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AIG gains
financial

products unit
By DOUGLAS McLEOD

NEW YORK-American International Group Inc.'s
planned takeover of American Bankers Insurance Group
Inc. promises big benefits for both companies, analysts
agree.

The $2.2 billion acquisition, the biggest in AIG's his-
tory, will expand AIG's product lines while giving it ac-
cess to a vital distribution system of banks and financial
institutions. American Bankers, meanwhile, will get the
benefit of AIG's strong credit rating and access to over-
seas markets.

"I think it's a very well-conceived deal," observed
Michael Morrissey, chairman and chief executive officer
of Firemark Group Inc. in Morristown, N.J. "This is a
beautiful fit for (AIG)."

"It's a great way to get into a specialty business," said
Vandana Sharma, associate director with Standard &

Poor's Corp. in New York, referring to American
Bankers' niche in credit-related insurance products.
AIG traditionally does well "doing things that are not
your mainstream lines of business."

AIG last month announced its deal to acquire Ameri-
can Bankers, the Miami-based holding company for sev-
eral insurance units including American Bankers Insur-
ance Co. of Florida; American Bankers Life Assurance
Co. of Florida; the Voyager Group of property/casualty
and life/health insurers; and insurance units in Mexico,

Argentina, Puerto Rico and the United Kingdom.
American Bankers has specialized in financial insur-

ance products, including credit insurance and extended i
warranty programs. It also writes group accident and I
health coverages.

Direct written premium volume for the group totaled
$1.51 billion in 1996, while net written premium volume

See AIG on page 12

Banking on a new niche
American International Group Inc.'s planned takeover

of American Bankers Insurance Group Inc. will
expand AIG's product lines and distribution channels.

"Ill)
AIG
Year-end 1996

Net written premium $9.27 billion
Policyholder surplus $9.58 billion

American Bankers Insurance Group
 Year-end 1996

ABIG Net written premium $577.7 million
Policyholder surplus $348.5 million

AIG and American Bankers
Year-end 1996

Net written premium $9.85 billion
Policyholder surplus $9.93 billion
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Updates
Labor Department clarifies status

of health FSAs under portability law
WASHINGTON-The Labor Department

has clarified that health flexible spending ac-
counts meeting two conditions are not subject
to group health plan requirements set by the
Health Insurance Portability and Accountabil-
ity Act of 1996.

The act had provided no exception for health
FSAs, leading many employers to believe
health FSAs came under the heading of group
health plans, and thus the rules governing
group health plans, notably certificates ofcov-
erage and special enrollment rights.

See Updates on nezt page

Drafting history debated
Policyholders, insurers spar over intentions behind pollution exclusion

By DAVE LENCKUS

After studying the genesis of pollution exclusions in gen-
eral liability insurance policies, two state supreme courts
late last year ruled in favor of policyholders by narrowing
the scope of the absolute pollution exclusion.

The Illinois and Massachusetts high courts ruled the ex-
clusion does not bar coverage for carbon monoxide-related
bodily injury claims that do not involve "traditional envi-
ronmental pollution." After all, the courts found, cleanup
costs resulting from gradually and abruptly occurring pol-
lution were the only insurable, contaminant-related risks
that insurers sought to exclude when the industry intro-
duced the 1970 and 1985 pollution exclusions (BI, Dec. 1,
1997; Nov. 24, 1997).

As the decisions demonstrate, the nearly 30-year battle
over the scope of the pollution exclusion is far from over.
Policyholders and insurers remain sharply divided-even
when interpreting the same evidence-over the intentions
of the insurance industry.

Insurers, not surprisingly, protest that the Illinois and
Massachusetts courts awarded policyholders coverage that
insurers had specifically barred in the absolute pollution
exclusions.

See History on page 23

The pollution
exclusion debate
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Texas providers to launch network
By MICHAEL BRADFORD

DALLAS-Texas employers are
wary but hopeful that they may bene-
fit from a giant network of physicians
and hospitals being formed to provide
managed care services.

WellSpan Healthcare Network, with
about 7,000 physicians and about 70
hospitals on board, is expected to be-
gin operations early this year. Initially
it will negotiate managed care con-
tracts on behalf of its members, reliev-
ing doctors and hospitals of the bur-
den of striking deals with various
plans.

Eventually, the network plans to li-
cense a health maintenance organiza-
tion so it also can contract directly
with employers to provide services.

But, "we don't anticipate that for
some time to come," said a spokes-

woman for WellSpan. "Initially, it will
not be stressed that WellSpan will
contract with employers."

"For employers, it should be a seam-
less change for them," she said of the
network's launch in 1998.

The idea behind WellSpan, she ex-
plained, is to create a stable health
care network in which hospitals and
doctors have more say in how their
contracts with the plans are struc-
tured.

WellSpan will offer its members an
array of administrative and account-
ing services.

The network, which took more than
50 physicians 18 months to develop, is
jointly owned by a consortium of hos-
pitals and a physicians' group. Its
membership's revenue from managed
care plans totals about $550 million
annually and the network represents 2

million covered lives.

While employers don't expect any
short-term benefits from the network,

experts say the arrangement may
eventually be able to provide managed
care at lower rates and allow employ-
ees greater provider choice.

"It could ultimately, if it is done
right, lead to lower premiums," said
Dr. Arlen Collins, senior medical con-
sultant at Scheur Management Group,
a Newton, Mass.-based managed care
management and consulting company.

WellSpan's move to get an HMO li-
cense is a good one and eventually
could mean lower costs for employers,
Dr. Collins said. "My feeling is that
physicians need to own the lives. Es-
sentially being the insurer without the
middleman is, long-term, a very good
strategy."

See Network on page 26

Fen-phen suits bring in doctors
But drug makers still are primary targets

By MICHAEL PRINCE

Plaintiffs suing pharmaceutical
companies for alleged injuries from
diet drugs increasingly are figuring
physicians into their legal strategy.

The number of lawsuits against
physicians who prescribed either fen-
fluramine or dexfenfluramine in com-

bination with phentermine is growing
and is predicted to rapidly mount in
1998.

Defense attorneys and medical mal-
practice insurers.said the doctors are
being drawn into the litigation for
three reasons.

First, the doctors are made codefen-

dants in suits against the drug makers

to keep the suits in state court and
therefore unconnected with the con-

solidated federal suits. If a doctor who

lives in the same state as the plaintiff
is named in the suit, it cannot be
transferred by the drug makers to fed-
eral court from state court. All U.S.

federal cases have been consolidated

for pre-trial purposes with U.S. Dis-
trict Judge Louis Bechtle in Philadel-
phia.

Secondly, the doctors might be
made defendants to provide quick
money to the plaintiffs' attorneys so
they can finance the much larger and
more expensive litigation against the
drug makers, they said. Plaintiffs' at-
torneys believe that individual doctors

would be more likely to settle suits
early rather than go through protract-
ed litigation.

But perhaps most importantly, the
doctors might be brought into the liti-
gation to force them to testify on be-
half of plaintiffs in the suits against
the drug makers.

"There is a potential for conflict be-
tween the manufacturers and the

physicians," said Joseph Loughlin, vp
of Frontier Insurance Co. and head of

the company's medical malpractice
claims unit in Rock Hill, N.Y.

It is a well-established litigation
strategy to name multiple defendants
in suits and hope one turns against the
other, said Matthew Biscan, a partner
with Hall & Evans L.L.C. in Denver.

See Fen-phen on page 12
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Updates
Portability rules clarified

PARCA foe drafting bill
Conttnued from preutous page Measure would place fewer restrictions on managed care

Last week, the Labor Department clanfied that FSAs are exempt from
the group health plan requirements, provided that they meet two cond- By ROBERT KAZEL pared with the much broader pa- bill, which he said he is still draft-
tions The health FSA's mammum benefit does not exceed two times the tient rights that are part of the ing but would like to introduce
employee's salary reduction election-or, if greater, the amount of the WASHINGTON-A congress- Patient Access to Responsible early this year, would
salary reduction election plus $500 The employee also must have other man is drafting a less restrictive Care Act of 1997 (BI, Nov 17, • Encourage health plans to

coverage available under a group health plan and that coverage is not lim- bill to replace the sweeping man- 1997) provide participants more infor-

ited to excepted benefits aged care reform legislation that Rep Fawell is strongly opposed mation, because an informed plan
The clanfication is "a big positive," said Chip Kerby, a consultant with has garnered the support of about to the so-called PARCA bill, participant is "a necessary ingre-

Wilham M Mercei Inc m Washington "Wisdom prevails here, and the half of the House of Representa- which was drafted by Rep Char- dient in a dynamic and focused
agencies decided that most health FSAs are not going to be treated as tives lie Norwood, R-Ga He has circu- private health care market "
group health plans," he said The new measure, which Rep lated letters to colleagues warning "There's a general feeling by the

The Labor Department also issued a clanfication as to when so-called Harris Fawell, R-Ill, has not yet that passage of PARCA would consumer that he's in the dark
"late enrollees" cannot be subject to an 18-month pre-existing condition introduced, would provide moder- mean escalating costs and in- (about managed care)," Rep
exclusion by group health plans An mdividual cannot be treated as a late ate protections for health mainte- creased regulation Fawell said

enrollee if he or she enrolled In a group health plan aftei H[PAA's effec- nance organization patients, com- The congressman's replacement See Fawell on page 14

tive date and was denied coverage under the plan before HIPAA's effec-
tive date based on a health status factor

Under the clanfication, such people would be subject to a maximum N.Y. ruling on hazards exclusion
12-month pre-eastmg condition exclusion

The clanfications appeared m the Dec 29, 1997, Federal Register may have broad reach: Lawyer
Ruling benefits policyholders By MARK A. HOFMANN pact beyond New York, said a in the case on behalf of Lancaster,

SAN FRANCISCO-Insurers must pay the cost of invesbgating pollut- lawyer who has followed the case Pa -based Armstrong World In-
ed sites to fulf11 their duty to defend pollcyholders under standard com- BUFFALO, N Y -Products "This is the first high court to dustnes Inc and seven other com-
mercial general hablhty insurance pollcies, Cahfornia's Supreme Court hazards exclusions .n comprehen- address the availability of premis- panies that elthei "once manufac-
ruled last week sive general liability policies do es operations coverage for as- tured, handled, installed, fabri-

The court also ruled that insurers must incur the defense costs even not automatically bar coverage bestos-related claims Given that cated, sold and/or used asbestos-
when a loss is alleged to have occurred beyond the pollcy penod if some for all asbestos-related bodily in- it'S New York, and given that lt'S containing materials," according
of the damage occurred when coverage was m effect, according to court jury claims, according to New a unanimous opinion, it is bound to the brief
documents York's highest court to have influence beyond New "The standard form language

That portion of the court's decision in Aerojet-General Colp vs Trans- The New York Court of Ap- York's borders," said Mitchell F used to define the 'products haz-
port Indemnity Co goes beyond pollution cases It also impacts other peals' unanimous decision in Dolin, a partner in the Washing- ard' appears both in policies that
types of coverage disputes, such as those stemmrng from construction Frontier Insulation Contractors ton law firm of Covington & Burl- exclude coverage for the products
damage, said Scott P DeVnes, a partner m the San Francisco office of Inc us Merchants Mutual Insur- ing hazard and in policies that

Nossaman, Guthner, Knox & Elliott, which represents Aerolet ance Co et al should have an im- Mr Dolin filed an amicus brief See Ruling on page 6

In its Dec 29 decision, the court also ruled m favor of Insurers, m part,
by saying they can allocate pollution investigation costs to the pohcyhold-
er if their pohcies specifically state that the pollcyholder wlll incur the
cost However, very few pollcies wntten dunng the 1950s, 1960s and Company blamed in blast
1970s had such language, Mr DeVnes said

Pollution mvestigation expenses can include the costs of determining NTSB report also faults parent, cites poor training, oversightthe eastence, nature, extent and effect of discharglng a hazardous sub-
stance, according to the ruling By ROBERTO CENICEROS pipeline safety requirements and the report has many shortcom-

The case stems from Aerojet's litigation against 54 insurers The recommended industry prac- ings The NTSB has not shown
aerospace and defense manufacturer has sought coverage and legal de- SAN JUAN, Puerto Rico-In- tices, and it failed to require the any forensic evidence to back its
fense under 245 pollcies dating back to 1950 after state and federal offi- sufficient employee training and gas company to comply with assertions, a company spokes-
cials and pnvate parties sued the company Aerolet said it has paid $266 supervision at the San Juan Gas those requirements and prac- woman said Enron referred tele-
milhon for mvestigatmg pollubon at a Sacramento, Calrf, facihty Co Inc and its parent are among tices, the National Transporta- phone calls to ltS San Juan sub-

The Supreme Court upheld an appellate court ruling that Aerojet does the factors to blame for a deadly tion Safety Board found in a re- sidiary
not have insurance coverage because it knew it had polluted, said Richard 1996 explosion, a preliminary port abstract the agency re- The Nov 21, 1996, blast killed

L Seabolt, a partner in the San Francisco office of Hancock Rothert & U S government report says leased The NTSB investigates 33 people and injured 69 others,
Bunshoft, which represented the insurers Also, the parent, Houston- pipeline-related tragedies according to the NTSB report re-

based Enron Corp, knew since San Juan Gas, which supplies leased Dec 16 It also destroyed

KKR boosts Rhine Re capital 1985 that the gas company's op- propane through underground a six-story commercial building
erations did not comply with distribution pipes, contends that See Explosion on page 26

BASEL, Switzerland-Kohlberg Kravis Roberts & Co is inlecting 100
milhon Swiss francs ($69 milhon) into Rhine Reinslirance Co Ltd and its
newly estabhshed sister company in Bermuda

KKR, a New York-based leveraged buyout hrrn, bought Basel, Switzer- RenaissanceRe buys Nobel units
land-based Rhme Re for an undisclosed sum early last month (BI, Dec: 8,
1997) DALLAS-RenaissanceRe coveiage for explosives and nancial officer

Rhine Remsurance Co (Bermuda) Ltd has been set up with 75 milhon Holdings Ltd , the Bermuda prop- propane companies, low-value Also, Renaissance has purchased
Swlss francs ($51 8 milhon) in capital and wlll wnte retrocessional bum- erty catastrophe reinsurer, is buy- dwellings, and trucking compa- an undisclosed amount of addi-
ness for Rkne Re m Basel ing the Dallas-based operating nles Nobel Insurance Co is 11- tional reinsurance from American

The Bermuda company wilillkely write a broader range of coverages, units of plimary preperty and ca- censed in all states and in 1996 Re-Insurance Co and Inter-Ocean
mcludmg non-traditional reinsurance, in the future, said Max Furrer, sualty insure Nobel Insurance had gross written premiums of Reinsurance Co Ltd to cover No-
chairman of Rhme Re Rhine Re m Basel wntes a broad book of reinsur- Ltd for $54 l million $83 7 million bel's past liabilities, he said
ance worldwide While Renaissance has existing Under the terms of the deal, Re- Earlier last year, Renaissance

The remammg 25 milhon Swiss francs ($17 3 milhon) willbeused to in- primary property insurance sub- naissance will buy the operating established ltS first U S sub-
crease the capital of Rhine Rein Basel fo 175 milhon Swiss francs ($120 8 sidiaries in Bermuda and Florida, units, and the holding company sidiaty, DeSoto Insurance Co , to
milhon) the Nobel deal lS ltS first purchase will be liquidated Renaissance write a portion of business from

The capital likely wlll be increased further by Investments from the of an existing insurer in the Unit- will provide $8 9 million in fi- the Florida Joint Underwriting
management of Rhine Re, Mr Furrer said ed States nancing to wind up the holding Authority, which covers hurricane

A new holdmg company, RR Holdmg Co. Ltd, has been established m Nobel lS the Bermuda holding company, with that financing ex- lisks In 1996, it set up Glencoe
Zug, Switzerland, for the Basel and Bermuda units company for Dallas-based Nobel pected to be repaid through the Ltd in Bermuda as a surplus lines

Insurance Co, which writes surety sale of Nobel's assets, said John primary property insurer

Aon to buy French broker coverage and property/casualty Lummis, senior vp and chief fi- -By Gavin Souter

PARIS--Aon Risk Services France, a unit of Aon Corp, has offered to Inside
buythe remaining 46 15% of Paris-based retail broker Societe Generale
de Courtage d'Assurance that it does not already own

The offer of 800 French francs ($133 60) per share makes the deal worth • Take a look at what Business /nsurance thinks will be in Information Resources. Employee Benefits . . 15
about $20 rmlhon, an Aon spokesman confirmed On Dec 12, the last day and out of style in the industry this year PAGE 8 Insurance Services Guide 9n

SGCA shares were traded before the Par]s Stock Exchange suspended the International 19

trading on account of the offer, SGCA's share price was 784 francs • For the first time In history, corporate capacity at Lloyd's Legal Brlek 18

($130 92) of London will be more than that provided by traditional Letters
Three minority shareholders m SGCA-Assurances Generales de names PAGE 19 Opinions.

France, with 20%, AXA-UAP Group, with nearly 10%, and Cie Fi- Perspective® 17

nanciere de Paribas, with 9%-have agreed to sell their shares to Aon • Kathryn J Mcintyre, in the debut of a new 8/ feature, Ticker ...27

Aonacquxed a 53 85% stake m SGCA when the Chicago-based bro- tells the story of a rehabilitation hospital executive who ap-
Business Insurance (ISSN 0007 6864) Vol 32, No 1, is published weekly

ker bought Alexander & Alexander Services Inc m 1996 plies risk management thinking to violence PAGE 25 by Cram Communications Inc , 740 N Rush St , Chicago, 111 60611 2590

The Aon spokesman said that if Aon France manages to control at least Periodicals postage ts paid at Chicago and at additional mailing offices

95% of the voting rights of SGCA, it wlll seek to dellst the stock Com- Departments POSTMASTER Send address changes to Business insurance, Circulation
Department, 965 E Jefferson Ave , Detroit, Mich 48207 $4 a copy and $87

bined, Aon France and SGCA would rank among France's largest bro- ayear in US $105 In Canada and Mexico (includes GST) All other coun

kers, based on 1996 commismons of 350 milhon francs ($58 5 million) Advertiser Indey 21 tnes $205 a year (Includes expedited air delivery) Canadian Post Inter

Officials at SGCA could not be reached last week Buyer. 14
national Publications Man Product (Canadian Distribution) Sales Agreement
No 0293512, GST No 136760444 Printed in USA Copyright 1997 by

See Updates on page 26 Class,fieds Crain Communications Inc
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Pushing change before weather does
Shifts in global climate should spur insurers to challenge assumptions, industry leader says

.At f:rst glance, Frankkn W

A Like nearly everyone in dressing the question of how nat-
Nutter might seem an unhkely the insurance Industry ural catastrophe costs are fi-
leader :n the pubt:c debate over that's interested in prop- nanced The RAA, as early as the
climate change After all, msur- erty insurance, Hurricane An- early 19705, was promoting fed-
ance industry figures rarely as- drew was a real wake-up call in eral legislation in this area, and
sume high-profile rotes tn contro- looking at issues associated with we continue to feel it'S a priority
vers:es :n which the industry :s weather and climate that needs to be addressed

not the direct focus The reinsurers, notably the Eu-
But Mr Nutter, president of ropean-based reinsurers, had for Why do you think U S insurers

/

the Reinsurance Assn of Amenca some time focused a lot of re- and reinsurers were slower to get 4

in Washington, has become rec- search attention on natural haz- interested in this issue than their
ognized as the U S insurance in- ards and natural events European counterparts?
dustry's most vls:ble spokesman They probably would be con-
on the zssue as he has outlined sidered as leading authorities in I make two distinctions The

the znsurance zndustry's stake in the insurance industry on scien- first lS that European insurers
chmate change to industry tific assessment on natural haz- and notably the reinsurers have
groups and beyond, w2th his ards, including climate-related been very interested in studying
opzmons wmnzng favorabte com- ones the causes of climate change The
ment m the mass medza The RAA represents U S do- U S insurers have been much

Mr Nutter recently spoke with mestic companies, but a number more interested in looking at the
Washmgton Editor Mark A Hof- of them are owned by Europeans effects of climate change t

mann about how he became in- notably Swiss Re and Munich Re That's been the historical pat- r

terested m the subject of chmate who have probably been thought tern in the U S industry, if you 1

change and what znsurers and leaders in this entire area look at other public policy issues tL

nsk managers can do to better So I think lt'S a combination 01 It tends to drive the industry to-
understand what a chang:ng the wake-up call of Hurricane ward mitigation or loss reduction r t
ct,mate means for them and what Andrew as well as the fact thal strategies

0they can do meet the chattenges the reinsurers seem to have a For instance, in automobile

presented by such change particular expertise in this area and highway safety, the U S in- 1-- 5

and therefore lt became appro- surance industry has really been #liA

Q
. What first piqued your priate for us to look at it a leader in focusing on seat belts Rs-

interest in the subject of I guess a third thing is that one and air bags and that kind of
climate change? of the continuously high priori- thing Historically, the Industry

ties for the RAA has been ad- See Nutter on next page PHOTO DAVID HITTLE

Merger may happen Light season might secure
too fast: Regulators market for catastrophe bonds
SEATTLE-State insurance sions with ISO By RODD ZOLKOS lion catastrophe bonc offering well for the future," agreed An-

regulators are concerned that The talks, which began in the tied to both hurricane and earth- drew J Kaiser, vp and head of the

they might not have enough op- fall, have included a visit by  Having safely weathered the quake exposures Centre Re offi- insurance products group at
portunity to raise questions New York-based ISO represen- mild 1997 hurricane season, buy- cials refused to comment on their Goldman Sachs & Co m New
about the possible merger ae- tatives to the NCCI headquar- ers of a watershed catastrophe catastrophe bond plans York Goldman Sachs has been

tivities of two major prop- ters in Boca Raton, Fla As a bond deal sold in June will realize "In the sense that (USAA bond involved in underwriting cat
erty/casualty information and next step, "we would be ex- big returns investors) were successful, it'S bonds for USAA, Tokio Marine &
rating agencies pecting that the ISO board will The success of those buyers also probably just whet everyone's Fire and St Paul Re Although

South Dakota Insurance Di- be making some proposal to the could pay dividends for the beak a little bit mcre," said San Antonio-based United Ser-
rector Darla L Lyon said re- NCCI board committee," the nascent cat bond market Robert W Montgomery managing vices Automobile Assn was not
cently that regulators are con- NCCI spokeswoman said Already, capital markets' role as director at Sedgwick Lane Finan- the first issuer of cat bonds, ltS

An ISO spokesman added a forum for transfer of insurance cial LLC in Chicago 'Especial- June 1997 deal to secure a $400

NAIC only that the talks were "ongo- risks seems poised to grow as the ly if the returns that USAA paid million reinsurance layer ior East
1ng" new year begins are available again, I'm sure a lot Coast hurricane risks was the

Ms Lyon asked regulators to Among transactions on the hon- of people would be interested in largest to date and attracted con-
voice their concerns during a zon, Centre Reinsurance Co of lt " siderable investor interest (BI,
closed-door session at the re- New York lS said to be preparing "The good news is a broad base June 23, 1997)

cerned that talks about merg- cent meeting of the National to come to market during the first of investors have had a good expe- As with other cat bond deals,
ing activities of the Insurance Assn of Insurance Commis- quarter of 1998 with a $120 mil- rience on these, and that bodes See Bonds on page 14
Services Office Inc with the sioners in Seattle

National Council on Compen- What we are trying to do is
sation Insurance Inc soon may get a handle on regulatory con- Clinton to promote child care
be accelerated by the departure cerns," which will be described
of NCCI's top executive in a letter that will be sent to Employers might get tax breaks for centers, other eff.ortsIn July, the boards of direc- the information and rating or-
tors of both organizations au- ganizations, Ms Lyon said dur-
thorized talks to explore the ing the open portion of the By DEBORAH The inclusion of a child care proposal in President
feasibility of cooperative bum- Commercial Lines-Property SHALOWITZ COWANS Clinton's State of the Union address would "improve
ness arrangements, ranging and Casualty Insurance Com- cons.derably" the chances that child care legislation
from lomt ventures to a merger mittee meeting, which she WASHINGTON-Employers can expect President would be enacted, said Frank McArdle, a Washing-

In mid-October though, the chaired Clinton to ask them to step up their support of child ton-based consultant with Hewitt Associates LLC
NCCI announced that Presi- She also heads the NAIC's  care in his State of the Union address this month See Care on page 26
dent William Hager is resigning Workers Compensation Task Although specifics about the President's child care
from the organization in Force I initiatives still are under discussion, the administra-

February (BI, Oct 13) David Regulatory issues Include tion proposal is expected to include tax breaks for
Kocher, NCCI's chief of opera- preserving public access to re- employer-sponsored child care centers and possibly Em*a
tions, has been serving as inter- ports at a reasonable cost and other endeavors, such as referral services
im president since mid-Octo- gauging the NCCI's willingness In a recent briefing for White House reporters, r 111
ber, while Mr Hager is acting to continue producing some re- White House spokesman Mike McCurry said the
as a consultant ports though there may not be a president's child care proposal "will be a good, solid

Ms Lyon predicted earlier significant demand for them, initiative that will extend tax relief to Americans ././0./.9
ihis Inonth that there may be she said in an interview who need lt and will extend some help to employers '5 *1 1
some action within the first six If a merger goes forward, who, in a good conscious way, think of ways of help- ,
months of next year on the pro- regulators also are concerned ing their employees with the burdens of child care "
posal to merge some or all ac- about the potential impact of Mr McCurry, who said the president will make
tivities of those organizations having a monopolistic rating public his initiative in the State of the Union ad-

W.
-to avoid the NCCI staff from agency dress, declined to elaborate

being "left hanging " Most regulators have author- Also, the Treasury Department is expected to an- ·f-
However, an NCCI spokes- 1ty to designate the information nounce soon who will participate in a private-sector

woman said last week that Mr and rating organizations in group that will examine how businesses can provide
Hager's departure in February their states child care and other ways to help support employees
will have no impact on discus- -By Meg Fletcher dealing with this issue, according to a Treasury De- President Clinton will offer a child care proposal

partment spokesrnan in his State of the Union address later this month.



4 / Business Insurance, January 5, 1698

Nutter
Continued *om previous page
has been a leader in the Unit€dStates

in fire hazard reduction and preven-
tion.

So, the U.S. industry has had a nat-
ural instinctive reaction to major is-
sues in looking how you can mitigate
those loses.

Europeans are interested inlookng
at mitigation, of course, but they tend
to go one step beyond, and I think
they do largely because of the nle
that science plays in their ccrporate
strategies.

Both Munich Re and Swiss Re, Sor

instance, have geoscience depart-
ments, people on their staffs who are
scientists. They routinely consult with
academics in the field. They have .n-
tegrated natural sciences in-0 their
corporate planning and thet corpo-
rate strategies in a way that U.S, :n-
surers have not.

I think that tends to bring them
more into that realm of trying to Ln-
derstand the causes of climate change
because they have people there who
are capable to that, who have the
skills to do that.

Have they historically appIoached
things this way?

Absolutely. Well before Hurricane
Andrew they had scientists on thr
staff who were part of their corponate
leadership.

Are there any U.S. insurers wit)1
such scientists on their staffs?

I can think of one. For a few years.
Chubb Corp. had a natural scientist
on its staff. He left about a year and a
half ago to go with one of the catastro-
phe modeling firms.

Now the only company that I know
of that has a scientist on its staff is

Emplcyers Reinsurance, which is, cf
course. one of our member companies.
He was hired from the Bermuda Bio-

logical Station, again, to try to bring
that scientific perspective in.

U.S. insurers bring science into
their corporate activities indirectly in
this sense: Since Hurricane Andrew

and the Northridge Earthquake, the
zatastrophe modeling firms have be-
come prominent in providing advice
and consultation to insurers. The.

catastrophe modeling firms have an
Inpressive array of scientists on their
staff, natural scientists who study
nithing but climate, weather, seis-
iology, as well as actuaries

Froman insurance perspective, is
there any aspect other than an appar-
ent increase in atmospheric tempera-
turesthat should concern insurers?

I think the thing that should be of
concern to insurers is the fact that we

have a changing climate. It's not one
specific aspect of it, whether its global
warming or even natural variability.
it s the fact that our climate does

change and scientists are predicting

that ve re ina period of significant
change.

Bill Gray, a professor at Colorado
State University, is routinely quoted
in tn€ press about his predictions
about thehurdcane season. One of the

things he said is we are in a pericd,
probably a 20-year period, of ir--
creased hurricane activity ir- the At-
lantic basin, he believes as a result of
natural variability, not global Nam-
mg

But the point is this: Insurers rely
ugon their ability to predict. the eci-
ncrnic consequences of future events.
That's tow premiums ar€ set; that's
the kir.dof assessment they do of their
own exEosures. In a period of chang-
ing climate, when the vely basis z f
their decisions may be changing, then
they r.eec to have a better under-
standing of climate change and what
that mar mean about the assEssments
they re making about their exposures
and Their premiums

Sc it gpes back to what I think is the
fundamer_tal point about insurance,
and shat is making an assessment to-
day about the economic consequences
of future events. Ihe fact that the fu-

ture events may not oe a linear pro-
gressic n of the past, but in fact may
have dhar_ged as a result of natural
variability, or human activity or
whate,er, is an impirtant thing to be
taken into,consideration.

Hou should US. insurers and risk

managers respond to the challenge of
climactic change? Should actions tak-

A

en to deal with climate change be tak-
en within the larger context of catas-
trophe mitigation?

Clearly, mitigation is a long-term,
valuable strategy for the insurance in-
dustry, and the industry is, I think,
doing a good job in placing emphasis
on that through the Institute for Busi-
ness & Home Safety in Boston.

That's the former Insurance Insti-

tute for Property Loss Prevention?

That's right. This organization has
now focused its attention just on nat-
ural catastrophes. It has some very
impressive new programs focusing on
building codes and model cities that
are doing a good job at mitigation and
encouraging homeowners to do the
right thing. I'm sure there are a num-
ber of insurers that are giving their
policyholders good advice about how
to mitigate losses from natural catas-
trophes.

What is the specific role for risk
managers?

I guess it would be this: In addition
to the mitigation that we just talked
about, certainly companies that are
relying upon catastrophe modeling to
make an assessment of their expo-
sures and their rates really should
make an effort to understand the sci-

entific basis on which some of those

models are based, and the assump-
tions that are made. It would help

them have a better understanding of
what the science community is telling
modelers and others.

It seems to me that our industry is
probably first in line after those who
are victims of catastrophe themselves
in feeling the effects of climate and
weather because of the claims we pay
and the extraordinary focus we have
on the protection of property.

Therefore, we become very much a
valuable tool in assessing the effects of
change and weather events-torna-
does, hurricanes, Nor'easters-those

kinds of things. Therefore, it becomes
incumbent upon us to contribute to-
better understanding of those things.

For example, I commend the com-
panies that are funding the Risk Pre-
diction Initiative, which is based in
Bermuda. There are 12 insurers and

reinsurers that are funding scientific
research looking not at insurance but
looking at what do we know about
climate and weather, what are the

historical patterns, what are the re-
turn and recurrence periods.

I do think the industry has a role in
funding research that focuses on
weather and climate so that we can

benefit from that knowledge and
frankly, that the public can benefit
from a greater understanding of that.

Countries attending the Kyoto sum-
mit agreed on a reduction of green-

house gases. Ratification of the Kyoto
treaty by the U.S. Senate, however,
appears highly unlikely in its current

See Nutter on page 6
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Nutter
Continued from page 4
form. Do you believe that there
could be a market-oriented way
acceptable to the business commu-
nity to reduce gases?

The RAA has not taken any po-
sition, nor anybody I know of in
the U.S. insurance industry, on
what would be appropriate targets
for emission controls or whether

there ought to be emission restric-
tions. No position on taxing fossil
fuels, no position on reducing fos-
sil fuels-so I would say that is all
well beyond what we have dealt
with.

I would say, however, is that if
in fact the climate is being affect-
ed by the use of fossil fuels, then
among the various factors affect-
ing climate, we should try to have
a better understanding of that. We

should participate in the forum
where thats discussed.

We should try and understand
whether in fact the burning of fos-
sil fuels is..n fact warming the eli-
mate in a way that interferes with
climate mechanisms, because we
have such a vested interest on un-

derstanding climate and weather,
a vested economic interest as well

as just good corporate citizens.
I don't know that the industry is

likely to E.ay a role in the treaty
discussior: or the debate in the

Senate at this point.

Can the insurance industry play
a role as "honest broker" among
the variou s parties in the global
warming debate?

In termE of the general discus-
sion, I would go back to what I
said earlier. Our industry's inter-
ests is so intertwined with climate
and weathar. The threat of natural

events drives the demand for in-

surance products. The coverage
that the industry writes, if not re-
sponsibly written, can threaten
the financial viability of compa-
nies.

It seems to me that we can't just
stand on the sidelines with respect
to the general understanding-
whether it's among public policy-
makers or our own policyholders,
corporate or individual-about
this.

That's why I do think we ough:
to do a couple of things. One is to
fund, where appropriate, research
in the scientific community to try
to get a better understanding of
this. There are a 1ct of things we
clearly don't know about how the
climate system works.

The second thing that the indus-
try has modestly done but I think
it could do more of, is that there
are a tremendous number of gov-
ernment programs where you have

monitoring of climate, satellite
systems, where you have climate
and weather-related research.

Frankly, I think it behooves our
industry to step forward and sup-
port government programs that
provide valid information, that are
used by our industry and would be
helpful in understanding the is-
sues in the debate.

I'm not driven to this because of

conclusions I have or our compa-
nies have drawn about climate

and global warming.
I'm drawn to this issue by the

fact that our interests are so inter-

twined with climate and weather.

We play such an important role in
being an intermediary for trans-
lating the economic consequences
of external events, including cli-
mate-related events, that we ought
to play a role in helping under-
stand the status of the science and

to promote better science in this
area. mm
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Ruling
Continued from page 2
provide such coverage subject to an
aggregate limit. In a policy without
an exclusion, the standard form def-
inition determines which claim pay-
ments are subject to aggregate poli-
cy limits," added Mr. Dolin.

An attorney on the other side of
the case wasn't so sure of the deci-

sion's impact beyond New York.
"Clearly this is a decision by the

New York Court of Appeals, which
will be followed by the courts of
New York state. Whether it will

govern the laws of other jurisdic-
tions will need to be decided on a

case-by-case basis in those jurisdic-
tions," said Howard S. Rosenhoch, a
partner in the Buffalo, N.Y., law
firm Jaeckle Fleischmann & Mugel.
Mr. Rosenhoch represents Mer-
chants Mutual.

The case before the New York

high court involved Frontier Insula-
tion Contractors Inc., a Buffalo-
based industrial and commercial in-

sulation contractor that had used
asbestos insulation between the

1920s and 1970s. During the mid-
1990s, Frontier was named as a de-
fendant in 21 lawsuits alleging bod-
ily injury and damages.

But Frontier's CGL insurers, Mer-
chants Mutual and Utica Mutual In-

surance Co., held that the products

hazards exclusions in their policies
meant they had no duty to defend or
indemnify Frontier in the personal
injury suits. Products hazards ex-
clusions generally apply to certain
products-related claims involving
accidents that occur after the poli-
cyholder has relinquished posses-
sion of the product to others and
away from premises owned, rented
or controlled by the policyholder.

Frontier sued its insurers in state
court in December 1994. A state su-

perior court held that Merchants
Mutual had to defend and indemni-

fy Frontier in 18 of the actions and
that Utica had to do the same in 15

of the actions. Frontier settled out of

the court with a third CGL insurer

before the case was decided by the
appeals court.

But in April of last year, the New
York Court of Appeals for the
Fourth Department disagreed in a
3-2 decision. The majority write
that "because none of the underly-
ing complaints alleges any cause of
action sufficiently removed from
the allegedly defective and injurious
nature of the asbestos to warrant

classifying Frontier's liability as
something other than a 'products
hazard, ," the insurers had no duty
to defend and indemnify the con-
tractor.

But the seven judges of the state's
highest court found for Frontier.

The insurers "contend that all of

the claims in the underlying com-
plaints fall wholly within the poli-
cies' exclusions for product hazards
because they all allege that bodily
injuries resulted from exposure to
Frontier's asbestos products. This
claim misses the mark, however, be-

cause the focus in determining
whether a product-hazard exclu-
sion applies is not simply whether
an insured's product caused the loss
at issue, but rather is dependent on
the location of the accident and the

possession of the product.'
Defendants' argument fails to ap-
preciate that an exclusion for prod-
uct hazards governs only one subset
of product liability claims," wrote
Judge Vito Titone for the court.

The case was remitted to the ap-
pellate division for consideration of
other issues in the case.

.

Frontier Insulation Contractors

Inc. vs. Merchants Mutuat Insur-

ance Co. et al., State of New York
Court of Appeals, No. 254, Dec. 22,
1997.
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Fen-phen
Continued€rompage l
Mr. B:scan is a medical malpractice
defens€ attorney defeialing a small
number of physiciars in diet pill liti-
gation. But in this zase: it 's unusual
"to turn themselves at cd(is with cth-

er panies traditionall> the.r allies,»
he sail referrir.S k the usual cbse
relationship Jet·Teer. dcctors End
drag companies.

In response to thE Rrcwing numoer
of suits against pbsicians. medica
malpraetiep insurers are meeting :0
discuss defense stratedy and share

AIG
Continued froir pace ;
:ota ed $577.7 milic·ri Direct writ-

sen premium .s =he aggregate
amount of premiums. other than
reinsurance. Policyhclder surplus
for the group stood at $348.5 mil-
lion at the end·of 1996, acccrding to
Sgures publishedby Oldwiok, N.J.-
based rating agency A.M. Best Co.
By comparison, AIG companies
wrose $ 13.31 billion n direct 1996
premiums and had n€t writtenpre-
mium volumeof Sl.27 billion. AIG

polieyholder Eurp.Us in 1996 was
S9.53 billion. Bes= figu·es show

Under the tens of the deal

which AIG will treat as a purchase
for accounting purposes: American
Bankers shar€bolders will receive

AIG stock equal b $07 per share
giving the deal a k,taI value of $22
billion. Under some cicurnstances

shareholders may elect to receive
S47 per share in cash instead.

informatim.

Figures on how many suits have
been filed against doctors are not
available But Paul Rheingold, a
partner r.th the New York firm of
Rheingold. Valet & Rheingold P.C.
who represents several plaintiffs in
such suits, estimates the number
could be E the hundreds.

To da:e. no jury has delivered a
verdict in a case against a physician.
One case against a doctor in Florida,
however, was settled last year for
$250,000, tne policy limit.

Plaintifs are making the following
charges azainst physicians, accord-
ing to Mr.Rheingold: failing to prop-

The transaction is initially based
on the $104.56 per share closing
price of AIG stock as of Dec. 16, but
will finall be based on the average
price of AIG's shares for the 10 days
before clcsing. If the price of AIG
stock drops from the Dec. 16 level,
AIG has:he option of making up
the differ€nce with additional stock

or cash.

The dea-, subject to regulatory
approvals s expected to close early
this year.

American Bankers will operate as
a subsidiary of AIG, and its current
managemznt team will remain in
place, AIS-announced. The acquisi-
tion is AID's biggest to date. AIG
paid $1.2< oillion for International
Ikase Finance Corp. in 1990.

AIG Chairman Maurice R

Greenberg called American

Bankers 'a fine cornpany with
product lines that complement but
do not over.ap those of AIG."

"Particuarly overseas, AIG will
be able to =pen significant new op-

1

erly examine the pa:ient before pre-
scribing the drugs, not properly
warning the patient of the possible
side effects of the drugs, failing to
properly monitor the patient taking
the clrugs, and not performing tests
on patients who complained of prob-
lems while taking the drugs.

The counter-strategy of the drug
makers putting the blame on physi-
cians is possible, the attorneys said,
but more difficult, because the drug
makzrs want to maintain good rela-
tions with the doctors who prescribe
their drugs. It can be done, "but it
has b be subtle," said Mr. Rheingold.

Fenfluramine and phentermine in-

portunities for American Bankers,"
Mr. Greenberg said in a statement.
"AIG's top credit ratings should
also pmvide an important benefit to
American Bankers."

Analysts agreed the dealis a good
one for both companies.

Mr. Morrissey noted that the
mergerecpands AIG's "non-agen-
cy" distribution system of banks
and othEr financial institutions.

"Bank distribution is a critically
important area in the future for all
sorts offinancial products, and this
is a br]Jiant move for AIG," he said.
"Sometimes these things just leave
me scrasching my head, but this one
made me wonder, 'Why didn't I
think of that?' "

The purchase price, amounting to
roughl> 2.8 times American
Bankers' book value, is "high but
not crazy," he added. "Given the
importance of enhancing one's po-
sition k bank distributon and oth-

er distibution systems, it's quite
reason:Dle."

g

dividually received U.S. Food and
Drug Administration approval for
use in weight loss. Doctors for years,
however, have prescribed the drugs
together to millions of people in the
combination known as Fen-Phen.

But studies released in July showed
that the drug combination, as well as
combining dexfenfluramine in com-
bination with phente=nine, causes
heart-valve abnormalities.

Wyeth-Ayerst Laboratories, a di-
vision of Madison, N.J.-based Amer-
ican Home Products Corp., manu-
factzired fenfluramine and marketed

it under the name Pondimin, and
dexfenfluramine and marketed it

under the name Redux. Wyeth-Ay-
erst withdrew the drugs from the
market after the release of the stud-

ies (BI, Sept. 29, 1997).
In response to the growing number

of Fen-Phen and Redux suits against
physicians, medical malpractice in-
surers have been holding meetings to
"share resources" and provide a
united defense," said Mr. Loughlin
of Frontier. Frontier insured the

physician who settled the Florida
suit

Doctors can defend themselves by
saying, "'We didn't know there were
side effects when we prescribed
these drugs, '" said Mr. Biscan.

Miles MeGrane, a partner with
MeGrane & Nosich in Coral Gables,
Fla., who represents doctors in these
suits, agrees with that strategy. "You
could defend and say they were only
doing what pharmaceutical compa-
nies said it's OK to do," said Mr. Mc-
Grane, who represented the Florida
doctor who settled.

To support this defense, doctors
could rely on material the drug mak-
ers provide to promote the Fen-Phen
combination.

-1

1 1

 big drof in barometric pressure is a
sure sign of an approaching storm-

and of increasing risk for insurers and

reinsurers. Now, with The Bermuda

Commodities Exchange, the pressure's off.

That's because we understand what you

need: Bottom-line protection no matter

which way the wind blows.

S3 The
29 Richmond Road

Bermuda Pembroke HM08 Bermuda

, Commodities 441-296-6100

#4 Exchange E-mail: info@bcoe.bm
tns.**
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One such piece is a videotape and
accompanying booklet distributed to
doctors and "made possible by an
unrestricted educational grant pro-
vided by Wyeth-Ayerst Laborato-
ries."

The booklet says "one strategy to
reduce side effects of both fenflu-

ramine and second-generation nora-
drenergic agents is to use them in
low dose combinations." Noradren-

el*ie agents include phentermine.
"Promotional literature that sug-

gests some use of a combination
would be an aid in the defense of

doctors," Mr. Biscan said.

A spokeswoman for Wyeth-Ayerst
would not comment on the videotape
or booklet.

Despite the growing number of
suits, defense attorneys say the drug
makers, not the physicians, still are
the primary targets of litigation.

"I really think that's where the
claims will wind up," said Mr. Mc-
Grane. "The doctors will be bit play-
ers.

The liability of physicians varies
with their type of practice, lawyers
said. Physicians who worked at diet
clinics or who held themselves out as

weight-loss experts could have a
more difficult time defending them-
selves than doctors who only pre-
scribed diet pills to a few patients.

Weight-loss specialists are held to
a higher standard of care than gener-
al practitioners, Mr. Biscan said,
which makes their defense harder.

The main question with the litiga-
tion is "what did the doctors know

and when did they know it," Mr. Bis-
can said. A specialist in weight-loss
would be held to knowing more than
an ordinary doctor about the drug
combination's possible side effects,
he said. IEN

The Bermuda Commodities Exchange offers

an exciting new way for insurers and rein-

surers to manage catastrophe insurance

risk-with our new options contracts based

on the Guy Carpenter Catastrophe Index

(GCCI) of insured damage to homes from

atmospheric perils. And, with our unique

order-entry system, you get instant access

to the protection, flexibility and profit

potential that our options offer.

Contact us today to learn more. Don't worry:

it's a no-pressure call.
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Bonds
Continued from page 3
such as those issued by St. Paul Re,
Swiss Reinsurance Co. and Tokio

Marine & Fire Insurance Co. Ltd., the
USAA deal involved the use cf a spe-
cial-purpose reinsurance company to
issue the bonds and provide a rein-
surance contract.

The USAA catastrophe bonds were
issued by Residential Reinsurance
Ltd., a Cayman Islands company
USAA created in 1996. Residential

Re is managing the bond proceeds
and administering the $400 million
reinsurance contract it provided
USAA.

The reinsurance contract covered

USAA for a loss from a single Cate-
gory 3,4 or 5 hurricane resulting in
insured losses between $1 billion and
$1.5 billion to USAA polieyholders in

Fawell
Continued from page 2

• Set up "due process gr.evance
procedures" to settle issues of medical
necessity and prior authoriza.ion for
each plan.

This would not, as PARCA would,

allow patients to sue health plans and
plan sponsors in court for punitive
and other damages allowed under
state laws for personal injuries in-
curred in connection to services re-

ceived through their health plans.
• Promote state-of-the-art science

in health care. Mr. Fawell could not

say how his bill would acecmplish
this goal.

• Enable small businesses and self-

employed workers to gain the advan-
tages of economies of scale by joining
together in "association health plans"
(BI, July 7, 1997). This is a carry-over
from an earlier proposal by Rep.
Fawell to amend ERISA so that al-

liances of small businesses, through
established trade associations, could

self-insure their health care plans or
purchase health insurance on a group
basis and be exempt from state bene-
fit mandates and other state require-
ments. Instead, these association
plans would be regulated by the fed-
eral Department of Labor.

That earlier proposal was included
in the Balanced Budget Act approved
last year by the House of Representa-
tives. A Senate approved budget bill
lacked a similar provision and a con-
ference committee ironing out differ-

an area stretching from Texas,
around the state of Florida and north

along the Atlantic Coast to Maine.
The one-year bonds don't come due

until June, so while the 1997 hurri-
cane season has passed, the reinsur-
ance contract remains in force until

the bonds mature.

"Our reinsurance contract is on an

annual basis through June, so even
though the hurricane season is, in all
effect, over, that contract would ex-
tend through June," a USAA
spokesman said. Until that contract
expires, USAA oificials will not de-
termine whether they would repeat
the cat bond approach.

In exchange for relatively healthy
returns, most of the USAA bonds' in-
vestors risked the loss of principal if
a hurricane of the specified level oc-
curled.

Even a significant loss to those ear-
ly cat bond investors, however, might

ences between the two bills dropped
the Fawell provision.

In a letter last month to fellow con-

gressmen, Rep. Fawell said an analy-
sis by Washington health care attor-
ney and consultant William Schiff-
bauer concluded PARCA would cre-

ate 336 federal statutory require-
ments.

"The PARCA bill just goes so very
far," Rep. Fawell said. "It has 41
pages-not patient protection, just
provider pi'Otection."

The measure, according to Rep.
Fawell, is"heavy-handed government
regulation that would end managed
care in the free market" by making
the plans so expensive that many em-
ployers could drop coverage.

Among other things, PARCA, also
known as H.R. 1415, would:

• Require health plans to provide
coverage for services delivered by all
health care professionals certified un-
der state law.

• Provide patients a point-of-ser-
vice coverage option for a higher pre-
mium and higher per-service costs.
The government would decide how
much of a POS plan premium em-
ployers could shift to employees.

• Limit employers' ability to estab-
lish preferred provider networks. Un-
der the measure, an employer that se-
lects a hospital and its accredited
physicians to be in its network could
not bar other physicians from being in
its network because they were not af-
filiated with or did not have admitting
privileges to the hospital with which
it contracted.

Is there Flexible
Benefit Softwa re

for Windows?

0

not have slowed growing interest in
the cat bond market, said Richard L.
Sandor, chairman of Hedge Financial
Products Inc. in Chicago.

The hardening reinsurance market

'1997 has been an

excellent year for the

growth of insurance
derivatives,' says
Richard L. Sandor.

msulting from such catastrophe loss-
es could, in fact, spur the cat bond
market's further development, he
said.

"If in fact there had been a catas-

trophe, it might have boosted the is-
suance, because reinsurance rates

• Prohibit medical providers, in
many cases, from receiving managed
care bonuses when they deny service
to people seeking health care. It would
still allow some capitation practices.

Rep. Fawell, chairman of the House
Subcommittee on Employer-Employ-
ee Relations, which considers ERISA

matters, admits to being baffled about
why some 123 Democrats and 91 Re-
publicans have signed on as co-spon-
sors of PARCA

Rep. Fawell said the only explana-
tior. for the House bill's popularity is
that congressmen aren't paying atten-
tion to its content.

"One has to spend a lot of time re-
viewing it to understand it," he said.

A companion bill in the Senate has
drawn far less attention and has not

come up for a vote.
A spokesman to Rep. Norwood said

the congressman supports Rep.
Fawell's idea for association health

plans but thinks his opposition to
PARCA is misguided.

"Our billis a conservative Republi-
can approach," the spokesman said.
Only HMOs that improperly deny pa-
tients out of their "pald-for" benefits
and cause harm would find thenl-

selves in court, he said.
The Norwood spokesman also criti-

cized a recent report by actuarial con-
sulting firm Milliman & Robertson
that estimated PARCA could raise

health insurance premiums an aver-
age of 23%, or a maximum of 39%.
"Everybody out there has the wacki-
est numbens and statstics," he said,

adding the study must be viewed as

00

88 Travis Software
000

might have risen," he said.
The risk securitization market is s

"in maturation," according to Mr.
Sandor. In addition to the USAA

deal, signs of that maturation in-
clude: new cat bonds set to come to

market, more investment banks en-

tering to underwrite those issues, new
players in insurance derivatives and
record open interest in the Chicago
Board of Trade's catastrophe options.

"I think we're seeing a resounding
growth in (the risk securitization)
market, and we're also seeing a set of
investors that have done well," Mr.
Sandor said. "1997 has been an excel-

lent year for the growth of insurance
derivatives, and we expect the pat-
tem to continue in 1998," he said.

Although the 1997 hurricane sea-
son was far milder than forecast, it is
inappropriate to question with the
benefit of hindsight whether USAA's
deal was a wise one, said Mr. Kaiser.

"total bunk"

Michael Sturm, an actuary with the
Milwaukee office of Milliman &

Robertson and a co-author of the

study, defended the report as being as
close to the truth as possible consider-
ing what he called the vagueness of
Rep. Norwood's bill.

"The bill is very ambiguously word-
ed, and the report we put out has a
range of estimates," he said. "Write
me a good bill and Ill write you a re-
port that has a lot tighter numbers."

He also disputed an assertion by
Rep. Norwood's spokesman that the
study was bankrolled by the managed

"If you're going to hedge those ex-
posures, you're going to hedge," he
said. "You're hedging it because the
consequences of the event are catas-
trophie."

Even in the face of a mild 1997 hur-

ricane season, the CBOT's cat options
market showed healthy growth, fur-
ther reflecting the interest in risk se-
curitization, according to Mr. Mont-

gomery.

"By and large, even though at the
Board of Trade we might not have
lived up to all the hopes we had a
year ago at this time, we had a very
good year," Mr. Montgomery said.
"Since the end of the hurricane sea-

son we've been very busy here."
Particularly noteworthy, he said,

was a Dec. 10 deal for 2,000 con-
tracts. "It was, I believe, the largest
trade that we've done down here,"

Mr. Montgomery said. "Certainly the
largest one recently." m

care industry, asserting that it was
sponsored by Bentonville, Ark.-based
Wal-Mart Stores Inc. in an effort to

gauge the bill's effect on employers.
"We don't think our bill will drive

up costs," Rep. Norwood's spokesman
said. However, he added, the billis so
complex there is no way to be sure
what cost effects it will have, and that
some employers would most likely see
a savings while others might see in-
creases.

He also left open the possibility for
compromise with Rep. Fawell, saying
"there may be room for common
gmund as the session develops." [STI

McDonald joins
Walter Industries

Comings & Goings: Buyers
W. Michael McDonald has

joined Walter Industries Inc. as
director of risk management
for the home builder and fi-

nancial services company

based in Tampa, Fla.
Mr. McDonald, 53, is respon-

sible for insurance, safety and
loss prevention programs at
the company. He joined Walter
Industries after working as di-
rector of risk management for
Value Rent-A-Car in Boca Ra-

ton, Fla.

He replaces Thomas C.
Mosier, who retired in August.
He reports to Dean Fjelstul, se-
nior vp and chief financial of-
ficer.

Mr. McDonald earned a

bachelor's degree in economics
from North Carolina State

University. He holds the Asso-
ciate in Risk Management des-
ignation from the Insurance
Institute of America.

***

Earl D. Varney has been
named risk manager for The
Vanguard Group of Investment
Cos. in Malvern, Pa.

Mr. Varney, 41, takes the po-
sition after serving as risk
manager at Wilmington Trust
Co. in Wilmington, Del.

At The Vanguard Cos., Mr.
Varney is responsible for in-
surance and risk management
at the $300 billion Vanguard
Group Inc. mutual fund opera-
tion and for affiliated compa-
nies in brokerage, trust ser-
vices, investment advisory and
real estate management busi-
nesses.

He reports to Frederick
Teufel, controller.

Mr. Varney earned a bache-
lor of science degree from

Brown University and a master
of business administration de-

gree from The Wharton School
at the University of Pennsylva-
nia.

He is a member of the

Delaware Valley Chapter of
the Risk & Insurance Manage-
ment Society Inc.

***

David Hennes has been pro-
moted to director of risk man-

agement at The Toro Co., a
Bloomington, Minn.-based

maker of outdoor products.
Mr. Hennes, 45, was manager

of corporate risk and insur-
ance, a position he has held
since joining the company in
1995.

He will continue to oversee

risk management and insur-
ance functions at Toro.

He reports to J. Lawrence
Mcintyre, vp and general coun-
sel.

Mr. Hennes earned a bache-

lor of arts degree in English
from the University of Min-
nesota and a master of business

administration degree from the
University of St. Thomas in St.
Paul, Minn.

He holds the Associate of

Risk Management and the
Chartered Property & Casualty
Underwriter designations.

We'd like to report on staff
changes in your company's risk
management, safety and em-
ployee benefit departments.
Contact Michael Bradford, As-
sociate Editor, Business Insur-
ance, Suite 114, 8950 N. Cen-

tral Expressway, Dallas, Texas
75231; 214-361-2295; fax: 214-
696-1936. Please send a photo-
graph, too.
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Agent/Broker Topics

Protecting agents' interest in bank alliances
Report outlines partnership options and ways agencies can avoid problems

By AMANDA MILLIGAN

-1- ealizing they can no
 1 longer prevent banks
1-/ from selling insur-
IF- ance, many agents
  and brokers are look-

JIL. ing at ways to turn
competitors into allies.

In 1996, the Supreme Court
ruled in Barnett Bank of Marion
County NA. vs. Nelson, Florida In-
surance Commissioner that states

cannot prohibit banks from sell-

ing insurance in towns of 5,000 or
fewer people. Agents initially
feared losing business to banks,
but many have cast those fears
aside and are taking steps to stay

competitive.

According to a recently released
white paper on bank/agency part-
nerships commissioned by the
Washington-based Council of In-
surance Agents & Brokers, several

opportunities arise from blending
these two very different institu-
tions. For example, banks can

provide an extensive customer

base and financial stability, while
agencies can offer valued exper-
tise about prodticts banks are
eager to market.

"The agent's products may fit
and complement the way the

bank operates," said the white
paper's author, John Pottridge,
president and chief executive offi-
cer of Pottridge & Associates, an
Alexandria, Va.-based consulting
firm that advises agents on how
to build and main:ain relation-

ships with tanks. 'Agents have
turned the corner on the old para-

noia. They're looking at the op-
portunities."

The 19-page white paper titled
'Selling With Banks: What Agents
and Brokers Need to Know." out-

lines five methods in which an

agency can align themselves with
9 bank. However, according to the
-white paper, agents must examine
zach option carefully to deter-

mine which may suit their needs.
"You can't 'cookie-cut' the ar-

Tbe Locb Ness Monster, tbe Tooth Fairy, and an insurance underuriter.

Until nozv, you bad a better cbance of SEEING tbe first nvo.

Thanks to our new field service teams, your

odds of seeing an actual home office underwriter

have just improved. Now, you might even see one

within your lifetime a feat previously reserved

for only the luckiest of tabloid photographers.

That's because our far-flung service teams

can call in help from the home office. Which

means that anytime you need to talk with an

underwriter or any of the other professionals on

our Group and Individual insurance teams, you

can. With a minimum of phone tag and delay.

There are other benefits to working with our

regional service teams. For starters, they're well

trained and the service will be consistent. You'll

get the same people every time you call. And

you'll find them knowledgeable about your area,

its industries, laws, regulations, and traditions.

We're Standard Insurance Company, a mutual

life insurance company, and we build relation-

ships that stand the test of time. Ninet:y years of

experience have proved that it's the best way to

keep customers coming back.

Give us a call and we'll connect you with some-

one special. Maybe an underwriter, group benefit

guru, retirement plans specialist orone ofour

regional PPGA or GA directors. 1-800-642-9888

(8 a.m.-5 p.m., Pacific Time). We're based in

Portland, Oregon, but you'll find a team near you.

STANDARD INSURANCE COMPANY

People. Not just policies.®

B

rangements," Mr. Pottridge said.

"The option has to fit the agent's
circumstance."

Because of the complexity of
laws, contracts and organizational
issues associated with an

agent/bank alliance, he cautions

against a hasty arrangement.
Joel wood, vp-government af-

fairs at the Council, said banks are

"losing turf on traditional bank-

ing products," such as credit
cards. As a result, banks are begin-

ning to offer unconventional
products, such as insurance, to
their customers with the hopes of
cross-selling. "In a macro sense,

banks have been losing their
products to other industries," he
said.

But trend-sawy agents also are
seeking out the marketing oppor-
tunities the Barnett decision pro-
vides, Mr. Wood said. "There's

nothing in current (federal) legis-

lation that is going to reduce or
scale back the integration by
many agents and brokers to affili-

ate with a bank or be bought
Out."

"Both sides took some time to

decide what they could do in
ternns of Barnett," said Coletta

Kemper, director of industry af-
fairs for the Council. "With

change, there are also opportuni-
ties."

A recently released survey of in-
dependent agents found a majori-
ty willing to explore joint ven-
tures with banks (see story, page
14D).

According to the white paper,
the options for cooperation be-
tween agents and banks are:

• Referrals.

Banks referring potential clients

to an agent is the most basic form
of cooperation. Informal in struc-
ture and regulation, the referral

method is also the least risky, ac-
cording to the white paper. Al-
though no cost is involved in a re-
ferral, there's not much

commitment to future business,

either. This stage may be a step-
pingstone to a more intensive al-
liance.

• Sharing customer lists.
The most common form of an

agent/bank joint venture involves
sharing customer lists. A bank

brings an established, conserva-
tive platform and tremendous
customer opportunity to a joint
venture, Mr. Pottridge said. The
question really is, "Can the bank

and the agency share the cus-
tomer?" he said. Historically, be-
cause of the differences in their

products and services, this hasn't
been an issue, however. "It's bet-

ter to share than to just have the
leftovers," Mr. Pottridge said.

Because the customer list is a

valued commodity of both insti-
tutions, though, agents should

consider cost, confidentiality and
client relations. Mr. Pottridge said
his firm recommends a two-year
mutual confidentiality agreement
during the life of the joint venture
to ensure this asset is protected.

• Lease agreements.
The third form of cooperation

between banks and agents the
white paper outlines is a lease

See Banks on page 140
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Do you have clients like these?
We write environmental insurance for all of them.

ECS Underwriting meets the environmental insurance needs of clients like yours,
no matter what business they're in. Chances are, your current clients have
pollution exposures they don't know about. That means new opportunities for you.

Call ECS Underwriting at 800-ECS-1414. Well help you capitalize on the
environmental market - right in your own book of business.

8
ECS

UNDERWRITING

520 Eagleview Boulevard, PO Box 636, Exton, PA 19341 0 800-ECS-1414 0 Fax: 610-458-8667 0 www.ecsunderwriting.com
Programs are underwritten by Reliance National Indemnity Company, a member of the Reliance Insurance Group.
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Banks
Continued from page 148

agreement. This method of alliance,
which some states do not permit,
involves the agent leasing office
space within a bank. Some states
ban the practice, and other states'
consumer protection laws keep
these arrangements under strict
control.

"The states have picked up the
gauntlet," Mr. Pottridge said. "Fed-
eral legislation is still languishing in
the halls of Congress."

Until all states comply with the
same rules, Mr. Pottridge said it is
imperative for agents seeking to
form an alliance with a bank to un-

derstand the laws and regulations of
each state in which they want to do
business. He recommends starting
with the state department of insur-
ance and the banking commission-
efs office.

•Joint marketing.

Joint marketing is the most for-
mal and the most regulated method
of an agent/bank joint venture.
Under this arrangement, the agent
offers insurance to the bank's

clients, and the bank supports the
agent's efforts with marketing re-
sources. The bank, in turn, receives

a portion of the generated commis-
mon.

The white paper recommends
specific contracts with respect to
sharing commissions. While mutu-

al trust is crudal to the success of

the partnership, it is not a substitute
for an airtight contract, Mr. Pot-
tridge said. He urges agents to enlist
the help of an attorney.

• Selling the agency.

Selling an agency to a bank is the
highest level of involvement the
twQ institutions can achieve.

"Changes in the law have made this
the option of choice for agents who
want to retire, leave the business or

guarantee the future of the agen-
des," according to the white paper.
However, the previously indepen-
dent agent may become subservient
to the demands of the acquiring
bank's board of directors or CEO.

For banks, it makes sense to buy
an agency to acquire insurance ex-

CPCU PREFERRED.

"As one of the first women in commercial insurance sales,

I felt the CPCU designation gave me immediate credibility

and the knowledge and confidence needed to succeed.

Now, 90 years later. I still consider the CPCU designation

one of my most important insurance achievements."

Louise C. Canter, CPCU, ARM

Senior Vice President, Patterson/Smith Associates
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Iiwhetheryouragency insures big city office buildingsorsmall town

homes, you need employees with the insuranceand risk management

expertise that is synonymous with CPCU, the property and casualty insurance

business's premier professional designation. The American Institute for CPCU

confers this prestigiousdesignation. Itsignifies extensive knowledge of the

insurance mechanism and the business world in which it operates. It requires

industry experience and a commitment to ethical behavior. CPCUs who join

the CPCU Society go one step further. They have access to a network of other

insurance professionals who promote and support continuing education,

professionalism, and industry and community service.

There is no substitute for CPCU.

AICPCU
lim

AMERleAN |NST.UTE

LOCIETU C.51}ALTY U..1'RW.'TERS

OR C.ART. RED PRO..R"rY

For more info, call (800) 644-9101 (AICPCU) or(800) 939=CPCU (CPCU Society).
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pertise, says Jim Kilbride, chairman
and CEO of Morse, Payson & Noyes
Insurance in Portland, Maine.

In June, Mr. Kilbride announced

his agency's intention to sell to a
state-chartered bank. By October,
the agency, founded in 1882, final-
ized the deal. Although Morse,
Payson & Noyes and the bank had
considered such an arrangement
prior to Barnett, Mr. KilbIide credit-
ed the ruling with streamlining the
process.

The decision to sell the 125-em-

ployee agency was not made
overnight, however. It took a year
and nine months from the start of

the talks to the close of the contract,

he said. The bank approached his
agency, spent a lot of time under-
standing the insurance product and
ultimately decided to purchase it
because of the potential expertise
Morse, Payson & Noyes offered to
the bank's customers, Mr. Kilbride
said.

"Banks in conjunction with
agents will be extremely competi-
tive," Mr. Kill)ride said. "On their

own (selling insurance), I don't
think they will do very well."

Before forming an alliance with a
bank, Mr. Pottridge recommends
that agents prepare themselves sys-

tematically for the partnership:
• Have a strategic plan.
• Understand the cultural differ-

ences between the banking and in-
surance industries.

• Have a plan on how to ap-

proach or respond to the bank.
• Allow enough time to build a

trusting relationship.
• Plan sufficient financial re-

sources, establish a budget and eval-
uate personnel needs.

• Get some help in evaluating
and establishing the potential al-
liance

"The mistake they (agents) make
is attempting to do it all (them-
selves)," Mr. Pottridge said.

The Council's Ms. Kemper also
recommends that, after an alliance

has been finalized, each side ap-
point a liaison. These liaisons
smooth the transition and ensure

dear communication between the

agent and the bank, she said.
"It's important to get people to

understand the corporate cultures
and to get them to work together,"
she said.

Blending the sales-oriented mind-
set of the agency with the service-
focused view of the bank is another

task to which each side must be

committed, the white paper noted.
Mr. Pottridge warns not to expect

established employees in either in-
stitution to change their mindsets.

By evaluating strengths and weak-
nesses in each institution, the allied

sides then can train employees in
needed areas of improvement.

Focusing efforts on internal issues
also will smooth transitions for

each side's customers. Because the

word of the agent is extremely im-

portant, it is critical to pick the right
time to tell the client, Mr. Pottridge
advised. He recommends at least

having a letter of intent before in-
fonning others outside the institu-
tion.

The Council's Mr. Wood agreed
that agent/bank partnerships are
driven by customer service. "At the
end of the day, it's all about provid-
ing a value-added service to the
consumer," he said.

Copies of the white paper may be ob-

tained #om the Council for $10 for
members and $50 for non-rnernbers.
Contact Wendy Slagle at the Council

at 202-7834400 for more informa-
tion.

Agents eager to explore
ventures with banks: Survey

nsurance agents and

I banks are eager to explore
cooperation opportuni-
ties, according to a recent-

ly released survey.
Paul Buse, vp of Wash-

ington-based Risk Management
Services and one of the survey's
three authors, said the partner-
ing of agents and banks is "the
hot topic in the agency commu-
nity."

Seventy-one percent of insur-
ance agencies expressed a mod-
erate.or high interest in starting
a joint venture, according to the
survey, titled "Selling Insurance

through Banks: Agent and
Banker Perspectives and Strate-
gies." The Independent Insur-
ance Agents of America and the
American Bankers Assn. spon-

sored the survey.
Joint ventures are a good move

for both institutions because

they require less up-front capital
and less risk, Mr. Buse said.

"We see the joint venture as

something very positive," Mr.
Buse said. "By making a joint
venture, you stand less of a
chance of damaging the (corpo-

rate) culture."

A joint venture also can facili-
tate more formal alliances. "It's

all very new," Mr. Buse said. "I
think people are leaning into a
formal arrangement with a joint
venture."

Mr. Buse encourages establish-

ing a "top-down" approach to
joint venturing, where bank offi-
cials gradually begin purchasing
commercial or personal insur-

ance from the agency with
which the banks are partnered.
This approach can generate sales

by fostering a genuine belief in
the insurance products, he said.

"Agents need to figure out
where they can hit some singles
before trying for the big home
run," he said.

The survey respondents repre-
sented 7% of all banks and 4% of

insurance agencies.

, For a copy of this survey, call
ABA Customer Services at 800-

 338-0626 or IIAA's Distribution
Center at 800-261-4422. The

price is $89 for ABA and IIAA
members and $129 for non-

members.

-By Amanda Milligan
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Buyer takes fix-'em-up companies and does just that
By REGES COCCIA

to boost top- ble

gr:yAnh through ac-
cuisitions, one in-

s.trane holding
company is Bnding

success with e siategy of acquirng
and turning around small, under-
performing insurea

National Affliatec Corp., an
Alexandria, LE.-based holding ccm-
pany specialiting in niche life and
health insurance FIcducts, is in rhe
process of buying several such ccm-
panies and I]lans to market its prod-
ucts througn independent agents
and brokers.

NAAC preicts ts 1998 revenues,

reflecting the arquisitions, will
jump to $104.9 mElion from $10.6
nlillion in 1997. NM income is ex-

pected to julp to $17.9 million in

1998 from $ 3.6 million last year, the
company says.

tnong the companies that
NAAC plans to accuir. early in 1998
are: Chadds Fcrd. Pa.-based Con-

estoga Life Assuranze Co. and affili-
ate American Sentinel Insurance

Co., which w,ite a variety of special-

ty life and h.a.th insurance prod-
ucts; North Belesda, Md.-based

Maryland Southern Life Insurance

Co.; and an unidentified insurer

whose acquisition by NAAC is
awaiting regulatory approval.

Conestoga Life wrote more than
$6.1 million in premium and car-
ried an A.M. Best Co. rating of B, or
adequate, as of year-end 1995.
Maryland Southern Life had less

than $5 million of capital at year-
end 1995 and did not meet Best's

ratir_g requirements, according to
the Oldwick, NJ.-based ratng agen-

CY.

NAAC also plans to buy a small A-
rated insurer for about $50 million

during the next year, said T. Brent
Chapel, chairman of The Southern
Group, a North Bethesda, Md.-
based life insurance holding compa-
ny that is NAAC's majority owner.

NAAC is looking to buy underdevel-
oped companies with capital and
surplus between $2 million and $50
million, he said.

The company's model for acquir-
ing underperbrming insurers and
making them profitable through re-
structuring is Conseco Inc., accord-
ing to Mr. Chapel.

Conseco, a Cannel, Ind.-based

holding company incorporated in
1979. operates several life insurers
and provides investment manage-
ment and other administrative ser-

vices Conseco posted nine-month

Having Trouble Finding

Iti-3 easy.*if y(nt have the *t vision:

ore tb@:a. mule ago, Americaft Sajety

 blid the vihon totprotec>ntracton,
consultantsiand.Tacility owners:against .

envulettlg!Ymediatonliabilitym »

sollk tlie insitpanceproblems facing the

envyre,rental services industry. 1V 
Contact an innovative,lpecialty insurantes
leader pr,oviding superigrugg£*age and
unparalleled service. -I

Rated "A" (Excelletit) by A.M. Best 5<It

(800) 388-3647 »]1  p
AMI RICAN SAFETLINSURANCE 6 1 OilP

1997 revenues of $1.48 billion and

net income of $395.9 million. Its as-

sets as of Sept. 30 exceeded $33 bil-
lion.

NAAC has hired Conseco sub-

sidiary Conseco Capital Manage-
ment Inc. to evaluate the Maryland
company's portfolios of acquisition
targets and provide asset manage-
ment services.

"We're looking for significant re-
turn on equity through reduction of
expenses and to improve portfolio
performance," Mr. Chapel said.

NAAC believes it can help under-

performing life/health insurers turn
a profit by streamlining their opera-

tions and focusing on niche prod-
ucts, he said.

"We take our post-acquisition

plan and apply it to their financial
statements," Mr. Chapel said of
prospective targets. If NAAC does
not project a return on equity of
least 30%, he said, "we won't buy
it."

Once a company is acquired,
however, NAAC's major focus is to
develop products sold through

agents, Mr. Chapel said.
"Our basic marketing plan is

niche products," such as non-stan-
dard life insurance, he said.

One example of the business

NAAC may pursue through its ac-
quired companies is writing life in-
surance policies for guests at hotel
chains.

Although the holding company
plans to market products through

independent agents and brokers, it
also will explore the possibility of di-
rect sales, potentially via the Inter-
net, as a way to reduce operating ex-

penses.
"Methods that cut additional cost

out allow you to be competitive,"
he noted.

NAAC has two wholly owned
subsidiaries through which it writes
and markets niche life, acddent and
health business: National Affiliated

Investors Life Insurance Co. and Na-

tional Affiliated Marketing Co. EII

Insurer M&A expected to continue
By REGIS COCCIA

quisition ac-
erger and ac-

tivity in the
U.S. commer-

da property/
insur-

ance industry set records in the past
two years, and such activity is ex-
pected to continue into 1998.

Industry observers foresee more
high-profile transactions through-
out the industry but a cooling of
M&A activity among reinsurers,
which set a frenetic pace in 1996.

Among the major deals an-
nounced in 1997:

• SAFECO Corpt $2.8 billion ac-
quisition of Indianapolis-based
American States Financial Corp. The
combination was expected to create
the nation's 12th-largest property/
casualty insurer.

Seattle-based SAFECO bought
AIrierican States from Lincoln Na-

tional Corp., which wanted to focus
on life insurance and other busi-

nesses (BI, June 16).

• Zurich Insitrance Group's merg-
er with B.A.T Industries P.LC.'s

British American Financial Services

unit.

Although the merger, expected to

be completed late in 1998, will cre-
ate one of the world's largest insur-
ance and asset management com-

panies, the deal will give Zurich a
greater market penetration in the
United States for its financial ser-

vices businesses (BI Oct. 20). The

combined group's main U.S. insur-
ance subsidiaries will indude Farm-

ers Group Inc. and the Zurich Insur-
ance Group-U.S. companies,

induding Maryland Insurance
Group and ZC Insurance Co. and
Zurich Reinsurance Centre Inc.

•Mercantile & General Reinsur-

ance Co. of America's merger into
Toa-Re Insurance Co. of America.

Toa-Re's parent, Tokyo-based Toa
Fire & Marine Reinsurance Co. Ltd.,

agreed to buy M&G Re of America
from Swiss Reinsurance Co. for

about $200 million (BI, Nov. 3).

Toa-Re and M&G Re of America,

both based in Morristown, NJ;

have operated under common
management since 1982.

"1997 was a big year for mergers
and acquisitions in the commercial
P/C market in both the primary

company and reinsurer segment,"
said John L. Ward, chairman and
chief executive officer of Ward Fi-

nancial Group, a Cincinnati-based

investinent banking and consulting

* Over 15Years asa Resource to Agents & Brokers (17)
 Specializing in Standard & Difficult to Place

Contract, Miscellaneous & Fidelity Bonds \1«/

 Competitive Rates & Commissions MEDICARE
PROVIDERS

 Simplified Application Process SURETY BONDS
NOW AVAILABLE* 24-Hour Approval & Issuance on

Most Bonds Under $50,000 Nationwide

h Treasury Listed and A.M. Best Program
Rated Sureties Recently passed legislatioit

requires Home Health Cre
tgencies, Medical Equipment

Suppliers Amb:dance Services
501 Office Center Drive and OutpatielitIl universal Suite 128 Rehabilitation Facilities

w,& Service
215-646-2400 system to post a ininimum
Fort Washington, PA 19034 billing througn the Medicare

1 Agency 800-646-2401 Toll Free $60,000 5,trety bond by M 198
in order to -ontinue to

215-646-4275 Fax receive reimbursement

firm specializing in the insurance in-
dustry.

The M&A transactions of 1996

and this past year typically have
been driven by competition and de-
sire to cut costs and increase market

share, but those factors will not be

the major forces behind future ac-

quisitions, Mr. Ward said.
"As I look forward, I don't see a

compelling reason for that trend to
continue at that pace," he said.

"Going forward, more companies
witllook at mergers and acquisitions
but for a different reason," he said.

Publidy held insurers, for exam-
ple, are "under a lot of pressure to
deliver shareholder returns," he

pointed out. As a result, more com-
panies may look to acquire opera-
tions to increase profitability.

However, an investment banker

who spoke on condition of
anonymity believes there will be
more industry consolidation as a

way to control costs, but it will be
situation-specific.

"I see consolidation to bring some
cost-efficiencies to the market con-

tinuing," he said, dting ongoing
competition for business.

"The soft market is a double-

edged sword. Prices are low, but no-

bodfs making any money," he
said.

There was "a big dropoff on the
reinsurance side in '97 from '96,"

the source noted, adding he foresees
some smaller reinsurance deals tak-

ing place in the coming year.
"Nowadays, everyone's willing to
consider something for the right
price."

Mr. Ward also expects less future

M&A activity among reinsurers.

Among primary insurers, "I
would expect more M&A activity in
'98 attributable to troubled situa-

tions," such as an insurer's lack of

capital, Mr. Ward said. "Streamlin-
ing and focusing on core businesses

are common topics in boardrooms
today."

"The landscape still supports fur-
ther consolidation," particularly
among insurers with $2 billion to
$3 billion in premium, said Ken-
neth S. Zuckerberg, vp and senior
analyst at Moody's Investors Service
in New York. "The middle tier really

has some decisions to make going
forward and may be ripe for M&A,"
he said. rm
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Take time to research sales force automation
A company's requirements, the cost and the ease of use are among areas to evaluate

By Sidney C. Leifer

ALES FORCE AUTO-

MATION is a hot

topic. Managements of
many companies in
the insurance industry
are in a frenzy, trying

to select and implement a
product as soon as possible.
Today's business environment is
extremely competitive, creating
tremendous pressure to increase
sales, decrease cost and provide
excellent customer service.

In order to stay competitive
and meet the demands of

today's business world,
insurance agents and brokers
need to apply technology to
their sales and marketing
functions.

As agents and brokers develop
their sales force automation

requirements, they will have to
consider the various needs of

different departments, including
sales, marketing, accounting,
customer service and

administration. Each group
within the organizational tree,
including staff, management
and executives, will have

different requirements.
Determining a company's

requirements is the first step in
finding the appropriate software
product. Agents and brokers will
need to determine whether a

low to middle-market product
like ACT!, GoldMine or

SalesLogix meets their needs. Or
they may need to select a high-
end enterprise automation
product like Aurum, Saratoga or
Siebel that will also offer the

ability to integrate existing
business systems and customize
any areas specific to the agency's
business.

During the decision process,
the company needs to decide
whether it has the resources and

commitment to implement one
of these high-end SFA products.
Although one of the high-end
products may be the right
software, it may not be the right
solution. Agents may find one of
the lower-end products that
address 75% to 90% of their

needs a better solution.

When a company considers a
software product, it is just that,
a piece of software. It has been
designed and written to perform
a function. Each of the products
a company evaluates will have
strengths and weaknesses.

The solution is the end result

in implementing a software
product. Achieving that end
result requires a tremendous
amount of financial and human

resources. What may be an
excellent software choice for an

organization may not be the
best solution because of all the

variables, including
commitment, timeline, cost,

complexity, data structure,
implementation, maintenance
and support.

A/BT Perspec#ive
Commitment from the

agency's or brokerage's
management is critical.
Choosing an automation system
is a major step. A company has a
lot riding on this system. Is the
organization committed from
top to bottom to this project?
This commitment includes, but

not limited to, financial
commitment. Human resources

and management support are

just as necessary and valuable as
cash resources. Is management  is a question that must be

answered before starting on this

Make sure the technology the company will
use, including operating systems, network
communications and Internet applications,
will be in place a year from now.

committed to make the right
product the right solution? This

..11.1.....Ij.!....1..1

 journey.
OK, now the CEO says he is

committed to the project. Will
his commitment sustain a three-

month implementation period,
six months, one year? For larger
companies, an enterprise-wide
project could take over a year.
Can the agency or brokerage
wait for the time it takes to get
the system off the ground? Is
the company going to lose
momentum from its staff?

Make sure the technology the
company will use-including
operating systems, network
communications and Internet

applications-is going to be in
place one year from now. Don't
spend all this time developing a
system and then find out the

See Automation on next page

Corporate buyers
are a

keystroke awa,
Brs Directories of Corporate Buyers of insurance, Benefit Plans and Risk Management Services, are pub\\shed
in two editions - U.S.-based buyers and buyers based outside the United States. And now, both are available in
electronic editions for IBM-PC and compatible computer users.

Now, you can print your own labels or reports in a variety of formats with the touch of a key.

The BID U.S. Software and Non-U.S. Software are self-contained programs...
Each alphabetical listing includes:

I company name, address, telephone and fax
I nature of business

• company size in assets or sales
I number of employees
• corporate buying influentials by name, title and area of responsibility.

load it in and put it to work.

The BID Software

• puts corporate buying influentials from U.S.-based companies or from companies outside the U.S. at your fingertips
I puts the facts and figures you need easily at hand
• lets you search by company name; geographic location - including city, state or zip code; country; or by company

size - by range in assets, sales or number of employees; or indiviual's name, title or area of responsibility.
• lets you prepare mailing labels or hard copy reports with just a keystroke.

To install the BID Software-U.S. Edition you need:
I an IBM-PC or 100% compatible computer
. 3.5" high-density floppy

I 2OMB of free hard disk space
I 8MBRAM

I Windows version 3.1 or above

To install the BID Software-Non-U.S. Edition you need:
I an IBM-PC or 100% compatible computer
3.5 " high-density floppy

I 7MB of free hard disk space
I 512K RAM

I DOS version 3.3 or above

To order the 1997/98 BID Software for the Business insurance Directo,y of US.-Based Corporate Buyers at $595,
orforthe Directory of Corporate Buyers Based Outside the U.S. at %595, or to buy both editions at only $995, simply
complete the form below and mail to: Dorothy Wood, BID Software

Business Insurance

965 East Jefferson Avenue, Detroit, MI 48207

Or, fax your order to: Dorothy Wood, BID Software, 313-446-6782
------------------------

YES, I'd like to order BID Software: O U.S. Edition O Non-U.S. Edition O Both U.S. & Non-U.S. Editions

Residents of the following states are required to pay corresponding sales tax:

CA . 71/4% IL . 8% MI . 6% NY ... 4% NYC . 81/4% OH . 5¥4%

Enclosed is a check for $ payable to Business Insurance,

or charge my: O VISA O AmEx O MasterCard O Discover

Account #

Name

Title

Company

Address

City

Phone ( _ 1

Expiration Date:
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Agent/Broker Topics

Automation

underlying technology structure
within the company is going to
change.

Cost is obviously a
consideration. An agency or
brokerage may be able to justify
the cost of a software product if
it can be the right solution. But,
is the additional cost of

upgrading a software product to
meet the company's needs
worth it? That is something an
agency or broker and its
consultant have to decide.

Weigh the features and power
of a high-end product against
the ease of use. If the product is
too complicated, the learning
curve may be unacceptable and
the staff may not use the
product. This is an example
where a software product can do
everything the company needs
but the organization can't get
over the complexity hurdle.

Most of the high-end products
on the market reside on a

client/server database. The cost

of purchasing and maintaining
these database systems must be
evaluated. The lower-end

products reside on a platform
that is bundled with the product
and much easier to maintain.

This is already changing,

however, as the lower-end

products are beginning to
support clieniserver databases

Determining the appropriate
scope of the company's solution
will require a detailed planning
process. Agencies will need
representation from all the
departments involved at various
levels. This planning process
should be done regardless of the
software product. Keep in mind
the higher-end preducts are
more complex and will require
more planning.

The flexibility of these systems
requires time to implement.
How much customization will it

take to get a company wher2 it
wants to go? Does the agency or
brokerage have the time and
patience to wait for this
customization and

development?
What happens when the

vendor upgrades the underlying
product? Is the customization
updated or does the company
have to start all over again?

Training is an extremely
important part of the process.
All agency staff should be
trair.ed in using the p. oduc.
The more complex and
comprehensive the product. the
more training is needed. This
has to be considered in

evaluating the apfropriate
solu:ion.

lihen ilt coInes lio

Workers' Compensaltion ...
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Greater ew York

has the solid underwrilting
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INSURANCE COMPANY OF GREATER NEW YORK
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An enterprise-wide sales force
automation system will require
maintenance at different levels.

Management should be
prepared to staff the following:

• Sales force automation

system administrator. This
person is responsible for the
overall maintenance of the

system.
• Database administrator. This

person is responsible for
maintaining the underlying
database.

• Help desk. This person is
responsible for handling all end-
users' questions.

Agencies and brokerages will
have to allocate appropriate

Management should
plan to hire system and
database administrators

and a person to answer
questions.

resources to support their sales
force automation systems.

With the cost of hardware

decreasing all the time, this may
not be as important as it used to
be. Companies need to
determine their netwerk,

processor, memory and hard
drive requirements. Keep in
mind that a $200 upgrade per
computer for 200 computers
would be $40,000. In the total
picture, it may not be much but
definitely worth considering.

In evaluating the appropriate
sales force automation software

product for one's organization,
make sure it will provide the
best solution. If an agency
considers all the factors detailed

above, does its due diligence and
weighs all its options, it will
make an educated decision.

Remember, the best automation
software product may not be the
best solution.

Sidney C. Lejfer is president of
Success Automation, Wa/tham,

Mass.-based consulting and train-
ing organization that specializes in
sales force automation. Mr. Lejfer
can be reached via e-mail at suc-

cess@statrain.com.
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IIAA lobbying

A/ST Briefs

WASHINGTON-The Indepen-
dent Insurance Agents of Ameri-
ca has been named the top-rated
insurance lobbying group in
Washington in a Fortune maga-
zine survey.

Members of Congress and se-
nior White House aides were

among the 2,165 people who
evaluated the clout of 120 top
interest groups, labor unions
and associations in Washington,
a release said.

The survey, conducted by the
Mellman Group and Public
Opinion Strategies, placed IIAA
higher than any other insurance
lobbying groups, and 27th out of
120.

Other insurance industry

groups among the 120 were: the
Health Insurance Assn. of Ameri-

ca, which ranked 30th; the
American Insurance Assn., 42nd;
and the American Council of

Life Insurance, 44th.

"Independent agents are get-
ting a huge bang for their lobby-
ing buck when you compare
IIAA's government relations

budget with those of behe-
moths" such as the American

Assn. of Retired Persons, the
AFL-CIO and the American Trial

Lawyers Assn., which rank in the
top five of the Fortune survey
and whose lobbying budgets
"dwarf" that of the IIAA, IIAA
President Bud Wilson said in a

statement. Mr. Wilson is chair-

man of the Wilson Insurance

Agency Inc. in Chula Vista,
Calif.

The Alexandria, Va.-based IIAA

represents more than 300,000
independent insurance agents
and agency employees nation-
wide.

Ethics awareness

BRYN MAWR, Pa.-During

March 1998, more than 200
companies, professional societies
and associations in the insur-

ance and financial services in-

dustry will participate in Ethics
Awareness Month.

Ethics Awareness Month is a

national education program that
was created in 1990 to build in-

dustry awareness of ethical is-
sues.

Sponsors of Ethics Awareness
Month are The American Col-

lege, the American Society of
Chartered Life Underwriters &

Chartered Financial Consul-

tants, the American Institute for

Chartered Property Casualty Un-
derwriters and the CPCU Soci-

ety. CPCU and CLU/ChFC chap-
ters will host programs with
speakers and discussions on
ethics.

Other insurance companies
that endorse Ethics Awareness

Month have planned to
strengthen their commitment to
a corporate ethics code and pub-
lish related articles in employee

publications, according to the

American Society of CLU &
ChFC.

For nnore information on

Ethics Awareness Month '98 or

to receive materials on the na-

tionwide program, contact:

Ethics Awareness Month, PR De-

partment, American Society of
CLU & ChFC, 270 S. Bryn Mawr
Ave., Bryn Mawr, Pa. 19010;
610-526-2500.

AICPCU/IIA chief

MALVERN, Pa.-Norman A.

Baglini, chairman and chief ex-
ecutive officer of the American

Institute for Chartered Property
Casualty Underwriters, the In-
surance Institute of America and

the Insurance Institute for Ap-
plied Ethics, will retire Aug. 15
after 25 years with the Malvern,
Pa.-based institutes.

"Being part of the institutes for
almost a quarter of a century has
been a deeply rewarding person-
al and professional experience. I
strongly believe in the institutes'
mission, values, people and edu-
cational programs," Mr. Baglini
said in a recent statement.

He plans to pursue teaching
and writing in the field of ap-
plied business ethics, the

AICPCU said in a release.

Mr. Baglini will be a visiting
professor of business ethics, risk
management and insurance at
Temple University's School of
Business and Management in
Philadelphia beginning in
September, where he plans to
teach a new course called "Ethi-

cal Management of Financial
Services Organizations."

A search committee Will

choose the next CEO of the in-

stitutes.

Online applications

MECHANICSBURG, Pa.-Ap-

plications for medical malprac-
tice coverage for physicians and
surgeons now can be download-
ed directly from PHICO Group
Inc.'s site on the World Wide

Web.

Insurance brokers and con-

sumers may download ap-

proved, state-specific coverage
forms from the site, according to

the Mechanicsburg, Pa.-based in-
surer. The company will accept
completed forms via mail or fax.

"We're looking to make the

application process as conve-
nient as possible for brokers and
potential customers," PHICO
President and Chief Executive

Officer Barry Persofsky said in a
statement.

PHICO offers medical malprac-
tice coverage for hospitals and
other health care providers. Its

physician and surgeon coverage
is available in 39 states and ap-
plications are pending in Puerto
Rico and 11 states.

For more information, visit

PHICO's World Wide Web site at

www.phico.com. Ell
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B/listing of employee benefit information resources
• The Insurance Institute of America

provides a flier on the professional pro-
gram of Associate in Automation Man-

agement. Request item 101.

I A survey of technologies, offered by
Price Waterhouse, is authored from the

data manager's perspective and provides
information that can be used to integrate
the actuarial process. Request item 204.

• The American College offers a descrip-
tive guide about the Registered Employ-
ee Benefits Consultant and Registered
Health Underwriter professional desig-
nations. Request item 501.

I A newsletter from Aon Consulting dis-
cusses the temporary tax regulations im-
pacting mid-year cafeteria plan elec-
tions. Request item 502.

I A report from the International Foun-
dation of Employee Benefit plans exam-
ines the feasibility of economically tar-

geted investing through the partnership
of public and private pension funds. Re-
quest item 503.

I Employee benefit provisions that are
contained within the Taxpayer Relief
Act are explained in a fact sheet present-
ed by Buck Consultants Inc. Request
item 504.

I A paper providing information on the
impact of the Americans with Disabili-
ties Act on employers, employees and in-
surers is available from CNA. Request
item 505.

• CorporateFamily Solutions offers an
article outlining the benefits to both em-
ployees and employers by being a fami-
ly-friendly company. Request item 506.

I Human resources and benefits issues

are explored in a newsletter offered by
Aon Consulting. Request item 507.

I Long-term care underwriting, claim
administration and policy design are
some of the topics discussed in a manual
offered by Duncanson & Holt Group.
Request item 508.

• Medicare changes introduced in the
Balanced Budget Act are described in
the fact sheet offered by Buck Consul-
tants Inc. Request item 509.

I Developments and corporate solutions
to problems associated with work-life
benefits are discussed in a newsletter

published by CorporateFamily Solu-
tions. Request item 510.

i Duncanson & Holt Group offers a
manual providing an overview of the
global long-term care marketplace, in-
cluding discussions of demographics,
government programs and private insur-
ance. Request item 511.

• A catalog with information regarding
the Certified Employee Benefit Special-
ist designation program is available from

the International Foundation of Employ-
ee Benefit Plans. Request item 512.

I A series of pamphlets discussing major
life events and choices facing individuals
in these situations is available from

MetLife. Request item 513.

I An annual guide to underwriting indi-
vidual long-term care insurance is pro-
vided by Duncanson & Holt Group. Re-

quest item 514.

I RLI Insurance Co. offers an article

about the benefits to the employee and
corporation provided by executive sup-
plemental medical insurance plans. Re-
quest item 515.

i MetLife provides a booklet that an-
swers questions about how the federal
Family and Medical Leave Act may re-
late to employee benefit programs. Re-

quest item 516.

• A manual provided by Duncanson &
Holt Group addresses stop-loss insur-
ance from an underwriter's point-of-
view. Request item 517.

I A ReliaStar Financial Corp. booklet
presents an analysis of the health of each
state's population. Request item 518.

• A booklet available from Sedgwick
Noble Lowndes provides a checklist for
employers to ensure compliance with
current-year employee benefit issues
rules. Request item 519.

I A guide to the claim process and the
differences between the claim process
for long-term disability and other insur-
ance products. Request item 520.

I The Segal Co. supplies an annual re-
porting and disclosure calendar that in-
dicates general reporting and disclosure
requirements applicable to employee
pension and welfare benefit plans. Re-
quest item 521.

• Sedgwick Noble Lowndes offers a sur-
vey of senior corporate executives that
measures opinions on topics such as
Medicare, managed care and 401(k) in-
vestor education. Request item 522.

• The Self Insurance Exchange Inc. pro-
vides a guide for third-party administra-
tors and marketing departments about
adapting to a changing marketplace. Re-

quest item 523.

I Standard & Poor's provides a man-
aged care report that features ratings,
rationales and financial data for 42 do-

mestic health care organizations. Re-
quest item 524.

I A pamphlet surveying health insurers
and HMOs to measure the annual change

in the factors used to adjust health
claims when pricing future health insur-
ance risks is available from Sedgwick
Noble Lowndes. Request item 525.

• Towers Perrin provides a study identi-
fying key health plan performance eval-
uation criteria and benchmark data

based on the performance of several U.S.
health plans. Request item 526.

I A study offered by Intracorp explores
the attitudes and perspectives of the
American worker regarding personal
health. Request item 527.

I A handbook that addresses how some

COBRA laws are being interpreted is of-
fered by Sedgwick Noble Lowndes. Re-
quest item 528.

I A study aimed at employers that iden-
tifies strategic issues relevant to employ-
er health benefit spending is offered by
Towers Pei*n. Request item 529.

I A quarterly newsletter from the Inter-
national Society of Certified Employee
Benefit Specialists explores employee
benefit issues and trends. Request item
530.

I An article discussing key considera-
tions in voluntary payroll deductions for
benefit products is available from Mon-
umental Life Insurance Agency. Request
item 531.

I A survey of retirees' attitudes about
Medicare HMOs is available from Tow-

ers Perrin. Request item 532.

I A pamphlet from the International
Foundation of Employee Benefit Plans
lists publications and materials designed
to assist employers with the communica-

tion of benefits. Request item 533.

• Social Security and Medicare program
benefits are summarized and criteria ex-

plained in an annual fact sheet published

by BNA Books. Request item 534.

I Child & Elder Care Insights Inc. offers
a booklet aimed at employers and em-
ployee assistance providens that gives an
overview of dependent care benefits. Re-

quest item 535.

I A disk that helps users connect with
benefits-related World Wide Web sites is

available from Midwest Legal Services.
Request item 536.

I A flier available through the Insurance
Institute of America explains the profes-
sional program of Associate in Insurance
Accounting and Finance. Request item
801.

• Aetna International Group Benefits
presents an annual international manual
of benefits offered in the public and pri-
vate sectors of countries around the

world. Request item 901.

I A bulletin published by Baker &

Busmess
Insurance®

McKenzie highlights global labor, em-
ployee benefits and employment issues.
Request item 902.

• A newsletter produced by Globex In-
ternational discusses international

events and developments involving ben-
efits and related subjects. Request item
903.

• A paper offered by T.E. Brennan ad-
dresses self-insurance and ways that em-
ployers can reduce health costs. Request
item 1601.

• A newsletter on new developments for
health plan professionals is available
from Corbel. Request item 1602.

• A booklet available from ENCOM-

PASS Health Management Systems ad-
dresses frequently asked questions of
benefits managers. Request item 1603.

I A brochure available from Insurance

Information
Resource

NOTE: THIS COUPON WILL NOT BE PROCESSED

AFTER APRIL 8, 1998.

All questions must be answered in order to have your
inquiry processed.
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4. My purchasing involvement for the requested products is to:
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Claims Auditing and Professional Ser-
vices Inc. explains how to determine
whether a self-insured health or other

benefit plan needs a claim audit. Request
itenn 1604.

I A Self Insurance Exchange Inc. pam-
phlet for vendors interested in reaching
self-insured workers compensation and
benefit programs highlights key market-
ing tips, including product and buyer in-
formation. Request item 1605.

• A directory of companies that provide
products and services for self-insured
employee benefits or workers compensa-
tion plans is available from the Self-In-
surance Institute of America Inc. Re-

quest item 1606.

I Strategic Recovery Partnership Inc.
offers a newsletter discussing congres-
sional initiatives that may affect self-
funded health care plans. Request item
1607. m.
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i, Mexico maturing as insurance market
wide array of risk management approaches from the

Insurance companies and brokers global insurance industry

In Mexico's health care sector, for example, there is

even can function as agents of change a greater awareness of professional liability, notably
medical malpractice

Further, the importance of U S , U K and Canadian
By Bruce Cohen use of the growing private health care system investment in Mexico is raising awareness of errors

Insurers also have responded by offering insured and omissions and directors and officers liability

THE OPENING OF THE MEXICAN insurance benefit programs, otherwise not available in Mexico, The recent availability of these policies to Mexican
market earlier this decade eliminated most tariffs that provide coverage for natural childbirth, vision companies has removed executive risks as a possible

and sparked enormous investment by foreign insurers and dental care to companies with too few employees barrier to conduct business globally
Insurers and brokers have responded by developing to self-administer their health care plans As Mexico's legal environment evolves, integrated
new insurance products and risk management Reforms to social security's life insurance and and finite risk products now becoming more popular
services to facilitate capital flows into Mexico retirement segments have led to the development of in the United States may be tailored to address the

Meanwhile, with more choices and more buying new private pension funds and life annuity products product, currency, financial and political risks
power, Mexican businesses are becoming more by insurers and banks It is anticipated that they will specific to Mexico
demanding insurance buyers as they seek to compete continue to develop more sophisticated financial • Facilitating investment.
globally products for commercial consumers and individuals A recent industry innovation-the use of bonds

In addition, a more sophisticated and fluid economy In workers compensation, reforms currently give rather than insurance policies, to guarantee title to
has rewarded Mexican insurers and brokers that offer employers the flexibility to address short-term real property-is helping facilitate the flow of

,s professional service, creativity and financial strength disability and medical expense responsibilities business into Mexico

Here's a look at some of the most recent through a single program that covers non-work- Well-documented land management records and
developments in Mexico's insurance market, related medical expenses Thus. Mexico's human relatively few real estate transactions have enabled
including examples of how Mexico's insurance sector resources executives may lay the foundation of a Mexican surety companies to create a more cost-
is evolving to meet the changing needs of insurance system that provides 24-hour worker benefits efficient solution to protect land purchases, especially
buyers Other likely outcomes are a wider array of products for businesses based outside Mexico that are required

In some areas, notably in facilitating investment in and services, keener competition among brokers and to have a guarantee to secure prolect financing
infrastructure and privatization initiatives, the insurers, and continued enhancements to employee Another product custom-made for Mexico combines
industry is functioning as an agent of change benefit programs to attract and retain the best talent a locally admitted property and liability package

• Environmental awareness. • Industry facilitates initiatives. policy with a stand-alone foreign master contract
A more pragmatic approach toward commerce by The insurance sector is helping facilitate the The program is designed for U S and Canadian

Mexico's environmental authorities and an active role opening of Mexico's highways, ports, railroads, power companies that have a single large international
by the insurance industry have led to the expanded generation and telecommunications sectors to private investment-in Mexico
use of environmental risk management techniques in investment There are numerous other similar developments as
the country As part of the due diligence process, Mexican and well In auto insurance, the driver's reliance on

Tax credits now encourage companies to buy foreign companies have retained risk management Mexican insurance for claims services has created

environmental protection equipment, and Mexican experts to review contractual obligations, evaluate an opportunity for insurers to offer other products,
authorities have been flexible with companies that areas of liability that previously did not exist and such as emergency road service for large corporate
have environmental liabilities but perform internal design manuscript coverages to protect their large fleets

audits and implement viable cleanup programs capital outlays Insurers and brokers in Mexico • Mexican brokers, insurers grow differently.
Meanwhile, the insurance market is helping responded quickly to privatization opportunities by Someone once commented, "I have seen the future

promote awareness of pollution exposures through introducing coverages for more complex risks, such as of the Mexican insurance industry because I have seen
seminars and by establishing alliances with transmission and distribution lines for the the US"

environmental consultants and brokers telecommunications industry While that may be true today, it may be so only for
Insurers now are offering first- and third-party In addition, as a result of increased shipping the next three to five years Quite rapidly, Mexico is

cleanup coverages previously not available in Mexico options and more widespread competition in the closing the "sophistication gap" that existed in the

A number of international insurers see environmental transportation industry, risk managers are pushing insurance sector when the market was closed

risks as a long-term opportunity and are writing more transport companies to assume more responsibility In fact, a number of major recent industry
EIL policies in Mexico for loss prevention developments in Mexico parallel those occurring

• Extended warranties gain. Although Mexican law still imposes minimal elsewhere in North America and in Europe
An idea from Spain-extended warranty liability on transport companies for cargo losses, some These include the consolidation of insurers and

programs-is getting a great deal of attention in now provide delivery guarantees and link their brokers and the heavy investment in technology by
Menco compensation to the security of their clients' both sectors

Although the December 1994 peso crisis slowed the shipments Pressure on margins is a global phenomenon that
introduction of product guarantees in Mexico, Meanwhile, a number of insurers have shifted away Includes Mexico The country's insurers and brokers
manufacturers and distributors of durable goods now from offering traditional risk transfer approaches to are addressing this challenge by increasing market
market extended warranty products more more sophisticated cash-flow programs that include leverage, achieving greater operating efficiencies, and
aggressively, and these plans are becoming loss prevention consulting services by working to differentiate themselves more 1=
increasingly popular among Mexican consumers • More reinsurance offerings effectively

The development of the warranty market In Mexico, brokers have played an especially A key difference between Mexico's brokers and
underscores the growing sophistication of Mexico's important role in owner-controlled reinsurance, insurers is that many of the country's largest brokers
corporate insurance buyers, who must carefully especially in the property area, generating millions of have established global ties through mergers and
communicate the tax-planning implications to other dollars in savings for policyholders strategic alliances Meanwhile, large Mexican insurers

financial executives and work with the marketing and For several years, multinationals based outside have chosen to be more self-reliant

sales departments on pricing, distribution, product Mexico have been using controlled programs to obtain Time will tell how this approach will affect
differentiation and advertising to take full advantage less expensive insurance, now, Mexico's financial and Mexican insurers' ability to maintain continuing
of these products industrial groups also have access to these innovation in products and services to meet the

• Seizing opportunities. arrangements evolving needs of businesses operating in Mexico's
Although many of the anticipated reforms to In light of competition from international insurers unique legal, financial and cultural environment 15!1 61

Mexico's social security system took effect July 1, and brokers, the country's domestic insurers now are
1997, a number of these important changes have yet offering large amounts of capacity and broader
to be widely communicated to industry or the general coverages to Mexico's large insurance buyers Bruce Cohen ts res:dent up of
public Consequently, Mexican insurers have become more J&H Marsh & McLennan in

As a result, the insurance sector has assumed the comfortable with a wider range of risk management Mer:co Ctty

role of educating businesses and consumers about the approaches, including captives and other risk-funding
implications of reforms in the hfe and health, tools

retirement and workers compensation areas The resulting savings have leveled the playing field
For instance, actuarial consultants are helping and are helping Mexican businesses become more

human resource managers improve their major competitive domestically and internationally

medical expense programs by using government • Managing liability exposures.
incentives-specifically, tax rebates to promote the In all segments of its economy, Mexico is adopting a \
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Workers comp law protects contractor: Court
Tn a case of first impression, the Supreme Court of
1Mississippi ruled that a general contractor and
subcontractor were entitled to immunity from suit under
the exclusive remedy provision of the workers
compensation law in a suit by an employee of a
subcontractor that had workers comp insurance.

Brasfield & Gorrie General Contractor Inc. was the

general contractor for the construction of a mall. Brasfield
subcontracted the struchral steel work to FaBarc Steel

Supply Inc. Thereafter, FaBarc contracted with Model City
Erection to do portions of the steel work. Brasfield
contractually required FaBarc to obtain workers'
compensation coverage for FaBarc's employees. FaBarc, in
turn, required Model to purchase such insurance for
Model's employees. David Crowe, an employee of Model,
was injured on the project. He filed a workers comp claim
and received benefits from Model's insurer. Mr. Crowe then

filed a negligence suit in a federal court against Brasfield
and FaBarc. The defendants sought to have his suit
dismissed on the ground that workers compensation was his
sole remedy. The federal trial court ruled against Mr. Crowe
and dismissed his negligence suit. The 5th U.S. Circuit
Court of Appeals, however, requested the Supreme Court of
Mississippi to rule on the immunity-from-suit issue.

The state Supreme Court held that the exclusive remedy
provision of the state's workers compensation act does
protect the general contractor and the subcontractor when
the subcontractor has workers' compensation insurance for
its injured employees. Justice MeRae dissented, concluding
that state law granted an employee or his dependents the
right to sue at law "any other party."

Crowe us. Brasjietd & Gorrie Contractor, Supreme Court
of Mississippi, Dec. 19, 1996 (BI/01/0.-$10)

Lawsuit over third-party claims approved

May a policyholder sue its insurer, claiming a breach of
an implied covenant of good faith, because of the insuier's
bad-faith handling of third-party claims? The Supreme
Court of South Carolina ruled that it could.

Tadlock Painting Co. was covered under a commercial
generalliability insurance policy issued by MaIyland
Casualty Co. The claims involved under this policy arose
from damages caused to about 90 cars during Tadlock's
industrial painting for Cargill Inc, Tadlock notified
Maryland of the claims. What followed were months of
discussion regarding whether Maryland would provide
coverage. The dispute was not resolved, and Tadlock ended
up personally settling each of the claims for under $50, the
deductible amount. Tadlock then brought this suit seeking
damages from Maryland, claiming the insurer had acted in
bad faith, causing Tadlock to lose further business from
Cargill. A jury awarded Tadlock $15,552 in actual damages
and punitive damages of $200,000.

On appeal, Maryland argued that a policyholder can
bring a bad faith action only if the insurer has breached
some express contractual provision. But the court disagreed,
stating that a bad faith action exists separately from an
action in contract. Thus, the court said Tadlock could seek
consequential damages allegedly suffered because of the
insured's bad-faith handling of third-party claims.

Tadtock Painting Co. vs. Ma,yland Ccs. Co., Supreme
Court of South Carolina, July 15, 1996 (BI/04/M.-$10).

Injury in answering page compensable

An Ohio appellate court awarded workens compensation
benefits to an employee injured while he was answering an
electronic page from his employer while on call.

Darrell Durbin was employed by American Sentry
Protection Sevice as a security guard. He was assigned to
the "R&R reserve team" and as such did not have a fixed,

permanent assignment or job location. He was on call for
periods of each day, seven days per week, to 811 various
shifts and ass*ments that became open due to sickness or
emergencies. He received notice of assignments from an
electronic pager supplied by his employer. On Dec. 18, 1992,
while he was within paging range, and while returning from
a personal trip during an on-call period, he received a page
from his employer. He exited the highway to reach a pay
telephone. While stopped in traffic, he was struck in the rear

Legal Briefs
by another automobile and injured. He filed for
compensation, but the Industrial Commission denied him
benefits. The trial court also denied benefits.

The appellate court concluded that Mr. Durbin's injuries,
received while answering a page from his employer during
an on-call period, were sustained in the course and arose
out of his employment. The court rejected the employer's
argument that the injuries were excluded from benefits
because they occurred while he was going to or coming
from work. The court emphasized that here Mr. Durbin was
not simply going to or coming from work. "His'on-call'
status," the court said, "meant he was in effect at work
while responding to an employer page during those
periods." The court noted that Mr. Durbin's leaving the
highway to answer the employer's page was a substantial
part of the service for which he was employed. Mr. Durbin
was awarded benefits.

Durbin us. Ohio Bureau of Workers Compensation, Court
of Appeals of Ohio, June 26, 1996 (BI/01/Au.-$10).

Baby-sitting not compensable

Child care services furnished to a workers compensation
claimant while she was hospitalized for a work-related
injury are not a "compensable medical benefit," according
to the Colorado Court of Appeals.

Dana Kurziel sustained a knee injury in a work-related
accident and required hospitalization. She purchased a
$300 airline ticket to enable her sister to come to Colorado
and watch her children while she was hospitalized. Ms.
Kurziel sought temporary disability benefits and medical
benefits through a workers compensation claim. She
included the $300 cost of the airline ticket in her claim. The
administrative law judge found that $300 was a reasonable
amount for baby-sitting services for one week and ordered
the employer and its insurer to pay Ms. Kurziel that
amount. The Industrial Claim Appeals Office reversed the
administrative law judge and denied the claim.

The appellate court said that the child care services here
were not "medical" in nature because they did not relieve
the symptoms or effects of the injury and were not directly
associated with Ms. Kurziel's physical needs. In addition,
the court said they were not "incidental" to medical
treatment because such services were not provided as part
of an overall home health care program designed to treat
Ms. Kurziel's condition. The court agreed that the $300
award for child care services should be set aside.

Kurziel us. Pet Fair Inc., Colorado Court of Appeals, Oct.
24, 1996. Reconsideration denied Dec. 27, 1996 (BI/01/S.-
$10).

Liquidation losses not business income

Loss of business income does not include losses arising
out of liquidation of a company's inventory in a warehouse
after a fire that destroyed its retail store, according to the
Supreme Court of Nebraska.

Thrift Mart Inc. operated a store in Omaha, Neb., that
was destroyed by fire in 1989. Thrift reported the fire to its
insurer, State Farm & Casualty Co. The insurance policy
provided coverage for debris removal, loss of business
personal property and loss of business income. Thrift
decided to cease operations of its retail store and then
liquidated its warehouse inventory. State Farm tendered
payment of about $30,000 for debris removal and loss of
business personal property but denied coverage for the
warehouse liquidation loss. Thrift brought this suit for
breach of contract, seeking an additional $3.6 million for the
liquidation losses. The trial court ruled for State Farm.

The appellate court concluded that the losses arising out
of the warehouse liquidation did not fit within the policy
definitions of "business income" and were not covered

under the insurance policy's loss of business income
provision. The court emphasized that the business income
loss was intended to cover expenses arising from disruption
during the continuing operation of the business at a
temporary site or during the relocation of the business to a
new site if operations cannot continue where the fire

occurred. The trial court decision was a:EEirmed

Thrijt Mart us. State Farm, Supreme Court of Nebraska,
Jan. 10, 1997 (BI/05/Au.-$10).

Plan changes approved under ERISA

Employers may adopt, modih or terminate welfare
benefit plans established pursuant to the Employee
Retirement Income Security Act, according to the 9th U.S.
Circuit Court of Appeals.

In this case, about 400 present and former salaried
employees of Teledyne Industries Inc. contended that the
employer violated ERISA when it imposed a monetary cap
on the amount it would pay for medicalinsurance and for
retired employees. When the plan was established in 1972, it
provided that upon retirement of any salaried employee
within 15 or more years of continuous service, it would pay
the entire health care insurance premium for retired
employees. The employees filed a class action against
Teledyne but lost in the trial court.

The appellate court noted that the insurance booklet
provided employees said that the contract shall be the
controlling document. The court then noted that the
contract reserved to the employer the right to modify or
terminate employee welfare benefits. The court rejected the
employees' argument that the disclaimer should be
ineffective because it was not contained in the booklet

distributed to the employees. But the court said this
disclaimer clearly stated that the contract was the
controlling document and that the contract was available
for review by any employee who wished to see it. Therefore,
the court said the reservation was effective. The trial court

decision was affirmed.

Pisciotta vs. Teledyne Industnes Inc., 9th U.S. Circuit
Court of Appeals, Aug. 5, 1996 (BI/05/M.-$10).

Current spouse vests at retirement

Surviving spouse benefits in an ERISA plan vest in a
participant's spouse on the date when he retire, according
to the 4th US. Circuit Court of Appeals.

At issue in this case was whether a plan participant's ex-
spouse or his current spouse was entitled to survivmg
spouse benefits under an ERISA plan. Paul and Vera
Hopkins were married in 1960 and divomed in 1986. In the
divorce order, Ms. Hopkins was not awarded a portion of
Mr. Hopkins' pension but was granted alimony. After the
divorce, Mr. Hopkins remarried Sherry Hopkins. Upon Mr.
Hopkins' retirement, he became eligible for fixed income,
and under the plan, if his spouse survives him, she will
receive 50% of his fixed income for the remainder of her

life. In 1994, Vera Hopkins obtained a judgment against Mr.
Hopkins for about $15,000 in past-due alimony. She also
sought a Qualified Domestic Relations Order, which would
enable her to collect this money and current aljmony from
Mr. Hopkins' pension. The trial court ordered that Vera
Hopkins and not Sherry Hopkins be made the payee of the
Surviving Spouse Benefits. Vera Hopkins then brought this
action, seeking a declaration by the court that the court
order was a QDRO entitling her to surviving spouse
benefits. The case was transferred to the federal court,
which ruled against Vera Hopkins.

The court of appeals noted that a QDRO must relate to a
benefit "payable with respect to a participant." The court
concluded that surviving spouse benefits vest in a
participant's current spouse on the date the participant
retires. Thus, because Sherry Hopkins was a "beneficiary,"
not a "participant," Vera Hopkins' surviving spouse order
did not relate to a benefit "payable with respect to a
participant," the court said. As a result, Vera Hopkins'
surviving spouse order was not a QDRO, the court said. The
trial court decision was affirmed.

Hopkins vs. AT&T Global Information Solutions Co.,4th
US. Circuit Court of Appeals, Jan. 24, 1997 (BI/028.-$10). 

These abstracts were prepared by Mayo H. Stiegler.
Copies Of these decisions are available by sending a $10
check payable to Mayo H. Stiegler, to Business Insurance,
740 N. Rush St., Chicago, Itt. 60611-2590. List the number
for each opinion.
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Global Briefs Insured cat losses fall in '97
· Willis Corroon Group PLC. has com- By EDWIN UNSWORTH

pleted the acquisition of a 31 72% stake
m France's largest independent insur- MUNICH, Germany-Insured damage from natural catastrophes
ance broker, Parts-based Gras Savoye & in 1997 fell by about 50% from the year before, according to a re-
Cie Patrick Lucas, Gras Savoye's presi- cent report by Munich Reinsurance Co '4
dent, wnll Join the board of Wilhs Cor- Munich Re, which released the figures last week, maintains that
roon as a non-executive director subject 1997 was a year with "exceptionally" few natural disasters They t --

to shareholders' approval at the group's caused overall losses of an estimated $30 billion, half as much as
4-4.

annual general meetmg Apnl 15 One in 1996 Insured losses are estimated at $45 billion, again half
of the largest syndicates at Lloyd's of those in 1996

#4
London has been created through the "Generally low insurance density in the countries that were hit

 merger of Hiscox syndicates 52 and 625 by natural catastrophes" is why 1997 insured losses were only
. 1*1 New syndicate 33 w,ll have 1998 premi- about 15% of the total, the Munich-based reinsurance company

um capacity of £360 milhon ($601 8 mil- said

hon) Its underwnter, Robert Childs, However, Munich Re warned that while insurers and the rest of 9

said syndicate 33's enlarged capacity the world were fortunate in terms of the number of natural disas- -z :'A

"mll answer calls from brokers for bet- ters in 1997, such luck is not likely to last
PHOIO AiP

i ter access, competitive pricing, bigger "Even radical environmental protection measures cannot pre-
1 hnes and a multihne capabil- vent the occurrence of ever more and ever costlier catastrophes Flooding such as this in southwest Poland devastated areas of

| ity" Lloyd's of London has suspend- See Disasters on net page Europe in 1997 and was among the year's costliest catastrophes.
 ed broker Anthony Frost for six months
 following hndings of misconduct by a

s disciphnary hearing Mr Frost
! also was fmed £10,000 ($16,700) and or- Lloyd's capacity
; dered to pay costs of £40,000 ($66,900) Rivals resolve
5 Mr Frost admitted that while he was

chairman of Citicorp Insurance Brokers mostly corporate
Ltd, which subsequently became Nel- battle to buy AGFson Hurst Marme Ltd, he made a secret
profit of $150,000 on a contract placed By EDWIN UNSWORTH Investors wlll provide about 99%
for the Panama Canal Commission in of Lloyd's 1998 capacity, the re- By MARIA KIELMAS that they do not regard their
April 1990 Nelson Hurst returned LONDON-Corporate mem- mamder w111 come from other m- stakes-33 5% and 5%, re-
$150,000 plus interest to the PCC in bers of Lloyd's of London, for the vestors, including 1,105 former Allianz A G Holding and spectively-as "strategic "
Apn11996 Zurich Insurance Co. and first time since being admitted in unlimited liability names who Assicuramoni Generali SpA Although the statements
B.A.T Industries P.L.C. have signed a 1994, Mll provide the majority of will continue underwriting but have announced a final made no mention of agree-

I definitive agreement on the merger of the market's annual capacity this on a limited hability basis They agreement on their rival bids ments with other AMB share-
their financial services businesses an- year have taken advantage of conver- to acquire Assurances Gen- holders through which Al-
nounced last October The financial ser- According to figures the mar- mon vehicles set up for this pur- erales de France lianz has an indirect holding
vices and Insurance mterests of the two ket released last week, Lloyd's pose The agreement ends a heat- in AMB, Generali said the
companies wlll be transferred Into a new 1998 underwriting capacity will Meanwhile, Samsung Fire & ed battle for control of the agreement "allows the com-
Zurich, Switzerland-based company, total £10.13 billion ($17 01 bil- Marine Insurance Co Ltd has French insurer While Mu- pany to reach a longstanding
Zunch Financial Services Group, which lion), down about 16% from become the first South Korean nich, Germany-based Allianz oblective, that of obtaining a
will be owned 57% by Zurich's share- £10 30 billion ($1764 billion) in insurance company to estabhsh a will take over AGF, the prominent position in the
holders and 43% by BAT shareholders, 1997 Corporate members will Lloyd's syndicate agreement expands Gener- German market "
shghtly diferent from the 55/45 split ex- account for £6 0 billion ($10 07 SF&M and ltS London sub- ali's share of the German and The resulting company,
pected at the time of the merger an- billion) of 1998 capacity, or 59% sidiary, Samsung Insurance Co French insurance markets AMB Generali, will be Ger-
nouncement (BI, Oct 20, 1997) Fins- of the total, compared with 44% of Europe Ltd, have provided (BI, Dec 22, 1997) many's third-largest insurer
bury Underwriting Investment Trust m 1997 £10 milhon ($16 8 milhon) of cap- In separate statements is- AMB had gross premiums of
P.L.C. is acquiring the 85% it does not The shift in the proportion of ital to support an initial £4 mil- sued late last year, Allianz, 16 billion deutsche marks
already own of Wren Holdings Group capacity provided by corporate lion ($6 7 million) of underwrit- AGF and Generali said the ($8 96 billion) in 1996
PLC,a managmg and members agen- members rather than individual ing capacity for 1998 for new main points of the agreement • AGF will acquire directly
cy FUIT said the acquisition, condition- names is in line with Lloyd's syndicate 1210 include the following or indirectly 100% of AMB's
al on approval of Lloyd's and its own long-term expectations and the SF&M, South Korea's largest • Generali will acquire Royal Netherlands Life In-
shareholders, lS Intended to create an market's move to increase corpo- non-life Insurer, said it is eager to 80% of the shares of Aachen- surance Co , AMB's Nether-
enlarged group that can better benefit rate Investment develop syndicate 1210 to write er & Munchener Beteiligungs lands-based subsidiary
from medium and longer-term opportu- The steady drop in the number non-marine risks of clients of the A G, in which Allianz and • Generah will acquire
nities Jardine Lloyd Thompson of individual names from its peak Samsung group outside of Korea AGF both hold minority three French insurance sub-
Group P.L.C. lS buying the 51% of of just more than 32,000 in 1988 and for other Korean interests stakes Generali negotiated sidianes that AGF recently
Bermuda brokerage Triangle Holdings has continued abroad It said two of Lloyd's late last year to obtain a larg- acquired through its pur-

i Ltd it does not already own for £1 8 mil- The number of Lloyd's names, main attractions are its network er share of AMB chase of Athena Assurances

lion ($3 million) in stock and cash JLT individuals who invest in the of international licenses and the Trieste, Italy-based Gener- While AGF will retain

bought 49% of Triangle in 1994 with an market on an unlimited liability underwriting expenenee and ex- ali will buy each AMB share Athena units in Spain and
option to buy the remaining shares after basis, m 1998 has fallen to an es- pertise available at 210 deutsche marks ($118), Portugal, Athena's French
three years (BI, July 4, 1994) Sedg- timated 6,835, accounting for Murray Lawrence Corporate about 20% more than AMB's subsidiaries-GPA-Vie,
wick Group P.L.C. has announced two 40% of Lloyd's capacity, com- Ltd will manage the new syndi- average price during the past GPA-IARD and Proxima-
European acquisitions It has agreed to pared with 9,959 names supply- cate David White will be the ac- three months AGF and Al- will become part of Generali
buy Dextra, a Norwegian retail insur- mg 56% of capacity m 1997 tive underwnter, Richard Chown lianz said in their statements See Generah on next page
ance broker Dextra wtll be merged wlth While corporate and individual Twall be his deputy mm

the eastmg Sedgwick Norge A S to cre-
ate the second-largest brokermg firm in
Norway Sedgwick also has acquired Ruling upholds liquidation deadlinesDannenburg Holdmg BV, which trades
as Brusselers Consultancy BV, a
Netherlands-based pension consultant By CAROLYN ALDRED with London law firm Eversheds surance or insurance runoff becomes longer
Brusselers wlll be merged mto the east- "A lot of insolvency practitioners were and more complex, said Mr Singer, a lead-
mg Sedgwick Noble Lowndes busmess LONDON-Policyholders and other cred- holding their breath" after the Court of Ap- ing reinsurance insolvency practitioner
in the Netherlands this year Sedgwick itors must adhere to claims deadlines en- peal ludgment, said Philip Hertz, a senior "You can't have effective setoff if num-

did not disclose the value of either ac- forced by insurer liquidators, the U K associate in the London office of law firm bers vary, and lt lS difficult to give debtors
quisition, saymg the purchases were of Privy Council has ruled Cadwalader, Wickersham & Taft a discharge," he added
mmimal cost ACE U K Ltd has ap- A decision by the Privy Council, which "The particular issue that iS of concern is The case came about after the liquidation
pointed Per Englesson as space under- consists of eminent members of the British the ability to put in place a scheme of ar- of Bermuda-based Mentor Insurance Ltd
wnter for the Anel/Sturge aviation syn- Commonwealth and hears appeals for for- rangement to provide an estimate of habili- in 1985, for which Charles Kempe and
dicates that ACE manages at Lloyd's of mer British colonies, overturned a Bermuda ties and a cutoff date The setting of a cut- Nigel Hamilton were appointed joint liq-
London Mr Englesson previously was Court of Appeal judgment that would have off date is one of the essential features of uidators
lead space underwriter for Skandia In- allowed creditors to obtain court-approved such a scheme," said Paul Evans, a partner After an initial payout of 25 cents on the
ternational in Stockholm, Swe- extensions to deadlines set by scheme of ar- in the London office of Price Waterhouse dollar-a total of $78 2 million-the liq-
den Hans Terie Anonsen has been rangement administrators This would leave it "always open for a uidators proposed setting up a scheme of
appointed deputy chairman of Aon If the Court of Appeal ludgment had not creditor to approach the court and make arrangement to prevent the liquidation go-
Group Ltd's manne division in London been overturned, creditors in the United the final crystallization of liabilities very ing on for many, many years
Mr Anonsen will be responsible for ma- Kingdom and Bermuda could have sought difficult," said Mr Evans The principal feature of the scheme was
rme hull, construction, hability and pro- court permission to extend any deadline set Had the appeal failed, "creditors could to impose a strict deadline for filing claims,

i tection and indemmty Mr Anonsen pre- by a scheme of arrangement administrator continue to come forward and appeal esti- after which creditors would be barred from
1 viously was managmg director and part- The Privy Council's judgment in Kempe mates," noted Philip Singer, a partner of participating in the liquidation
: ner of Norwegian Insurance Partners us Ambassador Insurance Co is good news the national insurance insolvency practice A claims-filing deadline of June 30, 1993,

AS,an Aon iomt venture in Norway for all parties involved in schemes of ar- of Coopers & Lybrand in London was set If the scheme's administrators

rangement, said Chris Galyer, a lawyer With no final cutoff deadline, any rein- See Runoffs on nert page
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Run offs
Continued from previous page
rejected a claim, a written state-
ment of the reason was to be sent to

the creditor within 21 days of the
rejection. A creditor then would
have 21 days after receiving the ad-
ministrators' statement to apply to
the court for any assessment to be
altered or reversed.

On Nov. 17, 1994, Mentor deliv-
ered a written statement rejecting
all but $79,000 of a $1.2 million
claim filed by Ambassador Insur-
ance Co., also in liquidation.

The time for appealing the as-
sessed claim expired on Dec. 8,
1994. Because of an administrative

lapse, Ambassador did not file a
summons until Dec. 16, 1994. A
judge rejected Ambassador's re-
quest for the court to order an ex-
tension on the ground that the
court had no jurisdiction to do so.
But the Court of Appeal reversed
the decision and extended the time

for appealing.
Mentor's liquidators appealed

this decision, resulting in a Privy
Council hearing before Lords

Disasters
Continued from previous page
worldwide," according to Munich
Re.

Munich Re said future natural

disasters are likely to be much more
costly because of the increasing
concentration of population and
property values in high-risk zones
and the greater susceptibility of
modern industrial societies to dis-

ruption in their infrastructures.
Comparing figures for the 1960s

with those of the past 10 years, the
number of major natural catastro-
phes was three times larger in the
1990s, the reinsurer pointed out.

Stem Hoffman, Cooke, Saville and
Mr. Justice Gault.

In their judgment, the Lords
ruled that while the sanction of the

court is necessary for a scheme of
arrangement to become binding, "it
is not enough to enable one to say
that the court-rather than the liq-
uidators who proposed the scheme
or the creditors who agreed to it-
has by its order made the scheme."

"It is of course true that the sane-

tion of the court is by no means a
formality. Furthermore, in giving
its sanction, the court has an inher-
ent jurisdiction to correct any obvi-
ous mistakes in the document

which sets out the scheme," their
Lordships continued.

But the court "cannot alter the

substance of the scheme and im-

pose upon the creditors an arrange-
ment to which they did not agree.
The question of whether the time
limits in the scheme are fixed or

flexible is in their Lordships' opin-
ion one of substance," the Privy
Council judgment states.

"If creditors felt that in providing
fixed time limits the scheme was

creating traps into which the un-
wary might fall, the time to raise

Also, after adjusting for inflation,
the global economic cost was eight
times as much and the cost to the

insurance industry 14 times as

Future natural disasters

are likely to be much

more costly due to
development in high-risk
zones, Munich Re says.

much when compared with the
19605

Munich Re said 530 catastrophe
loss events occurred in 1997, well
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-.his question was when the scheme
was under consideration or by way
of objection when the court was
asked to give its sanction," the
:udgment continues.

Although the Privy Council judg-
ment is specific to a scheme of ar-

Council "confirms the practical im-
portance of so called cutoff schemes
as a means of bringing to a speedy
close liquidations of insolvent non-
life insurers," according to Mr.
Galyer.

"The purpose of a cutoff scheme

The ruling 'confirms the importance of so-
called cutoff schemes as a means of

bringing to a speedy close liquidations of
insolvent insurers,' says Chris Galyer.

rangement within a liquidation in
3ermuda, it has put a lot of
.awyers' and accountants' minds at
ease.

No one was sure that the now

overturned Appeal Court judgment
would not have impacted other
schemes of arrangements. It would
certainly have undermined the use
of cutoff schemes, practitioners
.agree.

By overturning Bermuda's Court
of Appeal judgment, the Privy

below totals from earlier in the

decade, which ranged from 580 to
300.

The death toll from natural disas-

-ers in 1997 was approximately
13,000, compared with 12,000 lives

lost the year before. The largest
number of lives lost last year came
from a series of earthquakes in Iran,
which caused more than 2,300
deaths.

Windstorms were the most fre-

quent natural catastrophe, account-
:ng for 170 of last year's events, but
:he costliest event of 1997 was sum-

mer flooding in Central Europe (BI,
July 28, 1997).

Although economic losses from
ihese floods reached about $5.3 bil-
lion, a "sizable" proportion of agri-

Generali
Continued from previous page
3 a deal valued at 15 billion French

francs ($2.5 billion).
AGF, in conjunction with an Italian

holding company, had acquired
Athena for 12 billion French francs

$2.0 billion) when in December they

zompleted the acquisiton of Athena's
parent company, Paris-based finan-
zial and industrial conglomerate
Worms & Cie. The October 1997 bid

for Worms & Cie. was seen as the cat-

alyst for the takeover offers for AGF

would have been diluted" had the

Appeal Court decision stood,
agreed Mr. Singer.

"Scheme administrators would

have been more cautious as they
would have had to bear in mind

that the court could always extend
deadlines," he noted.

It also would have made the

prospect of cutoff schemes for sol-
vent companies less attractive, said
Mr. Singer, referring to a new move
gaining ground in London to apply

culturallosses and damage to build-
ings and infrastructure was not in-
sured, so insurers paid claims of
only about $800 million, Munich Re
said. That's about 18% of 1997's in-

sured catastrophe losses.
The El Nino effect, due to a warm

ocean current off the Pacific coast

of South America, was blamed for a
number of catastrophic events in
1997, the reinsurer said, including
forest and brush fires in Indonesia

and more recently in Australia,
floods in South America and Soma-

lia and hurricanes along the Pacific
coast of Mexico.

However, it says that if El Nino
was the "scapegoat of the year," it
should also in fairness get credit for
the extremely low hurricane activi-

(BI, Oct. 20; Oct. 13)

GPA-Vie, GPA-IARD and Proxima
wrote combined gross premiums of
6.3 billion P'rench francs ($1.05 bil-
lion) in 1996. The deal will give Gen-
erali more than 4% of the French life

and property/casualty market.
• Generali will have rights to block

Allianz's sale of any AGF insurance
assets over the next 24 months.

The statements did not address the

future of political risk and credit in-
surer Coface, in which AGF has a
controlling interest. French Finance
Minister Dominique Strauss Kahn is
expected to rule on the matter.

cutoff schemes to solvent insurers

and reinsurers.

The Privy Council decision likely

will encourage those advocating -he
use of cutoff schemes for solvent in-

suranee companies in runoff, noted
Mr. Galyer.

Mr. Evans of Price Waterhouse,

who is the prospective scheme ad-
ministrator under one of the fijrst

cutoff schemes for a solvent insur-

ance company, agreed that the
Privy Council decision is reassur-
ing.

A scheme of arrangement for
Scottish & Commonwealth Insur-

ance Co. Ltd. was published late
last month; creditors are due to vite
on it Feb. 2, said Mr. Evans.

Mr. Evans predicts increasing use
of cutoff schemes for solvent com-

panies in order to accelerate closure
of a runoff, a view others share.

"A lot of people are proposing
cutoff schemes for solvent compa-
nies. It allows a company to dis-
charge its liabilities and still retain
something for the shareholders,"
said Mr. Hertz of Cadwalader.

"A lot of people are trying to get
(such schemes) off the ground,"
agreed Mr. Singer, .:1.

ty in the North Atlantic and
Caribbean.

Dr. Gerhard Berz, meteoroloiist
and head of Munich Re's Geo-

science Research Group, said of =he
figures, "The fact that extreme at-
mospheric events accounted for
such a large proportion of the losses
is further evidence for us of the ex-

pected change in the environment
and climate in many regions of :he
world."

He added that the outcome of ne-

gotiations at the climate summit in
Kyoto, Japan, represents "an im-
portant but still inadequate" s-ep
toward Munich Re's longstand=ng
call for comprehensive and speedy
measures to curb man-made

changes in the environment. Ell

A Generali spokesman said:he
company will request shareholders'
permission at a Jan. 10 meeting to
raise 4 trillion lire ($2.3 billion) to fi-
nance the acquisitions. This figur9 is
comparable to the amount Generali
said it would need to raise when it

first launched in hostile bid on Gerer-

ali but is considerably less than th€ 25
trillion lire it said it would need as :he

bidding progressed (BI, Dec. 1).
An Allianz spokesman said that

plans for financing its takeover of
AGF have not been altered.

AGF spokesmen were unavailable
for comment. [Al
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E.U. ruling raises pension liability questions
By CAROLYN ALDRED

LUXEMBOURG--A recent Euro-

pean Court of Justice ruling could
make employers in the European
Union liable for pension payments
to part-time workers employed as
far back as 1976.

While some lawyers and pension
experts think the ruling is broad
enough to encompass many workers
in private pension plans, others
think its scope might be much more
narrow.

At issue is the extent of E.U. em-

ployers' liability for past pension
benefits to part-time workers who
were excluded from private pension
plans due to gender discrimination.

In the United Kingdom, which im-
poses a two-year limit on past pen-
sion liability in cases of discrirnina-
tion, some observers say test cases
pending before the House of Lords
may help clarify the issue. However,
others say the House of Lords may
need to refer those cases to the Euro-
pean Court of Justice.

The Luxembourg-based court,
which comprises judges from E.U.
member countries, ruled last month
in Mary Magorrian vs. the U.K. De-
partment Of Health and Sociat Ser-
vices that part-time employees who
have suffered indirect gender dis-
crimination may claim additional
pension benefits as of April 8, 1976,
the date of a previous landmark ECJ
judgment.

The European Court of Justice
also ruled in Magonian that E.U.
law pre-empts British national rule.
Therefore, the House of Lords may
decline to rule on the test cases and

instead send them directly to the
European court.

If the Magorrian ruling is found to
be relevant to other part-time pen-
sion claims, it could present enor-
mous administrative and financial

problems for company pensions,
said Bill Birmingham, manager of
benefits services of the National
Assn. of Pension Funds.

The ruling could "cost employers
considerable sums and increase lia-

bilities on pension funds consider-
ably, especially funds for companies
no longer in business," he said. In
those cases, the "only way to meet
the additional liabilities would be at
the expense of other (fund) mem-
bers," he added.

It also "would mean a fair degree
of administrative chaos, as it is un-
likely that most earning records,
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particularly for part-time workers,
back to 1976 would have been kept,"
said Mr. Birmingham.

British law recognizes the rights
of part-time workers to join occupa-
tional pension plans after a series of
ECJ judgments that ruled part-
timers could not be excluded from

pension plans due to indirect sexual
discrimination.

However, under British law, com-
panies found to have discriminated
against part-time workers only have
to pay pensions based on those
workers' last two years of employ-
ment.

In a series of test cases brought by
trade unions, the House of Lords is
expected to decide the legality of
this two-year limit, as well as other
issues in U.K. law, such as the six-
month limitation period by which
employees must lodge a claim after
leaving employment.

Due to be heard within the next

few months, the cases are represen-
tative samples of some 60,000 indi-
rect pension discrimination claims
originally filed with the Birming-
ham Industrial Tribunal. The test
cases raise various issues relating to
the exclusion of part-time employ-
ees from pension plan membership.

Industry observers differ on the
likely impact of the recent ECJ rul-
ing. Some pension experts argue the
Magorrian case is unusual and in-
volved part-timers who were mem-
bers of their company plans
throughout their employment, not
excluded employees, and will have
no bearing on more general cases.

Some lawyers, meanwhile, point
out that the ruling was wide enough
to pertain to other situations, while
the Trades Union Congress thinks it
will strongly help its case in the
House of Lords.

"We are hoping that the Magord-
an judgment will help the case" for
part-time employees in the House of

Lords hearing, said a TUC
spokeswoman.

The NAPF's Mr. Birmingham
thinks many pension funds will wait
for the U.K. test cases to be resolved.
But he warns that the House of

Lords may be forced to refer the cas-
es directly to the European Court,
resulting in further delay of about
18 months.

Under the E.C. Treaty of Rome,
national courts are required to refer
any issue of community law to the
ECJ. The new ruling raises sufficient
doubts surrounding what is national
law and community law for the
House of Lords to refer the test cas-

es, said Mr. Birmingham, NAPF's
manager of benefits services.

In Magorrian, the two female
plaintiffs had worked initially as
mental health officers in the North-

ern Ireland health sector. On chang-
ing from full-time employees to
part-time employees, due to growing
family commitments, they were
forced to drop their MHO status,
which had entitled them to en-

hanced pension benefits after age
50.

The Belfast Industrial Tribunal
ruled that exclusion from MHO sta-

tus because of part-time rather than
full-time service was unjustified, in-
direct sex discrimination, as a much

smaller proportion of women than
men were full-time MHOs on retire-
ment.

The Tribunal referred the matter
of time limits to the ECJ. European
law does not specify time limits so
that national time limits would ap-
ply. However, the ECJ found that in
this case a back date of two years
would have no effect on the women's

benefits, as it would not allow them
to reach the 20-year threshold re-
quired under the plan's rules.

The Magorrian ruling "potentially
will have a big impact," said
Richard Malone, a director at bene-

Reinsurance Intermediary

fit consulting firm Sedgwick Noble
Lowndes Ltd. in Croydon, England.

However, Mr. Malone said most
people are waiting to see what hap-
pens with the House of Lorcis case.

"Our view is that the facts in this

case can't be taken as a general prin-
ciple," he said, adding that only a
resolution to the Birmingham test
cases will put the issues of part-time
pensions beyond doubt.

The Magorrian judgment "could
have a substantial impact," said
Roger Lewis, head of the pension
practice with London law firm Ev-
ersheds.

The European Court's ruling is
"very broad; it makes general state-
ments and does not limit itself to the

one situation," Mr. Lewis pointed
Out.

Mr. Lewis agreed that many em-
ployers were awaiting the Magorri-
an decision and the House of Lords

ruling on the Birmingham cases.
"Increasing numbers of (occupa-

tional pension) schemes have opened
up to part-timers. But it is not uni-
versal; a lot of companies have been
waiting upon the decisions of this
case and the House of Lords. It is a

developing area of law," he said.
Many obstacles to successful

claims remain. Because the law is
based on indirect sexual discrimina-

tion, a claimant still would have to
prove unfair treatment based on
gender before proceeding with a
pension claim. Many former em-
ployees may be unwilling or unable
to afford payment of their own con-
tribution over a long period.

"It is a difficult question as to
what employees would have to con-
tribute," said Mr. Lewis.

Meanwhile, the Magorrian case
did not tackle the six-month limita-

tion issue, which bars any claim not
submitted within six months of the

discrimination occurring or the last
date of employment. ial
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Policyholder wins dispute Broker pay highlighted
over quake claim notification Speaker questions ethics of incentives, dividends

By YVETTE HIGGINS were unsafe (BI, May 22, 1995) By KATE TILLEY reflectmg the profitability of their account"
and KATE TILLEY A copy of a newspaper article on the inquest with Sedgfick

was faxed to the insurer, which the councll, and SYDNEY, Australia-Compensaticn agree- "In the United States, we am seeing certain
SYDNEY, Australia-Australia's highest now the High Court of Australia, considered suf- ments between some brokers and Insurers =urers becoming preferred msurers and hav-

court ruled last month that an insurer cannot ficient notihcation of a potential claim may hurt some Lnderwnters and wtll become Ing agreements with the multinabonal brokers
underwrite a claims-made pohcy without pro- While the council won the initial dispute, an Important Issue, a nsk manager says because of the larger volumes of business go-
viding coverage equivalent to a claims-made- heard m the Supreme Court of New South Richard Reddaway, chairman of the U K 's ing to those companies," he said
and-nottfied pohcy Wales, GIO won an appeal in the Court of Ap- Assn of Insurance & Risk Managers, and The New York-based Risk & Insurance

The court's determination in favor of the poh- peal (BI, Feb 26,1996) group msurance manager for Glan Wellcome Management Society Inc lS sufficiently con-
cyholder ended a long legal battle over profes- The council then took the case to the High PLC, questioned the ethics of mcenbve pay- cerned to estabhsh a working party to look at
sional hability claims arismg from the 1989 Court, where it was successfulinthe Dec 2 Judg- ments to brokers for volume business anddiv- the problem, Mr Reddaway noted
Newcastle earthquake ment idends from msurers for profitable accounts Whileit 'may not yetbeabigissue here (in

Eddie Stewart, Newcastle City Council's fi- Ruhng unanimously, the five Hlgh Court Speaking at the recent annual conference of Austraha),' there wlll be a major Industry de-
nancial services manager, said the decision reas- 4 judges rejected the msurer's argument GIO had the Assn of Risk & Insurance Managers of bate on the issue, he predicted
sured the council it had the nght coverage in said that because the councll's hablhty pollcy Australasia, he said many risk managers, hav- Shareho- dens are demanding more ethical
place and had mterpreted its pohcy correctly was a claims-made pollcy only, rather than a 1ng agreed on broker fees, are "bLssfully un- busmess deahngs, Mr Reddaway said Glaxo

Sydney, Austraha-based GIO General Ltd claims-made-and-notified pollcy, the pohcy- aware" of other financial arrangemems Wellcome, for example, had no internal audit

provided habdity msurance for the council at the holder had to give notice of claims, rather than He said Sedgwick Europe disclosed in its until the early 1990s and was prompted to
time of the quake but refused to pay claims ans- just circumstances leadmg to potential claims, to annual report that some insurers paid"incen- have oneonl>bytherecommended standards
ing from damage to the Newcastle Workers' the msurer while the pollcy was m force tive efficiency payments at the end of their ac- included in the 1992 Cadbury Code of Best
Club, where nine people died The council and the Insurer now wll consider counting year, recognizing the benehts to Practice mche Umted Kmgdom

The msurer argued that the claims weremade a settlement The pohcy limit was $10 milhon them of receiving large premium golumes Mr Redcaway said the mcreased emphams
after the pohcy had expired The council did not Austrahan ($65 milhon) The councd already fromasmglesource" on corporate governance is "beneficial, and
renew its pollcy after Dec 31, 1991, and did not paid $8 5 milhon Australian ($5 5 milhon) tothe Insurers also paid for the prompt transfer of I'm all for it " He noted that the Australian
file claims until after that, when claims were Newcastle Workers' Club m an out-of-court set- premiums to them In Australla, however, the Stock Exchange has Issued new rules requir-
made against the council for personal miury and tlement Insurance (Agents & Brokers) Aet prevents ing pubhc companies to provide information
property damage Tim Grdfiths, a partner from Sydney-based brokers from receiving payments from insur- m their annual reports on their nsk manage-

The council argued that the claims were legit- law firm Abbott Tout, which represented GIO, ers based on busmess volume or amount of ment stratges and called that"very healthy "
imate A 1990 inquiry into the deaths included said the case shows an"expansive approach" by premium remltted As part of the corporate governance empha-
evidence that a bamster considered the council the High Court"to correct leglslative draftlng er- Mr Reddaway said the Sedgwick report sis, risk managers need to know more about
responmble for the deaths and other mjunes be- rors" through uslng documents other than the showed "certain insurers also pay a dividend their organzatons' suppllers, he said
cause it had approved structural extensions that law itself mm
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History clusion later reversed their pro-poh- Insurers maintain that "accident" advertent " pollcyholder proponents say
cyholder opinions on reheanng The m industry parlance always meant an "By limiting coverage to that injury As for Insurers' argument that most
Florida Supreme Court m 1993 re- event with an abrupt, or sudden, ele- or damage which is 'caused by acci- companies should have known their

Continued from page 1 versed an initial pro-pollcyholder de- ment-regardless of some pre-1966 dent; insurers expected that they chemical disposal practices likely
Particularly frustrating, insurer at- cision, and the Alabama Supreme court decisions that "accident" also were ellminatmg coverage not only would cause environmental damage,

torneys say, is that the state courts re- Court m 1996 also reversed a pro-m- meant gradually occuing Incidents for conduct dehberately Intended to that "arm-chair quarterbaclang 30-
hed on a version of the draftmg histo- surer rulmg (BI, Jan 6, 1997) How broad pollcyholders' coverage Injure or damage someone, but for ir- years4ater approach" has not won
ry of pollution exclusions that bears Those courts conmdered only the wasunderthe 1966 occurrencepohcy responsible and willful conduct, over junes, Mr Greaney said
httle resemblance to actual events pollution coverage available m pre- is a key pomt of contention between borne of gross mddference to the pub- Mr Anderson questions how insur-

The mdustry long has held that it 1986 pollcies containing the sudden pohcyholders and insurers m their ex- hc safety which results in foreseeable ers now can make this "should have
rarely covered gradual pollution and accidental pollution exclumon planations of how the 1970 pollution Injury or damage " known" argurnent after marketing
claims under pre-1970 comprehenmve The Ilhnois and Massachusetts de- exclusion affected coverage Summlng up Mr Bean's comments themselves, for example, to chemical
general hability insurance pollcies cisions indicate that the drafting and Each side accuses the other of try- and those that other msurer execu- producers as chemical mdustry ex-
Gradual pollutton, msurers argued, m regulatory history of the sudden and ing to build its case by takmg out of tives made dunng that era, Mr perts For example, he pomted to a
most cases resulted from routme bum- accidental pollution exclusion could context some remarks that Insurer ex- Zampmo said "These guys were talk- 1962 Aetna Casualty & Surety Co ad-
ness practices and should have been continue to play an important role in ecutives of that era made about how mg about unique events, not routine vertisement that claims "many lead-
expected and, therefore, was unmsur- pollution coverage htigation new forms and exclusions would af- pollutmg events And, they were not ing chemical companies rely on" the
able To end any debate over pollution For that to happen, though, pohcy- feet coverage talking about pollution cleanup They insurer's staff, "insurance experts
coverage, the 1970 sudden and acci- holders wlll have to contmue to per- In its accompanying explanation of were talkmg about aberrational situ- who really understand the problems
dental pollution exclusion clanfied suade courts-tomsurers'dismay-to the 1970 pollutionexclusion, them- ations resulting in compensatory of the chemical Industry " The ad
the mdustry's mdemmty position and look beyond the language of the poh- surance mdustry said the exclusion claims" states "some of these men are special-
barred habillty coverage for insurable cy and factor in the pollution exclu- was designed to clarify the hmited Insurers would cover, for example, 1StS m helpmg to prevent accidents
gradual pollution claims A separate sions' drafting and regulatory history pollution coverage that was available the loss of a farmer's steers poisoned As for msurers' pollution coverage
exclusion was designed to bar cover- At least one insurer attorney gives under the 1966 occurrence pollgy by a stream that a pollcyholder unln- intentions m 1970, polleyholder attor-
age for any claim relating to an 011 policyholders good odds The reason Insurers never intended to cover tentionally polluted, Mr Zampmo neys have two theones
spill Insurers do not always present courts pollution losses when poheyholders said Mr Greaney beheves the mdustry

Some rmght be tempted to pass off with their own version of the history dumped hazardous matenal asa part Insurers contend that the 1970 sud- mtended to bar gradual pollutton cov-
insurer criticism of the Ilhnois and of pollution coverage, even when pol- of their routme busmess practices, den and accidental exclusion clanfied erage but misrepresented its inten-
Massachusetts analysis of the exclu- icyholders submit their own version, even if the government authorized that there rarely had been coverage tions to regulators so it could w,n reg-
sions' evolution as merely sour grapes said Edward Zampmo, a leading ar- those disposal methods, insurers ar- for gradual pollution losses resulting ulatory approval more easily
by the losing party chaeologist of documents that support gue from routine chemical disposal prac- Mr Anderson supports the theory

However, pohcyholder attorneys insurers' version of the pollution ex- That is because chemical companies tlces that insurers m 1970 were trymg to
agree that the courts' hStOIy lesson iS, clusions' drafting and regulatory his- knew long before the government did Not so, counter pollcyholder attor- jump on the bandwagon m the surg-
at least m some ways, not accurate tory that their chemical disposal methods neys, who also pomt to remarks made ing environmentahsm movement and

"They got the right result for the That happens because the insur- were harming or hkely would damage by Insurance mdustry executives to demonstrate they did not support
wrong reason," observed pollcyholder ance Industry is not a "monohth" m the environment, said Mr Zampmo, a support their case wilul polluters He said the industry
attorney Eugene Anderson terms of defense strategies, explained partner with Cozen & O'Connor in Pollcyholder attorneys also like began misrepresenting the purpose of

Pollcyholder and insurer attorneys Insurer attorney Laura Foggan, who Newark, N J quoting Liberty Mutual's Mr Bean the sudden and accidental exclusion
alike credit Mr Anderson, a partner often submits amicus bnefs in pollu- Insurers pomt to vanous contempo- and even call him "poheyholders' best only after federal pollution hability
with Anderson, Kill & Ohck PC in tion coverage cases on behalf of the raneous law lournal articles m which fnend" laws tnggered an avalanche of pohcy-
New York, with leading the assault Insurance Environmental Litigation academicians agreed that under the For example, Mr Bean told a group holder claims for coverage of gradual
against the insurance Industry's pol- Assn 1966 CGL pollcy, pollution damages of underwnters m 1965 "Perhaps it is pollution losses
lution exclumons In some cases, includmg the nhnols were expected or mtended Therefore, (in) the waste disposal area that a Even so, Mr Anderson acknowl-

For their part, pollcyholder attor- case, msurers do not want to "lend the articles conclude, the damages are manufachirer's basic premise-opera- edges that some pohcyholder evidence
neys argue that insurers m 1970 did credence to the gambit by pollcyhold- not insurable if they were a probable tion coverage is hberahzed most sub- does not square with his theory All of
not receive regulatory approval to bar ers" to draw courts mto considering result of a pollcyholder's actions stantially Smoke, fumes or other air the evidence "simply does nothang all
coverage for all gradual pollution the "irrelevant" history of pollution Speeches by msurer executives, in- or streams pollution have caused an together "
losses The sudden and accidental pol- coverage, said Ms Foggan, a partner cludmg Gilbert L Bean of Liberty endless chain of severe claims for For example, dunng a 1970 under-
lution exclusion, pollcyholders con- with Wiley, Rein & Fielding in Wash- Mutual Insurance Co, show that m- gradual property damage " wnting conference, an underwriter in
tend, only clanfled that such losses mgton surers rarely considered gradual pol- "You can't read that stuff and walk the audience asked a speaker how the
were not insurable if they were "ex- To place the 1970 exclusion m its lution damages msurable losses, Mr away thinking that the mdustry dld- Industry could rationalize offenng
pected" or"intended" appropnate context, the evolution of Zampmo said n't mtend to provide gradual pollution gradual pollution buyback coverage if

The history of pollution coverage is the general hablhty Insurance pohcy For example, in amicus bnefs to coverage as long as the pollcyholder the mdustry contended it did not cov-
not easily pieced together throughout the 20th Century has to be vanous courts, msurer attorneys often was not mtentionally trymg to pol- er most gradual pollution claims in

The documentation lS SO COplOUS considered cite a 1959 law journal article in lute," says pollcyholder attorney the first place
and emanates from so many sources After years of tryng to develop a which Mr Bean discussed both the Wilham Greaney, a partner with Cov- The speaker, Robert Young, an un-
thatattorneys onbothmdessayallthe generalhability msurance pollcy that 1955 version of the accident pollcy mgton & Burling m Washington derwntmg manager with Employers
matenal supportmg one side or the covered both abruptly and gradually and the contemplated occurrence pol- Not only do insurers cover fortu- Mutual Liberty Insurance Co, re-
other cannot be reconciled In addi- occumng losses, the insurance mdus- icy 1tous losses resulting from routine sponded that the issue "hasn't been
tion, each side can offer plausible ex- try m 1966 mtroduced the occurrence Mr Bean wrote that covenng grad- business practices, the msurance in- raised, to my 1mowledge, to any of our
planations about why the other side's pohcy The pohcy explained "an oc- ual property damage "mvolved con- dustI'y also 15 founded on covenng underwriters I Suspect it maybe
evidence is a product of smoke and currence means an accident, includ- siderable moral hazard' for Insurers such losses, pollcyholder attorneys ar- raised, but it is something that I
mirrors mg Injurious exposure to conditions," Insurers should not wnte such pollcies gue would Just as soon keep quiet about "

Indeed, two other state supreme that causes unexpected and unintend- "without the protection of a strong re- Insurance is designed to cover even And, Aetna counsel S B Gumey
courts that reviewed the history of the ed bodily injury and property dam- quirement that coverage apply only if losses resultmg from a pohcyholder's states m a memo to Aetna pubhc rela-
sudden and accidental pollution ex- age the gradual property damage were in- negllgence, which is not a willful act, See History on page 25
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A commitment to end History state's Legislature repealed the law tor's very specific recollection of how
later m 1982 he understood terminology even

Insurers see two problems with the though he doesn't recall a piece of pa-
Contenued from page 23 Travelers letters The wnters were not per?"

community violence tions "We don't want to concede that involved in draftmg the pollution ex- Plus, the regulators who support in-
there is a cutback m coverage because clusion that most other insurers used surers testified for no remuneration,
this is tantamount to admitting that And, an mternal Travelers document unlike some pollcyholder witnesses,

I know someone who embodies the ultimate in risk manage- all such cases are now covered, where states the insurer offered broader pol- Mr Zampino said
ment, but her title isn't nEk manager as some of them may not be " lution coverage under its exclusion Mr Anderson said the only remu-

She is the president and chief executive officer of the Schwab Policyholder attorneys, according than the industry at large offered un- neration pollcyholder witnesses re-

Rehabihtation Hospital and Care Network on the West Side of to Mr Zampmo, are scrapmg the bot- der the sudden and accidental pollu- ceived covered transportation expens-

Chicago
tom of the evidence barrel with those tion exclusion, Mr Zampmo said es and, m states that allowed it, rea-

citations Neither Mr Young nor Mr Is there occasionally going to be a sonable fees for witnesses who were
At Schwab, doctors and therapists provide mtensive, compre- Guiney was involved in draftmg the document where the person Just did- established consultants

hensive physical medicine and rehabilltation for children and exclusion, he points out n't get it?" said Mr Zampmo, refer- Then there is the case of Samuel H

adults who have suffered catastrophic injuries, such as severe And, msurers can offer a "buyback" ring to msurer executives whom he Weese, a former West Vlrgmla Insur-
damage to the spinal cord orbram that provides coverage they had not said did not understand what the ex- ance commissioner and possibly the

Schwab also has chrocs throughout the Chicago area that treat written previously, Mr Zampino said clusions' drafters had mtended "Sure, only regulator who held hearmgs on
Regardless of how insurers intend- but they're not dispositive" the 1970 exclusion Both pohcyholder

workers Injured on the Job ed to handle pollution losses begin- The "smoking gun" in the coverage and msurer attorneys at some point

But this isn't a column about workers compensation rehablh- ning in 1970, they represented to reg- battle, according to Mr Zampino, is a have claimed that either his 1970
tation Ths m a column about Kathleen C. Yosko's cornrmtment ulators that gradual pollution cover- collection of 50 to 60 affidavits from written decision approvmg the sud-
to what I call community risk management age would contmue, pohcyholder at- individuals who were regulators m den and accidental exclusion or one of

About 12 years ago, Kathleen re9117ed that an mcreasmg num- tomeys contend 1970 Those former regulators testi- hs afhdavits in recent years support

ber of patients at Schwab were victlms of violence Today, 60% The explanations that insurance fled that they knew gradual pollution their cases
ratmg bureaus submitted to regula- claims generally were not covered be- In his August 1970 decision, Mr

of Schwab's spinal cord and brain mjury pahents are the victims
tors along with the exclusions state fore 1970 and that the 1970 exclusion Weese said he approved the sudden

of violence, and of these, the maionly have gunshot wounds that "coverage is continued for pollu- barred coverage for the few gradual and accidental exclusion because in-
Kathleen passionately beheves that violence is a pubhc health tion- or contamination-caused in- pollution losses that had been Insur- surers maintained it did not narrow

issue, and she is an ardent advocate for re- lunes when the pollution or contami- able The coverage change was so m- but only clarihed existing coverage
ducing violence to improve the life of the nation results from an accident " significant that a premium reduction The findings "are as close as you

community and to help control the pubhc Speeches by msurance executives was not warranted, some testlfted get" to a smoking gun for pohcyhold-

and pnvate funds spent on health care
as well as memos and letters they sent For example, former New York reg- ers, Mr Anderson observed
to colleagues and regulators at the ulator Henry L Lauer testrfied in two Mr Weese reiterated those conclu-

"We feel the miunes from gun violence time the 1970 exclusion was mtro- affidavits that the New York Insur- sions nearly two decades later in two
are preventable, one of the few that are," duced and even later show that the m- ance Department understood that the separate affidavits, one in November
she explains surance mdustry intended to bar cov- term "accident" referred to an abrupt 1988 and the second m January 1991

Kathleen leads a three-pronged ap- erage for only intentional gradual pol- event and that an insurance rating But, 18 months after the second af-
proach agamst violence polltical advocacy lution, pohcyholder attorneys say bureau's explanatory matenal of the hdavit, Mr Weese supported Insurers

on legislation, raising awareness of the One document is a letter writtenby 1970 exclusion was not confusing interpretationofthe exclusion

Kathryn J. Mcintyre a Travelers Indemnity Co executive "Nor did it mislead us into beheving He explained in a July 1992 affi-
problem through the media and educatmg to the West Virginia msurance com- that 'sudden' meant 'gradual davit that he entered the hearmgs

those whose hfestyles put them at nsk of violent attack missioner m August 1970 The wnter, Mr Lauer, a 38-year veteran of the with the "behef" that there generally
No one law will make a diference, Kathleen says, but she ad- Richard C Reeves, assistant secretary department, retired in 1995 as chief of had been no gradual pollution cover-

vocates, for example, requinng safety locks on guns to help pre- of the 1nsurel='s government affaus d- its Property and Casualty Insurance age under pre-1970 pollcies There-
vent accidents, especially those involving children She also is wsion, explams why Travelers opted Bureau fore, after the heanngs, he "assumed

concerned about the poorly made "Junk guns" that are easdy not to use the phrase "sudden and ac- Not all of the regulators who gave that the exclusion did not alter cover-

brought Into the United States And she is greatly concerned by
cidental" in its version of the 1970 affidavit testimony remembered the age "
pollution exclusion Travelers mstead events surrounding the exclusion ap- In an mterview, Mr Weese reflect-

the mcreasmg number of states that pemnt concealed weapons barred coverage if the discharge of proval processes in their departments ed on the signlhcance of his role m the
Schwab also tI'les to raise the publle's understanding of the contaminants was "expected or in- so clearly Their testimony amounts to debate over the exclusion

problem through the media Schwab, for example, Invites the tended" or if it resulted from any con- conjecture that their msurance de- "I don't think now the heanngs did
media when it hosts events, such as an annual dinner for sur- dition m violation of a government partments would have adopted the anything to clarify the issue debated
vtvors of handgun violence and their famihes rule pollution coverage arguments that m- m the htigation" underway today over

Kathleen beheves pubhc outrage over violenceisnecessary to "We beheve the results of the two surers are making today, pohcyholder the meanmg of the sudden and acci-
phrases are the same, but we feel that attorneys say dental pollution exclusion

brmg about the legislative changes that wlll reduce violence in the positive wordmg that we have In particular, the attorneys point to Mr Weese acknowledged that his
our communities "If we really decided enough is enough, the used will be clearer to the insured," the affidavits of former regulators 1970 decision and subsequent affi-
American people could do somethmg about it " Mr Reeves wrote from Floncla, Indiana, Nevada, Penn- davits "probably were" Inconsistent

Whde testifymg on legislation and raismg pubhc awareness Pollcyholder attorneys have de- sylvania and Washmgton All testdied He attnbuted that to the way attor-

are very important, I am most intrigued by Schwab's program Posed Mr Reeves, now 67 and retired, they either do not recall the submis- neys posed their questions as well as
called In My Shoes " several times about the letter He was mon of the pollution exclusion or were to the attorneys'"msolence"

most recently deposed a year ago not mvolved m rewewmg it "I wasn't attempting to match my
Once a month, Schwab hosts a day for first-time juvenile of- Mr Reeves said he does not remem- Mr Greaney said that according to wits with counsel, who were trymg to

fenders to Introduce them face-to-face to patients m wheelchairs bermuch about that letter "I can't accounts from some regulators, many get results for their particular side,
and their care givers to see the toll violence can exact on the hu- put myself back m those same shoes " of whom are elderly now, msurer at- he said
man body Schwab staff explam m graphic detail the effects of However, regardrng the "expected torneys manipulated them mto mak- He declined to reconcile his 1970

spinal cord and traurnatic brain mlunes 1VIost effective, howev_ and intended" language, he did say "I mg those staternents Playing on those decision and his testimony m his sub-
er, are the personal stones told by former Schwab patients who think it's more than an mstantaneous former regulators' pnde, Mr Greaney sequent affidavits

thing" that would be covered "Be- said, the Insurer attorneys essentially The exclusion is "not a subject I re-
have suffered permanent disabilities due to violence Plenty of yond that, I better not guess told them "Do you know what that ally feel even that quallhed to discuss
kids' hves have been changed by this expenende He noted that other individuals, in- cabal of pollcyholder attorneys are anymore," he said

Now, Schwab is m talks with the Chicago Board of Education cluding a Travelers underwnter saying You and others were bamboo- Mr Weese, who is president of The
to determine how to bnng the "In My Shoes" program to a larg- named Thomas A Jackson, contnbut- zled and didn't do your jobs" Amencan College m Bryn Mawr, Pa,

er audience of Chicago students ed to the letter Affidavits from other regulators, m- said he has been involved in only the

It's not just lads m gangs who are the vicbms of violence, Kath- In a Jan 13, 1982, letter to the New cluding Richard J Schultz Jr, a rate hfe and financial services side of the
York insurance commissioner, Mr and pohcy exammer in Pennsylvania, mdustry for 15 years "I shouldn't be a

leen pomts out "They are httle kids, older people or people m the
Jackson, then a secretary m Travelers' contradicts pro-insurer testimony by decidmg voice for either side There

wrong place at the wrong time" product management division, exphc- several other Pennsylvania regulators ought to be better documents out
Whlle commltted to working to prevent violence, Kathleen itly reiterated that the "sudden and But, pollcyholder attorneys also are there other than my own"

notes that Schwab has promoted other pubhc pohcy issues that accidental"language did not bar cov- not above using affidavit testimony Mr Greaney expressed sympathy
are really nsk management issues, mcludmg seat belt legislation, erage for gradual pollution losses from regulators with hmited recall for Mr Weese and other former regu-

the use of air bags and mamtammg the 55 mph speed hmit Mr Jackson was respondtng to ob- James C Schmitt, a deputy super- lators "He and others have been basi-

Whlle safety advocates lost on the speed limit, fewer patients at lections the department had raised mtendent with Missouri's Insurance cally used by counsel "
about the gradual pollution coverage Department m 1970, testified in 1994 Summing up the molmtaln of mate-

Schwab are the victims of auto accidents than violence
that Travelers wanted to wnte Trav- he did not recall the exclusion He mal both sides have piled up, Umver-

But what if Schwab wen successful m its nsk management ef- elers, hke other msurers at that time, stated, though, that the department sity of Virginia law Professor Kenneth
forts and fewer victims of violence needed its services? Who was begmning to develop an environ- rarely granted insurance Industry re- Abraham, whom both sides have
would use the hospital, mcludmg the new building that wlll open mental impairment hability insurance hef by approving coverage restrlc- quoted in court bnefs, said "There's
m March to expand both outpattent andinpatlentservlces? for unexpected losses resulting from tions It preferred either rate adjust- something m the history for both

Kathleen has a vision that Schwab could then focus its ener- gradual pollution ments or legislative action sides "

In his letter to Mark Presser, a prop- He recalled the department only Mr Abraham also criticized both
gles on servmg the elderly, promoting more assisted hvmg m- erty and casualty examiner with the once restncted coverage, and that did sides for tactics such as presenting
stead of nursmg homes for those disabled by the ailments that Insurance Department, Mr Jackson not mvolve pollution maternal out of context They also
accompany old age wrote that "there is nothing which The testimony of Messrs Schultz have engaged m "a fool's game" of re-

"I'd hke to see Schwab spend time on assisted hvmg, to save prevents gradually occurring events and Schmitt are only a few discordant lylng on Insurer executives' speeches
and reduce health care expenditures in the pnvate and pubhc from being considered to be'sudden voices in an otherwise harmonious from that era, which only tnggers an
sector," Kathleen says and accidental' as long as there is no regulatory choir, said Mr Zampmo "endless progression" of mterpreta-

There's that nsk management thought process again
mtent to cause Injury or damages " And, only a few regulators do not tions of those comments

That exchange between the depart- remember the pollution exclusion "It's like an arms race," he ob-
Thts begms a weekly feature by Publmher and Edztonal Dzrec- ment and Mr Jackson was tnggered submissions, he said Even so, their served "No one probably thinks

tor Kathlyn J Mcintyre and Editor Paul D Winston, who will by a 1971 New York state law that recollection of what sudden and acci- they'll get an advantage from it They
tente columns on alternate weeks. prohibited insurers from wntmg dental meant to them is valuable, he have to do lt to make sure the other

gradual pollution insurance The said "Do you disregard that regula- side doesn't get the advantage" Ell



Explosion for leaks They did not test correctly, address the actions of a third-party Updates
and they did not find and repair the contractor who was working in the
leak," the report said Gas company area Ilust prior to the explosion andContinued from page 2 employees who received telephone re- damaged the gas pipe responsible for Oxford agrees to fine

and damaged surrounding structures ports of gas odors failed to provide the leak NORWALK, Conn -Oxford Health Plans has agreed to pay $3 5 mil-A gas leak caused by excavation callers with effective mstruction on Additionally, the report does not hon m fmes and restitution to New York regulators to settle charges ofcaused the explosion, the report the dangers and protective measures provide evidence of gas migration wrongdolng
found The source of fuel for the ex- because "neither employee trammg or from the broken pipe to the destroyed Norwalk, Conn -based Oxford, which has been strugglmg to recover af-plosion was propane and air that supervision were adequate " buildmg The conclusions are all terlosing 62 6% of its stock value in themarket drop of Oct 27 (BI, Novleaked from a plastic gas service pipe The NTSB prehminary report also based on probable cause, she said 3, 1997), along with operating subsidiary Oxford Health Plans of Newand "probably migrated under- states that "Enron Corp did not pro- "There was this leaky pipe and we York, on Dec 22 was fined $3 rmlhon by the New York Insurance Depart-ground" into the destroyed building, vicie a working environment that en- all agree with that, ' she said "But
the NTSB found ment for violations of state insurance law, and the parent and its sub-couraged the employees of the gas what path did the propane take to get sidiary agreed to pay $500,000 to customers and care providers whoseAttorneys representlng survlvors company to follow its operating poll- to the building? That is not defined claims were allegedly wrongfully deniedhave now filed 250 lawsuits, said cies and practices stnctly, and it did How do you know it s propane if you The fine stemmed from a state mvestigation mto delays m Oxford'splaintiffs attorney Francisco M Tron- not oversee employees' actions can't show how it got there9 It is cause payments to doctors, hospitals, other providers and customerscoso, a partner m the San Juan firm of -  and effect, so we are missing some ofTroncoso & Becker (BI, Dec 2, 1996) The mvestigation began in May at the request of Gov George E Pataln the pieces that actually point to and covered Jan 1,1995, toNov 1,1997The NTSB's prehminary report The gas company's propane as bemg the cause of the ex- The investigation report faulted Oxford for erroneous denial of valldcomes as favorable news to plaintiffs plosion "
who are seeking to move their law- employees were not claims and numerous other rule violations The health plan has blamed

Additionally, San Juan Gas be-

suits from locallunsdiction to »1yl properly trained in testing computer conversion problems for much of its problems
heves its employees acted responsibly

court "It's pretty damning, Oxford Chairman Stephen F Wiggins said in a statement, "With this
Troncoso said for leaks, the NTSB before the blast when the utility com- report behmd us, we can continue to focus on revitalizing our organiza-

pany received telephone calls com- bon"
San Juan Gas declined to comment preliminary report says. plaining of gas smells in the area

on the htigation because it is ongoing around the destroyed building, the
The prehnunary report also criti- Allied Mutual order stayedspokeswoman said

CLZes Puerto Rico's Public Service
When we got a call to come out DES MOINES, Iowa-A state Judge has temporarily stayed an IowaCommission because "In 1995 and enough to identify and correct unsafe and investigate, we did, and we be- Insurance Department order that requires Alhed Mutual Insurance Co to1996, the PCS found numerous prob- practices" heve our employees acted prudently help notify policyholders of a dissident candidate for its board of direc-able violations in the gas company's Before the explosion, Enron had be- and dihgently,"she said "We disagree tons

compliance with pipehne safety re- gun to correct some deficiencies m the that they were not trained" Iowa Insurance Commissioner Therese M Vaughan on Dee 19 orderedqunements, but the Commission did gas company's operations But En- Among other safety recommenda- Alhed Mutual to take one of several possible steps to Inform its pollcy-not require timely, effective corree- ron's attempt "was neither timely nor tions, the NTSB suggests that Enron
tions " holders of the candidacy of David Schiff, pubhsher of New York-basedsufficient," the report said require the San Juan Gas Co to in-

The U S Department of Trans- Schiff's Insurance Observer and a entic of Alhed Mutual managementContributing to the deaths was San clude emergency plan pi oeedures for The mutual insurer had earher refused to notify its policyholders or pro-portation Research and Special Pro- Juan Gas' failure to adequately m- its employees to determine when a vide Mr Schif with a pohcyholder hst for proxy maillngsgrams Administration/Office of form citizens and businesses of the building should be evacuated In ad- After the order, Alhed Mutual filed a petition to block its enforcement,Pipeline Safety also is criticized for dangers of propane gas and safety dition, the Department of Transporta- and a Polk County Distnct Court ]udge on Dec 23 stayed the order pend-faihng to monitor Puerto Rico's steps to take when a leak is suspected, tion should require that San Juan Gas mg the outcome of a judicial reviewpipellne safety program the NTSB also found Co ensure that abandoned pipelines
But the criticism for not properly The San Juan Gas spokeswoman are properly disconnected and purged

training employees was leveled pointed out that her company had not of propane, the report said Blues' merger tentatively 0Kd
agamst Enron and San Juan Gas provided propane to the destroyed The San Juan Gas spokeswoman WASHINGTON-Regulators have glven approval to a merger of two"The gas company's employees building for several years She cnti- said the company has implemented Blue Cross/Blue Shield plans in the Washmgton area subject to certainwere not properly trained in testing cized the NTSB's report for fading to those recommendations El conditions

Maryland Insurance Commissioner Steven Larsen and mterim Distnct

Network
of Columbia Commissioner of Insurance and Securities Regulation"We haven't made any kind of de- burned by takmg the new kid on the Patrick E Kelly gave their conditional approval late last month to acision about whether we will be do- block to save a few bucks" and then "business combination" between BC/BS of Maryland Group Hospital-ing any direct contracting with having it fall apart, he said "A good ization and Medical Services Inc, which does busmess as BC/BS of theContmued frompagel them," said Marcia MacLeod, man- deal is only a good deal if it works " National Capital AreaScheur Management Group has ager of benefits development at Elec- Mr Crowhng said he can't see any Among the conditions set for approval are that the holding companyhelped put together similar networks, trome Data Systems Corp m Plano, advantages the new arrangement created by the combination be heensed as a non-profit service plan, thatand Dr Collins said WellSpan lS Texas could offer his company in the near an accountmg be taken of both plans' assets within 60 days of closing to- among the largest such operations We're obviously interested in term "We already have contracts provide a basis for distnbutmg any chantable assets to the respective Ju-"With that many docs and hospitals, quality health care dellvered on a with managed care companies that

that is relatively unique " nsdiction if the plans convert to for-profit entities m the future, and that
the network will deal with, he point- each board in the holding company system have two independent, pub-Mananne Fazen, executive director ed out llc members

of the Dallas/Fort Worth Business
'1 think we're watching, He said structuring the network to The two plans announced therr desire to merge early last year AfterGroup on Health, said WellSpan's provide HMO services to employerssize could be a plus for employers m but we're not totally the regulators gave their conditional approval to the plan, the Maryland

raises some questions H a WellSpan
terms of provider choice plan issued a statement saying that "officials of both compames are

convinced they have HMO were subsidized by money paid
A big complaint has been restnet- presently reviewing the independent and collective impact of the com-

to the network by otner plans, that masioners' orders to determine whether the original business goals caned access to hospitals and especially it all together,' says EDS' could glve WellSpan an unfair ad- be achieved "
to doctors," Ms Fazen said "This Marcia Macleod. vantage Meanwhile, a Washington-based consumer group called the Fair Caresounds hke it would increase access "If that is tested, 11 could raise
for employees " Foundation announced that it would seek ludicial review of the merger

(Federal Trade Commission) con-
"Choice is such a big thing," agreed approval, claiming that the plan worked more to the benefit of the plans'

cerns," Mr Crowling said
Sandy Lutz, an analyst with Rausch- more efficient basis," she added, but managers than to the publle

Ms Lutz of Rauscher Pierce Ref-

er Pierce Refsnes Inc in Dallas "Thls in the north Texas market, "that'syet snes also said antitrust concerns
would offer an alternative to employ- to be proven I think we're watchmg, could arise "Certainly with that big Sears sticking to cuts
ers who say they don't have enough but we're not totally convinced they of a share of the market, it could raise
choice " have it all together " HOFFMAN ESTATES, Ill -Sears, Roebuck & Co plans to follow

questions," she said "Especially if through fully on its previously announced benefits cutbacks, despite theHowever, she added, some employ- George Crowling, regional health there is a shanng of prices among planned departure of Sears' top benefits manager and reports that theers may not opt for such a large net- care manager at GTE Corp m Irving, providers " retailer mlght give m to retlree pressurework, prefemng a smaller arrange- Texas, said he unll give WellSpan The WellSpan spokeswoman said Sears confirmed last month that James Bronson, 54, w]11 retire laterment with a more manageable stable plenty of time to mature before con- antitrust concerns have been ad- this year as vp of benefits But a spokeswoman for Sears denied that hisof choices for workers siderlng whether to contract with the dressed "If we truly felt there was an departure had any connection to the benefit cutsBenefit managers aren't yet sold on network
WellSpan

antitrust issue, we wouldn't have Picketing has broken out at some 20 to 25 Sears stores nationwide"Many large employers have been done this," she said since Sears announced it would scale back its premium contributions for
retirees' supplemental health benefits, ellminating contnbutions alto-

Care gether for those who become Medicare-eliglble and retire after 1999 (BI,A spokeswoman for Sen Her- agree Sept 29, 1997) Sears also said it would gradually reduce retiree life m-bert Kohl, D-Wis, said that in Oc- Bruce Reed, the president's di- surance coverage over the next decade to $5,000 from the current aver-tober at the White House Confer- rector of domestic policy, told re-
Continued from page 3

age of $17,000
ence on Child Care, the Treasury porters after the White House The life insurance cut prompted some Sears retirees to sue Sears, al-However, "the open issue Will Department supported Sen Conference on Child Care in Octo- leging that the retailer had violated the Employee Retirement Income Se-be what would it cost in terms of Kohl's proposal ber that the president believes cunty Act by plannmg a cutback after supposedly promising secure hferevenue and will there be tax leg- However, Karen Nussbaum, di- child care "is not a problem that msurance to its retirees as long as they had made contributions as em-islation to which it could be at- rector of the Working Women's government can solve on its own " ployees (BI, Nov 17, 1997)tached," he added Mr McArdle Department of the AFL-CIO in "The child care system is treat-

said he does anticipate that some Washington, noted that "there's a ed a lot differently than the health
sort of tax legislation will be of- big question of whether tax cred- care system in this country," Mr Briefly noted
fered next year to which the pro- ltS for business actually result in Reed said "In most businesses,
posal could be attached Merrill Lynch & Co. Inc. Mll pay $1 9 milhon to settle a suit broughtmore child care centers " some kind of health care is pro- by investors who bought bonds issued by Orange County, CalIf The in-Earlier this year, the Senate "The lack of a tax credit iS not vided That's not nearly as com- vestors charged that Mernll Lynch and other investment banks misledpassed a bill, S 82, that would what's preventing people from mon with respect to onsite child them about the nsks of buying the bonds pnor the county's bankruptcyhave given employers tax credits starting" child care facilities, she care or subsidized child care by m 1994 Robert E. Edmonson wall become vp of Aetna International'sfor establishing child care facili- said "While tax credits may be businesses So it's very important Global Health Umt and work to spread managed care pnnciples m Latinties However, the provision was one way to stimulate more invest- to engage the private sector and to Amenca He recently stepped down as chief executive officer for Omnidropped fi om the budget bill dur- ment, businesses will simply have get them to recognize that this is Healthcare, a Sacramento, Calif -based health maintenance organiza-ing negotiations with the House to provide more " in their bottom-line interest as tion
(BI, Aug 4, 1997) The administration seems to well "
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1997 in review
Business Insurance Index, Standard & Poor's 500 Index and Dow Jones Industrial Average

Low:

737.65

-

111 LoZ]
6,391.69

4

--

High:
8,194.04

B/Index

Dow Jones

S&P 500

The B/Index began 1997 at 1,202.98, reached a low of 1,197.01 on Jan. 10 but proceeded to climb throughout the year. Its high of 1,532.83
came on Oct. 10, and it closed the year at 1,517.58, up 26.2%. By comparison, the S&P 500 Index started the year at 756.79, dipping to a low
of 737.65 on April 11 and hitting a high of 983.79 on Dec. 5. The Dow Jones Industrial Average, meanwhile, experienced more fluctuation.

Ex-attorney guilty in insurer failures
Jury convicts former Philadelphia lawyer of fraud, looting companies

PHILADELPHIA-A federal jury in
Philadelphia has convicted Allen W. Stew-
art, a former partner with a prominent
Philadelphia law firm, on 135 counts of
mail fraud, wire fraud, money laundering
and racketeering.

After a six-week trial, the jury found Mr.
Stewart, a former partner with Morgan,
Lewis & Bockius, guilty of carrying out a
scheme that drove Summit National Life

Insurance Co. and Equitable Beneficial Life
Insurance Co. into insolvency (BI, Jan. 27,
1997).

In addition to creating.false assets of the

rtodate

Low

40.25

19.75

29.75

12.50

4.38

51.38

25.50

9.38

9.75

0 11, Ill

1/3 217 3/7 4/4 5/2 6/6 7/4 8/1 9/5 10/3

Source: Nordby International Inc. (nordby.com), Boulder,· Colo.

insurers to conceal their insolvency, Mr.
Stewart looted the companies of millions of
dollars to purchase, among other things, a
$1.6 million mansion in California, a

$51,750 grandfather clock and other an-
tiques.

"He just sort of pulled out money through
the back door," said Linda Dale Hoffa, the

assistant U.S. attorney who prosecuted Mr.
Stewart.

Pennsylvania regulators placed both in-
surance companies in liquidation in 1994,
the year after Mr. Stewart sold the compa-
nies.

The jury also ordered the forfeiture of $29
million of Mr. Stewart's assets.

The federal government can collect this
forfeited money from Mr. Stewart's person-
al assets as well as his ownership of the
Conestoga Life Assurance Co, according to
Ms. Hoffa.

A sentencing hearing before U.S. District
Judge Harvey Bartle is scheduled for early
March.

Mr. Stewart could face 14 to 17 years in
prison along with millions of dollars in
fines.

-By Michael Prince

Ohio law sets managed care standards
COLUMBUS, Ohio-Gov. George V.

Voinovich on Dec. 16 signed a bill that es-
tablishes industry standards for managed
care plans in the state.

The Physician-Health Plan Partnership
Act sets baseline industrywide standards
for managed care plans-known as "health
insuring corporations"-specifying patient
protections and physician contracting stan-
dards.

Under the law, plans will have to follow

BROKERS

Aon Corp.

E.W. Blanch Holdings Inc.

Gallagher Arthur J. & Co.

Hilb, Rogal & Hamilton

Kaye Group Inc.
Marsh & McLennan

Poe & Brown

Sedgwick Group PLC

Willis Corroon Corp.
BROKERS

INSURERS/REIN

ACE Ltd.

Acceptance Insurance Cos.
AEGON N.V

Aetna Lite & Casualty

AFLAC Inc.

Allied Group Inc.

Allstate Corp.

AMBAC Indemnity Corp.
American Bankers Ins.

American Financial Group

American General

American Heritage Life Ins.

American Indemnity/Fin'I

American Internationat

Argonaut Group

AXA-UAP Group

Baldwin & Lyons Inc.

Berkley W.R. Corp.

Berkshire Hathaway Inc.
Capital RE Corporation

Capitol Transamerica Corp.
CapMac Holdings Ltd.

Centris Group Inc.

Chartwell Re

Chubb Corp.

CIGNA Corp.

CNA Financial Corp.
CNA Surely

EMC Insurance Group Inc.

Price

58.63

34.44

34.44

19.31

6.63

74.56

44.63

12,31

12.31

GE

SURERS
NYS 96.50

NYS 24.19

NYS 89.63

NYS 70.56

NYS 51.13

NYS 28.63

NYS 90.50

NYS 46.00

NDO 45.94

NYS 40.31

NYS 54.06

NYS 36.00

NOO 13.88

NYS 108.75

NDO 33.88

NYS 39.00

NDO 24.13

NDO 43.88

NYS 46000.00

NYS 62.06

NAS 21.31

NYS 34.75

NYS 22.31

NYS 3375

NYS 75·63

NYS 172.38

NYS 127.75

NYS 15.44

NDO 1325

new requirements protecting patients' ac-
cess to covered health care services, includ-
ing broad access to emergency services,
specialists and non-formulary drugs.

The law also establishes a standardized

process for resolving patient grievances, in-
cluding requiring outside review if a plan
denies coverage for certain terminally ill
enrollees.

The measure also essentially makes plans
responsible for the actions of their utiliza-

tion reviewers and requires each plan to
implement a quality assurance program.

In addition, provider-related measures
require creation of a uniform credentialing
form. acceptance of osteopaths and a ban
on "gag" clauses, which prevent providers
from discussing all treatment options with
patients.

Most major provisions of the measure go
into effect Oct. 1, 1998.
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High:
1,532.83

High: 
983.79 __

11/7 12/5

PCS catastro
As of Dec. 31

Call Price

spread bid/ask

National Annual 1997

30/50

60/80 -/1.5

National Annual 1998

40/60 11.0/13.0

60/80 7.0/8.3

80/100 6.On.0

National December 1997

5/15 -1-

5/25 -/7.5

Southeast September 1998
40/60 2.5/3.5

60/80 1.5/2.5

9,000

8,000

7,000

6,000

5,000
12/31

GRAPHIC BY MIKE GARVEY

phe options

Call Price
spread bid/ask

California Annual 1998

40/60 1.6/2.3

Western Annual 1998

40/60 1.8/2.5

80/100 1.7/1.8

Eastern September 1998

40/60 2.8/4.0

Total volume: 128 Total open interest: 19,495

For information on PCS cat options, call thq Chicago Board of
Trade at 312-435-3674.

Source: Chicago Board of Trade

British Issues
Price P/E Div. Yield 52-week

Companies pence pence % high-low
Comml Union 852 13.0 35.8 4.2 912-630

Gent Accident 1047 7.0 35.4 4.2 1158-729

Gdn Royal Exch 334 4.8 12.2 3.6 350--257

Legal & Gen 534 13.8 11.6 2.7 551--363

Royal & Sun 615 21.0 19.7 4'.0 651-429

Brokers

Lmbrt Fenchurch 107 7.4 8.4

Lloyd Thmpson 179 14.9 10.8

Sedgwick Grp 142 11 IS 7.4

Willis Corroon 148 16.8 6.6

Note: All prices and fundamentals as of Dec. 30.

10.1 138--101

7.5 206-151

5.2 171-115

5.6 165--116

-By Meg Fletcher Source: Nordby International Inc. (nordby.com), Boulder, Colo.

Bi Industry Stock Report DEC. 29, 1997, THROUGH DEC. 31, 1997
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3.23
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3.86

1.88

0.52

4.72

5.97

-4.58

1.13

-8.53

4.15

0.00

4.31

1.49

1.28

3.18

6.72

1.68

3.61

1.89

6.01

4.24

Weekly Y.arto date

% change *,6 change

4.69 41.55

3.77 71.12

-1.43 11.09

1.98 45,75

3.92 26.19

5.67 43.39

6.25 68.40

4.51 18.67

-3.43 7.07

2.03 36.46

60.50 101.06 56.00

22.47 28.63 17.75

41.70 90.25 61.13

-11.80 118.13 66.31

19.59 57.88 37.50

31.61 35.75 20.69

56.37 94.38 56.25

38.61 47.56 31.00

79.71 46.19 24.38

6.79 49.25 32.38

32.26 56.25 36.50

3714 40.50 23.50

35.37 15.50 10.13

50.69 112.56 71.13

10.16 38.13 26.75

23.81 39.88 29.25

31.29 28.75 17.38

29.68 46.38 28.81

34.90 48600.00 30000.00

33.11 62.88 38.75

3.96 28.13 19.25

4.91 36.00 22.50

13.69 24.00 17.88

26.17 36.25 24.50

40.70 78.50 51.13

2617 200.75 134.13

19.39 132.25 96.38

2.92 16.50 12.88

10.42 15.00 10.75
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Enhance Financial Services

Everest Reinsurance

Executive Risk Inc.

EXEL Ltd.

Fremont General Corp.

Frontier Insurance Group
Gainsco Inc.

General RE Corp.

Gryphon Holdings

Harleysville Group
Hartford Steam Boi er

HCC Insurance Ho'dings
ING Groep N.V.

IPC Holdings Ltd.

Hartford Financial Services

LaSalle Re Ltd.

Life Re Corp.
Lincoln National

MAIC Holdings Inc.

Markel Corp.
MBIA Insurance Gloup

Meadowbrook Insir. Group

Mid Ocean Ltd.

MMI Cos. Inc.

Mutual Risk Mgml. Ltd.

NAC Re Corp.
Navigators Group

Nobel Insurance L:d.

NYMagic Inc.

Ohio Casualty Cori.

Old Republic Int'I

Orion Capital Corg.

Partner Ae Ltd.

Penn-America Grcup Inc.

Philadelphia Cons Holding

PXRE Corp.

Reliance Group Holdings

Reliastar Financial Corp.

RenaissanceRe Holdings Ltd.

Risk Capital Holdings

RU Corp.

NYS

NYS

NYS

NYS

NYS

NYS

NYS

NYS

NDQ

NDO

NYS

NYS

NYS

NDO

NYS

NDQ
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NYS

NYS

NYS

NYS

NYS

NDO

NDO

NYS

NDO

NYS

NYS

NYS

NDQ

NDO

NYS

NYS

NYS

NYS

NOO

NYS

Price

59.50

41.25

69.81

63.38

54.75

22.88

8.50

212.00

16.75

24.00

55.19

21.25

42.31

32.19

93.56

35.38

65.19

78.13

28.13

156.13

66.81

26.06

54.25

25.13

29.94

48.81

18.78

13.13

27.56

44.63

37,19

46.44

46.38

20.50

17.75

33.19

14.13

41.19

44.13

22.25

49.81

Weekly

%chang

5.54

8.91

-1.85

7.30

453

10.24

3.03

273

0.75

3.23

1.96

-0.29

3.20

-0.58

693

1.80

2.56

4.52

0.90

1.75

4.39

5.57

-1.59

0.25

3.90

5.68

1.18

-0.94

0.46

2.00

0.85

4.94

4.07

9.70

-4.05

-1.12

6.60

378

4.44

0.56

2.71

Yeartodate

e %change

63.01

43.48

88.68

67.33

76.61

19.61

-11.69

34.39

18.58

57.38

19.00

-11.46

20.04

43.85

38.61

20.94

68.77

48.81

66.05

73.47

31.98

24.11

3.33

-22.09

61.82

44.10

2.91

4.48

53.13

25.70

39.02

51.94

36.40

90.70

52.69

34.09

54.79

42,64

33.71

14.84

49.25

to date

Low Vol.(000)

34.25 114

26.00 342

34.63 33

36.88 500

26.38 180

18,38 1038

8.00 134

151.00 432

13.00 10

14.38 79

44.00 52

· 18.06 592

38.88 232

22.25 86

64.88 662

26.00 91

37-38 29

49.00 456

15.13 52

88.00 7

45.44 392

20.25 97

44.13 254

20.75 54

16.75 185

33.25 261

15.75 8

11.88 74

17.63 14

34.00 160

24.63 511

30.00 195

30.75 437

10.38 54

11.25 44

24.00 39

8.75 389

2700 437

32 50 66

16,00 1

30.50 49

Yeartodate

e %change

39,98

38.91

23.61

44.69

-909

42.11

22.09

-2.03

23.86

67.08

33.23

24.38

78.10

22.03

12.64

25.53

15.92

50.52

5.69

89.24

-5.94

32.21

ANIZATIONS
9.93 9.21

779 -73.43

0.25 -38.15

0.00 -22.86

5.49 36.55

4.74 10.42

6.46 22.91

4.95 -7.91

3.20 20.25

25.31

89.00

85.63

18.75

4163

60.13

61.13

to date

Low Vol.(000)

57.63 346

34.00 5

36.50 1239

1913 NA

5.88 48

18.31 146

18.00 301

26.38 620

41.25 102

25.00 657

50.88 55

31.38 730

29.19 5781

30.75 44

9.63 1

29.75 3

48·50 149

33.63 731

15.63 1242

30.88 76

24.63 21

17.38 1301

13.75 13551

48.13 229

9.63 10

23.75 130

42.44 1879

32.50 683

Top advancing issues: Frontier Insurance Group, Humana Inc., Penn-America Group Inc. Leading decliners: Baldwin & Lyons Inc., Seibels Bruce Group, Argonaut Group. Most active issue: Oxford Health Plans. The 8/Index rose 2.8%; the Dow Jones 30
Industrials gained 3.0%; the S&P 500 increased 3.6% and the NYSE Composite gained 3.6%. Average P/E: Brokers, 27.1; Insurers/reinsurers, 37.3; HMOs, 20.0.

Year

High

59.50

43.00

72.75

65.19

55.00

39.25

10.19

221.25

17.75

27.50

56.69

32.69

53.00

32.88

93.56

36.13

65.19

78.13

30.50

161.13

67.25

26.63

66.75

32.75

29.94

52.88

22.50

15.38

29.81

51.00

40.19

51.00

46.38

21.75

23.25

34.00

15.13

41.19

50.00

23.38

50.25

St. Paul Companies

SCOR

SAFECO Corp.

SCPIE Holdings Inc.

Seibels Bruce Group

Selective Ins. Group
Tera Nova Insurance Co. Ltd.

TIG Holdings
Tokio Marine & Fire

Torchmark Corp.

Transatlantic Holdings
Travelers Property

Travelers Corp.

Trenwick Group Inc.

Unico American Corp.

United Fire & Casualty

Unitrin

UNUM Corp.

USF&G Corp.

Vesta Insurance Co.

Zenith National Ins.

INSURERS/REINSURERS

HEALTH MAINT
Humane Inc.

Oxford Health Plans

Pacificare Health Sys.

Safeguard Health Enter.

Sierra Health Services

United Healthcare Corp.

Wellpoint Health Networks

HMOs

ALL COMPANIES

NYS

NYS

NDO

NYS

NDO

NDO

NYS

NYS

NDO

NYS

NYS

NYS

NYS

NDO

NOO

NDO

NOO

NYS

NYS

NYS

NYS

AVERAGE

ENANCE ORG

NYS 20.75

NDQ 15.56

NDO 50.25

NDO 13.50

NYS 33.63

NYS 49.69

NYS 42.25

AVERAGE

AVERAGE

Price

82.06

47.75

48.75

28.94

7.50

27.00

26.25

33.19

57.75

42.19

71.50

44.00

53.88

37.63

12.25

44.25

64.63

54.38

22.06

59.38

25.75

Weekly

%chang

1.00

0.92

2.50

4.75

-4.76

3.85

3.96

4.12

3.82

6.80

0.97

539

4.48

3.79

000

-0.56

3.82

5.58

4.44

3.15

-1.90

2.61

Year

High

85.50

52.13

55.38

32.13

9.63

28.38

30.00

38.00

66.00

42.81

76.56

45.00

57.38

39.63

14.13

47.00

68.50

54.38

25.50

64.50

28.75

Source: Nordby international /nc. (nordby.com), Boulder, Colo.
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