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Earliest

signals
of a turn

appear
Property rates
rising, but market's
path still uncertain

By MARK A. HOFMANN
and CHRISTINE WOOLSEY

4 Neither rain nor snow nor dark of night
will keep the postman from his appointed

rounds. But, a hefty dose
of the same perils-plus a

Insurer loi:tlebeojustutlth:eI
lift insurers' gloom over

Report the prolonged soft market.
Insurers report they're

generally obtaining mod-
est rate increases for some

coverages, including many types of prop-
erty policies, boiler and machinery cover-
age and some liability lines.

Insurers have yet to determine the im-
pact of Hurricane Andrew, which could
cost them up to $16.5 billion (BI, Dec. 21,
1992). But they say that property insur-
ance rates can't go anywhere but up over
the next year or so.

Some underwriters warn, though, that a
tightening property market may lead to a
further capacity glut for liability cover-
ages as reinsurers shift their capacity from
property to casualty risks.

"We're seeing evidence of the market
firming. I can't speculate as to how
much," said William E. Moriarty Jr., vp
and staff officer-marketing of property in-
surer Arkwright Mutual Insurance Co. in
Waltham, Mass.

"Something has to give," said Michael
Continued on page 17

Update-
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Soft market holding
for most liability lines
Property cutbacks may fuel casualty competition

By MICHAEL SCHACHNER
and SARA J. HARTY

Insurers are raising rates and imposing
tighter coverage terms on higher-value

property accounts in light
of their massive losses

Broker aUdmotLVicarstrophS,
brokers report.

Report However, most casualty
lines as well as smaller

property and package po-
licies are renewing at flat

or slightly reduced rates as insurers still
possess more than ample capacity.

With insured losses stemming from a
string of crushing catastrophes pushing
toward $20 billion for 1992, property in-
surers are finding the cost of catastrophe
reinsurance soaring and capacity dwin-

dling (see story, page 30).
The result of the catastrophe reinsur-

ance crunch on the high-value property
insurance market is 10% to 30% rate in-

creases as well as stricter policy terms, in-
cluding new or higher deductibles based
on a percentage of insured property value.

But while this segment of the market is
clearly firming, the market for most types
of liability coverage remains soft. Several
brokers said they believe major property/
casualty underwriters are offsetting their
reluctance to write property insurance by
becoming more bullish on liability ac-
counts.

Insurers are willing to renew general li-
ability accounts-both primary and excess
-at expiring terms and, in some cases, are
willing to reduce premiums by up to 10%
to retain existing business or to attract a

Continued on page 19

American Reliance to transfer

most business to Vik Brothers

LAWRENCEVILLE, N.J.-American Re-

liance Group Inc., battered by losses from
Hurricane Andrew, has reached an agree-
ment to transfer most of its insurance busi-

ness to units of Vik Brothers International

USA Inc., a holding company based in Ra-
leigh, N.C.

Under the Dec. 23 agreement, Vik Broth-
ers will assume all of American Reliance's

business, except its Florida policies and
New Jersey private passenger auto busi-
ness. Vik Brothers also will assume certain

Continued on next page

No crisis
foreseen
this time

around
Buyers expecting
prices to climb
at modest pace

By SARA MARLEY

Risk managers renewing coverages at
year end see signs of a market turn, but
they expect a kinder, gentler transition

than the abrupt hike in
prices that signaled the
previous market tighten-

Manager
use of alternative risk fin-

ing.
Companies' increased

Report ancing mechanisms and
more cooperation between
insurance companies and

risk managers make a repeat of the astro-
nomical rate hikes of the mid-1980s un-

likely, risk managers say.
- Meanwhile, flat rates or increases of less

than 10% mark year-end renewals.
However, many risk managers think

Jan. 1 renewals may signal the end of the
stubbornly soft commercial property/ca-
sualty market.

Even risk managers who have renewed
their coverage at expiring rates, terms and
conditions over the past several months
believe that insurers' record catas-

trophe losses in 1992 and a tightening
property catastrophe reinsurance market
will force rates up, particularly for prop-
erty risks.

"The market is going up somewhat to
compensate for losses, but I don't see it
turning into a seller's market," said Ar-
nold L. Davenport, vp-risk management

Continued on p'age 26

London cat cover market Gbloody awful'
By STACY SHAPIRO
and GAVIN SOUTER

LONDON-A tough property
catastrophe reinsurance market

continues to

London end renewals in
dominate year-

London, with
Market soaring prices,

rising retentions,

Repor ity and new cov-
 shrinking capac-

erage terms.
Energy insurance programs

that have heavy concentrations
of non-marine risks, like onshore

refineries, also are seeing prices
rise as sharply as in the last hard
market of 1986.

And marine insurers in London

are pushing through rate in-
creases, in spite of increased
competition from U.S. marine
underwriters.

Only North American primary

property/casualty rates are hold-
ing still or are seeing nominal in-
creases in the London market.

But, even for this business, the
rate reductions of recent years
are petering out, some say. And
some renewals are being put on
hold over uncertainty about re-

insurance renewals.

And property insurance pro-
grams for risks outside of North
America are costing substan-
tially more at year-end renewals.

"Property is where every-
thing's happening," summed up
Kenneth Barrett, underwriter for
Lloyd's of London syndicate
1066, managed by Merrett Un-
derwriting Management Ltd.
"There are huge retention in-
creases and massive rate in-

creases on accounts with and

without losses," he said, refer-
ring t9 property cat covers.

The cat cover market is

"bloody awful," said Michael
Payne, deputy chairman of Jan-
son Green Ltd., whose syndicates
write non-North American busi-

ness. "It's the worst I can re-

member since 1986. . .the capac-
ity is just not there."

Observers estimate that catas-

trophe reinsurance capacity in
London for U.S. ceding com-
panies has now shrunk to be-
tween $50 million and $70 mil-
lion from around $90 million a

year ago.
One U.S. client of broker R.K.

Carvill & Co. Ltd. that went to

London to negotiate $100 million

in property catastrophe reinsur-
ance only found $70 million in
London, completing the rest in
the U.S. market. The ceding
company's retention rose to $35
million from $25 million a year
earlier and rates rose 30%.

The reduction of catastrophe
reinsurance capacity in London
is reflected worldwide.

In the past year, more than 370
insurance and reinsurance com-

panies worldwide have ceased
underwriting, according to John
Myers, managing director of the
international reinsurance divi-

Continued on page 14
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American Reliance deal
Continued from previous page
non-insurance liabilities and assets of Amencan Reliance, including
its headquarters building.

American Reliance expects to receive at least $21 million in
the deal. This includes $6 million for the building, plus ceding
commissions equal to 30% of the net unearned premium reserve
on the assumed business at year-end 1992, subject to a minimum
commission of $15 million.

In 1994, Vik Brothers will also pay American Reliance 8% of
1993 premiums written on the assumed business and will pay a
profit commission in 1995 based on 1994 underwriting results,
American Reliance reported.

American Reliance announced plans to seek a buyer after suf-
fering $574 million in gross losses and $80 million in net losses
from Hurricane Andrew (BI, Nov. 23, 1992; Oct. 26, 1992).

Primerica retiree premiums up
NEW YORK-Primerica Corp. says it plans to require 1,600 re-

tirees of its predecessor, American Can Co., to either pay the full
cost of current health care coverage--nearly triple current premiums
-or pay less for reduced coverage or go without coverage.

Primerica said the move is in response to Financial Accounting
Standard 106, which requires firms to recognize their retiree health
care liabilities as they am accrued.

In 1989, the financial services firm increased premiums to $50
from $5 per month for those 1,600 retirees. All other Primerica
retirees pay $100 per month. The retirees sued, claiming the increase
violated the terms of their health plan. A federal judge ruled in favor
of Primerica in 1991. An appeals court reversed the decision in June
1992 and sent the case back to the original judge. A rehearing is set
for later this month.

Last week, an appeals court denied the retirees' request to expedite
the hearing or restrain Primerica from making any plan changes.

The American Can retirees were given until Dec. 23, 1992, to decide
among three options: continue paying $50 a month for much less
coverage; pay $100 a month for somewhat less coverage; or pay the
full $144 a month for their current coverage.

Separately, Rep. Ron Wyden, D-Ore., is asking the General Ac-
counting Office to investigate the growing trend among employ-
ers to reduce or eliminate retiree health care plans.

U.S. sues Becker under ADA
WASH[NGTON-The Justice Department, in its first lawsuit filed

under the Americans with Disabilities Act, alleges that Becker CPA
Review has discriminated against clients with impaired hearing.

The suit, filed last week in federal court in Washington, charges
that Becker has refused to provide sign language interpreters or
other needed auxiliary aids to people taking Becker courses in
Washington. Becker offers courses to people who plan to take the
certified public accountant examination.

The Justice Department is aslang that Becker be ordered to pro-
vide the appropriate aids to people with disabilities and is seelang
civil penalties of up to $50,000 and other damages.

Becker says it has handed out transcripts of classes to deaf students
in the past and offered to in this case. Becker also says it offered to
hire an interpreter before the suit was filed.

The Justice Department enforces the accessibility requirements of
the ADA. The Equal Employment Opportunity Commission in No-
vember filed an employment-related suit against AIC Security Inves-
tigations Ltd. in Chicago (BI, Nov. 9, 1992).

Retirees fail to halt benefit cuts
LOS ANGELES-A federal judge has cleared McDonnell Douglas

Corp. to proceed with plans to cut salaried retirees' health benefits.
However, U.S. District Judge A. Wallace Tashima in Los Angeles

stressed the importance of expediting a lawsuit brought by retirees
who claim the plan violates the Employee Retire Income Security
Act of 1974 (BI, Dec. 7, 1992).

No trial date has been set, but a status conference will be held in
early January, said a lawyer for the retirees, James S. Cahill of
Rossbacher & Associates in Los Angeles. Although disappointed that
the judge did not block implementation of the plan, which began
Jan. 1, "we were buoyed by (his) thoughtful remarks," he said.

Attorneys for McDonnell Douglas could not be reached.
McI)onnell Douglas will replace retiree health care programs with

an employee-pay-all plan financed over a four-year period by surplus
defined benefit pension plan assets (BI, Oct. 19, 1992).

Heist target insured at Lloyd's
NEW YORK-A New York armored ear company is insured by

Lloyd's of London syndicates for an $8.3 million robbery at its ware-
house, one of the largest cash robberies in U.S. history.

Thieves entered the Brooklyn warehouse of the Hudson Armored
Car & Courier Service on Dec. 27, tying up a lone security guard,
disabling security systems and carrying away four bags containing
$8.3 million, including 80,000 sequentially numbered $100 bills.

The robbers left behind several other bags containing more than
Continued on page 38

Errors & omissions
• The listings of Benefit Controls Cos. and Benefit Matters

Inc. were transposed in the Dec. 21, 1992, directory of employee
benefit consultants. The corrected listings appear on page 37.

Breast implant maker hit
with $27 million jury award

By JOANNE WOJCIK

HOUSTON-Bristol-Myers-
Squibb Corp. plans to appeal a
$27 million state court jury
award to a Houston woman who

claimed she developed an au-
toimmune system disease when
her silicone breast implants rup-
tured.

The award, which includes $20

million in punitive damages, is
the largest to date against a sili-

cone breast implant manufac-
turer.

The second-largest award is
believed to be $7.3 million,
which was awarded by a U.S.
District Court jury in San Fran-
cisco to a California woman who

became severely ill from a rup-
tured implant made by Dow
Corning Corp. (BI, Dec. 23,
1991).

New York-based Bristol-

Myers-Squibb bought about $5

billion in combined product lia-
bility and general liability insur-
ance limits during the period in
which its products were in-
planted in the woman. That in-
formation came out during the
discovery portion of the case.

Under Texas law, the insur-
ance can be used to pay the puni-
tive damages unless the policies
specifically exclude it.

Bristol-Myers-Squibb would
Continued on page 37

Court limits excess cover
High-layer insurers won't pick up liability of insolvent carriers

By DOUGLAS McLEOD and

NEW YORK-Paramount

Communications Inc. is deciding
whether to appeal a court ruling
that its high-layer excess liabil-
ity insurers do not have to drop
down to cover portions of a $40.5
million product liability settle-
ment left unpaid by insolvent
lower-layer insurers.

Paramount sued two dozen of

its excess liability insurers in
1990 to recover portions of the
settlement of suits over faulty .
nuclear reactor safety valves
made by a Paramount subsidi-
ary.

New York State Supreme
Court Judge Shirley Fingerhood
ruled Dec. 3 that high-layer in-
surers are not obliged to drop
down to a lower layer to pick up
the unpaid liabilities of the de-

funct Integrity Insurance Co.
Midland Insurance Co.

The judge also dismissed
claims against several insurers
that covered Paramount in years
after 1984, when the company
became aware of the potential
product liability losses. Since the
liabilities represented known
losses after 1984, they are not
covered, the judge found.

Continued on page 39

Court applies continuous trigger to property damage

Asbestos coverage ruling
By JOANNE WOJCIK

MINNEAPOLIS-The settle-

ment of litigation filed by school
districts against an asbestos
product manufacturer triggers
all of the company's general lia-
bility insurance policies in ef-
feet during the time its products
were present in school buildings,
a state court judge says.

The decision is significant, at-
torneys say, because the court
applied the so-called continuous
trigger theory in an asbestos
property damage dispute. The
trigger, which grants wide cover-
age for asbestos producers, has
mainly been applied to asbestos
bodily injury cases.

And while the ruling is only
applicable in Minnesota, the

judge's harsh criticism of insur-0,
ers that refuse to represent poli-
cyholders in settlement talks and
later try to re-litigate issues thht
are resolved will prove helpful to
other policyholders involved in
similar coverage disputes na-
tionwide, attorneys say.

The decision in Independent
School District No. 197 vs. Acci-

Continued on page 34

Hospital liability ruling reve rsed
By SARA J. HARTY

CHICAGO-A federal law that

prevents hospitals from refusing to
treat emergency patients should
not be broadly interpreted to ex-
pand hospitals' liability, a federal
appellate court said late last month
in a reversal of a prior ruling by
the same court.

But the ruling reinstates conn-
mon law negligence and wrongful
death allegations against the Uni-
versity of Chicago Hospitals.

The case revolved around a

nurse's decision in February 1990
to reroute an ambulance at a time

when the hospital's patient load
put it on "partial bypass." That de-

cision sent Lenise Nelson, a 1-
month old girl already in full car-
diac arrest, to a hospital that was
farther away and lacked a pediat-
ric intensive care unit.

After being treated at two other
area hospitals, the child died.

Her mother, Emerald Denise
Johnson, sued the University of
Chicago Hospitals on four counts
of common law negligence and
wrongful death. Ms. Johnson also
alleged violations of the Consoli-
dated Omnibus Budget Reconcil-
iation Act, which requires hospi-
tals receiving federal funds to
provide stabilizing treatment to
patients who come in before send-
ing them elsewhere.

Although Lenise was never
brought to the hospital, Ms. John-
son argued that the hospital telem-
etry system, which gives ambu-
lances directions by radio, could be
viewed as an extension of the hos-

pital's emergency room.
A federal court in 1991 dismissed

Ms. Johnson's claims, ruling that
the hospital had no common law
duty to treat Lenise. The COBRA
claim was dismissed on the ground
that Lenise never was transported
to the hospital.

In a 2-1 ruling, a panel of the
7th U.S. Circuit Court of Appeals
in October 1992 affirmed dismissal
of the common law claim, but

Continued on page 38
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Experimental treatment: Who pays?
Not the insurer, marrow is removed, preserved standard therapies "there is no authority for this for HDC/ABMT for her advanced

and later re-introduced after the "As a result of this ruling, Ms court to order Mutual of Omaha breast cancer Her policy, writ-

one judge rules, toxic chemicals from chemother- Harris is potentially deprived of to pay for the treatment " ten by Mutual of Omaha, also
apy have washed out of the pa- the best medical treatment that His ruling is one of many on denied coverage for experimen-

but others differ tient's system This lets a patient is available to her While this is the controversial issue of HDC/ tal treatments
survive a higher dose of chemo- not a personally satisfying result ABMT treatment These three rulings are Just the

By JERRY GEISEL therapy for the court, lt is the only legally Last month, U S District tip of what has become a moun-
But Mutual of Omaha Co , proper result," wrote Judge Tin- Court Judge Suzanne Conlon in tain of litigation on the issue of

For U S DistrictJudge Daniel which underwrites benefits for der Chicago ordered Benefit Trust medical treatment for breast
Tinder, the choice was an agon- the Rural Carrier Benefit Plan, "Judy Harris well deserves, Life Insurance Co of Lake For- cancer
izing one denied coverage HDC/ABMT, and in a perfect world would be est, Ill , to cover HDC/ABMT And with 140,000 new cases of

At stake in his Indianapolis the insurer said, is an experi- entitled to, all known medical treatment for a 37-year-old breast cancer a year, more litiga-
courtroom last fall was treat- mental treatment and plan docu- treatments to control the horrid woman with breast cancer tion is a certainty as patients
ment for Judy Harris, 50, who is ments exclude coverage for in- disease from which she suffers Judge Conlon said the pro- look to their health plans to pay
suffering from advanced breast vestigational or experimental In ruling, as this court must, no posed treatment for Grace Fula, for treatment that can easily cost
cancer procedures personal satisfaction is taken, a customer service representative more than $150,000

Doctors had told Ms Harris- Ms Harris sought a court in- but the law was followed," Judge for Emsco Management Services As yet, say both attorneys for

who worked as a rural letter car- lunction to order Mutual of Tinder added Inc , a Hinsdale, Ill -based medi- insurers and patients, no pat-

rier for the U S Postal Service- Omaha to provide coverage while Openly expressing his agony, cal billing service, met criteria terns in the litigation have
that she was an excellent candi- the case was being argued Judge Tinder said he would not laid out in plan documents as emerged Courts have split on
date for HDC/ABMT, a proce- Judge Tinder refused be disappointed if the 7th U S "medically necessary " whether coverage lS warranted
dure that involves high-dose The record, he said, indicates Circuit Court of Appeals, where Mary Dahl-Eimers, 40, was not or not
chemotherapy and an autologous that there is no "consensus of the case now is pending, reversed so fortunate A federal judge in In some cases, attorneys say,
bone marrow transfusion opinion" that HDC/ABMT is el- his ruling Pensacola, Fla, recently denied insurers have agreed to pay be-

In this procedure, some bone ther more or less effective than "Regrettably," he concluded, the Destin, Fla, woman coverage Continued on page 35

IRS narrows application
.

of pension withholding tax
.. . ..

. C . -1.--- ..

Defense Incurred Defense costs as
. costs losses a percentage of

By JERRY GEISEL loan offset-are directly trans- minating employees The IRS 4 ($ billions)' ($ billions) incurred losses
ferred by the employer to the em- reasoned that the offset lS a dis- Workers compensation $23 $31 1 73%

WASHINGTON-The Internal ployee's Individual Retirement tribution and, as a result, the Personal auto liabilily *,1,' 2.9 38% 393 7.5 .,r·_
Revenue Service is clearing up Account or to a defined contri- 20% withholding tax would Commercial auto liability 12 8-8
some of the problems that em- bution plan sponsored by the apply Commercial multi-peril "81'* 23 10.6 227
ployers face in administering a employee's new employer, the Benefit consultants described , Gener-1 liabilify - --- 42 126 --33 -

new 20% withholding tax on 20% withholding tax will not be such transactions as "phantom lexcluding,produgts -
some pension plan distributions Imposed distributions" since no money Medical malgractice . 11 -t 27 39

IRS Notice 93-3 makes clear The tax also will not be im- actually was being distributed to --

<Pmauds liability 11 16 76
that the 20% withholding tax posed lf-after the offset-ter- the employee

„

&496.6«« F' will not be imposed in most cases minating employees decide to In such offset situations,
in which employers use a portion leave the remaining funds in "There is no actual distribution

All casualty lines of business $15.0 14%

.. .of an employee's defined contri- their former employer's defined The key to withholding is that
button plan account balance to contribution plan

GRAPHIC BY CHRIS ROY
assets have to be transferred to

offset plan loans that have not Earlier IRS regulations sug- the employee,'' said Seth
been repaid by the time an em- gested that the 20% withholding Tievsky, a principal in the Wash-
ployee terminates employment

Cost of defense
tax would be applied in situa- ington office of Ernst & Young

If the remaining funds in an tions in which account balances The clarification "is very wel-
employee's account-after the are used to offset loans for ter- Cont:nued on page 38 rising faster than
Health of Urban America liability losses
Managed care plans reduce access for uninsured: Study

By EILEEN P. GUNN
By JOANNE WOJCIK to the study by Santa Monica- authors review several critical

based RAND Corp problems in the community, as- Insurers' cost of defending commercial policyholders against
SANTA MONICA, Calif -The And the public health system's sess the effectiveness of past po- third-party claims is rising faster than incurred losses for sev-

growth of managed care plans- ability to shift costs to the pri- licies to address those problems eral lines of coverage, according to a report by the Insurance
which are designed to contain vate sector has been severely re- and offer a host of suggestions ,Services Office Inc

health care costs-has had the duced by employers' increasing for meeting the challenges more Defense costs for casualty lines increased 194% to $15 bilhon
ironic side effect of reducing ac- use of direct contracting and successfully in the 1990s from accident year 1982 through 1991 During the same period,
cess to care for the uninsured in preferred provider arrangements In addition to access to health actual losses climbed only 143% to $106 6 billion
Southern California, a new study that cap providers' fees, the care for the uninsured, other Annual increases in defense costs averaged 12 7%, while an-
has found study said topics include immigration, nual incurred losses increased by 10 4% on average

Health care coverage in the re- ''Urban America Policy crime and drugs, education, the The study also found that insurers are less adequately re-
gion has been limited even fur- Choices for Los Angeles and the homeless, the widening gap be- served for defense costs than they are for casualty losses
ther by the combined effects of Nation," a collection of essays by tween rich and poor, and other The report, "Legal Defense A Large and Still Growing Insur-
reduced government spending a score of leading social policy complex issues involving fami- ance Cost," looks at changes in the ratios of defense costs to ln-
for Medicare and Medicaid pro- experts, was precipitated by the lies and children demnity costs for workers compensation, commercial auto lia-
grams, a burgeoning immigrant civil disturbances that took place While the report focused on bility, commercial multiperil, general liability, medical mal-
population and the growth of in the Los Angeles area last Los Angeles, the authors noted practice and product liability lines of coverage from 1982
small businesses, many of which April that its findings can be applied through 1991
do not provide health care cover- Paying special attention to in general to other urban areas Continued on page 33

age to their employees, according Southern California, the study's Continued on page 33

Insurers applaud Baird's nomination
By MARK A. HOFMANN Aetna Life & Casualty Co, "Under normal canons of eth- Baird is unlikely to play a role in

where Ms. Baird is currently se- ics, an attorney is obligated to the litigation

AMA WASHINGTON-While insur- nlor vp and general counsel, is a stay uninvolved when you're With her background as an
ers say Zoe Baird will bring a member of the AIA taking over a government posi- Aetna employee, "she would
welcome knowledge of their in- Mr Bernngton added that Ms tion where there's active litiga- probably have to distance her-
dustry to government if she is Baird iS not likely to play a role tion involving a former client," self," said Mr Giasi, who has
confirmed as U S attorney gen- in an antitrust suit brought said Mr Berrington worked with Ms Baird on the

eral, they say they don't-and against 32 insurers-including The Justice Department op- antitrust suit
shouldn't-expect any special Aetna-and insurance organiza- posed Supreme Court review of "I don't see (Ms Baird's back-
treatment tions by 19 state attorneys gen- the case (BI, Aug 17, 1992) ground) as a problem in anti-

"When you become attorney eral The Supreme Court is now Joseph P Giasi Jr , vp and gen- trust" litigation, said J Robert
general, your client is the United considering the insurance indus- eral counsel for the Insurance Hunter, president of the National
States," said Craig Berrington, try's request to overturn an ap- Services Office Inc in New York, Insurance Consumer Organiza-

AP/Wide World Photo senior vp and general counsel for pellate ruling that reinstated the which is also a defendant in the tion in Alexandria, Va Mr
Ms. Baird: Next attorney general the American Insurance Assn litigation (BI, Dec 28,1992) antitrust suit, agreed that Ms Cont:nued on page 38
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Polaroid offers early reti rement plan
Polaroid Corp. is offering a

two-part early retirement option
to its employees as part of efforts
to contain expenses and re-focus
its operations on new product
lines.

The Cambridge, Mass., photo-
graphic materials company is
offering to add five years of age
or service to the formulas used to

calculate retirement benefits

under its defined benefit plan for
employees age 55 or older with at
least 10 years of vested service.

For workers ineligible for early
retirement, the company is offer-
ing a severance option that will
pay one month's salary for every
two years of service, up to a
maximum of 21 months.

The one-time offers are open to

Benem Beal

all 11,000 employees, but the
company expects only a few hun-
dred will opt for them.

"The offers will have a limited

scope," said a spokeswoman for
Polaroid. But "the company is
moving in new direction and this
will help align the company in
that direction."

The deadline for applying is
March 31.

Polaroid expects to take a loss
in the first quarter of 1993 for
the plan, but has not released in-
formation on the amount.

Analyst Ty Govatos with Don-
aldson, Lufkin & Jenrette in New

.

.

f

U '

York predicted the charge will be
"relatively small."

"People are shrugging it off,"
Mr. Govatos said.

-By Eileen P. Gunn

PepsiCo 401(k) plan
PepsiCo Inc. has consolidated

its five 401(k) savings plans and
is offering participants new in-
vestment options, including the
opportunity to trade stocks and
bonds through a discount bro-
kerage.

About 45,000 employees of the
Purchase, N.Y.-based company
can now invest their contribu-

tions through a discount bro-
kerage in common and preferred
stocks, corporate and govern-

l

1

Protect what you caift predict.

ment bonds, U.S. Treasury bills,
notes and bonds and U.S. agency
securities, like those issued by
the Government National Mort-

gage Assn.
Pepsico also added the option

of investing in mutual funds
managed by Fidelity Investments
Inc.

At the same time it introduced

the new options, PepsiCo merged
five separate savings plans for its
North American divisions into a

single plan and hired State
Street Bank & Trust Co. of Bos-

ton as plan administrator.
This streamlining cut adminis-

tration costs for the savings plan,
with $350 million in assets, by
one-third, according to PepsiCo.
State Street also designed and

New CBOT Catastrophe Insurance Mitures and Options.
A Safeguard for¥our Surplus.

Hurricane. Tornado. Earthquake. What will happen next?
When? Where? How much will it cost? Theret no way to
predict But now thereb a way to help protect.

Introducing Chicago Board of Trade Catastrophe Insurance
Futures and Options. A new alternative to cushion against
unexpected catastrophic losses. Designed to help you proted
your surplus, and ultimately your capacity

© 1992 The Chicago Board fi Trade

Insurance futures and options are available only at the

CBOI The world leader in providing efficient markets for risk
management with unparalleled finandal integrity.

Ad now. Before the unpredictable happens. Learn more

about CBOT Catastrophe Insurance Futures and Options.
Call 1-800-THE-CBOT, ext. 955 or
1-312-435-3558, ext. 955 for literature.

* Chicago Board ofTrade

manages the discount brokerage
investment option.

Employees enrolled the com-
pany's 401(k) plan make invest-
ment selections by phone on a
voice response system. Employ-
ees can transfer money and mon-
itor their accounts on a daily
basis.

Employees choosing the dis-
count brokerage option must in-
vest at least $1,000 initially.
Subsequent transfers to the bro-
kerage account must total at
least $250.

Transfers into the account are

automatically invested in Fidel-
ity money market funds until a
trade is made.

It costs ennployees $4.20 per
month to maintain a brokerage
account and $5.00 per fund for
the mutual funds.

The convenience and cost-con-

tainment achieved by merging
five programs into one and the
choices it allows PepsiCo to offer
employees were key factors in
the decision to reorganize the
401(k)s.

"It gives employees more op-
tions and the ability to direct
their own funds if they want to,"
said the spokeswoman. "And ad-
ding another benefit makes us an
employer of choice."

In addition to the new 401(k)
options, the "core" investment
options already available to em-
ployees are:

• Company stock.
• A fixed income fund that in-

vests in guaranteed investment
contracts and short-term invest-

rnents.

• The Vanguard Institutional
Index Fund.

• The Fidelity Equity Income
Fund.

Employees may not invest in
unlisted foreign securities, fu-
tures, options or bank certifi-
cates of deposit. Margins and
short sales are prohibited as
well.

Few corporations the size of
PepsiCo. offer a discount bro-
kerage option, which affords em-
ployees investment opportunities
within the 401(k) that they
usually can only find if they in-
vest on their own.

Because the discount broker

option is still so new, though,
employee response has been
slow. As of early December, only
about 100 people had signed up
for the option.

A spokeswoman for PepsiCo.
said information packages about
the new plan are still being dis-
tributed.

Plan participation is expected
to increase gradually as people
learn more about the plan and
hear about it from other employ-
ees.

Another factor keeping enroll-
ment down is that even employ-
ees interested in the brokerage
option are tentative because they
do not know very much about the
areas of investment being of-
fered.

For those employees, PepsiCo
is holding educational events
such as a recent "Investors Day,"
during which people from the
stock exchange and the Wall
Street Journal explained termi-
nology and the basic ins and outs
of the markets to PepsiCo em-
ployees.

"Education is a very important
part of the plan," said a company
spokeswoman, "We don't want
this to be a wild card for employ-
ees."

-By Eileen P. Gunn
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Regulation, solvency must be stepped up
Changes must be s

By MICHAEL SCHACHNER

NEW YORK-The propertyi
casualty insurance industry is
not in the midst of a solvency
crisis, though there are some
weaknesses in regulation and
solvency oversight that need tc
be addressed, says the leader of a
major insurer association.

On the heels of the savings and
loan and banking crises, the in-
surance industry needs to make
improvements to current sol-
vency regulation practices to
prevent the public from losing
confidence in insurers and to en-

sure that strong companies
aren't forced to bail out failed

ubstantive: Vagley
insurers, said Robert Vagley,
president of the American Insur-
ance Assn. in Washington.

However, the solvency changes
that eventually are implemented
must be substantive and not sim-

ply approved for political rea-
sons, he emphasized.

"There is no solvency crisis bit
we still have to do something to
improve solvency regulation,"
said Mr. Vagley, during Coopers
& Lybrand's Fourth Annual Ex-
ecutive Conference for the Prop-
erty/Casualty Industry, held last
month in New York.

"Poor solvency regulation hits
the good companies twice. First,
when regulators allow lowball-

ing on rates, it takes away from
the prudent companies' market
st.are. Then, when the price cut-
t€rs go under, the good com-
pan.es pay the bailout costs," he

tion of Rep. John Dingell, said
Mr. Vagley. The Michigan Demo-
crat and chairman of the House

Energy and Commerce Commit-
tee is the sponsor of legislation

'Taking action after an insolvency has occurred
isn't much help. Early intervention would prevent

more problems than cracking down on the

criminal fraud identified by (Rep. John) Dingell,'

says AIA President Robert Vagley.

sa.d.

A step in the right direction in
terms of cementing good sol-
vency regulation is the re-elec-

123 No0

San Francisco ila Iph'
Aon Reinsuronce Agency, inc. , roe

that would allow insurers to

choose between state and federal

solvency regulation (BI, April 20,
1992).

*L

ond th,lrealy
• Chicago, Illipois • 60606

' 81-7900 r. '1
New York Seattle

cy, Inc. Aon Re Inc. Aon Reimurance Agency, Inc.

"I, for one, am glad Dingell is
back. He's the most objective and
knowledgeable person for the
job. But his findings aren't indic-
ative of the entire industry," he
said in reference to Rep. Din-
gell's investigation into the fail-
ures of several large insurance
companies during the 1980s,
which alleged criminal fraud was
responsible for some of the insol-
vencies (BI, March 5, 1990, Feb.
26, 1990).

It isn't fraud that is hurting
the solvency of insurers, but
delays in regulatory intervention
when an insurer is failing, Mr.
Vagley insisted.

"Taking action after an insol-
vency has occurred isn't much
help. Early intervention would
prevent more problems than
cracking down on the criminal
fraud identified by Dingell," he
said.

The National Assn. of Insur-

ance Commissioners, with its

formal accreditation program
and model solvency laws, has
taken some admirable steps to-
ward policing solvency, "but the
NAIC can't enforce its good in-
tentions," he noted.

Mr. Vagley outlined the AIA's
proposals on how insurer sol-
vency could be improved.

"First, you have to make sol-
vency your first priority. Then,
we must eliminate barriers to the

free movement of capital. We
also must remove large coverages
from guaranty fund protection,
and in no way can we have dual
regulation. We'd be better off as
an unregulated business than
being subject to federal and state
oversight at the same time," he
said.

Ideally, a state regulatory sys-
tem and federal regulatory sys-
tem would coexist, with individ-
ual insurers choosing the system
under which they would be regu-
lated, according to Mr. Vagley.

"Small companies don't want
to be regulated in Washington,
which makes sense considering
they do business locally," he
said.

The AIA would also like to see

the federal government enact a
law that authorizes the pre-emp-
tion of any state law that is
deemed to jeopardize insurer sol-
vency.

"I think any kind of rate sup-
pression law would fall into this
category," Mr. Vagley said.

"And, we believe we need uni-
form liquidation procedures for
failed companies," he said.

Sonnething that could enhance
solvency and at the same time
give regulators guidelines for
when to intervene in a company's
affairs would be the adoption of
a risk-based capital formula for
property/casualty insurers, said
Steven Foster, Virginia's com-
missioner of insurance and newly
elected NAIC president (BI, Dec.
21,1992).

"As we venture into adopting a
risk-based capital formula, it
isn't a concept that comes eas-
ily," Mr. Foster said.

"But we all realize that it's

something whose time has come.
It will enhance our ability to
protect consumers."

Recently, the NAIC adopted a
risk-based capital formula for
the life/health industry (BI, Dec.
14,1992).

A risk-based capital require-
ment for the property/casualty
industry, which is currently
being worked on by an NAIC

Continued on page 10
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Opinions
The ins and outs of 1993

- -7

1 \IRi DON'T YOD JUST
st\Oar ME Flwsr

*n 416 BET Ir OIN Vmlf'.!

 992 WAS NOT A very good year for risk and jemployee benefit management in general. Rec-
ord catastrophe losses buffeted property/casualty
insurers and many risk managers. And, benefit
managers saw health care costs continue to climb
and more regulationd come out of Washington.

However, it was a good year for the prognostica- ,
tors at Business Insurance. We did a pretty good
job a year ago predicting what would be "in"
and "out" during 1992 (BI, Jan. 13, 1992). Health
care reform did become a presidential campaign f f
issue, risk managers did worry about the end of the 1/
soft market, pollution liability insurance became
more available, turmoil reigned at Lloyd's of Lon-

don, health care inflation slowed, property/ca- 
sualty insurer profits plunged and federal insurer / 24
solvency regulation legislation was proposed.

No, we didn't predict Hurricane Andrew and we
weren't willing to go out on a limb in support of
Bill Clinton a year ago.

While some of us would like to hang up this
yearly practice now while we're on a high note,
we'll resist that temptation. Thus, we humbly pres-
ent our sixth annual list of what will be "in" and

"out" during the coming year:
In: Presidential leadership on health care re-

i form legislation.
Out: Waiting for Congress to come up with pro-

posals.
In: ATLA.

Out: ATRA.

In: Managed competition.
Out: National health insurance.

In: Higher property/casualty insurance rates.
Out: Effortless property/casualty insurance re-

newals.

In: Reform of the Pension Benefit Guaranty
Corp. program.

Out: Big pension plan failures.
In: Financial reinsurance.

Out: Property catastrophe reinsurance.
In: Big hits to profits because of FAS 106.
Out: Generous retiree health care plans.
In: Reserve strengthening by property/casualty

insurers.

Out: Real estate and junk bond investments.
In: Joining employer health care purchasing

Pools.
Out: Offering unmanaged medical care plans.
In: Captives.
Out: Low retention levels.

In: More benefit groups taking positions on

_3

T\
71

-             >81£Relk>on 
Bus/*53 /(SUBANal

-'tmalt

health care reform.

Out: Refusal to admit there is a health care cri-

sis.

In: Risk-based capital standards.
Out: The NAIC model law on fronting.
In: Enactment of family and medical leave legis-

lation.

Out: Presidential vetoes.

In: Understanding of insurance issues at the Jus-
tice Department.

Out: Insurance antitrust litigation.
In: Increased political activism by risk and ben-

efit managers.
Out: Resignation to the status quo.
In: Workers comp medical cost containment.
Out: Physician "self-referrals."
In: Lower insurance company ratings.
Out: Higher insurance company profits.
In: Total quality management.
Out: Unfocused management practices.
In: Top management recognition of risk manage-

ment departments.
Out: Downsizing of risk management staffs.
In: Jackson Hole Group.
Out: HIAA.

In: Superfund reform debate.
Out: McCarran-Ferguson debate.
In: Disaster contingency plans.
Out: Catastrophes.

Letters

Don't fall for the national health care 6 hype'
To the editor: Even Business Insurance,

which I consider to be a little more conser-

vative than our local newspapers, has
fallen for all of the media hype over na-
tional health cam. I strongly disagree with
your opinion in the Dec. 14 issue titled
"HIAA Plan a Good Sign." What has the
Health Insurance Assn. of America really
said that the liberal press hasn't already
been blasting us with over the last 12

 Business Insurance welcomes let- 1
. ters from its readers. Please keep i

your comments as brief as possi- j
ble. We reserve the right to edit i

 letters for clarity or space. We will 4
i not publish unsigned letters. Send 1
1 your comments to Letters to the i

Editor, Business Insurance, 740 N.

Rush St.,Chicago, ILL, 60611-2590. ,

months of the presidential campaign? I
would have hoped that BI could have seen
through all of this "bandwagon hopping"
and pointed out just how ridiculous the
various national health care proposals are.

As an employee of a large third-party
administrator, I constantly hear this cry for
national health care, but I always try to
point out what the media and Gov. Clinton
always fail to mention.

First, large national health care pur-
chasing groups of employers have been
around for years, currently known as mul-
tiple employer trusts or multiple employer
welfare arrangements. However, many lib-
eral Democrats in Congress are trying to
pass legislation to control or even eliminate
these "purchasing groups."

Second, quit comparing a potential sys-
tem to the German and Canadian health

care systems. These systems are almost
bankrupt, and even "basic" coverage is

virtually non-existent. Additionally, if
these systems are so great, why do many
individuals from these countries want to

come to the United States for more com-

plicated procedures?
Finally, get off the insurance companies'

backs. Yes, some reform may be necessary,
but let's face it: Insurance companies are
only paying what is billed. Maybe the
HIAA ought to review how insurers come
up with their schedules. Surveying doctors
to see what they charge doesn't seem like
the most effective measure for determining
payable charges. Also, let's focus on our
tort reform system. Not a day goes by that
some "ambulance chasing" lawyer doesn't
file suit against an insurance company be-
cause the company did not pay enough.
Who will people sue when the federal gov-
ernment decides how much gets paid?

Christopher J. Matz
Atlanta
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Play a role
By MICHAEL SCHACHNER

NEW YORK-Insurance exec-

utives have only two choices,
says the CEO of a major insurer:
They can manage the biggest
changes in the industry in 30
years or be managed by them.

Executives must decide

whether to play a role in issues
like federal insurance regulation,
workers compensation reform
and health care reform, or let the
issues dominate them, said
Dennis Chookaszian, chairman
and chief executive officer of

CNA Insurance Cos. of Chicago.
Regulatory changes in the near

future may have a greater impact
on property/casualty insurers
than any other change in the past
three decades, said Mr. Chookas-

zian at Coopers & Lybrand's
Fourth Annual Executive Con-

ference for the Property/Ca-
sualty Industry, held last month
in New York.

"There is a growing call for
federal regulation of insurance,
which was once not supported at
all. This could lead to dual regu-
lation with federal solvency
oversight and state rate regula-
tion. This would be disastrous,
but I'm afraid there is a lot of

impetus for this," he said.
Similarly, there is a great deal

of momentum behind health care

reform. Mr. Chookaszian pre-
dicted that, as promised, within

Regulation
Continued from page 6
working group, should be pre-
sented to the NAIC for approval
next year and should go into ef-
feet for 1994 annual statement

filed with insurance departments
in 1995.

The theory behind the formula
centers around the reality that
different companies face differ-
ent risks and shouldn't be tied to

the same arbitrary, fixed-dollar
capital requirement.

-A fixed-dollar amount for

capital makes no sense. Capital
requirements should be tied to
the inherent risk of the business

that's being written," Mr. Foster
said. "We'd like to have a uni-

versally recognized standard for
adequate capital that provides
regulators with a threshold to
observe and a push to take action
that they might not otherwise
have."

Currently, this does not exist,
he pointed out. "Underwriting
risk has proven itself to be hard
to qualify, so loss reserves are
manipulable. While a risk-based
capital formula may not be per-
feet, it at least gives regulators a
chance to force insurers to com-

ply with a solid standard," Mr.
Foster said.

Whatever changes in insurer
regulation that do occur over the
next few years will not be deter-
mined by the Clinton adminis-
tration, Mr. Vagley predicted.
"This issue will continue to be a

House issue, although the Senate
may take some action. Health in-
surance policy, on the other
hand, will be determined by the
president," he said.

"Clinton won't be hostile to

the industry. He's a centrist,
which is better than ideologue on
either end of the spectrum," Mr.
Vagley said. "Things will be dif-
ficult, but we can deal with a
Democratic Congress. We have
experience with them and we
should be able to work with
them." iii

or pay big: CNA chief
Bill Clinton's first 100 days in
office, some type of health care
reform proposal will be intro-
duced in Congress.

"At first there was talk of a

universal Canadian-style system,
but the initial appeal for this ap-
pears to have worn off. I don't
think there is sufficient pressure
for this type of program," said
the CNA chairman.

What appears more likely, he
said, is some form of play-or-pay
system combined with a free-
market reform approach based
on health care spending ac-
counts.

Regardless of which changes
do occur, the insurers that best
manage internal and customer
costs will be the winners, while

companies that fail to be cost-
conscious will be the losers.

"Successful companies will
have to step up to cost manage-
ment. There is no way we can
just keep score and expect to
succeed, especially for larger ac-
counts," Mr. Chookaszian said.

Workers compensation con-
tinues to be the biggest profit-
ability problem for insurers for a
handful of reasons, he said.

"Rates are inadequate by 5% to
25%, depending on the state, and
the benefit rules in almost all

states encourage fraud. Litiga-
tion is another problem. Workers
comp was designed to be a no-
fault system, which everyone
knows isn't true anymore."

Reform is needed but will not

come easily, he said. "It's tough
to reform a system that is differ-
ent in 50 states. Meaningful re-
form will require grass-roots ef-
forts and better jobs. It's also
tied to tort reform, which is
badly needed, but probably
won't be addressed by the new
administration."

A greater focus on global in-
surance also will affect many in-
surance companies, both abroad
and in the United States, he said.

"The move to globalization
offers a great deal of opportuni-
ties, but the opportunities are di-
vided among the 'haves' and the
'have nots.' I question whether
global expansion is for everyone.
For some, the challenges may ex-
ceed the opportunity. In many

foreign countries, there is little
stability in the legal systems,
communications and infrastruc-

ture," Mr. Chookaszian said.
"Companies that have not yet

gone international don't know
the language, customs and regu-
lations in other countries and it's

virtually impossible to buy a for-
eign company because of the low
exchange rates," he said.

Also affecting the insurance
industry will be two long-stand-
ing problems: pollution and as-
bestos claims.

"Pollution is the biggest liabil-
ity issue the industry has ever
faced and it begs for a broader
mechanism to spread cleanup
costs to all of society, not just in-
surance," Mr. Chookaszian said,
suggesting that a 2% charge be
added to all policies to pay for
the cleanup of polluted sites.
"And what's scarier is that as-

bestos may even be worse." 

6
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Seeking an end to the work comp crisis
Some advocate rate, fraud reform,
while others stress workplace safety

By MICHAEL SCHACHNER

NEW YORK-Making work-
places safer and delivering fair
benefits more quickly are two
key ingredients of successful
workers compensation reform,
says a state insurance regulator.

Insurers may wish to pin blame
for workers compensation losses
on rate restrictions and wide-

spread fraud, he said. But it's the
high incidence of workplace in-
juries that is primarily responsi-
ble for driving workers comp
combined ratios above 122%.

"Without workplace injuries,

illness and fatalities, there
wouldn't be a workers compen-
sation crisis," said Gary Weeks,
director of the Oregon Depart-
ment of Insurance and Finance.

"We have to do more to control

workplace injuries and deaths,"
which now total 6 million and

10,000, respectively, per year.
Mr. Weeks, whose state is con-

sidered a model for workers

compensation reform because it
has lowered rates and improved
workplace safety (BI, Sept. 28.
1992), spoke last month at Coo-
pers & Lybrand's Fourth Annual
Executive Conference for the

Property/Casualty Industry.
"Emphasis on safety has re-

duced our workplace injuries by
two per 100 and we have employ-
ers requesting OSHA inspec-
tions. This combined with

timely, appropriate and effective
medical treatment leads to a re-

turn of insurers and economic

growth," Mr. Weeks said.
Richard W. Palczynski, a se-

nior vp with Travelers Corp. in
Hartford, Conn., agreed that real
workers compensation reform
goes beyond simply increasing
rates.

"Real reform is needed and I'm

talking about more than just
jacking up rates during tough
times. That does nothing for our
credibility or the real problem.

3*1.'*i <9:t*--*. 78-

The greatest leverage in control-
ling costs has nothing to do with
rates and everything to do with
what employers do in terms of
safety and employee treatment

medical costs exceeding $7,000
per claim, "our line is in trou-
ble," Mr. Palczynski said. "We're
like fire hydrants waiting for the
dogs to come by."

With the current level of workplace injuries and
with average medical costs exceeding $7,000 per
claim, workers compensation 'is in trouble,' says
Travelers' Mr. Palczynski. 'We're like fire hydrants

waiting for the dogs to come by.'

after injuries," said Mr. Palc-
zynski.

With the current level of work-

place injuries and with average

Changing technologies present
risks which are harder to identify,
quantify and control. For over 100
years, Protection Mutual has sup-
ported extensive research aimed
at controlling loss. Today, full-scale
fire testing is performed at one of
the world's largest laboratories for
the study of simulated ftre situations.
Protecting the assets of a business
not only requires the application
of HPR standards, but on-going
research into changing ftre protec-
tion requirements.

Protection Mutual translates the

knowledge gained through the
extensive research and testing per-
formed by the Factory Mutual
Engineering & Research Corpo-
ration into practical loss prevention
advice for business. This expertise
combined with carefully designed
insurance coverage protects many
of the world's leading organizations.

It comes down to one word.

Protection.

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

1

Part of the Factory Mutual System

300 South Northwest Highway
Park Ridge, Illinois 60068 708.825.4474
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Countering that injury preven-
tion is only a minor factor in the
workers compensation crisis,
William Hager, president and
chief executive officer of the Na-

tional Council on Compensation
Insurance, argued that raising
rates and cracking down on
fraud are much more important.
The NCCI lobbies for higher
rates on behalf of its member in-

surers.

"The immediate solutions to 
the workers compensation crisis
are simple. We need rate ade-
quacy and system reform. We
have to drive the parasites out of
the system and the worst offend-
ers are the attorneys, chiroprac-
tors and doctors that rip the sys-
tem off," Mr. Hager exclaimed.

Workers comp insurers have
lost money every year since 1984,
and have posted an average an-
nual loss of 5.7%, he said. "This
may sound minuscule, but on $1
billion of business that's $57
million.

"Medical costs are driving the
system to its death. One third of
all guaranty fund assessments
are from workers comp failures.
Until fraud and safety issues are
tackled, costs will continue to go
through the roof," said Mr.
Hager. "Unless we put the skunk
on the table and talk about the

rate suppression, we'll have no-
body writing workers compensa-
tion on a voluntary basis."

Fraud is largely responsible for
medical claim costs quadrupling
over the past 12 years, he argued.
"Medical inflation within the

workers comp system is 50%
higher than general medical in-
flation. There are no deductibles,
no coinsurance, unlimited medi-
cal benefits and virtually no
managed care, and the attorneys
and doctors know this."

He said physicians treating an
injured worker commonly make
unnecessary referrals to facilities
in which they own a financial
stake, and lawyers are infamous
for turning sprains and minor
scratches into weeks of lost time
and thousands of dollars in med-
ical benefits.

"Managed care is really our
only current choice" to reduce
medical claims costs, offered Mr.
Palczynski of Travelers.

Not all fraud and abuse is at-

tributable to workers filing
bogus claims, Oregon's Mr.
Weeks points out. "It's easy to
focus on the shiftless, lazy
worker who files a fraudulent
claim and then collects benefits.

But these people take only a
fraction of the fraudulent dollars

that are sucked out of the sys-
tem.

"There is a lot of payroll mis-
representation by employers to
reduce premiums, and insurers
are a problem, too, when the
stretch out the payment of claims
or deny legitimate claims," said
Mr. Weeks. iii
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ESDAY, JANU F.:..: 3

6:00 p.m.- Early Registration and
7:30 p.m. Cocktail Reception

Hosted by The Upjohn Company

7:45 a.m.

9:00 a.m.

9:15 a.m.

SDAY, JANU

Continental Breakfast & Registration

OPENING REMARKS BY CONFERENCE

CHAIRMEN

Kathryn J. Mcintyre
Publisher/Editorial Director

Business Insurance

James M. Burcke

Editor
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LATEST DEVELOPMENTS IN HEALTH

MAINTENANCE AND PREFERRED

PROVIDER ORGANIZATIONS

This panel discussion, moderated by James
Burcke ofBusiness Insurance, wittfocus
primarily on the impact managed care has
had on the delivery andjinancing of health
care and on the range Of options now
available to employers. The panel wilt
analyze thefollowing models in terina of
their ability to deliver a#ordable quality
care:

I Exclusive Provider Organizations
i Point-of-service plans
I Managedfee-for-service

• Utilization review

I Specialty networks

Moderator:

James M. Burcke

Editor

Business Insurance

Larry Goelman
President & Chief Executive Officer

Cost Care, Inc.

Chip Sharkey
Senior Vice President,

National Marketing
Cigna Corporation

Ed Zalta

Chairman of the Board

& Chief Executive Officer

CAPP CARE, INC.

10:30 a.m. Mid-morning Refreshments &
Table-Top Exhibits

11:00 a.m. SPECIAL PRESENTATIONS ON THE NEXT

GENERATION OF MANAGED CARE

New models are in the making as managed
care continues to evolve and establish itself
as the preferred approach in delivering
quality care at an a#ordable cost. Two
distinguished experts in the health care
jield will share their perspectives and
insights on thefuture direction ofmanaged
care and what the implications arefor
purchasers in the health care marketplace.

Joseph W. Duva
Partner

Ernst & Young

Jacque J. Sokolov, M.D.
President

Sokolov Strategic Alliance

12:15 p.m. Luncheonfor Speakers and Attendees
Hosted by John Hancock
Financial Services

1:00 p.m. KEYNOTE LUNCHEON SPEAKER

Stephen M. Wilder
Assistant Treasurer, Risk Management
Walt Disney Company

1:45 p.m. Break

2:00 p.m. Concurrent Session,4:
DIRECT CONTRACTING: SELECTING AND

STRIKING A DEALWITH A HOSPITAL

I Selection criteria

INegotiating and cutting the deat
 Case Studies: State of Utah and

Safeway, Inc.

Linn J. Baker

Director - Public Employees
Health Program
State of Utah

Nancy Hughes
Group Insurance Manager
Safeway, Inc.

Dr. Arnold S. Milstein

Managing Director
William M. Mercer, Inc.

2:00 p.m. Concurrent Session B:
WORKERS COMPENSATION WORKSHOP:

APPLYING MANAGED CARE

TECHNIQUES TO CONTAIN WORKERS

COMPENSATION COSTS

 The range of services required
•Specialized networks
• Case management

• Practice guidelines



Charles Jacobs
President

InterQual, Inc.
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h Fraudulent claims: Who is the culprit?
• Closing the loopholes
• Implementing aprevention program

 The working model

Jerry A. Miccolis
Vice President & Workers Compensation
Practice Leader

Towers Perrin

Ed Zutler

President

FHP Insurance Group

3:3Op.m. Mid-afternoon Refreshments &
Table-Top Exhibits

4:00 p.m. HEALTH CARE COALITION UPDATE

As organizations committed to purchasing

quality health carefor their members and

as lobbyists for health care reform,

coatitions have spearheaded research
projects that have been at thejorefront in
exploring creative solutions to the health
care crisis. Ms. Hubers of The Alliance wilt

discuss how employers can purchase health

care based on value. Ms. Powers of the Bay

Area Business Group on Health will outline

current projects, with special emphasis on

the coalition's preventive care initiatives.

Debra Hubers

Director of Marketing
The Alliance

Patricia E. Powers

Executive Director

Bay Area Business Group on Health

5:00 p.m. COCKTAIL RECEPTION

FR

7:45 a.m. Continental Breakfast & Table-Top
Exhibits

9:00 a.m. REMARKS FROM THE CHAIR

9:15 a.m. THE AIDS/HIV CRISIS: ONE EMPLOYER'S

RESPONSE

With no cure in sight, AIDS has challenged
employers to respond to a worldwide

10:00 a.m.

epidemic that is aBcting aU aspects of

corporate life and the bottom line. Digital
Equipment Corporation has established and

implemented a coordinated, integrated
strategy on behalf ofall employees and
theirfamities. Worldwide in scope, Digital's

HIVIAIDS program encompasses education
and outreach that has increased

productivity, maintained excellent employee
relations and contained health care costs.

Paul A. Ross, Ed.D.

Corporate Manager,
HIV/AIDS Programs
Digital Equipment Corporation

Mid-morning Refreshments &
Table-Top Exhibits

10:30 a.m. PREVENTIVE CARE: INTEGRATING

PREVENTIVE CARE INTO BENEFIT

PROGRAMS

I Financial incentives to promote healthy
behavior

I The ingredients of a successful wettness
program

h E#ective employee communication

Michael Fox

Managing Consultant
A. Foster Higgins & Co.

Lynn Gilfillan
Community Wellness Development
Coordinator

Coors Brewing Company

Allen Iampaglia
Risk Manager
City of Glendale, Arizona

11:30 a.m. Concurrent Session A:

NEW DIRECTIONS IN FLEXIBLE BENEFITS

i New ways to manage flexible benefits
administration

Flexible benejitsfor retirees

Larry Atkins

Manager, HR Systems
Barnett Banks, Inc.

Sally Gottlieb
Manager of Benefits Administration
Apple Computer, Inc.

I,HOW TO REGISTER: Register for The Business Insurance Winter Health Care
Management & Cost Containment Conference in one of three easy ways:

1. Telephone IBF Conferences at (516) 229-2375, or

2. Fax your registration to us at (516) 229-2386, or

3. Mail your completed registration form (or a photocopy) to:
IBF Conferences/International Business Forum

50 Charles Lindbergh Blvd., Suite 400
Uniondale, NY 11553-3619

I FEE: Your registration fee includes lunches, refreshments, receptions, and the
conference workbook. The registration fee is $795. You may send a checkfor your
registration fee, or we will invoice you. Please make checks payable to "IBF Conferences"
and print the name(s) of attendee(s) on the face of the check.

 GROUP DISCOUNT: A group discount of $100 per person off the registration fee is
available for 3 or more registrants from the same company.

) DATES: January 13-15, 1993

) VENUE: Hotel del Coronado

1500 Orange Avenue
San Diego, CA 92118
(619) 522-8000

h CANCELLATIONS received in writing by IBF before December 14, 1992 will receive
a refund minus a $100 administrative charge. Thereafter, refunds are not available.
Substitutions may be made at any time by calling IBF at (516) 229-2375.

h SPECIAL RATE ON HOTEL ACCOMMODATIONS, AIR TRAVEL AND CAR RENTAL:
Please make your reservations directly with Gata Tours at 1-800-245-4282. Mention
the name of the conference to receive special reduced rates.

i EXHIBITORS/SPONSORSHIP: For information concerning table-top exhibits or
sponsorship, please call Julia Tarsi at IBF at (516) 229-2375.

11:30 a.m. Concurrent Session B:

BALANCING QUALITY AND COST IN

PRESCRIPTION DRUG BENEFIT PLAN

DESIGN

I Critiealfactors in plan design
• Quality versus cost in prescription drug

benefits
• Appropriate drug utilization review
• Patient-focusedpharmaceutical care

i Coordinating afull service pharmaceutical
benefit

i Utilizing mail-service in combination with

pharmacy networks

James Heenan

Director, Corporate Accounts Sales

The Upjohn Company

12:30 p.m. Luncheonfor Speakers and Attendees
Hosted by FHP,Inc.

1:15 p.m. KEYNOTE LUNCHEON SPEAKER

Frank MeArdle

Partner

Hewitt Associates

1:45 p.m. Break

2:00 p.m. AN IN-DEPTH LOOK AT THE CANADIAN
HEALTH CARE DELIVERY SYSTEM

With the health care crisis continuing
unabated, the United States has looked

with increasing interest to other nations'
health care detivery systems. The Canadian
health care system has received

considerable attentionfor its ability to
deliver universal health care.

Dr. Robert M. MacMillan

Executive Director

Health Insurance Division

Ministry of Health, Ontario

2:45 p.m. DEBATE ON THE CANADIAN SYSTEM

Dr. Anthony R. Masso

Vice President, Managed Care and
Insurance Products

Health Insurance Association of America

Howard Weizmann

Vice President

Aetna Benefits Consulting Practices
Aetna Life & Casualty

3:30 p.m. END OF CONFERENCE

CONFERENCE REGISTRATION FORM

Please register the following individuals for The Business Insurance Winter
Health Care Management & Cost Containment Conference:

1. Names

2. Name:

Company:

Street:

City:

Telephone:

Title:

Title:

State: Zip:

Fax:

E] Payment enclosed in the amount of $795 per attendee

Please make checks payable to IBF Conferences and print name(s)
ofattendee(s) on theface of the check.

E] Please invoice me.

Send registration form (or a photocopy) and payment to:

IBF Conferences/International Business Forum

50 Charles Lindbergh Blvd., Suite 400
Uniondale, NY 11553-3619

Telephone: (516) 229-2375
Fax: (516) 229-2386
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London market
Continued from page 1
sion of Willis Faber & Dumas

Ltd.

Of these, 28 were based in

Britain, 24 were in Bermuda and
266 were in the United States, he
said at a recent Insurance Insti-

tute of London seminar.

Although it is not clear how
much capacity has been with-
drawn from insurance and rein-

surance markets as a result of

these closures, a recent report
estimates there is now a whop-
ping $18 billion to $20 billion in
outstanding claims and reserves
for reinsurance companies that
have shut down and are in run-

off.

"These estimates, based on

claims and claims reserves (of
companies in runoff), underline
the growing concern of the insur-
ance industry that there could be

f
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a domino effect resulting from
insurance failures," said Market
Run-Off Services P.L.C. of Great

Hampden, England, in a recent
report.

London brokers are turning to
international reinsurers to pro-
vide capacity for North Ameri-
can risks, said Keith Sheridan,

managing director of the North
American division of Bain Clark-

son Ltd.

"And we are not just doing it
by fax and telephone, we are get-
ting on planes with slips and
going there in person," added
Mr. Sheridan.

In recent years, European rein-
surers tended to back away from
North American business be-

cause of prevailing low rates.
Now, however, the rates are high
enough to start attracting them
back on to the slips, according to
Mr. Sheridan.

The principal reinsurance

markets now being used for
North American risks outside of

London are Australia, France
and Scandinavia, he said.

London underwriters are alsc

losing some business to conti-
nental European insurers be-
cause of the high price of catas-
trophe reinsurance, said a
London company underwriter.

"The price rises in London now
are exaggerated," contends Mr.
Sheridan.

Catastrophe rate increases
vary widely but are sharp for
most accounts, underwriters say.

"Anything with a catastrophe
element in it is going through the
roof," said George Lloyd-Ro-
berts, chairman of Lloyd's Un-
derwriters Non-Marine Assn.

The increases can be as much

as 300% for accounts that have

suffered large losses from Hurri-
canes Andrew and Iniki or have a

high exposure to California

earthquake risks, he said.
Average rate increases for ca-

tastrophe business are about
40%, said Philip Marcell, chair-
man and chief executive officer

of Unionamerica Insurance Co.

Ltd.

"Reinsurers have suffered a lot

of catastrophes this year and it's
not only the big ones like An-
drew and Iniki. There have also

been quite a few medium-sized
catastrophes, like the Chicago
flood and the L.A. riots that have

got into the catastrophe layers,"
he said.

These losses are not only driv-
ing rates higher; they are driving
retentions up, too.

It is estimated that U.S. insur-

ance companies in 1992 bought a
total of $8 billion in catastrophe
reinsurance excess of about $2
billion in retentions, said Mr.
Myers of Willis Faber & Dumas.
For 1993, it is likely that they

will buy the same amount of cov-
erage but the overall retentions
will rise to $4 billion, said Mr.
Myers.

"Retentions are going up by
between 40% and 50% for catas-

trophe reinsurance," said Mr.
Marcell.

Catastrophe retentions are in-
creasing the most for windstorm
and earthquake risks, said Mi-
chael Barnfield, managing direc-
tor of the North American non-

marine division of broker

Lowndes Lambert Group Hold-
ings Ltd.

Catastrophe reinsurance un-
derwriters are firmly demanding
a retention equal to 5% of place-
ment value for California earth-

quake risks, he said. Previously,
brokers were sometimes able to

place earthquake risks with re-
tentions of around 2.5% of the

placement value.
Windstorm retentions are also

increasing, he said.
"It's not a general market

trend yet, but some underwriters
are saying that they want a 2%
deductible for windstorm risks.

Before it would have been a

smaller dollar amount," Mr.
Barnfield said.

One U.S. insurer seeking cat
cover in the London market tre-

bled its property catastrophe re-
tention to $450 million from $150
million, sources say.

Continued on page 16

Deep troubles quiet
the usually bustling
Lloyd's of London

LONDON-Shrinking capacity
and consolidation among un-
derwriters is taking its toll at
Lloyd's of London.

It is apparent walking around
the Lloyd's building that there
are fewer underwriters operating
in the market. At least half of the

third floor, which was once filled
with underwriters, is now empty.

Lloyd's executives have said
they expect capacity to dip in
1993 to between 8 billion pounds
and 8.5 billion pounds ($12.26
billion and $13.03 billion at cur-
rent exchange rates) from 10.2
billion pounds this year ($19.07
billion at appropriate exchange
rate) (BI, Aug. 31, 1992).

Syndicates merged or shut
down throughout 1992. This con-
solidation has left fewer syndi-
cates controlling a larger pro-
portion of capacity at Lloyd's,
said Keith Sheridan, managing
director of the North American

division of Bain Clarkson Ltd.

"The larger syndicates have
absorbed a lot of capacity from
the smaller syndicates and they
will have a lot of power next
year," he said.

The concentration of capacity
may lead to additional large in-
creases in reinsurance rates later

this year because competitive
pressure to hold down rates will
be reduced, Mr. Sheridan said.

Part of the vacant space at
Lloyd's has been leased to insur-
ance companies that have set up
their own underwriting boxes in

a specially designated area. They
include: American International

Group Inc., Liberty Mutual In-
surance Co. and Reliance Na-

tional Insurance Co. (U.K.) Ltd.
Reliance National has two

people writing non-U.S. third
party liability and financial-re-
lated coverages at its Lloyd's
box, said Carl Bach, managing
director. The box opened two
weeks before Christmas to take

advantage of the increased bro-
ker traffic at year-end renewals,
he said. iii



Shouldn't all your energy-related property insurance
also come from a single source?

Introdudng the AIG Energy Coundl.
Now it's possible for one organization to handle

all your energy-related property insurance risks,
both foreign and domestic, on- and off-shore. While
providing one of the largest capacities available
for the energy industry, from producing wells to
petrochemical plants. The AIG Energy Council coor-
dinates the capabilities of American Home, AIU, the
Oil Rig Division and Starr Tech and gives enhanced

access to their claims handling and in-house loss
control engineering services as well.

So when you consider our financial strength
coupled with our international presence, the AIG
Energy Council is a bright spot in the insurance
industry today. Call your broker for more informa-
tion or contact Pete Haller at 212-770-5203. It

certainly won't be a waste of energy.

AI G World leaders in insumnce and financial servkes.
Amencan Home Assurance Company. American International Underwriters (AIU). the Oil Rig Division, Starr Technical Risks Agency, Inc. Member companies and affiliates of American International Group. inc.
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London market

Continued from page 14
Catastrophe underwriters are

not just hiking rates and reten-
tions; many are also seeking to an-
alyze their exposures more
thoroughly, sources say.

London underwriters have

carved the world into catastrophe
zones; once they have written their
aggregate limit in that zone they
will not write anymore coverage in
the area.

Reinsurers are also now charg-
ing as much premium for the first
reinstatement as for the original
limit on a catastrophe program.

Each catastrophe reinsurance
policy typically has a limit for one
catastrophe plus one reinstate-
ment. But, if one catastrophe ex-
hausts the coverage, the ceding
company will have to pay 100% of
the original premium for the rein-
statement.

Many reinsurers are also trying
to restrict coverage by not allow-
ing reinstatements to be triggered
during any one event, even if it
lasts longer than 72 hours, accord-
ing to Mr. Barrett of Merrett Un-

derwriting.
For example, if a hurricane hit

the Caribbean and it then hit the

United States more than 72 hours

later, a ceding company would
only be covered once for the policy
limit.

Brokers, though, are trying to
resist this change.

The energy market in London
is also enduring a stormy renewal
season.

Property rates for energy risks
are seeing double-digit increases,
said John Turner, chief operating
officer of the non-marine group of
Alexander Howden Ltd.

"Throughout the world on the
property side we are seeing prop-
erty insurance rate increases in the
oil and gas industry," Mr. Turner
said.

Prices have returned to the levels

of 1986 for onshore non-marine oil

and gas risks, like refineries, said
another broker.

"Lloyd's is writing business
again at huge rate rises, but it's
not more than the levels of 1986,"
he said.

With the demise of most major
energy line slips, there is only
about $200 million of property
coverage available in the open
market for a combined offshore/

onshore property damage and
business interruption program and
$100 million for liability coverage,
the broker said.

Marine insurance rates are also

increasing.
"We are seeing general rises on

the marine hull account of between

20% and 40% and in some cases,
depending on the loss record, they
can go up by 100%," said Ian
Agnew, underwriter for syndicate
406, managed by Wellington Un-
derwriting Agencies Ltd.

The marine price increases in
London are going through despite
increased competition from marine
underwriters in the United States,
he said.

And London is managing to re-
tain most of its business.

"Some fleets are leaving London
but others are returning, so on bal-
ance London probably hasn't lost
any of its market share," Mr.
Agnew said.

Although U.S. underwriters are
undercutting marine rates in Lon-
don, it is seldom by more than 15%,
said Richard Hilliard, managing
director of Leslie & Godwin Ma-

rine Ltd.

In addition, the increase in com-

petitiveness by U.S. underwriters
is being balanced by a reduction in
capacity in other markets around
the world, he said.

"French and Scandinavian ca-

pacity is down by about a
third. .a lot of people are with-
drawing from the marine markets
there because they still can't make
a profit," Mr. Hilliard said.

Marine cargo rates are still soft,
though, with only nominal in-
creases of 10% or less being im-
posed on most accounts, said Mr.
Agnew.

The low cargo rates stem in part
from a misunderstanding of cargo
exposures, he said.

"Some people seem to think that
it does not produce much of a ca-
tastrophe risk, but that is wrong.
The cargo account can produce
very large claims; we just have not
had many cargo catastrophes for
some time," Mr. Agnew said.

Direct North American property

and casualty rates are also seeing
few increases in London.

The property programs we have
put through so far have had few

A 0

changes," said Alan Lee, un-
derwriter for syndicate 210, man-
aged by Sturge Non-Marine Syn-
dicate Management Ltd.

However, 1993 may witness
changes in the direct market for
North American risks because of

the lack of catastrophe reinsurance
capacity, he said.

"The market began to look at
business for 1993, but that now

seems to have ground to a halt
because there appears to be a se-
rious lack of reinsurance capac-
ity," Mr. Lee said.

Renewals for some major pro-
grams have been delayed as un-
derwriters are unsure about their

own catastrophe reinsurance pro-
tection, agreed Mr. Barnfield of
Lowndes Lambert.

"The market is sensing that the
North American domestic market

has got to turn and that is begin-
ning to impact on it," he said.

Underwriters are examining

risks in North America more

closely, especially high-risk direct
programs like underground min-
ing, Mr. Barnfield said.

Direct property rates are stabi-
lizing, said Mr. Sheridan of Bain
Clarkson. "Gone are the days when
you can ask for rate reductions.
People are realizing that there is a
change in the market coming," he
said.

General liability rates are still
flat and there is little likelihood

of any sharp rises in the near fu-
ture, underwriters and brokers

agree.
"Everybody is looking for a har-

dening market but it is not hap-
pening," according to John Hol-
ford, deputy chairman of Sedgwick
Non-Marine Insurance Ltd.

Underwriters are imposing lia-

bility price increases on some ac-
counts, but to a similar degree they
are quoting rate decreases on other
accounts, he said.

.

Certain areas of liability busi-
ness are seeing more sustained in-
creases, said Marcus Brown, un-

derwriting director at
Anglo-American Underwriting
Management Ltd.

"We are quoting 20% increases
on directors and officers liability
business and we are losing very
little of it. We are renewing most
of what we see," he said.

Underwriters in London are also

trying to increase hospital liability
rates, but so far have been unsuc-

cessful, said Mr. Holford.

"Some underwriters are trying
to dig their heels in and toughen
things up, but the result is that
they lose the business," he contin-
ued.

"We have not tried to put up
our HPL rates because we would

lose business," said Keith Peacock,

general manager of Lexington In-
surance Co., a unit of American In-

ternational Group Inc. Eli

kt
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Mcintyre, senior vp of Allendale
Mutual Insurance Co. in John-

ston, R.I., another property spe-
cialist. "We just consider our-
selves to be at the bottom this

year."
While the liability insurance

market remains softer than the

property market, some liability
rates also are hardening.

"I would surmise, given the
nature of recent property catas-
trophes, that rates have to come
up to fund some of those catas-
trophes," said Robert Cooney,
senior vp of excess and general
liability for X.L. Insurance Co.
Ltd. in Hamilton, Bermuda. And,
"If you are a multiline insurer,
you may be looking to shore up
on your casualty lines" to make
up for property insurance losses.

Still, business is renewing

pretty much as usual at X.L. "We
are not planning any across the
board rate increases or de-

creases. Accounts will renew as

is unless the exposure has
changed," Mr. Cooney said.

"We, like everyone else, would
very much like to see a market
turn. We see preliminary indica-
tions from the reinsurance mar-

ket that would suggest that be-
cause of the property
catastrophes, reinsurers are
moving to increase rates and di-
minish capacity," observed
Bradford Rich, executive vp and
general counsel for ACE Ltd. in
Bermuda. "We hope that will
spill over into the casualty busi-
ness, but to date we haven't seen
much of it."

ACE is reporting rate increases
for some high-risk casualty lines.
"We announced to brokers that

we will be increasing rates for
certain highest-risk categories-

like pharmaceuticals, chemical
and energy risks," he said.

In short, "We are beginning to
see the last phase of the soft
market," said Charles Clark,
president of the commercial lines
division of Travelers Corp. in
Hartford, Conn. But, he noted,
only the property insurance mar-
ket thus far is showing real signs
of hardening.

While it is difficult to predict
how wrenching the market turn
will be, the battered property
market will likely be the cause,
Mr. Clark said. "Product liability
(shortages) caused the turn last
time. It could be property cover-
age this time."

Mr. Clark said the "feeding
frenzy" of six months to a year
ago has ended. "I don't think
anyone believes they can make
money on new business now."

But not all insurance company
executives agreed that the mar-
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ket turn has indeed begun.
"We do see somewhat of a

change in the marketplace-it's
getting more competitive," said
Joseph Basta, president of
Zurich-American Commercial

Insurance in Schaumburg, Ill.

"The pricing really has de-
teriorated," he said. Under-

writing standards have been
lowered and agents are com-
plaining if insurers ask for more
underwriting information than
the agents deem justified, he
said.

Mr. Basta said that competi-
tion is hottest in recession-ra-

vaged New England and in the
Southeast, for reasons he
couldn't identify.

He said that the catastrophes
haven't had any impact on the
commercial insurance market

yet. Personal lines insurers were
hit much harder than commer-

cial underwriters.

. I .
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Since Zurich-American

doesn't renew its reinsurance

treaties until July, he cannot yet
gauge the impact on the insurer
of Hurricanes Andrew and Iniki

and the rest of the catastrophes
that made 1992 a record year for
insured property damage.

While Mr. Basta sees undimin-

ished competition, many re-
ported at year end that the prop-
erty insurance market was
beginning to turn as they spoke.

"We're finally starting to see
some signs of moving up," said
Thomas Kelsey, executive vp for
Chubb & Son Inc. in Warren,

N.J. He added, however, that

rates for small property risks re-
main flat.

George Ramsdell, senior vp
and chief underwriting officer
for the agency group of Conti-
nental Corp. in Cranbury, N.J.,
said that property rates for
petrochemical clients had risen,
with some tightening of capac-
ity.

Rates for both large and small
property risks remain "some-
what competitive," said Richard
W. Wratten, president of Transa-
merica Insurance Co.'s commer-

cial insurance division in Wood-

land Hills, Calif. Insurers will
probably seek double-digit in-
creases next year to cover their
own escalating catastrophe rein-
surance costs, he said.

Rates for both large and small
property risks are beginning to
tighten, with underwriters ob-
taining increases of 10% or more,
observed Bruce Smith, senior vp
of Employers Insurance of Wau-
sau, a Nationwide Mutual Insur-
ance Co. unit in Wausau, Wis.

Travelers wants to increase

rates for property risks by at
least 10% and maybe as high as
20% on the East and West Coasts,
said Mr. Clark. In addition, Tra-
velers will increase rates for

multiperil risks by about 7% in
1993.

"We are willing to lose busi-
ness if we don't get the in-
creases," said Mr. Clark.

Rates for large property risks
renewing in February will in-
crease about 5% to 10%, with
some increases reaching 25%, de-
pending on the risk, said Robert
W. Trainer, senior vp of under-
writing for Hartford Steam
Boiler & Inspection Co. in Hart-
ford, Conn. "Last year pricing
was flat," he said.

Smaller property risks will
probably renew as is, with ad-
justments for inflation, Mr.
Trainer said.

Rates for highly protected
property risks also are on the up-
swing, but not significantly, said
Chubb's Mr. Kelsey.

Rates are "up a little bit"-
maybe 5%-but heavily depen-
dent on individual experience,
said Continental's Mr. Ramsdell.

Mr. Smith said that HPR rate

increases of between 10% and

15% are not unheard of, even
though the tightening has just
started.

HPR rates may increase by 5%
to 15%, Mr. Trainer said. Mr.
Kelsey also noted a light uptick
in boiler and machinery rates.

Meanwhile, insurers say the
casualty market remains soft.

"Casualty in general continues
to be a very soft market. Compe-
tition is extremely keen," Mr.
Smith said.

Primary liability rates are flat,
said Chubb's Mr. Kelsey.

Mr. Ramsdell used the same

word to characterize the primary
liability market.

However, Travelers wants to

increase general liability rates by
about 9% and so far appears to

Continued on nezt page



18 / Business Insurance, January 4, 1993

Insurers
Continued from previous page
be successful, said Mr. Clark.
"We've been asking for these in-
creases for about two months,
and so far our retention rates

look like they are holding."
Transamerica's Mr. Wratten

said rates for primary liability
coverage have risen between 10%
and 15% during the past year.

The low-layer excess liability
market is "competitive," said
Mr. Ramsdell. ''We've been

pushing our prices up, but our
prices may have been low," he
said, explaining that Continental
has obtained rate increases of

about 10%.

The low-layer excess liability
market is "pretty competitive,"
because "the bottom line is more

capacity chasing a smaller book
of business," said Ken Goldstein,
executive vp with The St. Paul
Cos. Inc. in St. Paul, Minn.

Both Chubb's Mr. Kelsey and
Transamerica's Mr. Wratten de-

scribed rates for low-layer ex-
cess liability coverage as flat.

Mr. Kelsey said that rates for
high-layer or catastrophe excess
liability insurance are up a per-
centage point or two, while Mr.
Ramsdell called the market for

the coverage competitive. How-
ever, he said that there had been
some double-digit increases in
high-hazard liability rates.

"There's been a slide for the

past nine months but now it's hit
rock bottom," said Mr. Wratten.

St. Paul has been able to ob-
tain small rate increases for

medical malpractice liability
coverage in 1992 and expects the
market to be stable throughout
1993, Mr. Goldstein said.

The directors and officers lia-

bility insurance market has been
hardening all year (BI, Nov. 30,
1992). Late last year, William
Smith, president of National
Union Fire Insurance Co. of

Pittsburgh, Pa., reported that the
American International Group
Inc. unit was getting rate in-
creases of 12% to 15% on renew-

als for publicly held companies
in general. For high-tech com-
panies and others prone to share-
holder suits, rates were going up
by 60% to 100%, he said.

Continental's Mr. Ramsdell

said municipal liability insur-
ance rates have gone up slightly,
"depending on what you're writ-
ing."

Wausau's Mr. Smith, however,
described the municipal liability
market as "extremely competi-
tive" because losses have been

decreasing.

Insurers generally agreed that
capacity for most lines of com-
mercial insurance remains plen-
tiful, although some senior exec-
utives questioned just how
reliable that capacity is.

"It really looks like capacity is
increasing," said Zurich Ameri-
can's Mr. Basta.

Continental's Mr. Ramsdell

said that while there may be
some tightening of capacity for
property coverage in catastro-
phe-exposed areas, "it's still
pretty early" to posit a capacity
crunch.

"Capacity is illusionary in my
opinion," said Wausau's Mr.
Smith. He said that some insur-

ers are not paying enough atten-
tion to adequate reserves, which
means that they're going to have
to take money out of surplus to
build up their reserves.

But there are rumors that some

reinsurers will begin shifting ca-
pacity from property to casualty
lines, said Mr. Smith. If this hap-
pens, it will add to the capacity
glut, he said.

"Capacity dedicated to prop-
erty may slide over into ca-
sualty," agreed Mr. Clark,
though he said Travelers does
not plan to follow that strategy.

Capacity still is a bit of a
problem for hydrocarbon, chemi-
cal and oil and gas property
risks, Hartford Steam Boiler's
Mr. Trainer said. "That market

has been hardening for a while
and is continuing to harden,"
primarily because of problems in
the treaty reinsurance market.

"Treaty renewals are the worst
in 20 years," Mr. Trainer said.

"Capacity is shrinking, rates
are rising-the question is when
and what do the primary insur-
ers do with their customers as a

result," he said.

"We are seeing a constriction
in coverage or capacity and rate
increases in the general liability
market, particularly for business
that has been placed in the Lon-

don marine market or business

that is reinsurance-supported,"
said X.L.'s Mr. Cooney. And, he
said, the hardening in the oil and
gas market is continuing.

While insurers are hoping the
year of record catastrophes and
the resulting hardening in the re-
insurance market will cause a

general market turn, some still
question when and how it will
happen.

"I don't think the property
market is big enough to with-
stand" the unprecedented catas-
trophe losses of 1992, said Wau-
sau's Mr. Smith. He added,

however, that it is too early to
compare this infant market turn
with what happened eight years
ago.

Others are more confident.

"It's going to turn the property
market for sure," said Transa-

merica's Mr. Wratten. He added,

though, that insurance regula-

Acts of nature, unforeseen losses or just bad

planning may have left some companies a little short.

Unfortunately, your security could be someone elses
cash flow

As the market hardens, it's more important than
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investments, strong capacity and sound underwriting.
Since 1917, American Re has been known as a

tors are highly unlikely to allow
insurers to impose massive price
increases all at once, or aimed at

one particular region. "We're
going to have to spread these
cats around the country," he
said.

The eatastrophes are "turning
the property market right now,"
said Chubb's Mr. Kelsey. But he
said that "the jury's still out" on
the casualty market. Low inter-
est rates will have a greater im-
pact on liability insurance than
the catastrophes will, he said.
"You can't smother as much un-

derwriting loss" when interest
rates are low, he said.

Any market turn is unlikely to
be as sharp as that of 1985-86,
said Arkwright's Mr. Moriarty.

"I think the awareness of the

catastrophe exposures and the
reinsurance shortfalls'' will
make insurers take a hard look

at their exposures, said Mr.

Ramsdell. He noted that insurers

must also contend with greatly
reduced investment income and

deteriorating combined ratios.
Combined ratios worsened to

112.3% in 1992 compared with
108.9% in 1991, estimates the In-
surance Information Institute

(BI, Dec. 21, 1992).

"You can't make any money on
cash-flow underwriting with in-
vestment income heading south,"
he said.

Insurer executives who think a

turn is under way foresee it ex-
tending throughout the year.

Mr. Ramsdell said that insur-

ers will feel pressure to increase
rates during the second half of
this year, but the impact will be
uneven, not hitting all lines or
regions. "I don't think we'll see

anything like we did last time."
Instead, as underwriters really

feel the pinch, rates will begin
Continued on next page
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moving up, probably by 10% to
15%, Mr. Ramsdell said. As the

reaction spreads, there could be
a one-time round of 25% or even

greater rate increases before lev-
eling off, he said.

"I don't think this industry can
continue to support what's been
happening out there," said Wau-
sau's Mr. Smith. He predicted
that within six to nine months,

both the property and casualty
markets will begin to change
"rather dramatically."

Recession is one factor that has

delayed a market turn.
"It has essentially lowered the

premium base" as businesses buy
less coverage, said Mr. Kelsey.
"We're seeing premium audits
where we're giving premium
back."

The recession has caused con-

struction to drop off, cutting into
the demand for surety bonds,

.

said St. Paul's Mr. Goldstein.

Transamerica's Mr. Wratten

said that the recession has re-

sulted in fewer premium dollars
to cover increased loss fre-

quency. For example, workers
comp claims are increasing even
though payrolls are down, he
said. And suspicious fires are be-
coming more and more common
as owners attempt to cash in on
unproductive property, he said.

And, the recession has pushed
buyers to look for "the best ser-
vice at the lowest price," said
Mr. Smith.

The prolonged soft market has
led some senior insurer execu-

tives to speculate that the insur-
ance cycle has fundamentally
changed, with the soft markets of
the future likely to last much
longer than those of 20 or more
years ago.

For example, Chubb's Mr. Kel-
sey, who has 38 years' experience

as an underwriter, predicted that
the normal cycle now will consist
of a long soft market broken by
short periods of hardening. For
the foreseeable future, the mar-

ket will be driven by competi-
tion, he said.

"The last (market cycle) was so
long, it was out of synch. This
one is even longer," said Zurich-
American's Mr. Basta.

"We might be like the airline
industry," he noted. Low rates
could continue until only a
handful of underwriters remain.

Mr. Basta stressed that Zurich

is "not driving the market. We're
grudgingly giving ground."

"I think the traditional cycle is
one or li/2 years and five or six
down," said Allendale's Mr.
Mcintyre.

Continental's Mr. Ramsdell

said he isn't certain that the in-

surance industry is truly over-
capitalized. He believes some in-
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surers have under-reserved and

others have not determined their

true catastrophe exposures.
Given the changes in the mar-

ketplace, insurers are increas-
ingly willing to draw the line and
refuse business on which they see
no chance of profit. "We are los-
ing accounts occasionally be-
cause we can't get the price we
need," said Mr. Kelsey.

"We've had the walkaway phi-
losophy and that's going to con-
tinue," said Mr. Wratten.

"We're not going to go down
any farther. We've got to get a
return equal to the risk," said
Mr. Mcintyre.

Nevertheless, buyers are now
shopping around, said several in-
surers.

Mr. Kelsey said buyers are
shopping the market if they can't
get lower rates. "We taught peo-
ple how to shop in the last hard
market," he said. Ell

1AMERICANRE-INSURANCE COMPANY

555 College Road East, Princeton, NJ 08543-5241, (609) 243-4200

Atlanta, Bermuda, Bogota. Boston, Brussels, Cairo, Chicago, Columbus, Dallas, Hartford, Kansas City,
London, Los Angeles, Melbourne, Mexico City, Minneapolis, Montreal, New York, Philadelphia, San Francisco, Santiago, Singapore, Sydney, Tokyo, Toronto

Brokers
Continued from page 1
newaccount.

Brokers report little movement
in rates for specialty liability
lines, noting that these coverages
-with the exception of directors
and officers liability coverage

and professional liability for
lawyers and accountants-have
stabilized over the past several
years.

And, except in Texas where
system reforms have made
progress, brokers say workers
compensation continues to be a
sticking point as fewer and fewer
insurers are writing the coverage
voluntarily, and more businesses
are exploring self-insurance op-
tions.

Brokers agree that the over-
whelming majority of activity in
the January 1993 renewal is cen-
tered around rate increases on

property accounts generating at
least $200,000 in annual pre-
mium. Rate hikes of 10% to 30%

are common for this type of busi-
ness, regardless of where the
property is located, according to
brokers.

And, in regions susceptible to
catastrophic losses-the Florida
and Northeast coastlines, por-
tions of the Midwest, California
and Hawaii-insurers are impos-

ing rate increases in excess of
50%.

Brokers, however, say that the
hardening of the property mar-
ket should not be taken as a sign
that the entire market is turning.
Competition remains keen for
small property-driven accounts
and most casualty-based busi-
ness, they insist.

"There's plenty of capacity out
there with the exception of large
property schedules," and the
Florida market is very difficult,
said J. Patrick Gallagher, presi-
dent and chief operating officer
of Arthur J. Gallagher & Co. in
Itasca, Ill. Otherwise there's still
too much capacity to support
widespread rate increases, he
added.

"The commercial lines busi-

ness is probably more frag-
mented now than in recent

years," said Andrew Marks,
president of MLW Services Inc.
in New York.

Competition is "as intense as
ever for smaller, general busi-
ness. We can still knock 5% to

10% off these rates," he said.
"But large property is definitely
hardening Anything with a
storm, flood or quake exposure is
up 15% to 25%, with that rate in-
crease going straight through to
the reinsurers."

Bruce Guthart, executive vp
with Kaye Insurance Associates
L.P. in New York, also attested
to property rate increases.
"Large property risks with pre-
miums of over $250,000 are in for
double-digit rate hikes. In catas-
trophe-prone areas, it's a mini-
mum 1 5% increase."

But it's not just rate increases
that buyers are facing, he added.
"Coverage is being restructured
to include windstorm deduct-

ibles of 2% to 5% of insured

value. The underwriters don't

think it's much, but on a $100
million shopping mall it's pretty
significant," said Mr. Guthart.

Mike Sikora, vp and manager
of the property and marine divi-
sion of Johnson & Higgins in
Chicago, has also witnessed in-
surers trying to cut their poten-
tial for losses by other means
than simply pumping up premi-
ums.

"We're seeing higher deduct-
ibles and more stringent applica-

Continued on nert page
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tions of" percentage of value de-
ductibles for catastrophic perils, he
said.

"The throw-ins that were free are

now being charged for or are not
being offered," echoed Charles
Ruoff, senior vp with Sedgwick
James Inc. of New York, a division
of Sedgwick Group P.L.C. "And, I
think we'll be seeing more of this as
the year progresses."

"Large property risks will see 10%
to 30% rate increases" and should

expect gaps in coverage, restricted
terms and less favorable conditions,
said Richard M. Miller, chief execu-
tive officer with Willis Corroon

Group P.L.C. in Nashville, Tenn.
"Cat cover costs have increased

100% to 500%, and while cat covers
do not make up the bulk of treaty
costs, the problem is that the cover-
age just isn't there," he said.

Regions of the country undergoing
the most noticeable change in terms
of property rates and capacity are
Florida and California, according to
several brokers.

"Property in Florida has changed
dramatically since Hurricane An-

drew. We can't find the capacity we
had last year so the layers we had in
place are unraveling. Reinsurance
has become so expensive for the
carriers that we can barely afford
what they're charging for excess
coverage," said Nelson Green, a vp
with Poe & Associates in Tampa,
Fla.

As an example of what's hap-
pening in the Florida property mar-
ket, Mr. Green explained that prop-
erty coverage in excess of $50
million is now costing $2,500 to
$5,000 per $1 million in limits, up
from about $700 to $1,000 per $1
million in limits in 1992.

"We write a lot of coastal risks

in South Florida, and for wind-
prone buildings--especially the ones
of higher value-there's a scarcity of
capacity," said Kenneth Held, presi-
dent of Joseph Held Co. Inc. in New
York)

Several areas in the Western

United States also are feeling the
property market harden.

For example, the Hawaiian prop-
erty market is going through much
of the same constriction as that in

Florida due to the devastation

brought by Hurricane Iniki. And,
California earthquake capacity is

down significantly this renewal pe-
riod as underwriters look to reduce

regional exposures, said Jeffrey
McKinley, head of Jardine Insur-
ance Brokers Inc.'s West Coast oper-
ations in San Francisco.

"Property rates in Hawaii have
doubled since Iniki. One writer just
got up and left because of the expo
sure," he said, referring to the Ha-
waiian Insurance Group, which has
ceased writing business after post-
ing $300 million in storm-related
losses (BI, Dec. 7, 1992).

Meanwhile, earthquake insurance
capacity in California is down 20%,
Mr. McKinley said. "H global quake
capacity was in the high $200 mil-
lions last year, it's now in the low
$200 millions."

Larry Sorensen, senior vp with
Rollins Hudig Hall Co. in Chicago,
said insurers' problems obtaining
catastrophe reinsurance have caused
a virtual "moratorium" on new

earthquake writings.
International property insurance

programs also are harder to place.
Many buyers are "stepping back"

from global insurance programs and
"separatmg their U.S. and interna-
tional risks until they get a better
read for where the market is going,"
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said Teresa L. Pahl, senior vp-busi-
ness development for Rollins Hudig
Hall International in Chicago.

Companies with operations in five
or more countries are having an
especially difficult time obtaining
property coverages for their inter-
national risks, she said.

"We are fighting to keep rates
stable" for those risks, Ms. Pahl
said.

"Underwriters are getting a good
grasp of the data and understand
where they are making money and
where they are losing money," Ms.
Pahl said. As a result, "they are
pricing much more concisely," she
said.

"Underwriters are asking much
better questions in my view," she
added. The buyer has "to know
what their contingency plans are
and what kind of interdependency"
the international plants have with
each other.

In addition, international prop-
erty underwriters are offering
tougher terms and conditions. For
instance, "individual plant locations
are being asked to take bigger re-
tentions," Ms. Pahl said.

"Major markets are also coming
in and removing terrorist coverage

from policies" that were negotiated
during the Gulf War, she said.

"It's not that we're not getting
(the coverages); it's that we're
spending much more time negotiat-
ing," she said.

As msurers reduce capacity that
had been allocated to previously
profitable high-premium property
business, they are adding capacity
for casualty underwriting, especially
general liability coverages, accord-
ing to brokers.

"To keep market share, insurers

may be gravitating toward casualty 
where the losses won't come in until

sometime in the future," said John 
F.. 0'Sullivan, managing director ,
with Marsh & MeLennan in New

York "This could cause some addi- |
tional softening."

"There seems to be an uptick in 
casualty competition as property ca- 1
tastrophe writers move to greener
fields. General liability is as loose as 1
ever. We can still get virtually any

coverage at any price," said Sedg- i
wick James' Mr. Ruoff.

But Elliott Jones, vp-marketing
with Alexander & Alexander Inc. in

Chicago, said buyers should take
advantage of the casualty competi-

Continued on nert page

In brokers' crystal ball:
A line-by-line hardening
that lasts the whole year

Most brokers forecast that the commercial property/casualty insur-
ance market will harden on a line-by-line basis throughout 1993, with
the casualty market likely remaining soft.

Brokers say insurers cannot run the risk of alienating the buying
public by hiking rates across the board, like they did in the mid-1980s.
Brokers also contend that insurers' underwriting capacity remains too
high to justify such wholesale hikes.

Portions of the property insurance market already are turning
as a msult of unprecedented catastrophic losses in 1992. And, rates for
aviation, marine, and oil and gas coverages hardened significantly last '
year. However, most casualty lines remain soft and show signs of
staying that way until at least year end.

Therefore, what risk managers and other commercial insurance
buyers should expect is some firming this year, depending on the type
of coverage and previous loss experience.

"All indications now are for a line-by-line and
account-by-account tightening as opposed to an '
across-the-board percentage increase," said Mike Si-
kora, vp and manager of Johnson & Higgins' prop-
erty and marine unit in Chicago.

JANUARY "Property should harden by at least 10% na- |
tionwide and more in coastal areas. I hope there ,

RENEWALS isn't much more because we don't need to drive
people away. Once customers flee the traditional ]

market, they're gone forever," said Charles Ruoff, senior vp with
Sedgwick James Inc. in New York.

Richard M. Miller, chief executive officer with Willis Corroon
Group P.L.C. in Nashville, Tenn., warned against a "knee-jerk"
raising of all rates."The implementation of huge rate increases would bring insurance 
commissioners and Congress down on us like fleas on a dog. I would
much rather see gradual rate increases that make sense and the public
understands."

Jeffrey McKinley, director of Jardine Insurance Brokers Inc.'s West
Coast division in San Francisco, predicts the market will tum line-by- '
line, with rate increases of 5% to 30% for the lines that do turn. "This
should comfort the insurers. I don't think they're looking for 60% to
80% increases in most cases."

"The public simply won't tolerate 50% to 100% rate increases.
They'll say 'shove it' and go self-insured. That's what happened
in 1984 and it's happening now with workers compensation," com-
mented Nelson Green, senior vp with Poe & Associates Inc. in Tampa,
Fla.

"I can't believe that the market can continue as is with these

losses. But with the capacity that's out there, it just might," pointed
out Andrew Marks, president of MLW Services Inc. in New York.

Other brokerage executives, though, say the costly catastrophes of
1992 may cause some additional hardening in the market as the year

progresses.

"By the latter part of the year, I expect to see some real hard-
ening of the market," said Robert Hilb Sr., president of Hilb, Rogal &
Hamilton Co. in Glen Allen, Va. "Now it's mixed as to what insurers

are doing."
Casualty pricing is still holding up a turn in the overall mar-

ket, said John O'Sullivan, managing director with Marsh & McI,ennan
in New York.

"But when people realize that they're not making money on ca-
sualty, there will not be a soft landing. When this realization will
come, though, is hard to say," he noted.

-By Michael Schachner and Sara I Harty
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An E&0 catastrophe
By LAURA MAZZUCA

year of unprecedented natural disasters and

 the insurer insolvencies that followed are ex-pected to take a toll on insurance agents and
brokers in the form of increasing errors and
omissions claims.

Clients hit by catastrophes like Hurricane Iniki and the
recent East Coast storms are likely to bring E&0 suits
against agents if they believe their coverage was insuffi-
cient, observers believe.

These catastrophes have hit many insurers where they
live, resulting in insolvencies-and E&0 claims against
the agents who placed the coverage with the defunct
companies.

Producers doing business in the soft market have been
struggling with the threat of E&0 claims for the last sev-
eral years, and statistics from insurers that write agent
errors and omissions coverage show claims steadily on the
rise.

At Utica Mutual Insurance Co. the average number of
claims filed through November 1992 was 13 for every 100
policies in force. A year ago, the figure stood at less than
12 per 100, said Curt Pearsall, vp and manager of special
programs. Utica Mutual underwrites the National Assn.
of Professional Insurance Agents-endorsed E&0 insur-

ance program.

"In general, it's just the climate out there that is be-
coming more litigious," Mr. Pearsall said.

Employers Reinsurance Corp., which underwrites an
E&0 coverage program sponsored by the Independent In-
surance Agents of America, reports that there is one E&0
claim filed for every seven policies in force. While this
number has remained stable for several years, the claims
have grown larger„ said Vp Richard Fagerberg.

Over the past several years, rising failure rates for both
admitted and non-admitted companies have created
problems for insurance agents, said Mark Harty, an at-
torney specializing in E&0 coverage with Morrison, Ma-
honey & Miller in Boston.

According to Employers Re, only 1.8% of the E&0
claims connected with the IIAA program were caused by
insurer insolvency from 1984 through 1989. This figure
grew to 3.6% in 1990 through 1991.

While these numbers may appear insignificant, insol-
vency claims represent the "big-ticket" E&0 cases, with
large settlements at stake, Mr. Harty said.

Even unsuccessful lawsuits can be costly for agents.
Utica Mutual, which tracks claims whether or not it pays
out any damages, estimates that while about 70% of its
files are settled without payment, the average expense per

Storms, insolvencies
could team up

to spur more claims
against agencies

suit is $14,000 in attorneys' fees and related costs, Mr.
Pearsall said.

The impact of 1992's spate of natural disasters will add
to agents' woes with more insurer insolvencies and more
E&0 claims filed by irate policyholders, observers pre-
diet.

Overall changes in lhe insurance market have also
spurred the growth of E&0 claims, Mr. Harty said.

As agents are forced to move coverage between insurers
to find the best price in a highly competitive market, cov-
erage gaps and other problems can occur, leading to an
increase in E&Q claims, said Richard J. Kasyjanski, pres-
ident of the IIAA's member services division.

4 /

And, in a hardening market when agents tap surplus
lines insurers when coverage for their clients is expensive
or unavailable in the standard market, they are more
likely to face E&0 suits because of the lack of state
guaranty fund protection, Mr. Harty added.

Diversification can also bring about E&0 problems. As
more agencies turn to sophisticated financial products
and services to make up for low commissions in commer-
cial lines, the chance for an E&0 claim rises exponen-
tially, he added.

Underwriter statistics bear this out.

In the third quarter of 1992, "failure to obtain proper
coverage" was the most commonly cited reason for E&0
claims on Utica Mutual's combined cause code, compris-
ing 459 claims, or 43% of total E&0 claims for its PIA-
sponsored program.

Other common problems included "failure to place cov-
erage after agreeing to it," in 151 cases, or 14% of total
claims; "failure to renew or service policies," 105, or 10%
of all claims; and "failure to give proper advice," 95, or
9% of all claims.

E&0 claims are also growing more frequent in certain
product lines. Employers Re statistics show that 9.4% of
its claims from January 1990 to November 1992 arose
from accident and health coverage. That is more than
double the 4.2% figure for 1984 through 1989.

Problems involving health insurance claims could be
attributable to the fact that the health insurance market

is so unstable, Mr. Pearsall of Utica Mutual said.
Workers compensation is perceived as a major head-

ache for agents.
Because the standard market is so unwilling to under-

write it, agents must frequently place coverage with self-
insured compensation pools, which are not covered by
state guaranty funds, Mr. Pearsall said.

However, both Utica Mutual and Employers Re show
that workers comp E&0 claims comprise only a small
portion of the total claims pie. The number of comp
claims at Utica Mutual increased by only one case from
1991 to 1992 to 86 cases, or 8% of all claims filed.

And Employers Re reported that only 7.7% of its total
claims for 1990 through 1991 were for workers comp.

The lion's share of Utica Mutual's third-quarter claims
are attributable to other commercial property/casualty
policies-1,744 claims, or 35% of the total.

E&0 loss experience tends to be much better for per-
sonal lines coverages than commercial coverages. Per-
sonal lines products tend to be less complex and more
standardized, Mr. Pearsall explained.

For example, personal auto coverage, which from 1984
Continued on nezt page
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Hot spots
Figures represent the change in the portion of daims in each area of
the IIAA errors and omissions program between a 1984-89 sampling

and a 1990-92 sampling. Misrepresentation errors, for instance,
increased to 21.6% of all claims from 11.6% in the earlier sample.
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E&0 claims
Continued from previous page
to 1989 made up 22.6% of Em-
ployers Re claims, dropped to
19.5% from 1990 to 1991-in part
because many agents may be
dropping the business, Mr. Fa-
gerberg speculated.

Greater use of technology can
also contribute to E&0 expo-
sures. Automation brings in-
creased E&0 exposures involv-
ing data ownership, said John
Pottridge, vp of government and
industry affairs for the PIA.

And customer service centers,
a controversial topic for many
agents (A/BT, Nov. 2), can
theoretically create an E&0 ex-
posure because of the muddying
of service responsibility and ac-
count ownership, Mr. Pearsall

Problem lines, old and new
Figures represent the portion of claims from each line in the HAA

errors and omissions program during 198+89 and 1990-92. About a
fifth of the claims in both samples were scattered among other lines.

Line of coverage

Personal auto

Commercial general liability

Accident and health

Homeowners

Workers compensation
Commercial auto

Commercial lire

Professional liability

Personal fire

Inland marine

Source: Employers Reinsurance Corp.

TODAY; EVERY
GREAT AMERICAN
NEEDS ANOTHER.

Directors' and Offtcers' Liability Insurance from Great American:
Powerful protection for powerful people.

Business leaders. Corporate executives.
Entrepreneurs. Foundation and charity
directors.

They're the most powerful individuals in
America, the few who make the decisions that

affect many, many others. And with each deci-
sion comes the risk of litigation from share-
holders and competitors. customers and
employees, even regulatory agencies and
citizens' groups.

Great American is one of very few insurance
carriers that can offer protection for virtually
all such decision-makers.

Our Executive Liability Division offers
distinct D&0 policies for standard risks, non-
standard risks, and non-profit organizations,

as well as errors and omissions coverage
for insurance companies. Also, preferred
rates, retentions and coverage enhancements
for middle market accounts.

Our liability limits are among the highest in
each category. And our reputation for respon-
sive, problem-free claims handling is second
to none in the business.

For those prominent Americans who need
such coverage, making decisions is never easy.

But in light of the unusual strength and
integrity we've brought to our field, choosing

coverage from Great American is
probably the easiest decision of all.

Please call or write today for more
information.-IL
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Great American Insurance Group
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said.

That is just an educated guess,
though. Because only a few
major insurers are using service
centers in a significant way, the
concept still is fairly new and its
liability problems untested. So
far Utica Mutual has not had any
claims relating to service centers.
But "agents will have to follow
the service center agreement to a
T" to avoid problems, he said.

Even with E&0 claims against
insurance agents increasing, ob-
servers see some light on the
horizon.

Both Employers Re and Utica
Mutual use their claims statistics

as part of their agent loss control
education programs. The IIAA
and Employers Re have been
conducting seminars since the

Educational efforts

give E&0 awareness
'a high profile'

among agents, said
Mr. Pearsall of Utica.

early 19805, Mr. Fagerberg said.
Educational E&0 seminars

focus on agency basics-from
prospecting for clients, choosing
an insurer for the risk and han-

dling claims-with E&0 loss
control in mind.

"We basically look at all

agency operations through the
eyes of a potential claimant," he
said. "Documentation, organiza-
tion, knowledge of product, and
timeliness are probably the main
issues."

Such educational efforts give
E&0 awareness "a high profile"
among agents, said Mr. Pearsall
of Utica Mutual. More agencies
are closely following documenta-
tion programs and internal pro-
cedures manuals to protect
themselves in the event of an

E&0 suit, he said.
There is also more of a market

for E&0 coverage than in the
past, Mr. Pearsall said. Over the
past six to 12 months, more un-
derwriters are choosing to write
E&0, even for specialties like
managing general agents and
new agents, according to Mr.
Pearsall.

He warned agents to be careful
in choosing an E&0 insurer, and
urged them to opt for expertise
rather than price. Both Utica
Mutual and Employers Re have a
long-standing presence in the
market: Utica Mutual has been

underwriting the PIA's program
since 1966, and Employers Re
has offered agency E&0 cover-
age for 35 years. Eli
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Insurer contracts can trigger E&0 problems
By IAURA MAZZUCA

Agency/insurer contracts and
commercial general liability
forms are minefields of potential
errors and omissions claims.

Both need to be carefully stud-
ied and negotiated, experts say.

Take "hold harmless" agree-
ments in insurer contracts, for
instance. Under these agree-

ments, agencies agree to assume
all liability arising from the con-
tract, even liability for the insur-
ance company's wrongdoing.

With producers anxious about
finding markets, many consent to
these agreements in their con-
tracts with insurance companies,
observed Curt Pearsall, vp and
manager of special programs for
Utica Mutual Insurance Co.

Whenyou're choosing
an underwriter for

your own errors and
omissions coverage,
should you insist on
a fresh outlookor

depth of experience ?

Utica Mutual underwrites an

agents E&0 insurance program
sponsored by the National Assn.
of Professional Insurance

Agents.
Some agreements would re-

quire agency owners to back up
the contract with their own

assets, not just those of the
agency, said Mr. Pearsall.

"There has been a recent in-

crease in the burden that many
carriers are trying to place on
agents," he said.

Under common law, an insurer
is liable for its own mistakes.

But that liability can be shifted
by contract, said Rebecca Choi,
executive counsel for the Inde-

pendent Insurance Agents of
America in Alexandria, Va.

That's not the worst of it for

agencies. Not only could some
agencies be opening themselves
up to liability for insurer wrong-
doing, but hold harmless clauses
in insurer contracts can void

many agency errors and omiss-
ions policies.

Many E&0 policies have a
clause excluding coverage for
losses from liabilities incurred

by contract, explained Mr. Pear-
sall.

Still, with markets hard for
agents in some areas to find,
many agents agree to those con-
tract conditions.

Those same poor market con-
ditions are also the driving force
behind many contract changes
by insurers, said Ms. Choi.

Over the past five years, insur-
ers have been tinkering with sev-
eral contract requirements. One
noticeable change is shorter pe-
riods for contract cancellation.

This makes it easier for insurers

to move into promising markets
and out of unprofitable ones,
especially personal lines auto.

That added mobility can create
problems for agencies. They can
lose books of business when in-

surers withdraw and could be

held liable for placing coverage
with a company that later quit a

market, added Ms. Choi.
While at least 15 states have

statutes dealing with contract
termination, insurers in general
try to offer agents the bare mini-
mum in notice while still adher-

ing to the law, she said.
Other E&0 problems in insurer

contracts stem from language
concerning requirements like
payment schedules, notice of pol-
icy cancellation provisions and
other vagaries, Ms. Choi said.

Even the agency's E&0 cover-
age can cause problems in in-
surer contracts that vaguely re-
quire "adequate" levels of E&0
protection without defining what
"adequate" is. Unless such ques-
tions are raised before the con-

tract is signed, troubles can come
up later if an insurer deems an
agent's level of coverage inade-
quate, she said.

Insurers typically indemnify
their agencies in at least two
areas: processing and handling
of direct billing accounts; and
the reporting and disclosure re-
quired by the federal Fair Credit
Reporting Act.

But indemnity in other areas,
unless specifically addressed in
the contract, is open to inter-
pretation, Ms. Choi said.

This is not necessarily deliber-
-ate; much uncertainty is the re-
sult of bad drafting.

But with more suits being filed
against insurers, insurers have
been taking deliberate defensive
action. They have been "narrow-

ing the language" to more clearly
define agent responsibility, Ms.
Choi said.

Insurer suits against agents-
for instance, those who, exceed

their binding authority-ard also
becoming more common, Mr.
Pearsall of Utica Mutual said.

"There are fewer accommoda-

tions for agents probably than
ever before."

For agents facing E&0 claims,
he had a simple bit of advice:
Rather than contact the inv6lved

insurer directly, contact your

E&0 insurer and let the two

companies fight it out. "The
agent should never admit any
kind of liability," he said.

The IIAA is trying to head off
problems before they get that
far. The trade group is offering
to review contracts for agents or
insurers to ensure "a somewhat

more bilateral arrangement,"
Ms. Choi said. It also offers se-

minars on insurer contracting.
Contracts with insurers are not

the only fertile grounds for E&0
claims; insurance policies them-
selves can also cause problems.

Consider, for instance, 1992
changes to the Insurance Ser-
vices Office Inc.'s commercial

general liability form, which are
now raising troubling questions
for insurance agents.

Last year, ISO broadened its
1988 CGL contractual liability
coverage to include defense costs
for third-party contracts, said
John Pottridge, director of in-
dustry affairs for the National
Assn. of Professional Insurance

Agents in Alexandria, Va.
But agents could have diffi-

culty detailing in an under-
writing submissionall- the third-
party contracts of a business cli-
ent, who may contract with
dozens of suppliers or vendors.
Agents could be liable if an un-
disclosed contract exposes insur-
ers to liabilities.

The contract change, which
was made in 50 ISO jurisdic-
tions, would have to be with-

drawn by each state insurance
department.

In the meantime, confusion

over the form's language is
creating an E&0 problem for
agents, Mr. Pottridge said.

Until individual states act on

the new form, the PIA advises
agents to attach an additional
client endorsement or issue an

Owners and Contractors Protee-

tive Policy, and review all agree-
ments with clients to ensure they
clearly understand their defense
and payment obligations. 

PIA, NACSA to host global event
By LAURA MAZZUCA

WASHINGTON-The National

Assn. of Professional Insurance

Agents and the National Assn. of
Casualty & Surety Agents will
jointly host a 1993 meeting of in-
surance producers from around the
world.

The Bureau International des

Producteurs d'Assurances et de Re-

assurances-an international trade

association of producer associations
-will hold its 56th annual confer-

ence June 29-July 2 in Washington.
It will be the first time that

BIPAR has met in the United
States.

Both the PIA and NACSA are

members of BIPAR, a "loosely con-
nected federation of professional as-
sociations in Europe," primarily in
European Community nations, said
Patricia A. Borowski, vp of govern-
ment and industry affairs for the
PIA.

BIPAR, which was founded in

1937, represents all forms of pro-
fessional insurance intermediaries,

including exclusive company agents
and independent brokers. Originally
based in Pans, the group moved to
Brussels, Belgium, in 1989.

The 1993 meeting, titled "Win-
dows to the World," will focus on

doing business in the expanding in-
ternational marketplace. As many as
900 people from Africa, Australia,
Canada, Europe, Latin America and
the United States are expected to
attend, Ms. Borowski said.

Panel discussions and general ses-
sions will examine regulation, con-
sumer issues, technology, trade poli-
cies, cooperative ventures,
professional liability, sales and mar-
keting. Interpreters will provide
French, German and Spanish trans-
lations of BIPAR programs.

Small to medium-sized indepen-
dent U.S. agencies can benefit from
involvement in BIPAR as a way to
network with counterparts from
around the world, said Ms.
Borowski. The meeting gives U.S.
agents a chance to develop relation-
ships that will provide "reciprocal
service and support for their cli-
ents," she said.

By forging relationships with
agents around the world, U.S.
agents can offer clients a broader
array of services, products and com-
petitive choices, she added.

This can help help independent
agents compete with large brokers
for small and medium-sized U.S.

and European clients, Ms. Borowski
added.

The PIA has been a member of

BIPAR since 1984; NACSA joined in
1991.

BIPAR's 1992 conference, held in
October in Oporto, Portugal, dealt
with educational and professional
requirements for doing business m
the United States, outlined by out-
going PIA President Daniel J. Blum.

The October meeting culminated
in European members' agreement to
put forward a proposed directive to
the European Commission, which is
the rulemaking body of the Euro-
pean Community, that would deal
with education, licensing and regis-
tration of insurance intermediaries,
Ms. Borowski said.

BIPAR, which favors regulation of
insurance intermediaries, supports
compulsory registration for quali-
fied intermediaries and the estab-

lishment of a clear distinction be-

tween dependent and independent
intermediaries. A dependent inter-
mediary produces a substantial per-
centage of business on behalf of a
single insurer or corporate client.

"The BIPAR topics are similar to
issues in this country concerning
MGAs and independent agents," Ms.
Borowski said.

BIPAR's 1991 meeting in Lau-
sanne, Switzerland, was the site for

the development of these directives
Continued on nert page



Coverage for computers adds up
Principals of Ohio agency are pioneers of policies for PCs

By IAURA MAZZUCA

Ten years ago, David K. John-
ston was just another person who
coul(in't buy insurance for his home
computer.

Today, as chief executive ofticer
of Safeware, an agency in Co-
lumbus, Ohio, he's selling such cov-
erage to the owners of microcom-

puters, laptops and anything else
that technology can dream up to
process data.

Safeware is the country's largest
source of insurance for small-com-

puter owners, said Mr. Johnston,
providing protection against vir-
tually all exposures. Premium vol-
ume is an estimated $4 million.

The agency's "broad form" policy,
designed by Mr. Johnston and
Sherry L. Scott, Safeware's presi-
dent and chief operating officer, is
underwritten primarily by the
American Bankers Insurance Co. of

Miami. The policy covers everything
except liability exposures, earth-
quake damage and theft from an
unattended motor vehicle.

While a typical homeowners pol-
icy nnay provide coverage for the
computer itself, the coverage gen-
erally does not cover software and
the other computer elennents used
for business, Mr. Johnston said.

Safeware, through a network of
agents and managing general
agents, places coverage for 40,000
U.S. and Canadian policyholders.
Half of the policyholders run busin-
esses from their homes. Others in-

clude businesses that use microcom-

puters in specific departments, like
hospitals and schools.

About 50% of Safeware's busi-

ness comes from referrals. The

agency also advertises in computer
magazines and is endorsed by sev-
eral computer-user groups, he said.

Safeware recently established a
"Quick FAX Quote" toll-free phone
line, which provides prospects with
a non-binding fax quote.

Safeware's growth has paralleled
the growth of the personal computer
industry, Mr. Johnston said.

Back in the early 1980s, micro-
computers were still viewed as
something of a novelty or an ex-
pensive electronic toy. Setting up
a business at home, with a com-
puter as its centerpiece, was con-
mdered revolutionary.

When Mr. Johnson bought a
home computer 10 years ago, he
found it was excluded from his

homeowners coverage.

BIPAR meeting
Cont'inued from previous page
(BI, July 1, 1991).

Regulation and registration of in-
termediaries is an especially contro-
versial subject, since requirements
vary so widely from country to
country, Ms. Borowski said. In the
United Kingdom, for instance, bro-
ker registration is voluntary. Other
nations, like Germany and Den-
mark, do not regulate intermediaries
at all.

And in Italy, government-em-
ployed postal workers can be made
brokers-an aberration that BIPAR

brought to the European Commis-
sion's attention for investigation
after complaints from Italian agents,
Ms. Borowski said.

Tax matters are another major
topic. For ecample, a German resi-
dent had pumhased an annuity pen-
sion program from a German in-
surer, then retired to Belgium,
where the income was taxed at a

Ms. Scott, who was Mr. John-

ston's agent at the time, was puz-
zled, too. As a commercial lines un-
derwriter for a Columbus agency,
she was familiar with placing cover-
age for large mainframe computers.
But Mr. Johnston's new Atari 400

was too small to fit into this cate-

gory. And "none of the homeowners
policies available were ready for
this," she said.

Mr. Johnston, who at the time
was national director of quality as-
surance for Coopers & Lybrand's
computer audit assistance group,
wanted to use the computer to pur-
sue his hobby of writing computer
games, but he also planned to use it
for business at home.

He reasoned that all computers
costing more than $500 would have
business applications, and that if he
wanted to use his computer for
work as well as play, other PC
owners might have the same idea.

With that in mind, Mr. Johnston
and Ms. Scott researched the small

computer market.
"We malized intuitively that they

were going into homes or small bu-
sinesses, and not just as game ma-
chines," he said.

They saw that PCs were a growth
area, and that by providing coverage
for these systems, they would be
meeting a real need.

The two developed a policy: Mr.
Johnston outlined the featums, and

Ms. Scott put them into an accept-
able format, "cleanly designed and
rated beautifully," he said.

The idea was so well constructed

that the two landed an underwriter

without even having any clients, Mr.
Johnston said.

Policies for personal computer
protection start at about $49 per
year; the average premium is $100,
Mr. Johnston said.

The microcomputer policy, based
on an inland marine form, covers
computers at home, in the office, or
in transit. Coverages include loss
from, fire, theft, vandalism and

water damage. Damage from power
surges and other electrical distur-
bances are also covered.

Over the years, the coverage has
been expanded to include insurance
for travelers. abroad, and to cover
new products like laptop computers,
fax machines, portable copiers and
related equipment.

Not surprisingly, these broad cov-
erage terms have brought many odd
claims.

For instance, there was the "kitty

higher rate than if the man had
bought the annuity from a Belgium
insurer. BIPAR objected to the Eu-
ropean Commission about such tax-
ation, and the issue now is before
the World Court, Ms. Borowski said.

BIPAR recommendations to the

European Commission are similar to
when the National Assn. of Insur-

ance Commissioners develop a
model act and present it to states for
adoption, Ms. Borowski observed.
However, once the commission
passes a directive, countries belong-
ing to the European Community ale
required to adopt it into their na-
tional laws-as opposed to the
United States, where states volun-
tarily adopt NAIC model acts.

For information about BIPAR ar

the 1993 meeting in Washington,
call or write to BIPAR, Avenue Al-
bert-Elisabeth 40, B-1200, Brussels,
Belgium; phone: 322-735-6048; fax:
322-732-1418. lil

litter" claim, in which a policy-
holder's befuddled feline mistook a

box of software for its cat box.

"That's a good example of broad-
form coverage," Mr. Johnston said.

Another Safeware client came up
with "his own version of'the dog ate
my homework, ' " when the family
dog knocked his computer into a
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swimming pool, he said.
As people flocked to buy home

computers, Safeware's sales boomed
duling its first five years.

Although that growth has tapered
off since then, today's larger and
more complex computer systems are
worth more, Mr. Johnston said. Most

of Safeware's existing clients en-
hance their coverage to reflect these
improvements, he said.

Admittedly, low premiums keep
Safeware hopping to turn a profit.
"A lot of agents think they can write
this coverage and make money, but
it isn't easy," Mr. Johnston said.
"You really have to do a lot to make
money in this business." But Sa-
feware's principals have no inten-
tion of getting into other lines of
business.

Over the past year or so, the re-
cession put a crimp in the sale of
personal computers. But things are
starting to pick up again, said Ms.
Scott. iii

YeS. And when you're covered with SAFECO, you get both.
We're a major underwriter of E&0 coverage for insurance

professionals and have been for years. That's experience.
And our specialists in E&0 coverage understand present

and emerging risks, and design coverage for you accordingly
That's a fresh outlook. And one thing more: SAFECO has
earned an A++ rating from A. M. Best, the highest recognition
possible for superior financial strength and stability.

To get quality coverage, call one of these marketing
administrators:

EAST Plus Excess, Inc., Avenel, New Jersey
1-800-475-8797 (FAX 908-634-0842)

SOUTHEAST Plus, Inc., Tampa, Florida
1- 800- 475 -8735 (FAX 813 -287-1309)

SOUTHWEST Carroll& Associates, Inc., Tempe, Arizona
1-800-688-6393 (FAX 602 -829-8020)

MIDWEST Professional Indemnity Management
Company, Lisle, Illinois
1-800- 447- 4626 (FAX 708-505-1221)

WEST PIA Insurance Services,Van Nuys, California
1-800- 448-0300 (FAX 818 -786-7541)

Dealey, Renton & Associates
Oakland, California, 1-800-545-0390 (in CA)
or 510-465-3090 (FAX 510-452-2193)

NORTHWEST EB. Beattie & Company
Seattle, Washington
1-800-255-9990 (FAX 206-624-5975)

@
SAFECO.
Commercial

40
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Agent/Broker Topics

APT software
Continued from previous page
require from agents, and put it in-
to ACORD standards, Mr. Cutro
said. The software, which runs on
personal computers and is menu-
based, receives and prints data from
participating agency systems. The
software allows insurers to send the

same set of requirements to any
agency customer of any API' vendor
which has purchased the agency
module.

For example, an agent using an
AGENA automation system could
send Travelers all the unique infor-
mation the insurer requires for a
business owners policy and enter the
same data into the AGENA system
simultaneously, thus eliminating the
need for multiple data entry.

After the data is entered, it can
be sent to other insurers either

through the IVANS network or by

PRODUCER

SUPPORT SERVICE

We target market commercial
lines and provide producers

with custom programs, including:
expirations, preapproach letters
and appointment schedules. All
work is performed by licensed

insurance professionals.
For more information - please call

Brownlee Marketing and Advertising
106 Dekalb Street, Bridgeport, PA 19405

(215) 270-9716

diskette in the mail.

For insurers, the API' system is
beneficial because it allows them

to send their unique data require-
ments to all participating automa-
tion firms rather than individually
contracting with each firm.

Insurers can update their data re-
quirements as needed simply by
sending revisions through the
IVANS system to the agency vendor
system.

The stand-alone software product
now being tested is designed to
allow agents without APT vendor
systems to capture insurer-unique
data, apply insurer edits, and send
ACC)RD transactions back to the in-

sure either through the IVANS net-
work or by mailing diskettes, Mr.
Cutro said.

Designed for compatibility with
the agent's existing vendor system,
the agency program will allow pro-
cessmg of insurer-specific require-
ments transmitted fmrn the insurer

program. The mformation sent from
all participating agency automation
systems will conform with each in-
surer's usage of the ACORD stan-
dards.

The agency product, which will be
released to AFf vendors for direct

sale to agencies, is expected to be
available by July, Mr. Cutro said.
Initially the system will be used only
for homeowners and personal auto
business, but commercial property/
casualty applications will follow
sometime this year, he added.

Insurers involved in the develop-
ment of API' interface systems are

PROFESSIONAL
LIABILITY INSURANCE

FOR LAWYERS

WHO NEVER MAKE
MISTAKES.

IN INSURANCE.

=>N=5745=
11 '11 "=

E/1\ .1 /1%
Let's face it.

Lawyers who

make mistakes

must have profes-
sional liability =-

protection. And

those who don't,
better have it. Because sooner or

later, they too will be sued.

For any lawyer working in
today's litigious society, Jamison

Special Risk, Inc. offers secure and

comprehensive insurance cover-

age, essential to the practice of
law.

As a facility manager for an
international insurance giant,

Jamison responds quickly and

JSR

effectively to all
your policy ques-
tions and claims.

-= They offer the
- thorough service

and quality cover-

age that you and
your clients demand.

Jamison's years of experience
in professional liability insurance

will comfort your clients and
strengthen your bottom line.

For more information on

how you can help those lawyers
who say they don't really need

any, call Sean Pattwell today at
Jamison Special Risk, Inc.:
201/731-2092.

Jamison Special Risk, Inc.
300 Executive Drive, West Orange, New Jersey 07052

enthusiastic about the progress
made in 1992.

Before APT, insurers interested in
offering single-entry, multiple-com-
pany interface had to negotiate sep-
arate development projects with
each automation vendor, said Craig
Heere, director of agency automa-
lion for Fireman's Fund.

"Obviously, this was one of the
cost factors that has hindered the

rapid expansion of SEMCI," he
said.

With the AFr, insuers can elec-
tronically cornmunicate with eight
vendors--and all their users-with

the single program, he said.
Fireman's fund, an original AFr

member that had already developed
an insurer system through Applied
Systems software, is currently test-
ing the stand-alone product.

The program uses roughly eight
screens, which correlate with the
groupings on an ACORD fonn. Ca-
tegories include general informa-
tion, coverage, rating, underwriting,
optional endorsements and binder
information, Mr. Heere said.

The insurer-unique screen, which
appears at the end of the process,
contains about six questions partic-
ular to Fireman's Fund, so "we're

not adding a significant amount to
the ACORD form," Mr. Heere said.

"Help" tables are available be-
hind each screen to assist with data

input.

READE

Because the APT format uses

"graphical user interface"-meaning
it looks like an ACORD form on

the screen rather than a text-based

program-it is easy to work with
and lends itself to use by agency
principals, customer service repre-
sentatives and producers, Mr. Heere
said. Agencies using proprietary in-
terface systems with several insurers
are at a disadvantage because there
am usually only a few people in the
agency who 1cnow how to operate
all the systems, he said.

The ideal for agencies is to use
interface technology the way travel
agents do-accessing information
from many airlines to serve the eli-
ent. "That's what we're trying to do,
so the agent makes his decision
based on the needs of the client,"
Mr. Heere said.

After the stand-alone pilot is up
and running, probably by the sec-
ond quarter of this year, agencies
using the stand-alone program will
be able to take homeowner informa-

tion on the ACC)RD form, apply the
unique Fireman's Fund information
and transmit it back to the insurer,
where it is reformat:ted into its sys-
tem "with little or no human inter-

vention," he said.
APr members pay a one-time fee

based on the company's size, Mr.
Cutro said. This fee can range from
$5,000 to $50,000, he said, but is re-
covered through subsequent soft-

ware purchases.
Members are committed to the

concept of SEMCI and the devel-
opment of software to make it a
reality, Mr. Cutro said.

But they have not always been
committed to the APT. Continental

Insurance Co., for instance, waited
until June 1992 to commit, joining
only once the APT "convinced us
they had the talent to do it," said
Michael R. Gannon, vp and national
business center officer.

Joining the association meant a
commitment to piloting and testing
the products, and Continental has
been testing the insurer system for
homeowners coverage since October
1992.

"The beauty of this is that it
allows agents to work with the sys-
tems already in place" rather than
having to develop a whole new sys-
tem, Mr. Gannon said.

In today's competitive market,
agents and their insurers must be-
come more competitive, and SEMCI
is the key to success, he said.

"We're looking at this as a way
to strengthen the independent
agency system, to make it more
competitive," he said. "To be sue-
cessful, agencies will have to have
SEMCI."

As other insurers become corn-

mitted to the group, new interface
technology will become a reality,
Mr. Gannon said. m
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Continued from previous page
tion while it lasts because this

renewal period may be the last
soft market they see for quite
some time.

"Now the insurers are only
talking about their 1992 storm
losses, but when the annual re-
ports conne out and these prop-
erty losses are right there in
black and white, we could see
some catching up on the casualty
side," he predicted.

But for the time being, rates
for virtually all casualty lines-
with the exception of directors
and officers liability and certain
professional liability coverages
-are competitive, with rates re-
maining flat in many cases and
continuing to plummet in others,
brokers say.

"Umbrella coverages are drop-
ping by 25% or more. It seems as
though the already tremendous
amount of capacity for umbrella
is growing," said David Thomp-
son, vp and casualty manager
with J&H in Chicago. He said no
casualty writers appear commit-
ted to raising rates. "There's no
consistency in (casualty) pric-
ing."

M&M's Mr. O'Sullivan also

commented on the lack of an un-

derwriting pattern among liabil-
ity insurers. "If you listen to the
people in the industry, they seem
to think that the market is in
transition. We think it's erratic,
with an anecdote available to

support any position you want.
Personally, I think the casualty
market will remain soft for some

time."

A sampling of reports from
various brokers would indicate

that there is no significant pat-
tern in the liability market.
Rates vary by specialty and loss
experience, and rates also are
fluctuating depending on
whether the account is renewing
or is being pursued on a first-
time basis.

"Overall, things are pretty
hectic and the buyer understands
this," said A&A's Mr. Jones.

"D&O is up 5% to 10%, liability
for the petrochemical industry is
almost nonexistent and aviation

and marine rates from London

have steadied after huge in-
creases last year."

Other brokers also say D&0
rates are climbing by 10% or
less.

"Increased capacity from off-
shore facilities has kept D&0
rates relatively stable except for
banks, which are seeing rate in-
creases ranging from 5% to 25%,
said Lawrence Drake, managing
director with M&M.

Mr. Ruoff said D&0 and errors

and omissions coverage are "fine
unless you're a financial institu-
tion, and then you may have
some trouble getting good
terms."

Robert Hilb Sr., president of
Hilb, Rogal & Hamilton Co. in
Glen Allen, Va., said all casualty
pricing is relatively unchanged
compared with a year ago, "ex-
cept for anything coming out of
London."

Aviation, D&0, E&0 and spe-
cial trucking liability programs
written in London are all ex-

periencing 25% to 50% rate in-
creases, Mr. Hilb said.

Meanwhile, professional liabil-
ity coverage for lawyers is
slightly more expensive this year
for smaller firms and about 25%

more costly for large law firms
that do some work for the finan-

cial industry, said M&M's Mr.
O'Sullivan.

However, Mr. Marks of MLW

Services said that lawyers and
accountants professional liabil-
ity policies with limits below $5

million are "still competitive
with some price cutting."

Above $5 million is another
story. "It's tough to find excess
limits. Nobody wants to be on
the hook for·a major settlement
or another S&L crisis," Mr.
Marks added.

"Professional liability cover-
age for accountants is tightening
in light of the Ernst & Young
$400 million settlement," agreed
Mr. Ruoff. "But medical mal-

practice insurance for doctors
and hospitals has stabilized after
a few years of price reductions."

Brokers agree that general lia-
bility capacity is plentiful at the
primary level and all layers of
excess coverage.

"Limits up to several hundred
million are no more expensive
now than they were six months
ago. Terms and prices are no
trouble, especially if we shop,"
Mr. Ruoff said.

John Van Osdall, chairman of
ANCO Corp., a Houston-based
brokerage, said that rates for
low-level excess liability cover-
age are up about 5% in the
Southwest, while high-level ex-

n elephant is a
fine animal, but

it does not dance very well
or for long on the head of a
pin At RLI Special Risk,
we relish the agility our
specialized focus provides
RLI's products are distinctive
both tangibly and
conceptually. Our ability to
quickly analyze and respond
to individual risk proposals
and programs for emerging
industries is unique. We are
in the business of putting
together good deals
stable alliances that benefit

the insured, our producer
and our stockholders. Our

goal is to provide the kind
of service that elicits

comments like these from

Dennis Randolph, of
McAlear Associates, Inc. in

Grand Rapids:

RLI
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cess rates are up by less than 5%.
"Excess coverage is still going

for about $1,000 per $1 million in
coverage. That's pretty cheap,"
said Mr. Jones of A&A.

Workers compensation, mean-
while, continues to be a problem
in most states. One broker said

so little fully insured workers
comp coverage is being written
voluntarily that it has freed up
large amounts of capital for
other lines of business.

"Employers are going to large
deductibles and self-insurance,
which has freed up a lot of capi-

64 Operating as a wholesaler
for over 20 years, we

have learned to value

those markets that work

closely with us. RLI has

demonstrated a willingness

to help us succeed in

serving the needs of our

custorners. I especially

appreciate their capacity

for target marketing and

ability to research and

develop coverage for

specific products. RLI's

willingness to go the 'extra

step' has convinced us that

this is an excellent market

now and for the future.

9025 N. Lindbergh Drive Peoria, IL 61615
800/445-5468

tal, but has reduced gross premi-
ums for the insurers," according
to Bruce Dunbar, chairman and
CEO of McGriff, Seibels & Wil-
liams Inc. in Birmingham, Ala.
"The workers comp problem may
actually be driving the whole
market."

"Workers compensation is un-
desirable in most states," said
Mr. Thompson of J&H. "Maine,
Louisiana and Rhode Island are

states insurers are still leery of.
Only in Texas is the situation
more positive."

Continued on page 26

Steve Lindell, Vice President

RLI Special Risk
Hartford, CT

At RLI Special Risk, making
the right selection means
using our underwriters'
proven expertise in the
business. Our people average

over 15 years of creative
challenge. They have been
through several market
cycles. They know what
works, what endures, what

produces balance between
value and cost.

The personality and
individual judgement of our
people are attached to every
decision. Individual

accountability guarantees
we're concerned with each

and every account. Whatever
the market cycle, we will
continue to deliver

innovative, rational products
with unsurpassed service.
Our customers demand and

deserve no less.



Protection for the Past ...

Security for the Future.
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o the uninitiated, loss reserving can seem like hocus-pocus. Or crystal gazing.
Or sleight of hand.

At Scor Re, our actuarial wizards peer into the past, discover the unknown,
find hidden patterns and interpret the future. Using the tools of actuarial science,
they continually refine our sophisticated reserving formulas.

Our actuaries also work hand-in-hand with our expert underwriting, claims,
accounting and investment teams to find long-term solutions for today's complex
risk exposures. And their keen, exacting insights underpin our assurance of
financial stabilitx profitability and the power to pay losses.

So, when your needs are reinsurance, call Scor Re. When time past and time
present are time future.

Rated "A+" (Superior) by A.M. Best

Scor Reinsurance Company
110 William Street • New York, NY 10038-3995 • 212-978-8200

Chicago 312-346-2189 • Dallas 214-401-1066
Hartford 203-525-2300
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Wrap-up plans-unveiled
By Delmer ison One-stop coverage practice of owners to utilize the request for

proposals approach in making the broker selection

THE TIME HAS COME TO drop the curtain on Some owners have chosen the simple "broker of

the subject of wrap-up insurance offers big savings record" letter approach Preparation of the RFP is
The debate should center not on whether the an appropriate function for the risk management

wrap-up concept should be utilized but on when to adviser to perform, coordinating efforts with the
Utilize it in building projects risk manager

Wrap-ups, also known as "owner-controlled The RFP should include the functions to be

msurance programs," are package plans For each decimal fraction the incidence rate is performed by both the broker and the primary

coordinated so as to be applicable to all liability reduced below the base rate, the contractor will underwriter Also, the RFP should require the

risks A wrap-up policy can cover all contractors earn award money, the amount to be determined by selected broker to provide a full-time safety
working on a specific job, for example the dollar value of the contract Similarly, if the coordmator. The broker should have experience

Any analysis of the potential advantages of the incidence rate is above the assigned base rate, the working with OCIPs
OCIP approach should be made from the owner's contractor will be charged Following the selection of the broker, the

perspective It's the owner's money that's at stake Results of the WMATA incentive program were underwriters are selected

and it's the owner's interest that should be phenomenal. The workers comp lost-time incidence One of the broker's first tasks lS to prepare the
protected rate decreased by 83% for the nine-year period marketing package-also known as as the

wet 4» w There are many benefits available by using an ended 1986 At year-end 1986, the lost-time underwriting submission-for placement of the
OCIP. incidence rate was reduced from over 7.0 in 1978 to insurance required under the OCIP. The

• The owner has complete control over all 2 8 in 1986 The national average at that time was underwriting submission will be served on potential
elements of its insurance, safety and claims about 6 4 underwriters and will be the primary basis for

programs For the nine-year period it was conservatively underwriter selection

• Significant savings in premium costs can be estimated that the safety incentive program had The underwriters have an important role to play
achieved through volume buying. saved the WMATA more than $53 million Of 84 in the OCIP. In addition to providing the insurance

• The owner can establish a fully coordinated, total completed contracts, 81 contractors received coverage, they must become very active in
project-wide safety program award money and only six did not receive the full implementing the safety program, the claims

• Claims administration is simplified amount Only three contractors had to pay a management program, developing the risk
. • Uniform insurance coverage, with the highest penalty. For every dollar paid out in award money, management information system and other

limits, is provided to all entities involved savings in comp claims averaged about $9,000 functions.

• The possibility for overlapping and duplicative When should an owner choose an OCIP for a The primary underwriter-the underwriter of
insurance coverages is eliminated construction prolectp In discussing the subject, one workers comp and, generally, the primary layer of

• The owner avoids the risk of having insurance will frequently hear that the proiect should cost at general liability coverage-should be required to
policies of individual contractors canceled furnish a loss control engineer, on an as-needed

• Completed operations insurance, with uniform · - -- - -- basis, and to perform a minimum number of
limits, can be provided to all entities for a fixed I inspections per week or month The loss controlSome argue that there is little incentive
number of years

for the contractors to perform safely.
 engineer will make periodic safety inspections and

• Small and disadvantaged contractors are able assist the owner and the contractors in

to participate in the project To overcome this, some owners have implementing the prolect safety program On very

• The owner may be immune from third-party set up safety incentive programs large projects, the loss control engineer should be
lawsuits brought by in]ured workers on the project full-time, and the size of the project could dictate

with cash rewards and penalties.• The owner is able to establish a medical that more than one loss control engineer be assigned
management program to control medical costs i-

1 to the project

• The owner may establish an elaborate risk The underwriter should have a solid background
management information system least $50 million or $100 million, be of five years and experience m underwriting OCIPs The risk

• The owner may enjoy big cost savings duration, and so on manager's adviser should play a key role in the
As to disadvantages, there is one facet of an OCIP Following are some of the questions that a risk selection of underwriters

that should be aggressively addressed by the owner manager should ask when deciding whether or not Next, the risk manager should consider the f
Since the owner provides insurance protection for an OCIP is justified importance of using the retrospective rating plan
the contractors without any cost to them, it can be • Will the prolect require at least five contractors, approach in placing the workers' compensation
argued that there is little incentive for the including subcontractors? insurance.

contractors to perform safely. • Is the owner required to provide participation The retrospective rating plan enables the owner to f
To overcome this, some owners have instituted for small and/or disadvantaged contractors? cash in on the dividends resulting from an effective 1-

safety mcentive programs that give cash rewards to • Is the exposure to loss such that rather high safety program. If the owner is aggressive in
contractors for a good safety record and penalize for msurance limits will be required? pursuing safety, the payoff is dividends-as can be
a poor record • Will the prolect require a minimum of three verified by the risk manager of the Regional Airport

e In the early stages of construction of the years to complete? Authority of Louisville and Jefferson County,

Washington, DC, commuter rail system under an If "yes" is the answer to all of the above Kentucky

OCIP, the number of workers compensation claims questions, then an OCIP is Justified without regard The airport was engaged in a major construction --
I skyrocketed The Washington Metropolitan Area to total cost. However, it is unlikely that any project pro}ect However, it wasn't clear whether workers

Transit Authority concluded that something had to meeting the above criteria would come in under $75 compensation insurance could be written in
L be done to motivate the contractors to adopt a million. Kentucky under a retrospective rating plan or

. policy of the most stnngent enforcement of all The mere establishment of an OCIP does not whether a single insurance policy could be written
-

applicable safety provisions. guarantee that numerous benefits will be realized covering all contractors involved in the project. The

The WMATA instituted a safety program that by the owner It is more appropriate to state that an risk manager wanted both.
provided a monetary incentive tied to a OCIP provides the owner opportunities to achieve I was engaged as a risk management consultant to

safety-performance goal these benefits In order to cash in on these assist the risk manager in establishing an OCIP for
Under the program, a contractor stood to earn a opportunities, a number of steps must be taken at the airport prolect. The risk manager asked me to

significant reward at the contract's conclusion if the the outset look into the situation and to not leave any stones
incidence rate for lost-time accidents was below the First, the risk manager should have an adviser unturned

incidence rate specified in the contract Conversely, who has had hands-on experience in establishing, The first thing I did was to review the rating

a higher lost-time incidence rate would result m implementing and administering OCIPs. manual issued by the National Council on
withheld monies due the contractor Unless management, including the board of Compensation Insurance as it related to the

The "incidence rate" to be specified in the directors, has already been sold on the OCIP Kentucky filings. Lo and behold, I found the
B,/-

contract should be a rate that is representative of approach, the risk manager should do this necessary Continued on next page

the average for the construction industry for that homework up front The adviser can be of great
type of Job. Some owners have elected to utilize the assistance in performing this task
national average incidence rate as the "base rate " After management has signed off on the OCIP Delmer Ison ts a r:sk management consultant m P

When the WMATA introduced its safety incentive approach, the next step to be taken by the risk Pinehurst, N C Mr. Ison, who was risk manager of
program the national average incidence rate for manager is to select an insurance broker, who will the Washington Metropolitan Transit Authority
heavy construction was about 6 4 The incidence ultimately play a malor role in establishing, from 1971 to 1987, was named to Business

k
1 rate is calculated in accord with the federal implementing and administering the OCIP Insurance's 1986 Risk Management Honor Roll,
1 standards In large construction projects, it is the general representing gouernment entities

%
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Modern innovations help small firms, too m
By The Insurance Institute require loading dock employees to wear gloves,

of America A.R.M. exerdses thereby placing a barrier between their hands and 
the possibly sharp edges of the containers they must a

Thefollowing question and answer are drawn rnove

1% from the curnculumfor the Associate in Risk computer to track the stores' operating results will • The general methods of industrial hygiene
=L,: Management designation awarded by the Insurance generate greater costs than benefits for the control consist of actions that have proven useful in
12' Institute of America They represent the type of company, primarily by creating greater exposures to protecting employees from harmful substances they n
''fl questions asked-and the possible answers to-the accidental loss often mhale, ingest, or absorb through their skin in

three examinations for the ARM destgnation Tina believes that, on the contrary, the benefits many workplaces Several of these general methods, -
This month's ezercise, drawn from a recent stemming from the computer system would greatly such as improved ventilation or the substitution of

national exammation in ARM 55-Essentials of Risk outweigh the additional losses to the company less hazardous substances in workplaces, would
Control, ezptores how even a firm as smaN as a local Describe a proper procedure by which Ben and Tina have little application in a SGC loading dock
grocery store chazn can use modern innovatzons in could resolve this difference of opinion However, such industrial hygiene control methods
loss prevention, inctuding perhaps a as changing operating procedures (by, for example,
computer-based rtsk management information A: Note Each Of the theories of acctdent causatzon mechanizing the process for moving) or scheduling
system, to improve its level of safety and its and control given in the question have numerous rest breaks to reduce employee fatigue, could help -
profttability. apptications to preventing hand cuts and back protect loading dock employees

strains among the loading dock employees of SGC • The domino theory is based on the premise that
Q: Ben, the founder of the Superior Grocery Co., stores. Therefore the following only ttlustrate the accidents are the end result of a causative sequence -
opened his first store after returning from the many correct answers that would have earned fult that begins with deficiencies in the personal

Korean War The company, which has remained a natzonal examination credit backgrounds of employees or their supervisors

sole proprietorship, has prospered. Ben is now ready • The TOR system of accident prevention assumes which, in turn, lead to unsafe acts or conditions and
to retire, to be succeeded by his daughter, Tma that all accidents are due to failures of senior, then to accidental events that culminate in property
SGC operates eight stores within a Midwestern middle and supervisory managers to fulfill their damage or bodily injury
metropolitan area responsibilities in coaching employees, assigning Thus, the domino theory would attack loading

Tina holds college degrees in business clear responsibility and authority, supervising dock injuries through more careful selection of

administration and safety management. With this subordinates, maintaining orderly workplaces, employees, more complete training to teach
background, she is keenly aware of some of the planmng and organizing departmental activities, or employees to lift or cut safely, and consistent
general management and risk control challenges overcoming their own personal deficiencies. discipline of any employee who violates the
faced by SGC Tina believes that SGC should install For example, the work injuries to SGC loading company safety rules

a central computer to provide fast and accurate dock employees could be caused by the failure of Note that this question does not call for a decision

financial operating results on each store's activities. Ben or of the manager of each store to clearly about whether a computer-based tracking system
She hopes this computer could also be useful in delegate responsibility for loading dock safety to would improve safety in SGC stores. Instead, the

gathering and analyzing data on the company's particular supervisors or by these supervisors' question deals with the process for deciding 1
accidental losses, especially those arising from failure to keep loading dock areas clean and orderly, whether such a system would have such a result
injuries to each store's employees Tina also free of tripping hazards or other danger Under To resolve their differences, Ben and Tina should

recognizes, however, that the computer would TOR, Ben or the other managers should correct their first identify what they agree would be the relevant
create new risk control problems for SGC. own behavior to improve loading dock safety. costs and benefits of a centralized computer to track

Merchandise often arrives on the loading docks of • The energy-release approach assumes that their stores' operating results and accident

SGC stores in large containers. Hand cuts and back accidents arise whenever a source of energy present experience They should then gather the data that 1

strains appear to be the most frequent and in a workplace is improperly controlled, allowing they agree is relevant for several accounting periods

significant inJuries suffered by the SGC employees the release of that energy to impact a structure until they have enough information to reach an
who prepare the merchandise for sale How would (or a human being) that cannot withstand the informed conclusion

the underlying causes of these employee injuries be impact of that energy Finally, they should total the pertinent costs and

explained and eliminated through accident The energy-release approach emphasizes various benefits and agree to institute a computerized

prevention programs based on each of the following strategies for better control of these potentially system if it then becomes apparent that the benefits
theories of accident causation and control? harmful energy sources, better protection of the would significantly exceed the costs

• The Technique of Operations Review system structures this energy might damage, and prompt
• The energy-release approach to accident action to control the effects of any escaped energy

causation and control For example, the weight of the containers being The sample questions and answers used in thts column

• The general methods of industrial hygiene moved in the loading dock area could be reduced are taken from the Associate in Rtsk Management
control (thus limiting the buildup of the gravitational designatton cumculum of the HA For more

• The domino theory of accident causation and energy their weight represents.) mfonnatton on the content of the ARM program,
control. Another application of the energy-release theory wnte Dr. G L Head, Vp, Insurance Institute of

Ben believes that installing a centralized of accident causation and control would be to Amenca, P O Boz 314, Malvern, Pa 19355

Wrap-ups
Continued fromprev:ous page approval to use the OCIP in Kentucky, observed by its employees and the available under the OCIP, continuity

following note in the manual: use the retrospective rating plan in employees of its subcontractors The in the membership of the OCIP team -
"All references to Wrap-Up obtaining workers comp insurance, requirements for safe conduct and safe over the life of the project is

construction projects in this Manual and issue a single comp policy practices, like the requirement to wear important.

are not applicable in the following covering all contractors and hard hats, are included in the Assuming that high standards of

states " Kentucky was one of nine subcontractors engaged in the project contractor's safety program efficiency and reliability are met, it is _
states listed. When it is in their best interest to do The owner's safety program consists usually taken for granted that the

In another section of the manual, it so, states will go that extra mile to primarily of safety and reporting broker and the underwriters will be

appeared that even if Kentucky could cooperate, as Kentucky did procedures It defines responsibilities members of the team for the life of the
utilize the OCIP, it could not utilize Once the authorities realized the of the various entities and personnel project. It is particularly important to

the retrospective rating plan extent of the potential savings under havmg safety responsibilities. maintain continuity in the positions of It also appeared that a single the OCIP, they approved our request The owner's project safety program the owner's safety engineer, the
insurance policy, covering all in about three days. As a result, the should be prepared by the owner's risk underwriter's loss control engineer
contractors and subcontractors OCIP for the airport improvement manager and/or the risk manager's and the broker's safety coordinator
engaged in a single project could not program will save Kentucky taxpayers adviser This task should not be If an OCIP is properly established
be issued in Kentucky a minimum of $5 million in insurance delegated to anyone else As noted and efficiently admmistered, the

I advised the risk manager of my costs. earlier, one of the major advantages of owner should realize savings in
findings, which led to a number of No program is more important to the an OCIP is that it gives the owner insurance costs, resulting from fewer <
meetings with the Kentucky insurance realization of the benefits available control over insurance and safety. The claims, of between 25% and 50%
authorities The authorities were under the OCIP than is the owner's best way to exercise control over compared to the cost of a conventional
briefed on the benefits of the OCIP pro]ect safety program, which is not safety is to put those controls in the insurance program

and the potential cost savings that to be confused with the contractor's owner's project safety program The owner cannot afford to forego
+ would benefit Kentucky taxpayers safety program It is general practice for an OCIP to these savings-even if there are

After several meetings with the The contractor's safety program be written "for the life of the prolect " perceived disadvantages to the OCIP .
4-1 -

Kentucky authorities, we obtained contains safety requirements to be If the owner is to reap the full benefits approach ial Y
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A REINSURER MUST
STAND THE TEST OF TIME.

Over time, reinsurers get worn down by all those hurricanes, fires, floods and earthquakes.
When the losses hit too often, many of them simply disappear. With losses in the billions, only
the most durable reinsurers will survive. North American Re. Despite the arrival every year of
such unwelcome guests as Andrew, Hugo, and Inild, we continue to stand the test of time.
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Brokers
Continued from page 21

Mr. Van Osdall, based in

Houston, agreed: "Our comp
rates are starting to come down.
It's a real driving force here."

Rates for surety bonds are sta-
ble, but brokers report that
surety capacity is plentiful and
underwriters are just waiting for
the economy to improve more be-
fore unleashing more surety ca-
pacity

"The poor economy has hurt
contractors' balance sheets, so
coverage has been unfavorable"
to insurers, said Mr. Guthart of

Kaye Associates.
"I know the surety writers

want to write more because they
have the capacity. They're just
waiting for the right time," he
said.

Surety appears to be "coming
back after some real poor loss
years," Mr. Ruoff said. "The
market's back, capacity is there
and pricing is reasonable to fa-
vorable."

Some brokers say long-stand-
ing clients appear - to be getting
better deals than newcomers,
which may indicate that the
market is preparing itself for a
hardening.

"Property renewals are cer-

tainly going more smoothly for
those insureds that have deve-

loped a long-term relationship
with their insurers. They're
much more likely to get an as-is
price," commented J&H's Mr.
Sikora.

"Continuity with the insurers
appears to be serving our clients
well," added Mr. Sorensen.

"In casualty, long-term clients
are being accommodated in al-

Surety appears to be
'coming back after

some real poor loss
years,' according to

Charles Ruoff.

most every way except for work-
ers comp, which is its own prob-
lem," said Mr. Miller.

But other brokers disagreed.
Mr. Thompson of J&H said

long-term relationships between
policyholders and insurers aren't
worth much in the casualty area.
"The casualty market is still very
negotiable. Insureds have the op-
portunity to find the terms and
conditions they want at good
prices."

And, Mr. Dunbar said casualty
renewals are coming in "slightly
down," while rates for new busi-
ness are "significantly down."

Anticipation of a possible
wide-scale market hardening is
spurring interest in alternative
risk financing mechanisms, sev-
eral brokers said.

"There seems to be a tremen-

dous amount of interest in alter-

native markets, which could
have a negative impact on the
market as a whole," said Mr.

Gallagher. "There are thousands
of risks just waiting for any sign
of a market turn to go self-in-
sured. This can only cause fur-
ther underpriEing."

Brent LaGere, chairman and
CEO of LaGere & Walkingstick
in Chandler, Okla., said a com-

plete turn of the market would
cause an exodus toward captives
and self-insurance.

"If the cycle comes, we will see
a lot of business move that way,"
he said.

Only property is safe from al-
ternative markets, said Mr.
McKinley of Jardine.

"Property doesn't lend itself to
alternatives. It's tail is too short.

These people will just have to
pay the price and maybe take
higher deductibles," said Mr.
McKinley. m

NEW NEW

POLICE

PROFESSIONAL

LIABILITY

Wide Range of Umits of Uability

Wide Range of Deductible Options

A Highly Respected Insuror, A' Prime Rated

A Broad Definition of Insured

Jail Facilities Coverage

Full Civil Rights Coverage Optional

First-Aid Coverage Included

Coverage for "Moonlighting" Included

Occurrence and Claims Made Forms Available

Retroactive Dates for Claims Made and Occurrence

Insured's Right to Select Legal Counsel

Insured's Right to Reject Settlement

PUBLIC OFFICIALS LIABILITY also available

Our years of experience and research and development in this class of business assures you

a quality product. Our professional underwriting and claims staff assures you of service both
before and after the sale.

ASK US TO FAX YOU AN APPLICATION TODAY!

COVER CORPORATION
PO. Box 5096. Southfield. Michigan 48086
Telephone: (313) 358-4010
Facsimile: (313) 358-2459

COVERAGE MAY NOT BE AVAILABLE IN AUSTATES

Risk managers
Continued from page 1
of Marriott Corp. in Bethesda,
Md.

That correction will be short-

lived, Mr. Davenport projects.
"If there's not a gross over-

reaction, the market ought to
settle down" by next year, said
Mr. Davenport, though "rates
are probably stuck at a little
higher level for a few years."

Higher rates have already
struck Marriott, which is renew-

ing its property coverage for
about 500 domestic hotels at a

"moderate increase," Mr. Daven-
port said.

"We are seeing an increase in
line with both our history and
changes in the market," Mr.
Davenport said.

Allendale Mutual Insurance

Co. writes Marriott's property
coverage.

Losses at Marriott properties
this year, including waterfront
properties in Florida, contri-
buted to the rate increase, he
said.

"It's difficult to argue with the
need for an increase," Mr. Dav-

enport continued. "Based on the
factors, we are not shocked."

One risk manager who was
shocked by rate increases and
lack of available coverage was
Christina Swanson, director of
insurance and risk management
for the Hillsborough County
School District in Tampa, Fla.

While Tampa was left un-
scathed by Hurricane Andrew,
the district faces a 50% rate in-

crease for property insurance-
after scrambling for coverage.

The district wanted to main-

tain $200 million in limits, in-
cluding a $20 million sublimit
for flood exposures, on its $1.1
billion in property, Ms. Swanson
said. The district owns and oper-
ates 180 sites, including schools,
offices, special education, and
early childhood centers and
maintenance facilities.

After the district's current in-

surer, Travelers Corp., offered
only one-eighth of the coverage
at nearly doubled rates, Arthur J.
Gallagher & Co. in Miami ap-
proached more than 20 insurers
to place the coverage.

"Insurance companies just are
not interested in writing in
coastal flood areas," Ms. Swan-
son said.

Chubb Corp. offered to write a
$100 million primary layer and
another $100 million divided be-
tween two excess layers. How-
ever, Chubb withdrew the offer
as the risk management staff was
preparing to present it to the
school board, Ms. Swanson said.

"The withdrawal put us in a
very embarrassing position. It
was on the agenda and we had to
remove it. Chubb is a big busi-
ness. It should have been able to

stand by its offer."

The district has since pur-
chased a policy from Northbrook
Insurance Co., a unit of Allstate
Insurance Group, paying $10.4
million for $200 million in cover-

age with a three-year rate guar-
antee. However, that represents
a 50% rate increase.

Risk managers without expo-
sures in hurricane-plagued Flor-
ida anticipate a more gradual
market turn. Many are enjoying
flat or even continued soft mar-

ket conditions.

"I hear a lot of talk, but I
haven't seen much change in
pricing," said Tom Hugdahl,
manager of insurance at Minne-
sota Mining & Manufacturing
Co. in St. Paul. "It's still a stable

market."

3M's liability insurance will

renew Jan. 1 with a rate increase

of less than 5%, he said.
The manufacturer will main-

tain its limits of $24 million
above a $1 million deductible
with The St. Paul Cos. Terms and

conditions remain the same.

Aircraft product liability and 
directors and officers will also I
renew Jan. 1 with "very moder-
ate increases," Mr. Hugdahl said.
He also foresees increases when I
3M renews its property program
on July 1 and its excess liability
coverage with ACE Ltd. and X.L.
Insurance Co. Ltd. on June 1.

"I expect (summer) renewals to
see continued hardening in the
property market," Mr. Hugdahl
said.

David W. Eaton, manager-risk
and insurance at Bandag Inc.
found a continuing soft market
in January renewals.

"We were lucky in '92," Mr.
Eaton said. "In '93, prices will be
tighter, but nothing drastic."

The Muscatine, Iowa-based
manufacturer renewed umbrella

liability coverage with a 5% to
10% rate reduction and same

terrns.

Bandag's Jan. 1 international
property policy is renewing as
expiring. However, that may be
due to early negotiation, Mr.
Eaton noted.

"If we had waited until (De-
cember), maybe we would have
seen more increases," Mr. Eaton
said. "I have seen and heard of

rate increases in the 25% area."

Also, Bandag is expanding
overseas. "We gave (the insurer)
a lot of additional business," Mr.

Eaton said. "They are happy
with our loss control activities

and we gave them more volume,
which offset a price increase."
Bandag's international liability
rates increased 5%.

Risk managers are anticipating
more difficulty with renewals
later this year.

Terry Moulder, pension and
risk manager for Teleflex Inc.,
has already met with a represen-
tative of Allendale, which under-
writes Teleflex's property insur-
ance that expires Feb. 28.

"He told me their reinsurance

treaties are increasing," Mr.
Moulder said. "That probably
spells an increase (in primary
rates). It will trickle down to re-
tail sooner or later, probably
sooner." 1

Risk managers found un-
derwriters asking more-and
more detailed-questions about
specific risks. That surprised
some, who fielded questions from
excess insurers and others pro-
tected by huge deductibles.

"Underwriters are more in-

terested in the windstorm expo-
sures," Marriott's Mr. Davenport
said. "They want to look at the
construction of buildings in
those high-risk areas."

"Excess carriers are asking
questions about building con-
struction they never asked be-
fore," agreed Bandag's Mr.
Eaton. "Before they just looked
at the exposure and the loca-
tion."

In the next year, "all carriers
will be more selective where they
spend their capital," Mr. Eaton
continued. "Only companies
with solid risk management and
loss control programs will be
able to get good deals in the
market."

Home offices of insurers seem

to be exerting more pressure on
renewals than in the past, said
David Adler, risk manager for
The Portman Cos. in Atlanta.

The home office of Portman's

workers cump underwriter is-
sued an edict to offer no sche-

Continued on page 28
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With upwards of $20 billion of
insured losses from storms and

other disasters, 1992 has been an

unprecedented year. The impact
on the financial condition and

capacity of some insurers has
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As a result, there is a looming
shortage of catastrophic property
insurance capacity.

But not at AIG.

With our underwriting
discipline and financial strength,
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We are financially sound, with

the highest ratings from the
principal rating services. We

», stand ready to tailor solutions to

your property coverage needs using

both risk transfer and specialized
risk financing approaches.

And we continue to be major
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Risk managers
Continued from page 26
duled credits regardless of loss
history, he said.

Mr. Adler also fielded ques-
tions about the development
company's financial stability due
to the company's involvement in
the sagging real estate market.

"Underwriters have legitimate
concerns that they are dealing
with financially sound com-
panies," Mr. Adler said. How-
ever, risk managers should also
question their insurers' solvency,
he added.

Portman is facing a 34% in-
crease in workers compensation
rates, though it has evaded in-
creases in recent years with an
excellent loss history and an ex-
perience modifier of just 0.68.

Portman's current workers

comp insurer is The Home Insur-
ance Co., but a bid from Fire-
man's Fund Insurance Co. is

being considered. "They were
one of the few who would give us
a monoline proposal," Mr. Adler
said.

Risk managers disagree over
whether hardening in the prop-
erty market will result in tighter
casualty rates.

"I don't think it should affect

the casualty market," Marriott's
Mr. Davenport said.

If property rates increase, lia-
bility rates won't necessarily fol-
low, agreed Cheri J. Hawkins,
assistance treasurer and director

of insurance for Weyerhaeuser
CO.

Mr. Adler, though, predicts
that a change "will start in prop-
erty, (but) casualty will not be
far behind."

"I think an awful lot of the

property problems hit in per-
sonal lines," Ms. Hawkins said.

"We are not experiencing a
tightening of markets at this
point. However, we understand it
is prior to treaty renewals."

Tacoma, Wash.-based Weyer-
haeuser renewed its D&0 policy
on Jan. 1 with a small reduction

in premium and expiring terms
and conditions. National Union

Fire Insurance Co. of Pittsburgh,
Pa., continues to lead the cover-

age.

Weyerhaeuser renewed its do-
mestic and Canadian general lia-
bility policies on Nov. 1, also
with the same rates, terms and
conditions.

One factor that influenced the

favorable D&0 renewal was that

Ms. Hawkins met with insurers

on the program prior to negotia-
tions. "We did a 'state-of-the-

company message' with the un-
derwriters directly," she said. "It
helps to have that face-to-face."

"We carry a high retention, so
long-term relationships are very
important to us," she added.

While most risk managers
agree that long-term relation-
ships are advantageous, many
are willing to market their pro-
grams to ensure a competitive
price.

3M put its D&0 policy on the
market, though it kept its pri-
mary coverage with National
Union. Chubb Corp. will take
over the excess layer previously
written by X.L.

"A lot of competing companies
have expressed interest in bid-
ding" on 3M's account, Mr. Hug-
dahl said. "Generally we don't
shop around. However, we do on
occasion put programs out for
bid."

Zurich-American Insurance

Co. won 3M's non-U.S. property
program in November.

3M will introduce even more

competition if the market turns,
Mr. Hugdahl said.

"I'd like to think there is some-

thing gained by loyalty, but
there's a limit to that," Mr. Hug-
dahl said.

Times Mirror Co. is already

preparing to shop its account
next year, though it recently ren-
ewed property and aviation cov-
erages as they were expiring,
said Ralph E. Gentry, director-
risk management.

In its Dec. 1 renewal, the Los

Angeles-based media company
stayed with its property insurer,
Protection Mutual Insurance Co.

Soliciting bids from new insur-
ers doesn't make sense for all

types of businesses, Mr. Eaton of
Bandag said. Because the manu-
facturer purchases liability and
workers comp coverage on a re-
trospectively rated basis, it
makes little sense to market pro-
grams. "The biggest chunk of
premium is losses," he noted.

On those coverages, stability
and service are important. "We
don't market only because of
price considerations," Mr. Eaton
said.

Bandag will sometimes change
insurers for excess liability and
property difference in conditions
coverages, he added. In those
lines, "Coverage is more of a
commodity. Relationships are
not as critical."

More brokers than insurers are

competing for the Bandag ac-
count, Mr. Eaton said.

"Premiums and commissions

are down. There's pressure on
brokers to put new business on
the books," Mr. Eaton said.
"Every year when the Fortune
500 list comes out, our phone
starts ringing."

In addition to shopping cover-
age, risk managers also are will-
ing to assume greater portions of
their risk in order to weather the

next hard market.

Teleflex renewed its D&0 pol-
icy on Dec. 18 with Chubb Corp.
at the expiring rate, but the com-
pany chose to double its reten-
tion to cut its premium by 23%,
Mr. Moulder said.

The decision to change the de-
ductible was made after the Lim-

erick, Pa.-based manufacturer
compared itself to companies
profiled in a D&0 survey by The
Wyatt Co. (BI, Feb. 24, 1992).

"This move is consistent with

what others are doing," Mr.
Moulder said.

Hasbro Inc. created a new

master marine and transporta-
tion policy to cover risks in Eu-
rope, the Far East and the United
States. That coverage cost one-
third of what coverages in indi-
vidual countries would have,
said Brian Casey, director of risk
management.

The Pawtucket, R.I.-based toy
manufacturer also is increasing
deductibles for international

property and liability coverages
as part of its strategy. As a re-
sult, Mr. Casey expects increases
of no more than 5% on domestic

casualty and less than 10% on in-
ternational property accounts
when they renew this month.
Domestic property renewed in
October with flat rates.

"I'm glad I have January re-
newals rather than July," Mr.
Casey said.

Many companies are increas-
ing retentions voluntarily.

"Major corporations will take
increased retentions or self-in-

surance to keep premium pay-
ments level," Times Mirror's Mr.
Gentry said.

"I believe large buyers of in-
surance are better positioned to
deal with the hard market than

the last time," agreed 3M's Mr.
Hugdahl. "They are retaining
more risk and participating in

the development of alternative
markets."

That preparation "perhaps is
why (the hard market) is delayed
in coming," Mr. Hugdahl said.

More cooperation between in-
surers and risk managers also
contributes to the delay and a
less severe market turn when it

'There's pressure on
brokers to put new

business on the

books,' says
David W. Eaton.

arrives, another risk manager
said.

"In 1986, everything came
unglued," said Jeffrey W. Pette-
grew, director of risk manage-

ment at Western Temporary Ser-
vices Inc. "Now insurers have a

tighter grip on controls and pa-
rameters for writing programs."

The Walnut Creek, Calif.-
based company is renewing its
paid-loss retrospective rated
workers comp program with
Travelers at a 22% increase.

"That's after renegotiation.
Originally, (the increase) was
much higher," Mr. Pettegrew
said.

Despite his experience renew-
ing that program, Mr. Pettegrew
said he is optimistic about
changes in insurer-risk manager
relations.

"There's more partnership and
long-term contracts of three to
five years," he said. "There's
more risk sharing."

Most risk managers acknow-
ledge the need for higher rates
after 1992's record catastrophe
losses. However, they are not

prepared to shoulder the entire
burden.

"Most professional risk man-
agers will not dig their heels in
so much if (insurers) show a need

for premium increase," Mr. Gen-
try said. "We will have to con-
tribute, but we should not pay
more than our fair share."

"The industry has been hit
with losses, but most (insurers)
are not in great financial dan-
ger," Ms. Swanson of Hills-
borough County said.

"If you go back to years pre-
ceding 1992, there are years with
a low level of catastrophe
losses," Portman's Mr. Adler
said. "Insurers should have pro-
perly reserved and funded for a
year like 1992."

Still, he thinks risk managers
will see rates rise "over a two-

year period," though he added
that the increases will be "not as

violent as in the mid-'80s." 
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Risk managers see rate hikes in their future
By JOANNE WOJCIK

Risk managers believe that prop-
erty/casualty rates are destined to
rise in 1993 as insurers, already

smarting finan-
cially, realistically
tally their losses
from 1992's rec-

ord spate of catas-
·m, trophes.

I *du 4 1 1
And in response

- f

= z  z „- -: to enhanced regu-
latory scrutiny,

insurers likely will turn to more
conservative investment strategies
that will increase their need for

capital, say many risk managers
responding to a Business Insurance
Risk Management Board survey.

But some wonder if the commer-

cial market will ever harden.

"I just have a feeling that (pre-
miums) are going to rise as insur-
ers lick their wounds from the in-

sured losses they've had to pay
out," said Kay Millonzi, risk ana-
lyst for Pleasant Co. in Middleton,
Wis.

David R. Brown, risk manager
for NICOR Inc. in Naperville, Ill.,
agreed. "The piper must be paid!"

"Underwriters have, in fact, ex-

perienced large losses and the busi-
ness world is generally convinced
that some increase is warranted,"
observed William H. Meyerhoft,
corporate director of risk manage-
ment for Lubrizol Corp. in Wick-
liffe, Ohio.

"I think that the reinsurance

markets are beginning to turn,
which will gradually be pushed
down to direct insurers," said Tom

Ivey, risk manager
for Cato Corp. in
Charlotte, N.C.

"Property is al-
ready turning,"
said a manufac-

Manager
Reportturing risk man-

ager. "Casualty
may follow once
property gets going."

Jeff Duncan, risk manager for
Consolidated Food Service Cos. in

Virginia Beach, Va., hopes rates do
rise, if "only to lessen the impact of
a drastic hard market. We need
stabilization."

Several factors are pressuring
insurers to raise rates, according to
Robb Hubbard, principal at Wil-
liams & Co. in Des Moines, Iowa.

"Increasing awareness of pollu-
tion exposures" will require re-
serve increases, he said. In addi-
tion, losses from workers
compensation claims and the rec-
ord level of catastrophe losses dur-
ing 1992 "will create tightening in
the marketplace," Mr. Hubbard
predicted.

"Reinsurers are experiencing too
much pressure for the market to
continue to be soft," said the risk

management coordinator for an
energy resource company with
$350 million in gross sales.

"Insurers will be required to in-
crease rates to cover the losses suf-

fered during 1992," concurs Robert
L. Duzef, director of risk manage-
ment for Dollar Rent-A-Car Sys-
tems Inc. in Los Angeles.

"Catastrophe losses, problems at
Lloyd's (of London) and the ab-
sence of tort reform, along with

continuing environmental litiga-
tion, dictate that rates must rise,"

said Phillip C. Bly, risk manager
for Brush Wellman Inc. in Cleve-

land.

"The disasters of this past year
added to weak returns on invest-

ment will dictate higher rates," be-
lieves Dick Wandersce, safety and
risk manager for Taylor Precast
Inc. in Green Cove Springs, Fla.

"Market conditions warrant a

change," said Kenneth W. Exelby
Jr., director of insurance at the
Washington Bankers Assn. in Seat-
tle.

Some risk managers believe that
increased regulatory scrutiny of in-
surance company solvency will
further pressure insurers to raise
rates.

"With increasing regulation a
likely prospect, insurers will be
caught between the need to fund
catastrophes from surplus and the
difficulty of raising new capital,"
said Chris Sparrer, director of risk
management for Ericsson Inc. in
Richardson, Texas.

"The pending risk-based capital
requirements will force insurers to
take a conservative investment

strategy," said the risk manager for
an electronics manufacturer with

$1.3 billion in gross sales.
As a result, "the market 'psy-

chology' will change," one manu-
facturing risk manager predicts.
"Combined ratios, catastrophic
losses, low interest rates all will
combine to turn the market."

While most believe a market turn

is imminent, a few risk managers
are skeptical the market will ever

Surplus lines execs report
some big property rate hikes

By DEBORAH SHALOWITZ

After years of price cuts, surplus
lines insurers are raising rates-in
some cases dramatically-for prop-

erty coverage.

Surplus lines in-
surer and broker

executives agree
that insurers are

A N J A R P raising property
insurance rates

- r , . L ·4 - :20% to 100% for

risks in catastro-

phe-prone areas. Rates for other
types of property risks are rising
10% to 20%.

However, rates for casualty cover-
ages written on a non-admitted
basis are holding steady or even de-
clining moderately, though rates are
rising in some niche liability lines.

Some executives predict that rates
for surplus lines casualty coverages
will change sometime this year,
though there's a disagreement
whether that change will be up or
down. Some remarked that casualty
rates could fall as companies back
away from property risks and in-
stead emphasize casualty coverage.

For now, though, the big news
in the surplus lines market is prop-
erty rate increases.

"What we are seeing as of this
hour is that the property market
has begun to firm and pricing has
begun to move north," said Warren
Stanley, president of Swett &
Crawford Group in Los Angeles, the
nation's largest wholesaler.

"Them is a definite hardening on
the property side," said Kevin Kel-
ley, president of Lexington Insur-
ance Co., an American International
Group Inc. unit in Boston, the lar-
gest U.S. surplus lines insurer. "It's

real; it's here."
"There is cer- Surplus

tainly tightening

Zt'rargp:;Cr=; Line
to be catastrophe-
prone," said Seth Report
Freudberg, presi-
dent and chief ex-

ecutive officer of United National

Insurance Co. in Bala Cynwyd, Pa.
"There is virtually no question
about that."

"There is very definitely a change
in property insurance rates," said
Pennington H. Way III, executive vp
in charge of the excess and surplus
lines underwriting division of Re-
liance National Risk Specialists in
New York. There is a "minimum of

25% increase in rates," he said.
Mr. Stanley said rates for cov-

erage for coastal property in the
Southeast that is highly exposed to
hurricanes could go up 40% to 60%
in 1993, while other property rate
increases will be in the 10% to 20%

range.

Paul McCain, a property manager
with wholesaler Cmmp E&S Group
in Dallas, said rates are up 25% to
100% for property on the Gulf and
Atlantic coasts of Florida-"if you
can find someone to quote the bum-
ness." And, prices are up 10% to
50% for residential and apartment
buildings in parts of Texas, Lou-
isiana and other areas of the South-

east, he added.
Not everyone in the market agrees

that prices are rising.
"What I've seen is more wish-

ful thinking than any reality," said
Tony Markel, CEO of Shand, Mora-
han & Co. Inc. in Evanston, Ill.

Other than a tightening in the Flor-
ida property market, "we really

don't see anything of a concrete na-
ture."

"Everybody's talking about it but
no one's doing anything about it,"
agreed Britt Glisson, executive vp
and chief operating officer of Essex
Insurance Co. in Richmond, Va.,
which like Shand is a unit of Markel

Corp.
Both Mr. Markel and Mr. Britt,

though, said they do expect property
rates to increase during the coming
yeBI.

Virtually everyone cited the gar-
gantuan losses from Hurricane An-
drew-recently estimated to total as
much as $15 billion to $16.5 billion
(BI, Dec. 21, 1992>-as a major im-
petus for surplus lines underwriters
to raise property rates.

"Undoubtedly, (property rate in-
creases) come as a result of the
property losses that came in ear-
lier this year," said Ralph Palmieri,
president of First State Management
Group Inc., an underwriting man-
ager in Boston that is a unit of ITI'/
Hartford Group Inc.

Several· experts said they expect
treaty reinsurance capacity for ca-
tastrophe property coverage to
shrink significantly and prices for
catastrophe reinsurance to rise.
"Presumably that will have some
trickle-down impact on property
rates," noted Kevin Brooks, presi-
dent of General Star Indemnity Co.
in Stamford, Conn., a surplus lines
unit of General Re Corp.

On the casualty side of the sur-
plus lines market, prices are either
holding steady or continuing to fall.

"There is no change in the ca-
sualty lines; (they are) soft, soft,
soft," said Joseph Walsh, chairman
of American Empire Surplus Lines

Continued on nert page

turn.

Rates may rise, "but not dramat-
ically," said Alfred Johnson, risk
manager for the Scotsman Group
Inc. in Baltimore, at least not
"until after the antitrust suit is dis-

missed."

"Property damage during '92
will adversely affect homeowners,
not commercial," insurance rates,

said the director of risk manage-
ment for a trailer leasing company
with $85 million in gross sales.

The risk management director
for a fertilizer manufacturer with

$1.1 billion in sales believes
across-the-board rate hikes are un-

likely because "market capacity is
more than adequate."

"Do not expect property/ca-
sualty rates to rise," said Walter D.
Haney, chairman of American Risk
Managers Inc. in Hamilton, Ala.
"There is nothing on the horizon to
diminish the companies' capacities
to the level that would prohibit
their protecting market share," he
said.

The continued weak economy
also serves as a deterrent to severe

price hikes, according to the risk
management supervisor for a
wholesaler with more than $8
billion in gross sales.

"Insureds are not healthy enough
to pay more, plus most insurance
companies are making money," he
said.

"Most commercial property com-
panies are stretched so thin with
overbuilding and vacancies that I
believe the insurance industry will
be afraid their product would be
too expensive to sell," agreed Wil-

liam Casey, insurance manager for
Consolidated Personnel Corp. in
Chesterfield, Mo.

"Everyone thought Andrew
would do it, or the Hawaiian
storm, but the market remains

pretty much the same," said
Lawrence Sokolowski, manager of
global risk management for Camp-
bell Soup Co. in Camden, N.J.

On the one hand, "if the econ-
omy doesn't improve, rates will
have to go up. The insurance in-
dust:ry isn't a bottomless pit," he
said.

But, on the other hand, if in-
terest rates rise in response to a
rebound in the economy, "invest-
ment income will replace the funds
being lost on the '92 catastrophes
and the market will remain soft,"
Mr. Sokolowski reasoned.

The insurance manager for an
educational institution with more

than $400 million in gross revenues
put it this way: "People headed for
suicide are rarely deterred by logic
or reason," he said. " 'Market
share' and 'cash flow' are still the

most important terms to the senior
management of most insurance
companies."

Risk managers and employee bene-
fit managers are invited to joint the
Risk Management Risk Manage-
ment Board and Employee Benefits
Boards. Just send a card with your
name, titte, company and address
noting which panel you would like
to join to Business Insurance, 740
N. Rush St., Chicago, Itt. 60611-
2590. You will receive four surveys
per year.
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Catastrophe reinsurance market a disaster
By JUDY GREENWALD
and DOUGLAS McLEOD

Property insurers battered by
Hurricane Andrew and other storm

losses now are fae-

ing a different
kind of disaster:
the chaotic market

for catastrophe re-
insurance

Activity in the
shell-shocked

property catastro-
phe market has slowed to a crawl as
retrocessional capacity dries up and
stunned reinsurers try to limit their
exposure to future losses. As the
New Year dawned, many treaties
had not been finished.

Amid falling catastrophe coverage
capacity worldwide, reinsurers are
demanding higher prices and higher
ceding insurer retentions on the
business they write, brokers and
reinsurers agme.

Buyers are being hit with dou-
ble- and triple-digit price increases
and, in some cases, tripling of reten-
tion levels.

Some London reinsumrs are also

revising the terms of catastrophe
covers to eliminate previously avail-
able reinstatements of limits for

losses from the same event, rein-
surers and brokers report.

The huge hurricane losses that
blindsided some pro.rata property
treaty reinsurers also have produced
one widely anticipated change: For
the first time, reinsurers are impos-
ing occurrence limits in pro-rata
treaties to cap their exposure to fu-
ture catastrophe losses.

Terms and conditions are gen-
erally tighter for property pro-rata
risks with catastrophe exposures,
while property per-risk excess trea-
ties and casualty reinsurance remain
relatively easy to renew, reinsurer
and brokerage executives say.

For catastrophe renewals, though,
the market is suffering from slug-
gishness approaching paralysis.

"The market seems to be para-
lyzed like it's never been before.
It's really, really amazing," said Ro-
bert T. Tremelling II, president of
San Francisco-based Tretis Group
Inc.

"These people are underneath
their desks wondering whether they
can come out. They're just shell
shocked," he said.

"Confusion, total confusion is

probably a wonderful way to put
it," said Steven K. Bolland, senior

vp with intermediary Gill & Roeser
Inc. in New York.

"Most reinsurers are confused

about where they are and where
they want to be," he said. "This
is the slowest year I've ever seen."

The renewal season could stretch

out to February or March, Mr. Bol-
land added. "We're going to have a
December 62nd this year."

"I don't think we've seen a market

like this m the last

30 years," said
John N. Gilbert einsurerR
Jr., president of
the New York-

based Holborn Report
Agency Corp.
"There's some ca-

pacity that seems
to be coming forward now, but it's
still going to be a real push to get
any program of a meaningful size
completed. A real push."

"The market is moving like glue,"
agreed Michael Rothpletz, executive
vp with G.L. Hodson & Son Inc. in
New York.

"I think many are still concerned
about their own retrocessional situ-

ation and what sort of capacity
they're going to have," Mr. Roth-
pletz said.

Continuing the disappearing act
that it began more than a year ago,
the retrocessional market, which

provides reinsurance support to
reinsurers, has virtually vanished.

"What retrocessional market?"

asked Mr. Gilbert, explaining that it
will be hard for reinsurers to line up
more than $7.5 million in retroces-
sional capacity except in unusual
circumstances.

"For all practical purposes, it's
almost non-existent," agreed Paul R.
Davies, chairman, president and
chief executive officer of Aon Rein-

surance Agency Inc. in Chicago.
Where $10 million to $20 mil-

lion in retrocessional capacity was
available before Hurricane Andrew,

no more than $6.5 million may be
available by mid-1993, predicted
John W. Smithson, chairman and

president of PMA Reinsurance Corp.
in Philadelphia.

With the market for traditional

risk-bearing retrocessional covers
all but dead, reinsurers are turning
to funded retro programs or other
forms of financial coverage, said Jeff
Webb, senior vp with Prudential Re-
insurance Co. in Newark, N.J.

He added that Pru Re is issuing
renewal quotes on the assumption
that it will have retro protection
comparable to last year's, even if on
a funded basis.

Others, however, say that rein-
surers have been slow to offer re-

newal quotes partly because of un-
certainty over how much-if
any-protection they can arrange
for themselves.

Constitution Reinsurance Corp.
has cut back its own catastrophe re-
insurance commitments by 10% to
20% because it hasn't yet fixed its
own retrocessional covers, according
to Bard E. Bunaes, chairman and
CEO.

Nevertheless, "premiums will be
significantly ahead of last year" be-
cause of rising rates, he added.

"It's a meltdown situation," Mr.
Smithson said. "All the turmoil peo-
ple have anticipated has certainly
hit with a lot of force."

Surplus lines renewals
Continued from previous page
Insurance Co. in Cincinnati.

"On the casualty side, we don't
see any hardening of the market
at the moment," said Reliance Na-
tional's Mr. Way.

Rates for most lines of casualty
coverage are under "continued
downward pressure," said United
National's Mr. Fmudberg. Rates for
most liability lines generally are
dropping about 10%, he said.

Others agreed that, in general,
rates for directors and officers li-

ability and most types of profes-
sional liability coverage are drop-
ping about 10%, as are rates for
high-hazard general liability and

product liability coverages.
Surplus lines market capacity for

most liability insurance lines re-
mains plentiful and in some cases is
increamng.

But in some niche liability lines,
prices are rising.

For example, rates are rising for
D&0 coverage for troubled financial
institutions, even though other D&0
and professional' liability rates still
are falling, said Ed Casey, president
of Stewart Smith Group Inc. in Ins
Angeles.

And liability coverage for archi-
tects and engineers seems to have
"bottomed out," with policies being
renewed at previous prices, said

"If anything, (the catastrophe
market) is worse than people an-
ticipated," said Mark Mosca, vp and
managef of the treaty department at
NAC Re Corp. in Greenwich, Conn.

Mr. Mosca and several others re-

port dwindling catastrophe capac-
ity, rising rates and retentions, and
tightening of other contract terms,
with the biggest renewal problems
faced by large national insurers with
big losses or significant catastrophe
exposures.

"Prices are up (and) market ca-
pacity is down," Mr. Webb said. "All
reinsurers are being more careful in
monitoring their aggregate (expo-
sures)."

Mr. Mosca estimated that world-

wide catastrophe reinsurance capac-
ity may amount to only about $170
million excluding ceding insurer re-
tentions, a drop of 33% to 40% from
a year ago.

"Companies are finding a great

'The market seems to

be paralyzed like it's
never been before,'

says Robert T.

Tremelling 11.

deal of difficulty filling out their
programs under any terms," he said.

"Last year things got mostly done.
This year they are not going to get
done," agreed Paul Ingrey, president
of F&G Re, a Morristown, N.J.-
based unit of USF&G Corp.

Ceding insurers faced with this

capacity shortage have a few choices
for filling holes in their programs,
Mr. Mosca noted. They may buy a
funded cover; a "super-catastrophe"
cover that kicks in when industry-
wide losses from a given event pass
a defined threshold; one of a re-
cently devised group of hybrid
covers that combine elements of

funded programs with traditional
risk-bearing reinsurance; or they
may keep the added exposure net.

Rates for available capacity,
meanwhile, are rising anywhere
from 20% to 250% depending on
the ceding insurer's exposure and
loss history, reinsurers and brokers
say.

The best anyone can do is a 20%
or 25% rate increase "if everything
were perfect," according to Mr. Tre-
melling. But if there have been se-
vere losses, rates can also more than
double, he said.

Mr. Mosca reported seeing renew-
als with rate increases of 20% to

100% depending on the layer of cov-
erage being quoted.

Mr. Webb said he has been sur-

prised that ceding insurers that suf-
fered no losses from Hurricane An-

drew are coming to Pru Re with
contract offers that include 50% to

Paul L. Genecki, senior vp of The
Schinnerer Group Inc. in Chevy
Chase, Md.

Michael Mullen, president of
K&K Insurance Group Inc. in Fort
Wayne, Ind., said he has heard of
rates increasing 12% to 15% for lia-
bility coverage for racetracks and
motor sporting events and for mo-
torcycle dealers.

Also, rates are increasing 25% to
50% for liability coverage for water
parks, he noted.

American Empire's Mr. Walsh
said rates for professional liability
coverage for attorneys who work on
leveraged buyouts and initial public
offerings are up 25% to 50%.

80% rate increases.
Insurers with Andrew losses that

did not exhaust their catastrophe
limits are seeing even larger in-
creases on the lower layers of their
programs with smaller but still sig-
nificant increases in the upper
layers, he added.

Ceding companies that used up
their catastrophe limits are seeing
heavier price increases for the upper
layers, said Ajit Jain, president of
the reinsurance division of Berk-

shire Hathaway Inc. in Stamford,
Conn.

Payback periods-the time over
which ceding insurers would repay
reinsurers for loxes at a given pre-
mium level-have been shortened

dramatically, brokers and reinsurers
add.

Where payback periods for upper
layers may have stretched to 100
years a few years ago, these have
since been reduced to 20 years, Mr.
Webb observed. Lower4ayer pay-
back periods have been cut to three
to five years from the 10 years al-
lowed a few years ago, he said.

"i think underwriters are looking
to get paybacks a little more quickly
because-let's face it-it's been a
bloodbath for the market. Andrew is

still not over," Mr. Rothpletz said.
To reduce costs, sorne ceding in-

surers have begun breaking up their
programs, buying different limits for
different areas of the country or dif-
ferent exposures, Mr. Jain added.
"People are now starting to zero in
on peril-specific and region-specific
covers."

Along with rate increases, ced-
ing insurers are seeing dramatic in-
creases in their catastrophe reten-
tions, reinsurance observers say.

An insurer operating nationwide
may see last year's $40 million re-
tention jump to $90 million or $100
million, said William H. Stempson,
an executive vp with North Ameri-
can Reinsurance Corp. in New York.

Where cedants previously nego-
tiated retentions based on how

much they were willing to lose,
reinsurers are now "picking a mar-
ket loss and estimating that partici-
pant's share of the market loss and
setting retentions pegged on that,"
he said.

Mr. Ingrey cited one insurer
whose retention has jumped to $100
million from $30 million as an ex-
treme example of the trend, but
added that 50% increases in reten-
tions are not unusual.

Attempting to limit their aggre-
gate exposure, some reinsurers are
also trying to impose other coverage
restrictions.

London reinsurers, for example,
are rewriting the "72-hour clause"
in catastrophe contracts, which
limits coverage for an event like a
hurricane to losses occurring within
a 72-hour period. Previously, ceding
insurers that exhausted their limits

on a given event could absorb a sec-

Predictions about the future

course of the casualty market dif-
fered.

If the casualty market indeed
turns, the change will occur in the
second half of 1993, said First
State's Mr. Palmieri. "There's more

of a likelihood now than there was a

year ago or two years ago."
Although casualty rates may rise

following a hardening property
market, "I still do not see a real dra-

matic market change," said Marcus
Payne, executive vp and chief
operating omcer for Crump E&S.

'The potential's there for a hard
(casualty) market, but I'm not
predicting it," said Reliance

ond retention and reinstate their

limits for a price.
Now London underwriters are

seeking to eliminate reinstatements
of coverage for the same event, rein-
surers say.

Mr. Stempson said some London
Iinsurers are offering a "168-hour
clause" with no reinstatements for
losses from the same event.

Domestic reinsurers, however,

have resisted following London's
lead on the 72-hour clause, Mr.

Rothpletz said. "I think it's too early
to determine" whether London will

be successful, he said.
Meanwhile, Berkshire Hathaway

has tightened certain terms of its
super-catastrophe product in the
wake of Hurricane Andrew, in-

creasing the market loss attachment
point to between $7 billion and $10
billion from a previous low of $3
billion, Mr. Jain reported. Most of
this business is written on a retro-

cessional basis, he said.
Stunning losses from Hurricane

Andrew also battered reinsurers

writing pro-rata property treaty
coverage, which many in the market
have jokingly referred to as the
cheapest form of catastrophe rein-
surance available.

The losses on these treaties

mounted because they typically had
no per-occurrence limit capping
reinsurers' exposure. This renewal
season, though, occurrence caps are
being added for the first time.

"That is a revolution of terms in

the pro-rata market," Mr. Stempson
observed.

Reinsurers are also boosting their
margins on pro-rata contracts by
reducing ceding and sliding-scale
commissions paid to ceding insurers,
reinsurers say.

The market for property per-risk
excess coverage, meanwhile, re-
mains relatively competitive and has
not tightened nearly to the extent
the pro-rat:a and catastrophe mar-
kets have, reinsurers say.

The casualty reinsurance market,
oddly enough, is also a quiet back-
water in renewals dominated by
angst in the property markets.

Albert P. Amato, senior vp at C.L.
Frates Reinsurance Intermediary
Inc. in Greenwich, Conn., which
specializes in fidelity and directors
and officers liability coverage, said
business is being renewed at expir-
ing terms.

It's "business as usual" in the ca-

sualty market, Mr. Rothpletz said.
"Things are sort of being renewed as
is."

In some cases, he added, ceding
insurers are even using their ca-
sualty business as leverage "to get a
line on a property cat cover, which I
never thought I'd see."

"It's a great irony that all this
agony has been caused by prop-
erty," PMA Re's Mr. Smithson ob-
served. "The world has turned to-

tally upside down." la,

National's Mr. Way.
"The soonest we'11 see some real

firming of (casualty) rates that goes
beyond individual lines is the first
quarter of 1994," Mr. Genecki said.

All the surplus lines industry ex-
perts agreed that there are no re-
gional differences in pricing, other
than for catastrophe-prone property
coverage.

Virtually no surplus lines com-
panies are offering better coverage
terms or conditions or longer policy
terms to hold onto business. "I don't

think that represents a disciplined
underwriting approach when you
have to do that in a soft market,"
Mr. Palmieri said. IN
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Judge issues arrest warrant for Hardy
By ROGER SCOTTON

HAMILTON, Bermuda-Sir
James Astwood, Bermuda's chief
justice, is seeking the arrest of
Mark Hardy, former chairman of
Focus Insurance Ltd., for dis-

obeying Supreme Court orders.
Sir James said he would hold

Mr. Hardy, a resident of the
United Kingdom, in contempt for
violating injunctions issued in
July 1991 and February 1992
that froze his assets worldwide.

The Dec. 22 ruling said that
Mr. Hardy should be arrested
and brought before Sir James on
Jan. 8 "to show cause why I

BERMUDA

should not commit him to

prison."
The chief justice said the arrest

warrant would not take effect

until Jan. 8, but he warned that
if Mr. Hardy, who currently lives
in Suffolk, England, fails to
show up in court, "it remains in
full force and effect."

While Mr. Hardy faces the pos-
sibility of a prison sentence for
contempt, he has not been ac-
cused of a criminal offense.

At the same time the contempt

charge was issued, the Supreme
Court also allowed an applica-
tion by the liquidators requiring
Mr. Hardy to authorize his bank-
ers in the United States, England
and Switzerland to disclose to

the liquidators details concern- .
ing Mr. Hardy's accounts and fi-
nancial transactions.

The same application required
Mr. Hardy to produce within 21
days an itemized accounting of
his expenditures since July 5,
1991. This account must include

details of his monthly expenses
and the source from which all

funds have been drawn.

Failure to comply with the dis-

Liability rates rise for accountants
following recent Australian rulings

By KATE McILWAINE

BRISBANE, Australia-Insurers
in Australia are boosting the pro-
fessional liability rates for all ac-
countants, especially auditors, in the
wake of recent court decisions.

Australian courts have recently
widened auditors' liability, assessed
huge damages against auditors and
have ordered an insurer to cover a

loss that was not reported until after
a claims-made policy expired.

Those rulings have made un-
derwriters wary, and some will no
longer cover audit business.

All professional indemnity un-
derwriters are "pretty cautious"
about accountants doing audit
work, said John S. Harris, general
manager of specialist professional
indemnity insurer Pacific Indemnity
Underwriting Agency Pty. Ltd. in
Melbourne, which does not write
coverage for auditors.

He said deductibles have been in-

creasing, which tends to make cli-
ents more careful, but "at the end of

the day you don't save too much."
Now, underwriters are boosting

premiums.
Auditors have "enjoyed a bit of

a holiday," but insurers have now
"rebelled," observed Greg Brown, a
professional indemnity underwriter

for C.E. Heath Casualty & General
Insurance Ltd. in Sydney.

Mr. Brown said all accountants'

rates will go up 15% to 18% begin-
ning Jan. 1, and additional charges
are being imposed for audits.

"We're getting tougher," he said.
Ray Armstrong, general manager

of the professional and financial
services division of Marsh &

MeLennan Ltd. in Sydney, sees a
significantly more substantial hard-
ening in the professional liability
market for auditors.

"We're not talking 5%, 10% or
50% increases, we're talking 100%,"
he said.

Professional liability rates for au-
ditors were previously based on the
fees auditors charged, Mr. Brown
explained. Competition among au- -
ditors, though, forced down fees,
and insurers found the premiums in-
adequate to turn a profit.

In addition, insurer competition
kept auditors' professional liability
insurance rates down, he said.

Coverage was "still fairly cheap"
for auditors compared with other
professions, he said.

But, Mr. Brown warned that pro-
fessional liability rates are becoming
"price-reactive."

M&M's Mr. Armstrong agreed
that the professional liability rate

war of the past four to five years has
ended.

"We're clearly at the end of the
soft professional indemnity cycle,"
he said.

And rate hikes will not be lim-

ited to only those accountants who
perform audit work, he said, warn-
ing that narrower coverage is likely
for all accountants. They will no
longer be able to afford the same
levels of coverage, he said.

"Professional indemnity is being
driven by claims experience," Mr.
Brown said.

He observed that accountants are

"entering a danger period" as rein-
surance capacity also tightens and
reinsurance rates increase. Those

with "less-than-good claims experi-
ence will pay."

Some firms had been charged ad-
ditional premiums for audits during
past renewals, but even more
charges have been imposed over the
past few weeks, Mr. Brown said.

Mr. Armstrong said adding
charges for accountants performing
audits is fair because "that's where

all the claims are coming from."
The latest auditor professional li-

ability decision that concerns insur-
ers is a 173-page decision by the
New South Wales Supreme Court.

Continued on next page

U.S. and European risk managers
getting a foot in board room door

By SARA J. HARTY

Risk managers in Europe and the
United States are gaining more re-
spect as risk management concerns
increasingly are decided in the
boardroom rather than by middle-
management officials, a recent sur-
vey suggests.

Meanwhile, environmental risks

top the list of risk management
concerns in all of the nations co-

vered in the study except France.
The survey, "Risk Management

-A Boardroom Issue for the

1990s," was conducted by broker
Sedgwick Group P.L.C. Sedgwick
polled 355 finance directors and
senior managers who oversee risk
management at companies in the
United States and five Western

European countries.
In all the surveyed nations, 92%

of survey respondents said that
risk management is generally of
increasing concern; 82% said that a

risk management policy has been
adopted by its company; 70% said
that the board of directors had

considered risk management in the
past year; and 39% reported that
risk management is a regular
board agenda item.

And in each individual country,
more than nine out of 10 respon-
dents said risk management is of
increasing concern within their
company.

Ninety-one percent of U.S. re-
spondents said that their company
had adopted a risk management
policy, compared with 84% of the
U.K. respondents, 77% of the
French respondents and 73% of re-
spondents from the Benelux coun-
tries, which include Belgium, the
Netherlands and Luxembourg.

"It was reassuring to get con-
firmation that there are generally
increasing levels of concern for risk
management," commented John P.
Hurrell, director of Sedgwick Eu-

rope Ltd. in London.
Interestingly, far more boards of

directors at European companies
considered risk management issues
in the last year than did U.S.
boards: 82% of the boards in the

United Kingdom, 81% in the Bene-
lux nations, 71% in France and
only 51% in the United States.

Similarly, 60% of respondents
from the Benelux nations said that

risk management is a regular item
on the board agenda. Forty-five
percent said this was the case in
the United Kingdom, compared
with 43% in France and only 19%
in the United States.

Rather than reflecting less of a
concern for risk management in
the United·States, the results prob-
ably are indicative of the emphasis
that U.S. companies have Pre-
viously placed on risk manage-
ment, Mr. Hurrell said.

U.S. companies "have already
Continued on nezt page

closure order by Jan. 13 will re-
sult in his defense in the under-

lying action to be struck out and
a default judgment entered
against him.

Mr. Hardy condemned the rul-
ing as "scandalous" and vowed
never to set foot in Bermuda.

"The underlying action is totally
flawed, and I look forward to li-
tigating this matter in England
where I can expect to receive
some justice," he said.

"The chief justice has erred on
a key point of law in allowing the
liquidators to embark on this
fishing trip. It is a manifestly
unjust ruling," he said, referring

to the disclosure order.

The chief justice's decision fol-
lows a series of hearings over
the past three months into the fi-
nancial affairs of Mr. Hardy,
who once controlled a highly
profitable, multimillion-dollar
insurance empire. Mr. Hardy's
group of Bermuda companies in-
cluded Forum Reinsurance Ltd.,
Aneco Reinsurance Ltd. and

Focus Insurance, all of which

now are in liquidation after
being closed under pressure from
creditors.

Mr. Hardy's worldwide assets
were frozen by the Bermuda

Continued on nezt page

Specialize and mutualize
to meet global challenge,
Bebear tells U.S. insurers

By DOUGLAS McLEOD

NEW YORK-U.S. insurers are facing a growing challenge from
overseas competitors and must take several steps to survive in a
global marketplace, says the chairman of Paris-based AXA Group.

"More and more, you will have competition with (insurers from)
other countries, and big competition," AXA Chairman Claude Be-
bear told an audience of insurer and brokerage officials in an ad-
dress at The College of Insurance last month.

Foreign insurers have succeeded by finding niches where they can
write profitable business and by becoming among the largest and
financially strongest players in their markets, he said.

After making an unsuccessful run at Farmers Group Inc. in
1990, AXA satisfied its goal of establishing a larger U.S. pres-
ence when its AXA Midi Assurances S.A. unit acquired a stake
in what is now Equitable Cos. (BI, July 22, 1991).

"We bought the shares for $8.50. Now they are $14. We are
happy," Mr. Bebear said.

Mr. Bebear cited several strategic goals that have guided AXA
and that he said would benefit an insurer looking to become a
global competitor. These include:

• Focusing on the business it understands and not diversify-
ing into unlmown territory.

"If you want to be strong, you have to practice one business.
Ours is property/casualty insurance and management of third-party
funds," he said.

"To try to become a conglomerate is a very big mistake," he
said, explaining that it is more difficult for a conglomerate to
provide professional service.

"If you are not professional, you disappear."
• Concentrating on client service.
Unlike manufacturing businesses that own patents and ma-

chinery, an insurer's most valuable assets are its people, he noted.
While large insurers run the risk of becoming bureaucratic and
losing sight of client needs, management must concentrate on both
profitability and client service, he said.

• Adopting a mutual insurer structure.
This has allowed AXA to concentrate on long-term goals rather

than short-term investor returns, Mr. Bebear said. "We are not ob-

sessed with short-term (stock market) quotes."
Responding to a question, he added that "quarterly reporting

is killing American industry" by diverting management atten-
tion from the long-term needs of their companies.

"In the insurance industry especially, (quarterly reporting) means
nothing," Mr. Bebear observed, noting that three to five years of
experience are needed to judge an insurer's performance.

• Decentralizing management.
A global insurer needs people in each country where it oper-

ates who understand the local market and have the power of a
chief executive officer to manage the business, Mr. Bebear said.

"If you are a centralized company, you are dead," he said.
International operations also have the benefit of spreading a

company's risk by allowing it to deal in different economies with
different currencies. If a company operates in only one country, it is
more vulnerable to the fluctuations of a single economy and a single
currency, he explained.

"Is it necessary to become international to become global? I
think it is necessary," he said.

Asked which insurers will likely survive the global competition,
Mr. Bebear named several companies, including Allianz A.G. Hold-
ing of Germany, Assicurazioni Generali S.p.A. of Italy and "one or
two" insurance companies in the United Kingdom.

He added that he does not expect any Scandinavian insurers
to remain among the largest global competitors.

Noting the financial turmoil that has gripped the Scandina-
vian markets, Mr. Bebear quipped, "It's like a Viking fight-a
lot of blood, and nobody knows why."
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Continued from previous page
court in connection with a civil ac-

tion filed against him by Focus' liq-
uidators, accountants David Lines

and Peter Mitchell. The liquidators
are suing Mr. Hardy for $19.7 mil-
lion, alleging he acted negligently
while chairman of Focus (BI, July
15, 1991).

The liquidators claimed that Mr.
Hardy broke the tenns of the orders
freezing the assets and, in late De-
cember hearings, produced two wit-

nesses, Charles and Christina

Stolper, who testified they had pur-
chased property in Concord, Mass.,
from Mr. Hardy for $492,000.

Legal experts in Bermuda note
that a person facing contempt
charges cannot be extradited and
that Mr. Hardy would only risk ar-
rest if he came to Bermuda. How-

ever, they added that the integrity of
Bermuda's legal jurisdiction is
clearly being tested by the Focus
proceedings.

Saul Froomkin, the attorney for
the liquidators, said he is relieved
that the Supreme Court had "seen
fit to deal with the matter in the

Risk manager survey
Continued from previous page

put more professional resources into
the problem" than some European
companies, he suggested.

Eight out of 10 respondents re-
port that in the past three years
there has been greater centralization
of the risk management function
within their company.

Centralization was most prevalent
in the United States with 86% re

porting that it had occurred, com-
pared with 81% in France, 76% in
the United Kingdom and 75% in the
Benelux countries.

Fifty-seven percent of all respon-
dents said that a main board direc-

tor was making risk management
decisions. This varied widely be-
tween European countries and the
United States: 80% in the Benelux

nations reported that a board direc-
tor made risk management deci-
sions, compared with 79% in France,

'1992 |1993

66% in the United Kingdom and
only 15% in the United States.

The respondents also were asked
to prioritize 12 specific risk manage-
ment challenges.

Environment-related risk was re-

garded as of increasing concern by
more respondents than any other
risk in all countries except France,
which deemed it to be of decreasing
concern on the whole.

Security risk emerged in second
place overall and in each country
except the United States, where it
came in sixth.

Employee and public safety was
the third most important concern
overall, although it was the second
most important in the United States
and the least important among
French respondents.

Credit risk, directors and officers

liability and product liability were
generally considered to be of in-
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serious way that it has."
"The paramount interest in this

matter is the administration of jus-
tice and we cannot just have people
ignoring the orders of this court," he
said.

Julian Hall, Mr. Hardy's Bermuda
attorney, said he has advised his eli-
ent to be present for the Jan. 8 hear-
ing. Mr. Hardy could "purge" his
contempt by voluntarily coming to
Bermuda, apologizing to the court
and producing the $492,000 in pro-
ceeds from the sale of the U.S. prop-
erty, Mr. Hall said.

He added, though, that the Su-
preme Court has no power to have

creasing concern, and was seen as
the most increasing concern in
France

Pension fund integrity, image im-
pairment, business interruption, po-
litical risk, fire and explosion were
generally ranked near the bottom of
risks in ternns of increasing concern
to risk managers.

When the risk managers were
asked to rank the group of risks
in terms of which were most crit-

ical risks to their business, environ-
mental risks still came in near the

top of the list; safety came in sec-
ond, followed by product liability,
fire and explosion.

Copies of "Risk Management-A
Bowdroom Issue for the 19903" are
available from Sedgwick Group De-
vetopment Council, Sedgwick
House, The Sedgwick Centre, Lon-
don El 8DX; 071-377 3615.
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his client brought to Bermuda.
Mr. Hall said he would be seeking

further instructions from Mr. Hardy.
One possible course of action would
be to appeal the chief justice's ruling
to the U.K. Privy Council, the high-
est appeals court for members of the
Commomwealth and British co-
lonies.

Mr. Hardy said the contempt
order did not come as a surprise,
contending that it is the result of
a "vicious witch hunt" aimed at

bankrupting him.
"I have no intention of ever set-

ting foot in Bermuda," Mr. Hardy
said. "Instead, I will be dealing with
this matter at the level of the (UK)
Privy Council. I have instructed my
London lawyer to seek an immedi-
ate judicial review of the conduct of
this case, which is aimed at get-
ting me at any cost. But the real
cost is to the creditors, who will
not get a penny out of Focus be-
cause of the legal bills that are being
run up."

TOPS opens doors
TOPS Insurance, the new energy

industry insurer, has opened its Ber-
muda underwriting facility with 16
shareholders, 50 risks and what it

calls a "unique capital structure"
worth $200 million.

President K Doyle Stephens said
TOPS-which stands for Total-loss
Offshore Production Structure-has

been set up by 16 oil companies to
provide high-layer catastrophe pro-
tection for their North Sea oil rigs
(BI, Oct. 26,1992).

Mr. Stephens said that some of
TOPS' founding shareholders are
also members of the oil industry
mutual, Oil Insurance Ltd. Mr. Ste-

phens is president and CEO of OIL.
But he stressed that TOPS is

technically closer to a stock com-
pany than a mutual insurer. "Our
lawyers will tell you this is not a
mutual, though I'd agree it does look
like one in some respects," he said.

The new insurer, which will be
managed by OIL subsidiary Oil
Management Services, will offer the
uppermost $100 million layer of ca-
tastrophe insurance protection
against a total oil or gas platform
loss.

The 16 shareholders' 50 North Sea
rigs are the first to be undenwritten

Australian ruling
Continued from previous page
The decision says that auditors may
be sued for damages by plaintiffs
that are not clients but that relied

on the auditors' reports.
In the case, accounting firm Nel-

son Parkhill BDO was sued in 1989

by Columbia Coffee & Tea Pty. Ltd.
and Donyoke Pty. Ltd.

The two small companies sued
Nelson Parkhill BDO over a 1987

audit of Columbia that Donyoke
said it relied on in deciding whether
to purchase shares in Columbia.

In its Nov. 5 decision, the court
noted that the accountant's own

manual of accounting practices ack-
nowledged that there would be "in-
terested parties who read and rely
on our reports and this extends be-
yond the persons who employ us in
the first instance."

The plaintiffs were awarded only
a nominal sum of $1 Australian in
damages, because there was no
"causal connection" between the

breach committed by the auditors
and the damages alleged by the
plaintiffs.

But, insurers say the decision sets
a precedent that could result in sub-
stantial damage awards in future.

In another decision, the New
South Wales Supmme Court ruled
on Nov. 18 that accounting firm De-

by TOPS, but Mr. Stephens said
that coverage will not be restricted
to shareholders. He anticipates that
premiums will be in excess of $30
million during the first year and
could be as high as $50 million.

Mr. Stephens said the company
will commence operations with $100
million in cash and "liquid assets"
like letters of credit. A further $100
million is available to the insurer

under a cash call provision agreed to
by shareholders. Shareholders will
contribute, if needed, additional
capital based on their participation
m TOPS.

"What we're effectively saying is
that TOPS members will be putting
in the necessary assets to make the
company work," he said. "This is
not a traditional capital structure
but then we do expect to be able to
operate for several years without a
loss"

The insurer has no reinsurance

protection, which the founding
shareholders considered too expen-
sive and not in keeping with their
avowed aim of adding net new ca-
pacity in a tight market.

"The probability of a total loss
is remote, and the probability of
two total losses even more so," said
Mr. Stephens. TOPS' technical man-
agement team has analyzed an ag-
gregate of 1,700 operating years for
offshore structures in the North Sea,

he noted. "There has only ever been
one total loss and that was Piper
Alpha," he said.

The need for TOPS' cover, ac-
cording to Mr. Stephens, is driven
not only by a lack of available ca-
pacity, but also by the ecposure to
risks in which the replacement costs
can be billions of dollars. "Not many
corporations can afford to run that
kind of risk," he said.

Mr. Stephens said coverage is
being restricted to the North Sea
"because that's where the need is

right now."

In the future, though, TOPS may
consider extending its underwriting
activities, he added.

Mr. Stephens said TOPS has es-
tablished an initial rate of 0.9%.

"That means that for each struc-

ture that buys the full $100 million
limit, and not all are doing that, the
premium will be $900,000, which is
a rate that assumes one loss in every
100," he said. ill

loitte Haskins & Sells, now Deloitte
Ross Tohmatsu, was 80% liable for
the 1986 foreign-exchange losses of
communications firm AWA Ltd.

The losses totaled almost $50 mil-

lion Australian ($34.4 million)
Those decisions followed on the

heels of the East End case (BI, Nov.
16, 1992), which attorneys and in-
surers say has made claims-made
policies ineffective.

In that case, East End Real Es-
tate Pty. Ltd. had a standard
claims-made general liability policy
written by C.E. Heath Insurance Co.
During the policy period, a client
made a claim and started proceed-
ings against East End.

Six weeks after the policy ex-
pired, the client received a judg-
ment against East End, which then
first notified its insurer and sought
indemnity, explained Peter Garris-
son, a partner in the Melbourne law
firm Home, Wilkinson & Lowry.

C.E. Heath initially won the case,
but it was overturned on appeal,
and an application to appeal further
to the High Court was not granted.

Proposals to limit professional li-
ability claims against accountants
are still under consideration by a
working party established by fed-
eral and state attorneys general (BI,
June 29, 1992). m



Defense costs
Continued from page 3

The cost of defending policy-
holders in personal auto liability
litigation also was studied, but
defense costs for this line have

"remained flat" in proportion to
losses paid, ISO found.

"Itt's the same story: Legal de-
fense costs are continuing to
grow faster than losses," said the
author, Peter Licht, manager and
associate actuary, who con-
ducted a similar study in 1989.

"Insurance is all about paying
for losses, but the growth in de-
fense costs is outstripping in-
demnity costs," an ISO spokes-
woman added.

By line of coverage, insurers in
calendar year 1991 incurred
their highest legal defense costs
-$4.2 billion-in general liabil-
ity litigation.

Workers compensation- and
multiperil-related litigation each
racked up $2.3 billion of defense
costs for insurers in calendar

year 1991. Insurers incurred $1.2
of defense costs in commercial

auto-related litigation last year.
And, medical malpractice- and

product liability-related litiga-
tion each accounted for $1.1
billion of defense costs for insur-

ers in 1991.

But, among all lines studied,
defense costs were the highest in
proportion to losses paid in
product liability and medical
malpractice litigation.

Defense costs in product lia-
bility cases amounted to 70% of
incurred losses in calendar year
1991, more than double the ratio
of defense costs to general liabil-
ity losses, which was 33%.

ISO also found that product li-
ability defense costs were 76% in
accident years 1990 and 1991
combined, up from 54% in acci-
dent year 1982.

The next highest ratio was for
medical malpractice defense
costs, representing 39% of in-
curred losses in calendar year
1991.

Urban health care problems
Continued from page 3

The managed care industry's
expansion since the formation of
Los Angeles' first prepaid health
plan in 1928 "has meant the
withdrawal of health care re-

sources potentially available to
meet the medical needs of the

uninsured and the underin-

sured," observe study authors
Robert E. Tranquada and Peter
A. Glassman.

"Twenty years ago, nearly all
private physicians and beds in
Los Angeles County were poten-
tially available for charity care,"
the authors note. "Now, how-
ever, in staff and group model
HMOs, such as Kaiser Perman-
ente or FHP, neither physician
nor hospital care is normally
available to non-members."

In 1989, the latest year for
which RAND had statistics,
there were 28 health mainte-

nance organizations serving 32%
of the Southern California health

care market, compared with a
national average of 15%.

While managed care covers a
greater proportion of the popula-
tion in California than in any
other state, fewer California
workers receive health insurance

from employers than the national
average, according to Messrs.
Tranquada and Glassman.

"Only 56% of working Califor-
nians receive insurance from

their employers, compared with
64% elsewhere in the United

States," they point out.
The problem is especially acute

for working Hispanics and
blacks, of which only 40% and
52%, respectively, have work-re-
lated health care coverage, ac-
cording to the authors.

Fully 87% of the uninsured in
California have jobs or are in fa-
milies headed by at least one
working person, and 65% are
full-time employees or depen-
dents of full-time employees, the
authors estimate.

Companies that do not offer
health insurance typically have
fewer than 25 employees, and
small business has been the

fastest growing sector of the
state's economy in recent years,
according to the authors.

Los Angeles County also has a
large population of undocu-
mented, or "illegal," immigrants,
estimated at between 660,000
and 770,000. Many of these im-
migrants-except for pregnant
women-are not eligible for
Medi-Cal, the state's Medicaid
program, because federal legisla-
tion specifically bans spending

federal funds for these people
except for emergency conditions
and pregnancy-related care.

The 35,000 to 50,000 homeless
persons in Los Angeles County
also have difficulty obtaining
Medi-Cal coverage, the authors
point out. This is partly because
they are ineligible unless they
are also disabled, blind or have
dependent children.

The 1990-91 recession also

helped swell the number of unin-
sured because economic

pressures caused some firms to
drop or reduce their employees'
health care coverage, while many
workers lost their insurance

when they became unemployed.
"Although Congress sought to

help laid-off workers through
(the Consolidated Omnibus Bud-
get Reconciliation Act of 1985),
many of the unemployed cannot
afford the monthly COBRA pre-
mium they are required to pay"
to receive extended health cover-

age, the authors point out.
"Moreover, this law does not

benefit those who had no health

insurance while employed," they
stress.

Los Angeles' public health sys-
tem, which has been in operation
since 1878 when County General .
Hospital was founded, has at-
tempted to address the uninsured
problem with many resources,
including property tax dollars,
private funds and insurance,
Medicaid and Medicare and state

and federal grants.
But all of these sources to-

gether do not provide sufficient
funds to meet the county's health
care needs, according to the
RAND study's authors.

As a result, "the county has
not increased its health care sub-

sidy in parallel with increased
health care needs and costs:

While the county population rose
from 7.5 million in 1980 to 8.9
million in 1990 and while the

population in poverty increased
from 980,000 to 1,308,000, the
Los Angeles County health care
subsidy, adjusted for inflation,
fell from $384 million to $316
million," the authors state.

And, while Medi-Cal payments
have kept pace with the growing
Medi-Cal patient load, reduced
payments from the federal gov-
ernment for Medicare benefi-

ciaries have further limited the

ability of the region's health care
providers to absorb the costs of
uncompensated care, the RAND
study points out.

Even though it would be ex-
pected that private payers would

On an accident year basis,
medical malpractice defense
costs were 55% of incurred losses

in 1990-1991, up from 34% in
1982.

The report found that, for
other lines of coverage studied,
insurers' defense costs in calen-

dar year 1991 amounted to:

• 33% of incurred general lia-
bility losses.

On an accident year basis, the
ratio of general liability defense
costs to incurred losses was 39%

in 1990-1991, up from 29% in
1982.

• 22% of incurred multi-peril
losses.

The ratio was 21% in accident

years 1990-1991, up from 15%
in 1982.

• 13% of incurred commercial

auto losses.

The ratio was also 13% in acci-

dent years 1990-1991, up from
9.5% in 1982.

• 7.3% of incurred workers

comp losses.
The ratio was 8.5% in accident
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years 1990-1991, up from 5.2%
in 1982.

The study also found that only
24% of third-party general lia-
bility claims were litigated and
insurers paid claims in only half
of those cases. However, these

12% of general liability cases ac-
counted for two-thirds of insur-

ers' defense costs for that line, or
close to $2.8 billion.

The study did not break out
similar figures for other lines of
coverage.

Defense costs in the study are
measured as allocated loss ad-

justment expenses. They include
lawyers' fees, expert witnesses'
fees, court costs and any other
related costs picked up by the
insurer.

The report indicates that in-
surers are able to anticipate
these costs only about half as
well as they can anticipate in-
demnity payouts and general loss
adjustment costs.

At the end of 1991, loss and

general loss adjustment reserves

'Only 56% of working Californians receive
insurance from their employers, compared
with 64% elsewhere in the United States,'

according to Robert E. Tranquada and Peter A.
Glassman, authors of the RAND study.

be forced to make up the short-
fall through some sort of cost-
shifting, employers instead are
pushing back, according to the
RAND study.

For example, large employers
have begun self-insuring and ar-
ranging discounts with hospitals,
physician groups and managed
care organizations.

"This has reduced hospital
revenues significantly and, in
turn, decreased surplus hospital

inconne previously used to cover
uncompensated care for the un-
insured and medically indigent,"
the authors point out.

As a result, "the private sector
is playing a smaller role in bear-
ing the costs of uncompensated
care," they say.

The study's authors pointed
out that while its research fo-

cused primarily on Los Angeles,
urban problems-including
access to health care--are

were 11% to 14% deficient on av-

erage, according to ISO. In com-
parison, reserves set aside spe-
cifically for allocated loss
adjustment expenses were 34% to
41% deficient on average.

Deficiency in ALAE reserves
for the commercial lines studied

ranged from 14% to 58%, with in-
surers having the weakest re-
serves for general liability-re-
lated litigation.

The study is one of a series that
ISO conducts on insurance-re-

lated public policy issues. The
studies are typically sent to law-
makers, regulators and "opinion
leaders" who deal with the in-

surance industry.

Copies of "Legal Defense: A
Large and Still Growing Insur-
ance Cost" are free to ISO mem-
bers but cost $40 for non-mem-
bers. Contact ISO's Industry
Relations-Customer Service de-

partment, 7 Wortd Trade Center,
New York, N.Y. 10048; 800-888-
4476.

national in scope.
"The civil disturbances in Los

Angeles in April 1992 brought
home to this community and to
the nation the serious continuing
problems facing our large urban
centers," said RAND researchers
James B. Steinberg and David
W. Lyon in an introduction to
the study.

"We turned to 19 RAND ana-

lysts who have conducted exten-
sive research on social policy and
asked them to reflect on the cur-

rent issues facing our cities and
our cities' people."

Copies of "Urban America: Pot-

icy Choices for Los Angeles and
the Nation" are availabte for $20
each from the RAND Corp., 1700
Main St., P.O. Box 2138, Santa
Monica, Calif. 90407-2138; 310-
451-6913.
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Asbestos coverage and there is no hint of a final owned-product exclusion-did Judge Carey's opinion that in- either the Flintkote or the conso-
disposition at any time in the im- not apply to asbestos property surers that opt out of settlement lidated asbestos case

Continued from page 2 mediate, foreseeable future " damage negotiations should not be per- While Judge Brown's initial
dent & Casualty Insurance Of The judge also rejected insur- The only factual issue relating mitted to re-litigate various decision also applied the broad
Winterthur is a partial summary ers' allegations that Grace had to coverage that may be litigated, issues, continuous trigger to property
judgment stemming from a set- colluded with the school districts Judge Carey said, lS whether Insurers that do not like cer- damage claims, he later res-
tlement reached between five in the settlement negotiations Grace expected or intended the tam settlement provisions often tricted lt to a multiple-trigger
Minnesota school districts and "While the court would not property damage alleged by the "feel like they're entitled to start approach (BI, Dec 25, 1989)
W R Grace & Co deny them the opportunity to school districts A Feb 10 hear- over from ground zero," he said And m the Flintkote case, the

The school districts had sued protect themselves from collu- ing date has been set for resolu- But Judge Carey maintains court ruled that coverage is trig-
the Florida-based asbestos man- sion, their claim of unreason- tion of this issue that "an insurance company just gered when the installation of
ufacturer in 1987, alleging con- ableness lS totally without It is not known whether can't walk away and then come asbestos causes the property to
tinuous property damage caused merit," he wrote Grace's insurers will appeal the forward and expect to re-litigate lose value or to become "conta-
by the installation of asbestos "We must keep in mind that partial summary judgment In- it," Mr Freeman said minated "

insulation in seven school build- the (insurers) did not elect to de- surer attorneys did not return "When you reach a settlement, Judge Brown's decision is
ings between 1968 and 1973 fend W R Grace & Co In- phone calls you don't re-litigate issues of lia- being appealed to California's

When Grace notified its habil- stead, they Immediately, and The decision marks one of the bility of property damage," 1st District Court of Appeal in
ity insurers of the claims, they long before any facts were deve- few times a court has applied the agreed Ms Paar of Anderson, San Francisco No hearing date
denied coverage and declmed to loped or discovery commenced, continuous trigger theory in an Kill has been set

participate in Grace's defense. denied coverage across the board asbestos property damage case, Mr London criticized the Grace's insurers named in the

In late 1990, serious settlement on every conceivable basis, thus observers say court for its failure to stay a de- school district litigation are
negotiations began in all five un- walking away from this multi- cision pending the resolution of Accident & Casualty Insurance of Win-
derlying suits Despite repeated million-dollar exposure, leaving - -, asbestos property damage liabil- terthur, Admiral Insurance Co, American

Employers Insurance Co , American Inter-requests by Grace, none of the W R Grace & Co to defend it- ity on a national basis national Underwriters, American Re-In-
company's 52 excess liability un- self " 'The COntinUOUS  "The problem with this deci- surance Co , Ancon Insurance Co (U K)derwriters offered to participate Furthermore, the court trigger theory is sion is that it attempts to admin- Ltd, Argonaut Northwest Insurance Co,
in the negotiations adopted the injury-in-fact trig- ister on an ad hoc basis tremen- Bermuda Fire & Marine Insurance Co

In March 1991, the school dis- ger of coverage, finding that the usually applied in Ltd, Birmingham Fire Insurance Co , Bi-dous global environmental shopsgate Insurance Co Ltd, Bryanston
tricts and Grace settled the un- alleged property damage caused bodily injury cases,' exposures," he said Insurance Co Ltd , British National Insur-
derlying suits for an undisclosed by the asbestos products was "While this one particular ance Co Ltd, California Union Insurance
sum, invoking the Miller-Shu- continuous Therefore, every pol- says Mr. London.   school district was able to get the Co. Continental Casualty Co , and CNA
gart provision Based on a 1982 1Cy in effect at any time the as- money it needed to resolve its as-

Reinsurance Ltd

Also, Delta-Lloyd's Non-Life Insurancestate court case, Miller-Shugart bestos-containing products were bestos problem, thousands of Co , English & American Insurance Co
permits plaintiffs to seek satis- present in the school districts' "Most of the original coverage others may not" because of in- Ltd Cle Europeene D'Assurances Indus-
faction of a judgment from the buildings would be triggered by decisions have been asbestos consistent court decisions trielle, Federal Insurance Co, First State

Insurance Co, Folksam International In-proceeds of a defendant's insur- the settlement bodily injury cases," said Randy around the country
surance Co Ltd, Assicurazioni Generaliers Judge Carey used a decision by Paar, an attorney with Anderson, The continuous, or injury-in-
Sp A, Gerling Group, Granite State In-

In June 1991, the school dis- the 6th U S Circuit Court of Ap- Kill, Olick & Oshinsky in New fact, trigger so far has mostlY surance Co , Guarantee Insurance Co, The
tricts sought a summary ludg- peals in Ray Industries us Lib- York who represented the school been apphed to asbestos bodily Home Insurance Co, ITT Hartford Group
ment against the insurers and a erty Mutual Insurance Co to districts in the Minnesota case injury cases Inc,Insurance Co of North America, In-

surance Co of the State of Pennsylvania,ruling that the settlement was draw the conclusion that "every As a result, he said, insurers have For example, following the
Lexington Insurance Co, Lloyd's of Lon-reasonable. The insurers opposed policy written during the period not been paying for asbestos precedent set by California Su- don underwriters, London & Edinburgh

the motion, moving for dismissal of contamination was triggered " property damage cases. penor Court Judge Ira A Brown General Insurance Co, Ludgate Insurance
on the grounds that the forum He also cited a 1991 article "The continuous trigger theory in the 1987 consolidated asbestos Co Ltd. Maryland Casualty Co , National
was inappropriate and demand- contained in the William Mit- is usually applied in bodily in- case, a San Francisco Superior Casualty Co of America, and National

ing to re-litigate the reasonable- chell Law Review that stated jury cases," agreed Bud London, Court ludge recently ruled that PaUnion Fire Insurance Co of Pittsburgh,

ness of the settlement "these 'multiple-trigger' deci- a partner with London Fischer in every CGL policy covering as- Also, New Hampshire Insurance Co ,
While 1st District Court Judge sions are consistent with the New York, who represents insur- bestos maker Flintkote Co be- Northbrook Insurance Co, Pacific Em-

Thomas H Carey initially dis- plain terms of the standard CGL ers in asbestos coverage cases tween 1942 and 1985 must re- ployers Insurance Co , Prudential Reinsur-
missed the coverage issue on policy, which do not express any However, insurer attorney spond to third-party claims ance Co , St Katherine Insurance Co Ltd ,

Southern America Insurance Co, Strong-forum non conveniens grounds, limitation on the number of poh- Raymond Coates of Low, Ball & seeking indemnification for hold Insurance Co Ltd , Terra Nova Insur-

he later reversed his position and cles which may be triggered in a Lynch in San Francisco said the bodily injury caused by exposure ance Co Ltd, Transamenca Insurance Co,
granted partial summary Judg- cumulative injury situation Fur- Minnesota decision "is unlikely to asbestos during those years Turegum Insurance Co , Unigard Security
ment to the school districts ther, the 'multiple trigger' rul- to have any impact outside of (BI, Oct 26, 1992) Insurance Co , Walbrook Insurance Co

Ltd, Winterthur Swiss Insurance Co , Ya-Judge Carey said he reversed ings are consistent with the Minnesota " At the time, Judge Brown's suda Fire & Marine Insurance Co , and
his earlier position for "two drafting history of the standard And Thomas Freeman, a poli- ruling was generally considered Zurich Insurance Co
compelling reasons " First, the CGL policy." cyholder attorney with Brobeck, the broadest interpretation of .

case involved Minnesota parties, Judge Carey also held that the Phleger & Harmon in San Fran- coverage for asbestos bodily in- Independent School District No
and second, "resolution of this four exclusions invoked by in- cisco, said that while the contin- jury claims ever handed down 197 us. Accident & Casualty In-
matter on a national basis has surers-the loss-of-use exclu- uous trigger application was sig- (BI, June 1, 1987) surance Co Of Winterthur, No
languished in the federal courts sion, the sistership exclusion, the nificant, it would not be as But that broad trigger was not C4-88-7950, 1st Distnct Court of
of New York for almost a decade, pollution exclusion and the useful to other policyholders as applied to property damage in Minnesota
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Experimental a New York law firm that prepared time We want to find out what surer trade group proceed, benefit consultants say
a brief for several cancer centers in works and what does not That wlll Some insurers say the federal many employers need to do a bet-

Contmued from page 3 the Dahl-Eimers case only take place through careful sci- government could help cut down ter Job of spelling out coverage to
fore a suit is even filed to avoid Lawyers for patients also argue entific research, not through trials on litigation and advance medi- employees
bad pubhcity that beneht plan documents have and pubhcity," said Naomi Aron- cal science Dr Cova of the HIAA At a minimum, plan documents

But there are plenty of charges often been vague on what iS Con- son, manager of technology evalua- favors a federal law protecting ln- should indicate that not all pro-
and counter-charges Some Insur- sidered experimental When lan- tion with Blue Cross/Blue Shield surers that provide coverage for cedures may be covered Partici-
ers contend that the htigation is an guage is ambiguous, the policy- Assn in Chicago patients in certain clinical tests pants should also be told whom
attempt to squeeze money out of holder lS entitled to coverage, they "Employers are barely able to from lawsuits by others outside the to contact to determine if a pro-
them now that federal cancer re- say cedure is covered, said Mary Case,
search grants are harder to come "It comes as a surprise when a partner with Kwasha Lipton in
by someone-who has paid thousands 'It comes as a surprise when someone-who has Fort Lee, N J

"Patients, hospitals and doctors of dollars for a pohcy-is told that For instance, plan documents
are finding it easier to get money 'this is what you need to survive,' paid thousands of dollars for a policy-is told that that Judy Hai-ris and other letter
out of the msurance Industry than and then the Insurer w111 not cover "this is what you need to survive," and then the carners received defined experi-
research grants from the proper the treatment because the treat- mental and Investigation treatment
government authority," said Dr ment is considered experimental insurer will not cover the treatment,' says John R. in some detail

Ken McDonough, senior vp and by the insurer" without the cnteria Thomas, an associate with de la Parte & Gilbert. A treatment was to be consid-
corporate medical director at Mu- spelled out, Mr Thomas said ered expenmental if "rehable evi-
tual of Omaha All sides agree that the stakes dence" showed that the consensus

Lawyers representing cancer pa- involved in the litigation are huge, of opinion among experts was that
tients and treatment centers and not Just for breast cancer keep up with paying the costs of research projects further trials or studies are needed

counter that HDC/ABMT is not treatment For patients, insurance things that do work. H we look to In one such clinical test, 16 to determine its maximum to-
experimental and should be co- means they may be able to afford health Insurance to cover expen- BC/BS plans are providing cover- lerated dose, ltS safety and ltS effi-
vered treatment that they and their phy- mental therapy, there is no bot- age for HCT/ABMT for advanced cacy compared with standard

"There is substantial data sup- sicians beheve offers the only hope tom to that pit It would be a blank breast cancer treatment About treatments
porting the efficacy of this treat- of survival check for funding costs that would 1,200 women are expected to par- Reliable evidence means pub-
ment," said John R Thomas, an For insurers, the costs could bankrupt employers," said Dr Mi- ticipate in these tests, which are lished reports and articles m the
associate with de la Parte & Gil- prove substantial Insurers say that chael Soper, national medical sponsored by the National Cancer authoritative medical and scien-
bert m Tampa, Fla The law firm if they are forced to pay for proce- director with CIGNA Corp in Institute Care for 300 to 600 pa- tifle hterature
represents the Moffitt Cancer Cen- dures which may not be effective, Hartford, Conn tients wtll be funded by the BC/BS Often documents are far less de-

ter, which filed a friend of the both patients and employers- If msurance coverage is offered plans tailed Documents that Mary Dahl-
court brief in the Dahl-Elmers which ultimately pay the costs in for breast cancer treatment that Results from the first studies Elmers received, for mstance, said
case the form of higher premiums-wt11 is expenmental, why not cover ex- should be available m about a year only that treatment that lS "nOt

"Some Insurance companies are be the real victims perimental treatment for AIDS? and a half, said Dr Bruce Cheson, considered experimental" was co-
interfering with the dellvery of po- "If a procedure lS covered, but asks Dr John Cova, director of the head of NCI's cancer therapy vered
tentially life-saving treatment," does not work, what will be medical technology assessment for evaluation program m Bethesda, "Policyholders should know
adds Karen L Illuzzi Gallinan of achieved? In the long run, we wlll the Health Insurance Assn of Md what they are getting," said Ms
Anderson, Kill, Ohck & Oshinsky, all be losers We will have lost America, a Washington-based m- While research and litigation GAllinari of Anderson, Kill m
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Rx for high drug costs: Managed care strategy
By LAURA MAZZUCA

WASHINGTON-More U.S. bu-

sinesses are battling the high cost
of prescription drugs with man-
aged care strategies, according to a
recent study conducted by The
Wyatt Co.

Cost controls like drug utiliza-
tion review programs, organized
pharmacy networks, drug card
programs and mail order programs
are used by a growing number of
the 300 companies recently polled

by Wyatt.
Twenty-eight percent of the

companies reported that they con-
tracted with mail-order pharma-
cies in 1992, up from 20% of re-
spondents in the consulting firm's
1991 survey.

Some 22% established drug-card
programs, down from 24% in 1991,
while 6% used organized networks
of pharmacies. The study did not
report how many employers used
pharmacy networks in 1991.

The steady growth of prescrip-

tion drug cost-containment pro-
grams is directly attributable to
increases in both drug prices and
the cost of drug therapy, the sur-
vey states.

According to industry figures,
the price of a typical $10 prescrip-
tion drug in 1980 had risen to
$21.95 by 1990, an increase of
120%. That compares with a 93%
increase in costs for other types of
medical care over the same period,
according to Wyatt.

At this rate, the study estimates

that national aggregate drug ex-
penditures, which totaled $20.1
billion in 1980, will top $90 biEion
by the year 2000.

Prescription drug usage has in-
creased as well.

In 1990, the average number of
prescriptions filled annually per
active employee covered by a pre-
scription drug benefit program was
4.4, according to a 1991 study cited
by Wyatt. This figure reflects the
growing use of drug therapy in
treating medical conditions an

The IRIDifference:IRI Responds Quickly to the Violent andDestructive Forces of Hurricane Andrewjust appeared at their doorstep «Most of IRI's insureds 10-Pre-emergency P13ns, ead to do what w could to cated in *siana were well
Post-storm Followup

assess damage, mitigate fur- prepared, said Bill Leach,
possible." vention, Houston office. "TheyAssist IRI Insureds
ther loss and help in any way Manager-District Loss Pre-

ORLANDO,FL-Within
Kevin attributed the speedy weren't about to take any
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aging workforce, and extended life
spans, the Wyatt study said.

The study indicates that drug
costs now account for about 10%

of total health benefit costs for ac-

tive employees and 30% or more
for retirees.

Although 70% of the survey re-
spondents indicated they are still
covering prescription drugs as part
of their medical benefits, a signifi-
cant number reported using one or
more cost-containment programs
for prescription drugs.

Mail-order drug programs-the
most popular, at 28%-are easy for
companies to use and are especially
economical for maintenance medi-

cations taken for chronic medical

conditions.

Wyatt estimates that businesses
using mail-order programs can re-
alize savings as high as 30% on
drug costs, especially through the
use of lower-cost generic substi-
tutes and volume purchasing.

Companies using drug-card pro-
grams-22% of the respondents-
cited the convenience of accessing
patient information at the point of
service through a connputer or
phone network, which can simplify
billing and expedite payment.

According to industry
figures, the price of a
$10 prescription drug
in 1980 had risen to

$21.95 by 1990.

Such programs were especially
popular with smaller employers:
34% of companies with fewer than
500 employees offered a drug-card
benefit, according to the survey.

However, drug cards have been
associated with excessive use by
unauthorized people, the survey
authors caution.

Stand-alone, carved-out pre-
scription drug benefits were in use
at 18% of the respondents' com-
panies. This format allows employ-
ers to identify and track the cost
and utilization of prescription
drugs separately from other medi-
cal expenses.

Another 6% of respondents used
pharmacy networks in an attempt
to manage prescription drug costs.
In an earlier study, Wyatt esti-
mated that companies can save
18% in medical costs by using
pharmacy networks.

Employee cost-sharing is also
part of the picture in holding down
prescription drug costs, the survey
concluded.

Of the 70% of employers that
cover prescription drugs as part
of their medical plan, two out of
three indicated that the cost-shar-

ing provisions that apply to other
medical benefits also apply to pre-
scription drugs.

Thirty-seven percent of these
plans require employees to pay a
fixed-dollar copayment per pre-
scription, typically $5 on generic
drugs and $10 on brand-name
drugs.

Another 20% of the plans re-
quire employees to pay a fixed per-
centage of covered prescription
charges, while 15% of the respon-
dents have instituted specific pro-
visions, such as deductibles or an

annual benefit limit for prescrip-
tion drug reimbursement.

Copies of "Prescription Drug Ben-
efits: How Can Prescription Cost
Increases Be Cured?"are available

by calling Roseanne Rubin at
WVtt, 800-666-2871.



Breast implants
Continued from page 2
not provide coverage details.

Judge Don Wittig, who pre-
sided over the two-week trial

that began Dec. 8, has scheduled
a Jan. 11 hearing to hear post-
trial motions.

A spokeswoman for Bristol-
Myers-Squibb said the company
intends to appeal at that time.

A Texas Superior Court jury in
Houston on Dec. 23 found the

company liable for $5 million
plus interest in compensatory
damages, $20 million in punitive
damages, and attorneys' fees to
Pamela Jean Johnson, 45.

In her suit, Ms. Johnson said
that silicone leaked from two

sets of implants made by Medical
Engineering Corp., a subsidiary
of Bristol-Myers-Squibb, caus-
ing a lupus-like autoimmune
system illness that forced her to
have a partial mastectomy.

Ms. Johnson, who sued Medical

Insurance TV show

moves to new slot
"The Premium Dollar Today," a half-hour cable television se-

ries on insurance industry issues, is moving to Tuesday mornings
from Friday mornings on the USA Network beginning Jan. 5.

The programs, which air at 6 a.m. Eastern and Pacific Stan-
dard Time and 5 a.m. Central Standard Time, feature industry
experts discussing insurance issues in a roundtable format.

The first new program in 1993, airing Jan. 5, will cover the fu-
ture of the property/casualty insurance business. Panelists are:
Michael J. Snead, chairman of Admiral Insurance Co.; Pete
Synnott, executive vp of Society of Chartered Property & Ca-
sualty Underwriters; and Carol D. Manning, senior vp, Insur-
anceWatch Rating Service.

"The Premium Dollar Today" is sponsored by: A.M. Best Co.;
KPMG Peat Marwick Financial Services; Reliance National In-
surance Co., a unit of Reliance Group Holdings Inc.; and The
Society of CPCU.

Herbert E. Goodfriend, director of insurance analysis with
KPMG Peat Marwick, is the host.

Business Insurance provides special editorial assistance to the
series.

Reliance National launched the program in 1990 in an effort
to "demystify" the insurance business. It is designed to deliver
information but not to promote the insurance industry. Industry
critics as well as industry representatives appear on programs.

The schedule of programs through January is:
• Jan. 12,"The McCarran-Ferguson Act," including panel-

ists Mavis A. Waters, executive vp of the Insurance Services Of-
fice Inc.; Theodore C. Whitehouse, partner with Wilkie Farr
& Gallagher; and Andrew S. Wright, senior counsel at the
American Insurance Assn. This program first aired in 1992.

• Jan. 19, "The Future of the Life/Health Insurance Industry,"
including panelists Larry Mayewski, vp of Best's life/health di-
vision; Gordon Pratt, vp of Conning & Co.; and Steve Pionteck,
managing editor of the National Underwriter's Life/Health edi-
tion. The program is airing for the first time.

• Jan. 26, "National Health Care," including panelists Clau-
dia Bradbury, policy associate in the employee benefits depart-
ment of the AFL-CIO; Ellen Goldstein, director of health pol-
icy and communications for the Assn. of Private Pension & Wel-
fare Plans; and Stephen Young, director in the New York office
of the Health Insurance Assn. of America. This program first
aired in 1992.

Directory correction
The listings for the following

companies in the Dec. 21 directory
of employee benefit consulting
firms were transposed. The cor-
rected listings appear below.

Benefit Controls Cos.

910 E. Washington St., Greenville,
S.C. 29601; 803-242-9441; fax:
803-232-6655

Founded: 1978.

Services: 729 of revenues from ben-

efil consulting.
Retirement/savings plan consult-

ing: 49 of revenues.
Welfare plan consulting: 68% of rev-

enues.

Other services: Compensation con-
sulting brokermg; claims administration;
voluntary plans, non-qualified plans.

Locations: Atlanta; Charlotte, Colum-
bia, S.C.; Hickory and Raleigh, N.C.

Staff: 24 total; 19 professionals, in-
cluding one attorney.

Clients: 220 total; 36% with 1-100 em-
ployees, 309 with 101-1,000, 20% with
1,001-5,000, 209* with 5,001 or more; 97%

corporations, 39 individuals. No mini-
mum size client.

Compensation: By the project, com-
missions, on retainer, by the hour: senior
consultant, $175; consultant, $145; cleri-
cal, $50; administrative assistant,$75.

Gross revenues: $2.1 million from

worldwide benefit consulting in 1992,
(1009§ from U.S. locations). Total world-
wide 1992 revenues: $3 million.

Non-U.S. benefit consulting: From
the U.S.

Principal omcers: William A. Gantt,
Donald E. Ward, P. Edwin Icard, Michael
A. Hawkins, Robert Lassiter, Douglas
Dellinger, William P. Foster, Richard A.
Gantt, Laurence K Provence.

Benefit Matters Inc.

993 Old Eagle School Road, Suite
410, Wayne, Pa. 19087;
215-688-1500; fax: 215-688-8880

Services: 10% of revenues from ben-

efit consulting.
RetiremenUsavings plan consult-

ing: 1.5% of revenues. Includes plan de-
sign consulting; plan administration con-
sulting; investment manager selection
consulting.

Welfare plan consulting: 8% of rev-
enues. Includes plan design consulting;
insurer/broker selection consulting; eval-
uation of service providers; health care
cost containment.

Benefit communications consult-

ing: 0.5% of revenues. Includes communi-
cations consulting; benefit statement,
booklet and audiovisual preparation.

Other services: Brokering.
kcations: Blue Bell, Pa.
Staff: 11 total; seven benefit consulting

employees; four professionals, all CLUs.
Clients: 89% with 1-100 employees,

10% with 101-1,000, 1% with 1,001-5,000;

90% corporations, 10% individuals.
Compensation: By the project, com-

missions, on retainer, by the hour: senior
consultant, $150; consultant, $100; cleri-
cal, $60.

Principal officers: James S. Grant,
president/secretary; William S. Sibson
Jr., vp/treasurer. lai

Engineering in May 1991, re-
ceived her first implants in 1976.
After the implants ruptured in
1989, they were removed and re-
placed. When the second set of
implants ruptured, Ms. Johnson
was required to undergo a par-
Ual mastectomy because of dam-
age to surrounding tissue, ex-
plained her attorney, John
O'Quinn of Houston.

A third set of implants, made
by another company, was re-
moved earlier this year. No liti-
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gation is planned against that
manufacturer, said Mr. O'Quinn.

Although Mr. O'Quinn was
pleased with the jury's verdict,
he said he hoped it would serve
as a warning to other silicone
breast implant manufacturers
facing similar lawsuits that they
should settle out of court.

"I had offered to settle this

case for far less than the jury
awarded to spare the company
and my client the expense and
the ordeal of a trial," he said.

Mr. O'Quinn, who is in private
practice, represents nearly 1,000
other women in similar product
liability suits involving faulty
silicone breast implants.

Silicone breast implants were
taken off the market last January
after the U.S. Food & Drug Ad-
ministration called for a volun-

tary moratorium. The FDA has
since limited implant use to
women requiring reconstructive
surgery who participate in con-
trolled clinical studies. iii

Commercial Union names chairman
Kenneth J. Duffy has been

named chairman of Commercial

Union Corp, the Boston-based in-
surance holding company. Mr.
Duffy, who will remain CEO, sue-
ceeds Anthony L Brend, who will
remain a director of the holding
company, which is a unit of U.K
insurer Commercial Union Assur-

ance Co. P.L.C.

Robert C. Gowdy will succeed
Mr. Duffy as president and was also
named chief operating officer. He
previously was executive vp-insur-
ance operations.

In other insurer changes:
Ronald. E. Timpe elected presi-

dent and chief operating officer of
Standard Insurance Co. in Portland,
Ore. Standard Insurance CEO Ben-

jamin R. Whiteley was promoted
to the additional title of chairman.

Marilee Roller named president
and chief operating officer of Pa-
cific Corinthian Life Insurance Co.,
a new Pacific Mutual Insurance Co.

unit in San Diego.
Charles G. Lynch named a vp

in the group insurance department
of New York Life Insurance Co.

Karen Bowers appointed vp-
workers compensation claims at Ar-
gonaut Insurance Co. in Menlo Park,
Calif.

Jonathan M. Fuchs named vp
of managed care at Employers
Health Insurance Co. in Green Bay,
Wis.

Gary C. Dunton elected exec-
utive vp of commercial lines for the
United States Fidelity & Guaranty
Co. of Baltimore. Previously, Mr.
Dunton was vp for commercial and
personal lines field operations.

Also at USF&G, James R. Lewis
has been elected senior vp of the
Northeast region, Alan K. Crater
elected vp of inland marine insur-
ance within the commercial lines

operation, and Kenneth F. May
elected senior vp of the Southeast
region.

Walter D. Bannerman was pro-
moted to vp of Associated Aviation

Comings & Goings: Industry
Underwriters in Short Hills, N.J.

Kenneth J. McPartlin named vp
and assistant to the .president
of United Community Insurance Co.
in Albany, N.Y., a subsidiary of
Lawrence Insurance Group Inc.

Agents/brokers
Timothy J. Danis named chief

executive officer of Rollins Hudig
Hall of Illinois Inc. in Chicago. He
previously was senior vp.

John C. Adams Jr. named ex-

ecutive vp and chief operating offi-
cer of Hilb, Rogal & Hamilton Co.
of Richmond, Va.

F. Glen Graham Jr. joined Poe
& Associates Inc. as executive vp in
charge of the company's Insurance
Administration Center subsidiary in
Tampa, Fla.

Also at Poe, Wayne H. Carter
III joined as senior vp in charge
of the firm's Professional Protec-
tor Plan for dentists.

Mae D. Nadel appointed a vp
in the Stamford, Conn., office of
Johnson & Higgins.

Joseph M. Rotyliano joined
Jones & Hawkins Insurance Agency
in St. Petersburg, Fla., as a benefits
account executive.

Ikuise M. Seebold named direc-
tor of risk management services for
Andreini & Co. in San Mateo, Calif.

Reinsurance

Thomas J. Toth named vp at
American Re-Insurance Co. in Prin-

ceton, N.J. He previously was assis-
tant vp.

Timothy M. Lamothe promoted
to vp of treaty marketing at Na-
tional Re Corp. in Stamford, Conn.
He previously was a second vp. Also
at National Re, James J. Breen
promoted to vp of finance.

Doreen Sue Faga promoted to

Hermitage Insurance Company

vp-actuarial of Newark, N.J.-based
Prudential Remsurance Co.

Kemper Reinsurance Co. recently
announced several promotions at its
Long Grove, Ill., headquarters:
Thomas J. Nering named senior
vp; and Richard Clymer, Steven
Dee, Mark Hoadley and Melvin
Silver named vps.

Other suppliers
Robert Elliott named president

of Private Medical-Care Inc., an af-
filiate of Delta Dental Plan of Cali-

fornia in Los Alamitos, Calif. For-

merly, Mr. Elliott was director of
product development for Delta
Dental.

David J. Jasmund promoted to
president and chief operating officer
from senior vp of Executive Risk
Consultants Inc., a Altamonte
Springs, Fla.-based claims adminis-
trator.

Max Brown appointed general
manager and head of operations for
Blue Cross of California's Califor-

niaCare HMO in Woodland Hills.

He previously was vp and executive
director of Sanus Texas Health Plan

of Irvine, Texas.
MedView Services Inc. of Far-

mington Hills, Mich., announced
two promotions: Valerie Wilson,
formerly director of operations for
the company's claims operations, to
vp in Chicago; and Russell L.
Whatmore, formerly director of op-
erations for the provider contracting
division, to vp in Colorado Springs.

Diane C. Chiponis promoted to
vp and chief financial officer of
Greater Atlantic Health Services, a

managed health care company in
Philadelphia.

Peter Greenland promoted to se-
nior vp-marketing in the new Man-
hattan branch office of Scott Wetzel
Services Inc. i£'
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Withholding tax balance in his company's 401(k) passed by legislators last year Update
plan, but the employee also owes but later vetoed by President

Continued from page 3 $3,000 on a loan provided earlier Bush-that would reduce the ad-
come news," commented Frank by the plan ministrative burdens of the 20% Heist target insured at Lloyd's
Rogue, a consultant with Hewitt The employee terminates em- withholding tax
Associates in Lincolnshire, ployment The employer offsets For example, the proposal ve- Continued from page 2

Ill the employee's account balance toed by President Bush would $30 nullion FBI and police officials are mvestigatmg the possibility

However, the 20% withholding with the $3,000 loan have exempted distributions of that the robbery was an inside job

tax would be imposed on the The employee then asks for the less than $500 from the 20% Hudson's primary coverage of $1 milhon was led by Lloyd's of

total distribution-including the remaining $7,000 withholding tax London syndicate 287 managed by Spratt & White Ltd, London

loan offset-in cases in which a Under the IRS notice, the em- "We have an expectation that sources say Excess coverage with limits of more than $8 milhon was

terminating employee takes the ployer would have to withhold the proposed changes will be re- also placed at Lloyd's

distribution remaining after the 20% of the entire $10,000 ac- surrected and put into some type
offset, instead of keeping the count balance As a result, the of tax bill," said Mr Rogue of EBP shareholder settlement
funds in the plan or having them employee would receive only a Hewitt Associates
directly transferred to an IRA or $5,000 distribution "A lot of problems still remain MINNEAPOLIS-Employee Benefit Plans Inc rrnll pay $42 mil-

a new employer's defined contri- Meanwhile, benefit consul- to be addressed," pointed out hon in cash and issue $65 milhon in debentures to settle class-ac-

bution plan tants hope that the incoming Henry Saveth, a principal with tion shareholder litigation that followed a plunge m the third-party

For example, assume the em- Congress quickly enacts legisla- A Foster Higgins & Co Inc ln administrator's stock pnce last year

ployee has a $10,000 account tion-included in a tax bill New York Proceeds of the settlement will go to EBP stockholders who
bought thelr shares between Oct 15,1991, and Oct 9,1992 The

Baird nomination $42 million cash portion of the settlement includes $3 million
paid by EBP's liablhty insurers, the company said

Cont:nued from page 3 potential conflicts of interest in Ms Baird's role in EBP, the nation's third-largest benefit claims administrator, also
Hunter, who supports thie antitrust action, pre- setting administration policy regarding the McCar- wIll issue class members 6 !4% senior subordinated convertible deben-

dicted that Ms Baird would have to remove her- ran-Ferguson Act tures valued at $65 milhon The debentures are convertible to com-
self from the case because of her affiliation with "Say the administration is asked to take a posi- mon stock at a fixed pnce The issue is not expected to increase EBP's
Aetna tion on the Brooks bill,HR 9or whatever number outstanding debt since the firm w111 retire a similar amount of ltS

The AIA's Mr Berrington said, however, that en- it is this year," said Mr Hunter Sponsored by Rep existing convertible debentures
tering government service "doesn't mean you check Jack Brooks, D-Texas, that bill would remove most The settlement wtll result m a net aftertax charge of $22 mil-
your experience at the door That will be very help- of insurers' key exemptions from federal antitrust lion to $27 million, most of which will be taken in the second

ful to us and to the country " law (BI, June 1, 1992) fiscal quarter ending Nov 30
He said Ms Baird-the first woman to be nomin- Even though her employment ties with Aetna will Shareholders sued EBP when its stock plunged from $64 a share to

ated as attorney general-will be helping develop be severed, "It's hard to sever intellectual ties," Mr $30 in January 1992 on news of a flat quarterly earmngs report (BI,
the administration's policies on insurance issues as Hunter commented Apnl 13, 1992) EBP's stock closed at $12 a share last Tuesday
attorney general Ms Baird's ties to the insurance industry are re-

"It certainly will be helpful to have someone in latively recent She loined Aetna in 1990 after four Family settles car seat suit
that position who has knowledge of the 1ndus- years at General Electric Co as a counselor and
try," he said ATILEBORO, Mass -Koleraft Enterpnses Inc lS fully insured for

"I think it cannot but help from the insurance the $4 25 milhon settlement of a suit by a family of a boy paralyzed m
industry's perspective to have someone so knowl- Joining the government'doesn't

a 1989 accident while nding in a Koleraft car booster seat
edgeable m such a key post in the Clinton adminis- A lawyer for Kolcraft, Michael Pope of Pope & John m Chicago,
tration," said ISO's Mr Giasi, who praised Ms mean you check your experience at said its insurer participated in settlement talks
Baird as "extremely intelligent, strong, articulate "Thls 15 a good product that saves hves," Mr Pope said "The
and independent " He called her "an excellent the door,' says Craig Berrington of product did not cause the injury, but considering the current situation
choice " the AIA. 'That will be very helpful to with June and the sympathy factor, we were facing a massive expo-

"It's obviously a good thing to have someone so us and to the country.'
sure " Mr Pope said a Massachusetts Jury could have awarded the

highly placed in the administration who has a family the $20 milhon they sought, plus Interest
working knowledge of the industry and under- Mlchael Wnght, then 2, was paralyzed when he came part way out
standing of the complex nature of the issues that of a booster seat Booster seats have a padded, chest-high bar to
affect our business," said a spokeswoman for the staff executive She was associated with the Wash- protect children Unlike car seats for smaller children, they have no
Alliance of American Insurers in Washington ington law firm O'Melveny & Myers from 1981 backs and therefore no shoulder restramts

"I was glad to see that a person who has substan- to 1986 and was associate counsel to President Chicago-based Kolcraft discontinued the model in 1992
tial administrative experience has been appointed Carter during the last year of his administration
to the job of attorney general," said Victor E In a prepared statement, Aetna Chairman Ronald Mall fire under investigation
Schwartz, a partner in the Washington law firm E Compton praised Ms Baird as a "key member of
Crowell & Moring and an advocate of product lia- Aetna's senior management team " MOORESTOWN, N J -Most stores m a shopping mall m Moores-
bility reform "My reaction to her nomination is a mixture of town, NJ, remain closed after a fire caused extensive damage

He praised Ms Baird as "a person who has seen disappointment and delight disappointment be- The Dec 23 fire in the Moorestown Mall 15 believed to have

at least a significant portion of our civil justice sys- cause we have come to rely on Zoe's acute legal started in the store of tenant Herman's Sporting Goods Inc, a
tem and the problems on both sides those faced by insights and incisive leadership, delight because cham based m Carteret, N J The cause of the fire is Stlll unknown,

people who are hurt and deserve compensation this represents a wonderful opportunity for an en- according to a spokesman for Herman's, who said that store personnel
when they've been hurt by some wrongful act and ormously talented individual to serve our country were not allowed mto the store until early last week Estimates of
also those who have to pay damages sometimes be- "She will be a tremendous asset to the Clinton property damage and lost business were unavailable
yond what is appropriate " administration and to the Justice Department," Herman's is Insured for both property damage and business Inter-

NICO's Mr Hunter expressed some concern about said Mr Compton 'Fil ruption losses with Travelers Corp, he said
Sears, Roebuck & Co, Boscov's Department Store Inc and John

Hospital liability Wanamaker Inc, the mall's three anchor stores, were the only tenants
to reopen Chnstmas Eve The rest of the more than 120 stores re-

Continued from page 2 claims, but it dismissed the port to ambulance teams mained closed last week

overturned its dismissal of the COBRA claim A lawyer representing Ms
COBRA violation "We do not believe that Lenise Johnson, Jeffrey M Goldberg, Prop. 65 to cover more firms

That opinion caught the inter- ever 'came to' the (University of says he will try to prove that the
est of area hospitals and hospital Chicago Hospital) or its emer- hospital was guilty of "willful or SACRAMENTO, Calif -Companies that make and sell food, drugs,
organizations, many of which gency department," Chief Judge wanton misconduct" in provid- cosmetics and medical devices wlll have to conform with Proposition
had filed friend-of-the-court William Bauer observed in the ing that support 65 beginning July 1 under an agreement between the Callfornia En-
briefs with the 7th Circuit unanimous ruling "For purposes The common law allegations vironmental Protection Agency and environmental and labor groups

"We disagreed with the court's of COBRA, a hospital-oriented were remanded to the trial court The agreement settles a suit challenging exemptions for those
holdings that a phone call to an telemetry system lS distinct from Despite reinstating the com- industnes in regulations implementing the 1986 toxic labellng law

mon law counts, the appellate Under Proposition 65, businesses that expose people to cancer-
ruling is "a step in the right di- causlng chemicals must provide warnings If an exposure occurs and

'We do not believe that Lenise ever "came to" the
rection," observed Susan Phil- no clear and reasonable warning is given, a busmess may be held
lips, vp-government and public liable for civil penalties unless it can prove the exposure poses no

(hospital) or its emergency department,' Chief affairs for the University of Chi- significant health nsk

Judge William Bauer observed. 'For purposes of
cago Hospitals Under the agreement, reached last week, the state will adopt

"We feel confident that there exposure standards for about 30 additional chemicals
COBRA, a hospital-oriented telemetry system is will be no outstanding claims

distinct from (the) hospital's emergency room.' after the final analysis," said Ms Briefly noted
Phillips

UCH self-insures ltS liability Amoco Corp. will take a one-time aftertax charge of $850 milhon
exposures to recognize its FAS 106 obhgations But, after recognizing antici-

emergency room was the same as that same hospital's emergency "We can't use COBRA, but the pated tax benehts as an offsetting asset, the charge wlll actually be
an actual visit," said a spokes- room " ruling does not affect our ability $750 milhon Travelers Corp. shareholders approved the sale of
woman for Evangelical Health The court did rule that Ms to gain damages We still $722 5 milhon m outstanding common stock to Pnmenca Corp Pnm-
Systems, the parent of five Chi- Johnson could continue to press have the right to seek every encawlll pay Travelers about $572.5 milhon in cash and exchange the
cago-area hospitals her negligence and wrongful penny of recovery that we could remaining $150 milhon worth of shares for 50% equity m Commer-

The trial court ruling was va- death charges against the uni- before," said Mr Goldberg, who cial Insurance Resources Inc, a Pnmerica unit (BI, Oct 19, 1992,
cated by the appellate court on versity hospital because it as- has his own practice in Chicago Aug 28, 1992) A M Best Co has raised the ratmg of LMI In-
Nov 23 sumed the responsibilities of a surance Co. to A from A - The change reflects the acquisition of

Then, in a new ruling issued "resource" hospital under the Emerald Denise Johnson, admmts- the insurer by Vik Brothers Insurance Group from Prudential Prop-
last week, the same 7th Circuit state Emergency Medical Ser- trator Of the Estate Of Lenme Xauter erty & Casualty Insurance Co Consumer activists Ralph Nader
panel reversed its original stance vices Act Nelson, us Unwersity of Chicago and J Robert Hunter plan to release a study of the impact of
on both issues It reinstated the That law requires the hospital Hospitals, m:nots Court of Appeats Callfornia's Proposition 103 at a press conference Wednesday
negligence and wrongful death to provide communications sup- for the 7th Circuit, No 91-3587
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Paramount various years of its excess program panies in that layer.
Paramount's original complaint and an "They, too, have charged and been paid Bi insurance Index

Cont:nued from page 2 amended complaint-filed in 1991 in New a premium commensurate with the share
950Leslie G Fagen, a lawyer representing York State Supreme Court-raised several of the risk which they assumed and no

Paramount, expressed disappointment arguments seeking to hold the insurers 11- more," the judge wrote 1.1 ..11-

with these portions of the ruling, but said able for contributions to the settlement Meanwhile, Judge Fingerhood also 930 1

he was pleased with a section granting In her ruling, Judge Fingerhood ad- granted a motion to dismiss claims against
-r T ,#+

Paramount summary judgment against dressed several coverage arguments raised several insurers that did not participate in . I r-+ =i ,/I- .11 .**«d 14, „ -4
one of its 1984 excess insurers in pre-trial motions by Paramount and the the 1984 excess program but only in the 910

"There are appealable issues" in the insurers 1985, 1986 and 1987 programs
sections of the ruling that went against Among other findings, the judge re- These insurers included Columbia Ca-
Paramount, said Mr Fagen, who is with jected Paramount's contention that insur- sualty Co , a CNA Financial Corp unit, 890 *
the firm of Paul, Weiss, Rifkind, Wharton ers in the upper layers of its program Harbor Insurance Co , a Continental Corp +41 ,***Ih*1*14*»I*_¥ I 411-4*'4111»1*IF
& Garrison in New York should drop down to cover amounts that unit, The North River Insurance Co, a

The coverage litigation arose from two cannot be collected from insolvent corn- Crum & Forster Inc unit, Pacific Insur- 870 -7-.- 11*f,«" Z Y 1% _ 1ri L-
product liability lawsuits filed against panies in the $30 million excess of $20 ance Co, another Continental unit; Royal
Crosby Valve & Gauge Co, a Paramount million layer Indemnity Co, Travelers Indemnity Co,

850subsidiary that produced safety valves for Paramount had argued that the excess and Zurich Insurance Co , 11

nuclear reactors policies, following the form of the First The 1984 policies apply to the settle-
Crosby officials notified Paramount in State umbrella policy, must provide cover- ment "because Paramount was given no- //fss#

0¢50

December 1984 that Crosby faced "signifi- age over any "other valid and collectible" tice that there was a substantial risk of
Base = 100 on Dec 29 1978

cant product liability claims" as a result insurance This phrase should be inter- loss associated with the defective valves
of a design deficiency in the valves, court preted to require drop-down, Paramount in that year," the judge wrote Source N6RRY International Inc.

papers say argued "Because Paramount received actual Insurance industry stocks finished the year on
Paramount immediately notified the Instead, Judge Fingerhood granted a notice of the condition that created the an upswiog last week, as the Business Insur-

Nuclear Regulatory Commission of the po- motion by insurers in the $70 million ex- property damage prior to the effective ance Index climbed 3.0 points to 954.4 on Dec.

tential safety hazard In February 1985 cess of $50 million layer in 1984 to dismiss date of the 1985, 1986 and 1987 policies, 30 from 951.4 on Dec. 23. Advancing issues for
it also notified Aetna Casualty & Surety claims in that layer those policies cannot cover At the,time of the week were led by Pac,ficare Health System,

Co, which provided a $1 million primary Insurers in this layer included Atlanta their inception,' the fault in the valves up 8.5%; US Facilities Corp, up 8.1%; and

liability policy'in 1984, and First State In- International Insurance Co, Century In- was a 'known loss, Judge Fingerhood Acordia Inc., up 6.3%. Declining issues for the

wrance Co, an ITT/Hartford Group Inc demnity Co, a CIGNA Corp subsidiary, concluded week followed Se,bels Bruce Group, down

unit, which wrote a $10 million umbrella Federal Insurance Co., a Chubb Corp sub- Separately, Paramount requested a 16.796; Reliance Group Holdings, down 5.8%;
and Tok,0 Marine & Fire, down 4.5%. The mostliability policy sidiary, National Union Fire Insurance Co summary Judgment that the 1984 policies active issue was Sears, Roebuck, with 2.8 mil-

Both Aetna and First State later paid of Pittsburgh, Pa, an American Interna- of Protective National and Gibraltar Ca- lion shares traded. The 8/ Index was up 0.3%;
iut their 1984 policy limits toward Para- tional Group Inc subsidiary, Protective sualty Co cover the product liability the NYSE Composite was up 0.1%; the Stan-
mount's $40 5 million settlement of the National Insurance Co of Omaha, Neb, claims Both insurers participated in all dard & Poor's 500 was down 0.1%; and the Dow
two product liability actions, according to and Transamerica Insurance Co. three excess layers in 1984 Jones 30 Industrials rose 0.2%.
Last month's ruling The Judge cited a ruling last year by the Noting that Protective National's poli-

Along with this coverage, Paramount New York Court of Appeals, the state's cies followed the form of the Aetna pri- gritish Issues
had excess liability coverage in varying highest court, refusing to require an ex- mary policy, Judge Fingerhood ruled that
layers and amounts for 1983 through 1987 cess insurer to drop down in a case where Paramount's claims are covered by the po- 1 Week

Excess coverage at issue for the 1984 a policyholder's primary insurer had be- licies Dec. 29 Price P/E Div nald High-4.M

Dolicy year provided limits up to $120 come insolvent (BI, March 16, 1992) Companies pence pence %
However, Gibraltar-a unit of Pruden-

pencepenoe

nillion, consisting of layers of $10 million When the upper-layer insurers issued tial Insurance Co of America-argued in a Comml Union 630 14*/1 31 5 50 630-629

Genl Accident 581 NM 35 7 61 585-581

excess of $10 million, $30 million excess of policies excess of $50 million, "they ob- cross-motion for summary judgment that GMRoyal Exch 170 N/M 100 59 173-170

820 million and $70 million excess of $50 viously did not intend to provide coverage it did not receive notice of the Paramount Royi 270 N/M 7 0* 2 6 273-270

nillion in the $30 million excess of $20 million claims until April 1987 and that coverage Sun Aill,Ice 347 N/M 19 0 55 353-447

The structure and limits of the excess layer in the event that the insurers in that should be barred because of the late no- Brokers

*ogram were essentially the same in 1983 layer.became insolvent," the judge wrote tice. Bradstock 133 156 68 51 133-133

Dut varied in the 1985, 1986 and 1987 pol- "If they had so intended, the premium The Judge refused to grant summary CEHeath 350 202 213* 61 350--348

cy years. 171 161 109 64 171--170charged would have had to be commensu- judgment to either side on the 1984 Gi-
Several excess insurers in the 1984 pol- rate with the risk insured, not the low braltar policies, finding that the court had

JIB Grot® 154 118 100 65 154-153

Lloyd ThonN»on 260 21 0 75 29 260-459
cy year contributed along with Aetna and costs of excess liability insurance," she insufficient information to decide whether Lovmdes Imbn 324 12 6 168 5 2 325-424

First State to the $40 5 million settlement, continued or not notice was timely PWS Hokings 53 61 53 100 53-43

.hough some did so conditionally depend- The judge also rejected Paramount's ar- Sedg,wick Grp 167 133 8 0· 4 8 173-167

ng on the outcome of coverage litigation gument that solvent insurers in the $30 Paramount Communications Inc vs Gt- Steet Brrl Jonas 210 103 177 84 210-204

Paramount sued 24 of the excess insur- million excess of $20 million layer should brattar Casualty Co. et at, New York State
Willis Corroon 191 122 176 92 195-191

:rs participating in various layers and pick up the liabilities of insolvent com- Supreme Court, Index No 25473/90 _8/BEW.O/aw-M ' Esimated '

88 Industry Stock Report
DEC. 24, 1992 THROUGH DEC. 30,1992

Weekly Year to Date Annual Mkuek Weekly Year to Date Annual Mkt, Bk

Pnce % change % change High Low Vol (000) $ Dri % Yield P/E Book vatue value Pnce % change % change High Low Vol (000) $ Div % Yield PIE Book value value
BROKERS

Acordia Inc NYS 2100 633 N/A 22.25 15.13 22 0.36 171 15 701 3 00 Mutual Risk Mgmt Ltd NYS 40.00 224 1388 4000 25.75 23 024 060 24 751 533

Alexander & Alexander NYS 2650 140 29 27 27.63 1800 304 1 00 3.77 95 1000 2 65 NAC Ae Corp OTC 3925 0.00 24.60 42 00 21 75 112 016 041 35 1360 289

Gallagher Arthur J & Co NYS 2850 224 27 37 2900 20 00 28 064 2.25 19 635 449 National Re Corp NYS 2938 2.17 14/A 3100 1700 192 0.12 041 14 N/A N,A

Hub Rogal & Hamilton NYS 1550 164 1698 1563 1100 68 044 284 23 311 498 Navigators Group OTC 3200 4 07 2195 48.25 28.50 28 000 000 23 1569 204

Marsh & Mclennan NYS 91 38 055 1229 94.50 7125 367 2.68 2.93 22 14.40 635 Nobel Insurance LTO OTC 563 2.27 4063 600 388 115 000 000 4 391 1 44

Poe & Associates OTC 16.75 000 3958 1700 1125 29 0.40 2.39 21 264 634 NWNL Companies
BROKERS AVERAGE

NYS 5088 124 63.45 50.88 29.63 48 1.48 2.91 13 4621 110

16 209 23 28 Ohio Casualty Corp OTC 63.13 020 27.53 6663 4900 184 268 425 12 4308 147

CONGLOMERATES & HOLDING COMPANIES Old Republic Int I NYS 25.00 0.00 4085 2650 1750 414 040 160 8 1863 1 34

/0.on Capital Corp NYS 3538 000 3982 35.75 23.19 37 080 226 7 2862 124

Be,kley W R Corp OTC 43 13 199 4139 47.75 31 00 237 036 083 16 2351 183 Phoenix RE Corp OTC 1538 165 46.43 1550 888 90 0.20 130 22 1332 115

Berkshire Hathaway Inc NYS 117000 130 2928 117000 857500 0 000 0.00 65 6437 25 182 P'ovident ble NYS 28.50 0.44 22.58 2925 2000 31 100 351 12 3038 094

ITT (Harilord Group) NYS 71.50 142 2381 72.00 54 75 978 184 2.57 17 6823 105 Ritale'l,OLHold,gl ASE 1650 076 14.78 1650 1225 5 0.24 145 29 1688 098

Sears (Allstate) NYS 4575 310 2079 4800 37.00 2752 200 4 37 45 40 18 114 NYS 6.13 577 48.48 713 ' 350 195 032 5.22 3 294 208

CONGLOMERATES AVERAGE 10 288 19 36 RLI Corp NYS 2438 441 47.73 2575 1600 5 052 213 10 1792 136

St Paul Companies NYS 77.13 080 5.83

INSURERS/REINSURERS
80 75 66.50 278 272 353 11 5979 129

SAFECO C/p OTC 5800 0 43 1897 5938 4200 635 164 283 15 3537 164

SCOR U S Corp NYS 1738 347 1301
AEGON N V NYS 4163 119 1893

1950 13.13 32
42.75 33.00 59 268 644 7 34.06 1.22

028 161 20 1439 121

Se,beis Bruce Group OTC
Ae:na L,le & Casualty NYS

188 16.67 6591 650
4650 081 5.68 4888 38.00

0.38
516 276 594 15 67.08

288
069

0.36 19 20 0 6.22 030

Selective Ins Group OTC
Allied Group Inc OTC

21.50 058 28.36
3175 242 8676 3350 1675 26 064 2.02 9 1129

23.50 16.25 27
281

112 521 9 2022 106

Allme„ca Prop & Casualty OTC
Slatesman Group Inc OTC 11.88 2.15

49.50 259 38.46
10652 11.88

51 00 3300
500 481 005 042 6 671

295 044 0.89 8 4044 122
177

Tok,o Marine & Fire OTC 4825 446 631 55 25 32.25
American General NYS 57.13 363 28 37 57.13 40 25 1102 208 3.64 12 3989 143

0 000 000 97 7093 068

Torchmark Corp NYS 5750 222 49.03 57 50 36.00 200
American Heritage Lite Ins NYS

104
3000 256 204

181 16 14 873250 2334 3 0.84 2.80
387

14 1651 182
Transamerica NYS 4838 104 21.32 5050 37.13

American Indemnity Fm I OTC
259 200 4 13600 000 26.32 9.25 4.75 2 0.08 133

22 3586 1 35
3 14.43 0 42

Transattantic Holdings NYS 56.25 251 4469 5625 2938American International NYS
41

11825
028 050

053 2020 12138 8200 754
19 21 85

0 56 0.47 16 54 21 2 57218

Travelers Corp NYS 2600 505 20.23 2600 17.13 1925Aon CO, p NYS 5338 160 615264 3470 53.38 39.50 172
15 43 85168 315 14

059
27.17 196

Tienwick Group Inc OTC 4113 2.49 44.30 42.13 25.00
Argonaut Group OTC

416 080 195
3000 164 26.32 31.25 24.00 16 2387

57 172
084 280 9 2170 138

United Fire & Casualty OTC 41.50 3.75 3833 43.00 29.66AVEMCO Corp NYS
100 241

23.13 452 750
17

2800 2100 23 0 40 1 73 2847
25 733 315

146

Un.In OTC 4250 000 1888 4250 3275
Baldwin & Lyons Inc OTC

554 1.20 28233.50 000 30.10 36.50 25.00 14
13 3651 116

0 48 1.43 8 3085 109
UNUMCorp NYS 5300 1.44 3086

Chandlet Insurance OTC 463 2 78 4231 7.63 3.25
5438 3200 335 064 121 15 2183 2 43

30 000 0.00 21 863 054
OTC 10.00 811

Chubb Corp NYS
US Facilities Corp 32 77 1900 7.00 279 000 0.008938 042 1607 91.00 62 38 412

10
160 179 14 40.67

964 104
220

USF&G Corp NYS 1200 2.13 6552 1500 725 1122
CIGNA Corp NYS 0.20 16757.75 313 552 60.88 47.13 466

23 1029 117
304 526 11 8173 071

USLICO Corp NYS 18.13 2.03 2.03 20.38 16.75CNA Financial Corp NYS 60 100 55299.00 234 102
26

104.50 78.50 58 000 000 12 8024 1.23
29.80 061

USLIFE Corp NYS 36 75 068 15.14 37 25 28.16 160
Continental Corp NYS 26.75 190

1 20 3 27
317 34.75 20.00 553 100 3.74 20 3832 070

6490 057

Washington National NYS 2238 056 4094 2363 1638
EXEL LId NYS 4700 027 25.33 4700 32.13

30 1.08 4.83
435 0 92 1 96 9 N/A N/A

18 30 27 074

Zenith National Ins NYS 19 75 125 1704 19.75
Fund American Corp NYS 7100 139 161

1450 182
74.50 62.50 23 0.68 0.96 17 8185 087

100 506 14 1481 133

Fremont General Cofp OTC
INSURERSREINSURERS AVERAGE 05

3350 152 37.44
235

3350 1700 88 100 299 8 25.62 131
31 159

Frontier Insurance Group NYS 4350 175 6111 4350 2453 22 0.60 1.38 16 1397 3 1 1 HEALTH MAINTENANCE ORGANIZATIONS
Gainsco Inc ASE 1400 3 45 50.00 1563 778 60 004 029 19 265 528

General RE Corp , NYS 11763 329 15.46 123.50 77 50 385 11 80 1 53 16 46 07 255 FHP International OTC 19 75 000 3860 2300 1250 665 000 000 19 961 206

Guaranty National Corp NYS 1963 537 3534 2038 1350 9 0.48 2.45 13 912 215 Paciticare Health Sys OTC 4963 8 47 15127 49.63 19 50 156 000 0.00 28 390 12 72

Harteysville Group OTC 26.75 190 2588 2825 1775 71 064 239 11 16 77 160 Sateguard Health Enter OTC 925 0.00 133 14.75 700 72 000 000 11 403 230

Hartiord Steam Boiler NYS 5825 1 06 130 5925 45.13 43 212 364 22 19.74 295 Sierra Health Services ASE 4200 307 35405 42 25 16.13 36 000 000 20 4 01 1047

Kemper Corp NYS 3000 390 2131 46.13 20 75 842 092 307 21 37.66 080 Un,ted Healthcare Corp NYS 5600 067 5034 5838 3425 706 001 002 37 468 1197

Law,ence Insurance Group ASE 8.50 000 23.60 10.75 700 0 048 565 19 466 182 Untled Medical Corp ASE 650 612 714 8.75 6.13 5 020 308 59 1030 063

Libeny Corp NYS 28.13 000 27.12 3288 20.13 178 0.56 199 t1 1843 153 U S Healthcare OTC 4375 029 58.13 51 25 2900 2629 052 1.19 26 360 1215
Lincoln National NYS 74.88 066 3676 76.13 50 50 127 304 406 12 5892 127 HMOS AVERAGE 27 920 05 25

Market Corp OTC 31.13 122 41 48 31.25 2075 16 000 0.00 8 1544 202 ALL COMPANIES 14 413 26 19

System design Nordby International Inc

.



Tlle snowshoe rabbit

changes color wit11 tile
season, adopting a
white coat in winter

and a l,rown coat in

summer. 71is change,
which is governed by
the shortening length
of Jay, enables tl:e
raUit to Und into its

background for
protection.

*f

The Ab;lity 3 Adapt To The Environment
IsNeeessary For Jurv;val InNature

And 6 Benefits Management
In nature, tlle ability to change and adapt is required for survival. In

managing employee benefits programs, it s also becoming a necessity.
Tlie Mutual of Omalia Companies recognize tllis need. Our experience in

developing and offering PPO, EPO, HMO and point-of-service plans gives us
tlle ability to wor]2 witli companies to design benefit programs tllat can meet their
changing needs. Our years of experience liave tauglit us the best ways to prepare
for cliange - and tkerefore, we re ready to lielp benefits managers
rneet it.

Nature is experienced at managingj cliange. And so are we. .M7' Fil

Find out what tlle Mutual of Omaha Companies Group .4-*.

Operation can offer your company. Call Patriclz Moescliler, Mului]LgIOmi]Hil
Companies

1-800-877-1052. GRoup OpeRaTIon

The Managed-Cost Professionals-


