ago," agreed Mr. Meyers.
"Quite candidly, 1/1 js like any other
day of the year right now."

Mr. Peretti said J&H Marsh &

McLennan might see about 30% of
the excess casualty policies they are
involved with renew Jan. 1. "But

years ago it probably was 50% or
more," he said. "You see 10/1 actirity
as well. July probably isn't as big as it

used to be."

Brokers offered varicus opi_ions
on the impact consolidation ir_ the
brokerage industry has had 07. the

The significance of the
Jan. 1 renewal date is

continuing to decline,
according to most of
the brokers.

market, often varying with their own
vantage point.

The merging in early 1 997 of umsh
& MeLennan Cos. Inc. with Johnson

& Higgins and Aon Grcup Inc with
Alexander & Alexander Services Inc.

has had a positive effect on Acordia,
according to Mr. Nevins.

''That's what I'm excited about

with Acordia. We're ncw back into

focusing on clients," said Mr. Nevins,
reforring to Acoirlia s recent manage-
ment buyout of its predominantly
property/casualty operations from
Anthem Insin·ance Cos. Inc.

'We may not gc after the same
business (as J&H Marsh & MeLennan

and Aon). but we are getting inquiries
from substantial accounts looking for
alternatives to the two big boys," he
.said.

But Aon's Mr. Sorensen said his

company has had " a very, very good
new business year." Noteworthy in
November was Aon Risk Seivices' ac-

quisition of Microsoft Corp.'s retail
insurance brokerage business from
J&H Marsh & MeLennan (BI, Nov.
17,1997).

"We have accrued a great deal of
talent, which is helping us deliver on
the types of expectations and services
clients are requiring," Mr. Sorensen
ssaid.

Ft·om the J&H Marsh & MeLennan

perspective, Mr. Meyers said he
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Companies, Box 1615, Warren, NJ 07061-1615.

thinks the result of his company's
1997 megamerger is an insurance
broker greater than the sum of its
parts.

''I think what we're bringing is
strength on strength from a lot of dif-
ferent perspectives," he said. "It's
been a wonderful thing to see, the
amount of knowledge and skill the
individual companies have. (Togeth-
er) it equals three."

Meanwhile, Mr. Fiske said rumors

sul·rounding Sedgwick's future

"haven't affected us at all."

Sedgwick Group P.L,C. took an
unusual step last month by announc-
ing it has not held merger talks with
Aon Group Inc. for the past year and
that no such talks are in progress. The
London-based broker was prompted
into breaking its traditional silence
on market Tumors after its share price
began rising after a press report that
Aon was poised to unveil a £1 billion
($1.62 billion) agreed bid for it (BI,
Dec. 22, 1997). [E]
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Opinions
Unwelcome side effects

/ il

*OVE OVER...WERE EXPANDING!"

AT FIRST GLANCE, the Clinton administration's  -t3*ILLEEsrzod
plan to allow retirees as young as 55 into the Et*1655 1,45*NCE (5)96

Medicare program appears very attractive.

Roughly 3 million people between 55 and 64 now Lic
are uninsured, according to the administration. Those

people now are too young to be eligible for Medicare . -r
and yet-depending on their health-may find cover- =r
age too costly or unavailable in the personal lines 1>
market.

The administration wants to open up the program
to those younger retirees. Perhaps as many as 300,000,
or 10% of the uninsured in this age bracket, would
opt for early Medicare enrollment and pay monthly 69

premiums of roughly $300 to $400, according to ad- , <4:

ministration estimates.

Unquestionably, the proposed program will help a
portion of the uninsured and, as we report on page 1,
also aid employers with early retiree health care
plans.

Having said this, several aspects of the program  -_
disturb us greatly.

The administration, sensing the obvious reluctance
of Congress to pass legislation that would exacerbate
the already precarious financial condition of Medi-
care, says the program would be self-financed
through a combination of premiums and other pay-
ments by retirees as well as new Medicare anti-fraud
initiatives.

We don't, for a minute, believe that. We found after

a quick check last week with several insurers that
healthy early retirees-depending, of course, on
where they live-now can get good coverage for less
than the premiums they would pay to get Medicare
coverage.

For example, a healthy 60-year-old man buying a
comprehensive indemnity plan with a $200 deductible
offered by Blue Cross & Blue Shield of Maryland
would pay a monthly premium of $248.42, consider-
ably less than the $400 premium he would pay to ob-
tain coverage through Medicare. Given the choice of
paying about $250 a month or $400, we think we
know what the 60-year-old would do.

Of course, the situation is a lot different for early
retirees with big medical problems and who live in
states with high health costs. For them, paying a
monthly Medicare premium of $300 or $400 would be
a bargain compared with what the private market
would charge, if coverage was even available.

And therein lies the flaw of the administration's

program. It would attract individuals with the high-
est health care costs, and the premiums charged-at
least at the current levels-never could support the
true cost of the program. In the end, the expanded
program would be another drain on the Medicare

trust fund.

We also question the COBRA aspect of the package.
The administration says employers that "renege" on
their promise to provide coverage by terminating
health plans for early retirees will have to offer CO-
BRA coverage-charging a premium of about 125% of
the group rate until retirees turn 65. For some re-
tirees, that could mean a 10-year commitment by
their former employers to provide COBRA.

We don't quite follow the administration on this
one. How is an employer reneging if its terminates a
plan it voluntarily agreed to provide-and from the
beginning reserved the right to amend or terminate?

By tagging on such a long COBRA commitment,
surely the administration would be discouraging any
employer that now does not offer an early retiree
health plan from ever doing so.

All these criticisms aside--significant as they are-
we'd be remiss if we didn't say the administration
Medicare package is well-intentioned. Certainly, it is
in the public interest to have as many people as pos-
sible covered in employer and public health care
plans.

People without health insurance end up getting
their medical problems treated, but often they end up
in hospital emergency rooms, where the costs of treat-
ment are highest.

The challenge for policymakers is to find the best
and most cost-efficient ways of extending health care
coverage to the uninsured. Even if the Clinton admin-
istration proposal is flawed, we hope it at least begins
a debate that will lead to ccverage solutions.

Letters

Kudos for story on pollution exclusion
To the editor: Various pollution exclu-

sion forms have bedeviled policyholders,
confounded courts and maddened jour-
nalists for more than a generation.

Instead of claims people, the insurance
industry has put forward armies of
lawyers, most of whom would not know a
risk transfer mechanism if they saw it.

David Lenckus' Nov. 10 article, "Illinois

Letters to the Editor

Court Narrows Pollution Exclusion," cov-
ered one of the many versions of the abso-
lute pollution exclusion, The article was a
masterpiece of clarity and objectivity. For
one of the few times in print, Mr. Lenckus
makes reference to the fact that none of

the versions of the pollution exclusion, old
or new, limited or absolute, was ever

meant to apply to products liability and

, Business Insurance wetcomes Zetters to the editor. The

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

Rush St., Chicago, 111. 60611; fax: 312-280-3174; e-mail:
pwinston@crain.com

Accessing 8/ databases

Articles published in Business Insurance are available through
several electronic databases, including: Lexis-Ncris (from Jan-
uaty 1988 to present); The Dow Jones News/Retrieval (»om Oc- ]
tober 1991 to present); Knight-Ridder DIALOG (from January
1990); and Reuters Insurance Bridings (#om Janua,y 1993). 1

For information on accessing these services. visit BI's home #
page. ttp://www.businessinsurance.com/magazine/services.ht,nU 1

-- -1

completed operations liability coverages.
With guidance from Mr. Lenckus, there

is hope that courts, insurance regulators
and insurance companies will get it right.

My hat is off to Mr. Lenckus and to
Business Insurance.

Eugene R. Anderson
Anderson Kill & Olick, P.C.

, New York
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OF THe THInGS

TIG

STanDS For.

People often ask what the TIG in our

name stands for. It's simple. It represents

all the things our associates, production

partners and insureds value, including trust.

Trust in financial stability. Trust in sound

business strategies. Trust in professional

relationships.

Working with TIG, you can be confident

that you are working with a different kind of property-casualty insurance group-one that appreciates complex risks, not complex processes.

Focusing on specialty business, we are a $2 billion insurance group guided by quality, not quantity. Defined by access, not obstacles.
Characterized by can-do, not can't-be-done attitudes.

Because helping you grow your business is important to us. We can't succeed unless you do.

f I.

To learn more about becoming one of our production partners or to obtain information on our business approach and specific areas cf market int*est,
please call us at (972-831-5000). TIG Holdings Group has been rated A (Excel ent) by the A.M. Best Company.
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Underwriting questioned in multiline policies
ooser underwriting

L standards, especially
within blended prod-
uct offerings, have
been one result of the

continuing soft mar-
ket and its fiercely competitive
pricing.

Although some insurers say there
still is more talk than contracts

when it comes to multiline, multi-
year programs with a single reten -
tion, other insurers have seen de-

mand increase during the current
renewal period.

"We are seeing pressure to move
that concept-which has in the
past been strictly for the very large
accounts-down into the medium

or large medium-size commercial
market," said Ward Jungers, group
vp and chief underwriting officer
for CNA Insurance Cos. in Chicago.

But as insurers broaden their of-

ferings and lower rates to retain
business or generate additional
cash flow, some are disregarding
underwriting discipline, some mar-
ket observers maintain. They con-

ed programs there is an increasing pieces of these things, they are al-
tendency to blur pricing, terms and most blind to underwriting analy-
conditions, and underwriting stan- sis," he said.
dards. said Steve Lilienthal, exec- 'Some of the programs I have
utive vp and chief underwriting of- seen out there contain coverages
ficer for USF&G Corp. in Balti- and terms for 1998 renewals that

were not there in 1 997 " Mr. Lilien-

thal added. "Things that wouldn't
even have been discussed except in
tue specialty markets are now be-
ing lumped into the core market-
Flace in these blended products."

At the same time, a reinsurance
market eager to apply the tremen-
dous amount of available capacity
heavily supports blended pro-
grams, Mr. Lilienthal added.

"It's not just the subpar compa-
more. There is also a blurring of nies, the B+ or B company putting
trequency-and-severity issues these numbers out: it's mainline in-

*vithin an account, he added. surers and reinsurers," he said.

"As these big programs go out "You see a big program, and a lot

and pecple just sign on to the of premium and analysis just goes

'1 think what we are seeing in this renewal
is people without a strategy that are
simply acting in a transactional fashion,'
says Paul J. Krump of Chubb & Son Inc.

tend that some insurers are blend-

ing lines of coverage with which
they have little experience into

their standard offerings.
Consequently, with some blend-

Ati MRM Comp,my

4\

t,
trs*

out the window. Ultimately. if you
take the pieces apart, you will find
a lot of' these programs are being
written for less than the burn rate."

Paul J. Krump, senior vp and
managing director of Chubb & Son
Inc. in Warren, N.J., agrees that the
underwriting on blended products
has blurred. In fact, sloppy under-
writing in general is more evident
during this renewal season as some
underwriters abandon a strategy
for earning underwriting profit. In-
stead, they are focused on increas-
ing cash flow, he said.

"I think what we are seeing in
this renewal is people without a
strategy that are simply acting in a
transactional fashion," Mr. Krump
said.

"Unfortunately, the market

tends to chase the lowest common

denominator, and that is typically
the least-informed underwriter,"
he said.

-By Roberto Cenzceros

Insurers
Continued from page 10

"Either they are moving to a
large deductible or they are un-
derstanding the power of claims
and how one claims organization

vs. another claims organization
can make a very big difference in
their premiums or long-term pre-
miums. I think the market is be-

coming very, very sophisticated in
thal regard, and itt's now moving
to the middle market," he said.

Companies ai-e going to differ-
entiate themselves by their
claims-handling services-by
managing outcomes rather than
managing the process.

"As the customer becomes more

and more sophisticated, he is go-
ing to fully comprehend what that
means to him," he said.

The commercial property mar-
ket in general remains "highly
competitive" with rates down
10% on average compared with a
year ago, owing in large part to a
lack of catastrophes, said Royal's
Mr. McDonald.

The highly protected risk com-
mercial property segment also re-
mains highly competitive, say un-
derwriters.

"1997 has certainly been a very
competitive year," said Kevin
Lavin, vp and direct(,r of opera-
tions for Protection Mutual Insur-

ance Co. of Park Ridge, Ill. On av-
erage, single-digit rate declines
have been the rule, a situation

that's "fairly uniform" through-
out the country, he said.

There has "probably been a
slight change in rates in a nega-
tive manner," agreed Kerras
Campbell, chief operating officer
of Industrial Risk Insurers of

Hartford, Conn. But an "apples to
apples comparison is no longer
very easy to do any more" given
the use of self-retentions, captives
and other alternative risk financ-

ing mechanisms, Mr. Campbell
said.

HPR rates have dropped, on av-

erage between 5% and 10%, said
Roland Bonitati, senior vp-mar-
keting for Allendale Mutual In-
surance Co. in Johnstown, R.I.

He said there is "some flatten-

ing" in the electronics industry, in
particular for the semiconductor
industry.

"Risk managers have a powerful
influence on product scope and
price. I think they recognize it and
are using it to negotiate their
terms in a significantly improved
way," said Allendale's Mr. Boni-
tati.

Arkwright Mutual Insurance
Co. is stressing how it can help
customers be better prepared for
natural disasters, said Esther

See Insurers on page 16
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Continued *om page 14
to the market, an anything-goes
mentality," he said.
Sprano, vp and chief marketing of-
ficer for the Waltham, Mass.-based
HPR insurer.

"We are looking at our book of
business and identifying customers
that would be in things like the
flood plains that would be affected
by El Nino. There's a good side and
bad side to El Nino"-with the good
being fewer hurricanes and the bad
higher-than-normal rainfall in

parts of the western United States,
she explained.

The light hurricane season has
probably furthered the competitive
market, said Protection Mutual's
Mr. Lavin. "Some of us as insurers

tend to forget the losses of the past,"
he said.

In fact, El Nino "has been a bene-

fit to Ihis point" because of its
dampening effect on Atlantic hurri-
canes, and the prospect of a milder-
than normal winter also could be a

benefit of the unsettled weather

pattern, though El Nino could still
have a negative impact on the West
Coast, Mr. Lavin said.

"We deal with some of the more

astute buyers, and most of lem rec-
Mr. Campbell.

Mr. Campbell said he sees few

'We do believe the market has reached

the bottom. It's subtle, but we've seen

some markets begin to respnd to adverse
loss experience,' says Kevin Lavin.

ognize '97 for what it has become,
which is a remarkably light year for
natural catastrophes," said IRI's

Reinsurance Intermediary
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SERVICE
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omens that the HPR market will

change absent a maior correction of
the stock market or "at least a cou-

ple of catastrophes."
But Protection Mutual's Mr.

Lavin did not entirely agree. "We do
believe the market has reached the

bottom. It's subtle, but we've seen

some markets begin to respond to
adverse loss experience."

There is so much capacity that a
series of Hurricane Andrew-size

catastrophes would be needed to
change the direction of the property
market, said Chubt's Mr. Krump.

The lack of catastrophes is having
a "profound effect" on behavior,
said CNA's Mr. Jungers. People for-
get they need to account for losses,
he said.

The situation is slightly better in
the boiler and machinery market,

Reinsurers
Continued from page 3
he said.

"It's almost like there's this big
party. When the party's over, some
underwriters will wake up to find
the furniture broken the house on

fire and the cat drowned in the

swimming pool, and they will look
at this and ask 'What have I done?'

and when that question is asked, the
market has turned," Mr. Zettervall
said.

Reinsurers continued to make

substantial profits in 1997 due to
the below average number of catas-
trophe losses during the year, said
Mr. Bolland of Gill & Roeser.

But the combined ratios of many
reinsurers signal that their results
would turn sour if they suffer a year
of average catastrophe losses, he
said.

"People are coming in with about
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according to Mike Downs, senior vp
at Hartford Steam Boiler Inspection
& Insurance Co. in Hartford, Conn.

Monoline boiler and machinery
rates are pretty much the same, he
said. Mr. Downs added there are

"still trends toward packaging, but
for clients buying monoline, the
rates are holding firm."

Meanwhile, exposures looming on
the horizon include the potential
impact of the Year 2000 problem.
Insurance companies can get hit
from both sides: They have their
own large exposure to losses as well
as exposure under the products they
sell, said Royal's Mr. McDonald.
Royal has had a specific group look-
ing at its own exposure and its rela-
tionship with vendors since 1995, he
said.

How the insurance market will

respond to the Year 2000 issue is an
upcoming liability issue, said Hart-
ford's Mr. Stanway. Mr. Stanway
said he is not referring simply to in-
surers' systems and whether they
can cope with the problem but
rather whether insurers will cover

exposures of their polieyholders.
'This is going to be the proverbial

snowball that starts very small and
it gets bigger as it moves down the
mountain. There's no other way to
look at it. It is a serious issue for ev-

erbody," said Mr. McDonald. <11

100% combined with no catastro-

phe losses, so they would probably
have 115% to 120% combined with

normal catastrophe levels," Mr.
Bolland said.

As reinsurance rates continue to

fall, cedents are holding back from
buying reinsurance as they wait for
the cheapest price to emerge, said
Jacobus Van de Graaf, managing
director and CEO of Towers Perrin

Reinsurance in Stamford, Conn.
"A number of people held up their

renewal orders with the expectation
that the later they get into the mar-
ket, the better prices they can get,"
he said.

When they go to the reinsurance
market, cedents are shopping for
the best deals rather than simply re-
newing with their existing reinsur-
ers, said Frank Ruyak, president of
Constitution Reinsurance Corp. in
New York.

"We're seeing not only a lot of re-
newal business, but a very large
flow of new business. . .people are
looking at alternative quotes and
trying to get alternative input on
the programs they have," he said.

Despite the across-the-board de-
crease in rates, some reinsurers see

signs of change ahead.
Jacques Bonneau, executive vp

and chief underwriting officer for
Stamford, Conn.-based Chartwell
Reinsurance Co., said he sees a tug
of war between reinsurers and ced-

ing companies in reinsurance nego-
tiations.

"I think you're starting to see
sonne resistance to dramatic

changes in terms and conditions" on
the part of reinsurers, he said.

Mike Schell, senior vp of North
American underwriting for St. Paul
Re in New York, said, "The last two
years it has been clear that both in-
surance underwriters and reinsur-

ance underwriters have been more

scared about the damage done to
their top line-and have more fear
of losing the business because of
that-than fear of what's going to
happen to their bottom line if
they've retained and written the
business at inadequate rates."

But pricing has become so bad,
said Mr. Schell, that some fear now

is starting to develop about the im-
pact on the bottom line from writ-
ing business at current rates.

"There's starting to be a seed of
change," he said. "I do know we're
closer to it now than we were six

See Reinsurers on next page
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months ago or a year

ago."
Some underwriters are turning

down business rather than cutting
rates further.

"We have been put in a position,
unfortunately, of having to de-
cline or actually have to not renew
some of our business because of

the softness of the market," said
Bonnie Boccitto, chief underwrit-
ing officer for Risk Capital Rein-
surance Co. in Greenwich, Conn.

"It's hard for me to say if other
reinsurers are resisting," she
added. "I would like to think that

there are sorne that are, but
there's also enough capacity that
deals continue to get done even
with these decreased rates or

broadening terms and condi-

In a few lines, rates are not de-
creasing as much as in most areas
of the market. For example, catas-
trophe reinsurance rates are slip-
ping slightly less than other lines,
reinsurers say.

"We're seeing cat rates down
about 10%," commented William
J. Adamson, CEO of CNA Rein-
surance in Chicago. "It's a little
bit less than we would have ex-

pected, and in some cases that's
not out of line," he said.

"It's still a difference in pricing
for business in catastrophe-prone
areas, and a little harder to find

coverage," said Constitution Re's

Mr. Ruyak.
Graham J. Dimmock, executive

vp of Hamilton, Bermuda-based
Partner Re Ltd., said of the Unit-
ed States, "I think we see down-
ward pricing pressure, but less so
than we see globally, perhaps, be-
cause the exposures are more
clearly perceived by the buyers."

Catastrophe reinsurance rates
for Caribbean exposures are de-
clining, but reinsurers are slightly
less willing to chase rates down-
ward than in other lines, said
Patrick Steele of Cooper Gay
Steele.

"People are aware that that is
one place where losses do hap-
pen," he said.

Although reinsurers allocate to
the region a certain level of aggre-
gate exposure they are unwilling
to exceed, there has been such an
increase in reinsurers targeting
the region over the past several
years that there still is ample ca-
pacity available to cedents, Mr.
Steele said.

In some cases cedents are using
the premium savings due to lower
rates to buy higher catastrophe
limits for specific geographical
areas, said Edmund Megna Jr.,
managing director and an execu-
tive vp with Guy Carpenter & Co.
Inc. in New York.

The greater sophistication of
computer-based catastrophe mod-
els allow insurers to get a much
better grasp of their exposures, he
said.

"So they are getting much more
specific in addressing the expo-
sures up top," Mr. Megna said.

While there have been few ex-

ceptional weather-related events
over the past year, the one unusu-
al meteorological phenomenon, El
Nino, has had no significant im-
pact on cat rates, say observers.

"El Nino has had very little ef-
feet," said St. Paul Re's Mr.
Schell. "Most of the catastrophe
excess-of-loss programs on an oc-
currence basis for clients would

attach above the western storm

flooding."
Most reinsurers, in fact, say El

Nino could have had a positive
impact because its wind forces
have helped prevent the formation

and maturation of hurricanes,

"which is a much bigger exposure
to reinsurers than the additional

storms and intensity of West
Coast storms from El Nino," said
Mr. Schell.

Coverage is continuing to
broaden, including a push toward
multiyear contracts, say ob-
servers.

"I think clients like the idea of a

little more stability in their costs
because a number are concerned
about a turn in the market like

'86, where the market changed
substantially, and it's hard to plan
for that," said CNA Re's Mr.
Adamson.

Insurers more frequently are
seeking multiyear deals, agreed
Mr. Megna of Guy Carpenter. "It
locks in capacity with a set of
reinsurers that appeal to particu-
lar clients and it can also lock in

favorable pricing," he said.
"We do have some requests for

1

multiyear contracts, and if they
make sense, we've been entertain-
ing them," said Steve Tirney,
president and chief operating of-
ficer of Philadelphia-based PMA
Reinsurance Corp.

"I don't know if they help us out
at all, but you're getting some-
thing on your books for three
years, and maybe if the ceding
company likes the rates and wants
to lock into a three-year rate,
that's fine, as long as it makes
sense to us," he said.

Partner Re also has noticed a

"slowly growing interest in three-
year deals, and that's something
that we are still a little hesitant

about" because so many of them
have been renegotiated before the
deal is over, said Mr. Dimmock.

Often the multiyear deals writ-
ten by reinsurers simply reflect
the structure of the multiyear
deals that primary insurers are of-
fering their policyholders, said

Mike Bungert, president and CEO
of Aon Re Inc., a unit of Aon Corp.
in Chicago.

"The primary market is doing it
to serve their clients, so you can't
have non-concurrent terms from

reinsurers," he said.
However, it is another reflection

of the overall soft reinsurance

market that primary insurers are
having few problems in finding
reinsurers to write the multiyear
deals, Mr. Bungert said.

In addition to multiyear con-
tracts, brokers and their clients
are asking for profit commissions
in areas where they would not for-
merly have asked, said St. Paul
Re's Mr. Schell.

As a result of the soft market,
"there have been a lot of brazen

proposals made," said Mr. Schell,
speaking in mid-December.
"Some of them have already
backed off and are already con-
sidering less generous terms,"

e

while in other cases "the poker
game is still going on, and I don't
know how much of this will take

and how much won't take."

Risk Capital Re is seeing "con-

siderable broadening of terms and
conditions," including increased
ceding commissions and the dis-
appearance of "bells and whis-
tles" such as caps, said Ms. Boc-
Citto.

Hartford Re's Mr. Zettervall

noted that after Hurricane An-

drew, there were a number of
quota share reinsurance contracts
that typically had occurrence
caps. "We're finding those caps
are coming off now, and some
reinsurers are willing to write
programs on an uncapped basis."

"The biggest concern, I think, is
just the broadening of coverages,"
said CNA Re's Mr. Adamson.

"We've seen some risks out there

where individuals have removed

See Reinsurers on page 20
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Market
Continued from page 17

"It went very well," Mr. Daven-
port said of Marriott's casualty re-
newals.

The hotel chain inked 1998 eov-

erages for workers compensation,
general liability and commercial
automobile risks at expiring limits
and slightly lower prices with
American International Group
Inc.

Mr. Greene said abundant ca-

pacity led insurers to write Gener-
al Electric's excess liability and
property renewals at rates 5% to
15% lower than last year.

"I've never seen capacity like
this before," said Mr. Greene.

Justin Industries Inc. in Fort

Worth, Texas, expects to grab
lower rates while reducing de-
ductibles when its workers com-

pensation, commercial automo-

Reinsurers
Continued from page 3

"It went very well," Mr. Daven-
port said of Marriott's casualty the
asbestos and pollution exclusions,
that type of thing, where if you've
had other limitations or exclusions

they're just getting broadened."
George Roberts, president and

CEO of Reliance Reinsurance

Corp. in Philadelphia, said, "A lot
of companies are looking at buying
higher limits of reinsurance."

Caps also are increased or done
away with, he said.

In addition to offering broader
coverage, more reinsurers are in-
creasing the amount of propor-
tional business they write, said Mr.
Bolland of Gill & Roeser.

"Reinsurers were trying to un-
link themselves from the primary
insurance cycle by writing excess-
of-loss reinsurance. Now some of

them are again linking themselves
to the primary cycle by writing
proportional reinsurance. it's a
very quick way to increase your
top line growth," Mr. Bolland said.

While most reinsurers and bro-

kers expect little change in the
market in 1998, one factor that

will likely gain greater attention is
coverage for the Year 2000 com-
puter problem, they say.

The Year 2000 exposure arises
from the practice of programming
computers with only two digits to
indicate the year. Computer ex-
perts say that unless many com-
puters are reprogrammed, internal
clocks will treat the year 2000 as
1900, which could wreak havoc in
systems that the computers con-
trol.

Late last year, the Insurance
Services Office Inc. introduced

several wordings to exclude Year
2000 coverage from primary poli-
cies, but so far, few reinsurers
have addressed the issue of Year

2000 coverage, according to bro-
kers.

"We are beginning to see people
starting to alter coverage in rein-
surance contracts to exclude Year

2000 coverage, but we are not see-
ing a groundswell yet," said Mr.
Bungert of Aon.

As the problem date grows near-
er, more reinsurers will likely in-
clude Year 2000 exclusions, he
said.

The number of reinsurers ex-

cluding the coverage will likely
grow in 1998, agreed Mr. Steele of
Cooper Gay Steele.

Despite the soft market, reinsur-
ers are so wary of the possible
catastrophe of Year 2000 losses
that they will seek to exclude cov-
erage, he said.

"There will be exclusions put in,
but everybody will have different
wordings," Mr. Steele said. Ell

bile, general liability and product
liability coverages are renewed in
February.

"There is a lot of interest by a
number of carriers on quoting
business," according to Jim Green,
risk manager at the western
footwear manufacturer. "Excess

layers are open to higher limits for
virtually no increase in premi-
ums."

Mr. Green said Justin Industries

shopped its program in the market
this year for the first time in four
or five years. "Every so often you
need to do that," he said, to test
the insurance market.

He found a lot of insurers were

interested in underwriting Justin's
program. "Insurers are trying to
differentiate themselves frorn

their competitors" by offering bet-
ter services, Mr. Green explained.

Competition has meant cheaper
pollution coverages in the market-
place, Mr. Green pointed out.

0

In addition, new directors and
officers liability insurance forms
that include improved coverage
for employment-related suits have
become available in the past year
or two.

General Electric's Mr. Greene

'Excess layers are open
to higher limits for
virtually no increase in

premium,' Jim Green of
Justin Industries says.

said he noticed that insurers were

more willing to write multiyear
policies. "Insurers seem to be more
open to innovation than ever be-
fore," he said.

Borg-Warner Automotive Inc. in
Chicago was able to buy a multi-

'.
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year aggregate polizy with a rein-
statement clause for the first time

this year, according to Claudia
Brumm, director-risk manage-
ment.

The arrangement allows Ms.
Brumm to buy more insurance for
the second or third years of the
three-year policy if losses ap-
proach the policy limits during the
initia= 12 months.

Borg-Warner pccketed an 18%
savings at this year's renewal of
property/casualty coverages, Ms.
Brumm noted, part of which is at-
tributable to the company's favor-
able ilaims history over the past
five ti 10 years.

In addition to better rates, Borg-
Warner received -breader cover-

ages and beneicial wording
changes in the policies, resulting
in "a lot more coverage," she
added.

Burgess Ridge, senior vp-admin-
istra:ion for textile manufacturer

Fruit of the Loom Inc. in Bowling
Green, Ky., said various insurers
are trying to offer coverage that
presently isn't available. For ex-
ample, Mr. Ridge said he knows of
a product written by offshore in-
surers to cover punitive damages
in states where permitted.

A good loss history helped Fruit
of the Loom save 25% when prop-
erty/casualty coverages were re-
newed at expiring policy limits,
according to Mr. Ridge.

Competition also spurred Celo-
tex Corp. to market its workers
comp program this year, according
to Mark DeLillo, vp-risk manage-
ment. The Tampa, Fla.-based
building products company buys
excess coverage above retentions
in states where it self-insures the

exposure.
"We marketed it for the first

time in three years as a result of
competition in the marketplace,"

Continued on next page

_1



Continued from previous page
Mr. DeLillo said. He said he ex-

pects Celotex will end up with
rates equal to expiring levels or
slightly lower.

Workers compensation reforms
such as those enacted in Florida

have led insurers to compete more
heartily for business, Mr. DeLillo
explained.

"I hear that some large-de-
ductible programs are being con-
sidered by some who were previ-
ously self-insured because prices
are so attractive," he said.

The Vanguard Group of Invest-
ment Cos. in Malvern, Pa., is see-
ing a significant price break on a
liability coverage it is renewing,
according to Earl Varney, risk
manager.

Describing it as a "very special-
ized" type of professional liability
coverage, Mr. Varney said the in-
surance currently is written by a
"consortium of players."

He expects the group to offer
rates 20% to 25% lower for the

1998 policy. That might be the
biggest price drop for a while.

"I don't think it can get any
lower than it already is," Mr. Var-
ney said of the professional liabil-

don't see them hardening, either,
unless that capacity begins to dry
up," Mr. Varney added. "I see
them stable for at least 12 to 18

months."

Mr. Varney is hoping to find
coverage for the looming Year

'1 don't think it can get any lower than it
already is. There is still an awful lot of
softness in (the professional liability)
market,' Earl Varney says.

ity market. "There is still an awful
lot of softness in that market.

There's more than adequate ca-
pacity."

But, even though insurance
rates may not sink further, "I

200(i computer problem.
Insurers are offering a "true

risk transfer" product that ap-
pears to provide adequate cover-
age if computer problems lead to
losses because of the millennium
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bug, he noted.
Mr. Varney said he is pressing

management to seriously consider
purchasing coverage for the risk.

Mr. Wilkins said Oklahoma Gas

& Electric's general liability and
D&0 liability renewals went
"very smoothly." The general lia-
bility coverage was renewed at
expiring limits for no additional
cost, while D&0 limits were in-
creased slightly, also for no extra
cost.

Associated Electric & Gas In-

surance Services Ltd., a Bermuda-

domiciled surplus lines mutual in-
surer, writes the primary layers
for those coverages. Energy Insur-
ance Mutual Ltd., based in Tam-
pa, Fla., writes the excess layers.

Ralph's Grocery Co. is shopping
for the best deal on excess liabili-

ty insurance to sit atop its self-in-
sured general liability and work-
ers comp programs.

"We're putting it out to market,

Many years ago, our engineers
provided meticulously detailed

isometric drawings of our insureds'

property. Protecting an organization

requires commitment and a "hands-

on approach to loss prevention

engineering. Protection Mutual's

focus on service provides insureds
with a value not found in an ordi-

nary insurance contract.

Although facility plans are now

generated by computers, Protection

Mutual continues to provide a per-

sonal approach to loss prevention

engineering. Our loss prevention

engineers inspect facilities, offer

practical advice and help many of

the world's leading organizations

protect thei r assets.

It comes down to one word.

Protection.

With physical and financial
protection, we will secure the

future of your business.

/1 1

Part of the Factory Mutual System

300 South Northwest Highway
Park Ridge, Illinois 60068
847.825.4474 www.promutual.com

and we'll see how it goes," said
Earl H. Sherman, director of risk
management for the Los Angeles-
based grocery retailer.

Mr. Sherman said he expects
the coverage, which AIG now
writes, to renew at existing or
lower prices when the renewal is
completed in February.

Although Ralph's won't be af-
fected because the company self-
insures its workers comp expo-
sure, Mr. Sherman predicts the
market for that coverage in Cali-
fornia will soon start to tighten.

Prices are going to rise slightly
in 1998 as workers comp under-
writers in the state complete
mergers, he said.

Next year, a "strong hardening"
could be in store for that market

as fewer insurers dominate the

field, Mr. Varney added.
Risk managers say some of their

price breaks on property cover-
ages could be related to a light
weather year in 1997.

Few major storms and the ab-
sence of devastating hurricanes
like those that have wracked the

United States in past years may
have given "underwriters a little
more nerve in writing these poli-
cies," said Fruit of the Loom's Mr.
Ridge.

Ms. Brumm of Borg-Warner
said the lack of major catastro-
phes helped keep rates down. In-
surers could use catastrophes to
justify rate increases, she noted,
and during a year without such

calamities, underwriters are keep-
ing prices low.

Mr. DeLillo of Celotex said his

company "did a little better than
the previous year" when renewing
property coverages during the
past hurricane season, despite the
company's large exposure in
Florida.

"We renew Aug. 31, smack in
the middle of hurricane season,"
Mr. DeLillo pointed out. "Fortu-
nately, we had a light season."

"I think that creates a certain
comfort with underwriters" writ-

ing property insurance in storm-
prone regions, he said.

Despite its nationwide presence,
Electrolux isn't too worried that it

will be affected by the fickle be-
havior of El Nino.

"We could stand to lose some

inventory" from a storm fostered
by the recurring weather phe-
nomenon, "but that's really the
landlord's responsibility," said
Mr. Turk, referring to any damage
to leased facilities.

Ralph's Grocery doesn't expect
its West Coast presence and El
Nino exposure will figure too
greatly in property renewals later
this year because the retailer self-
insures much of such risks, ac-

cording to Mr. Sherman.
"It probably won't affect us, our

retentions are so high," he ex-
plained.

Risk managers continue to keep
a close eye on the shrinking ranks
of brokers and insurers through
consolidations.

Mr. Greene of GE said he hopes
the innovative spirit in the mar-
ketplace today isn't snuffed out as
intermediaries grow.

Broker consolidation has not

had a major impact yet, he said,
and it could benefit policyholders
by making it simpler to buy insur-
ance. "As long as their size does-
n't kill their creativity or compet-
itiveness, it's fine," he said.

But, he added, buyers may be
hurt in three or four years when
brokers settle into their consoli-

dations and competition slows
down.

"If anything can happen, they
will be overwhelmed by their suc-
cess and stop being innovative
and competitive," Mr. Greene
said. ial
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call Swiss Re America.

We're the reinsurer that helps small insurers grow and

multinational companies manage risks worldwide.

Swiss Re America, using the global resources of the
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London market lets buyers Surplus capacity
steer during renewal season pushes down on

By SARAH GODDARD ed, particularly for large industri- market companies
and EDWIN UNSWORTH al risks as loss prevention and so- "While the return is acceptable,

phisticated risk management people will continue to have an non-admitted market
ore of the same techniques continue to reduce the appetite for risk," said Zurich's
is the verdict on risk of man-made catastrophes. Mr Hester Underwriting results By DAVE LENCKUS down 15% or more for all lines,M everyone's lips Continuing in this vein, organiza- recently have been cushioned by a and JOANNE WOJCIK "especially product liability
after the close of tions will start questioning why bullish investment market, noted risks" if the standard lines mar-

the Jan 1 re- they are buying insurance, he pre- Mr Hester, predicting that rein- t was a deal that under- ket has not grabbed them, said
newal season in dicted, and will transfer fewer and surers will start feellng the impact writing manager First Tom Ciardello, an executive vp

London fewer of their exposures into the of the price reductions leading to State Management Group with mdependent wholesaler Tn-
Rates diminishing as capacity conventional insurance market "worse results next year " lust wouldn't beat, even to City Brokerage Inc of San Fran-

soars Renewals negotiated later Eddie Hester, general manager But the consensus opinion is save an existing account cisco
and later, with programs still be- of Zurich International (U K ) that it will take much more than

I
for its parent, Hartford First State's Mr Coghlan said

ing completed last week And Ltd in London, said this already some poor underwriting results to Group Inc the deals that surplus lines un-
greater use of self-insurance by was a trend during the year-end push the market into an upturn in A new market offered to write derwnters are striking for excess
risk managers, adding to the com- renewals The increase in multi- the underwmting cycle an account's liability umbrella and umbrella coverage are the
petition crunch among underwrit- year policies also meant a quieter "I can't see anything that would coverage for $385,000, or a 68% best m the market not because of

ers renewal season, he said cause the market price to change," reduction m price alone but also because of
In sum, most "The market conditions are un- said Mr McKenzie With the cur- the account's the additional capacity and the

buyers are in favorable to insurers," he com- rent levels of capital. capacity and $12 million more attractive terms and condi-

London the driver's mented, but even though rates the lack of catastrophes, there lS expiring pre- tions insurers are offering
seat during continue to fall, that hasn't slowed nothing "on the horizon that mium Many excess markets are writ-
January re- the trend for commercial policy- would suggest any change to the "That's an ing layers in $25 million incre-

report newals in the holders to move toward self-in- situation opportunity ments, which holds down risk
London mar- surance as part of their long-term A correction in the abnormally to walk managers' frictional costs, he
ket strategy low incidence of natural catastro- away We said

-&--;id For insurers, Rates have fallen across the phes could have an influence, said just can't And, some umbrella underwnt-
reinsurers and board, though insurers have not Mr Hester, though lt would de- take that ers are offering large accounts
brokers, mar- necessarily lowered prices for cus- pend on which geographic regions type of de- pollution coverage that is avail-

ket conditions are not good news, tomers with poor claims experi- of the world were hit crease," said Peter Coghlan, ex- able through one of the three pol-
though major factors in the con- ence "I firmly believe that it will take ecutive vp with First State in lution endorsements the Insur-
tinuing soft market are the ab- William Knapman, financial in- more than one catastrophe to turn Boston ance Services Office Inc unveiled

sence of major catastrophes, natu- stitutions underwriter for Archer the market," said Copenhagen The competition in the surplus last year (BI, May 19, 1997)
ral or man-made, buoyant invest- syndicate 839, said average rate Re's Mr Stokes "Not one wind- lines market typically is not quite Primary markets also continue
ment markets, and resulting fa- reductions were between 10% and storm or even a reasonable sized that ferocious But, an overabun- to cut rates Risk managers can
vorable financial results for insur- 40% for D&O liability, financial earthquake is going to make the dance of capacity, including some expect 10% to 15% rate cuts typ-
ers institutions liability and bankers market turn around " from new surplus lines under- ically, market executives said

The London renewal season blanket bond business "These re- But all is not rosy for insurance writers, continues to push down Some underwriters are so "des-
started extremely late, even com- ductions are typically tied up with buyers The specter of the year rates significantly-when the ad- perate" to win business to hit
pared with the previous year's ex- 'stretched' aggregates for two- 2000 problem has overshadowed mitted market has not snared the their premium volume budgets
tension, and certain contracts re- three- or four-year periods," as recent renewals, and many in the busmess that they will cut rates by up to
mained to be completed last week well as multiyear arrangements London market see the potential Even earthquake risks are tak- twice as much, said First State's

At a meeting of the London In- he said computer problem as the biggest ing bites out of the fruits of the Mr Coghlan Those underwriters
ternational Insurance & Reinsur- Archer's Mr Earp noted a drop emerging liability in the near fu- soft surplus lines market Re- will offer such deals even if that
ance Market Assn at the begin- of 10% to 15% in the general lia- ture duced rates, though, often are not means wnting the business for a
ning of December, underwriters bility market, though rates for A number of clients have been enough for surplus lines insurers premium that wlll not cover their
reported there was nothing to re- construction companies have not put on notice that their coverages to win business They also are of- insurers' loss costs, he said
port-the renewal season had fallen as much as other lines will include a year 2000 exclusion fering more attractive terms and Accounts generating $100,000
barely twitched into life Aon's Mr McKenzie said he saw on renewal, said Nick Bonner, ex- conditions And, to trim insur- or more in premiums are the fa-

"Everybody's holding back," reductions in general liability cess-of-loss underwriter for ance buyers' frictional costs, vorite targets for those under-
said Ross McKenzie, chairman of rates of no greater than 10%, Lloyd's syndicate 588 Even so, some non-admitted markets are wnters, he said
non-marine at Aon Group Ltd in while some accounts were seeing "with things that have been done packaging multiple coverages Like umbrella markets, pnma-
London, speaking in mid-Decem- the same rates as last season on a risks-attaching basis, there and writing larger layers of cov- ry markets are expanding their
ben because they did not want "to European casualty rates are off has been success in getting the erage coverage offerings in an effort to
go too soon to set a precedent " between 20% and 25%, said year 2000 (problem) put on," he "We're eating ourselves up," retain business

As clients continued to withhold Stephen Hitchcock, deputy man- added said Marcus Payne, president and For example, Markel Corp
decisions, they encouraged further aging direetor of the international Market consolidations have chief operating officer of Dallas- subsidiary Evanston Insurance
rate drops, resulting in a rush of division of Heath Reinsurance played a part in the increased based wholesaler Crump Insur- Co of Evanston, Ill, now offers
orders at the end of December Broking Ltd competition in London market, ance Services Inc E&0 and employment practices
Susan Gwynne, planning and On the property side, a client giving smaller players an opportu- Some potentially threatening liabihty coverage-for an addi-
marketing director of Eagle Star with "a nice portfolio of business" nity to participate on programs as images cloud that rosy market tional premium-to its compre-
Reinsurance Co Ltd, said late may see rate reductions topping insurance buyers have been eau- picture for risk managers, hensive general liability pohcy-
last month that the season was "a 25%, said Mr McKenzie of Aon, tious of relying on too few though, as insurers begm senous- holders
couple of days behind" the previ- with the average being about providers ly sortmg out how they will re- .

The oblective is to make a
ous year But she added that no- 20% Property risks iS the area Conversely, as the capacity of spond to year 2000 habilities comprehensive package of cover-
body was panicking and "it will people were holding back from insurers and reinsurers has in- In the meantime, market exec- ages for clients-professional ha-
all get done as if by magic by Jan completing the programs, waiting creased, there are fewer under- utives' complaints about a tough bility, premises liability, EPL-
1" for the best possible terms, he writers participating on individu- market signal continued good all in one contract," explained

Nevertheless, early in January said al risks, said Aon's Mr McKenzie buys for nsk managers Paul Springman, president of

1 brokers still were walking around On the catastrophe reinsurance Overall, Copenhagen Re's Mr Indeed, Mr Payne said, the Evanston Insurance
the London Underwriting Centre side, clients are seeing reductions Stokes saw consolidation among market is so soft that "those who Evanston also is introducing a
and Lloyd's of London, placing up to 50%, said Martyn Hooper, brokers lS having little effect, were a prime prospect for a cap- new EPL form that will cover
their clients' orders That fulfilled managing director of the non-ma- though he said that it could en- tive iust aren't anymore " pnor acts for some pohcyholders,
a prediction by Timothy Stokes, rine division of reinsurance bro- courage the rise of the niche bro- For all casualty lines of busi- accordmg to Mr Spnngman
underwriter at Copenhagen Rein- ker Kininmonth Lambert Ltd ker as buyers seek to spread their ness, rates for excess and prima- Zurich-American Specialties,
surance Co (U K ) Ltd that hit- "What this market is doing is test- programs beyond the megabro- ry coverage are falling 10% to the surplus hnes division of
ting the Jan 1 target would be ing the client's approach to the kers 25%, according to market execu- Zurich-American Insurance
"unhkely" this year purchase of reinsurance," he said Archer's Mr Earp said, howev- trves Group, also wlll wnte additional

"The buyers are very aware of "At the end of the day, it's up to er, that he was "having to form Types of risks seem to be less coverages for the first time for its
market conditions, and brokers the client " strategic alliances with certain important to underwriters than malpractice and general liability
are marketing programs as a de- Because clients are king, insur- brokers " whether an account represents clients
fensive measure, even if not being ers are actively courting them, Despite the doom merchants' new business and a huge source "Now our customers want oth-

asked by their clients," said putting together modified prod- claims of the market suffering of premium volume, according to er lines in the casualty area So
Michael Earp, underwriter at ucts and additional services "to from rates set far too low, capital Mr Payne He said renewal ac- we're now offering, beginning 1-
Archer Managing Agents Ltd mask rate reductions," Mr Hoop- set too high and insurance buyers counts can expect 10% to 20% 1-98, auto and workers compen-

"Isn't it goodi" said Clive Pracy, er said "There's a lot of manipu- leaving the traditional insurance rate cuts, while new accounts are sation on a packaged or unbun-
a risk management consultant lation of the terms of a standard market, Aon's Mr McKenzie was negotiating 25% reductions The died basis," said Dave Osborn, vp
with Andersen Consulting in Lon- deal to avoid a huge up-front rate extremely positive about the fu- biggest winners are the biggest in the Insurer's Atlanta-based
don, talking about the ever-de- reduction," he said ture of the London market accounts, which are commanding health care division
creasing rates' "After donkey's As with 1997 renewals, market It has "always been a market of 20% to 50% rate cuts, he said The insurer also is offermg pol-
years of being told what they can executives said privately that cer- last resort," he said, which will Other market executives said 1cyholders access to claims-han-
have (by insurers), lt has now tain insurers and reinsurers ap- write any business at a price The surplus lines insurers are cutting dhng and loss control services
turned round," and buyers are in peared to be taking on business resurrection of Lloyd's fortunes excess and umbrella coverage Surplus lmes msurers typically
charge, he said merely to boost their top-line fig- have in turn helped the strength of rates the most have not offered such services,

It's not that it'S a soft market ures, rather than bottom line prof- the London market overall, he Umbrella insurance rates have but some are now offering them
only at the moment, said Mr Pra- its Nevertheless, last season's added, and "the viability of the fallen 25% dunng the past year, m an effort to differentiate
cy This lS the form the market premium chase so far has not led London market as a whole is back while pnmary Insurance rates are See Surplus on net page
will continue to take, he predict- to heavy losses for any London to where it used to be " mm
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themselves from other markets.

Underwriters also are cutt.ng
sweet deals for directors and offi-

cers liability and errors and on-_is-
sions liability insurance. Rates are
about 20% lower than they were a
year ago, estimated Tri-City's Mr.
Ciardello.

In addition, D&0 underwriters
are liberalizing terms and condi-
tions for the coverage, he s: id.
Along with the financial protection
they can secure for their compa-
nies' directors and officers, risk

managers also can obtain-at listle
additional cost-coverage for their
corporate entities' share of a loss,
Mr. Ciardello said.

D&0 policyholders and insurers
in recent years have faced off in
court battles over how insurers can

allocate D&0 claims between in-

sured corporate executives and the
corporate entity, which D&0 poli-
cies until recent years had rot cov-
ered.

Large D&0 accounts also can
add employer practices liability
coverage for a small additional
premium, Mr. Ciardello said.

The only risk tough to place is
general liability for homebuilders.
That tight market may be spread-
ing east from California, said
David R. Hartoch, president and
chief executive officer of whole-

saler Swett & Crawford Group of
Woodlands Hills, Calif.

But, Crump's Mr. Payne said,
markets still will write the cover-

age if a specialty wholesaler brings
them the risk.

Property rates continue to fall as
well. Rates have fallen 15% over

the past six months, according to
Tri-City's Mr. Ciardello.

Insurers are being equally gener-
ous with catastrophe property cov-
erage.

Because of few losses in recent

years and a growth in capacity that
Mr. Payne estimated at 20%, earth-
quake underwriters are trimming
rates between 15% and 20% in

most cases and up to 40% for large
accounts, market executives said.

The swelling market capacity
means buyers likely can find as
much coverage as they need, Mr.
Payne said. "We don't see any signs
of it changing at this point."

Still, earthquake coverage is
20% to 50% more expensive than it
was before the 1994 temblor that

hit Northridge, Calif., market exec-
utives said.

Insurers also are tracking their
earthquake exposures better than
they were a few years ago, Mr. Cia-
rdello said. As a result, finding the
coverage still may be tough, espe-
cially for insurance buyers that
cannot generate the $20,000 mini-
mum premiums insurers are seek-
ing, he said.

On a case-by-case basis, though,

some insurers that have reached

their aggregation limits in a quake
zone will write a risk that will push
the underwriters beyond those lim-
its, Mr. Payne said.

Some risk managers also will be
able to negotiate lower deductibles,
as market pressure is building for

warm waters in the Pacific Ocean,
would produce climatic changes
that would lead to an unusually
light hurricane season, market ex-
ecutives said.

Deductibles for that coverage,
too, are dropping. Market pres-
sures are forcing down deductibles

The only risk tough to place is general
liability for homebuilders. That tight
market may be spreading east from
California, says David R. Hartoch.

dollar deductibles to replace per-
centage-of-loss deductibles, Mr.
Coghlan said.

Some large accounts have moved
away from the typical 10% de-
ductible to a $10 million cap,
which could represent only 1 % or
2% of a loss, Mr. Coghlan said,

Other large accounts that cannot
command such a cap often seek a
5% deductible, he said.

The cost of windstorm insurance

in Florida also has swooned 20%

for large accounts since June.
One reason is new capacity, Mr.

Ciardello said.

Another reason rates dropped
were the predictions that El Nino,
the large areas of abnormally

to a dollar amount that equates to
0.5% to 1% of loss values. Previ-

ously, deductibles ranged from 2%
to 5% of losses.

The year 2000 computer problem
troubles underwriters. But, they
are not sure how they will respond
to the risk of anticipated claims
when computers in various busi-
nesses and products interpret Jan.
1, 2000, as Jan. 1, 1900, and mal-
function or shut down.

"We've done a comprehensive in-
ternal audit, and clearly at the top
of our list is directors and officers

liability (claims against policy-
holders)," said Evanston's Mr.

Springman.
However, "we haven't made any

definitive underwriting decisions
other than not to write three-year
policies for D&0," he said.

Mr. Springman said insurers
themselves-heavy mainframe

computer users-are likely to have
significant year 2000 exposures.
Mainframe computers, which often
operate with older languages such
as COBOL and FORTRAN, gener-
ally are not equipped to handle
date information beyond 1999.

"Physicians, lawyers and archi-
tects have some exposure, but it's
moderate compared with insurers,"
he said.

Evanston writes insurer E&0

and D&0 coverage on a surplus
lines basis.

The insurer also writes E&0 cov-

erage for year 2000 solution con-
sultants.

Zurich-American Specialties is
"sorting through endorsements-
ISO's and others-to see if they can
be used" to limit year 2000 liability
coverage in the general liability
and product liability lines, said
Janet Jordan-Foster, a New York-
based senior vp for Zurich-Ameri-
can Specialties.

One area of concern is the D&0,
E&0 and other professional liabil-
ity lines that Zurich-American
Specialties writes to cover hospi-
tals and health care organizations.

"If they've got year 2000 prob-
lems, it could cause prescriptions
to be issued incorrectly," Mr. Os-
born explained. [al

Report on Riverwalk crash misses lawsuits
By MICHAEL BRADFORD

NEW ORLEANS-A U S. Coast

Guard report blaming the crevr, of
the M/V Bright Field for last year's
New Orleans R.verwalk crash is not

expected to affect dozens of law-
suits filed in the accident.

Suits have been filed in state and

federal courts related to damage,
personal injury and business in:er-
ruption losses suffered by mer-
chants, residents and others at the

Riverwalk when the ship lost con-
trol and plowed into the popular
shopping area about a year ago .BI,
Dec. 23/30, 1996).

The ship carrying 61,600 tons of
corn lost its ability to steer and

ripped into the 182,000-square-foot
strip of shops and restaurants that
line the Mississippi River. The
crash injured more than 100 people
and caused about $15 million in

The "root cause" of the accident

was "ineffective management and
oversight" in maintaining the ves-
sel, Coast Guard Commandant
Robert E. Kramek wrote in the re-

Attorneys for both sides say the Coast
Guard report is unlikely to affect the
outcome of a trial to determine whether

the shipowners can limit their liability.

property damage to the pier and
nearby structures.

port conducted to determine the
cause of the crash and recommend

actions to prevent future accidents.
The commandant concurred with

a recommendation in the report by
the Marine Board of Investigation
that officials in Liberia, where the
Bright Field is registered, should
conduct a "suspension and revoca-
tion investigation" of the ship's li-
censed engineers for "negligence
and misconduct." The engineers are
accused of failing to maintain prop-
er lubrication in the ship's engine.

Attorneys for both sides say the
report is unlikely to change their
tactics or impact the outcomes of
lawsuits.

In addition, they don't expect it
will affect the outcome of a trial to

determine whether the shipowners
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can limit their liability.
"I don't see where it plays a ma-

jor role in the case," said Jimmy
Roussel, an attorney with the New
Orleans firm Phelps Dunbar, repre-
senting ship operator COSCO
(H.K.) Shipping Co. Ltd. and Bright
Field owner Clearsky Shipping
Corp.

Mr. Roussel pointed out that
the Coast Guard report is not ex-
pected to play a role in that trial
partly because of a federal law that
makes such reports inadmissible in
civil litigation.

"The report will not significantly
affect the lawsuits one way or an-
other," agreed Michael Deles-
dernier, a New Orleans attorney
who with four other lawyers repre-
sents about 50 plaintiffs in the case.

The attorneys said that lawsuits
are on hold until a trial is held to

determine whether the shipowner
can limit its liability to the value of
the vessel.

Maritime law limits a shipown-
er's liability to the amount of the
value of the vessel and its cargo if it
is found that the owner had no

awareness of negligence that led to
damages. Liability is unlimited if it
is found the owner knew or should

have known about negligence that
led to damages.

Mr. Delesdernier said the trial on

the limitation issue is expected to
begin this summer.

Estimates of the value of the ves-

sel have ranged from $10 million to
$17.5 million. The corn was valued
at about $7 million.

When the vessel owners filed pro-
ceedings in U.S. District Court in
New Orleans seeking to limit liabil-
ity, the judge ordered all suits relat-
ed to the crash be filed in federal

court and issued a stay on any fil-
ings until the limitation question
was settled.

However, when the one-year an-
niversary of the crash approached
last month, claimants persuaded
the judge to relax the stay so they
could file lawsuits in state court

against defendants other than the
shipowners before the statute of
limitations expired and those
claims were barred. ial
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FEB. 1-3. Insurance Risk Management
Conference in San Diego, sponsored by
American Bankers Assn.; $780 for ABA

members, $955 for non-members. Regis-
tration Coordinator, American Bankers
Assn., P.O. Box 79129, Baltimore, Md.

21279-0129; 202-663-5274.

FEB. 1-3. Security and Fraud Preven-
tion Conference in San Diego, sponsored
by American Bankers Assn.; $899 for

ABA members, $1,125 for non-members.

Registration Coordinator, American
Bankers Assn., P.O. Box 79129, Balti-
more, Md. 21279-0129; 202-663-5274.

FEB. 1-4. The Interactive Disability Fo-
rum in St. Petensburg, Fla., sponsored by
The Hartford and Disability Consulting
Group Inc., $795. Jami Berube, Disabili-
ty Consulting Group Inc., 66 Pearl St.,

Suite 300, Portland, Maine 04101; 207-
756-8551.

FEB. 3-4 Solving the Health Care Bene-
fits Puzzle seminar in Milwaukee, spon-
sored by the University of Wisconsin's
University Center for Continuing Edu-
cation; $695. Paul Haussman, program
director, University of Wisconsin, Uni-
versity Center for Continuing Education,
161 W. Wisconsin Ave., Suite 6000, Mil-
waukee, Wis. 53203-2602; 414-227-3265.

FEB. 3-4. Captive Insurance Companies
workshop in London, sponsored by the
Risk & Insurance Research Group Ltd.
£790 ($1,325) plus VAT. RIRG, 44 Maid-
en Lane, Covent Garden, London WC2E
7LJ; 44-171-836-0614.

FEB. 4-6. Workers' Compensation Man-
agement course in Seattle, sponsored by
the Risk & Insurance Management Soci-
ety. $675 for members, $775 for non-
membens. Also May 6-8 in Chicago, Nov.
18-20 in Boston. RIMS, 655 Third Ave.,

New York, N.Y. 10017-5637; 212-286-
9292.

FEB. 4-6. Financial Analysis: Property/
Casualty Insurance seminar, in Philadel-
phia, sponsored by Fells Road Group.
$1,250. Also April 1-3, Sept. 16-18, Oct.
28-30 and Dec. 2-4. Denise Danalis,
Fells Road Group, 271 Route 46 West,
Ste. D-207, Fairfield, N.J. 07004; 973-
227-5955.

FEB. 4-6. Advanced Pension Conference

in Orlando, Fla., sponsored by Corbel;
$695. Corbel Educational Services, 1660
Prudential Drive, Jacksonville, Fla.
32207-8197; 800-326-7235.

FEB. 4-6. 1998 Products Liability Semi-
nar in New Orleans, sponsored by De-
fense Research Institute Inc., $595 for
members, $640 for non-members. DRI,
750 N. Lake Shore Drive, Suite 500,
Chicago, Ill. 60611; 312-944-0575.

FEB. 5-6. Seventh Annual Employers/

ous-Eness insurance, January li, 1996 / 11

Coalition Health Conference in Saraso-

ta, Fla., sponsored by the West Coast
Healthcare Coalition; $345. WCHC, 6637

Superior Ave., Suite C, Sarasota, Fla.
34231; 941-923-1697.

FEB. 5-6. Pharmacy Benefits Manage-
ment seminar in Milwaukee, sponsored
by the University of Wisconsin's Univer-
sity Center for Continuing Education;
$695. Paul Haussman, program director,
University of Wisconsin, University
Center for Continuing Education, 161 W.
Wisconsin Ave., Suite 6000, Milwaukee,
Wis. 53203-2602; 414-227-3265.

FEB. 9-11. Fundamentals of Insurance

course in San Diego, sponsored by the
Risk & Insurance Management Society;
$675 for members, $775 for non-mem-

bers. Also April 1-3 in Washington, June
15-17 in Chicago, Sept. 16-18 in At-
lanta, Oct. 19-21 in Scottsdale, Ariz.,

Dec. 7-9 in Orlando. RIMS, 655 Third
Ave., New York, N.Y. 10017-5637; 212-
286-9292.
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GREEN BAY PACKERS
1965-1967
3 Consecutive
NFL Titles

MONTREAL CANADIENS
1956-1960
5 Consecutive
NHL Titles

NEW YORK WKEES
1949-1953
5 Consecutive
World

Championships U
BOSTON CEITICS
1959-1966
8 Consecutive

NBA Titles

ADMIRAL INSURANCE COMPANY
1975-1998
23 Consecutive years of integrity, stability, consistency
and quality. The record speaks for itself:

• Highest Commissions.
AOMIRAL1 COMPANY

I INSURANCE

• An A.M. Best A++ (Superior) Rating.
• Assets of over $700 million. 1255 Caldwell Road

• Surplus of over $200 million. RO. Box 5725 • Cherry Hill, NJ 08034-3220
Tel: 609-429-9200 • Fax: 609-428-3390

Professionals dealing exclusively with P&C wholesalers.  A member company of WR. Berkley Comoration

Risk Management Seminar East in Or-
lando, Fla., sponsored by the Public Risk
Management Assn.; Foundations in Risk
Management, $665 for members, $835

for School Risk Managers; $560 for
members, $720 for non-members. PRI-
MA, 1815 N. Fort Myer Drive, Suite
1020, Arlington, Va. 22209; 703-528-
7701.

The Datebook is compiled from notices
sent to Business Insurance. Notices

should be sent at least eight weeks in ad-
vance to Datebook, Business Insurance,

740 N. Rush St., Chicago, m. 60611-2590.

Please include the cost, if any, to attend
the meeting and infonnation on registra-
tion for interested readers. Business In-

surance reserves the right to select meet-
ings Of most interest to its readers and
cannot guarantee that notices will be
printed. Datebook listings also are avail-
able on the World Wide Web at
tolow. businessinsurance.com.

CHAMPIONSHIP

...Atontlnuing Endea¥ir
ya-Kninlug1

Admiral's own

champions include:

***********

Cherry Hill, New Jersey
Kathleen Hocevar - Cammtty

Charlotte Janson -Pmfessionat Liability

Jim Wright -P,Dpem,

Atlanta, Georgia
Mark Brown - Cammity

William Watts -Pmrkssionat Liabitiiy
Joe Stanton -properly

Austin, Texas
Blake Dotson - Casualty

Sharon Murray - Pmfessional Liability

Mark Watkins -Property

Seattle, Washington
Greg Dunn - Cammity

Melanie Stevenson-Pmressional Lmbitity

J.W. Wright - P,vpert,4

***********

Average E&S experience =15+ years

Their enthusiasm,
teamwork and "can do"

spirit in meeting the
challenges of the marketplace
are the driving force behind

Admiral's reputation as

"1116 Cartier of Choice"

ADMIRAL, COMPANY
1 INSURANCE
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Standards revised

on respirator use
By MARK A. HOFMANN

WASHINGTON-The Occupation-
al Safety ar-d Health Administration
is updating its siandards for respira-
tor use, a mor the agency estimates
will save more than 900 lives a year

The action represents the Enst revi-
sion of the respirator safety standard
in more shan 25 years, said Charles

 Jeffress, assis:ant seuretail of labor

for occupational safety and health
during a Washingtonnews ecnference
last week. He said the revisions took

into account zhanges in techr-ology
and cons;ohdated previous respirator

' standards, making it easier fcr em-
ployers to con- Fly.

Resp.rators are safety devices cov-
ring at least the nose and mou=h and
thus protect wearers against "haz-

. ardous atmonheres" containing par-
ticulates or cust, gases, radicactive
materials and ither dangers, OSHA
said.

Although the focus of the press con-
ferenc€ was on how the updated stan-
Eard would aiect firefighters, Mr.
Jeffress said is would impac: as many

1 as one in five work sites in she coun-
try. He noted --hat the standard also
would apply r resplrators wom dur-
ing such actiities as sandblasting

The most nctable change requires
firefighters ta use the so-callec"two-
in, two-out" 2.Eproach. Under Glis ap-
proach, two firefighters enter a burn-
ing bulding while two remain outside
ready to rescue the first pair, if need
be. Tne firefghters inside the s:ruc-

ture must remain in visual and vocal

contact with each other.

OSHA does not, however, have ju-
risdiction over state and local govern-
ment finaghters in the 25 states that
operate their own workplace safety
progrars

Among other things, the revised
standard will also require:

• A written plan to tailor a respira-
tor safety program to individual
worksites.

• A hazard evaluation to help em-
ployers :hoose the right respirators

• Metival evaluation of workers to

determine whether they can use the
selected respirators.

• Testing how respirators fit to min-
imize leakage and assure that they
provide adequate protection.

•Employee training in the use of
respiraters.

• Periodic program evaluation.
OSHA estimates the cost of compli-

ance a- $22 per employee annually for
those Employers affected by the
change, with the average cost per es-
tablishment at $87 per year. OSHA
also estimates that the change will
save up to $94 million in injury and
illness-related costs annually.

The revised standard, published
Jan. 8 m the Federal Register, takes
effect April 8. States and territories
with their own occupational safety
programs must adopt standards com-
par'ab12 to the new OSHA standard
and extend them to state and local

goverment workers within six
months. [n'
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Medicare
Continued from page 1
Medicare by paying a monthly premi-
um of $400 until age 65.

In addition, the package would re-
quire employers that terminate retiree
health care plans to extend COBRA
coverage to retirees as young as 55
and continue that coverage until age
65. For this lengthy COBRA coverage,
employers could charge retirees a pre-
mium of 125% of the company's
group health plan rate. Under current
law, employers only have to extend
COBRA coverage for 18 months to
former employees and can charge
them a premium equal to 102% of the
group rate.

The administration package would
make it financially attractive and a lot
easier for employers to terminate
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health care plans for retirees under
age 65 who are not yet eligible for
Medicare, benefit experts say. Com-
panies with high health care costs
would have the greatest incentive to
terminate their plans.

One factor now preventing employ-
ers from terminating early retiree
health care plans is the difficulty and
high cost retirees with medical prob-
lems face in obtaining coverage in the
personal lines market.

But with early retirees having as-
sured Medicare coverage, employers
would not have to worry that elimi-
nating retiree health plans would re-
sult in retired workers encountering
coverage problems.

What employers could and would
do, benefit experts say, is terminate
their early retiree health care plans
and then heavily subsidize the re-
tiree's Medicare premium.

By adopting such a strategy, em-
ployers easily could come out ahead
financially. For example, while annu-
al health care plan costs for healthy
retirees in their early 60s can be in the
$3,600 to $3,800 range, costs for re-
tirees with significant health care
problems can be as much as three
times more.

As a result, employers in many cas-
es could reap huge savings by dump-
ing early retiree health care plans and
paying part or even all of their re-
tirees' Medicare premiums.

"If there is another plan-that is,
Medicare-an employer can eliminate
its plan. This could generate a wind-
fall for employers and be a good ar-
rangement for retirees," said Barry
Barnett, a principal with The Kwasha
Lipton Group in Fort Lee, N.J.

"This could be very positive for ern-
ployers. It is certainly something em-
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ployers would consider," added
Richard Stover, a principal with Buck
Consultants Inc. in Secaucus, N.J.

"There definitely is an incentive to
drop coverage," said John Piro, a con-
sultant with Hewitt Associates L.L.C.

in Rowayton, Conn.
The package is attractive both to

employers anxious to shed retiree
health care plans and to early retirees
without employer-sponsored cover-
age who have severe health problems.
But that dual attractiveness could

spell political trouble for the package
when Congress considers it.

Clinton administration officials last

week said the program is structured
so that the costs of the additional par-
ticipants would be covered by premi-
ums charged, the additional sur-
charge, and savings from unspecified
initiatives to fight Medicare fraud.

Benefit actuaries and others doubt

that would happen. They say early re-
tirees will do a quick calculation.
Those who can obtain coverage in the
personal lines market for less than
premiums charged in the Medicare
program will not switch to the new
program.

But retirees with health problems
so severe that private premiums are
several times those of Medicare will

opt for Medicare.
That will lead to massive adverse

selection, in which those retirees with
greatest health care expenses will opt
for coverage.

"There will be huge anti-selection.
This program invites selection against
Medicare," said Lewis Borgenicht, a
consulting actuary with ASA Inc. in
Somerset Inc.

While the program would be a boon
for retirees with high health care

Contain
Continued from page 2
hospital charges; hospital fee sched-
ules; mandates for managed care,
utilization review and bill review;
and treatment guidelines.

All 51 jurisdictions questioned re-
sponded to the survey, which found
only one, Delaware, with no workers
comp medical cost containment
strategy in place. The District of
Columbia and Illinois reported cur-
rently using only one strategy: re-
strictions on provider change.

According to the study, however,

Use Your insurance Eperlise
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costs, "it will come at the expense oj
the Medicare trust fund," Mr. Bor-
genicht said.

That leads some to question
whether the new program truly will
be self-financed, as the administra-
tion maintains.

"One of the biggest hindrances thal
this program faces is that an entitle-
ment program would be expanded
and yet that expansion would not b€
adequately financed," said James
Klein, president of the Assn. of Pri-
vate Pension & Welfare Plans in

Washington.
There are other concerns. Under the

package, employers who terminate
early retiree health plans would have

long as 10 years.
Because of adverse selection, the

125% premium employers could
charge retirees would not come close
to covering employers' costs, notes
Joseph Martingale, a principal with
Towers Perrin in New York.

Some say it is unfair that employers
who voluntarily agreed to offer early
retiree health care plans and then
legally terminated those plans should
have to offer COBRA for such a long
time.

"What is the rationale for such a

punishment? Why not instead give
employers an incentive to offer retire€
health care plans," asked Chip Kerby,
an attorney with William M. Mercer
Inc. in Washington.

It is ironic, Mr. Kerby says, that in
the same week the administration

proposed giving employers tax credits
if they develop child care centers, il
also proposed sticking employers with
such an extended COBRA responsi-
bility.

multiple strategies are far and away
the norm in the effort to rein in

workers comp medical costs. While
seven jurisdictions reported using
only two mechanisms and six report-
ed using three, 11 reported having
four strategies in place, and 25 juris-
dictions reported using five or more.

slightly from the findings of the sur-
vey conducted two years earlier,
when 23 states reported using five or
more strategies. That slight change
reflects the slowing pace of activity
on the workers comp medical cost
containment front, the authors sug-
gest.

Other evidence of the slowing
trend is that no jurisdictions imple-
mented fee schedules or mandated

utilization review programs in the
two years since the previous study.

The report suggests that the slow-
down in legislative activity may stem
from the reduction in the rate of

growth of workers comp medical
costs, which escalated more rapidly
than medical costs in general during
the 1980s.

The report suggests the likelihood

ing strategies currently in place and
gauging their impact on costs and
quality of care.

Of those existing strategies, the
survey showed restrictions on choos-
ing and changing providers and fee
schedules to be the most popular cost
containment vehicles.

Physician fee schedules are on the
books in 40 jurisdictions, with 36 re-
porting hospital bill regulation and
37 reporting restricting the injured
worker's initial choice of provider,
while 39 indicated they limit the
worker's ability to change providers.

Requests for copies of "Managed
Care and Medical Cost Containment

in Workers' Compensation: A Na-
tional Inventon/, 1997-1998,"priced
at $250, must be made in writing.
Those interested in purchasing copies
of the report can obtain a WCRIpub-
tications list and orderform by catt-
ing 617-494-1240.
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IRS proposes rules to clarify benefit laws
COBRA coverage issues, tax treatment of interest on 401 (k) loan defaults addressed

By JERRY GEISEL beneficiaries. Disabled individuals, COBRA health care continuation

though, must pay substantially coverage for up to 18 months. Em-
higher premiums for the longer cov- ployers can charge COBRA benefi-WASHINGTON-Employers are

receiving more than new tax forms
from the Internal Revenue Service at

the start of 1998.

The IRS earlier this month issued

several proposed rules that will give
employers guidance on key employ-
ee benefit issues. The rules, which
employers are expected to comply
with even before they are finalized,
will:

• Provide answers to a number of

questions employers have raised
about the Consolidated Omnibus

Budget Reconciliation Act, includ-
ing COBRA coverage issues relating
to disabled employees and babies
born or children adopted while a

parent is covered under COBRA.
• Offer guidance on the tax treat-

ment of accruing interest when an
employee defaults on a loan taken
from a 401(k) plan or other defined
contribution plan.

Employers will welcome the guid-
ance offered by the IRS, benefit ex-
perts say.

"There were some things that were
ambiguous and the IRS has clarified
some points," said John Piro, a con-
sultant in the Rowayton, Conn.,of-
fice of Hewitt Associates L.L.C.

For example, one portion of the
proposed IRS regulations deals with
a series of changes in federal law
that allow disabled employees to re-
ceive COBRA coverage for longer
periods of time than other COBRA

Friend of the court. In this case,

friend of the corporate general

counsel.We're Legalgard, special-

ists in the financial management

of legal matters.

Since starting the legal cost man-

agement movement a decade

ago, we've saved millions of dol-

lars for our varied clientele,

which includes large, multina-

tional corporations; insurance
giants; government agencies and

claims organizations.

Using state-of4he-art technology,

we collect and assemble your
data, then benchmark the results

against other top-performing

companies. We evaluate your

billing guidelines, or help you

develop them if none exist.

A newborn infant or adopted child will be
eligible for COBRA health coverage only
for the period for which the parent remains
eligible, proposed IRS rules say.

erage.
Under the Consolidated Omnibus

Budget Reconciliation Act, employ-
ees who leave their jobs can obtain

amicus

curiae,

corporate-

style.

ciaries a premium of 102% of the

group rate, covering the added cost
of administering benefits for former
employees and dependents.

And, we help you create or

enhance your legal services

agreement.

In addition, our educational pro-

grams make sure your staff is cur-

rent and proficient with the latest

tools of legal cost containment.

So, when you need an amicus to

help you gain better control of

your legal expense dollars, call
Legalgard. (800) 525-3426.

Legalgard®
First In Legal Cost Control

1617 JFK Boulevard

Suite 700

Philadelphia, Pa. 19103

(800) 525-3426

Former employees who are totally
disabled can obtain an additional 11

months of coverage, but they can be
charged a premium of 150% of the
group rate for those 11 months of
coverage.

The new IRS regulations make
clear that this additional 11 months

of COBRA coverage also must be ex-
tended to a disabled employee's de-
pendents and not just to the employ-
ee.

The IRS regulations also address
another COBRA-related question:
How long must COBRA coverage be
extended to a newborn infant or an

adopted child when the parent al-
ready is covered under COBRA?

According to the IRS, the maxi-
mum coverage period for such a
child is measured from the event

that initially triggered COBRA cov-
erage for the parent and not from
the date of birth or placement of
adoption.

For example, assume an employee
quit her job and immediately opted
for COBRA coverage. One year later,
the woman gives birth. The infant,
like the mother, would only have six
remaining months of COBRA cover-
age and not a new 18 months of cov-
erage.

"For purposes of measuring CO-
BRA coverage, the child's maximum
coverage period is measured from
the date of the parent's qualifying
event and not the child's date of

birth or adoption," said Henry
Saveth, an attorney with William M.
Mercer Inc. in Washington.

The IRS also says it is considering
providing guidance on COBRA re-
sponsibilities when an employer is
purchased by another company
through a sale of stock or when an
employer sells a substantial asset,
such as a plant or division, to anoth-
er company.

Under one approach now being
considered by the IRS-involving a
stock sale to a buyer-the buyer's
group health plan would be respon-
sible, after the date of sale, for com-
plying with COBRA continuation
coverage for those employees whose
last employment was with the ac-
quired corporation.

However, if the buyer did not
maintain a group plan, then the sell-
er would continue to be responsible
for complying with COBRA for
those employees associated with the
sold corporation.

In the case of an asset sale, the ap-
proach under IRS consideration
would require that the seller be re-
sponsible for providing COBRA cov-
erage to employees whose last em-
ployment was associated with the
purchased assets.

An exception to this approach
would involve situations in which

the buyer purchased substantially
all assets of the seller, continued the

business operations without inter-
ruption or substantial change and in
connection with the sale the selling
employer ceases to maintain a group
health plan. In that situation, the
buyer would be responsible for pro-
viding COBRA coverage to qualified
beneficiaries.

The IRS' defined contribution

plan loan rules fill in some blanks
left by regulations issued in late
1995 (BI, Dec. 25, 1995).

The earlier IRS rules require that
loans on which the employee de-
faults be considered a "deemed dis-

tribution" and, as a result, added to
an employee's taxable income.

Not addressed in those earlier

rules was whether interest that

keeps accruing on a defaulted loan
should-when due-also be consid-

ered a deemed distribution and

added to employees' taxable income.
The IRS rules clarify, however,

that once a loan is deemed to be dis-

tributed because of a default, inter-
est that accrues thereafter on that

loan is not included in income and is

not taxable. Ell



TO FULLY UNDERSTAND THE DIFFERENCE BETWEEN

INSURANCE COMPANIES, YOU COULD GO
THROUGH THIS AD. OR GO THROUGH SHEER HELL.
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As anyone who's faced disaster certainly knows, some insurance companies go out of their way

to help you pick up the pieces. And some will leave your temper smoldering. To avoid making the

wrong choice, you have to select a company for its service. Its reliability. And most importantly, its

solvency. So you can be certain it's not only willing to pay its claims, but able.

Look up General Accident Insurance in your Yellow Pages and call your agent or broker about

our entire line of commercial insurance products. You'll find we have over

$7 billion in assets. And that we have an A+ rating from A.M. Best, ,
,

a Standard & Poor's AA rating, and we've been named a benchmark General Accident

Insuranceproperty and casualty insurer by the Ward Financial Group. And when
1-800-606-4233

the heat is on, chat kind of security can help you keep a cool head. www.genacc-us.com
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far beyond tbe contract."
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"Everyone from General Re worked very bard to belp us survive tbe

worst catastrophe loss in our history. Their willingness to belp was

instant and sincere...real people wbo care...witb enthusiasm, professionalism

and a wealth of knowledge. General Re proved it is a lot more tban just

very secure financial support."
Robert Caldwell, President,

N.C. Grange Mutual Insurance Company
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Global Briefs Storms batter Western Europe
By EDWIN UNSWORTH Insured damages from the latest

London broker Willis Corroon Group spell of bad weather could rise if it
P L C and Tower Insurance & Reinsur- LONDON-A stormy start to lS followed by a wmter freeze,
ance Services (Private) Ltd have agreed 1998 1n Western Europe is causing leading to a dramatic Increase m
to jointly establish a reinsurance bro- insurers to brace themselves for claims for water damage from 11 ti

It 11 ankerage and insurance and risk manage- claims of upto £500 milhon ($812 3 burst pipes, as happened in Jan-
ment consulting firm in India Willis milhon) uary 1996 -

Corroon Tower (Private) Ltd., which Accordmg to Assn of Bntish In- In Britain, the storms, which pr

It-
1 -6-6-C-'1_2 9/1'

will take over the Indian business of surers hgures from members that caused wind damage and flooding,
both companies, win operate from Tow- have major property accounts, affected mamly western England, 1,

er's current network of offices in Mum- claims from the storms that began Wales and to a lesser extent central
bai, Madras, New Delhi and Calcutta It just after the New Year and ex- England Some of these areas re-
is expected to gain regulatory approval tended into last week are likely to ported that the weather was the -3

from Indian authorities by the end of be m the £200 milhon to £400 mil- worst smce the storm of October

March Ashok Dalvie will be managing hon ($324 9 milhon to $649 8 mil- 1987, when msured claims totaled
director, and Manju Sawhney and Bah hon) range, an ABI spokesman around £1 bilhor. ($162 bill.on)
Sawhney will be directors of the com- said However, in the early hours of Jan %

- Y. - -: tel
pany John Carter, chief executive of The French Federation of Insur- 8 the town of Selsey on the south
Commercial Union Group P L C and ance Cos said it was too soon to es- coast of England was hit by a freak - --

former chairman of the Assn of British timate the insured cost of damage tornado that damaged about 1,000
Insurers, was among several members to property in northwestern buildings PHOTO AFP

of the U K insurance Industry named France by wmds recorded at al- Bntaln experiences about 50 tor-
in the New Year's Honours list for ser- rnost 100 rnph However, the dam- nadoes a year but most are so nu- Severe storms In Europe have caused high winds and waves in
vices to the industry Mr Carter was age there, and to a lesser extent in nor that they go unreported How. coastal areas, such as this surge at the Palace Pier in Brighton,
made Knight Bachelor David Bland, Ireland, could raise the level of to- ever, last week's twister was one of England. The recent storms have caused widespread damage.
director general of the Chartered Insur- tal msurance claims from the the most severe in recent years,
ance Institute, was appointed an Officer storms to about £500 mlillon with winds of 100 mph cause the storms have affected based shtp operator, which saw
of the Order of the British Empire for An ABI spokesman said it was The ABI spokesman said most mainly rural areas with few major one of its three high-speed catama-
services to training in the insurance in- unlikely the cost of the storms claims so far from the latest storms centers of population, commercial ran femes damaged durmg the
dustry Martin Crane, underwriting would, in itself, be sufficient to are from homeowners Most claims claims have been relatively low Stoms

manager for the Export Credit Guaran- force an increase in rates He said are for wind'damage to windows One of the biggest commercial The Stena Discovery was salling
tee Department, also was appointed the U K property market is "still and roof ties and range from £400 claims is hkely to come from Stena from Hal·wich, England, to the
OBE, along with Geoffrey Lynch for very compebtive" ($650) to £500 ($812) per clarm Be- Lines, the Gothenburg, Sweden- See Storms on page 35
services to the ECGD Allan Bridgewa-
ter, group chief executive of Norwich
Union PLC, was made a Companion Soft market
of the Order of the British Empire Pro- Aviation insurers
fessor Alasdair Wilkie also was made a

CBE for services to the actuarial profes-
sion WFDA Holdings Ltd has make bumpy landing in Germany
launched a new Lloyd's managing
agency, Trinity Syndicates Ltd, to
manage composite syndicate 1236 1997 losses down but still among worst

hits broker
David Woodruff lS active underwriter

for the syndicate, capitalized by FAI By EDWIN UNSWORTH over the past 25 years
Underwriting Ltd, a subsidiary of Aus- Excluding habihty claims, the cost to in- profitability
trahan insurer FAI Group, though all LONDON-High claims and nosediving surers of major hull losses of Western-built
non-core functions are outsourced to rates marked the 1997 aviation insurance jets, meludmg total and major partial loss- By DON LEWIS KIRK
consultant The Eastgate Group market es, was an estimated $600 million Al-
Ltd Max Taylor has cleared the fi- Airline hull and liability losses last year though this is up from the $525 million to- German brokers are cutting costs, trying
nal hurdle to the post of Lloyd's of Lon- amounted to $1 41 billion, according to a tal for 1996, it equals the average annual to provide more services and seeking new
don chairman with his formal election preliminary estimate by Airclaims Ltd, the cost of these losses for the first part of the clients to make up for revenue they are los-
to the Job last week by the Council of London-based aviation insurance consul- 1990s. says Airclaims ing m a competitive insurance market
Lloyd's At the same time, underwriter tant Additionally, 36 Western-built turbo- An ultra-soft property market and chang-
Ian Agnew was re-elected deputy chair- Although that loss projection is a 10% prop and commuter planes were total loss- ing buyer interests are slashing profits and
man, and underwriter Elvin Patrick, decrease from 1996 losses, it was the fifth- es in 1997, five more than in 1996 forcing brokers to implement new strategies
newly elected to the Council, was ap- worst on record The cost of turboprop and commuter ma- "It's unprecedented," said Christoph Keil,
pointed deputy chairman Member- Barry Wilkes, London-based aviation joI hull losses in 1997 came to an estimated general secretary of Hamburg-based brokers
ship of the Assn. of Insurance & Risk underwnter for Italy's largest insurer, Tri- $109 million This is more than double the association Bundesverband Deut-

Managers has reach 814 with the accep- este-based Assicurazioni Generall SPA, exceptionally low losses of $50 million in scher Versicherungsmakler "Broker profits
tance of 37 applicants from the U M said hethlnks Airclaims'loss estimateison 1996 but similar tothe annual average for are dropping like never before," Mr Keil
Assn Ltd, which represents insurance the high side He expects airlme hull and h- the first half of the 1990s said

and risk managers at universities and ability claims for last year to be nearer $12 Passenger liability claims for all major A fierce battle among commercial insurers
colleges across the United King- bill.on-a level at which he said aviation air accidents last year, mcludmg Western- for market share has fueled a drop in bro-
dom French insurer AXA Global insurers would lust about break even for and Eastern-built jet and turboprop air- kers' commission revenue, said Mr Keil
Risks has launched a new computer the year on the underwntmg side craft, are estimated at $465 million "When a German buyer can insure a large
risks policy including coverage for year Although aviation losses fell last year by Although this is down considerably from industrial risk for 70% less today than a
2000 risks The coverage, called either estimate, they did notfallasmuch as the 1996 total of $768 million, totals do year ago, that's dramatic," he said
Dat@net 2001, protects against finan- insurance premiums Mr Wilkes says ma- vary greatly from year to year Mr Hayes The drop in commissions has led to a 50%
cial losses resulting from alterations in lor airlines' latest renewals showed rate re- also pointed out that at this stage, last drop in profits, on average, according to a
computer data and programs, Including ductions of almost 30% on average for hull year's figure is an educated "guesstimate" BDVM survey of its 257 members, which in-
the millennium bug if a company is coverage and more than 20% for liability based on liability claims already paid and clude leading German brokers The brokers
modifying its computer systems to com- coverage-roughly the level of rate reduc- reserves being set aside to meet anticipated represent annual premium volume of 8 bil-
bat the problem Rating agency tions at renewals a year earher claims lion deutsche marks ($4 43 billion)
Standard & Poor's Corp has assigned a Airclaims calls the 1997 loss record "dis- Worldwide passenger fatalities on com- "We're talking about effects on most lines
BBB+ rating to China Reinsurance Co. appointing especially so when considered mercial aircraft declined last year to 1,056 of business," said Klaus Nowitzky, head of
(Hong Kong) Ltd., the international in the context of recent trends in airline from 1,605 in 1996 Frankfurt-based Jaspers Industne Asseku-
reinsurance subsidiary of People's In- premium income " Its director, Paul ranz GmbH, a leading Industrial broker
surance Co of China The rating re- Hayes, also warns that while im- "It's hitting everything from property to mo-
flects China Re's strong position in provements in air safety have kept Aviation losses descending tor to marine "

Hong Kong's reinsurance market, ade- pace with the growth m commercial Hull and liability costs for all types of aircraft With its "bread-and-butter" business un-

quate capitalization, prudent reserving air travel, "It would be complacent (in billions of dollars) der siege, Mr Nowitzky said Jaspers is look-
and competitive performance but was to say they wnll in the future " ing for new clients, particularly midsize
tempered by the company's concentra- With air traffic forecast to double $2.5 companies and those that do not currently
tion on a few Asian markets Foreign over the next 15 years, "we've got to use brokers, by emphasizing products such
non-life insurers in Russia will be sub- run as fast as we can lust to stay m 2.0 as all-nsks policies that may be attractive to
ject to higher capitalization require- the same place" in commercial air
ments under legislation signed this safety, said Mr Hayes However, he 1.5 ,m4/

those size companies Jaspers also is scrub-
mzmg its operatmg costs

month by Russian President Boris added, there is evidence the safety 10 -4
"Those are the alternatives," he said "We

Yeltsin To do business, foreign insurers experts are well aware of this and are looking to cut unnecessary services and
will be required to have minimum Capi- are working hard to improve avia- expand others The current situation de-
tal worth at least 25,000 times the aver- tion safety

0.5
mands flexibility "

age monthly wage The move is intend- Last year, 22 Western-built lets 0 That flexibility has already taken Jaspers
ed to help domestic Russian insurers re- became total losses, two fewer than

1993 1994 1995 1996 1997 in a new direction In September, the broker
main competitive, a Finance Ministry m 1996 but m line with the average announced a merger with Bremen, Ger-
official said of about 22 that has been steady

Source Airclaims Ltd
many-based Wuppesahl Industrie Asseku-

GRAPHIC BY ADAM DOI
See Germany on next page
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Germany
Continued from previous page
ranz GmbH & Co. KG. London-

based Willis Corroon Group P.L.C.
will have a 30% stake in the new

venture, which creates Germany's
third-largest broker.

"Sure, it's a cost-cutting move,
but more important, it gives us
greater reach," said Mr. Nowitzky.
"We plan to invest in new technol-
ogy; that helps us do more with
fewer people at less cost."

The situation is typical for lead-
ing brokers, which not only are
turning to technology to become
more efficient but also are seeking
alliances to extend their reach in-

ternationally.
Jaspers plans to streamline its

service costs, especially with mid-
size and smaller companies. One

idea is to simplify risk assessment
aided by model calculations and
introduce agreed-amount policies
to Germany, Mr. Nowitzky said.

"I just don't need to send in six
people every time. A company with
100 employees doesn't need the tai-
lor-fit risk analysis. Just consider
the time and money we spend on
gathering data for calculating in-
sured sums. I can save all of that

when we use an agreed-amount
policy."

Georg Abegg, head of Wuppe-
sahl, said some brokers will find
business despite the hard times.
"Opportunity is there," he said.
"But brokers will have to rational-

ize and simplify business proce-
dures, apply modern computer
technology to network themselves
with clients and insurers, and min-
imize costs."

One option is to eliminate job

Enterprise represents

the new approach to

risk management. We

cor>ifie world class

Insurance, relnsurance

Insurance

INTERNATIONAL

duplieity with insurers. "We do
many things double," said Wuppe-
sahl board executive Karl-Max

Vater. "Our engineers evaluate a
risk, and the insurer sends in engi-
neers to evaluate risk. We can
share that burden. We are in the

'The key is to cut cost
where you can and
expand where you
must,' says Klaus
Nowitzky of Jaspers.

process of reaching an agreement
with insurers that settles that is-
sue....

The issue is controversial, how-
ever. Insurers and brokers both see

ENTERPRISE

claims handling and risk assess-
ment as revenue sources.

"Insurers must evaluate the risk

and handle large claims," insists
Allianz board executive Manfred

Illner. "It's another question when
it comes to risk inspection and doe-
umentation. That could be done by
a brokerage, if it's professional.
The more professional the broker,
the more he will be able to work

with the insurer," handle more ser-
vices and generate more income,
Mr. Illner said.

One solution could be for insur-

ers to share income with brokers,

Mr. Nowitzky contends. "It really
doesn't make sense for us to assess

a risk and have the insurer do the

same. If we could use our reporting
and calculations as the basis for

premiums, it would save costs.
Those savings could be shared," he
said.

Finance

investment banking j/

and financial prod ts

capabilities with the

highest levels of cre-

ativity and dedication.

Enterprise Advisors Inc. 712 Fifth Avenue, New York, NY 10019 212-707-0800

Rather than duplicating their
risk management services, insurers
could compensate brokers for on-
site risk assessment, for example.

But the service issue is particu-
larly sensitive to brokers as Ger-
man insurance buyers, looking to
cut their costs, shift toward service

fees and away from commissions.
"For global companies, fees are

an issue," said BDVM chairman
and Aon Jauch & Huebener execu-

tive Jochen Scheele. "Every busi-
ness wants to save money, and
clients are demanding proven per-
formance of their brokers," he said.

To save costs, a growing number
of companies are asking insurers to
take commissions out of premiums,
a process known in Germany as
"net quotes." Buyers then pay fees
for brokers' services. This arrange-
ment allows buyers to shave costs,
including a high 15% insurance
tax. At the same time, buyers can
get a clearer picture of brokers'
cost vs. performance.

Mr. Scheele said brokers are un-

der the gun to define services to
their clients. "It's a matter of cor-

rectly defining and paying for bro-
ker services-not forgetting bro-
kers assume some insurer services,
to avoid job duplicity."

Cost is driving the insurance
market, said Mr. Nowitzky. "Busi-
ness will be more segmented in the
future. While small and midsize

companies continue to use insur-
ance solutions, large companies
will use other solutions: alternative

risk transfer, captives, pools and fi-
nite risk. As a broker, you have to
be in a position to offer this kind of
service, to explain it, to form it and
to service it," he said.

Mr. Nowitzky already sees de-
mand for claims-handling services.
"Industry is ready to say I don't
want to insure the first 5 or 10 mil-

lion, but I need someone to handle
damages professionally and rea-
sonably. That's a service no one can
do better than the broker," he said.

To do that, however, requires
brokers to invest in the necessary
resources. "We must invest in com-

munication and computer technol-
ogy to exchange information di-
rectly with our clients. We need fi-
nance experts to develop risk fi-
nancing models. But it's a cost
problem. The key is to cut cost
where you can and expand where
you must," he said.

The broker association's Mr. Keil

said he thinks the move will pay
off. "Independent brokerages are
already gaining market share
against others, particularly captive
brokers," he said. "Deregulation
and growing competition from for-
eign insurers create a market of
greater choice for the buyer, and
global consultants are in demand."

"I see the trend toward broker

services, not away from them,"
concurs Mr. Nowitzky. "Compa-
nies recognize the advantage of
outsourcing services to the broker.
If our services are up to date and
professional, companies will use
them."

Mr. Scheele expects further
mergers among brokerage firms,
particularly among smaller and
medium-sized companies. Jauch &
Huebener merged with Chicago-
based Aon Corp. this year after its
UNISON ally Johnson & Higgins
merged with Marsh & McLennan
Inc.

Germany has 5,000 independent
brokers, which account for 15%, or
about 36 billion deutsche marks

($19.6 billion) of the nation's 240
billion deutsche marks ($131.2 bil-
lion) in insurance premiums. The
remaining market share is held by
insurers' exclusive agents, banks,
direct-writing insurers, captive
brokers and other entities. Eli
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Tax hike fuels cry for pension alternatives
By DON LEWIS KIRK

BONN, Germany-German em-
ployers are pushing harder for retire-
ment funding alternatives in the
wake of a sales tax increase to finance

Germany's social security system.
German Chancellor Helmut Kohl's

coalition and the opposition Social
Democrats agreed Dec. 12 to raise a
key consumer sales tax one percent-
age point to 16% to pay for deficits in
the German pension system. The in-
crease will go into effect April 1, 1998.

Finance Minister Theo Waigel said
Bonn would consider a second tax

hike to 17% in 1999. But the opposi-
tion has yet to give its endorsement,
which would be needed for another

increase to pass the Bundestag's up-
per house.

Politicians hailed the agreement as
an end to political gridlock over social
security contributions, but employers
insist the price is too high for indus-
try. They want to reduce the role of
social security and instead see em-
ployees contributing to their own ac-
counts, which could earn investment
returns, for their retirements.

"We're being sold down the river,"
said Hans Peter Stihl, head of Bonn-
based German Chambers of Industry
& Commerce and chief executive of-

Eicer of international chain saw and

outdoor power equipment manufac-
turer Stihl A.G.

Mr. Stihl said employer/employee
contributions to social security, mea-
sured as a percentage of wages, "re-
main high at 20.3%, and now we have
a (sales) tax hike."

Employers contend that a higher
sales tax will lead to more inflation

and employee calls for increased
wages. They also say it would hurt
sales and the economy because people
would have less disposable income.

Also, employers argue that the sales
tax increase does not directly address
the problem of growing social securi-
ty costs, which they say can be ad-
dressed only with alternatives.

Mr. Stihl blasted government pen-
sion reform efforts.

In October, the Bundestag passed
new legislation to stabilize joint em-

Storms
Continued from page 33

Hook of Holland when a large
wave struck it in the early hours of
Ian. 4. While the incident did not

affect the vessel's seaworthiness or

passenger safety, the Stena Discov-
ery's high-tech nose cone was dam-
aged, and 33 of the 275 passenger
vehicles on board suffered minor

darnage.
Pim de Lange, managing director

of Stena Line Holland, said dam-
age to the catamaran is estimated
at £200,000 ($324,900) and is in-
sured. Repairs are expected to take
six to eight weeks. Stena Line is
hoping to put a replacement vessel
into service until the catamaran is

repaired to avoid business inter-
ruption losses.

Mr. de Lange said Stena Line is
insured in the Swedish and London

insurance markets for the damage
to the catamaran and any business
interruption claims if services are
not resumed within 14 days.

The stormy start to 1998 comes
after a year in which the number of
natural catastrophes fell and the
level of insured claims dropped
even more.

Munich Reinsurance Co. last

month published figures showing
insured damage in 1997 from nat-
ural catastrophes totalled some
$4.5 billion, half the 1996 level.
(BI, Jan. 5). [al

ployer/employee pension contribu-
tons, which threatened to hemor-

rhage as Germany's birth rate drops
and the number of retirees increases

(BI, Oct. 20, 1997). The unemploy-
ment rate, still on the rise, is at 11.3%.

By slashing benefits from 70% to
64% by 2030 and cutting some dis-
ability benefits starting in 2000, the
government hopes to keep contribu-
tions near the current level of 20.3%

of wages. Employers and employees
each pay half the contribution.

The reform will not have an imme-

diate effect, however, and Mr. Stihl
said efforts to implement reform as
early as next year have evaporated.
"All that's left of our grand pension
reform is a tax increase," he said.

To get social security costs under

control, he favors major surgery to
Germany's pay-as-you-go system.
"The government must build on a sys-
tem outside social security," he said.
"Pensions have to be shifted-at least

partially-to funded solutions; other-
wise, contributions will skyrocket."

The issue is critical for employers
and insurers, which both favor

stronger insurance alternatives to
Gennany's pay-as-you-go system.

"In an aging society. return on in-
vestment from a funded system great-
ly exceeds one built on the young
compensating the old." said Bernd
Michaels, head of German Insurance
Assn. GDV, which lobbies and repre-
sents insurer interests. "The same

pension can be financed with less
money, and our economy can use the
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expanding capital to invest in jobs."
Social security accounts for 82% of

retirement income in Germany, while
additional benefit plans such as com-
pany pension programs make up 5%.
Life insurance adds 12%.

In 1995, social security outlays
amounted to 350 billion deutsche

marks ($243.64 billion), compared
with 37.3 billion deutsche marks

($25.96 billion) for pension plans.
By international standards, Ger-

man social security plays an excep-
tionally heavy role in retirement.
Based on 1994 World Bank statistics,

privately funded systems provide
20% more of total retirement income

in the United States, England and the
Netherlands than in Gennany

Financial economist Han-Werner

Sinn says the balance must change.
"Our birth rate is killing social secu-
rity, and it's a fiction to believe pay-
ing into social security guarantees
you'll get anything out of it," he said.

He favors a compulsory funded sys-
tem to supplement social security that
banks and insurers would administer.

The program would channel 8% of
social security contributions into a
funded system with the investment
freedom of a pension fund. The drop
in social security income would be
offset by raising the retirement age.

"It's wrong to equate social securi-
ty with standard of living," said Boy-
Juergen Andresen, chairman of a
German association of defined contri-

bution pension plan supporters.
He blames a lack of tax incentives

for hindering funded systems. "With-
out them, employee pension schemes
and other funded systems have no
chance." Ell
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South Korea woes

push down ratings
LONDON-Rating agencies ex-

pect South Korea's economic woes
to put pressure this year on fi-
nances of the country's insurance
companies.

A.M. Best Co., based in 01dwick,
N.J., says the "stringent" condi-
tions that South Korea was forced

to agree to in return for loans and
loan guarantees from the Interna-
tional Monetary Fund "will have a
major impact on the Korean insur-
ance industry."

Just before Christmas, South
Korea, faced with a default or a
moratorium on paying its foreign
debt, agreed to an emergency $10
billion rescue package from the
nVIF. However, the assistance came
with strict conditions attached,

which included: forcing its Central
Bank to raise the rate at which

commercial banks borrow dollars

from it; raising interest rates; and
institutional reform of the finan-

cial sector, including creating an
independent central bank regula-
tory body.

"Under the new economic order,

the Korean insiirance industry will
have to cope with issues that
weren't of concern in the previous
high-growth, high-interest- rate
era," said Simon Hu, Best's region-
al manager for Asia and the author
of a report on South Korea that ap-
peared late last month in "Best-
Week."

Those issues include fierce com-

petition for deposits, especially
from Korean investment institu-

tions and foreign banks, decreased
investment income due to lower in-

terest rates and deregulation of in-
surance pricing, said Mr. Hu.

New York-based rating agency
Standard & Poor's Corp. has

downgraded its public information
ratings on a number of South Ko-
rean insurance companies as a re-
sult of the country's weakening
economy and marked associated
reduction in asset values.

Having undertaken a review of
the South Korean insurance indus-

try in light of recent economic con-
ditions, S&P concluded that these
companies-a number of which it
says already were under-capital-
ized-have experienced further
trimming in the value of certain of
their equity, loan and real estate
investments.

S&P believes many South Kore-
an companies "remain in a very
vulnerable position" owing to the
impact of reduced asset values on
their financial position.

"In addition, the general down-
turn in the economy, which is like-
ly to affect domestic demand for
insurance products, may weaken
underwriting results and further
exacerbate the decline in compa-
nies' profiles in the future," S&P
said.

S&P downgraded Korean Rein-
surance Co. and Samsung Fire &
Marine Insurance Co. Ltd. to BBpi
from BBBpi, and LG Insurance Co.
Ltd. and Hyundai Marine & Fire
Insurance Co. to Bpi from BBpi. It
affirmed at Bpi its ratings on Ori-
ental Fire & Marine Insurance Co.

Ltd., Daehan Fire & Marine Insur-

ance Co. Ltd. and Ssangyong Fire
& Marine Insurance Co. Ltd.

Korea's insurance industry has
maintained average growth in pre-
miums during the past decade of
25% annually, making it the 11th-
largest market in non-life and the
sixth-largest in life insurance.

-By Edwin Unsworth
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E.C. liability directive might hurt
farmers, U.K. insurer warns

By CAROLYN ALDRED

BRUSSELS, Belgium-European
farmers could face more lawsuits un-

der a proposal to extend product lia-
bility legislation to agricultural prod-
ucts, a UK agricultural insurer
warns.

The European Commission adopted
the proposal late last year as an
amendment to a 1985 directive on

product liability.
NFU Mutual, which insures farm-

ers throughout the United Kingdom,
thinks the recent E.C. move will in-

crease claims against farmers.
"The E.U. Commission's proposal

would overturn a long-held principle
of liability law: that negligence must
be proven for an action against a pri-
mary agricultural producer to sue-
ceed," said Tim Hewson-Stoate, un-
derwriting manager with Stratford-
upon-Avon-based NFU Mutual.

"It is likely that there could be an
increased number of claims for eom-

pensation from farmers," he warned.
Although the NFU points out that

the "implications are difficult to as-
sess," it warns that farmers may face
higherpremiums for insurance should
the new legislation "prove a new
source for liability claims."

Brussels-based agricultural organi-
zations-the Committee of Agricul-
tural Organizations in the E.U. and
the Committee of Agricultural Co-
Operatives in the E.C.-also have
warned that the proposal would im-
pose too great a duty of care on farm-

ers and will make them more suscep-
tible to opportunistic lawsuits.

EUCOFEL, TheE.U. committee of
the fruit and vegetable wholesale, im-
port and export industry, also rejects
the E.C. proposal, arguing it would be
impossible to determine the origin of
a particular product, especially im-
ported products.

Although primary agricultural
products were excluded in the 1985

'There could be an

increased number of

claims for compensation
from farmers,' says Tim
Hewson-Stoate.

product liability directive, the Euro-
pean Commission adopted a proposal
in October 1997 to include such prod-
ucts. Including primary agricultural
products, which include live animals,
meat, dairy produce, fruit, vegetables
and cereal, would "help restore con-
sumer confidence in the safety of agri-
cultural products," the commission
said.

Consumer confidence has waned in

recent years, particularly as a result of
"mad cow" disease in Europe as well
as outbreaks of E. coli and salmonel-

la.

The amendment to the directive

means no-fault liability will apply to

unprocessed agricultural products put
onto the market after implementation
by the member states or on Jan. 1,
1999, at the latest.

"This means that farmers and

growers can be made liable without
fault, and the victim has to provide
evidence of the existence of damage,
the defect and the causal relationship
between defect and damage, but not
of the fault of the farmer or grower
producing the defective product," ac-
cording to a briefing note sent to exec-
utives in the National Farmers'

Union, a UK farming association.
The E.C. move "comes against a

background of ever-increasing claims
for compensation as both the public
and industry search harder for redress
following real or imagined losses,"
Mr. Hewson-Stoate pointed out.

"Farmers are facing a more litigiOUS
environment, and one where increas-
ing traceability and the prospect of
fewer legal defenses are bound to lead
to more liability claims being made
against them," he noted.

To help farmers comply with new
food safety legislatidn and increasing
environmental legislation, the NFU
Mutual already has extended its risk
management services, said Mr. Hew-
son-Stoate.

The insurer offers free advice to

farmers in areas where there are obvi-
ous environmental concerns and full

risk analysis services to those who
want to buy them, said Ernie Shep-
pard, NFU Mutual's underwriting su-
perintendent. Ell

GAN sells U.K. subsidiary
Insurer disposing of foreign assets before privatization
PARIS-French insurer Groupe

des Assurances Nationales contin-

ues to sell foreign operations to
comply with the European Com-
mission's terms for its privatiza-
tion.

The European Commission last
year approved the French govern-
ment's plans to recapitalize the
insurer to pave the way for priva-
tization, on the condition that

GAN dispose of at least half of its
foreign assets, said a spokeswom-
an for GAN in Paris.

But this requirement need not
be accomplished until one year af-
ter the privatization, which is ex-
pected in June, she said.

GAN sold 20% of its foreign
holdings during 1996. These in-

cluded Belgian subsidiary GAN
Belgique to Swiss Life Insurance
Co. and reinsurer Cie. Transna-

tionale de Reassurance to Fairfax

Financial Holdings Ltd. of Cana-
da.

On Dec. 31, 1997, GAN an-
nounced an agreement to sell its
U.K. subsidiary GAN Life & Pen-
sions to Life Assurance Holding
Corp. Ltd. of London. The sale of
the company will not be complet-
ed prior to the anticipated priva-
tization in June. Once concluded,
the deal will bring to 38% the
amount of foreign holdings that
GAN has disposed of, the
spokeswoman said.

The formal procedures for
GAN's privatization are expected

to be published by the end of Jan-
uary. Details about the privatiza-
tion procedures are being negoti-
ated among insurer management,
labor unions and the French Fi-

nance Ministry, the spokeswoman
said.

GAN's banking subsidiary,
Credit Industriel et Commerciel,

is expected to be spun off and pri-
vatized at the end of February. A
data room, which potential bid-
ders for CIC can use to review

previously unavailable financial
information, opened in Paris on
Dec. 15 and will close on Feb. 23.

Once the CIC sale is complete, a
GAN data room will be opened,
she said.

-By Maria Kielmas
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views with 21 people.

Mr. Cotran then sued RHH, now

Aon Risk Services Inc., charging a
breach of an implied contract not to
terminate employment without good
cause.

Mr. Cotran said during the trial
that he had affairs with the two

women who had accused him of ha-

rassment. A jury, which was asked to
determine whether Mr. Cotran had

engaged in any of the behavior on
which RHH had based its decision to

fire him, said he had not and award-
ed him $1.78 million in compensa-
lion.

RHH appealed, and the appellate
court overturned the trial court deci-

sion. The court of appeal disagreed
with a different case ruling by a Cali-
fornia appellate court that said the
employer has the burden of proving

that the misconduct leading to the
dismissal actually oawied.

In affirming the appellate court de-
cision, the Supreme Court's opinion
says: "The rule we endorse today

.will ensure that 'good cause' dis-
missals continue to be scrutinized by
courts and juries under an objective
standard, without infringing more

than necessary on the freedom to
make efficient business clecisions."

"Good cause," the court's decision

continues, means fair and honest rea-
sons "thal are not trivial, arbitrary or
capricious, unrelated to business
needs or goals, or pretextual. A rea-
soned conclusion, in short, supported
by substantial evidence gathered
through an adequate investigation
1hal includes notice of the claimed

misconduct and a chance for the em-

ployee to respond."
As a result of the ruling, the case

must now be sent back for retrial. The

jury will be asked to decide not
whether sexual harassment actually

took place, but whether the company
had acted in good faith following an
.appropriate. investigation.

"It's a victory for employers and
employees alike," said Shand S.
Stephens, Aon's San Fi·anciscc,-based
chief trial counsel. "We can't have

courtroom procedures inserted into
the workplace, otherwise it would be-
come unworkably inefficient.

'The sex discrimination laws jn

particular are designed to protect em
ployees. This decision makes it easier
for employers to investigate and en-
force the sex discrimination laws.

Year 2000

stories

on 8/ site
The clock is ticking when it

comes to finding solutions for the
Year 200() computer problem.

To help readers review the is-
sues surrounding the millennium
bug, as well as potential solutions
from the insurance industry,
Business Insurance now offers a

free archive of articles on Year

2000 issues on its World Wide

Web site.

Cyber Beat, new on the BIWeb
site at http://www.businessinsur-
ance.com, features articles on in-

surance-specific technology is-
sues and applications. Formerly
called Internet Articles, Cyber
Beat now encompasses both In-
ternet and Year 2000 topics re-
ported in BIsince January 1996.

In the first quarter of 1998, BI
expects tc) launch a subscription-
based searchable archive of the

entire contents of the magazine
from January 1994 to the present
via its Web site.

"Employers don't have to be look-
ing over their shoulder or consulting
a lawyer as to what might be admis-
sible evidence in a court of law three

years after they make a decision
about whether or not to terminate

someone," Mr. Stephens said.
Tom Klein, an attorney with Or-

rick, Herrington & Sutcliffe in San
Francisco, said, "I think it's a very
significant decision, and what's most
significant, perhaps, is that it didn't
go the other way." His firm submitted
a friend of the court brief supporting
Aon on behalf of the Employers
Group, a Los Angeles-based human

resources management association
that represents about 5,000 compa-
nies.

Had Aon lost, Mr. Klein said, "It re-

ally would have represented an un-
tenable situation for employers. It
would have put employers in the po-
sition of, in effect, running their
workplace by the same rules as a
Court tvom."

Mr. Klein noted the trial judge had
excluded an affidavit by a third
Rollins employee, who said Mr. Co-
tran had made obscene phone taIls to
her when they had both worked for
another company soon after a sexual
relationship between the two ended.
That information is included in the

Supreme Court decision.
"The jury didn't hear about that,

but the company had heard about it
and obviously it had some weight to
them in reaching their conclusion,"
said Mr. Klein. 'If the standard is ac-

tual proof, then you really have to ap-
ply the rules of evidence,' which
means the company would have had
to pretend it had not heard the third
woman's information.

Mr. Klein said that he was sur-

prised at the decision's breadth.
The court's ruling will apply not

just to cases where the court has a
statutory duty to take remedial ac-
tion, such as discrimination cases, but
also to other termination cases, he
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said. This could include, for example,
an employee fired for allegedly steal-
ing a laptop computer, said Mr. Klein.

Less happy with the decision was
San Mateo, Calif.-based attorney
William Quackenbush, who had
helped argue the case on Mr. Cotran's
behalf before the court. "Obviously,
it's a pretty poor decision from the
standpoint of California employees. It
potentially leads to the result that
employees can be terminated for
something they did not do."

Mr. Quackenbush said the "real
question" the court was dealing with
here is who should bear the burden

when an employer makes a mistake.
"The court decided that the em-

ployee should pay the price of the em-
ployer's mistake, and we think it's
unfair to put that on the employee,
who has no voice in the employer's
decision on what to do," said Mr.

Quackenbush.

However, employee attorney Cliff
Palefsky of MeGuinn, Hillsman &

Palefsky in San Francisco, said: "I
think the opinion was not as bad as it
might have been. I think that obvi-
ously it gives a little bit more flexibil-
ity to companies, but it creates a
whole new slew of obligations in
terms of the quality of employer in-
vestigations, of giving employees op-
portunities to actually be heard be-
fore the decision is made," said Mr.

Palefsky
Mr. Palefsky added, however, that

this case involves an implied contract
between Mr. Cotran and RHH and

"as a practical matter, there aren't
that many implied contract cases be-
ing brought as opposed to sex dis-
crimination cases, so I don't think re-
ally it would have a dramatic im-
pact."

.

Ralph Cotran, plainti/f and respon-
dent, us. Rollins Hudig Hall Interna-
tional Inc., et. at., defendants and ap-
pellants, No. 5057098, Supreme
Court of California.
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Risk of risk is dechning for companies of • Insurance premiums and associat- Even though hability costs were Workers comp premium costs per
all revenue sizes is a sigmhcant find- ed taxes for property, hablhty and virtually unchanged, those costs are $1,000 of revenue slid to 55 cents m
ing, said Ellen Cooper, manager-nsk workers compensation exposl.res malang up alarger piece of the pie as 1996, a 5 2% dip from 1995 Workers

Continued from page 1 management at Gardena, Callf -based • Retained or umnsured losses for expenses In other categones drop sig- comp premiums were only 82% of
ance Management Society Inc Nissan Nor.h America Inc and a property, hai)iltty and workers comp mficantly the total cost of risk, the lowest

The 1997 report, however, wlll be member of the RI&<IS steenng com- exposures, along with any associated The survey shows that hatihty costs amount smce the study began Those
the last that Tllhnghast and RIMS mittee mvolved m the survey financial guarantees, fees and taxes accounted for 41 8% of the total cost premiums represented 9% in 1995
conduct jointly Both have decided to "In a sense, that is surprising, be- • Budgets for rtsk management and of nsk, compared with 38 7% in 1995 Property premium costs per $1,000

conduct individual surveys beginning cause we expect the pnces of things to insurance departments Workers comp costs in 1996 amount- fell to 78 cents, a 61% slide from
next year (see story, page 41) Increase along with inflation and eco- • Costs foz outside services, such as ed to 325% of the total, down from 1995 Those premiums increased as a

While risk managers have enjoyed nomicactifty,"Ms Coopersaidof fees frombrokers,consultants andac- 387% Property costs accounted for portion of the total cost of risk, nsing
fallmg costs In recent years, that drop the across-the-board cost decrease tuaries, rlsk management information 19 8%, compared with 17 8% m 1995 to 14 1 % in 1996 from 12 9% the year
is unlikely to continue unchecked, The report shows Canadian compa- system expenses, and captive man- Mr Moscicki pointed out that sig- before
pomts out Rick Moscicki, a principal nies also incurred a much ic wei· cost agement cos:s mficant drops In retained losses m The survey's authors indicate that

with Tllhnghast in Dallas of nsk m 1996 Thecost amc inted to Because c. Tlhnghast's methodolo- property and workers comp nsks the same factors that influenced pnor
"I think it Mll contmue, but at some $2 52 Canadian ($1 83) Eer $1,000 gy, the sum of the two factors-pre- were a bigger factor than lower pre- declines are contmulng to reduce

pomt it's got to bottom out,"he said Canadian ($727), a 22% decrease from miums anc retained losses-that miums m generating the overall de- workers comp costs mcreased use of
"Costs can't go down forever " $3 23 ($2 37) Canadian m 195 5 make up th€ cost of each nsk financ- chne, a change from previous years managed care, legislative reforms, a

He expects one more year of "fairly The reportpoints out, however, that ing category do not equal line total Retained property losses plummet- competitive Insurance market and m-
meamngful decreases" in the cost of there were signihcantly fewer Cana- cost for the category ed 28 6% to 30 cents per $1,000 of rev- creased use of safety and loss control

risk if the Insurance market remains dian respondents in 1996, and that the As in past years, a decrease in enue in 1996 Retained workers comp techniques
hotly competitive and the economy mix of Canadian compantes in this workers comp retained losses helped losses dropped 24 5% to $1 41 per Falhng property costs can be at-
stays healthy Eventually, however, year's report was not similar to the fuel the overall decline But falling $1,000 of revenue tnbuted to luck and loss control, ac-

less signihcant dips or an eventualnse 1995 group costs related to property rlsks had a Premium Costs in those two cate- cording to Nissan's Ms Cooper

in costs is hkely, he added The survey defines cost of rlsk as a greater impact in 1996 than m prevt- gomes also showed contmulng de- A year free of sizable natural
The survey's indicabon that the cost combmation of ous years clines calamities helped keep those expens-

es down, she explained, while hard
work by nsk managers also had a
hand "Some of it was fortuitous, and

some of it was due to employers really
working to control losses"

Looking ahead, it's hard to know if

History suggests
the luck will hold, Ms Cooper added
"We know El Nmo is upon us, and

even the loftiest
that may have worldwide effects"

While some experts discount the
potential harm that could come from

organizations the weather phenomenon, others fear
it could be severe "I wouldn't be sur-

sometimes have pnsed if there is an increase of losses

difficulty sharing
due to El Nino," Ms Cooper said

While workers comp and property
costs were down, costs related to ha-

information. ( Tower Of Babel, circa 2300 BC 1 bihonsks wereup 0 4% m 1996 That
shght uptick comes after habihty
costs fell during the previous two
years

Liabihty costs per $1,000 of revenue
rose just one cent to $251 in 1996
Premiums fell by a penny to $1 12 per

Like the Tower of Babel, history has shown electranically, while protecting and leveraging $1,000
"Given the continued competitive

that when organizations try to communicate investments made in diverse IT systems. mai ket, the reduction is not unexpect-
with each other, it can often lead to chaos and By replacing the paper- and cost-intensive ed," the survey's authors wrote, "ex-

confusion. So when one of the world's leaders methods that have impeded efficiency, cept that it was accomplished while
limits mcreased "

in the global insurance industry decided to service and profits, Control Data is helping Retained liability losses were un-
link its operating the insurance industry changed m 1996 at $1 41 per $1,000 of

units, customers handle messages and revenue

and suppliers
V Liabillty premiums in 1996 made

document exchange up 19 1% of the total cost of risk, a
under a single with unprecedented rise from 16 8 % m 19 95 Retained ha-

network, it was a
e'

speed and efficiency bility losses were 22 7% of the cost, up

lofty undertaking
from 21 9%

2.6/ /
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When it connes to
Risk managers saw their budgets

indeed. <-» - building electronic shrmk for a second consecutive year

But thanks to fe infrastructure - m 1996 Those costs amounted to 15

Control Data, it
cents per $1,000 of revenue, a 16 7%

. 43$:<53:51 I ./t »--<66/ »'4
messaging, directories, slip from 1995 But according to the

represents the security, information survey, "it appears that some activl-

loftiest example to u_ sharing - we can ties" have been outsouiced with the

date of how large
{ cost Index for outside services rising

handle any scale
enterprises of

to 17 cents in 1996 flom 13 cents the

prolect And with year before

every scope can results as dramatic as The survey emphasizes that data re-

'f, r' S' 'kt«-ff » i ,% lated to Canadians' cost of rlsk is
share informatlon the scope of the lob "qualtfied due to sample size" because

on a global scale, itself lowered costs, only 47 responses were received from

wlth tangible, Canadian organizations In addition,
, 4 --6 H /,- _EL '

I increased revenues,
bottom-line results. Ur.9*, the average revenue size of respon-

improved quality and dents mcreased to $2 5 milhon Cana-

Control Data is
iv : R, increased speed dian ($1 8 nullion) from $1 5 million

providing the mes-
saging technology

Canadian ($1 1 million) earned by 76We're an electronic
respondents m the 1995 survey

commerce systems
r--r- 

and global infra-
Liabihty risk costs were $1 13

./r. 4 1 .. . \ integrator, with a Canadian (82 cents) per $1,000 m 1996
and $1 41 Canadian ($1 03) in 1995structure that will series of IT solutions

enable insurance
Property costs for the respondents to-

d we call Rialto. Andj kii taled $1 07 Canadian (78 cents) after

industry participants , we welcome your call amounting to $1 61 Canadian ($1 18)
-/.2

to communicate,
for the 1995 group1-888-RIALT04 Or

The survey notes that cost data for
trade and share "---'=1'IVOIll#/E;I- visit us on the Web Canadian companies excludes work-
infornnation

3 -6 , http //www cdc com ers comp costs because those pro-
grams are run by provincial govern-
ments, and cost information is rliffi-
cult to obtam

.

Coples of the 1997 Cost of R2sk Sur-

The Integration Company €) CONTROL DATA vey are avatlable for $300 from Till-
mghast-Towers Pemn, Financial
Centre, 695 E Matn St, Stamford,
Conn 06901-2138,203-326-5400, fax
203-326-5498
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Skiers should bear New era for cost of risk surveys
RIMS, Tillinghast-Towers Perrin to conduct separate reports

risk of sport in mind The Risk & Insurance Manage- beyond that of the current survey, leased soon, Ms Geffen said the
ment Society Inc and Tillinghast- Mr Moscicki confirmed It will in- new survey will contain some new

The tragic deaths of Mlchael Kennedy and Sonny Bono on ski Towers Pernn are parting ways in clude COSt information on risks questions and will examine new
slopes are stark remmders of the nsks associated with tlus win- their long partnership to produce such as those related to global ex- topics And it will compare results

ter sport and the need for a bit of personal nsk management the annual Cost of Risk survey pansion, research and develop- from surveys taken in pnor years

Unfortunately, the two accidents also immediately sparked Both groups, however, plan to ment, damage to corporate image Streamlined questions should
produce their own annual surveys and others that are priorities of top make the survey easier to complete,

questions of whether the sla areas would be sued, or whether detailing the costs incurred by corporate executives, he explained she added
the government should intervene to minimize the risk of skiing companies in managing risk While RIMS is "staying with the core RIMS aims to "increase particl-
mto trees by mandatmg helmets. details of what each will examine elements of risk management" in pation both by our members and

I fmd those knee-Jerk responses absurd Bamng some sort of are not fmal, RIMS and Tillinghast its survey, according to Amy Gef- by surveying a larger group of par-
neghgence, such as faihng to mark known hazards, why should say the reports will not be dupli- fen, RIMS' director of professional ticipants," Ms Geffen said

the sla area be hable? It's a sad testimony to the fact that peo-
cates development in New York RIMS selected Ernst & Young as

Beginning with the next report, The society plans to title its re- its new partner partly based on theple tend to look for someone else to blame after most accidents, RIMS will pair with Ernst & Young port the RIMS Benchmark Survey, firm's response to a request foI
rather than accept that maybe the victim was at fault L L P to produce its survey, after and changes are in store for the proposal circulated by RIMS, Ms

I thmk a government helmet mandate is the wrong response, partnering with Tillinghast since RIMS effort Lamel said

too Legislatmg how one practices a voluntary recreational 1979 to compile the information "We're excited about lt," said She pointed out that Tillinghast

sport is fraught with problems. And what helmet manufactur- "There're going to be two, but Linda Lamel, RIMS' executive di- received a copy of the RFP and

er would want the hability associated with producing equip- they will not be the same," said rector "It will be a big step in "had an opportunity to look at
ment under such a mandate? Rick Moscicki, a principal with terms of the nature of the informa- what we wanted to do "

Tillinghast in Dallas Whether the tion" in the report, she added Mr Moscicki said Tillinghast's
There are plenty of inherent rlsks in skimg When one gets Tillinghast survey will continue to RIMS decided to make changes decision to produce its own survey

right down to it, a slner rides a chairhft to the highest pomt on look at "traditional" risks, such as to its survey after considering is something we've been talking
a mountam so he or she can hurtle downhill on two waxed workers compensation, property whether the current report was about for some time RIMS has a
boards with a pair of sharp sticks for support But the slner as- and casualty, has not been deter- providing information that met particular tack that they wanted tc

sumes those nsks voluntanly mined risk managers' needs, Ms Lamel follow, and we had a particulaI
Tillinghast is Certain its report said tack that we wanted to follow "

Indeed, a skier encounters many hurdles before even reach-
w11 "expand the definition of risk" While more details will be re- -By Mzchaet Bradford

mg the top of the slope that offer an opportumty to reconmder
These begin with the windows where hft tickets costmg $40-
$50 am sold. Then comes a 15- to 30-mmute line m a maze lead- While most PBMs declined to seemed to consider drug switching
ing to a chairhft Then there's a 10-minute ride up the Full m a PBMS comment on the FDA proposal be- a major issue, said Richard Sinni

cold metal chair 30 feet above the ground Even from the top, cause they said they needed more New York regional practice lead-
one can decide to walk down the hul or ride the chairhft back Cont:nued from page 2 time to study it, one company ex- er with Watson Wyatt Worldwide

sometimes may be more conve- pressed support "When they go into selection 01to the bottom
nient, affordable and medically "We think it's a step in the right their PBM, they make sure it's not

I believe participants m slaing and oth- beneficial for the patient direction," said a spokeswoman switching without the knowledge
er"dangerous" sports need to follow some Prescription benefit managers for Plymouth, Minn -based Val- of the employee and physician
basic nsk management also point out that the patient's ueRx "We are really supportive and that there's no coercion of the

The hIst step is to identtfy and assess the physician must approve a drug of the goal " doctors "

switch ValueRx is up for sale by The FDA's action, he said, cannsk Ut's a steep hill, wzth many moguls,
large trees m the mzddle of the slope, and But the Food and Drug Admin- Columbia/HCA Healthcare Corp , be viewed as the first step toward

istration's draft proposal states which bought its parent, Value more regulation of the PBM in-
you are a lousy skzer) that some information PBMs are Health Inc, in a $1 3 billion stock dustry-an outgrowth of public

Next, decide what risk management disseminating would be consid- acquisition last year resentment toward managed care
techmque to use One can retain the risk ered false and misleading if it had Analysts were uncertain how and the drug industry

Paul D. Winston (go skung anyways; you'ue been warned), originated with the drug manu- the new disclosure requirements, In a certain light, the FDA plan
facturers if they become law, would affect appears helpful to employers, saidminimize the risk (pick a bunny slope or

In particular, the FDA iS con- the savings employers have en- Michael H Deskin, president 01buy a helmet), or avoid the nsk (haue a hot chocolate by the jire
eerned that PBMs are usmg terms loyed by using PBMs They said the Scottsdale, Ariz -based Phar-

m the lodge znstead) such as "lust as good" or "exactly any disruption in the flow of drug macy Benefit Management Insti-
I personally have chosen to the avoid the risk, a decision made the same" to compare their pre-

after about 17 yeans as an above-average slaer ferred drug with another, when in
I started skung at the npe old age of 4 One of my flrst skung

memonesis of an early instructor having his head spht open as ecotpldfIeenrtentgsacanrdng ot The FDA' s action 'will possibly rnean more
he stood at the top of a h11 trymg to collect a dozen toddler

Ms Burke

The FDA has received com-
administrative review, which could mean

slgers, unaware he was m the path of an empty chairhft at head plaints from patients, plan spon- less savings' for employers, says Bucklevel. He survived with multiple stitches I learned to keep an sors, insurance companies, health
eye out for stray chair lifts and I continued slmng maintenance organizations and Consultants' Susan Margolis.

My younger brother at about age 10 went flymg off a mogul consumer groups about these

and salled into a tree, breaking his leg I resolved not to make practices The complaints have

fancy lumps off moguls m front of trees and contmued skung multiplied after the purchase of
large PBMs by leading drug man- rebates from drug companies to tute, an educational organizationAt age 15, I was trymg to do some fancy moves at the bottom ufacturers during the past four PBMs to employers could lead to for buyers of PBM services

of an expert slope (on the flat, uncomphcated section by the years instability in drug prices "It will certainly create a lot oj
chairhft), tripped, fell and broke my thumb I decided that In 1993, Merck & Co acquired "If the PBM has any contractu- headaches for PBMs, (but) I think
fallmg down ran contrary to showmg off and contmued skung Medco Containment Services Inc al relationship with (the pharma- what this accomplishes is it takes

My sloing career stopped at age 21 I was skung with a friend for $66 billion The next year, ceutical company), it will be com- away the burden of evaluating the

down a moderate slope, when I suddenly reahzed I was by my- SmithKline Beecham Corp pelled to share all promotional PBM's program from the plan

self When I turned around, I saw my fnend lying in the snow bought Diversified Pharmaceuti- materials with the FDA It's those sponsor," said Mr Deskin
cal Services Inc, another PBM, relationships the FDA wants to be Barbara Hawes, a pharmacist

behmd me by a chairhft pylon and he wasn't moving for $23 billion, and Eli Lilly & kept clean," said Arthur Shinn, a and senior consultant at Towers
I quickly hiked up the slope and found he wasn't breathmg, Co bought PCS Health Systems consultant with William M Mer- Pemn in Atlanta, agreed

either His face was bloody and his left leg was twisted I began Inc in 1994 for $4 billion The cer Inc in New York "That may
to pamc about havlng to resuscitate him, but fortunately he be- FDA opened its investigation of lead to reduced availability of re- good for the plan sponsor because

PBM marketing in 1994 after the bates " there's some policing, because thisgan breathing agam, though he remamed unconscious
When the Ski Patrol amved, my dread contmued as they no- Lilly deal, Ms Burke said The FDA wants to watch the Industry has largely been unregu-

While drug switching itself be- promotional practices not only of lated for so long," she said "But 1
ticed fluid draining from his ear and began to prick his legs came the focus of several govern- PBMs owned by pharmaceutical don't think lt'S the end-all The
with a knife to check if he responded, checlong for a spmal m- ment probes, PBM promotion and companies but any PBM that has plan sponsor will still have tc
iury My fnend was placed m a neck brace and rushed down the advertising of drugs has gone un- a close business relationship to a monitor its PBMs to make sure it'.
slope to the hospital. regulated drug maker These ties could not taking too many risks to save

Ultimately, he had several operations to set a leg broken in One study by the U S General range from rebate contracts to co- pharmacy dollars "

two places, his arm was broken, and he sustained a concussion Accounting Office reported that operation between the PBM's and Not all benefit managers may

but no spinal m]ury As best he could recall, he had skied off a pharmaceutical companies, moti- drug company's sales staffs appreciate the plan, though Har-
vated by profits, are relying on "It will possibly mean more ad- ry Spencer, manager of health and

mogul at a bad angle and flew into the steel pylon their PBM partners to help them ministrative review, which could welfare plans at Fairfax, Va -
I hung up my slas for good, havmg fmally been scared off the increase market share for their mean less savings," said Susan based Mobil Corp, suspects the

slopes My fnend resolved to be more careful and resumed sln- drugs and develop new programs Margolis, benefit consultant at proposed policy is motivated by
ing, more aware of its inherent risks for treating specific diseases " Buck Consultants Inc in New bias against PBMs that are sub-

As for me, I'd rather stay at the bottom of the mountain, Although the Federal Trade York "Even those that are not sidiaries of drug companies

preferably castmg a fishmg hne Commission reacted to Lilly's ac- subsidiaries have financial rela- "I question whether it's an over-
quisition of PCS by ordering the tionships with drug companies in reaction to concerns about phar-
PBM's drug formulary to be less the form of rebates " maceutical company ownership of

Publzsher and Editonal Director Kathryn J McIntfe and restrictive, no attempt to restrict a The draft proposal, open for PBMs," he said "The switch of a
Edztor Paul D. Winston wnte columns on alternate weeks. PBM's promotional practices had public comment, was surprising drug may not necessarily be a bad

been made until last week because large companies haven't decision by a physician "
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EMLICO M Greaney put off rulmg on the set- proval and bamng lawsuits or other Updates
tlement until the full court could re- actions agamst the company
view questions the remsurers had If approved, the petition raises a Tough '98 forecast for Lloyd's

Continued from page l raised, meluding whether Mas- host of questions, those fannhar with
Electric Co, El\*LICO's sole policy- sachusetts law allowed EMLICO to the case say, meluding whether the Contmued from page 2
holder, suggested the extent of the redomesticate outside the United Insurance Department might also reports 1995 underwntmg results under its three-year accounting system,
turmoil States move to take over former EMLICO the effect of the soft insurance market wlll start biting at 1996 and 1997

A GE spokesman Insisted that Mas- The court's answer, dehvered last unlt Electric Insurance Co , whether profits, according to Charles Sturge, director of Lloyd's analyst Chatset

sachusetts regulators have no ]uns- Monday, was not what the depart- Massachusetts regulators might sue Ltd Lloydy E "lookmg at a fairly bleak scenano" for 1998 business, Mr
diction over EMLICO despite the ment wanted to hear The four-judge Coopers & Lybrand partners and oth- Sturge said

state supreme court ruling and that panel found that the department mis- er professionals to recover milhons of While the 1995 prohts-now estunated at £1 06 bilhon ($1 65 billton}-
GE w111 continue to pursue its claims Interpreted state law m allowing EM- dollars of fees they may have collect- are at a level "we are never gomg to see again," 1996 results are shding,
in Bermuda LICO's move ed from the estate over the past two Mr Sturge said Chatset is predicting a £622 milhon profit ($1 06 bilhon)

The lomt liquidators, meanwhile, The law penmts msurers to redo- years, the impact, if any, on commu- for 1996, and a £462 milhon ($791 2 milhon) profit on 1997 results
pointed to a footnote in the supieme mesticate "to any other state" but tations the Bermuda hquidatois al- Although Mr Sturge would not put a figure on a possible outcome for
court ruling notmg that "EMLICO's does not defme "state " ready have negotiated with several 1998, he noted that there was "continued pressure on rates" dunng the
status as a Bermuda corporation 4 of Ms Ruthardt had cited a dictionary reinsurers, mcluding General Re reinsurance renewals "Unless it is another good year for catastrophes and
course, a matter of Bermuda law definition of "state" to included for- Corp and Allstate Insulance Co, and clarms frequencies are low, (the 1998 result) wlll be marginal and could
We simply hold that El\<[LICO re- eign countries, the court noted While even how the Massacht=setts depart- sink mto a loss," he said

marns a Massachusetts Insurer " not mentioned in the opmion, reinsur- ment wi[1 pay for the receivership if Other Lloyd's analysts are equally skeptical about the market's ablhty
"The court's view is that its decision ers have charged that the department ElVILICO's assets-from which the to make a meaningful profit for 1998 Flgures from Sedgwick Oakwood

w11 not affect EMLICO's continued also relied on an opinion from ElVILI- costs would normally be covered-are Lloyd's Underwntmg Agents Ltd predict a profit for the overall market
status as a corpolate citizen of CO's own lawyers on the issue in Bermuda between 1% and 3% of £10.15 bilhon ($17 38 bilhon) in capacity, while
Bermuda," the hquidators said in a The court, however, found the dic- "This is gomg to be a fountain of ht- analysts at Syndicate Underwriting Research Ltd are estimating a 2 9%
statement "We wlll continue to carry tionary definition inconclusive and igation for a decade," one lawyer pre- proflt, assuming a normalloss year and that no major catastrophes hit the
out our Iesponsibllitles under the laws concluded that nothing m the legisla- dicted market

of Bermuda " tive history of the statute supports the Lawyers also were left to speculate
A spokesman for the hquidators de- Insurance Department's position about how the junsdictional confhet Cat losses lowest since '87

chned to comment on the Mas- "Had the legislature mtended to fa- between Massachusetts and Bermuda
sachusetts i eceivership filing or how cilltate redomestication to a foreign w111 play out RAHWAY, N J -Last year's $26 bilhon m catastrophe-related Insured
they plan to address it A Mas- country, possibly subiectmg pohcy- Mr Spector said he thmks the two property damage was the lowest annual total since 1987, according to the
sachusetts department spokesman holders and creditors to the vaganes sides Inevitably unll sue each other, Property Claim Services division of the Amencan Insurance Services
also dechned to comment on plans for of foreign law, it would have ex- each in its own lunsdiction and each Group

setthng junsdictional disputes pressed this intent unambiguously," for a declaratory judgment that it The $26 bilhon total compares with a $7 4 bilhon total m 1996, accord-
Remsurers, meanwhile, cited the the court wrote should ccntrol the estate ing to last week's PCS report The PCS also noted that last year was the

GE statement as a I eason foi aggres- The judges also noted that the Mas- "In a situation this bizarre-and the first year since 1990 without a $1 bulion catastrophe The PCS defines
sively pursiung a Massachusetts hqui- sachusetts statute is based on a Na- word bizarre barely begins to descnbe catastrophes as events that cause at least $25 milhon in msured property
dation of EMLICO tional Assn of Insurance Commis- what is going on-they need the pro- damage

"These people have said they are sioners model law but that nothing m tection of a Judicial resolution," he Accordmg to PCS, portions of 36 states suffered losses from last year's
going to snub their nose at the Mas- the NAIC proceedings on the model said 25 catastrophes T'he most senous catastrophe-which slammed a broad
sachusetts Supreme Court," observed indicate it was ever Intended to allow Others predicted Massachusetts section of the country from Arkansas to West Virgjnia with winds, hail,
Nick J DiGiovanni, a lawyer with redomestications outside the United wlll go to court in Bermuda to enforce tornadoes and floodmg last February-aused $300 milhon in insured
Lord Bissell & Brook in Chicago rep- States its receivershlp order property damage

resentlng Lloyd's Ms Ruthardt also argued that even "It's gomg to come down ultimately Gary Kearney, PCS assistant vp, noted that one of the chief factors in
No hearing date has been set for the if El\iLICO's redomestication was m- to what Bermuda says," one Industry last year's low Insured damage amount was the low number and low loss

receivershlp petition valid, the fact that it is now a Bermu- official predicted cost of humcanes Only one such storm-Humcane Danny, which caused
ElVILICO, a longtime GE hability da company undergoing hquidation Massachusetts may get a sympa- about $60 milhon in Insured property loss in July-made landfall in the

insurer, won approval from Mas- m Bermuda should be enough to pro- thetic heanng from a Bermuda court, United States last year
sachusetts regulators in 1995 to move ceed Mth the ancillary receivership the official added, noting that the
to Berlnuda after splnnlng off its non- deal Bermuda iudge who approved EMLI- Prudential to cover contraceptives
GE habihty busmess mto a fortner The court disagreed The settlement CO's hquidation petition cited the
subsidiary A few months after the deal "assumes that the proper site for practical necessity of dealing with an AUSTIN, Texas-Prudential Insurance Co of America last week

move, it declared itself hugely under- the liquidation of EMLICO is Bermu- Insolvent Bermuda company and his reached an agreement wlth the Texas Department of Insurance to rein>
reserved for decades of GE pollution da rather than Massachusetts This mability at that time to ordel it back burse women denied coverage for birth control pills from 1985 to 1996
and asbestos hablhly claims and in- assumption I ests on the premise that to Massachusetts Newark, N J -based Prudential also agreed topay a $150,000 adminis-
solvent by more than $500 milhon (Ms Ruthardt's) redomestication or- "From a whole lot of standpomts, it trative penalty to the state but did not admit any wrongdoing The state

The collapse inaugur ated an inter- der was valld That order, however, would be m Bennuda's interest to lob had investigated the company but had not filed a lawsuit
national legal war in which several was beyond the commissioner's pow- this hot potato back to Mas- Prudential demed benefits to women who wanted coverage for oral
EMLICO reinsurers-including eI and authority There was no law- sachusetts," the official said contraceptives despite a state rule, enacted in 1978, guaranteemg cover-
Lloyd's of London underwnters and ful transfer, and El\*LICO neveI The loser of any Bermuda court rul- age for the pllls when all other prescription drugs are covered Prudential
Kemper Remsurance Co -accused ceased to be a Massachusetts insurer " 1ng also would appeal, a process that began paymg for the contraceptives m November 1996

GE and the insurer of conspulng to In a separate decision, the supreme would take many months "Nothing is Participants and former participants m Prudential health care plans
defraud them by taking advantage of court also affirmed a lower court or- gomg to happen fast," he said can submit claims for oral contraceptwes bought between 1985 and 1996
Bermuda hquidation laws that would der that EMLICO's Iemsurers do not Meanwhile, an unresolved ]Unsdle- "It's an appropriate settlement based on the issues of the case," said
accelerate reinsurance recovenes and havestanding to pursue lawsuits they tional fight wlll make it tough for the Olga Escobeda, an attorney for the Insurance Department
ensure greater GE control of the es- filed against the Massachusetts de- Bermuda hquidators to go on collect- Executives at Prudential did not return telephone calls
tate partment in late 1995 to reverse the ing the remsurance recovenes that are

Ms Ruthardt considered reopening redomestication the mam asset of the EMLICO estate, Briefly noted
the EMLICO redomestication in 1996 Whlle the Bermuda hquidators cit- some predict
but decided Instead to Investigate the ed this rullng as a wctory, relnsurers Mr Brandes said reinsurers cur- ACE Ltd. completed its purchase of Westchester Specially Group Inc
fraud charges as part of an examina- noted that the supreme court m its rently arbitrattng with the lomt hq- for $338 milhon, which mcludes a $5 milhon adjustment for interest rate
tion of former EMLICO subsidiary main decision gave them virtually ev- uidators could go to court m Mas- changes since the deal was first announced in September The holding
Electne Insurance Co erything they sought in their original sachusetts for a rullng that the hq- company will be renamed ACE USA, but subsidiaries will retain the

That Investigation ended last year complaints uidators no longer have authority to Westchester name Oxford Health Plans Inc w,ll hire a new chief ex-

when Massachusetts regulators, the Last Wednesday, the Insurance De- seek reinsurance recovenes ecutive officer and has hrred Albert A Koch, a turnaround speciallst, as
lomt hquidators and GE agreed to a partment filed a receivership petition "No remsurer m his nght mlnd its temporary chief financial officer The troubled managed care provider
settlement that would have continued against EMLICO, citing the court's would pay any money to the Bermuda has hired an execubve search fum to find a CEO to replace eastmg CEO
the Bermuda hquidation while nam- rullng that it is still legally a Mas- hquidator under these circumstances William Sulhvan and a full time CFC) to replace Andrew Cassidy, who re-
Ing Ms Ruthardt as EMLICO's U S sachusetts msurer The petition seeks without the approval of the (Mas- mgned after Oxford's operatlng problems were revealed last fall The
receiver an order allowmg the department to sachusetts) commissioner," another U.S. Supreme Court agreed last Friday to hear arguments m Dooley vs

The deal required court approval, take control of EMLICO's property reinsurer lawyer said Korean Ar Lmes to determme whether survivors of people who die m air
though, and reinsurers contested it on and assets, along with an Injunction Overall, "it's not a situation that un- crashes over international waters are entitled to damages for the victims'
a variety of grounds After a healing barnng the insurer from conducting winds itself nicely," the industry offi- pam and suffenng The suit stems from the Sept 1, 1983, downing of a
last May, Supreme Court Jushce John any business without department ap- cial observed KAL Jethnerbythe Soviet Union In a 1996 decision involvmg the 1983

Incident, the high court ruled that survwors of those who die in crashes

Good year seen for P/C stocks over international water cannot wm financial damages for loss of com-
panionship The Caltfornia Department of Corporations has glven h-
nal approval for two subsidiaries of Woodland Hills, Calrf -based Foun-

By JUDY GREENWALD 31% nse dation Health Systems Inc.-Health Net and Foundation Health, a Cah-

Commercial property/casualty TAKING In addition, an insurance industry fornia Plan-to merge The merged company wlll serve more than 2 1 mil-
index compiled by Hartford, Conn - hon members under the Health Net name Separately, Foundation Health

stocks should continue to perform
well on Wall Sti eet this year in light STOCK, Sm[

based Langen McAlenney, a division completed its $271 milhon acquisition of Shelton, Conn -based Physicians
of Janney Montgomery Scott Inc, Health Services Inc R Alan Eagleson, the former executive director of

of expectations for continued low m- which includes personal and com- the National Hockey Lkague Players Assn., pleaded guilty to three counts
terest rates, most insurance analysts mercial property/casualty Insurers, of mail fraud and agreed to pay a $700,000 frne, followmg allegations m
say reinsurers, multiple hnes insurers, life 1994 that he defrauded players of pension fund contnbutions and other

The impact of low interest rates insul ers and brokers, Indicates that funds (BI, March 14, 1994) In a plea bargain with prosecutors, Mr Ea-
should overcome any investor hesi- match insurance stock's strong per- on a weighted average basis, Industry gleson received a one-year probation m the United States on condition
tancy caused by continued soft pric- formance in 1997 According to the stocks advanced 47 4% in 1997 that he receives an 18-month jail sentence in Canada Ina Barker wlll
ing for insurance coverage, analysts Business Insurance Index of 91 com- As the yield on 30-year Treasury retire as executive director of the U K 's Assn of Insurance & Risk Man-

say Iromcally, good Wall Street per- mercial Insurers and relnsurers, the notes hit a record low last week, agers at the end of Apnl, when her three-year contract concludes She wlll
formances could delay insurer efforts stocks as a group advanced 32 21% analysts noted Insurer stocks be replaced by David Gamble, a director of two pnnt finishing compa-

to Ialse coverage rates for the year, which outstnpped the respond well to low 1nter- nies within the London-based Fairway Group PLC
It's gomg to be tough, though, to Standard & Poor's 500 stock index's See Stocks on next page



Stocks ing, accordmg to Michael Lewis, semor insur- dentals to faclhtate expansion by acquisition," Bi Insurance Index
ance analyst with Dillon Read & Co in New Mr Frank said
York Mr Lewis said he anticipates mdustry Gav-n Arton, EXEL senior vp, confirmed

Cont;nued*omprevious page 1,540stocks "to be modestly negative performers vis- that a replacement for retiring CP'O Brian G
est rates Among the theories explainmg that a-vis the S&P 500 this year " 1,520Walford is expected to start about mid-Febru-
pattern are that low interest rates help bolster On the positive side, said Mr Lewis, are low ary A-though Mr Arton did not identify the 1,500

insurers' substantial bond portfolios and keep interest rates and the industry's excess capital, appointee, he said he has sigmficant experience 1,480

claims costs down which could lead to further consohdation That in insurance mergers and acquisitions, as well 1,460

Insurer stocks are also viewed as good defen- m turn would help the stocks, he said as in the development of products that blend 1.440
sive buys for mvestors because their earmngs At the same time, the industry's fundamen- instrance, banking and mvestment 1,420

are not considered to be particularly sensitive tals "are gettmg more ri, fficult," which "should "We still think there's a lot of good values in 1,400
to general economic conditions work agamst them," Mr Lewis said Bermuda market companies despite the in- 1,380

Many insurer analysts are now including on Even if there is consolidation among insur- creased competitive environment, because 1,360
their recommended stock lists Bermuda com- ers, major compames are not expected to be ac- they've been very proactive m terms of diversi- 1340
panies such as EXEL Ltd and ACE Ltd, quired, hmiting its impact on the stocks, he fication and capital management," said Susan 1,320
though perennial favorites such as Chubb added Spivak, vp at Donaldson Luflan & Jenrette Se-
Corp and General Re Corp remain

1,300
Analysts say Bermuda insurance stocks have cunties Corp m New York

"I think it will be very difficult to duplicate especially bright prospects
1,280

"ACE would be our top pick from a diversi-
the success of 1997," said Jay Cohen, an analyst The Bermuda companies, particularly EXEL fication and global standpoint," said Ms Spi-

11/7 11n4 11/21 11/26 12/5 12/12 12/19 1/9

with Mernll Lynch & Co in New York The m- and ACE, "enloy the advantage of the Bermu- vak, who also recommends Mid Ocean Rem- Base=100 on Dec 29,1978

surer stocks' performance "partly depends on da domiciles in that there are no taxes, and a surance Co Ltd, as well as small-cap stocks Source Nordby International Inc

the economy and the level of mterest rates," he favorable regulatory environment," said Mr Penn-America Group Inc and ESG Re Ltd,
added "For example, if we have what many Frank, who also recommends Partner Re Ltd which recently completed its initial pubhc of-
people beheve to be a deflationary environment as well as Chubb. fering PCS catastrophe options
m 1998, that would be very good for the "Secondly, they have strong balance sheets, John Keefe, an analyst with Ferns Baker As ot Jan 9

stocks " since their balance sheets don't date back past Watts who is based in Richmond, Va, and spe- Call Pnce Call Price

Ronald Frank, an analyst with Srmth Barney the mid-80s, first of all, and since contraction cializes in small cap stocks, said that while spread bid/ask spread bid/ask

National Annual 1997 Calltomia Annual 1998

in New York, observed that, as in 1997, "I of their general liability books of business is "even the most speciahst of the specialty hnes" 30/50 40/60 14/23

would have to say that once again the interest creating considerable reserve redundancies," are now experiencing severe pnce competition, 60/80 -1-

rates may prove to be a dominant factor, if not he said he believes these stocks wtll contmue to outper- National Annual 1998 Western Annual 1998

the dominant factor in how the stocks perform 40/60"In the case of EXEL, in particular, they've form the larger msurers' stocks His top recom- 100/120 40/60 17/25

60/80 70/83 80/100 1 6/1 8In that regard, we're off to a good start," he produced double-digit (returns on equity) m mendations are Penn-Amenca and RLI Corp
80/100

said, pointing to the low mterest rates
50/60

every year, and double-digit earnings in book Other stocks recommended by analysts in- National December 1997 Eastern September 1998
However, he added, "I would have to say that value growth since going public m '91 And clude CIGNA Corp , General Re Corp , WR 5/15 1- 40/60 28/35

even with a favorable interest rate environ- last, but not least, I think EXEL Mll probably Berkley Corp , SAFECO Corp, Rehance Group 5/25 -1-

ment, I would be surprised to see the large announce a new CFO early this year, and we Holdmgs Inc, Executive Risk Inc and Bermu- Southeast September 1998

names m the group do quite as well across the expect someone with considerable M&A cre- da-based Mutual Risk Management Ltd lill 40/60 22/30

board as they did last year"
60/80 14/24

Highly capitalized insurers posted gains of Total volume 430 Total open interest 17,799
anywhere from 35% to nearly 60% last year, Forinformation on PCS cat options, call the Chicago Board of
said Mr Frank, "and that's just not something New B/ Index calculation Trade at 312-435-3674

that you're likely to see year in and year out, es- Source Chicago Board of Trade

pecially in the absence of favorable fundamen- Beginning with this issue, the Business where the companies that have performed
tals " Insurance Index will be based on a market the best since Dec 31,1984, weighted the

"I think the favorable interest rate environ- capitalization calculation similar to the index more heavily, regardless of their size,
British Issues

ment will have a positive impact on what hap- Standard & Poor's 500 Price P/E Div Yield 52-week
or how they were currently performing

pens," said Glona Vogel, senior vp with Advest The mdex is calculated by comparing the The market capitalization-based method Companies pence pence % high-low

Inc in New York The commercial property/ca- total market capitalization of all the com- results in index movements weighted more
sualty stocks "wtll outperform the overall stock panies included in the BI Industry Stock heavily by companies with a larger market Comml Union 842 128 358 43 912-630

market," she added Report to the market capitalization on a capitalization, and current price move- Gent Accident 1025 68 354 43 1158-729

Gdn Royal Exch 315 45 12 2 39 350-257
Despite the competitive market environment given date referred to as the base date For ments This lS the method upon which the Legal & Gen 513 13 1 11 6 29 551-363

and soft pricing, insurers "generating strong the BI Index, this date wlll be set at Dec 31, S&P 500 is based, and Nordby Internation- Royal & Sun 587 200 197 42 651--429

operatmg cash flow are likely to do reasonably 1997, and a dlvisor will be set so that the in- al Inc, which provides most BI stock infor- Brokers

well, particularly given what appears to be a dex does not skew when the change lS mallon, believes it results in index move-
declming mterest rate environment, and those rnade ments more indicative of how the BI Indus- Lmbn Fenchurch107 74 84 101 138-101

that are not generating positive cash flow, I In the past, the index was calculated by try Stock Report compames are performing Lloyd Thmpson 178 148 108 76 206-151
Sedgwick Grp 142 11 5 74 52 171-115think, wtll do average to poorly," said Weston comparing a stock pnce of a select group of as a whole

M Hicks, an analyst with Sanford Bernstem &
Willis Corroon 143 16 5 66 57 165-116

companies in the chart to their price on Dec Any questions regarding index calcula-
Co m New York 31, 1984 The average of these ratios was tions may be directed to Ryan Reichenbach Note Pnces are Jan 9 dosings for all except Lloyd Thmpson

Low interest rates may not be enough, how- multiplied by a factor and then used as the at Nordby International Inc (www nord- and Imbrt Fenchurch, which are from Jan 8 All fundamentals

ever, to fully overcome the industry's poor pric- index This method resulted in a calculation by com), 303-938-1877 are from Jan 8

Source Nordby international /nc (nordby corn) Boulder, Colo

Bi Industry Stock Report DEC. 31, 1997, THROUGH JAN. 9,1998

Weekly Yearto date Yearlo date

BROKERS
Week4 Yeartodate Yeartodate Weekly Year to date Yeartodate

Pnce %change %change High Low Vol (000) Price % change % change High Low Vol (000) Price % change %change High Low Vol (000)

Aon Corp NYS 55.00 618 6.18 5888 4025 901 Enhance Financial Services NYS 58.19 221 2.21 62.13 34.25 148 St Paul Companies NYS 75.69 777 7.77 85.50 57.88 778

E W Blanch Holdings Inc NYS 33.50 2.72 2.72 35.75 19.75 199 Everest Reinsurance NYS 36.56 1136 11.36 4300 26.00 531 SCOR NYS 48.00 052 0.52 52.13 3400 9

Gallagher Arthur J & Co NYS 3388 1.63 163 38.25 2975 55 Executive Risk Inc NYS 67.44 3.40 3.40 72.75 3563 149 SAFECO Corp NDO 46.50 4.62 4.62 5538 3650 2736

Hilb Royal & Hamilton NYS 17.44 971 9.71 1963 1250 51 EXEL LId NYS 60.00 533 533 65.19 3688 705 SCPIE Holdings Inc NYS 28.38 1.94 194 32.13 19.13 NA

Kaye Group Inc NDO 638 377 3.77 9.00 4.38 35 Fremont General Corp NYS 50.69 7.42 742 55.50 2638 369 Seibels Bruce Group NDO 7.38 167 1.67 963 5.88 38

Marsh & McLennan NYS 70.94 486 486 8000 51 63 1067 Frontier Insurance Group NYS 22.63 109 109 3925 1838 773 Selective Ins Group NDO 25.75 463 4.63 28.63 1831 679

Poe & Brown N[)0 44.00 1.40 140 47.00 2550 15 Gainsco Inc NYS 850 000 000 10.19 8.00 188 Tera Nova Insurance Co Ltd NYS 2381 9.29 929 3000 18.00 83

Sedgwick Group PLC NYS 11.56 609 6.09 1325 9.38 64 General RE Corp NYS 20363 3.95 3 95 221.25 151 00 864 TIG Holdings NYS 32.06 3.39 3.39 38.00 2638 454

Willts Corroon Corp NYS 1150 6.60 6.60 1350 975 349 Gryphon Holdings NDQ 16.00 4.48 4.48 17.75 1388 196 Tok,0 Marine & Fire NDO 5300 -823 823 66.00 41.25 208

BROKERS AVERAGE -460 4.60 Harleysville Group NDO 2250 6.25 6.25 2750 14.38 104 TorchmaN Corp NYS 39.19 711 7.11 4281 25 00 1074

Hartford Steam Boiler NYS 56.00 1.47 1.47 58.00 44.00 243 Transallantic Holdings NYS 6956 2.71 271 76.56 50.88 144

INSURERS/REINSURERS HCC Insurance Holdings NYS 1663 21.76 21.76 32.69 15 63 6905 Travelers Property NYS 43.00 227 2.27 45.00 31 38 775

ACE Ltd NYS 94.50 2.07 207 10106 56.13 870 ING Groep N V NYS 42.06 459 059 5300 38.88 462 Travelers Corp NYS 47.69 1148 11.48 57.38 29.63 20543

Acceptance Insurance Cos NYS 24.13 426 426 2863 1775 140 IPC Holdings Ltd NDO 31 38 2.52 2.52 32.88 2238 217 Trenwick Group Inc NDO 3600 4.32 432 39.63 3075 51

AEGON N V NYS 90.25 0.70 0.70 9100 6113 169 Hartford Financial Services NYS 8950 4.34 434 9456 6663 1384 Unico American Corp NDO 1250 2.04 204 14.13 9.63 33

Aetna Life & Casualty NYS 6963 1.33 1.33 118.13 66.31 3286 LaSalle Re Holdings Ltd NYS 3113 1201 1201 36.13 2600 261 United Fire & Casualty NDO 41 25 478 6.78 4700 2975 7

AFLAC Inc NYS 47.38 7.33 7.33 57.88 3750 1046 L,le Re Corp NYS 61.50 5.66 5.66 6538 37.38 71 Unitrin NDO 5925 -832 -832 6850 48.50 365

Allied Group Inc NYS 27.06 5.46 546 35.75 20.69 293 Lincoln National NYS 72.88 6.72 6.72 7888 49.00 1105 UNUM Corp NYS 49.63 -874 -8.74 54.63 3363 1311

Allstate Corp NYS 84.50 6.63 663 94.38 58 63 3601 MAIC Holdings Inc NYS 25.13 1067 6.20 29.13 14.44 59 USF&G Corp NYS 2075 5.95 595 2550 1563 1444

AMBAC indemnity Corp NYS 4506 2.04 2.04 48.13 3100 888 Markel Corp NYS 150.19 3.80 3.80 161.13 8900 20 Vesta Insurance Co NYS 59.19 432 432 6450 31 63 171

American Bankers Ins NDO 4581 427 -027 46.19 24.38 922 MBIA Insurance Group NYS 6450 3.46 3.46 68.44 45 44 1404 Zenith National Ins NYS 2550 -0.97 0.97 2875 24.63 32

American Financial Group NYS 39.19 2.79 2.79 4925 3238 325 Meadowbrook Insur Group NYS 2475 504 5.04 2663 21.25 95 INSURERS,REINSURERS AVERAGE 382 3.64

American General NYS 5263 2.66 2.66 56.25 3650 2686 Mid Ocean Ltd NYS 5750 5.99 5.99 6675 44.13 570

Amencan Heritage Lite Ins NYS 3781 503 5.03 4050 23.50 56 MMI Cos Inc NYS 2500 050 050 3238 20.75 278 HEALTH MAINTENANCE ORGANIZATIONS
Amencan Indemnity/Fin I NDO 1400 0.90 0.90 1550 10.13 1 Mutual Risk Mgmt Ltd NYS 2888 355 3.55 3050 1675 336 Humana Inc NYS 1963 5.42 5.42 25.31 17.38 1903

American International NYS 103.19 511 511 11256 73 00 5639 NAC Re Corp NYS 47.50 269 2.69 52.88 3325 172 Oxford Health Plans NDO 1569 0.80 080 89.00 13.75 16159

Argonaut Group NDO 32.88 295 2.95 38.13 2675 192 Navigators Group NDO 1850 1.50 1.50 2250 1575 5 Pacilicare Health Sys NOO 47.88 4.73 4.73 8563 4675 780

AXA UAP Group NYS 3738 4.17 417 3988 2925 252 Nobel Insurance Ltd NDO 1306 -0.48 0.48 1538 1188 42 Safeguard Health Enter NDO 1238 8.33 8.33 1750 963 11

Baldwin & Lyons Inc NDQ 21 50 10.88 10.88 2875 1738 6 NYMagic Inc NYS 27.88 113 113 2981 18.00 55 Sierra Health Services NYS 32.13 4 46 4.46 4163 23.75 174

Berkley W R Corp NDO 4338 114 114 46.38 28.81 373 Ohio Casualty Corp NDQ 4234 5.11 5.11 5100 3400 188 United Healthcare Corp NYS 4950 0.38 0.38 60.13 42.44 4655

Berkshire Hathaway Inc NYS 47000.00 217 2.17 48600.00 30000 00 1 Old Republic Int I NYS 36.75 118 118 40.19 24.63 907 Wellpoint Health Networks NYS 43.50 296 296 61.13 32.50 1007

Capital RE Corporation NYS 5800 655 6.55 6288 38.75 90 Orion Capital Corp NYS 43.63 6.06 6.06 5100 30.00 251 HMOs AVERAGE 2.79 2.79

Capitol Transamerica Corp NAS 2081 2.35 235 28.13 1925 61 Partner Re Ltd NYS 45.00 296 2.96 47.88 3075 520 ALL COMPANIES AVERAGE 3.74 3.68

CapMac Holdings Ltd NYS 34.25 1.44 144 36.00 22.50 930 Penn America Group Inc NOO 20.00 2.44 2.44 2175 1038 105

Centris Group Inc NYS 22.13 -0 84 -084 24.00 1788 16 Philadelphia Cons Holding NDO 1775 0.00 0.00 2325 1150 70

Chanwell Re NYS 33.31 130 130 3625 24.50 41 PXRE Corp NYS 31 56 4.90 490 3400 24.75 41

Chubb Corp NYS 7100 6.12 6.12 7850 5113 2226 Reliance Group Holdings NYS 1325 6.19 6.19 15.13 8.88 1224

CIGNA Corp NYS 170.06 134 134 20075 13694 1066 Rellastar Financial Corp NYS 4025 2.28 2.28 41 63 27 00 962

CNA Financial Corp NYS 127.38 029 029 13244 96.38 118 RenaissanceRe Holdings Ltd NYS 41 63 5.67 5.67 50.00 3250 146

CNA Surety NYS 14.44 648 6.48 1650 1288 107 Risk Capital Holdings NDQ 2075 6.74 6.74 24.00 1600 767

EMC Insurance Group Inc N[)0 1344 1.42 142 1500 1075 4 RLI Corp NYS 4644 6.78 678 5025 30.50 59

Top advancing Issues Mid Ocean Ltd, American Heritage Life Ins, Wellpoint Health Networks. Leading decitners HCC Insurance Holdings, LaSalle Re Holdings Ltd , Travelers Corp Most active issue Travelers Corp The B/Index fe[14 2%, the Dow Jones
30 Industrials decreased 4 2%, the S&P 500 fell 4 4% and the NYSE Composite decreased 46% Average P/E Brokers, 26 0, Insurers/reinsurers, 37 9, HMOs, 19 5

Source Nordby International inc (nordby com), Boulder, Colo
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WITH OUR POLICYHOLDERS WE ARE ENGAGED IN A GREAT MUTUAL ENTERPRISE. IT IS GREAT BECAUSE IT SEEKS TO PREVENT CRIPPLING INIUR ES AND DEATH BY REMOVING THE CAUSES OF HOME. HIGHWAY AND WORK ACCIDENTS. IT
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Liberty Mutual is committed to reducing the impact of low back pain, so someone like Joe won't

miss work, or the occasional piggyback ride with daughter Lisa. At our research center we analyze

how variations in bending habits can affect the risk of low back pain. Our research has led to

innovative products like Computask7 a software program we use to evaluate workplace tasks and

help recommend ways to ensure that Joe and daughter Lisa live safer, more secure lives. L
E There'j more information we'i) like to jbare. So pleaae call Jobn Ryan LIBERTY

at (617)574-5842 or vijit our webjite at bttp://irce#r. lit,ertymutual.com rereeclomo til,erty
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