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Flat rates

dashing
hopes of
insurers

Most do not see signs
of rate increases soon

Bv MARK A. HOFMANN

,-and CHRISTINE WOOLSEY
' Insurers who hoped that Santa Claus would
bring simiificant year-end renewal rate in-
cred,>e€'%alized weeks before Christmas that

their stockings would

again be empty.
Insurers The market is flat as

last week's holiday

say punch, with no sign that

it's going to get any bet-
ter soon, insurers say.

Rate increases gen-
erally have been very modest, sometimes too
modest to cover inflation, insurer executives
say. And, in some cases, notably involving prop-
erty insurance, rates have continued to slide.

In addition, competition from alternative
markets has not subsided. As the workers com-

pensation marketplace in some states has de-
teriorated beyond some insurers' greatest fears,
clients have been turning increasingly to alter-
native risk financing mechanisms, they say.

The best-established of the alternative mar-

kets-Bermuda-based ACE Ltd. and X.L Insur-

ance Co. Ltd.-have been able to raise rates

without losing many policyholders, a position
that commercial insurers can only envy

"We began the year with the belief that prices
would at worst stabilize," said Robert J. Vairo,

chairman, president and chief executive officer
of Crum & Forster Inc. in Basking Ridge, N.J.
But much to the company's chagrin, the market
contin:led slipping and even now "is definitely
tre,ng downward," although not precipi-
636sly

Gen*fl liability and property rates are "flat
t2.i-00h slightly," said Roger Carlson, senior

drierwriting officer at St. Paul Fire & Marine
Insurance Co. in St. Paul, Minn. Most hikes are

inflationary or driven by acquisitions that add
Continued on page 26
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Brokers see prices
fall for best risks
But, insurers toughening stance on riskier lines

By MICHAEL SCHACHNER
and LORI BLOCK

Insurers are still slashing rates for the
most attractive property/casualty accounts
without batting an eyelash, but high-hazard

risks with poor loss ex-
perience are getting hit

Brokers with moderate to sub-

stantial rate hikes, ac-

say cording to brokers.
Brokers say insurers

still have the capacity
to write almost any risk

they want, though London-based capacity is
shrinking in some lines (see related story).

And, underwriters are offering rate reduc-
tions on the business they want most, like
accounts that generate more than $25,000 in
annual premiums as well as vanilla accounts.

Property accounts still generally are com-
manding 10% to as much as 25% rate reduc-
tions, brokers say.

General liability accounts can obtain simi-
lar cuts, while rates for riskier though non-
hazardous liability accounts are falling 5% to
10%.

Some insurers, though, are beginning to

more closely underwrite accounts and im-
pose some tighter conditions.

And, insurers are imposing rate hikes and
tougher conditions on riskier lines, like the
oil and gas industry, professional liability
accounts and, of course, workers compensa-
tion insurance, most brokers say.

But these rate increases should not be

taken as a definitive sign that the market is
turning, brokers say. They predict the combi-
nation of positive insurer results, abundant

capital and the burning desire for market
share will likely cause the soft market to
persist in 1992 for most lines of business.

Inconsistency between word and deed de-

fines the market, most brokers say. Publicly,
underwriters purport to be holding the line
on rates. Yet, except for certain specialty
lines, prices generally continue to fall.

John R. Lamberson, president and chief
operating officer of Willis Corroon Corp. in
New York, said insurer rhetoric and reality

are two different things altogether.
Insurers claim they walk away from busi-

ness that is priced too low, "but the realities
of this world are that they're still going to
protect their market share. Very few com-

Continued on page 32

111 says industry earnings up,
combined ratio improved in '91

NEW YORK-U.S. property/casualty in-
surers' earnings and combined ratios im-
proved last year even though 1991 was the
second-worst year in history for catastro-
phe losses, an insurer trade group reports.

Increased premium volume and an 8.3%
return on capital enabled the insurance in-
dustry to boost aftertax income 9.3% to an
estimated $12.9 billion from $11.8 billion in

1990, reports the Insurance Information In-
stitute.

In addition, the III's 1991 assessment,
Continued on next page

Aviation,
marine

renewals
difficult

Most other lines stable,
risk managers report

By MICHAEL BRADFORD

Risk managers with aviation insurance re-
newals are watching rates take off, but the cost
of most other coverages remains grounded.

While risk managers are again reporting
mostly good news-
meaning stable or

Risk lower rates--this re-

newal season, some risk

managers higher insurance costs.
managers are facing

say
In the aviation insur-

ante market, for in-
stance, heavy losses

have prompted insurers
to push up rates. And risk managers report in-
creases in marine, directors and officers liability

and workers compensation insurance costs.
"The rate increases were tremendous" when

Michael S. Schemblum, risk manager at Car-
nival Cruise Lines Inc. in Miami, renewed avia-

tion coverage in November.
Carnival operates Carnival Airlines, which

mainly serves the Bahamas from a few U.S.
cities. The cost of $500 million of liability cover-
age for eight Boeing 727 and 737 jetliners
jumped by more than 80%, he said.

Although the coverage was expensive, there
was plenty of it to be found. "Capacity was no
problem," he said.

Led by Lloyd's of London syndicates, Car-
nival's aviation coverage also is written by Lon-
don insurers and others, said Mr. Scheinblum.

Volkswagen of America Inc. also has been hit
with aviation rate hikes. The high limits it
had last year were available only at greater cost,
said Anita Warshawsky, supervisor-msurance
at the Troy, Mich., automaker.

Although Volkswagen was renewing cover-
age for just one corporate plane, its broker,
Larry Johnson & Associates in Pontiac,

Continued on page 31

Specter of hard market looms over London
By STACY SHAPIRO
and GAVIN SOUTER

LONDON-The prevailing wind of a hard
market is blowing
through London,

London bringing a lack of ca-
pacity in some areas

market that hasn't been seen in

more than 20 years.

says come and gone, brokers

While Jan. 1 has

still are struggling to
complete property ca-

tastrophe reinsurance programs for major
U.S. and U.K. ceding insurers. And they are
not finding all the capacity they need, even

though rates are now 50% to 100% higher

than a year ago.
Major oil and gas companies also are find-

ing it difficult to buy enough property/ca-
sualty insurance at any price during year-
end renewals.

These huge insurance packages-which re-
quire billions of dollars in capacity-are
being carved up because reinsurers are in-
sisting that non-marine and liability risks
be excluded from marine-based insurance

coverage.

As a result, oil and gas companies are hav-
ing to buy separate insurance programs for
offshore, onshore and liability risks. In some
cases, this is tripling their insurance costs.

Also, the London marine market now is re-

fusing to offer the oil and gas companies lia-
bility coverage on an occurrence basis.

Meanwhile, London underwriters are un-

willing to quote reductions on any U.S. in-
dustrial property insurance programs,

though sufficient capacity is available.
Only one sector in the London market is

experiencing a "standard" year-end renewal
season: the North American casualty insur-
ance market. Rates are flat for general liabil-
ity coverages and small reductions are avail-
able for good risks. If any increases are
quoted, it's mainly to take inflation into ac-
count.

Some London brokers and underwriters

describe this renewal season as "a bloody

shambles," "frantic," "crazy" and "tough."

Other observers are less dramatic and de-

scribe renewals as -uncertain," -mixed" and

"like a curate's egg-good in parts."
"It's a hard market," said a leading energy

insurance broker. "People who were broking
in the '6Os (after Hurricane Betsy) say that
it's a much harder market now than it was

then because more capacity is needed
now.... It's the toughest market Lloyd's has
ever seen."

This renewal season "is the worst since the

'60s,- Michael Harris, non-marine un-

derwriter for Lloyd's syndicates managed by
A.J. A- - -: & Co. Ltd- said before Christ-
r nowher 4ishing our -
1
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Update-
1991 P/C results improved: 111

Massachusetts ratifies
Cont:nued from preutous page
which estimates fourth-quarter results, reports that the mdustry's com-
bined ratio was an estimated 109 1%, compared with 109 7% in 1990 comp reform package

Earned premiums increased 3 5% last year to $223 6 billion from $216
bilhon m 1990 Insurers also increased their surplus 12 6% to an esti-
mated $155 8 billion at year-end from $138 4 bilhon the previous year By LORI BLOCK schedules sociation (BI, Dec 31, 1990)
Investment income increased 36% to an estimated $341 billion from Currently, Massachusetts ranks At the time of the rate request,
$32 9 bilhon m 1990, according to the III BOSTON-Massachusetts em- ninth in the nation in average lawmakers were considering otner,

III Senior Vp Sean Mooney said the industry posted a profit m 1991 ployers received a valuable Christ- workers comp benefit costs per less comprehensive proposals, said
despite having "close to a fire sale m most areas of commercial lmes " mas present late last month a employer and fourth in average Joseph DiGiovanni, the New En-

Last year also was the second-worst on record for catastrophic losses, workers compensation reform cash benefits paid The average gland regional vp for the Ameri-
which exceeded an estimated $41 bilhon Of that total, $12 billion package that should lower their cost of a workers comp case in can Insurance Assn in Boston But,
stemmed from the Oakland, Cahf, hre (BI, Oct 28,1991) costs while possibly dissua(ling in- Massachusetts lS $27,034, more "once it became known that the in-

No major property/casualty msurer became Insolvent m 1991, though surers from fleeing the beleaguered than double the national average dustry's need for rate relief was
22 small Insurers had become Insolvent by the end of the third quarter, Massachusetts rnarketplace of $11,347 greater than originally thought,"
reports the National Committee of Insurance Guaranty Funds Savings resulting from the mea- The reform measure was drafted the focus was expanded

sure-H 6410, proposed by Gov after Massachusetts workers comp "The governor's goal was to pass

Executive Life takeover OK'd William F Weld and Lt Gov insurers in November requested a a bill that would obviate the need
Argeo Paul Celluci-will be 465% rate increase for 1992, fol- for the industry's rate request,"

LOS ANGELES-Plans detaillng how Executive Life Insurance Co created through reduction of some lowing four years of hikes ranging Mr DiGiovanni said
w111 be transformed mto Aurora National Life Assurance Co wlll be benefits, improved efficiencies in from 11 3% to 26 2% Total workers Thomas Driscoll, legislative
distributed to poheyholders sometime this month, says the California both the administrative and Judi- comp costs in the state rose to $2 5 counsel for Liberty Mutual Insur-
Insurance Department cial processes, new vocational re- billion in 1990 from $800 million in ance Co of Boston, the nation's

The purchase of Executive Life Insurance Co by a French investment habilitation, fraud, medical treat- 1985, according to the Associated largest workers comp insurer, be-
group headed by Altus Finance and Mutuelle Assurance des Artisanale ment and insurance provisions, Industries of Massachusetts, a Bos- lieves the reform package that was
de France was officially approved late last month by Los Angeles Supe- and restructured attorneys' fee ton-based manufacturing trade as- Contznued on page 39
nor Court Judge Kurt Lewm

Under the terms of the deal, Altus Fmance will pay $325 bilhon for
the bulk of Executive Life's Junk bond portfoho, and MAAF wlll mfuse
$300 milhon more mto Aurora National Life

In addition, under an enhancement agreement with the National Employers feel the bite
Organization of Life & Health Guaranty Assns, state Insurance guar-
anty funds will contnbute nearly $2 billion to assure 100% payments to
pohcyholders with accounts valued at $100,000 or less But, until the COBRA claims outstrip premiums: Study
court approves the rehabilitation plan, the Insurance Department wlll
continue making 70% payments to annuitants while makmg 100% death By LOUISE KERTESZ claim incurred by employees and Industry, tracked COBRA claims
benefit payments to life msurance pollcyholders dependents m the regular group expenses

The cost to employers of provid- health plan Under COBRA, short for the

Poultry plant fined in N.C. fire ing COBRA health care continue- For 31% of employers that Consolidated Omnibus Budget
tion coverage far exceeds the pre- tracked claims data, COBRA Reconciliation Act of 1985, em-

RALEIGH, N C -A poultry processmg company still faces possible miums they collect from claims, on average, were at least ployers with 20 or more employees
criminal charges after being hit with a proposed record fme by North beneficiaries, a new survey shows three times higher than the claims are required to extend Koup
Carolina's workplace safety agency for 83 violations at its Hamlet plant, More than 60% of employers sur- submitted by employees and their health care coverage to former enx,
where a tragic fire occurred last September veyed said they paid out at least $2 dependents covered by the plan ployees and their dependents fol-

North Carolina Labor Commissioner John C Brooks last week fined in COBRA claims for every $1 in These are among the findings of lowing events like termid*ion of
Impenal Food Products Co of Atlanta $808,150, the largest civil fine premiums collected a survey of professionals with the employment, death, divorh.or
ever proposed in a North Carolina workplace safety case The fme COBRA beneficiaries rack up Certified Employee Benefit Spe- marital separation
stemmed from a Sept 3 grease fire at Imperial's Hamlet, NC, facihty in whopping claims, the survey cialist designation conducted by Former employees can receive up
which 25 workers died and 56 others were inlored (BI, Oct 7, 1991, found the International Foundation of to 18 months of coverage, while
Sept 9, 1991) Locked exit doors prevented workers from escapmg the Among employers tracking Employee Benefit Plans in Brook- dependents like a divorced spouse
burning plant A carbon dioxide fire extmguishing system was not acti- claims information, 74% reported field, Wis or an employee's widow receive
vated by the grease fire, and the plant lacked an automatic sprmkler that the size of the average health Sixty-one percent of the 235 re- coverage for up to 36 months
system, though that was not a violation of state building codes care claim incurred by a COBRA spondents, representing a cross- Employers can charge benefi-

In announcmg the fines, Mr Brooks noted that under a new schedule beneficiary exceeded the average section of American business and Contznued on page 7
of fines that went Into effect last week, the penalty for the 83 violations
would have been more than $4 million Parent may deduct $3.2 million in Mentor premiums

A Labor Department spokesman said Imperial has not indicated
whether it will pay the civil fines

Imperial Food Products was unavailable for comment Telephones at
its Atlanta headquarters have been disconnected

Impenal also may face cnmmal charges followmg a state mvesti- Captive taxation victory
gation that is expected to be completed within a few weeks "We're
lookmg at a variety of things, mcluding manslaughter We're lookmg at By DOUGLAS McLEOD and risk distribution for ODECO's the amount of third-party business
the whole Incident," said Charles Dunn, director of North Carolina's captive coverage to constitute the captive writes
Bureau of Investigation However, Mr Dunn stressed that the bureau is WASHINGTON-The parent of valid insurance for tax purposes, Officials of the Justice Depart-
engaged only m "fact-finding" and that the decision about whether to defunct Mentor Insurance Ltd 15 Judge Nettesheim found ment, which represented the gov-
press criminal charges rests with the district attorney m Monroe, N C entitled to tax deductions for pre- Losses from third-party business ernment in the ODECO case, could

miums it paid to the Bermuda- eventually triggered Mentor's col- not be reached for comment on

Florida OKs comp rate hike based captive insurer in the mid- lapse The insurer was ordered liq- whether Judge Nettesheim's ruling
1970s, aUS Court of Claims Judge uidated in Bermuda in 1985 (BI, will be appealed However, the de-

TALLAHASSEE, Fla 4tate Treasurer and Insurance Commissioner has ruled June 17, 1985) partment is appealing the Tax
Tom Gallagher last month approved an across-the-board 24 9% workers Ocean Drilling & Exploration The ruling follows a string of Court rulings
compensation insurance rate hike Co may deduct $3 2 million in pre- U S Tax Court decisions last year The exact amount to be refunded

The rate hike, which went into effect Jan 1, also apphes to rates miums it paid to Mentor in 1974 in which corporations were al- to ODECO has riot yet been de-
charged by self-msurance funds regulated by Mr Gallagher's office and and 1975 and is entitled to a re- lowed deductions for premiums termined, according to Chaes J
the state's Department of Labor fund of taxes it paid after the In- paid to wholly owned captive in- Lavelle, a lawyer with Gr»te-

Mr Gallagher also said he will hold hearings next month on a ternal Revenue Service disallowed surers (BI, Feb 4, 1991) baum, Doll & McDonald in LBuTS
proposed state-mandated joint underwriting association that would the deductions, Judge Christine The Tax Court rulings repre- ville, Ky, representing OBSCO
provide less costly workers comp cover,'particularly for small firms Cook Nettesheim ruled last month sented a major victory for captive ODECO formed Mentor ;h4 48-

Mr Gallagher said he rejected the 39 3% rate increase sought by the Mentor wrote large volumes of owners against the IRS, which for to insure its offshore oil rig risk-
National Council on Compensation Insurance because the organization business unrelated to ODECO, two decades has disallowed captive Mentor later expanded into writing
failed to justify a requested Increase m expenses, to adequately reflect producing sufficient risk shifting premium deductions regardless of Continued on page 38
msurers' mvestment mcome and to adequately account for the savmgs
expected to be generated by the workers comp reforms adopted 18
months ago (BI, July 2, 1990) Inside-

According to the NCCI, workers comp insurers writlng busmess
;00 Three central Florida municipalities and an aviationm Flonda paid out $1 35 for every $1 of premium dunng 1991 Departments
authonty are banding together in an effort to slash mil-

Dumping settlement appealed
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Curbing runaway health care costs
Utah's managed approach saves state millions

Health care spendingBy LOUISE KERTESZ tively manage health care costs viders, "that when an employer has
Utah's techniques include enough market share in a given

SALT LAKE CITY-By directly • Directly contracting with pro- area to go directly to the providers
contracting with providers and es- viders to participate in its man- and structure these arrangements," to rise 10.7% in '92,
tablishing standard fees for ser- aged Indemnity plan, based on pro- the resulting benefits are signifi-
vices, the Utah Public Employees vider profiles developed in-house cant, Mr Meister said
Group Health program has held and-since mid-1990-with the Directly contracting with pro- government predictshealth care cost increases to 66% help of statistical criteria used by viders can "truly pay dividends not
m each of the past three years its consultant only from the fixed-cost stand-

In fact, over lust the past two fls- • Establishing standard fees for point" but also in the "philosophi- By MARK A. HOFMANNcal years, which end June 30, the most surgical and outpatient pro- cal change" in the way care is pro-
state's aggressive management of cedures, which inhibits costly "un- vided and obtained, he said WASHINGTON-U S health care expenditures in 1992 will reach
health care for 75,000 employees, bundling" of services "My one caution would be from a more than $817 billion, a record 14% of the estimated gross national
dependents and early retirees who • Encouraging competition liability standpoint," Mr Meister product, a new U S Department of Commerce report predicts
are not yet eligible for Medicare among the state's health mainte- observed When employers direct "1992 U S Industrial Outlook," which was released by t he Com-
has saved the state at least $10 nance organizations employees to certain providers merce Department last week, estimates that the nation's total
million, according to Joan Ogden, a And to reduce health care costs, based on specific Information, health care bill will increase by 10 7% this year from an estimated
principal with Joan Ogden Ac- Utah has developed programs like "they need to be careful about the $737 9 billion in 1991 The 1991 estimate accounts for roughb 13%tuaries of Salt Lake City paying plan members m the man- underlying information they're of the 1991 GNP, according to the Commerce Department

Had the state not taken such aged indemnity plan for good loss using," because if it is Wrong, "it Meanwhile, the nation's largest employers are paying far more
measures, its medical cost hikes experience and rewarding all em- could come back to haunt them " than their share of the country's health care bill because of cost-
would have approached the 15% to ployees for adopting healthier life- But that caution should not deter shifting from both public and private sources, a separate report
20% faced by other Utah employers styles an employer with a strong market suggests
in the last two years, she said Although not every employer can presence from exploring the possi- According to the Commerce Department, hospital charges are the

Employers' health care costs na- contract directly with providers, bility of directly contracting with largest component of the national health care bill
tionwide increased an average of "where certain factors are present, providers, Mr Meister asserted The report projects that hospital costs will reach $312 8 billion in
186% in 1988, 167% in 1989 and it'S worth serious exploration by Many employers could make use 1992, a 10 8% increase from an estimated S282 3 billion in 1991
17 1% in 1990, according to con- every major employer," said Glenn of Utah's "information-based ap- Charges for physician services constitute the second-largest cost
sultant A Foster Higgins & Co Meister, a principal with A Foster proach" to "assertive manage- component, which the Commerce Department estimates will Jump(BI, Jan 28, 1991) Higgins in Los Angeles ment" of provider behavior, agreed 11 1% to $155 3 billion in 1992 from an estimated $139 8 billion in

Consultants say employers "There's evidence here," as there David Rinaldo, a consultant with 1991

would do well to study and apply is with other major employers that TPF&C, the benefits consulting di- Continued on page 16
the techniques Utah uses to asser- have directly contracted with pro- Contznued on page 17

Peru to compensate for property seizure
By JUDY GREENWALD Belco Petroleum Corp , were ex- $229 million, depending on when Insurance Co of Pittsburgh, Pa, glan insurer Storebrand Norden,

propriated during the presidency the final agreement is reached, said writing 543% of the risk and AIG now known as UNI Storebrand
NEW YORK-Enron Corp and of Alan Garcia Perez Mr Paul, who was leaving today Oil Rig writing 10% A/S, 5%, Arkwright Mutual Insur-its insdrers will receive about $229 The agreement in principle for Peru to continue negotiations Two other essentially identical ance Co of Waltham, Mass, 2 5%,

million from the Peruvian govern- reached last month was negotiated Houston-based Enron will re- policies were written by St Paul, Warren, N J -based Paciflc Indem-
ment over the next seven years in with the subsequent administra- ceive $30 milhon of the $184 8 mil- Minn -based Athena Assurance nity Co, a unit of Chubb Corp,
connection with the 1985 expropri- tion of President Alberto K Fuji- lion, plus a proportionate share, or Co, a subsidiary of The St Paul 1 25%, and Baltimore-based Mary-
ation of Enron gas and oil wells mon, who was elected in 1990, said 16 2%,of the accrued interest Cos Inc that insured 125% of the land Casualty Co, 05%

A group of political risk insurers Douglas Paul, vp-strategic plan- The insurers will divide the re- risk, and Lloyd's of London syndi- The agreement in principle calls
led by American International ning for AIG, who made numerous mainder based on their participa- cates, which insured 8 9% for an initial payment of $40 mil-
Group Inc was told in 1988 to pay trips to Peru in connection with tion in the original 1983 three-year In addition, there were several lion upon finalization plus seven
Enron $162 million, one of the lar- the negotiations political risk insurance policies, subscribers to the AIG policy that equal annual installments over the
gest-ever insurance-related arbi- The agreement in principle calls which totaled $200 million in had small shares of the risk New next seven years
tration awards (BI, Dec 26,1988) for the Peruvian government to limits York-based American Offshore In- The agreement in effect must be

The wells, which were operated pay $184 8 million plus interest, AIG units had insured 643% of surance Syndicate, a syndicate of turned Into a legal document, said
by Enron's Peruvian subsidiary, which should amount to about the risk, with National Union Fire more than 35 insurers, 5%, Norwe- Coninved on page 38
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. .4 Charity event tragedy
a * i N.Y. is self-insured Lawyers for the event's promot- Eight people died immediately and

ers, meanwhile, said last week that one who lapsed into a coma died

for liabilities arising the promoters had not arranged last Wednesday
any liability insurance for the A subsequent stampede inside

from stampede game, though their contract with a the gym-possibl> triggered by
student group organizing the event false rumors of gunshots near the

AP/Wide World Photo
called for them to do so building-inlured several others

By DOUGLAS McLEOD The Dee 28 basketball game, Several investigations were
which featured several rap music launched Last week to pinpoint thea

NEW YORK-New York state stars, drew about 5,000 people to a causes of the tragedy and identify
and New York City are self-in- CCNY gym that could hold only those responsible These Included
sured for any liabilities arising 2,700 As a crowd surged through inquiries b> the New i ork City
from last week's stampede at a the building's lobby and down a deputy mayor for public safety, the
charity basketball game at City 12-foot-wide stallcase, several Manhattan District Attorney andThe entrance to the City College of New York gymnasium, where a College of New York that left nine people were crushed against the the City University of New York,

Dec. 23 stampede led to nine deaths and injured several others dead and several others in]ured closed metal doors to the gym Continued on page 38

Workers value health benefit: Study «S The En*st &
important' benefit

If given a choice of oneBy DEBORAH SHALOWITZ The survey, "Public Attitudes on Washington, D C sion plan, while 58% said they employer-provided benefitBenefit Trade Offs, 1991," polled According to the survey, 60% of would not and 7% did not answer
nearly two-thirds would selectA majority of workers would be 1,000 adults nationwide and was respondents would be willing to Seventy percent of the respon-

willing to trade some pension ben- conducted with The Gallup Orga- accept a reduction in employer dents receive employer-provided health benefits.
efits for more health care coverage, nization contributions to a pension plan in group health insurance and 50%

Life Dependentaccording to a new survey "In light of this attitude and exchange for increased health care are covered by an employer-spon- insurance __care benefits
And, most workers said that if with limited benefit dollars, we benefits Thirty-five percent said sored pension plan 4% 3%

they could choose only one benefit may find more employers putting they would not make such a trade Asked what they would choose lf Disabilit¥ \ Other
to be provided by their employer, increased resources into health willingly and 5% did not answer they could select only one benefit insuranc6 \ response
that benefit would be health insur- benefits and reducing spending on Of those willing to trade lower to be provided by an employer, 5% i F. 2%
ance other employee benefits," Mr Sa- pension benefits for better health 64% said health insurance, 14%

"This finding may be telling us lisbury added benefits, 66% had an annual m- chose pension benefits, 8% chose
that most American workers are "This data confirms what other come of less than $20,000, 65% paid vacation and sick leave, 5%
becoming aware of the high cost of data shows-that health benefits were between the ages of 18 and chose disability insurance, 4%
health care and, consequently, they are the most important benefit for 34, 65% were women, and 65% chose life insurance, 3% chose
want to ensure they have the best employees," agreed Frank McAr- were minorities, according to the child care and parental leave bene-
possible health insurance coverage dle, a consultant with Hewitt As- survey fits, and 2% did not answer
from their employers," said Dallas sociates in Washington, D C Conversely, 36% of respondents Health insurance is the "most ,
Salisbury, president of the Em- "The most valuable benefit an said they would be willing to ac- important" benefit because an em- i
ployee Benefit Research Institute, employer can provide lS a health cept a reduction in employer-pro- ployee "cannot provide for the pos-
a Washington, D C -based think care benefit," concurred Scott vided health benefits for increased sibility of a catastrophic health"
tank Gildner, a Wyatt Co consultant in employer contributions to a pen- Continued on page 38 . §9Mme_B'*al Binsm Rees-m-h '91&!te
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Eight promoted on B/'s editorial staff
.
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Mr. Geisel Mr. Winston Mr. Lenckus Mr. McLeod Ms. Gordon Ms. Armaganian

Eight Business Insurance editorial
staff members are starting the New
Year with new titles.

Jerry Geisel is now editor-at-large;
Paul D. Winston is managing editor;
Dave Lenckus is news editor;

Douglas MeLeod is senior editor;
Stacy Adler Gordon is New York bu-
reau chief; and Karen Armaganian is
assistant directory editor.

"With these promotions, Business

Insurance has a fine leadership team
that will ensure the finest coverage of
risk management and employee ben-

efit topics possible," BI Editor James
M, Burcke said.

The staff changes follow the pro-
motion of Kathryn J. Mcintyre to
publisher and editorial director from
editor and associate publisher. She
succeeds Alfred Malecki, who retired
as BI's publisher at year end (BI,
Aug. 12, 1991). Mr. Bureke, who had

been managing editor, succeeds Ms.
Mcintyre as editor.

Mr. Geisel, based in Washington,
D.C., had been senior editor. In his
new job as editor-at-large, Mr. Geisel
will continue to head the Washington
bureau. He also will plaj, a greater
role in directing the editorial page
and overall news coverage.

"Jerry's promotion reflects his 15
years of inspired reporting at BI,"
Mr. Burcke said. "He will help guide
the magazine in new directions while
still digging up the scoops on benefit
issues he is known for."

Mr. Geisel, 40, joined Business In-
surance in 1977 as associate editor in

the Washington bureau. In 1979, he
was promoted to Washington editor
and was named senior editor in 1988.

Mr. Geisel received a bachelor of

arts degree in history from the Uni-
versity of Wisconsin at Madison and

a master of science degree in journal-
ism from the University of Missouri
in Columbia.

As managing editor, Mr. Winston
will be responsible for, among other
things, the editorial production of the
magazine, including direct supervi-
sion of the copy editing, graphics and
directory staffs.

"Paul has proven his dedication
to producing a quality magazine.

DIRECTORY
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Business Insurance will become a

better-edited magazine under his
leadership," Mr. Burcke said.

Mr. Winston, 28, joined BI in 1985
as proofreader and was promoted to
assistant copy editor in 1986 and
copy editor in 1988. He was promoted
to copy desk chief in 1990, and
helped establish and coordinate Brs
international section.

He previously was a columnist for

Quantity:  
GAB..."Where quality really matters."

Lerner Newspapers in Chicago. He
received a bachelor of arts degree in
English composition from DePauw
University in Greencastle, Ind.

In his new post' as news editor,
Mr. Lenckus will direct BI's news

coverage-and oversee the magazine's
reporting staff. He also will have re-
sponsibility for Spotlight Reports.

"Dave's promotion reflects the fine
job he has done in supervising BI's
reporters. His promotion gives him
new.responsibility for ensuring that
BI stays on top of the news," Mr.
Bureke said.

Mr. Lenckus, 34, joined BI in 1985
as assistant managing editor. Pre-
viously, he was managing editor of
Wood & Wood Products, published
by Vance Publications Corp. of Lin-
colnshire, Ill. He also was a reporter
for the Palos Regional News in Palos
Heights, Ill., and the Joliet Herald-
News in Joliet, Ill.

Mr. Lenckus has a bachelor of arts

degree in journalism from Lewis Uni-
versity in Romeoville, Ill.

Mr. McLeod, who has been named
senior editor, had been New York bu-
reau chief. In his new job, he will
concentrate on writing in-depth
stories on insurance fraud and other

topics relating to risk management
and property/casualty insurance.

"Doug MeLeod is a special type
of reporter who is not scared away
by the big, difficult stories," Mr.
Burcke said. "In his new job he will
be able to devote more time to special
projects and investigative reporting."

Mr. MeLeod joined BI as an asso-
ciate editor in 1982 and has been

New York bureau chief since 1984.

Mr. MeLeod, 35, received a bach-
elor of arts degree in English and
history from the University of South-
ern California in Los Angeles and a
master of science degree in journal-
ism from the Medill School of Jour-

nalism at Northwestern University in
Evanston, Ill.

Ms. Gordon succeeds Mr. MeLeod
as New York bureau chief. She will

manage the three-person bureau
while continuing to report on legal
issues.

"Stacy's promotion is recognition
of her talents as a reporter and as a
manager," Mr. Burcke said. "BI has
made great strides smce Stacy took
over the legal beat."

Ms. Gordon, 27, joined BI in 1987
as an assistant copy editor in Chieago
and was later promoted to copy edi-
tor. She has been an associate editor

since 1988, working both in Chicago
and New York.

Before joining BI, Ms. Gordon
worked as a staff writer for Cahners

Publications in Des Plaines, Ill. She

received a bachelor's degree in jour-
nalism from the University of Florida
in Gainesville, Fla., and a master of

science degree in journalism from
Medill. She now attends the evening
division of Fordham University
School of Law in New York.

Ms. Armaganian, who was pro-
moted to assistant directory editor

from editorial assistant, will play an
increasing role in organizing the
directories published by BL

"Karen's promotion is recognition
of her hard work in making BI's
directories complete and accurate,"
Mr. Burcke said.

Ms. Armaganian, 23, joined BI in
late 1990. She previously worked as a
public relations coordinator in Ra-
cine, Wis. She received a bachelor of

arts degree in journalism and psy-
chology from the University of Wis-
consin at Madison. •
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Public entities seek health care discounts
Three central Florida municipal-

ities and an aviation authority are
banding together in an effort to
slash millions of dollars from their

health care costs.

"What we're trying to do is pres-
ent to the medical marketplace a
unified purchasing system," said
Robert Siver, a senior consultant

with Siver Insurance Management
Consultants based in St. Peters-

burg, Fla.
Mir. Siver's firm produced a

study for the four entities that
concluded large savings could be
gained by contracting with one of
the area's hospital networks for
discounted health care services.

The new alliance would be what

is believed to be the largest effort
in Florida to use mass purchasing
power to buy discounted health
care services, according to Mr.
Siver.

While there are other managed
care arrangements among employ-
ers in the state. there has been

"nothing on this scale," at least
"not that we're aware of," said Mr.
Shiver.

The arrangement would involve
around 30,0()() employees, depen-
dents and retirees of the City of
Orlando, Orange County, Seminole
County and the Greater Orlando
Aviation Authority.

Over· the next three years, the
exclusive provider organization
that is being proposed is expected
to save Orange County around
$10.6 million, Or·lando $6.6 million

and the aviation authority $1.5
million, according to Mr. Siver.

Projected savings have not yet
been estimated for Seminole

County.

Mr. Siver explained that each of
the four public entities will estab-
lish new self-funded health care

plans for their employees.
Employees who do not use a net-

work physician or hospital would
receive reduced benefits under the

plans.

Each entity will use the same
third-party administrator, utiliza-
tion review firm, actuary and other
service vendors, Mr. Siver said.

All of the entities currently offer
a group health care plan under-
written by commercial insurers,
according to Mr. Siver.

The projected savings are the
differences in current premiums
and employers' anticipated costs in
the managed care program.

As for individual physicians,
those who provide health care ser-
vices to the four employers must be
part of the hospital network and
will have to "pass muster" on the
cost and quality of care they pro-
vide, Mr. Siver explained.

Planners will know by early this
year how many hospital networks
are interested in competing to pro-
vide health care services to the

government entities, he said.
Eventually, only one network

will be selected to provide health
care.

Mr. Siver said he expects the
network to be in place by 1993
with a five-year commitment from
the entities and health care provid-
ers to remain in the network.

He said there probably will be
some resistance from employees
once the plan is implemented.

"Any time you change a patient-
physician relationship, you will
have some objections on the part of
employees," he said.

But monetary rewards could ease
the discomfort, Mr. Siver added.

''We hope there will be sufficient
money saved so that the employees
can share in the savings," by gain-
ing additional benefits, through
salary increases or "whatever the
case may be," he said.

-By Michael Bradford

FAS 106 burden

Most employers that offer retiree

Benefit beat

health care benefits are still unde-

cided as to how and when to im-

plement Financial Accounting

Standard 1()6, according to a re-
cent survey.

"While employers are dealing
with this issue, they simply can't
give retiree health benefits their
undivided attention right now,"

said Patricia Wilson, a principal
and national director for retiree

health care benefits consulting at
A. Foster Higgins & Co. Inc. in
Philadelphia.

Employers "also have other con-
cerns, including global competi-
lion, weakness in the financial sec-
tor and an economic recovery that
won't begin," explained the con-
sultant.

A

The new accounting regulation,
which goes into effect next year,
will require employers to accrue as
an expense against earnings non-
pension retiree benefit liabilities
from the date employees are hired
until they become eligible for ben-
efits (BI, April 1, 1991, Dec. 17,
1990)

Employers currently can expense
their retiree health care costs on a

pay-as-you-go basis.
In addition, FAS 106 will require

employers to either fully recognize
their accumulated retiree health

care obligations by the end of the
first year in which the rule takes
effect or amortize them over a pe-
riod of up to 20 years.

Employers with fewer than 500
employees have until 1995 to com-
ply with FAS 106.

Fewer than one-fourth of the

employers have decided how they

will recognize their retiree health
care liabilities, according to Foster
Higgins' annual Health Care Bene-
fits Survey.

Among those that have decided,
57% will amortize the liability over
20 years; 27% will take a one-time
charge; and 109 will spread it over
the average length of employees'
service.

The remaining 69 of responding
employers said they would recog-
nize these liabilities over some

other period.

All of the mining, construction,
health services and communica-

tions employers that had decided
how they would recognize the re-
tiree health care liabilities said

they would amortize current re-
tiree health care liabilities over 20

years.

However, while 29% of employ-
ers in the transportation services

1 1

'AD

industry that had decided said they
would adopt this method, 43% plan
to recognize retiree health care lia-
bilities in a single accounting pe-
riod.

More than half-54%-of the

1,100 employers surveyed still do
not know when they will adopt the
rule, according to the survey.

Among those employers that
have decided, 579 are not adopting
the rule until 1993, 31% will adopt
the rule in 1992 and 12% adopted it
in 1991.

The study found that only 35%
of utility companies and 43% of fi-
nancial services companies have
not decided when they will adopt
FAS 106.

But, 89% of government entities
and 71 % of educational employers
have not decided when they will
implement the rule.

-By Sara J. Hartli



COBRA survey
Continued from page 2
ciaries a premium of up to 102% of
the group rate. The additional 2%
is supposed to cover an employer's
administrative cost in extending
the coverage.

The IFEBP survey, -COBRA: A
Cross-Examination," is the second
recent major survey to find that
the cost of supplying COBRA cov-
erage is outstripping premiums
paid by beneficiaries.

Last year, the National Assn. of
Manufacturers reported that half
of surveyed employers paid out
$1.90 in claims for each $1 in pre-
miums they collected (BI, June 24,
1991).

According to the IFEBP survey,
only 6% of respondents reported
that COBRA premiums were about
equal to COBRA claims expenses.

Roughly one-fourth of respon-
dents-26%-reported that COBRA
claims were about twice as much

as premiums, while 19% said

claims expenses were about three
times more than premiums.

In addition, 7% of respondents
said COBRA claims expenses were
about four times greater than pre-
miums, and 9% said claims were

about five times greater than pre-
miums. The remaining 33% either
didn't know how claims compared
with premiums or measured ex-
penses in other ways, the survey
said.

What both recent surveys found
-that COBRA premiums do not
even come close to covering claims
costs-is the result of adverse se-

lection, benefit experts say. Those
former employees and dependents
who opt for COBRA coverage an-
ticipate using health care services.

"The first person to sign up for
COBRA is the one who knows he

will have claims and does not have

other coverage," said Bill Danish,
a principal at benefit consultant
Kwasha Lipton in Fort Lee, N.J.

"There's also a select population
that takes a job simply for the ben-

'The first person to sign up for COBRA is
the one who knows he will have claims and does

not have other coverage,' says Bill Danish of
Kwasha Upton. 'There's also a select population

that takes a job simply for the benefits.'

efits," Mr. Danish said. COBRA

allows them to work for a period,
leave their job and maintain cover-
age for the desired medical ser-

vices, he explained.
"I'm not too surprised" at the re-

sults of the IFEBP survey, said
Mary Lynn Eubanks, a consultant
with Hewitt Associates in Lincoln-

shire, Ill. "They reflect adverse se-
lection."

Melody A. Carlsen, associate
director of research at the IFEBP,

acknowledged the survey suggests
adverse selection is occurring. But,
she cautioned, conclusively de-
monstrating adverse selection
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would require a "major review of
medical records," and she ques-
tions asking whether beneficiaries
would have sought medical ser-
vices even if they were not covered
by COBRA. The IFEBP neither
asked those questions nor exa-
mined medical records, she said.

Still, the survey does indicate
that COBRA claims on average are
much higher than claims incurred
by participants in employers' regu-
lar group health care plans.

For example, 44% of respondents
said that an average COBRA claim
was 150% to 250% higher than the
average claim submitted by regular
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plan participants. In addition, 23%
of respondents said that COBRA
claims were on average 300% to
500% higher than claims submitted
by regular plan participants.

And 8% said COBRA benefi-

ciaries' claims averaged more than
500% higher than regular plan par-
ticipants' claims.

On the other hand, 8% of respon-
dents said COBRA claims on aver-

age were either equal' or less than
regular plan participants' claims.
The remaining 18% didn't compare
claims submitted by COBRA bene-
ficiaries to claims in their group
health care plans.

Benefit experts say that former
employees and dependents shelling
out what could be hundreds of dol-

lars a month for COBRA coverage
will most likely do so only if they
anticipate incurring big medical
expenses.

In some cases, people will pay a
COBRA premium for one month,
rack up big medical expenses and
then terminate coverage, according
to benefit experts.

As an alternative to high COBRA
costs, employers with a large
enough population of COBRA par-
ticipants could consider offering
those eligible for COBRA a plan
with reduced benefits in exchange
for a lower premium.

"The objective would be to pro-
vide a product that may better suit
the financial needs of an individ-

ual" while better managing
COBRA costs, said Kwasha Lip-
ton's Mr. Danish. However,
COBRA requires that participants
must always be offered the regular
health plan, he cautioned.

The survey also showed that for
most employers the costs of admin-
istering COBRA are higher than
the 2% that the law allows employ-
ers to tack onto the premium. Only
7% of respondents said that their
administrative costs represent
about 2% of premium, while 8%
said the costs were less than about

2% of premium.

Twenty-six percent said that ad-
ministrative costs represent 3% to
5% of premium, and 22% said that
those costs represent 6% to 10% of
premium. Four percent said costs
exceeded 10% of premium, and the
remainder did not know.

"COBRA premium collection is
among the most challenging tasks
employers face in COBRA admin-
istration," the survey report states.

In fact, 26% of the survey re-
spondents said that a late payment
-other than the initial payment-
automatically results in termina-
tion of coverage.

But 3% of respondents said that
the employer would pay the pre-
mium if the beneficiary's payment
is late.

In other survey findings:
• 61% of those surveyed said

that it is rare for COBRA-eligible
employees and/or family members
to initially reject coverage and
subsequently change their minds
within the 60-day period they have
to opt for the coverage.

However, 41% said that COBRA

eligibles either sometimes or fairly
often elect coverage within the 60-
day period but change their minds
by virtue of not paying the initial
premium within the required 45
days of election.

• 30% of respondents said em-
ployees have a "good understand-
ing" of their COBRA rights, while
51% said employees have a fair un-
derstanding of those rights.

But, 15% of respondents said
that employees had a poor under-
standing of their COBRA rights.
And, only 4% of respondents said
their employees had a -clear un-
derstanding" of their COBRA
rights.

Free copies of "COBRA: A Cross-

Examination," are available from
the International Foundation of
Employee Benefit Plans, Pubtic
Relations Department, P.O. Box
69, Brookfield, Wis. 53008. 414-
786-6700.
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Opinions

s inspiration remains
HERE IS SOMETHING MISSING this week inBusiness Insurance.

Alfred Malecki, whose name has appeared in
every issue of Business Insurance since the publi-
cation,was founded in 1967, retired last week from
Crain Communications Inc.

Al-as we all know him-was the first advertis-

ing director of BI and in 1970 was promoted to
publisher. Al had been a successful advertising
director with Advertising Age, another Crain pub-
lication, when he was selected by the Crain board
to help launch the then-new Business Insurance
(see column below).

In the 24 years that Al led the BI team, he never
doubted that our editorial product was needed in
the marketplace. He had the vision to see that the
fields of risk management and employee benefits
would become increasingly complex, demanding a
more sophisticated-and frequent-editorial prod-
uct. That convinced him in January 1980 to double
BI's frequency to weekly and to hire additional re-
porters and editors to report the news more quickly
and in more depth.

Also among his many innovations was the crea-
tion of the Business Insurance Risk Manager of the
Year award, inaugurated in 1977 on the 10th anni-
versary of the magazine's publication. Al wanted
to help shine the spotlight on innovation in risk
management. Since then, 14 risk managers have
received the Risk Manager of the Year award, and
another 28 risk managers have been recognized as
members of the Risk Management Honor Roll.

Al inspired those who worked for him to do their
best, to try new ideas and to uphold the editorial
integrity of Business Insurance.

BUS,AESS /SURA465-
092-

While Al's name is gone from the masthead of
Business Insurance, his inspiration is not. That in-
spiration will be most valuable in 1992 and beyond
to the Business Insurance team, several of whom
have been promoted to new positions starting with
this issue (see story, page 4).

To Al's many friends in the business who have
asked what he will do in retirement, he says he is
going to travel, both in the United States and
abroad, to see what lies between the cities and air-

ports he visited during his 34 years with Crain
Communications.

Happy trails, Al. We'll miss you.

Two who made a mark on Crain
By Rance Crain

S CRAIN COMMUNICATIONS Inc. closes outits 75th anniversary year, I'd like to spend a few
minutes talking about two people who have made a
big and lasting contribution to our company: Al
Malecki and Stan Cohen.

When Al Malecki got the call 25 years
ago, he was down in Miami selling ad pages for
Advertising Age. He flew up to Chicago, in his
Florida clothes, right into the teeth of a raging
snowstorm.

Sid Bernstein, then president of our company and
now chairman of the executive committee, wanted to

know if Al would consider becoming ad director of a
new publication my dad had conceived but kept on
ice for 50 years. It was to be titled Business Insurance.

Al thought it was a good chance for advancement,
even though he didn't know anything about the
insurance business.

Before we started Business Insurance, we did some

research. The first two insurance people Al and I
talked to thought it was a lousy idea. After we started
publishing, a major advertiser canceled because of one
of our stories.

But Al never doubted the eventual success of

our new publication, and he established himself
as somewhat of a prophet. When Al was given
the ad director's job, Sid Bernstein said,
"Congratulations, Al. Now, how many ad pages are
you going to sell the first year?" That day, Al became a
prophet because he said, "Maybe 400," and he came in
at more than 440.

Al has never missed a budget since. Well, I guess
he did last year: He's 50 pages over his ad page
estimate, but we're willing to forgive him for that
slight indiscretion.

Now, after 34 years with our company, Al Malecki is
retiring.

Stan Cohen was my first boss. In 1960, Stan was
Washington editor of Advertising Age, and I was fresh
out of college and working for him as a reporter. When
I joined our Washington bureau, I doubled the size of
our staff. (Crain Communications now has about 30

journalists working in Washington.)
Stan was and is a very smart guy. He is of liberal

persuasion, and you'd better have your arguments
very carefully marshaled if you want him to
acknowledge your point of view.

Stan taught me a lot of things about becoming
a good reporter, among the most important of which
was to "look for the dollar sign." That mean that if
there were big bucks involved, chances are that it
was a good story for us. He also was instrumental in
helping Advertising Age develop and nurture its basic
editorial position: What's good for the consumer is
good for the advertising business.

In retirement, Stan continues to care about what
is happening around him, and he believes his words
and efforts have the power to help make change. I'm
very lucky to have had him as my first-and maybe
my best-boss.

Stan Cohen is missed; Al Malecki will be. Both men
are big reasons why Crain Communications had lots to
celebrate during its 75th anniversary year and why we
owe so much to our people, current and retired, who
have helped make this company so much larger and
stronger than when they arrived.

Rance Crain is president of Crain Communications
Inc., which celebrated its 75th anniversary in 1991.
He was the founding editor of Business Insurance.
This column first appeared in Advertisihg Age, Crain's
Chicago Business and Crain's New York Business.
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Air crash costs could reach $100 million
J

By GAVIN SOUTER cargo were unclear late last week spokesman for the airline, Scan- craft's wings flew into the engines,
The hull was insured for $60 All 123 passengers, dinavian Airlines System causing them to fail, the spokes-

LONDON-Aviation insurers million with local insurers led by
mainly Swedes, The McDonnell Douglas MD-80 man said

from Taiwan to the United King- Central Insurance Co of Taiwan aircraft was en route to Warsaw However, the aircraft had been
dom face claims that could top Lloyd's of London broker Ni- survived the SAS via Copenhagen on Dec 27 when thoroughly de-iced before takeoff,
$100 million as a result of three cholson Chamberlain Colls Avia-

crash, along with the its twin engines failed shortly after he said
airline crashes during the last days tion Ltd placed the coverage for takeoff from Arlanda Airport near The aircraft, delivered to SAS in
of 1991 China Airlines six crew members. Stockholm April, was insured for $35 million

The hull of a China Airlines Approximately 70% of the risk The pilot carried out a controlled by Polygon Insurance Co Ltd in
freighter that crashed in Taiwan was reinsured in London, led by emergency landing in a forest in Guernsey Polygon is an under-
was insured for $60 million British Aviation Insurance Group Gottrora, about 20 miles north of writing facility owned by a consor-

The China Airlines 747-200 Ltd vention, but actual payments are Stockholm, the SAS spokesman tium of airlines It is managed by
freighter was en route to Anchor- The loss a few days earlier of a expected to be substantially lower, said Both wings were ripped from Transglobe Underwriting Manage-
age, Alaska, from Taipei Dec 29 nearly new Swedish airliner that sources say the aircraft during the landing, but ment (Guernsey) Ltd , a unit of En-
when it crashed into a hillside 13 was torn apart in an emergency All 123 passengers, mainly spare parts may be salvaged from glish & American Group PLC
miles north of Taiwan's Chiang landing could cost $35 million Swedes, survived the crash, along the wreckage, he said The group of 54 airlines, known
Kai-shek airport, killing all five Liability claims for the Swedish with the six crew members Six The cause of the engine failure lS as the KSSAF group and headed by
crew members aircraft will be capped at 100,000 passengers and two crew members unknown Swedish government in- major European carriers, has a

The cause of the crash and de- special drawing rights ($143,000) were seriously injured, and 40 peo- vestigators are considering the total fleet value of $19 billion At
tails concerning the aircraft's per person under the Warsaw Con- ple were slightly injured, said a possibility that ice from the air- Continued on page 14

Southeast Asian insurance regulation
ASEAN members striving to enhance regional markets A

By REYNALDO A. de DIOS non-life insurance company asso- tion, as well as problems and pros-
clations in the region, held its 16th pects in the industry  ASEAN

CHIANG MAI, Thailand-En- annual meeting at the same venue, The group also elected new offi-   nationshancing cooperation between the Empress Hotel cers Sanit Vorapanya, director
Southeast Asian nations was the Thailand's Mr Devakula said he general of insurance for Thailand's
keynote of recent meetings among hopes that the Fourth ASEAN Ministry of Commerce, was elected
the nations' insurance regulators Summit, to be held this month in chairman, replacing Philippine In-  Philippines
and insurer trade associations Singapore, will be a turning point surance Commissioner Adelita A

"Changes around the globe have for ASEAN economic cooperation Vergel de Dios Law Song Keng,
made it more im perative f or as a number of new measures are insurance commissioner and actu-
ASEAN to move closer together to being developed ary for the Monetary Authority of Thai and
become a viable economic group- He cited as an example Thai- Singapore, was elected vice chair- Brunei 4F
ing," said Thailand Deputy Minis- land's proposal to establish an man of the group
ter of Commerce M R Pridiyathorn ASEAN Free Trade Area within 15 In a special Joint session between
Devakula at the 17th meeting of years, under which all gogds the Assn of ASEAN Insurance
the Assn of South East Asian Na- traded among ASEAN countries Commissioners and the ASEAN In- OWL Sing -

tions would be free of tariffs surance Council Dzulkifli Mohd

Noting that ASEAN will be cele- Mr Devakula added that cooper- Salleh managing director for Ma-
brating its 25th anniversary this ation in insurance has been one of laysian National Reinsurance Ber- - Indonesia

year, he added that "we have yet to the most successful undertakings had and chairman of the council,
show to the world that we are truly in the region due to the strong discussed the effects of globaliza-
a viable economic group " partnership between the commis- tion in the region's insurance mar-

At the November meeting held in sioners and the ASEAN Insurance ket and warned of possible changes
GRAPHIC BY JOHN SMITHERChiang Mai, a city in northwest Council associated with trade liberaliza-

Thailand, the insurance commis- And he encouraged the commis- tion when pushed to extremes underwriting, he said an indigenous institution The
sioners of the ASEAN nations- sioners to explore new avenues to What the insurance company Mr Dzulkifli reiterated the ASEAN Insurance Council in 1982
Brunei, Malaysia, Indonesia, the strengthen cooperation group considers particularly council's endorsement of deregula- created a reinsurance pool that in
Philippines, Singapore and Thai- At the Insurance commissioners' alarming is that without adequate tion but not without some form of 1988 became the ASEAN Reinsur-
land-met to discuss economic co- meeting, regulators presented re- regulation, maJor insurance com- re-regulation ance Corp ASEAN Re has author-
operation in Southeast Asia ports on their respective countries, panies can use their resources and During the Joint session, the ized capital of $30 million Singa-

At the same time, the ASEAN In- highlighting the performance of advanced technology to create council also made a request to the pore ($18 4 million), of which $6
surance Council, an association the insurance industry, changes in price wars and other unfair com- insurance commissioners to treat million ($3 7 million) has been paid
composed of all of the life and insurance legislation and educa- petition that can lead to imprudent the ASEAN Reinsurance Corp as Contznued on page 14

Mentor liquidators shorten timetable
By ROGER SCOTTON up "We're in consultation with our cess-of-loss contracts of legal documents in Bermuda on

HAMILTON, Bermuda-Charles BERMUDA professional advisers now and the "We're looking at a gross figure Dec 3 between Pinnacle and
indications are that this approach of $600 million in future claims Centre Re executives

Kempe is hoping to conclude the will be feasible, but it's too early to from this excess-of-loss book of Yet Mr Kempe Insists that the
6-year-old liquidation of Mentor arrangement that allows the liqui- say for sure " business Our actuaries say that lt Pinnacle settlement, details of
Insurance Ltd within the next five dators to depart from their reg- One reason Mr Kempe is un- is too early to tell, but they believe which were not released, will not
years ular practice of waiting for claims able to say more about this process the figure will probably net out at change the overall course of other

Only two substantial matters re- to mature, would need the ap- lS that the liquidation team has about half of Mentor's liabilities, Mentor liquidation And he pre-
main outstanding-litigation and proval of the Bermuda Supreme few, if any, examples to follow of after taking account of reinsur- dicts that the liquidators' lawsuits
losses-and Mr Kempe, one of two Court and the approval of creditors schemes that have worked in com- ances and after discounting claims could be adludicated by the Ber-
co-liquidators of the failed Ber- representing at least 75% of Men- parable insolvencies Right now, though, the extent of muda Supreme Court in 1993
muda insurer, said both could be tor's liabilities Another reason lS that the liqui- these lS unfathomable and we've "I see no reason why our main
resolved by the end of 1992 "A scheme of arrangement for dators have only just been able to excluded them for the purposes of litigation against Mentor's parent

Although Mr Kempe lS careful Mentor would mean that we don't "get a handle on Mentor's propor- calculating the first dividend " and its auditors Cannot run its

to stress that "could" is not the have to sit here until well into the tional book of liabilities and its re- Mentor's legal affairs are also course inside the next five years,"
same as "will," the liquidator lS next century waiting for Mentor's insurance receivables," Mr Kempe looking decidedly less complex said Mr Kempe "Both actions are
optimistic thatanendmaysoon be claims to come in," said Mr said These liabilities, mostly from these days, following an unex- in discovery and we are now seek-
in sight to Bermuda's biggest liqui- Kempe "We'd be allowed to de- quota-share contracts, are believed pected settlement with Bermuda- ing a timetable with the court so as
dation part from the statutory scheme of to total about $790 million and are based financial reinsurer Pinnacle to progress things further We re-

"We're not doing a 90-degree liquidation, attaching a final value made up of claims from 819 credi- Reinsurance Co Ltd in September main confident of the outcome of a
turn, we're working on the next to contingent liabilities now, but tors this year The deal was described trial "
logical step in an evolutionary pro- with no right to question this value However, the final claims figure at the time as "facilitating" a $63 7 The suit against ODECO alleges
cess," he said of the liquidators' at a later date for Mentor's proportional business million sale of Pinnacle's business fraudulent trading and lS based on
projection "We could end up declaring a 15 expected to come in closer to to Bermuda's burgeoning Centre provisions of Section 246 of Ber-

That step, if it ts taken, may be a full and final dividend in about $600 million, after weeding out Reinsurance Holdings Co Ltd (BI, muda's Companies Act Under this
"scheme of arrangement," put to- five years," said Mr Kempe "spurious claims," allowing for Sept 23, 1991) statute, those found guilty of
gether by the liquidation team "We're at the stage of exploring offsets and applying a 5% discount, The proposed settlement with fraudulent trading "shall be perso-
headed by Mr Kempe in Bermuda our options and we may decide to arrive at a calculation of net Pinnacle, which the liquidators nally responsible, without any lim-
and joint liquidator Nigel Hamil- that this lS an achievable oblec- present value had been suing along with Men- itation of liability, for all or any of
ton in London The scheme would tive " Mr Kempe said the more "un- tor's parent, Ocean Drilling & Ex- the debts or other liability of the
be aimed at placing a present day Despite Mr Kempe's cautious fathomable" claims are those aris- ploration Co, and the accounting company as the court may direct "
value on the size of claims that language, he said Mentor's ac- ing from environmental impair- firm of KPMG Peat Marwick, was In addition, the liquidators are
have still to mature tuaries and lawyers are inclined to ment, toxic tort and asbestosis finally concluded in London on suing KPMG Peat Marwick, alleg-

The scheme, a legally sanctioned give the plan a tentative thumbs losses on Mentor's portfolio of ex- Dec 4 It followed a formal signing Continued on page 14
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In 1866, when the transatlantic cable linked two continents,
The telegraph In the mid 1800's, engineers dreamed of using message, Allendale had been listening and responding to clients

it to bridge the gap between Europe and North America-to cut for 31 years
communication time from one month to seconds But it wasn't In a changing world where events like this shape history, this is
until after nearly an eight-year saga of dedication and persistence our way of reminding you of one progressive, stable company that's
that an Atlantic telegraph cable was successfully laid. And when been in business since 1835

the Great Eastern anchored at Heart's Content to send the first Today, Allendale is an international company bringing engineer-
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Allendale had been in touch with its customers for 31 years.
ing expertise to clients around the world. We continue to shape
the history of loss control with engineering, training, research and
testing, responsiveness and fairness in the way we do business.

Throughout the years we've been more than an ordinary in-
«surance company. Commitment to our insureds goes well beyond
the property coverages we provide.

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

Allendale Insurance/Factory Mutual System ji 
World leaders in property risk management since 1835.
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Air crash claims
Continued from page 11
the Nov. 1 renewal, the group's pre-
mium doubled to $22.25 million (BI,
Nov. 25, 1991).

The liability risk also was covered
by Polygon, but the size of the loss
cannot yet be quantified, a Transg-
lobe executive said.

Although the payments will be
capped at 100,000 SDRs under the
Warsaw Convention, the Swedish

government is expected to pay sub-
stantial compensation directly to the

passengers, reducing the insurers'

own payout, sources say.
Nicholson Chamberlain Colls also

placed the coverage for SAS.
The risk was reinsured in the Lon-

don and international markets. The

lead London reinsurer is The Orion

Insurance Co. PLC., sources agree.
"Undoubtedly these losses will

reinforce the desire of underwriters

to increase premium rates still fur-
ther as they attempt to recoup their
losses of the past three years," said
Jonathan Palmer Brown, chairman of
NCC Aviation.

During the November 1991 re-
newal season, aviation insurance

n elephant is a
fine animal, but

it does not dance very well
or for long on the head of a
pin. At RLI Special Risk,
we relish the agility our
specialized focus provides.
RLI's products are distinctive
both tangibly and
conceptually. Our ability to
quickly analyze and respond
to individual risk proposals
and programs for emerging
industries is unique. We are
in the business of putting
together good deals
stable alliances that benefit

the insured, our producer
and our stockholders. Our

goal is to provide the kind
of service that elicits

comments like these from

Dennis Randolph, of
McAlear Associates, Inc. in

Grand Rapids:

RLI

INTERNATIONAL

rates were already increasing by
200% to 300%.

In another accident on Dec. 22, a
chartered Douglas DC-3A crashed
into a hill in foggy conditions just
outside of Heidelberg, Germany, kill-
ing 28 of the 32 people on board.
Twenty-five of those killed were pas-
sengers.

Colonia Versicherung A.G. of Co-
logne, Germany, wrote the liability
coverage for charter company Classic
Wings GmbH, which owned the 49-
year-old aircraft, according to the
Lloyd's aviation department.

The hull was uninsured. •

66 Operating as a wholesaler
for over 20 years, we

have learned to value

those markets that work

closely with us. RLI has

demonstrated a willingness

to help us succeed in

serving the needs of our

customers. I especially

appreciate their capacity

for target marketing and

ability to research and

develop coverage for

specific products. RLI's

willingness to go the 'extra

step' has convinced us that

this is an excellent market

now and for the future.

9025 N. Lindbergh Drive Peoria, IL 61615
800/445-5468

ASEAN meeting
Continued from page 11
up. Its shareholders are the insur-
ance and reinsurance companies in
the region. Singapore Re Manage-
ment Services Pte. Ltd. underwrites

on behalf of ASEAN Re and is re-

sponsible for the company's adminis-
tration.

In an interview, Ms. Vergel de Dios,
the Philippine insurance commis-
sioner, said the meeting underscored
the importance of cooperation be-
tween regulators and the private sec-
tor. She also cited several accom-

Steve Lindell, Vice President

RLI Special Risk
Hartford, CT

At RLI Special Risk, making
the right selection means
using our underwriters'
proven expertise in the
business. Our people average

over 15 years of creative
challenge. They have been
through several marker
cycles. They know what
works, what endures, what

produces balance between
value and cost.

The personality and
individual judgement of our
people are attached to every
decision. Individual

accountability guarantees
we're concerned with each

and every account. Whatever
the market cycle, we will
continue to deliver

innovative, rational products
with unsurpassed service.
Our customers demand and

deserve no less.

plishments of the regulators'
association:

• Unified ASEAN insurance sta-

tistics.

Since 1981 the ASEAN insurance

regulatory authorities have used a
uniform reporting system to submit
annual statistics on the performance
of their respective national insurance
markets The data is processed by a
technical committee headed by the
Philippines delegation for distribu-
tion to the ASEAN insurance corn-

missioners and other parties.
• Regional mortality studies.
This project prepares mortality

tables for the life insurance indus-

tries in each of the participating
countries. So far, the project has
completed graduated mortality tables
including tables of monetary values
for each country based on the mortal-
ity experience for the years 1976 to
1983. A second set of graduated mor-
tality tables based on a five-year pe-
riod ending December 1988 is ex-
pected to be completed soon.

The group is now preparing to col-
lect data on accidental deaths and

total permanent disabilities.
Several of the ASEAN countries

have already adopted the mortality
tables formulated by the project for
use in determining premium rates
and reserving methods.

• Study of insurance laws and tax
laws.

This project studied the possible
harmonization of insurance lesfisla-
tion and supervision throughout the
region. While the group doesn't seek
to standardize laws or impose unifor-
mity, it hopes to relax or remove ex-
isting legislative restrictions that now
hinder the flow of insurance business

among ASEAN countries.
The group has updated a compre-

hensive comparative table of insur-
ance laws for the ASEAN countries.

• Education and training.
The group has set up specialized

training and continuing education
programs to cope with the increas-
ing demands of the insurance indus-
try. The program so far has offered
six seminars that include specialized
and short-term insurance courses.

• The ASEAN Insurance Council.
The Assn. of ASEAN Insurance

Commissioners played a major part
in establishing the ASEAN Insurance
Council, whose members are the vari-

ous professional associations of pri-
vate insurers in the region.

• Cooperation with other coun-
tries.

The ASEAN insurance community
maintains ties with the United

States, the European Community,
Japan, Canada, Australia, New Zea-
land and South Korea.

The insurance commissioners and

their senior staff recently studied
regulatory and market practices of
Canada and New Zealand as guests
of those countries. I

BERMUDA

Continued from page 11
ing negligence.

Mr. Kempe would not assess
whether the Pinnacle settlement
makes similar out-of-court deals

with the other litigants more or less
likely. He did concede, though, that
actions similar to those the Mentor

liquidators started against ODECO
and KPMG Peat Man*k are often
settled outside the courtroom rather
than in it.

Mr. Kempe said he regards the
proposed $60 million minimum cash
dividend, due to be paid to Mentor
creditors on March 31, as a "con-
structive milestone" in the liquida-
tion (BI, Dec. 2, 1991).

The hardest part, he says, was the
"insurmountable problem" of defin-
ing Mentor's long-tail liabilities.

"This has been a highly complex
liquidation," Mr. Kempe said. "If
we're able to conclude it inside 12

years, Bermuda would have accom-
plished something to be quite proud
of." •



Our new name is

For 5, nc'

AMEV Holdings, Inc. has
changed its name to Fortis, Inc

to more closely identib, our US.
operations with the new worldwide

coiporate entity, Fortis, which
represents the joint activities of

N. K AMEF* and AG Group. The
name creates a single, unfbring

element throughout the broad range of insurance and
otherjinancial services we ofer worldwide. Takenjiom

the Latin word meaning strong, determined, stea#zst
and robust, Fortis underlines the solidity, strength and

security Ofour family of companies...

lime Insurance Company
Fortis Benejits Insurance Company

(formerly Western Life Insurance Company and MBL Group)

American Security Group
Superior Insurance Company

First Fortis Lffe Insurance Company
(formerly Financial Security Life Insurance Company)

United Family Lfe Insurance
Fonts Financial Group

(formerly AMEV Financial Group)

Fonts ltivate Capital, Inc.
(formerly AMEV Venture Management)

Fortis Asset Management, Inc.

*N. K AMErs ADRs trade over-the-counter on the NASDAQ system.
For more infonnation contact Corporate Communications al (212) 323-9800.
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Health spending cause of cost shifting But, firms with burden on large employers and man- v*ie msurance coverage " the report Lewin/ICF also recently contri-
24 or fewer employees received an ufacturers include the cost of uncom- says buted to the report by the Advisory

Continued from page 3 $115 billion "subsidy," the report pensated care, the cost of private in- Mr Baroody noted that about 98% Council on Social Security that rec-
The report lists several factors that found surers and government insurance of NAM's members provide health ommends improving access to heal h

are contributing to the rising cost The report also indicated that em- programs paying less than the cost of benefits to their employees care by promoting employer-pro-
of health care ployers with 25 to 99 workers paid services for some plan members, and "Manufacturing tends to be a high- vided health insurance among small

These include "so-called defensive $14 billion in additional health care so-called inter-employer cost shifts, coverage industzy Consequently, we businesses (BI, Dec 23,1991)
medicine, increasing reliance on so- costs because of cost shifting, em- or the unmsured employees of firms take up the slack for firms not pro-
phisticated and expensive equip- ployers with 100 to 499 workers paid being covered spouses under plans viding co erage," Mr Baroody ex- Copies of "1992 U S Industrml
ment, innovative treatment of such $5 billion and employers with 500 to sponsored by larger firms, explamed plained Outlook" S/N 003-009-00597-3, a-e
illnesses as heart disease, end-stage 999 workers paid $2 billion Don Moran, a Lewm/ICF vp "While no one was noticing, the available for $32 by zonting to New
renal disease, AIDS and cancer, and Of the net $17 2 billion cost shift, One of the main reasons manu- nation's manufacturing community Orders, Superintendent of Docs-

an aging population " the manufacturmg industry's health facturers feel the cost-shifting bite became a sort of national health care ments, PO Box 371954, Plttsburg-1,
The report cites medical malprac- care plans paid approximately $11 5 so sharply lS that these employers system" for much of the rest of the Pa 15250-7954

tice suits as another factor billion, or 66 9%, the report found are providing coverage to emplop- economy, Mi Baroody said Copies of "Report on Employer
Drawing upon estimates made by The next largest cost-shifting bur- ees' dependents who are employed The manufacturing sector of the Cost-Shzftzng Expendttures" are

the American Medical Assn in Chi- den fell on state and local govern- in industries that offer little or no economy is "way ahead of the rest avattable for $10 by wnt:ng to Na-
cago, the Commerce Department says ments, which paid about $5 2 billion, health care coverage, said Michael of America providing health care tional Assn of Manufacturers, Ate:
that malpractice insurance premiums or 30 2% of the net cost shift Baroody, NAM senior vp coverage for the vast majority of its Publications Coordinator, 1331 Penn-
totaled almost $6 billion m 1990 The services sector received the "Of the $108 billion in hospital employees," he said sylvania Ave N W, Suite 1500-North

However, the frequency of medi- largest net benefit from cost shift- uncompensated care, we estimate Mr Baroody also said manufac- Lobby, Washington, D C 20004-1703,

cal malpractice claims has dropped ing roughly $54 bilhon in 1991, ac- that approximately $43 billion (40%) turers' increased burden from cost or by cathng 1-800-637-3005 natzon-
to about eight per 100 doctors in cording to the report iS attnbuted to workers and depei- shiftlng has slowed Investment and wide, or 637-3026 m Washington,
1989, the last year for which the The major sources for the mcreased dents whose employers do not pro- productivity DC

Commerce Department had data,
from a peak of 17 8 claims per 100
doctors in 1985 In 1981, malprac-
tice claims totaled 113 per 100 doc-
tors This policy needs four forms,

And, the report points out that the
price of medical malpractice insur-
ance has declined in recent years

The report notes that some states three rate sheets, two reports,have capped pain and suffering
awards stemmmg from medical mal-
practice cases and credits such tort

reforms with leading to a reduction
in the frequency of malpractice

and ith due in one hour.
claims and medical malpractice pre-
miums

But, the rise in the number of med-

ical malpractice suits during the
19805 still compels doctors to rely
more "on defensive medicme, such as IBM'sgot you covered.
duplicate tests and diagnostic proce-
dures, the use of consultants, more
hospitalization, and extensive docu-
mentation," the report says These
defensive measures add about $15 No matter which line of insurance you're motor vehicle reports. Carriers can use
billion per year to the nation's health
bill, the report says in, the crush of information and the crunch bulletin board and electronic mail services

However, the report also noted
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Utah health costs
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vision of Towers, Perrin, Forster &
Crosby Inc. m Valhalla, N.Y. Mr.
Rinaldo helped Utah determine the
most efficient providers for its pre-
ferred provider organization.

Linn Baker, director-public em-
ployee group insurance at the Utah
State Retirement Board in Sal-. Lake

City, said he has taken a "market-
based approach" that focuses on
price and competition in steering
Utah's successful attack on nealth

care costs.

"It comes as no surprise to me as
an economist to know that the mar-

ketplace isn't working" in keeping
health care costs down for most em-

ployers, Mr. Baker said.
"How can :he marketplace work

when the pec ple who are ordering
or purchasing the care-the coctors

-aren't paying for the care?" Mr.
Baker said.

"Physicians purchase the majority
of health care services; employers
and the government pay for it," he
explained.

However. physicians "don't know
what the price of the care is and they
don't care We as consumers have no

way of knowing before we have some
major medical situation occur what
the cost is going to be," he said.

Mr. Baker said he believes the ele-

ments of managed care, like pre-
ferred provider networks and utiliza-
tion review, are -necessary" but
added that ''they don't seem to be
controlling the costs."

"It seems to me people ought to
be talking about why the market-
place isn't working and what we can
do to make it work," he asserted.

Under :he Utah Public Employ-
ees Group Health program, employ-
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ees and retirees can enroll in a self-

funded traditional indemnity plan, a
self-funded managed indemnity plan
with a PPO feature--at a lower cost

--or two health maintenance organi-
zations (see story, page 20).

Half the plan members are enrolled
in the managed indemnity plan with
the PPO feature, 41% in the tradi-
tional indemnity plan and 9% in the
HMOs.

The first step in designing Utah's
system was setting up a PPO eight
years ago, Mr. Baker explained. That
was done after studying provider
profiles to screen out those who were
inefficient, he explained.

A year and a half ago, the screen-
ing process for 1,700 primary care
physicians was greatly enhanced by
the use of statistical criteria known

as Harrington Patterns, which are
used to measure proper patterns of
treatment.

Business Insurance, January 6, 1992 / 17

The criteria were developed by a
physician, Donald Harrington, who
founded a company called Coneur-
rent Review Technology Inc. in Shin-
gle Springs, Calif., to license the cri-
teria, TPF&C's Mr. Rinaldo
explained.

The Harrmgton Patterns were de-
veloped by using a series of "con-
sensus panels of board-certified,
knowledgeable physicians" who
agreed on certain treatment norms
for various procedures, according to
Mr. Rinaldo.

Mr. Rinaldo and TPF&C helped
process the data on providers fur-
nished by the state of Utah and,
using the Harrington criteria, deve-
loped a set of reports and physi-
cian profiles for the state.

The Harrington Patterns not only
helped Utah choose panels of physi-
cians but also help the state contin-
ually review and adjudicate treat-
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ment, Mr. Baker added.

For example, one Harrington cri-
terion is the maximum number of

office visits normally required for
treatment of a specific illness as well
as the tests normally prescribed for
that condition. "A physician who
routinely exceeds this maximum is
identified as potentially aberrant,"
Mr. Rinaldo said.

The Harrington Patterns are "a
very powerful screening tool that
really allows you to identify the most
questionable physicians in an area
and does so using clinically validated
criteria, so you can approach a physi-
cian on a professional basis and dis-
cuss the reasons why his profile is so
far from the norm," Mr. Rinaldo said.

"We found that some physicians
as much as 80% of the time were

ordering lab tests that had nothing
to do with the diagnosis," Mr. Baker
explained.

In addition, TPF&C periodically
provides Utah with updated infor-
mation on the providers' Harring-
ton Patterns. "We do the analysis
and present the results on a con-
tinuous basis to ensure that the (phy-
sician's) behavior has in fact been
modified," Mr. Rinaldo said.

In addition to more accurate pro-
vider selection criteria, the Utah plan
also has negotiated standardized fees
for bundled services-or so-called

global fees-for 95% of surgical pro-
cedures.

A year and a half ago it expanded
those fees to include a "facilities

charge" and anesthesia charges for
outpatient services.

"Eight years ago we found there
were consultants out there who were

increasing physicians' incomes by
telling them how to unbundle their
services," Mr. Baker explained.

"Then they come to the insurance
companies and the claims payers and
teach them how to bundle them back

up. It's like a game we're playing," he
continued.

"A la carting" has always been
a problem, he said, but it recently
has become much worse, with doc-
tors "feeling the pinch" of managed
care and greater competition for the
health care dollar.

By negotiating global fees with
providers, the Utah plan is assured
of stable prices for procedures. *

For example, "a normal delivery
is $1,000," Mr. Baker said. "Doctors
are told, 'We don't care whether you
do an ultrasound or other tests, the
fee remains $1,000,' " he said.

Global fees were developed in-
house with input from the medical
community. The state adopted as the
fee it would pay the 50th percentile
of physician charges for a group of
services essential to a certain proce-
dure, like child delivery.

Using the same method, Utah also
has negotiated fees for office proce-
dures, Mr. Baker said.

Once a physician completes a pro-
cedure, like a delivery, the physician
receives immediate payment by de-
positing a medical claim draft into
his or her bank account.

"Physicians have to call us when
the baby is d6livered, and we give
them an authorization number for

their draft" so the drafts can be de-

posited, Mr. Baker explained.
"Physicians like it because it's im-

mediate cash-it eliminates the
claim. We like it. It controls utili-

zation, plus it gives us a very good
price," he said.

Doctors attach a copy of the medi-
cal claim draft to the itemized bill

when it's sent to the plan, and the bill
is retrospectively reviewed for appro-
priateness.

The Utah plan also has negotiated
global fee arrangements with Univer-
sity Hospital in Salt Lake City, which
is affiliated with the University of
Utah, and LDS Hospital m Salt Lake
City for heart transplants and with
University Hospital for bone marrow
transplants.

The fee is the same regardless of
whether the patient is covered under
the state's traditional indemnity plan
or the plan with the PPO option.

And, the fee structure places
Continued on next page
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Utah health costs
Continued from previous page
University Hospital at risk for part
of the cost of bone marrow trans-

plants. Under this arrangement, the
plan pays a base fee of $90,000, and
the hospital is at risk for the next
$70,000, if those costs are incurred.
Costs beyond that $160,000 level are
shared equally by the hospital and
the plan.

Utah's preventive care program is
also cost-effective in that it does not

pay indiscriminately for a "generic"
routine physical exam. "A routine
physical exam can cost $300 and in-
clude a lot of unnecessary tests," Mr.
Baker explained.

"So we went to the health depart-

ment and found out what people
were at risk for at different stages of
their lives, and what we should be
paying for that is cost effective," he
explained.

For routine physicals, the plan
pays for only those tests specified
as appropriate for the member's age.

Other cost-containing elements in
the Utah plan include.

• Partial premium rebates for
members enrolled in the PPO with

few claims.

Utah encourages employees to join
its PPO-and to stay healthy-with
its "Prevention Plus" program, which
offers premium rebates of up to $240
per family, $160 for a family of two
and $120 for individuals with few
claims.
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The rebates decrease as a mem-

ber's claims costs rise.

• Encouraging rural members of
the traditional indemnity plan to ask
non-PPO providers to accept pre-
ferred provider fees.

Those employees had been will-
ing to drive long distances and use
preferred providers for some outpa-
tient services in return for lower co-

payments.
But, rural hospitals were com-

plaining that they were losing a great
number of patients, Mr. Baker ex-
plained.

So plan members were encouraged
to persuade rural providers to charge
the preferred provider price.

• Paying employees to exercise,
stop smoking and make other life-
style changes to reduce their health
risks.

Utah pays the cost of employees'
attendance at a workshop on life-
style changes and then pays them
for making healthy changes to their
lifestyle. For example, an employee
can earn $100 by givmg up smoking
and up to $60 a year for exercising
regularly.

What makes the program effective
is "not the money-it's the incentive"
to make changes that ultimately con-
trol the cost of health care for those

employees, Mr. Baker said.
Last year, 4,067 employees at-

tended the workshops. Of those,
1,476 received a bonus for exercis-
ing, 843 received at least $30 for
losing weight, 139 received a bonus
for lowering their cholesterol level,
77 received the smoking cessation
bonus and 57 received a bonus for

lowering their blood pressure.
• Devising prescription drug reim-

bursement schedules that encourage
employees to shop for the best price
for drugs and immunizations.

Utah has set up its own drug card
program, after unsuccessfully trying
out a program from a large drug
company.

That company "approached us sev-
eral years ago and offered us a drug
card for wholesale purchases, and the
first year our costs went up 80%,"
because"it was too easy to use our
drug card. After a $3 to $5 copay-
ment, the consumer doesn't know
what the drug costs. Even if he's
using the more expensive drug, it still
costs only $5," Mr. Baker explained.

Since the large drug company
could not make the changes the Utah
plan wanted, "we decided to do our
own drug card program. Currently,
our preferred druggists will accept
90% of wholesale as payment in full.
If our employees go to the preferred
druggist, they have to pay 10% and
the dispensing fee, so our cost is
80%," Mr. Baker said.

As for the dispensing fee, the drug-
gists were told, "Set whatever fee you
want, but our cardholder's have to
pay it, and we're going to tell them to
shop around for the best dispensing
fee," he continued. The result was
"our average dispensing fee went
down about 40%. The marketplace
worked," he asserted.

The Utah plan also encourages its
employees to be smart consumers
when it comes to children's immuni-

zations. "Some pediatricians are
charging $38, but the health depart-
ment charges only $16" for immuni-
zations, Mr. Baker explained.

"So we said we'll give the em-
ployee $15 and the employee will
choose whether to make the large
copayment," Mr. Baker said. "And,
it's working."

Even with all of these efforts, Utah
believes its health care costs will in-

crease by 10% in the fiscal year end-
ing June 30, 1992.

Aggressive techniques can do so
much, Mr. Baker said, "and after
that, we're in the stream like ev-
eryone else."

So, beginning in July, the Utah
plan will become even more aggres-
sive in attempting to control rising
costs by establishing a "Designated
Service Plan."

Through this program, the state
will designate the most efficient pro-
viders for 20 high-volume inpa-

Continued on page 20
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Utah health costs

Continued from page 18

tient procedures.
Initially, members of the PPO and

the indemnity plan will be able to use
the designated service providers and
receive more generous benefits than
if they used preferred providers, Mr.
Baker explained.

The state envisions later expand-
ing the designated service plan and
making it a stand-alone plan, like
its PPO. A lower premium for the
designated service plan would be an
incentive for employees to join.

The program will be phased in over
the course of a year.

The plan is an attempt "to inter-
vene before the selection" of pro-
viders, Mr. Baker explained. Em-
ployee health care booklets will
feature categories of services with the
designated providers listed in each
category, he said. The booklet will be
designed "as an educational tool for
employees," with details and expla-
nations of the costs of procedures,

%6 %»/

1

Mr. Baker said.

Utah also is attacking cost in-
creases in its HMO arrangements.

In its negotiations with its two
HMOs-FHP Health Care of Foun-

tain Valley, Calif., and Intermoun-
tain Health Care of Salt Lake City-

Utah specifies that it wants a three-
year contract and that annual premi-
urns cannot increase more than the

increase in the Consumer Price Index

for medical care in Utah.

Utah also insists that there not be

any provisions in the HMO benefit
package-like a cap on the prescrip-
tion drug benefit-that result in ex-

cluding high-risk individuals.
"We're also concerned that the

HMOs selected have panels of phy-
sicians that don't overlap. We refer
to that as a vertical system. We want
these vertical systems to compete
with one another, and if you're offer-
ing the same benefits · and the same
providers, I'm not sure you've really
accomplished one of the reasons
you're offering alternative plans," he
explained. I

Choice of two

indemnity plans
offered by Utah

SALT LAKE CITY-Utah self-
funds and self-administers the two

indemnity plans it offers the state
government's 75,000 workers, early
retirees and dependents.

An indemnity plan with a manda-
tory preferred provider feature,
called Preferred Care, pays 100% of
surgical costs. The employee pays a
10% "facility charge" copayment,
which is capped at $500, for hospital
or outpatient surgical procedures.

Employees also must pay a $10 co-
payment for office visits and labora-
tory fees if the patient uses a pre-
ferred provider. If lab fees exceed
$50, the employee has to pay 10% of
the total.

There is no deductible.

As an incentive to enroll in the

managed care plan, the Preferred
Care plan has much lower premiums
than a traditional indemnity plan. In-
dividual coverage costs the employ-
ees $3 a month, and family coverage
costs $8.11 a month.

Under the traditional indemnity
plan, the state pays the reasonable
and customary charges for surgery,
and the plan member pays any costs
above that amount.

Plan members also pay a 10% fa-
cility charge copayment for hospi-
tal and outpatient surgical proce-
dures, which is capped at $500.

For outpatient services, including
physician office visits and lab tests,
the state pays 70% of charges and
plan members pay 30%.

Like the Preferred Care plan, there
is no deductible under the traditional

indemnity plan.
The state believes that the struc-

ture of its traditional indemnity plan
is the same as imposing a 20% coin-
surance requirement and a $100 de-
ductible, yet its plan is easier to ad-
minister.

Individual coverage costs the em-
ployees $14 a nionth and family cov-
erage costs $40.40 month.

In addition, Utah has established
a network of providers for certain
outpatient surgical procedures that
members of either indemnity plan
can use in return for lower copay-
ments. The state will waive half of

the copayment for the facilities
charge-or 596-if a plan member
uses these providers.

Health maintenance organization
premiums and benefits are similar to
those in the Preferred Care plan "by
design," since that plan competes
with the HMOs, said Linn Baker,
director-public employees group in-
surance at the Utah State Retirement

Board in Salt Lake City.
The state wanted a "level play-

ing field" to make sure the HMOs'
benefits were not better than the

state's own plan, Mr. Baker ex-
plained.

-By Louise Kertesz
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Caugh n the cross-fire
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How agents make the most of front-line duty in the insurer-customer conflict
By SARA J. HARTY

While the insurance-buying public has not actually de-
clared war on insurers, peace is not yet at hand, either.

And, when skirmishes flare up between the two sides,
agents and brokers find themselves caught in the cross-fire.

But this precarious positions has its advantages. As the
intermediary between insurance companies and policyhold-
ers, agents "are probably the best link to provide an accurate
perception of what the problems are and aren't," said Chuck
Hembree, executive vp of the Clark-Lami-Hembree Agency
in St. Louis and state president of the Professional Insurance
Agents of Missouri.

Communication efforts are crucial to that role, agents re-
port, and help improve their own image and that of the insur-
ance industry in general.

Agencies use a variety of techniques to tailor their mes-
sages and get them out to customers, potential customers and
the public at large. Among the options are educational se-
minars for policyholders, efforts to promote agents as sources
for local reporters and agent-formed consumer-advisory
groups.

Many policyholders harbor fewer ill feelings toward their
own agent or broker than toward other agents or the overall
insurance industry, several agents agree.

"The typical insured doesn't even know who their insur-
ance company is; but they do know who their agent or broker
is. It's easier to take potshots at someone you don't know,"
suggested George C. Hill, vice chairman of Rollins Bur-
dick Hunter of Northern California in San Francisco.

Insurance companies seem to make an easier target for the
public because they are further removed from consumer con-
sciousness, agreed Thomas Corkhill, owner of the Thomas E.
Corkhill Insurance Agency in Orlando, Fla.

.Indeed, unless a policyholder is involved in a claim, he or

she may never have one-on-one contact with the actual in-
surer. But personal contact with the agent is a necessity.

This, Mr. Corkhill suggested, gives agents the chance to be
there with a "front-line response" to client questions-some-
times even before they are asked.

Agents personally explain to policyholders the reason be-
hind rate increases, or why the policyholder's coverage does
not apply in a particular situation. But they also have an

opportunity "to explain what we
are doing for (policyholders),"

PVH/17r'S
explained Mr. Corkhill.

/NS/DE Still, negative public percep-
tions of the insurance industry

Lights, are "absolutely a problem for
camera, agents" as well as for insurance
action companies, Mr. Hembree said.

"In many eases people don't
know the difference between

What do Ted Koppel and
agents and the insurance com-

Pat Buchanan have in
pany," pointed out Charles K.

common? The insurance
Hennessey, owner and president

agent that places cover- of Anderson & Watkins Associ-
age for their TV shows, ates Inc. in Portland, Maine.
Walter Coady. Far from When asked who their insurance
the lights of Broadway or company is, many consumers first
Hollywood, the Maryland give the name of the agency, he
agent is making his mark said. And that can't help but re-
in show business.

fleet badly on agents, he said.
Page 2OF Part of the agent's job "is just

to make people aware that things
can happen," said Donna Has-

kins, vp of Parker-Haskins Insurance Inc. "They need to have
a 'Plan B'-to imagine a worst-case scenario and what they
would do if it arose."

In-house seminars are used to build consumer relations at

the Dodge City, Kan., agency. Eight to 10 policyholders are
invited to hear an outside expert address a topic like workers
compensation. The seminars are strictly educational; no ef-
fort is made to sell any additional policies.

At Cal Insurance & Associates in San Francisco, a con-
sumer advisory panel is the "cornerstone" of an outreach
program. The 18-member panel includes personal and com-
mercial lines clients and "consumer-sensitive" community
representatives who do not necessarily purchase their cover-
age through the agency, said Scott Hauge, president of the
agency.

Twice yearly, the panel meets for 11/2 hours to discuss gen-
eral industry as well as agency- specific issues. And through-
out the year the members receive material from Mr. Hauge
updating them on industry news and new consumer legisla-
tion. Various members are also asked to review and comment

on agency marketing brochures before they are sent out.
Panel suggestions are used in the agency's marketing. For

instance, the suggestion was made-and adopted-to ac-
knowledge that "insurance is a necessary evil" when market-
ing coverage.

To evaluate its service efforts, the agency also sends a
"19th Hole Survey" to random accounts. Thank-you notes
are sent to everyone who answers the 15-question survey, and
those who give negative comments are called to further
discuss their problems.

In addition, every policyholder who submits a claim re-
ceives a form asking how the claim was handled. Responses
are compiled according to the insurance company handling
the claim, and copies of the responses are sent to insurers.

Like insurers, agents find that they have the best opportu-
nity to prove themselves when the insured submits a claim.
Not only can the agent demonstrate good, prompt service, but
the claims process provides another opportunity for the

Continued on next page
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Customer relations
Continued from previous page
agent to resolve any issues bothering the insured
(see story, page 2OD).

Agents who fall short of customer expecta-
tions may or may no.t get the opportunity to
repair the damage.

"The 80-20 rule applies here," said Mr. Hem-
bree. Twenty percent of clients who have a
problem with the service call to complain; 80%
just never return, he explained.

"We generally take a complaint as a compli-
ment," Mr. Hembree added. It means that the
policyholder feels "tied closely enough to us
that they want to see what the problem is and
want to try to salvage the relationship," he ex-
plained.

Besides programs that agents set up on their
own, formal programs established by trade
groups can serve as a guide for agents that what
to expand their own customer and community
relations efforts.

The Agents and Community Together pro-
gram sponsored by the National Assn. of Pro-
fessional Insurance Agents has proven popular
among agents.

Agents can purchase resource kits from the
PIA that include tips on speaking in public,
background materials, a sample speech that can

be adapted to suit the agent's needs and a list of
questions and responses to help prepare for
question-and-answer sessions.

The PIA has available kits that cover topics
from workers comp to youth programs for
agents interested in speaking to high school stu-
dents about insurance.

"The ACT program is a great resource," Mr.
Hembree said. The material provided "clarifies
and helps us put in perspective" the topic being
addressed.

By providing statistics and background ma-
terial, the packets save agents a lot of home-
work time, he said.

The Key Contact program sponsored by the
Independent Insurance Agents of America con-
tinues to expand. The program provides train-
ing to agents interested in acting as contacts to
the press.

Currently, 147 agents act as contacts in 12
states, with agents in 10 additional states plan-
ning to join the program in 1992.

"The program is designed to help improve the
image of the insurance industry," said Mr. Hen-
nessey of Anderson & Watkins Associates.

Under one portion of the program, agents
contact newspapers and explain the facts after
stories with misleading information are pub-
lished.

For instance, one local newspaper story indi-

cated that a woman involved in an accident was
able to receive coverage for her car repairs
under her uninsured motorists coverage.

Mr. Hennessey contacted the reporter and ex-
plained that uninsured motorists coverage only
covers bodily injury, not property damage. The
reporter checked her source and the paper ran a
correction; the repairs had actually been co-
vered by the driver's collision coverage.

Local reporters also use Mr. Hennessey as a
resource, contacting him when they need clari-
fications or to get an insurance angle on a story.

Catching the eye of local reporters is not al-
ways so easy, though.

"Sometimes it's real hard to get anyone's at-
tention at the newspaper office-that this is an
issue that affects your readers," said Ms. Has-
kins, who has been a key contact in Kansas
for just more than a year. The size of Dodge
City-population 20,000-also makes it more
difficult to attract attention to insurance issues,
she said.

Many agents bypass the general media and
send out their own newsletters. Most address

topical issues of insurance or business for per-
sonal- and commercial-lines accounts. Fre-
quency varies by agency: Some send their let-
ters out monthly, others only quarterly.

Lately, though, budget constraints have
forced some small agencies to cut back on
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newsletters or other customer-outreach efforts.
Anderson & Watkins, for instance, used to

spend about $20,000 a year on monthly news-
letters, advertising and other community rela-
tions work.

Times have changed. Now, instead of sending
out monthly newsletters, the agency sends out
informative letters when various issues seem to

call for special attention-and then only to cer-
tain accounts.

For example, when the state began requiring
car owners to show proof of auto insurance be-
fore they could register their cars, the agency
sent an informational letter to its personal-lines
auto accounts.

One simple way for agencies to maintain a
presence in the community is for agency em-
ployees to become active in various community
organizations.

"I pride myself in doing more than just writ-
ing insurance policies," Mr. Hauge added. He is
active in 23 business and community organiza-
tions, including the Small Business Council and
a commission on juvenile-delinquency preven-
tion.

Anderson & Watkins continues to donate time
and money to non-profit organizations like the
United Way. And Mr. Hennessey is a'member of
the Rotary Club, while another employee is a
member of the Lion's Club. m

Defusing fears on ratings, withdrawals
By SARA J. HARTY

High-profile insurance insolven-
cies and the uneasiness created by
falling insurer ratings are causing
agents potentially thorny customer
relations problems.

In addition, agents can face a
customer relations nightmare
when insurers stop writing certain
types of coverage or withdraw
from individual states.

In both cases, agents and brokers
say the problems can be overcome
with prudent actions and customer
confidence that has been built up

. over the long term.
For agents and brokers, cus-

tomer faith was jarred most re-
cently and most severely by the
state seizures of Executive Life In-

surance Co., the largest U.S. in-
surer ever to fail, and Mutual Ben-
efit Life Insurance Co., an old,
conservative blue-chip company.

In California, where Executive
Life is based, "the issue of solvency
of insurance companies is very im-
portant," said George C. Hill, a
vice chairman with Rollins Bur-
dick Hunter of Northern California
in San Francisco.

Most of Executive Life's busi-
ness was composed of individual
life insurance policies and annui-
ties and guaranteed investment
contracts written for pension
plans, but that was of little com-
fort to property/casualty insurance
buyers.

"The consumer doesn't know the
difference, especially since there
were so many rank-and-file people
whose employers had invested in
Executive Life," Mr. Hill said.

And California consumers, he
added, have not forgotten the spec-
tacular 1987 liquidation of Mission
Insurance Co., another California-
based company (BI, Feb. 9, 1987).

"Most prudent brokers have al-
ways stressed the importance of
solvency, now it is even more cru-
cial to keep an eye on the ratings,"
Mr. Hill said.

At RBH, as at other major bro-
kerages, a security committee pro-
duces an -approved market list"
for its brokers by analyzing insur-
ers' annual reports and ratings
from A.M. Best Co., Standard &
Poor's Corp. and Moody's Investor
Service Inc.

Smaller agencies lack that sort
of resource, but they still are
growing more careful about in-
surer security.

"We don't sell policies for com-
panies that we feel are on the
edge," said Donna Haskins, vp of
Parker-Haskins Insurance Inc., a

'We don't sell policies for companies that we feel
are on the edge,' says Donna Haskins, vp of

Parker-Haskins Insurance Inc. in Dodge City, Kan.
If the insurance companies 'aren't going to be

careful, then I have to be careful.'

Dodge City, Kan., agency with pre- mium volume of $2.3 million
If the insurance companies

"aren't going to be careful, then I
have to be careful," she explained.

Some agents counsel taking a
pragmatic, "realistic" approach
with customers who are uneasy
over the latest reports from rat-
ing agencies.

An insurance company that
drops "from an A + to an A isn't
really an issue," contends Tom
Corkhill, owner of the Thomas E.
Corkhill Insurance Agency in Or-
lando, Fla.

Brokers and agents can't "know
about a ratings drop until it takes
place," said Dell Van Gilder, presi-
dent of Van Gilder Insurance
Corp., a Denver agency with $59
million in annual premium volume.

At that time, Van Gilder would
contact the executives at the insur-
ance company to see what their
plans are, and if necessary, contact
clients to discuss how to handle
renewals, he said.

Concerned policyholders who
call when their insurer has
dropped in the ratings must be told
the "reality" that not even an
A + company can be "guaranteed"
not to go under, warns Charles K.
Hennessey, owner and president of
Anderson Watkins Associates Inc.
in Portland, Maine.

As proof, he cites Mutual Ben-
efit Life, which carried an A rating
from Best until shortly before it
was taken over in July by state reg-
ulators (BI, Aug. 5,1991).

Mr. Hennessey points out what
he considers another weakness of

insurer rating services: their treat-
ment of foreign companies. Ander-
son Watkins sells policies for a
large foreign insurer that "has
more money than most countries
have," he said, but is rated B be-
cause the rating agencies do not
take into account all its foreign
holdings.

Agency clients are told the situa-
tion and offered the opportunity to
choose an A-rated company,
usually at a higher premium, Mr.
Hennessey said.

On those occasions when a client

asks him to do what's best, Mr.

Hennessey said he generally pro-
tects himself by putting the policy-

holder with an A-rated company,
even though he has confidence in
the foreign insurer.

Mr. Corkhill, the Orlando agent,
says he has not had to confronta
significant drop in the ratings of
the insurers that he represents. But
he has not been so fortunate with
market withdrawals.

In one sense, customer concerns
over specific withdrawals may be

 easier to assuage than the moregeneralized concern with ratings

downgrades.
When an insurer plans to with-

draw from a particular line of cov-
erage, "we hope to know before the
general public," said Mr. Corkhill.
This gives the agency time to call
its customers and let them know
that the agency is aware of the
problem and is working to find a
new insurer.

"If a market doesn't want work-
ers comp, we have other companies

Continued on next page
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Ratings, withdrawals partner with Englehardt/Cooke & Associates "We notified our clients ahead of time accounts for whatever reason, have a prob-
in Metairie, La, which has premium volume and explained that the company had made lem," he saidCont:nued from prev:ous page of $8 million a business decision that it could not make a Replacing coverage is not easy when thethat do," he noted When given proper no- Satisfied customers have confidence in the profitable return on business in the state client purchased only auto insurance or is

tice, the agency can quote the new price to agency and are more likely to trust the We made lt clear that lt had nothing to do elderly, acknowledged Mr Cooke "Some-
the client, who then can decide whether or agency's efforts to find a new market for with them," Mr Hennessey said times we just can't do it and refer the clientnot the new insurer is acceptable their coverage, he said Another insurer agreed to buy the entire to other markets "

With only 30 days' notice before a with- Receiving a non-renewal notice can be a book of business from the agency "We're not so selfish as to try to retain a
drawal, a "rush Job" is required Sixty days' traumatic experience, Mr Cooke explained, Van Gilder, the Denver agency, has fared piece of business if it is to the customer's
notice is "a little short" but ndt a crisis situ- and clients who haven't heard from the well when insurers stop writing a certain detriment," he said But "we have to be
ation, and 90 days' notice is within the nor- agency are likely to assume that the agent line Most accounts have been transferred, very careful with our referrals to alterna-mal parameters of finding a new insurer, Mr lS responsible to some degree and most often the new insurer's prices and tive markets" as well, since some substan-Hennessey said When a large multiline insurer recently service are as good as the previous one's, dard companies are in danger of becoming,When an agency needs to find a replace- pulled out of Maine, Anderson- Watkins had said Mr Van Gilder, the agency president insolvent, he said
ment Insurer, tt helps to have satisfied, long- about four months to replace its book of "Those agents-and I'm sure there are a "I'd rather advise them to use the assignedterm customers, said James J Cooke Jr, a business number-that are not able to transfer their risk pool," he said .

Disasters test agencies' mettle
2ErA chance for service to shine when customers need it most

P.

By SARA J. HARTY 1
much faster

-tDisasters require the agent to 'be prompt and Disasters require the rs.5:

tarophs dtdte strngthorfan honest in their response and to help these agent to "be prompt and
A

honest in their response ·e,«riIn-r 77..e:prli iagent's service capabilities people,' says Clay Owen of Bay Insurance. 'They and to help these people," R.....-But, agents who are prepared to 2,1*lets#J.
Mr Owen said "The

act promptly and efficiently when rely upon you for insurance advice, which is the rely upon you for insur- -.-,•,= r=-,catastrophe strikes can make a dif-
role of the independent insurance agent.' ance advice, which is the -3-4ference in how well' their clients

role of the Independentweather the storm
insurance agent "

nWhen Hurricane Bob swept Much of that advice

through Massachusetts on its way boat yard in Marion, Mass, which storage facilities, had to be opera- concerned issues that
up the East Coast last August, it suffered an estimated $70,000 to tional in short order And that re- arose only after claims
damaged or destroyed hundreds of $100,000 in insured storm damage, quired attentive service from its were submitted And
pleasure and commercial boats couldn't let the crisis prevent it insurance agent much of the advice was a
The tempest also wreaked havoc on from seizing the opportunities Immediately after the storm hit function of the 1nferno,
the marinas and boat-repair shops created by the natural disaster Burr Brothers, Dennis Joaquin, which was intense enough

6 4in its path The company, which services and controller of the boat yard, tomelt cars and their en-  4/i'N =But Burr Brothers Boats Inc, a repairs boats and provides winter snapped dozens of Polaroid photos gine blocks
of the damage A representative For instance, burned
from his agency, Brewer & Lord in ground soil was crystal- / ·1 4. 4 4; t. A 4&NY %
Braintree, Mass, was able to ac- hzed eight inches deep, Disasters like the Oakland fire, whose toll
commodate Mr Joaquin's schedule leaving toxins in the soil is shown here, challenge service abilities.

PROFESSIONAL to meet with him and tour the fa- that had to be removed
cility before homes could be rebuilt Bay son Watkins Associates Inc in

The two reached general agree- Insurance warned policyholders to Portland

LIAmITY INSURANCE ment as to which damage was in- obtain hold-harmless agreements However, one area in which he,
sured and which was not The com- from contractors who removed the and other independent agents were
pany does not c a r ry f 10 o d toxins, so that the homeowner lacking, he said, was mass commu-

FOR LAWYERS insurance, so any damage caused would not later face some kind of nication efforts

by accumulated water rather than environmental claim While many agents for direct
high winds was not insured, ac- Agency employees also en- writers were prepared with radio

WHO NEVER MAKE cording to Mr Joaquin At that couraged policyholders to com- and TV announcements featuring
point, partial payment was made plete a detailed inventory of all 800-numbers to call for claims in-
to enable the company to start re- items lost in the fire and mail it to formation, "we as independent

MISTAKES.
pairs their insurer--even after the value agents had no plans to run ads

After the priority repairs were exceeded their policy limits The with our companies," Mr Hennes-
completed, other repairs were more inventory would provide documen- sey said
or less placed on hold while the tation for a casualty claim tax de- Such ads, he said, would bolster
shop handled ltS onslaught of busi- duction for damages in excess of the image of independent agentsIN INSURANCE. ness, Mr Joaquin said Currently, insurance reimbursement following a disaster
about two-thirds of needed repairs In other instances, agency em- Local agents in Maine are work-
have been made ployees were able to speed up ing with the Independent Insur-

So far, Burr Brothers lS satisfied claims handling by acting as me- ance Agents of Maine to develop a
S#SES,jAE</rEVI//65= with the way the claim has been diators between insurance com- general fund that could be used to

handled However, Mr Joaquin re- panies and policyholders finance such ads

serves ]udgment until "we get Agency preparedness prior to a Generic independent-agent ads
down to the nitty gritty " But be- disaster is key to a quick response could tell listeners to contact theirLet's face it -, u 5 II H - effectively to all cause he was pleased with the way Something as simple as stocking agent with questions, or if unableLawyers who 5 11 %-

1 LJUS: your policy quef- the agent and the insurer-Com- plenty of loss forms so that a sud- to reach their own agent, to con-
mercial Union Insurance Co of den rush of claims won't deplete tact any independent agent, who 1make mistakes / tions and claims
Boston-handled claims from Hur- the supply can be important, said could then point them in the rightmust have profes- They offer the
ricane Gloria in 1985, he expects Joseph I Quin, president of Allan directionsional liability Er- vi<411,Mim- - thorough service the process will run smoothly this M Walker &,Co Inc in Taunton, Besides being prepared to handle

protection And =:==-----L--1 and quahty cover- time Mass a sudden influx in claims following
It was another disaster, the fires Mr Quin also keeps a couple a disaster, agents must also takethose who don't, age that you and

that ravaged a residential neigh- manual typewriters on hand so steps to prepare their clients forbetter have it Because sooner or your chents demand borhood m the hills of Oakland, claims forms can be prepared even catastrophes that could occur
later, they too will be sued Jamison's years of expenence Calif, in October, that allowed Bay if the power is out Every other year the Clark-

Insurance Brokers of Dublin, Although his agency does not, Lami-Hembree agency sends out aFor any lawyer working in m professional hability insurance
Calif, to test ltS preparedness for many larger agencies in storm- mailing to remind clients thattoday's litigious society, Jamison will comfort your clients and wide-scale emergencies prone areas do have emergency earthquake protection is available,

Special Risk, Inc offers secure and strengthen your bottom kne Although Bay Insurance is 10- generators that could provide said Chuck Hembree, executive vp
' comprehensive insurance cover- For more information on cated about'20 miles from the enough power to run electric ty- His agency lS based lS St Louis,

scene of the fire, employees were pewriters, fax machines and pho- which lies on the New Madridage, essential to the practice of how you can help those lawyers able to figure out which customers tocopiers, he noted fault
law who say they don't really need could be affected by searching A communication plan for The agency periodically mails

their computer files for ZIP codes reaching affected policyholders is out pamphlets from the AmericanAs a facility manager for an any, call Sean Pattwell today at
that fell within the devastated re-, also important Red Cross that discuss earth-international insurance giant, Jamison Special Risk, Inc
gion Because widespread areas can be quakes, the Richter scale and ac-Jamison responds quickly and 201/731-2092 Agency employees then called without phones and electricity tions to take prior to and after a

JSR
these policyholders to see if there after an event like a hurricane, quake
was a claim "We found that if they radio lS a good way to reach poli- The efforts "educate them and
were at work, that was usually a cyholders, who are likely to have a protect us" from clients who after
good sign," noted Clay Owen, a vp battery-operated model available, a quake might claim they were
with Bay Insurance Mr Quin said never told of earthquake coverage,Jamison Special Risk, Inc. ZIP code searches allowed the "By and large our clientele explained Mr Hembree
agency to reach at least some poli- seemed happy" with the service A "bad loss period is an opportu-300 Executtve Dnve, West Orange, New Jersey 07052 cyholders before they had time to they received after Hurricane Bob nity for us to show them that this iS

Correspondents at Lloyd's of London submit a claim And the proper hit Maine, said Charles K Hennes- what insurance is for," said Mr
insurers could be notified that sey, owner and president of Ander- Quin of Allan M Walker & Co I
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Transamerica adds

to interface program
A/BT products & services

WOODLAND HILLS, Calif.-A
new feature of the Transamerica

Insurance Co. agency-interface
program is designed to allow
agents to provide timely confirma-
tion of midterm changes, endorse-
ments and declarations.

The "batch-back" feature will
provide regular updates on Tran-
samerica policy infor.mation.
Agents can then use that informa-
tion in their office computer sys-
tems to track policies locally and
follow up with customers, said Jim
Stallard, vp of personal insurance
administration for the Woodland

Hills, Calif.-based insurer.
"Interactive programs between

agents and companies are quick,
but they don't allow the agent to
capture data locally and use it in
his or her office computer system,"
said Mr. Stallard.

Transamerica uses the Insurance

Value-Added Network Service to
make data from its master files

available to agents. When agents
first come into the program,.initial
information is sent on tape or dis-
kette'. Once that is entered into an
agency's computer system, updated
information is made available

through IVANS.
For more information contact

Curtiss Olsen, Transamerica Insur-
ance Group, 6300 Canoga Ave.,
Woodland Hills, Calif. 91367; 818-
596-5918.

Property valuation
HARTFORD, Conn.-Industrial

Risk Insurers is offering a new
property valuation service to poli-
cyholders.

The insurer set up the program
with American Appraisal Associ-
ates of Milwaukee in response to
requests from brokers and agents
as well as policyholders, said Gail
P. Norstrom Jr., a senior vp at IRI.

Hartford-based IRI bills its pro-
gram as "True Worth."

"Compared with other valuation
services, (the program) offers fas-
ter turnaround, lower cost and
more usable data-such as local

prices of materials and labor; and
segregated values by site, building
and class of property," said Mr.
Norstrom.

More information about the pro-
gram is available from local IRI of-
fices. A free four-page brochure
is available from the IRI Library,
85 Woodland St., Hartford, Conn.
06102; 203-520-7412.

New PIA coverages
ALEXANDRIA, Va.-Five new

group insurance programs are
being offered to members of the
National Assn. of Professional In-

surance Agents.
All are underwritten by Princi-

4 pal Mutual Life Insurance Co. of
Des Moines, Iowa, which also
offers long-term disability and
other coverages through the trade
group.

The new coverages are:
• Term life. The program pro-

vides up to $300,000 in term cover-
age.

• Dependent term life. The pro-
gram provides up $100,000 in
spouse coverage and $3,000 for
each dependent child.

• Disability income. The pro-
gram provides up to $1,500 per
month after 30 days of disability.

• Accidental death or dismem-

berment. The program guarantees
acceptance for up to $320,000 in

accidental death coverage while
under age 60.

• Hospital income. The program
covers up to $250 per day, from the
first day of a covered hospital stay,
and up to two years of each period
of confinement.

The programs are not available
in Connecticut, Hawaii, Michigan,
New Jersey or New York.

For more information, contact

the PIA Insurance Marketing De-
partment, 800-742-6900.

Dowd/Feldman & Company

announces the opening of its New York office,
providing new market facilities for...

• Directors and Officers Liability
• Professional Indemnity

One Liberty Plaza
New York, New York 10006
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In a competitive market agents are forced to look beyond the typical placement
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increasing their revenues by offering consulting services?
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unparalleled editorial environment and reach an undiluted audience
representing a wealth of purchasing power for insurance products and services.
With an average premium volume of $14.91* million, 94%* of these influential
readers take action as a direct result of the articles or advertisements they
read \n Business Insurance.
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No business like show business
By LAURA MAZZUCA

CLINTON, Md.-In his 15 years
in show business, Walter Coady
has done it all-radio, television,

video, filmmaking, publishing.
Without him, Ted Koppel's

"Special Reports" might not be a
TV viewing habit for millions; doc-
umentary producer Ken Burns may
have never refought "The Civil
War" over 13 hours on public tele-
vision; and the ongoing bickering
of "The McLaughlin Group" might
be silenced forever.

Neither writer, producer nor
director, Mr. Coady is an indepen-
dent insurance agent. His spe-
cialty: developing and placing cov-
erage for these and other media
figures, primarily through associa-
tion programs.

Such coverage ranges from basic
commercial property/casualty to
esoteric needs like protection
against libel, faulty workmanship,
third-party liability and cast ap-
pearance.

"Most agents don't have a clue as
to what they need, but we speak
their language," said Mr. Coady,
whose Walterry Insurance Brokers
began specializing in publishers'
coverage in 1976 and now also
covers independent video and
filmmakers.

Today, those specialties com-
prise about 40% of the agency's
book of business. Walterry, which
has an annual premium volume of
about $7.5 million, has 11 employ-
ees and a department that does
nothing but seek more specialty

Movies are the latest specialty for Walterry,
a veteran of other media-related coverages

business through direct
mail, referrals and other
means.

By placing coverage
through associations like
the Corp. for Public
Broadcasting, the Na-
tional Newspaper Assn.
and the Assn. for Inde-

pendent Video & Film-
makers, Mr. Coady now
counts among his clients
more than 300 'radio and

television stations, 1,300
newspapers and about
125 independent film and
video producers.

Understanding
an industry

Walter J. Coady has carved a unique niche.Walterry wins praise
both for its service and

industry knowledge.
"We get a very good response

from them," said David C. Simon-

son, executive vp with the newspa-
per association in Washington,
D.C. He has worked closely with
Mr. Coady on the group's libel in-
surance.

"They understand the needs of
the association and are very con-
scious of the needs of member-

ship," Mr. Simonson added.
But Mr. Coady is quick to point

out that his agency has no plans to
compete for the business of big
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One client: TV's McLaughlin Group.

Hollywood studios or producers.
Instead, Mr. Coady is focused on

meeting the needs of small film-
makers, a breed that is growing
both in number and influence as

the big studio system struggles
with the economic realities of the

'9OS.

Technological advances, too, are
making it possible for any creative
person with a little money and
some experience in video camera
technology to make his or her own
films, he said. These are the types
Mr. Coady hopes to serve.

"There are probably more inde-
pendents than big studios, but they
pay smaller premiums," Mr. Coady
said. "Alphabet houses aren't in-
terested in three-, four- or five-
thousand-dollar premiums. But in-
dependents are making bigger in-
roads as Hollywood becomes more
fragmented."

Big potential, uncrowded Beld
That insight did not come over-

night. When he started from
scratch in 1968, Mr. Coady focused
on setting up a simple Main Street
insurance business, he recalled.

Then, in 1976, the risk manager
of the Corp. for Public Broadcast-
ing-a health insurance client at
the time-approached him for in-
formation on libel insurance.

Anxious to oblige, Mr. Coady
began researching the topic. He
found that the only libel coverage
broadcasters could then find-

which based rates on the cost of

ads per minute-was of little use to
ad-free public stations. And insur-
ers that wrote libel coverage didn't
want to be bothered with creating
a separate structure for them, he
added.

Within several years, Mr. Coady
devised a package coverage with
rates based on the station's size

and transmitter power, rather than
commercial rates. He presented the
coverage to several insurers for un-
derwriting. Employers Reinsur-

ance Corp. was interested
and initially wrote the
coverage, which was later
switched to CNA Finan-

cial Corp.
This initial foray into

broadcasting convinced
Mr. Coady that there was
big potential for special-
ization in other media

areas that needed libel

coverage.

Two years later, he was
working with community

1 newspapers in the region
 and the National News-
2 paper Assn. to design a
B similar libel program for
% publishers. After writing
 the policy and calculating

rates, he again convinced
CNA to write the pro-
gram.

As the insurance industry moved
toward mass marketing in the
1980s, more small businesses began
to secure their coverage through
association programs and Mr.
Coady's visionary thinking began
to pay off.

How he got intomovies

He got into the movies in 1990 by
developing an improved insurance
program-including libel, standard
property/casualty and marine cov-
erages-for the Association for In-
dependent Video & Filmmakers
Inc.

Unlike public broadcasters years
earlier, filmmakers were already
able to find libel coverage. But the
coverage was based on the tradi-
tional annual policy, which did not
take into account the needs of

filmmakers who work on projects
of variable length and don't always
need a full year's coverage, Mr.
Coady said.

By basing his policy on the
project's budget or estimated
length of a shoot, he kept premi-
ums low for independent producers
of television and cable TV pro-
grams and commercials. The policy
covers the entire production pe-
riod, but can be written for as
short a term as 13 weeks,« he added.

The policy also covers both the
producer and the buyer against
libel for the entire rights period-
or the time that the buyer has the
right to use the film-with no an-
nual renewal.

His venture into filmmaking did
not end there. After talking with
people in the business, scouring the
trade publications and attending
conventions, Mr. Coady went on to
develop coverage for other expo-
sures specifically related to film-
making, including faulty stock,
third-party liability, film and neg-
ative coverage and cast appear-
ance.

Walterry's libel coverage today is
primarily underwritten by SA-
FECO Insurance Co.; and Travelers

Corp., Hartford Insurance Group
and ' CIGNA Corp. handle other
property/casualty coverages, Mr.
Coady said.

Although he primarily places
coverage for filmmakers working
in the region, Mr. Coady also has
secured coverage for foreign pro-
ducers shooting in the United
States, and plans to begin working
with associations on the West

Coast.

"The local agent theory is not
critical anymore," noted Mr.
Coady, whose agency ha's always
been in Clinton, a suburb about a

mile outside Washington, D.C.,

that is dominated by small busin-
esses.

When a producer, for example,
wants to shoot a street scene in

New York, the city requires that
the producer have a certificate of
insurance. Walterry can easily ob-
tain the coverage and fax the cer-
tificate to the city in minutes. The '
agency also has an 800 numbet for
increased accessibility, he added. 1

But all is not glitter and glam-
our. While loss ratios for specialty !
coverages like libel can be "won-
derful" foryears, Mr. Coady warns
that when losses do hit, they can be
catastrophic.

To illustrate the stakes involved,

he points to a single year: 1986.
Media companies that year were

hit with two multimillion-dollar,

high-profile libel actions. Former
U.S. Army Gen. William West-
moreland sued CBS Inc., alleging

that he had been libeled in a news ,
program. In addition, Ariel
Sharon, former defense minister of

Israel, sued Time Inc., alleging that )
he had been libeled in a Time mag- {
azine article. Gen. Westmoreland 
ultimately dropped his libel action,
and Time prevailed in court.

Despite general insurance mar-
ket softness, "rates (for libel cover- '
age) went up 100% that year,". Mr.
Coady recalled.

A pair of 'really dumb' ones
Those megasuits had no direct

effect on Walterry's 'association
clients.

But these clients do not always
emerge unscathed. "We've been
fairly lucky, but we've had some
big ones," he noted.

In one libel claim, a television

station had flashed the wrong pic-
ture of a woman who was killed.

The woman's mother saw her live

daughter's photo on television and
sued, he said. The station settled
out of court.

Another "really dumb" suit
began with a television station
filming an Easter Seals telethon.
Its footage was later sold to a pro-
ducer who used excerpts in a film
of his own.

"Unfortunately, it was Playboy
Enterprises Inc. doing it, and some
of the background footage ended
up" in an adult movie, Mr. Coady
said.

Ultimately, the television station
won on appeal. But not before legal
expenses climbed "into six fig-
ures," he recalled.

The atmosphere remains ripe for
such libel suits, and, like the dam-
ages from the inevitable hurricane
or earthquake, "you know it's
coming, and when it comes you just -
hope it isn't too big," he said.

Because of this, Mr. Coady is
keeping close tabs on the makeup
of the Supreme Court, "because
the First Amendment is what we

insure." Many libel cases that are
lost by the media in a local court
level are reversed on appeal, he
pointed out.

And in spite of the glamour and
profitability of placing media cov-
erage, Mr. Coady has not given up
on his agency's Main Street busi-
ness. Instead, he's looking for spe-
cialties there as well.

At an insurer's suggestion, the
agency is now targeting upscale
restaurants, using techniques simi-
lar to those it employs in its media
specialties to develop accounts. It
is looking to place not only general
property/casualty coverages, but
also coverage for special restau-
rant risks like food spoilage, credit
card invoices, fine arts, exterior

signs and customers' property.
"We see this end of the business

expanding drastically," Mr. Coady
added.
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Heading off E&0 claims with a paper trail
By LAURA MAZZUCA

CHICAGO-As their standing as
"professionals" rises, independent
agents and brokers are discovering
one of the drawbacks to their hard-
won status: errors and omissions
lawsuits.

But much of their potential E&0
exposure can be avoided by careful
documentation.

That was the conclusion of experts
speaking at a recent seminar spon-
sored by the American Bar Assn. and
the Society of Chartered Property
and Casualty Underwriters.

Back in the 1960s, an agent or
broker was considered a mere pol-
icy salesman, and his liability ex-
posure was small, said Stephen J.
Paris, an attorney with Morrison,
Mahoney & Miller in Boston.

That has changed markedly. Insur-
ance has grown more specialized, eli-
ents are watching costs more closely
and market conditions are changing
rapidly. Those factors, together with
a growing reliance on producers' in-
creased knowledge about risk man-
agement and specific client needs,
mean that producers will face in-
creased errors and omissions expo-
sures in the future, panelists noted.

"Brokers are professionals the way
accountants and lawyers are profes-
sionals, and like them, can be found
guilty of malpractice," said Barry R.
Ostrager, a lawyer with Simpson,
Thatcher & Bartlett in New York.

As policies grow more complex and
specialized, clients more than ever
need agents and brokers to steer«
them toward the right coverage. With
that increasing responsibility comes
the added risk that courts will hold
producers to a higher "standard of
care," said Howard M. Berg, an at-
torney with Berg, Bifferato, Tighe &
Cottrell in Wilmington, Del.

And that risk is even more pro-
nounced when agents and brokers
use non-admitted insurers not co-
vered by state guaranty funds, said
Richard E. Mueller, an attorney with
Lord, Bissell & Brook in Chicago.

Greater sophistication among poli-
cyholders is also putting agents and
brokers at greater risk of an E&0
claim, the experts said.

Popular misconceptions notwith-
standing, the chances for an E&0
lawsuit are not necessarily related to
the complexity of the coverage, said
Hoyt Wood, vp of underwriting for
Employers Reinsurance Corp. in
Overland Park, Kan., a leading
agents and brokers E&0 msurer.

About 40% of the agent E&O
claims received by Employers Re
stem from inadequate coverage, like
insurance that is inappropriate for
the exposure or the agent's failure to
offer optional coverage, noted Mr.
Wood. But about one-fourth of that

40% arises from private-passenger
auto, four times the frequency of
commercial auto E&0 claims.

Another 12% to 15% of claims are
related to agent misrepresentation,
either by misrepresenting the cov-
erage to the policyholder or the poli-
cyholder to the insurer; 12% are due
to processing delays; and 10% due to
cancellation errors.

So, all told, about three-quarters
of Employer Re's E&0 claims spring
from "procedural issues" that can be
avoided through adequate documen-
tation of processes, said Mr. Wood.

Similarly, almost half the E&0
claims seen by Russell E. Stevens &
Co. in Bloomfield, N.J., which ad-
ministers an E&0 insurance program
for New Jersey agents, are caused by
alleged inadequate coverage, said
President William H. Stevens.

Documentation is the best defense
against these and other types of
claims, Mr. Stevens agreed. Among
the suggestions he offered are:

• Use a checklist to be signed by
the client when placing both new

and renewal coverage
• Create a similar method for pro-

posals, which also should be re-
viewed and approved in detail by
the client.

• Keep a telephone log of mes-
sages between agent and client.

• Keep agency employees in-
formed of coverage changes; keep eli-
ents informed of new coverage avail-
ability through newsletters or other
written.information.

• If there are policy changes dur-
ing a renewal, these should be re-
viewed with the client and docu-

mented in writing.
• Inform the client immediately

upon hearing of any coverage inade-
quacies.

It's also vitally important that a

producer avoid shoemaker's kid
syndrome" by taking care of his own
insurance needs in tenms of E&0 cov-

erage, added Mr. Paris of Morrison,
Mahoney & Miller.

Although premiums have risen
considerably over the last 25 years,
E&0 coverage for producers is es-
sential, Mr. Stevens said.

And not all policies are created
equal, observed Mr. Paris. Agents
should ask themselves the following
when purchasing E&0 coverage:

• How does the policy define
"claim" and what are claim reporting
requirements?

• Who does the policy cover?
• How does the policy respond if

the agency purchases or merges with
another entity, or if the agency's ow-

nership changes?
• How does the policy relate to

the dishonest acts of employees?
• Are punitive damages and legal

fees covered under the policy?
• Are claims related to insurer in-

solvency eicluded?
Even when insolvency is not co-

vered, agents have ways of protecting
themselves, the experts noted.

If an agent is dealing with an ad-
mitted insurer that is solvent when

the policy is placed, liability should
not be a problem for the agent or
broker, Mr. Wood said.

To prevent problems, he added,
producers should combine their own
"market understanding" with infor-
mation.from rating agencies A.M.
Best Co., Standard & Poor's Corp.

and Moody's Investor Services.
Overly aggressive pricing and slow
processing and payment of claims
could all be warning signs of sol-
vency problems, he said.

Mr. Stevens also recommended

creating a "paper trail" when track-
ing solvency. He suggested having
clients sign an acknowledgment if
any coverage must be placed with a
non-admitted insurer or an insurer

whose solvency is questionable.
Agents with specialized knowledge

of an insurer, however, may find it
more difficult to shield themselves

from liability in an insolvency. For
instance, agents who are stockholders
in the failed company often could be
found liable if they placed business
with the insurer. •
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Medigap rules are tightened
WASHINGTON·-Stricter new federal rules that in-

clude criminal penalties prohibit the sale of supple-
mental Medicare policies duplicating "any" coverage
already held by a policyholder.

Before implementation of the Omnibus Budget Rec-
onciliation Act of 1990, only sales that "substantially"
duplicated existing coverage were prohibited.

Those rules were tightened after congressional inves-
tigators last year found evidence of widespread fraud
by insurance agents in the sale of the supplemental, or
Medigap, policies to the elderly (A/BT, Aug. 5,1991).

The new rules, which became effective Nov. 5, also
narrow the exceptions to the general ban on sales
that duplicate coverage. Previously, group policies, po-
licies that did not coordinate benefits provided by more
than one policy and plans sponsored by labor unions
or employers were all excluded. Now the rule will be
enforced for policies that do not coordinate benefits.

The rules will be enforced by state insurance com-

missioners. Civil penalties for selling duplicative cover-
ages include fines per offense of $15,000 for agents and
$25,000 for insurers. Criminal penalties range up to
five years in prison and $5,000 in fines.

As it is currently worded, the law prohibits the sale
of Medigap policies to anyone who already has an-
other health insurance policy that provides coverage
for any of the same benefits, according to a spokesman
for the National Assn. of Insurance Commissioners.

This could include coverage under a cancer insurance
policy, employer-provided retiree benefits or another
Medigap policy.

Prohibitions that broad appear to go well beyond
what Congress intended, the NAIC said in a state-
ment. And in fact, technical language corrections are
expected to be passed by Congress.

Exactly what changes will be made and when they
will pass is uncertain, the NAIC said.

-By Sara J. Harty
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Software ftrm Delphi
buys rival Redshaw

WESTLAKE VILLAGE, Calif.--
Delphi Information Systems Inc.,
one of the largest suppliers of com-
puter software to independent in-
surance agents, last month bought
rival Redshaw Inc. for an undis-

closed price.
Redshaw, which had been a

Hartford Group Inc. subsidiary,
will remain in Pittsburgh, and
Frank Grebowski, its president,
will manage the new division-
which now is known as Delphi/
Redshaw.

Delphi, which operates under the
name Delphi/McCracken, bought
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Redshaw from Hartford and its fel-
low investors-St. Paul Fire & Ma-

rine Insurance Co., Crum & Forster

Inc. and Kemper National Insur-
ance Cos.

The merger will benefit the
growing independent agents that
work with the company, said a
Hartford spokeswoman. Redshaw
has traditionally worked with
smaller agencies, while Delphi/
McCracken's market has been the

larger firms.
"Delphi/McCracken shares Red-

shaw's philosophy of superior cus-
tomer service and has made a com-

mitment to maintain that same

level of service to the independent
agents who use Redshaw systems,"
said William L. Harrison, senior vp
of Hartford Group Inc. and the for-
mer chairman of Redshaw.

New post for lobbyist
WASHINGTON-Joel Wood,

formerly an assistant vp and lob-
byist with the National Assn. of
Professional Insurance Agents, has
been named vp for government af-
fairs of the National Assn. of Ca-

sualty & Surety Agents.
Mr. Wood's appointment took ef-

feet Jan. 1. In this post, he will
monitor legislative activities and
direct NACSA's legislative pro-
gram. Ken A. Crerar will remain
executive vp.

Kansas merger talks
TOPEKA, Kan.-A joint resolution

calling for "serious consolidation dis-
cussions" was approved by the
boards of the Kansas chapters of the
Independent Insurance Agents of
America and the National Assn. of

Professional Insurance Agents.
A steering committee met early

last month to begin work on a con-
solidation plan. Once approved by
the boards, that plan will be pre-
sented to the rnernbers.

The Independent Insurance Agents
of Kansas has 600 member agencies
statewide, representing approxi-
mately 2,700 employees.

The PIA of Kansas has 487 mem-

ber agencies representing 1,980 em-
ployees. I
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Legal bill horror stories
By Steven O'Neill

N THIS ERA OF TIGHTENED BUDGETS andseemingly uncontrollable litigation, one of the
hottest topics in the world of corporate insurance is
the need for containment of legal fees and expenses.

The recent proliferation of legal auditing firms is
testimony to the growing feeling, especially in the
insurance industry, that law firms that have served
companies for years are overcharging, either
deliberately or through inefficiency. Many corporate
general counsel, too, are for the first time casting a
quizzical eye toward legal bills.

The growing tension between law firms and
clients over legal bills has been the subject of
increased attention and discussion. Much of it

focuses on the changing (and not necessarily
improving) relationship between the profession and
the corporate and insurance community.

The client view, it seems, is focused on those
instances of clear abuse which, though few, are
suspected to be "the tip of the iceberg." The
commercial and tort litigation defense bar, on the
other hand, laments what it sees as the unfairness of

castigating an entire profession for the indiscretions
of a relatively small group of firms.

In many cases, the anger and frustration of
corporate clients over the cost of legal services is
understandable. Even the most reputable law firms
can find themselves in the position of presenting a
legal bill to a client who reacts with horror at the
bottom line.

Many a long-term relationship has been soured by
a runaway legal bill that the client feels reflects at
the very least inefficiency, and possibly dubious
billing practices.

The honest and well-intentioned lawyer, for his or
her part, is inflicted first with embarrassment, then
with hurt professional sensibilities at the suggestion

How to end them

and restore old ties

with the defense bar

that his or her bills could be anything less than "on
the level." The fact is that most lawyers are
hard-working and honest (lawyer jokes
notwithstanding).

There are "defense" organizations of attorneys in
nearly every state that devote great energy to
educational and lobbying activities on behalf of
their clientele. The point is that the vast majority
of these professionals want to serve well and
honestly, and their clients are well served by their
skill, their defense and their industry-oriented
attitudes.

If recognizing the problem is not in itself a
solution, it is at least a first step. In nine out of 10
cases of excessive legal bills, the problem can
probably be identified as one of minimal, if any,
communication between the client and the lawyer
concerning the result or goal desired by the client
and the methods to be used by the attorney in
achieving it. For those wishing to attack this
problem at its root, the following suggestions could
be made:

• The client should have a clear

understanding of what he or she seeks to
achieve in a given litigated matter.

If the self-insured or insurer views litigation as a
"bottom line" problem-i.e. "resolve it for the least
possible cost"-this should be expressed to the
attorney. The corporate or personal attitude of the
client needs to be made clear at the outset of the

relationship. Whether pragmatism or principle is
paramount, the lawyer should know so that his or
her approach can be tailored to the particular
lawsuit.

• The chances for success should be discussed

early and frequently.
The client, whether corporate or an insurer,

should not view the lawsuit as being out of his or
her hands once it is sent to defense counsel.

Litigation, like any successful activity, needs to be
planned, and the plan needs to be revisited and
adjusted when conditions change.

Frequent dialogue gives the client the opportunity
to question whether activities originally planned are
truly in the best interests of the overall result, given
the circumstances at any time during the life of the
case. It also provides the client with the chance to
restrain the hand of the hyperactive attorney if the
activities under consideration are more costly than
useful.

• Know the attorney working on your case.
Most clients don't want cases passed along from

attorneys they know to those with whom they are
totally unfamiliar. This is understandable, and most
law firms can easily accommodate this preference
by assigning a senior or lead attorney to the matter
with one, or even two subordinates who will assist
and be available to the client as the case progresses.
Losing sight of the attorney working on the case is a
symptom of losing sight of the case in general, and
should be avoided by the client.

• Agree on the scope of services and their
cost.

Recent articles in trade publications have cited
instances of item charges by law firms for which
clients did not expect to be billed. Law firms,
hopefully, are profit-making businesses, and, like
other businesses, want to defray overhead where

Continued on next page

Valuing property abroad
Too much discretion at local level can hinder uniformity

By Douglas M. Smith

HILE MOST OF THE publiclooks forward to spending time
with their families in a festive spirit
during the holiday season, many risk
managers, brokers and insurers are
embroiled in the final negotiation of
insurance programs.

Risk managers who opted to obtain
competitive quotes for their
international property/casualty
insurance programs may have spent
the holidays going through the
complex process of comparing
competitive rating and coverage
proposals. It is essential in such cost
comparisons that quotations use the
same valuation base and exchange
rate to allow meaningful comparison.

There is nothing more basic to
insurance than the formula:

Premium = Rate x Value

Whereas the insurance companies
provide the rating, .the policyholder is
responsible for developing values. In
the United States, the valuation issue
can be difficult at best. For risk

managers who select replacement cost
property insurance, one must decide
what index to use to escalate the

values to keep up with inflation and

other factors. Industrial Risk Insurers

provides indexes applicable to most
businesses, and the Handy-Whitman
Index is available to utility owners.

However, although many countries
have their own index methods, there is
no single index applicable to overseas
property.

Among their many objectives,
centrally controlled international
insurance programs often are
implemented because of the ability to
control insurance for subsidiaries and

thereby achieve a constant approach
to risk management. But the most
basic element in insuring
property-valuation-often is left to
the discretion of local management.
The basic guidance may be to report
replacement values, but local
managers may be given no other
guidance in how replacement costs
should be developed; which index, if
any, is appropriate to corporate
policy; and how to account for factors
that could affect property values
during the term of the policy.

At renewal time, when property
value data is finally captured, the

analysis will provide a snapshot of the
situation at a particular moment in
time. The limits of the policy, which
are based on the values at risk, may
seem to be adequate at the time of
renewal, but two significant factors
may act to change this belief:

• Inflation.

• Devaluation.

The first factor affects valuation by
increasing local costs beyond those
factors on which the valuation was

based. Domestic risk managers
grappled with this problem in the
mid-1970s. For international risk

managers, the problem still exists in
some foreign nations. Perhaps the
primary area where inflation is still a
problem is South America, but
countries in other regions also can be
severely affected.

Each country has its own methods
for escalating property values; two
cases illustrate the possibilities:

• In Argentina, there was an
attempt to devise alternative
currencies to the austral in order to

take inflation into account. A

government index based on a financial
instrument called the Bonex was used

to fix values on the basis of "hard" .

currencies. Later, an indexing system

called the Unidad de Cuenta de

Seguros was offered as an alternative.
Under this system, values reported in
australs are converted using a
frequently updated table issued by the
superintendent of insurance that
allows for the country's rapid
inflation. Any subsequent loss would
be re-converted to australs using the
indexation at the time of the loss.

The inherent complexity and
artificiality of such systems seems to
be recognized in the growing trend
of multinational companies to value
their local Argentinian coverage in
U.S. dollar-based policies.

• In Brazil, rather than artificial
currencies, indexing was the accepted
technique used to adjust property
values during the policy period.
However, earlier this year, the
government decreed that along with
freezing prices and salaries, it would
eliminate Treasury bonds. The
Treasury bond rate was the index of
choice.

Instead, Brazil's Insurance

Superintendency issued rules that
require values-as well as limits,
deductibles, etc.-to be converted to
and expressed in cruzeiros and then

Continued on nezt page
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Legal bill problems
Continued from previous page
possible. Most firms, on the other hand, charge
directly for very few overhead items. The client
should inquire of the firm what in-house expendi-
tures he or she can expect to be billed for, and at
what cost. Frequently, the clients have the negotiat-
ing power to arrive at reasonable and mutually ac-
ceptable overhead charges.

• Ask for reasonable specificity in billing de-
scriptions.

The day of the lawyer's one-line entry "for ser-
vices rendered" followed by the amount of the bill
are obviously at an end. On the other hand, requir-
ing exquisite detail and descriptiveness in time en-
tries on computerized bills, as a rule, can create a
billing nightmare for your law firm. Somewhere
there lies a happy medium that should be discussed
in advance with the firm. Firms using computerized
billing often are forced to use generic code words in
entries, which may have to be augmented to provide
the level of specificity you want.

Valuing property abroad
Continued from previous page

frozen. Loss payments, however,
would be subject to a small correction
using an index known as the Daily
Referential Rate.

Whereas indexing is allowed for 12
months on polices issued after Feb. 1,
1991, that indexing is allowed at mini-
mum intervals of six months. The situ-

ation leaves policyholders in the un-
fortunate position of having to update
values at intervals and with indexes of

their own discretion. Monthly updates
using one of many possible indexes
(the General Price Index of the Geulio
Vargas Foundation, the foreign ex-
change rate, the National Index of
Civil Construction or the Automobile

Gazette Market Value Index) would be

a conservative approach.

Argentina and Brazil are two coun-
tries that illustrate the difficulty in
maintaining adequate limits in high-
inflation economies.

Although inflation primarily affects
the cost of services within a country,
devaluation impacts the replacement
cost of imported machinery, equip-
ment and other needed property. Man-
ufacturing is often located in lesser-
developed countries to take advantage
of a labor cost differential (among
many other factors). However, in these
countries, machinery, equipment and

Court rules

• Read your bills.
Most firms do a review of their bills before they

are finalized and sent to the client. This should

eliminate data entry errors or other problems. How-
ever, like everyone else, busy lawyers can miss an
incorrect item on a bill, which can work to your
detriment.

• Address billing problems quickly.
Whether it is a billing error, an entry on a bill that

you don't understand or a charge you do not feel
should have been incurred, address the situation
quickly. Most lawyers are delighted to know that
their clients have read the bill soon after its receipt,
even if that knowledge comes in the form of a
request for clarification or even elimination of a
charge. This improves the mutual understanding of
the billing process as well, and at a time when
something can still be done to nurture the relation-
ship.

• Ask about your firm's billing practices and
do some comparative analysis.

If you take the time to learn what the customary
billing standards are in a given legal community,

other vital industrial tools may not
be available in the local market. Thus

if damaged or destroyed equipment
must be replaced, the replacement
property will come from outside the
country and the purchase must be
made in an acceptable currency.

For example, if a turbine must be
purchased form an English manufac-
turer for the replacement of damaged
property in Peru, then the purchase
contract will require payment in Brit-
ish pounds (or other currency accept-
able to the manufacturer). If the in-
surance indemnification is in the local

currency, then conversion at an ac-
ceptable exchange rate will directly
affect whether the policyholder has
been truly indemnified.

Thus, at the beginning of a policy
period, the value declared for such im-
ported goods may eventually result in
the underinsurance of the goods be-
cause of the devaluation of the local

currency relative to other currencies.
Although it may be possible to index
the value of the local currency through
other currencies, it may remain diffi-
cult for foreign managers to know
what index to use.

Despite the inexact science of devel-
oping values and maintaining them
throughout the policy period, some re-
lief is available through master poli-

computer da
Are computer tapes and data tangible property

within the meaning of a property damage provision
of a general liability insurance policy?

In a case of first impression in Minnesota, an
appellate court concluded that they were and, thus,
an insurer was required to defend a data processing
consultant in a suit brought against it by one of its
clients.

Retain Systems Inc. was a data processing
consultant. It developed computer programs and
processed data relating to voter preference for one
of its clients, the Independent Republican Party of
Minnesota.

The survey results for the Independent Republican
Party of Minnesota were recorded on a computer
tape that Retail processed. When not in use, the tape
was shelved at Retail's office.

In August 1985, the computer tape disappeared
during a period of remodeling in Retail's computer
room. Retail carried a general liability insurance
policy with CNA Insurance Cos. covering physical
injury or destruction of tangible property. The
general liability policy excluded coverage for

you will know whether you are getting the most
cost-effective defense available. Building your own
knowledge base also will reduce the need to employ
costly outside services to analyze or make judgments
about your bills from your law firm.

The defense firms serving the insurance industry
and the corporate world are in it for the long haul.
Most of them welcome the participation of the cli-
ents they serve in the design of the litigation plan
and the dialogue concerning what it should cost. The
sooner the dialogue begins, the more quickly the
horror stories concerning outrageous legal bills will
disappear. •

cies written for centralized global in-
surance programs. The principle
remains that while usually 100% re-
placement values need to be reported,
the master policies will function as
"umbrellas" over local policies, acting
as "difference in limits" as well as

"difference in conditions" policies.
Thus, should local policies fall short in
providing total indemnification, there
may be relief through the master pol-
icy.

There are two important clauses that
risk managers should review and
which can determine the adequacy of
their international property insurance
programs: coinsurance and devalua-
tion clauses.

Coinsurance affects the claims pay-
ment if local policy limits inadequa-
tely reflect total values at risk. The re-
quirement in the United States is typi-
cally that the policy limit be 80% of
the value at risk, but this may vary
overseas depending upon the country.
If, because of inflation, coinsurance

requirements are not met, then the
master policy should respond to pro-
vide true indemnification.

Coinsurance clauses may have subli-
mits required by insurers and there-
fore should always be reviewed for po-
tential deficiencies.

Devaluation is the policy provision

ta is tangibl
Legal briefs

property "entrusted" to Retail "for storage or
safekeeping."

The Independent Republican Party of Minnesota
sued Retail for damages resulting from the loss of
the tape and its data. CNA refused to defend
Retail.

Retail then brought this suit against CNA seeking
a declaration that the insurance company had a
duty to defend Retail in the suit. The trial court
ruled for Retail.

The appellate court said that, at best, the general
liability insurance policy's requirement that only
tangible property was covered was ambiguous, and
that it required a decision to be made in favor of
Retail.

In addition, the court believed other

considerations supported the conclusion that the
computer tape and data were tangible property
under the policy. "The data on the tape was of

, permanent value and was integrated completely

4

9 Steven O'Neill is a co-founder Of the
1 law firm Tarkington, O'Connor &

O'Neill in San Francisco.

that makes up for indemnification
shortfalls should currency exchange

cause an inability to purchase im-
ported goods and services.

Local managers typically have two
requirements when a loss occurs:

• Receive 100% indemnification for

the loss.

• Receive the indemnification as

quickly as possible.

.Loss scenarios may cause a pro-
tracted settlement process, but one
issue that should be relatively easy
is that the values reported or the in-

surance limit should not be a major
issue in the claims process. Proper in-
dexing of values at risk to ensure that

true replacement cost is reported and
constant monitoring of values in high-
inflation countries, coupled with local
indexing, can prevent many of the

problems. •

Douglas N. Smith is senior up and

manager Of the
International

 Department of. Johnson & Higgins in
New York. His column

appears the first

Monday Of every

e property
with the physical property of the tape," the court
said.

Furthermore, the court said that the mere

possession of property does not indicate that the
possessor was also holding the property for storage
or safekeeping.

Here, according to the court, the general liability
insurance policy exclusion for stored Droperty did
not apply because the computer tape was entrusted
to Retail so that it could work on the tape and any
storage of the tape was merely incidental to Retail's
true reason for possessing it.

The trial court decision was affirmed.

Retail Systems us. CNA Insurance Cos., Court of
Appeals of Minnesota, May 21, 1991 (BI/05/F.-$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, Ill.
60611-2590. List the number for each opinion.

pl<

R



709-'':t. Ra

JOIN THE FLIGHT TO QUALITY REINSURANCE
Safety and commitment have become the watchwords in reinsurance. That's why insurers are
flocking to reinsurers with impeccable credentials. North American Re, in over 80 years, has never
failed to honor a commitment. We've earned our reputation for reliabilit expertise and service to
our clients. North American Re. Your destination in the flight to quality

NORTH AMEWCAN

A TRADITION OF

EXCELLENCE

NORTH AMERICAN REINSURANCE CORPORATION 237 PARK AVENUE, NEW YORK, NY 10017 (212) 907-8000 ATLANTA BOSTON CHICAGO DALLAS LOS ANGELES NEW YORK PHILADELPHIA SAN FRANCISCO



26 / Business Insurance, January 6, 1992

Insurers

Continued from page 1
new units to a policy and therefore
increase the exposure, he said.

"We're not seeing any changes on
the primary level, but we're not
seeing any decreases either," said
Richard W. Wratten, president of
Transamerica Insurance Co.'s com-
mercial insurance division in

Woodland Hills, Calif.
"In both liability and property,

rates have leveled out somewhat,"

agreed Bruce Smith, senior vp of
Employers Insurance of Wausau,
a Nationwide Mutual Insurance

Co. unit in Wausau, Wis.

Primary liability rates are "flat,"
according to Thomas Kelsey, exec-
utive vp of Chubb & Son Inc. in
Warren, N.J.

The rates for lower-level excess

liability coverages are continuing
to drop, said Rich Barbieri, vp of
specialty insurance for Travelers
Insurance Co. in Hartford, Conn.

"Of all the coverages, low layer
has dropped the most in the last
five years and it continues to
drop," he said. Travelers isn't
writing as much low-layer excess
coverage as it did a few years ago,
he added.

Premiums are decreasing more
rapidly for accounts with more
than $100,000 in annual premiums,
Mr. Barbieri said. He character-

ized large-account competition as
a "feeding frenzy."

High-level excess coverages,
however, present a hazier picture.

"We continue to see competition
coming in at cheaper prices com-
pared to a year ago-both from the
primary and excess market," said
Brian O'Hara, X.L.'s president and
chief operating officer.

But the marine market in Lon-

don has "tightened significantly,"
Mr. O'Hara said. "Premiums are

going up and capacity is shrink-
ing," he added.

As a result, X.L. is being asked
to quote on more marine liability
business than a year ago, Mr.
O'Hara said. Marine business

"started coming to us in the wake
of Piper Alpha and then Exxon
Valdez. Originally, we came in on
top of insurance already in place,
but now we are being asked to fill
in at lower levels."

"High-layer facilities are raising
prices," said Travelers' Mr. Bar-
bieri. "The London marine market

isn't writing incidental marine-ex-
posure accounts. They are going
back to true marine accounts," he
observed.

Prices for high-hazard liability
insurance have risen more than

those for high-layer excess cover-
age "due to increased frequency
and severity of losses in excess of
$100 million," said Walter Scott,
ACE's chairman and chief execu-

tive officer. ACE is increasing
prices for both high-layer and cat-
astrophic excess business and
high-hazard risks.

Mr. Scott would not provide spe-
cifics on the increases. "They fall
in a very large range. Since July 2,
we've increased prices on about
one-third of our book of business,
and as accounts renew, every ac-

count has received a price increase.
There is no minimum, no maximum

and no average. Our price in-
creases so far have ranged from 3%
to 54%," he said.

Increases are higher for higher-
risk industries like chemical, phar-
maceutical, oil and gas, he said.
The July increases marked the first
time ACE had raised excess liabil-

ity rates since its founding in 1985
(BI, June 17).

X.L. also recently hiked rates. In
1990, it "selectively raised rates
between 2% and 15%, and that has

resulted in approximately a 5% to
6% increase across the board" on

its book of business, Mr. O'Hara
said. Rates were raised on longer-
tail risks and for risks that had

grown substantially or where ex-
posures had changed, he ex-
plained.

Rates also are increasing for
directors and officers liability in-
surance, said several insurers.

D&0 rates are increasing as a
result of litigation that was started
in the 1980s and is now coming to
fruition, said William Smith, presi-
dent of National Union Fire Insur-

ance Co. of Pittsburgh, Pa., an
American International Group Inc.
unit. That litigation is driving up
loss costs and therefore rates are

increasing, he said.
Financial institution D&0 is

"very difficult" with rates moving
up between 20% and 25%, he said.
With loss costs rising for Fortune
500 D&O accounts, rates are esca-

lating on average 15%, he added.
"Banks are continuing to be

troublesome," said Stephen Sills,
chief underwriting officer for Ex-
ecutive Risk Management Associ-
ates, a Simsbury, Conn.-based unit
of Aetna Life & Casualty Co. Rates
are rising only slightly, if at all, for
the highest-quality banks, said Mr.
Sills, but troubled banks could re-
ceive triple-digit increases.

High-tech sector D&0 risks, like
energy and gas, also are being hit
with significant rate increases,
said National Union's Mr. Smith.

The increases range from 10% to as
high as 40%, he said.

Meanwhile, medium to small ac-
counts and non-profit D&0 risks
are undergoing modest rate in-
creases, probably about 5%, Mr.
Smith said.

"I've seen sporadic, minor in-
creases" in D&0, said ACE's Mr.
Scott. "ACE by and large has not
been increasing its D&0 prices be-
cause the increases we see. .are

relatively small. We won't follow
the market up right away."

Chubb's Mr. Kelsey said that
while rates remained generally flat
through much of the year, the D&0
marketplace seems to be "more
and more breaking down into two"
broad segments. Non-profit orga-
nizations and privately held com-
panies are not experiencing in-
creases, while publicly held
corporations are increasing their
retentions or contending with
small rate increases, he said.

The professional liability market

defies easy characterization.
Travelers' Mr. Barbieri said that

although medical malpractice rates
rernain soft, other areas of profes-
sional liability coverage, like real
estate E&0, are experiencing "flat
to small increases."

There are changes going on
within the professional liability
market, said National Union's Mr.
Smith.

But, he pointed out, recent rate
changes at National Union are pri-
marily due to the fact that some
categories are changing coverage
forms. For example, in October the
insurer changed psychologists pro-
fessional liability to a claims-made
form from an occurrence form, he

Continued on nert page
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Continued from previous page
said. Mr. Smith said claims-made

professional liability coverage for
psychologists -is a more straight-
forward approach from an under-
writing standpoint. And, it creates
a greater market."

Rates for lawyers professional li-
ability, the largest segment of pro-
fessional liability that National
Union writes, vary depending on
the size of the firm and its involve-

ment in litigation for troubled fi-
nancial institutions.

"A one- to five-person law firm
that is not involved in (Securities
and Exchange Commission) work
usually buys about $500,000 in

coverage. Rates are declining for
that type of risk because it hasn't

been hit with major losses," Mr.
Smith said. But for large firms,
especially those involved in litiga-
tion for financial institutions, rates

are rising 35% to 40%, Mr. Smith
said.

Meanwhile, ''there is a fair

amount of competi:ion" in the mu-
nicipal liability marketplace, said
Mr. Smith Policyholders "won't
see a lot of change" in rates at re-
newal, he predicted.

"Bankers bc,nd market continues

to be soft except for banks with
major losses. Bankers blanket
bonds are renewing as is or with
modest decreases," Mr. Smith
pointed out.

The surety market, on the other
hand, "is becoming very difficult,"

'If you had to single
out the worst single
market in the U.S.,

that's workers comp,'
says Mr. Wratten.

he said.

But, Mr. Smith noted, the diffi-

culty does not necessarily have to
do with rates as much as it has to

do with large European surety
losses.

"You'11 see more careful under-

writing in surety in the next 12
months," he predicted. National
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Union is not cutting back on writ-
ing such risks, but is very selective
about the accounts it will take and

typically takes only very large
ones, Mr. Smith said.

The boiler and machinery insur-
ance marketplace is "stable to
slightly rising," said Keith Hynes,
senior vp at Hartford Steam Boiler
Inspection & Insurance Co. in
Hartford, Conn. "We are able to
get greater premium increases on
higher-exposure accounts," like
chemical, oil and gas; California
earthquake risks; or high-value
accounts, he said.

But, he said, while high-expo-
sure accounts are firmer, -when
you average it all in, we're still
getting small, single-digit premium
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From soup to nuts, by George I

As a boy. George Abernathy worked weekends in his
Mom and Dad's hardware store in McKenzie, Mississippi

He says that what he learned there still serves him
well as The Home's Vice President for MaJor Accounts,
Casualty in Atlanta

"When somebody comes in with a problem, you learn
to deal with it," he explains

Of course, George's customers are bigger nowadays
Everything from giant supermarket chains to oil
companies

For accounts like these, The Home offers total cover

age multi location. multi state, multi business All In
a single, customized policy

It's a good example of what The Home ts concentrat
Ing on today larger more complex risks

The kind that take expenenced, knowledgeable
people to deal with

In fact, people like George
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increases. It's nice, but it's not
good enough."

"We are getting premium in-
creases, not rate increases," Mr.

Hynes explained. In other words,
"we are getting inflationary in-
creases-our average is below
5%-but that's not a price increase.
It's the same rate being charged for
a higher exposure, so it's not an
adequate increase."

Such increases are especially in-
adequate given that they come on
the heels of four years of premium
decreases. "The question becomes,
does it serve us well to get these
small increases after four years of
decreases?" Mr. Hynes asked.

Policyholders are paying some
"very low single-digit" increases
of 2% to 3% for boiler and ma-

chinery coverage, said Chubb's Mr.
Kelsey.

Insurers point to workers comp
as the line of business that worries

them most, although some juris-
dictions have been allowing signif-
kant rate increases for workers

cornp.

Rates have gone up 10% to 12%
in many jurisdictions, said George
Ramsdell, senior vp and chief un-
derwriting officer for the agency
group at Continental Corp. in
Cranbury, N.J.

Crum & Forster's Mr. Vairo also

said that workers comp rates have
risen in some areas, but added that

the modest increases are not nearly
enough to cover losses.

"If you had to single out the
worst single market in the United
States today, that's workers
comp," said Transamerica's Mr.
Wratten. Regulators are sup-
pressing rates, he said, adding that
California Insurance Commis-

sioner John Garamendi's recent ac-

tion granting only a 1.2% rate in-
crease after insurers requested a
11.9% increase was "best described

as irresponsible," (BI, Dec. 23,
1991).

But, Mr. Wratten said, recent re-
forms in Colorado (BI, July 1,
1991) and Oregon (BI, Sept. 23,
1991) could serve as models for

other states. If significant reforms
aren't made soon, "I think we'll see

a continued withdrawal by com-
panies" from troubled jurisdic-
tions, he predicted.

"Comp is the only area I see
where there is no light at the end of
the tunnel," said Wausau's Mr.
Smith.

Caleb Fowler, president of
CIGNA Corp.'s property/casualty
insurance units in Philadelphia,
said one of his wishes for the new

year was a "fix" for the work-

ers compensation system. He pre-
dicted that the situation in some

states would get so bad that reform
would be inevitable.

Workers. comp woes, however,
appear to be generating additional
business for some insurers.

"We're getting a lot of inquiries"
about alternatives to the existing
workers comp system, said Transa-
merica's Mr. Wratten. He noted

that Transamerica provides ser-
vices to captives and self-insureds.

"We're into that quite heavily,"
said Wausau's Mr. Smith. Interest

in alternatives seems unlikely to
abate anytime soon, he added.

The situation on the property
side of the property/casualty mar-
ket has remained relatively stable,
which is to say underpriced, in-
surers say.

"Rates are flat and cruising that
way," said Michael Mcintyre, se-
nior vp at Allendale Mutual Insur-
ance Co. in Johnston, R.I.

"The pricing level on property
continues to be soft," said William

E. Moriarty Jr., vp and staff offi-
cer-marketing for Arkwright Mu-
tual Insurance Co. in Waltham,

Mass. Mr. Moriarty said that he has
observed some tightening for
chemical risks, which Arkwright
does not write, "but that seems to
be the only industry."

Property rates are flat to lower,
said Chubb's Mr. Kelsey. The big-

Continued on nezt page
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Insurers As a result, they want insurers
trophe reinsurance rates "are

and brokers to provide more sup- 'When I look at the excess rates, while they have going to go up tremendously," that

Contznued from page 28 port without paying more for it, he
alone won't turn the market

dropped significantly in the last several years,
from an occurrence form to a very said

"We're not looking for the mar-

restrictive claims-made form" for Investment income and return on they still are multiples of what we saw in the ket to change very much in the

certain risks, he said equity haven't reached the point 19805/ says Mr. Barbieri of Travelers. 'And that
next year," said Transamerica's

Despite a surfeit of capacity where insurers have to raise prices,
Mr Wratten "Waiting for a turn iS

overall, there are certain lines of either tells me the market can go down further.' a false hope "

coverage some insurers are wary of "If the investment income rate
"To make plans predicated on a

underwriting declines, insurers would have to
market turn is living in a bit of a

"We are cautious about long-tail seek relief in rate increases," said
fantasy land," agreed Chubb's Mr

and pollution risks," explained St Allendale's Mr Mcintyre they won't be enough to turn this He added that the rates could Kelsey

Paul's Mr Carlson Crum & Forster's Mr Vairo around," he said go down further "It has not bot- Mr Vairo said that a "maJor cor-

And, "we shy away from workers called returns on equity " anemic," However, ACE's Mr Scott said tomed out When I look at the ex- rection" eventually will have to
comp in problem states," he said but not so anemic that rates will go there is not an overabundance of cess rates, while they have dropped occur "The more that adlustment

While St Paul will write workers up capacity in the high excess layers significantly in the last several lS postponed, the more severe it

comp coverage in those states, lt "Our recognition that we can't "A lot of large corporations want years, they still are ,multiples of will be," he said
typically imposes rules on local un- make money at current pricing to buy higher limits than are avail- what we saw in the 19805-and

Mr Vairo ticked off a list of

derwriting teams that require ac- levels" is driving Hartford Steam able today But, there aren't that tells me the market can go problems that should be driving
counts to be written on a retro- Boiler's activities, according to Mr enough corporations asking for down further " the market upward, including

spective premium basis or to Hynes those higher limits to warrant of- Even more optimistic observers claims cost inflation, questions
purchase the insurer's risk man- "We'd rather write less business fering them," he said don't see any market turn on the about reinsurance recoverables,

agement services package than more business at the current Because of the recession, "the horizon political and regulatory pressures,

Insurers report that they're tak- price levels There is lots of insur- size of the marketplace a not m- "There's very little in sight that and the workers compensation crt-
ing numerous steps to cut losses ance capacity out there, so I'm not creasing, really it's decreasing," says 1992 will cause a price adjust- sis
and to increase their competitive optimistic that we'll see meaning- said Travelers' Mr Barbieri The ment," said Crum & Forster's Mr

But the turn doesn t seem to be

edge ful price increases next year I ex- amount of business available has Vairo Like other insurers, Mr in the offing, he said "It Just blows
Chubb's Mr Kelsey said that the pect modest increases in 1992-but shrunk, he said Vairo pointed out that while catas- your mind," he commented

New Jersey-based insurer is "con- -- --

stantly restricting terms" in Call- 5 ' 6.' ·

fornia because of the state's legal @ '3#©,4· *, ''« I -X

1 '.: *
climate .4 ' f

"We are reducing coverages and
increasing deductibles-especially ·L

.

in circumstances where the cus-
-r.£'

4,

tomer wants a premium decrease, .

b-,5, I.

said Hartford Steam Boiler'ss Mr ,**SS'3194*, 4.,ill'r
' 1.11 + , *·, # ,

Hynes
"We've been successful in doing

? r .{

this" while retaining those ac- )* r·' 7

counts, said Mr Hynes
In addition, "problem accounts

with high loss ratios are either get- .

ting meaningful coverage or pre-
r ..1 . e., A

mium changes, or we are with-
drawing from the accounts," Mr
Hynes said

And, he noted, the insurer is f
"backing away from coverage en-
hancements " For example, "we
are less inclined to do guaranteed
rate programs or to provide exotic
business interruption programs "

Over the last five years, Tra-
velers has made investments in
workers comp loss prevention and
claims handling abilities, which
are now "having a material impact
on claims," said Mr Barbieri

Travelers, though, is not increas-
ing deductibles for any lines, nor is
it changing its policy form word-
ing "We think improved services
are the way to deal with losses " f1

In order to compete, Travelers is
broadening coverages in Isolated
cases for customers with good ex-
perience and loss controls, Mr
Bark)ieri said

ACE also has made some changes
to its policy form, Mr Scott said,
although he explained that the

4 , U

changes are not a response to in-
: 1, -1,

creased competition "We just felt
it was the appropriate time to a'IF
make a revision "

The new form, released in No-
vember, marks the first time that 1 1 ge'll
ACE has changed its p011Cy form
wording J

't:'D
The new policy will be used for It.*

all new accounts and is optional
for renewing accounts It clearly
defines how lt W111 attach at multi-

1 1
ple attachment points for multi-

t

peril risks, Mr Scott explained 1..
In addition, ACE "liberalized the

notification provision under sud-
den and accidental pollution," he
said

Previously, ACE required policy-
holders to notify (primary insurers)
in seven days and ACE in 20 days We can giveyou solutions now.
following an incident The new no-
tification provision gives policy-
holders 40 days to inform ACE of Risk management was tough enough when which integrate environmental and financial man-
an incident the risks were on the surface Now environmental agement To assess environmental impairment

Overabundant capacity remains exposures have opened up a whole new area of liabilities and their impact on claims costs
the chief culprit in the continuing
soft market, say insurers "Too potential liability When it's time for the clean-up, will Whatever your needs, our resources and creativity
much capacity, obviously," is the it close down your business? work together to bring long term solutions to your
cause, said Wausau's Mr Smith AM-RE MANAGERS can help you plan for toughest risk management problems
"There's too much surplus to sup-
port price increases " future liabilities now We'll put together a team of Don't get shut down by the costs of

Arkwright's Mr Moriarty said experienced professionals to assist in the evalua- environmental exposure Talk to the experts at
that capacity problems are exacer- tion of environmental liability To develop programs AM-RE MANAGERS
bated by the recession Recessions
put pressure on risk managers who
are in "a position of having to do
more for less," he said



Risk managers
Continued from page 1
Mich., sought bids because of the
hardening market.

The coverage was written in 1990
by United States Aircraft Insur-
ance Group, an insurer consortium
based in New York.

Volkswagen is expecting to end
up purchasing lower aviation lia-
bility limits at a higher rate when
it finally places the coverage, Ms.
Warshawsky noted.

Like aviation insurance, marine
insurance also is commanding
higher rates. Carnival is watching
coverage costs go up for its "fun
ships" as well as its planes.

"Our blue-water marine account

typically requires worldwide ca-
pacity," Mr. Scheinblum noted.
"Some of the vessels are valued at
$300 million."

Rates for the nine cruise ships
now operating are up 50% to 100%
from.last year's levels, Mr.
Scheinblum said.

The blue-water marine coverage
includes insurance for a vessel's

hull, business interruption while
the ship is at sea and hull war
risks, among other coverages, he
explained.

Like its aviation coverage, Car-
nival's blue-water marine account

is led by Lloyd's syndicates.
Mr. Scheinblum pointed out that

insurance prices have hardened
considerably in London as un-
derwriters there continue to reel

from recent catastrophes. "The
London market is much tougher,"
he commented.

Another line of coverage that's
going to be a little more expensive
this year in some cases is tradi-
tionally troubled directors and of-
ficers liability coverage. Rate in-
creases, however, are nowhere near
those for aviation risks.

"The market has hardened a lit-

tle bit," said David Jeroski, insur-
ance manager at General Nutrition
Inc. in Pittsburgh. The retailer of
nutritional supplements expects its

Not later.

'In my 25 years in this business, this is the first
time I can remember the London market being

substantially harder than the U.S.
property/casualty market,' says Michael S.

Scheinblum of Carnival Cruise Lines.

D&O rates to rise about 10% to

20% at this year's renewal, he said.
Mr. Jeroski did not reveal Gen-

eral Nutrition's D&0 limits, but

said the company plans to renew
the coverage with National Union
Fire Insurance Co. of Pittsburgh,
Pa., a unit of American Interna-
tional Group Inc.

Although the firm's other cover-
ages renew later in 1992, Mr.
Jeroski said he sees no threat of a

market hardening. "I don't see
anything in sight."

In fact, the horizon remains clear
for companies renewing most other
types of property/casualty cover-
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age, risk managers report.
In fact, Mr. Scheinblum said that

he doesn't foresee any problems
when Carnival's domestic prop-
erty/casualty coverages are ren-
ewed in April.

"I see another year of soft prop-
erty/casualty rates domestically.
There's no pressure to raise rates
yet," he said. "In my 25 years in
this business, this is the first time
I can remember the London market

being substantially harder than the
U.S. property/casualty market."

Some risk managers find that the
most efficient way to handle their
renewals is to restructure their po-

anm,5%AM·RE MANAGERS*
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licy expirations to avoid the Jan. 1
renewal date.

Most of Volkswagen's coverages
apart from aviation have been
moved away from Jan. 1 renewal
dates to avoid the year-end crunch,
said Ms. Warshawsky. "The bro-
kers are overwhelmed around Jan.

1,"

A crime policy covering losses
from employee dishonesty is up for
renewal in February, Ms. War-
shawsky noted.

The coverage, which is placed by
the Detroit office of Marsh &

McLennan Cos. Inc., is written by
National Union. "We don't expect
much change" in rates or coverage
terms, she said.

Hay & Forage Industries in Hes-
ston, Kan., also has moved away
from year-end renewals to calmer
dates throughout the year, said
Eugene Diller, risk and benefit
manager at the farm equipment
manufacturer.

However, Hay & Forage still
renews its workers comp coverage
on Jan. 1, and this year its pre-
mium rose 33%. "Kansas is in bad

shape according to the insurers"
who write coverage there, said Mr.
Diller.

A handful of quotes "varied ra-
dically," he said, and Hay & For-
age finally settled on coverage
written by Transamerica Corp.

Diebold Inc. still has a couple of
months before its casualty insur-
ance renewals, but Mark Tucker,
risk manager at the Canton, Ohio,
company, is getting a head start.

The manufacturer of banking
and security equipment will renew
general liability, commercial auto
liability and other "miscellaneous"
casualty coverages at a projected
maximum cost increase of about

10%, according to Mr. Tucker.
He added that Diebold is renew-

ing at the same limits: $1 million in
primary coverage with an undis-
closed amount of excess insurance.

Like other risk managers, Mr.
Tucker said he hasn't seen any
signs of hardening in the commer-
cial market.

"It may be a good time to lock
them into a three-year policy," Mr.
Tucker said. But the actual

chances of negotiating such a con-
tract, he added, are probably
"nil."

"We have renewed with no diffi-

culty-maybe a little bit of an in-
crease" in price, said Gregory L.
Itnyre, risk management analyst
with Washington Gas Light Co. in
Springfield, Va.

The public utility renewed its
$35 million in excess liability cov-
erage with Bermuda-based indus-
try captive Associated Electric &
Gas Insurance Services Ltd. The

coveragelies above a $300,000
self-insured retention.

Washington Gas Light has parti-
cipated in AEGIS since 1976, ac-
cording to Mr. Itnyre.

The utility also renewed a $65
million layer excess of the AEGIS
layer with Scandinavian insurers
and Lloyd's syndicates.

Prices for the $65 million layer
rose 12% since last year, Mr. Itnyre
said. He speculated that "poor un-
derwriting results" led to the price
hike.

"They've been tagged lately," he
said of the excess markets.

Energy Insurance Mutual Ltd.,
another Bermuda-based industry
captive, writes the next layer of
$75 million and ACE Ltd. provides
an additional $80 million in cover-
age above that layer.

Altogether, the utility has $255
million in liability coverage excess
of its retention.

"Property coverage is renewing
at pretty much the same premium
as expiring," said Mr. Itnyre.

At last year's renewal, the cost of
Washington Gas Light's property
insurance fell 3%. The company
renewed the $25 million in ·cov-
erage with units of Arkwright Mu-
tual Insurance Co. and $75 million
with Scandinavian and Lloyd's un-
derwriters, Mr. Itnyre said. I
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panies are actually letting business
go," he said.

"Most lines are still down in

terms of rates, with the biggest
concessions being made on large
accounts. Insurers talk about hold-

ing the line, but when the rubber
hits the road, somebody's still will-
ing to maneuver," observed
Charles L. Ruoff, senior vp with
Sedgwick James Inc. of New York,
a unit of Sedgwick Group P.L.C.

"At the home office level, they're
all holding the line. But in reality,
forget it," said Donald R. Bell,
chairman and chief executive offi-

cer of Frank B. Hall & Co. Inc. in

New York.

"It's the size of the account

that's driving the market," said
John Van Osdall, chairman of Anco

Corp., a Houston-based brokerage.
"Small accounts suffer from lack

of options, while the large accounts
are still highly sought after," he
said.

Tom Arney, executive vp-prop-

erty/casualty in the New York of-
fice of Jardine Insurance Brokers

Inc., called the current market
"two-tiered."

"Middle to high-end commercial
accounts with no product or long-
tail exposure can name their price.
Large accounts with a couple ex-

otic exposures are also competi-
tive. But anything to do with pe-
troleum, chemicals or marine is

hardening as we speak. Capacity in
this area is shrinking," he said.

Insurers cannot enforce across-

the-board rate hikes, which they
say they need and desperately
want, because they are not willing
to risk losing the market share they
have built up over the past several
years, brokers say.

"The buzzword is to keep market
share. Insurers need to keep their
volume up. So, for example, if a
carrier is steering clear of workers
comp, it has to replace that volume
with something else," said Bruce C.
Dunbar, chairman and chief exec-
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Claimants Sometimes Lie

Videotapes Don't.

utive officer of MeGriff, Seibels &
Williams Inc. in Birmingham, Ala.

"Management wants profitable
business, but then it sets aggres-
sive production goals. The two
aren't compatible," observed Dan-
iel Batonick, a vp in the property
division at New York-based John-

son & Higgins.
"There's either very little inte-

grity in the statements coming out
of the offices of CEOs, or else the
branch offices aren't getting the
message," surmised Kenneth Held,
president of Joseph Held Co. Inc.
in New York, which specializes in
placing coverage for commercial
real estate accounts.

"I just think that nobody wants
to put out a stockholders report
with lost market share," Mr. Held
said.

Insurers still are competing

through rate reductions to position
themselves for the future, said El-

liott Jones, vp-marketing with
Alexander & Alexander Inc. in

Chicago.
"I think there's a feeling among

insurers that the market may

change soon, so they're gambling
now in hopes that when it does
turn, they'll have the business set
up for the hard market," he said.

"But it's a vicious cycle when
you try to offset losses that result
from reduced premiums by writing
more. Something's going to give,"
Mr. Jones observed.

In addition, property/casualty
insurance capacity "still appears
strong, although underwriters are
asking more questions and select-
ing risks more carefully," Ancoy
Mr. Van Osdall said.

Excess capacity is one of the
main driving forces in the prop-
erty/casualty insurance market,
said Andrew Marks, president of
MLW Services Inc. in New York.

"A lot of foreign-based capital
entered the market in the last cou-

ple years, and they paid a lot to get
in so they want a piece of the ac-
tion," Mr. Marks explained.

Many brokers called the prop-
erty insurance market a "disaster"
and a "horror show" for insurers

and themselves, with rates still

being cut by 10% to 25% without
hesitation.

"The property market is so soft
that the lines that normally divide
classes of risk have been blurred to

the point that you can't see them
anymore," said M. Renwick Sever-
ance, vp-specialty services with
Republic Hogg Robinson Inc. in
Boston.

"I have seen prices being cut just
in the last couple weeks," Mr. Held
said.

"One would think that after

Hurricanes Gilbert, Hugo and Bob,
insurers would say to themselves
that they can't afford the risk of

e. -143...
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being hit by a major storm. But the
rates are even more depressed now
than last year," he said.

Rates are heading down for
"juicy" property accounts for
which there is some room for

movement, but rates for some ac-
counts have already been cut so
low during previous renewals that
there simply is no more room for
rate reductions, said J. Patrick

Gallagher, president of Arthur J.
Gallagher & Co. in Rolling Mead-
ows, Ill.

"There used to be distinctions

between HPR and non-HPR, but
not so much any more," he said,
referring to highly protected risks.
"Only in the petrochemcial indus-
try does HPR make a difference."

Brent LaGere, chief executive
officer of LaGere & Walkingstick
Insurance Agency Inc. in Chandler,
Okla., also noted that the differ-
ences in rates for HPR and non-

HPR risks have all but evaporated.
"I think HPR accounts are al-

ways desirable, but property rates
are so depressed that it doesn't

'At the home office

level, they're all
holding the line. But
in reality, forget it,'

says Donald R. Bell.

make much difference. If the risk is

large, the competition will be in-
tense. You're going to be able to
find someone to swing on the large
risks," Mr. LeGere said.

"Most interestingly, terms and
conditions have shifted in favor of

the buyer" when there is little
room for substantial rate reduc-

tions, said Joseph L. Lombardo,
executive vp of U.S. brokerage op-
erations for Hall. For instance,

some risk managers and brokers
are seeking non-cancellable poli-
cies and broader coverage terms in
lieu of further rate cuts.

Only petrochemical-related
property risks are experiencing
any hardening of rates, brokers
say.

"Heavy petrochemical property
rates are up as much as 20%," said
William A. Quinn, senior vp with
Willis Corroon.

"Capacity is definitely shrinking
for high-hazard risks, and the rates
are going up," said Frank Dougan,
president of Morris & Mackenzie
Inc. in Toronto. When combined

with a bad loss ratio, the rate in-

creases for a high-hazard property
account can be as much as 25% to

60%, he said.
All energy-related companies

that purchase property coverage in
the London market are experienc-
ing rate increases because of "some
loss in capacity," said Larry R.
Sorensen, senior vp and director of
corporate marketing at Rollins
Burdick Hunter Co., the retail bro-

kerage unit of Aon Corp. in Chi-
cago.

Liability rates also remain soft,
though not quite as soft as prop-
erty, brokers say.

"Competition is keen for primary
levels of general liability because
this is where the bulk of the premi-
ums are located," said Sedgwick
James' Mr. Ruoff. "Pricing appears
to have stabilized somewhat for

high-level excess coverage, but
only because it's governed by min-
imum premiums. Otherwise, you
know it would go lower."

"Low levels of primary general
liability are almost as soft as prop-
erty with rate reductions of 10% to
15%," said A&A's Mr. Jones.

"There's also a lot of capacity at
the excess level, both for high and
low layers," he said. "The rate cuts
here can be very dramatic, though
it takes some work to get the con-
cessions."

M&M's Mr. O'Sullivan pointed
out that there's a new wave of

Continued on next page
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competition in the excess liability
insurance marketplace. "Com-
panies offering significant blocks
of excess coverage are getting more
competitive, and there are a num-
ber of di fferent players."

Even pulp and paper companies
are able to negotiate on rate and
conditions when renewing liability
coverage, according to RHR's Mr.
Severance. In tighter markets,
these companies find it tough to
secure coverage because of the
fire-related risks they pose.

However, William A. Quinn, se-

nior vp with Willis Corroon, said
the excess liability marketplace is
stable.

"With the exception of oil and
gas risks and aircraft risks, the lia-
bility market is steady to slightly
down," said James Hatch, senior

vp in the Philadelphia office of
Johnson & Higgins.

Rates for many professional lia-
bility lines have stabilized, though
the rates for a few lines are going
in different directions, according
to brokers.

For example, medical malprac-
tice rates for hospitals and physi-
cians are dropping by 5% to 10% in
most cases, according to brokers.

Mr. Ruoff of Sedgwick James
said professiondl liability rates are
"generally firm," except for medi-
cal malpractice, where rates are
falling by about 10%.

"In the mid-'8Os, the industry's
combined ratio on medical mal-

practice was between 120% and
130%. Now it's about 110%," Mr.
Ruoff explained. "It's allowing un-
derwriters to be more flexible."

However, the opposite trend
holds true for professional liability
insurance for lawyers, architects
and engineers, according to Mr.
Ruoff. "Pricing is stable at best,
and rates are increasing if the ac-
count has had any negative activity
in the past year."

Nelson Green, vp with Poe & As-
sociates Inc. in Tampa, Fla., said
an influx of new underwriters is

forcing medical malpractice rates
down but that rates for nearly all
other professional liability cover-
age are "up slightly."

Brokers say that rates for direc-
tors and officers liability and law-
yers professional liability insur-
ance are increasing about 10%.

And, professional liability ac-
counts that "have had difficult loss

experience are seeing increases of
10% to 15%," said Edwin L. Over-

myer, president and chief execu-
tive officer of Berwanger Overmyer
Associates in Columbus, Ohio.

Underwriters simply do not have
the capacity to competitively price
D&0 coverage, said A&A's Mr.
Jones.

"Capacity for D&0 and lawyer's
professional liability is slim. Oth-
erwise capacity is a non-issue," he
said.

While the London-driven marine

insurance market is showing signs
of tightening, there are U.S.-based
insurers willing to pick up some of
what London underwriters are un-

willing to write.
Marine business is "tightening

up" in London, but U.S. insurers
may be willing to pick up the slack,
said Mr. Severance.

"We hear Lloyd's is losing its
marine capacity," said Robert Hilb
Sr., president of Hilb, Rogal &
Hamilton Co. of Glen Allen, Va.
"London marine rates are up 10%
to 100%, but there's usually a do-
mestic carrier waiting to step in
and write the business at flat

rates," he said.
However, Daniel Donahue, exec-

utive vp-marine with Jardine, said
that the marine side of Jardine's

business "is hardening notice-
ably."

"A good fleet with favorable loss
experience is now looking at up to
a 25% rate increase, while a fleet
with poorer experience may find
that both hull and liability cover-
age will cost as much as 125% more
than last year."

Aviation hull and liability rates
also are increasing, according to
several brokers.

"It's a tough market now," said
Willis Corroon's Mr. Quinn.
"There's still capacity, but when
losses get to two and three times
your book of business, obviously
you're going to raise prices."

Late last year, airline risk man-

agers and brokers estimated that
airline industry premiums may
double in 1992 after several years
of severe price cutting (Bl, Nov. 25,
1991).

Shrinking capacity in the Lon-
don market will mean rate hikes

for all aviation risks this renewal

season, according to Scott Held-
fond, president and chief executive
officer of DSI Insurance Services

in San Francisco.

Brokers also agree that workers
compensation capacity is shrinking
dramatically, especially in states
with problematical workers comp
systems like California, Florida,

Maine, Massachusetts, Pennsylva-
nia and Texas. Brokers say the
workers comp systems in those
states face rate inadequacy and

fraud, among other things.
In addition, the poor economy

has caused many employers to
downsize, which in turn leads to
reduced payroll-based workers
comp premiums.

Thus, insurers are looking to re-
duce their workers comp exposure,
according to brokers.

"Only in workers comp and D&0
is capacity a problem. In these two
areas, it's very tough to get the
limits and prices our clients want,"
Mr. Ruoff said.

"Workers comp is bad and get-
ting worse in some states," said
RHR's Mr. Severance.

"Louisiana, Maine and Texas are
still very poor states for insurers,

and things are getting worse in
Massachusetts, where it seems as

though insurers are preparing for a
stampede toward the door," he
said.

However, the Massachusetts

Legislature has hammered out a
workers comp reform law (see
story, page 2).

Mr. Severance said the emer-

gence of a few monoline workers
comp insurers in California may
revitalize that market.

In addition, employers in Cali-
fornia are beginning to realize that
insurers and regulators are not the
whole problem, he said. "I think
they're reviewing their claims
much better these days, and they
may be starting to catch up with
some of the fraud that surrounds

workers comp," he said.
Rates for surety bonds are stable,

but brokers point out that un-
derwriters are getting much
stricter in terms of the collateral

they seek from buyers.

"What's changing is what sup-
ports the underwriter's willingness
to take the risk," like the policy-
holder's loss experience, sales and
payroll, said Hall's Mr. Lombardo,
referring to collateral.

J&H's Mr. Hatch said surety un-
derwriters are now "acting like
bankers."

"The coverage is there, it's avail-
able and the price is not a problem.
But you should see the hoops you
have to jump through to get cover-
age. The underwriters are being
very picky," he said.

DSI's Mr. Heldfond also said

surety is being underwritten "more
stringently."

Poe & Associates' Mr. Green said

surety underwriters are now "a lit-
tle more picky." But he does not
fault them. "I think they're asking
the right questions. What's catch-
ing everyone isthat over thelast
few years they didn't ask the ques-
tions they should have. They just
wrote it," he said.

Brokers also say that commercial
automobile insurance rates for

some accounts are creeping up by
about 5% to 10%. But, they say
they would not cite this as a trend
yet.

In general, brokers report no
major differences in market condi-
tions by region.

J&H's Mr. Batonick labeled the

market nationwide as "one big
blah" in which conditions in all re-

gions are "pretty uniform."
Meanwhile, persistent soft mar-

ket conditions and widespread
doubt that the market will turn ra-

dically-if at all-have put alter-
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native risk financing initiatives on
hold for the most part, brokers say.

"The basic attitude is as long as
the commercial marketplace is
willing to sell it cheaper, I'll wait,"
explained RHR's Mr. Severance.

"But the sophisticated buyer
that may be expecting a change in
conditions knows reinsurance is

cheaper now, so why not get
started in a captive or self-insur-

ance and get an inexpensive edu-
cation."

Mr. Jones of A&A said his com-

pany is seeing a little momentum
toward self-insurance, but mostly
for workers compensation risks.
"And, I suspect this move may be
short-lived when employers begin
to see that states want them to pay
residual market loading assess-
ments, too." I
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• Patrol Services,
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• Alarm Monitoring and
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For more than a decade CoverX Corporation has
continuously provided a stable insurance product
forthe Security Industry. During that time many
companies and agencies professing to
"specialize" in this industry have come and gone.
In today's difficult insurance marketplace most
are simply gone. COVERX CORPORATION IS
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Stubborn market puzzles brokers Catastrophe cover
Brokers are divided over if and when the prop- be severe, especially if it doesn't happen until the

erty/casualty insurance market will turn, what will end of 1992 By then the industry will be function-
difficult to locate

trigger a turn and how severe it will be ing at a $40 billion to $45 billion reserve defi-
Most brokers feel insurer results and the string of ciency," said Charles L Ruoff, senior vp with Sedg-

natural disasters, like the ma]or storms that have wick James Inc of New York, a unit of Sedgwick
hit the East Coast the past three years and the Oak- Group PLC for ceding insurers
land fire, should have already forced a turn in con- "I think there is going to be a violent change in
ditions the market," and the longer the market remains By JUDY GREENWALD sualty treaty remsurance reI*wals in

"There is no logical explanation for what is going soft, the more violent the eventual turn will be, said and DOUGLAS McLEOD the United States are golng smoothly,

on None of this should be happening," said Donald J Patrick Gallagher, president of Arthur J Gal- with rates holdmg steady or movmg
R Bell, chairman and chief executive officer of lagher & Co in Rolling Meadows, Ill The property catastrophe remsur- only modestly up or down And, ca-
Frank B Hall & Co Inc in New York But, Elliott Jones, vp-marketing with Alexander ance and retrocessional markets are pacity is plentiful, brokers and rem-

Red ink will have to show up on insurers' finan- & Alexander Inc in Chicago, said that any turn will once again turning Into a New Year's surers say

cial statements before there will be any maJor turn be moderate "because the industry remembers all nightmare for cedlng 1-nsur- Aside from prop-

in the market, agreed John F O'Sullivan, a manag- the bad publicity it got the last time " ers, according to brokers erty catastrophe

ing director with Marsh & McLennan Cos Inc M Renwick Severance, vp-specialty services with and insurers

in New York Republic Hogg Robinson Inc in Boston, agrees "If
Reinsurers business, "every-

Ceding companies hittmg thing's slipping and

"Acceptable profit levels and increases in insurer the market swings like it did in 1984, that could be the market for Jan 1 re-
say

sliding like lt has

surplus tell me that no change 15 on the horizon," the straw that breaks the public's back They don't newals of catastrophe pro- been for the last two

said Larry R Sorensen, senior vp and director of think much of us now as things stand " grams are being hit right to three years," Ob-

corporate marketing at Rollins Burdick Hunter Co , Nelson Green, vp with Poe & Associates Inc in back with double-digit rate served A Edward

a retail brokerage unit of Aon Corp in Chicago Tampa, Fla, predicts "a slow, moderate turn, which increases and continued capacity Gschwind, president and chief execu-
Current market conditions are what brokers and may already be occurring But that could change shortages, largely because of contin- tive officer of American Royal Rein-

buyers should expect for the near future, said Ken- overnight if poor reserves cause insurers to dip uing chaos m the London market surance Co in New York

neth Held, president of Joseph Held Co Inc m New into surplus " Many insurers are likely to end The only other exceptions to this
York, which specializes in placing coverage for Andrew Marks, president of MLW Services Inc in up with gaps in their catastrophe general rule are marine, energy and
commercial real estate accounts New York, said he anticipates some hardening in programs, prompting some to con- aviation risks, for which the market

"I think this lS the market," he said "We Just the second and third quarters this year "But lt sider alternatives to traditional ca- remains tight, reinsurance officials
have to learn to operate in it as is " won't happen with a bang like last time It'11 proba- tastrophe coverage like so-called agree However, many reinsurance

"Our planning is based on the assumption that bly be slow at first with some snowballing thereaf- "funded covers" and other forms of renewals are running late this year
this lS how we'll be operating for the foreseeable ter We won't see 100% across-the-board in- financial relnsurance, market observ- because of the chaos in the London
future," said Bill Dolan, eastern regional manager creases " ers say market

for Jardine Insurance Brokers Inc in New York -By M;chael Schachner While the market remams miser- "I don't thlnk the renewal season

But, "if this goes on much longer, the turn could and Lon Block able for catastrophe coverage, 15 gomg to be over until Jan 15,"
though, most other property and ca- Continued on next page
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book of Stop Loss Insurance for A major structured annuily com- CARGO·CO{mUCTORS EQUIPMENT new underwriting department Position research, writing, member services

Davis & Company, Inc.
requires a comprehensive knowledge of Experience in insurance education,

self-funded medical programs pany located in the Northeast ts CALL 1-800-54+6454 the insurance industry, insurance prin-

looking to expand its existing
progress toward professional

Risk Management & Commemal Excellent benefits Please send
ciples and rates as applied to workers' designation (CPCU, CZC) desired Must
compensation, property and liability, have solid experience in P/C, personal

Insurance Recruitment resume to Box 2713, Business network of producers throughout
the United States The major car-

knowlede of automated rating systems and commercial, company or agency
Insurance, 740 M Rush SL, and their applications, municiple level Relocation to Albany, NY area
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BA or BS Degree Five years of progressive management re-
Chicago/New York NOTICE IS HEREBY GIVEN pursuant

sponsibility In similar position, with at least two years in ASSOCIATES IMC
GRS, a provider of medical manage- to an Order of the High Court of Justice
ment and vocational evaluation ser- made on 4 October 1990 under the pro-

Number One or Number Two position In multi-site, 5,000 +
LGLIC vices on a national basis is seeking a visions of Section 112 Insolvency Act

dynamic individual for this Chicago/ 1986, that the creditors of the above

employee group Substantial knowledge of property/casualty New York-based position to represent named company, which is being volun-
our company by generating national tarily wound-up, are required to sub-

and employee benefits matters, including experience in both account clients for the self-insured mit their Proofs of Debt showing their

insured and self-insured programs Employee benefits expen-
markets The high-caliber individual names, addresses and providing details
we are seeking w111 have an appealing of their claims against the company

ence Including all group insurance, managed care programs, sales personality and the ability to pro- and of any security held by them, to Ian

403(b) and 457 plans and defined benefits plans Experience in Celebmdng Our 14th Meat €)f National Service
vide sales presentations to our pros- Douglas Barker Bond, Joint Liquidator
pective clients Excellent salary and of the company, at Shelley House, 3

the administration of caletena plans for large employee group 1R, The Risk Management Community
benefits package including companY Noble Street, London, EC2V7DQ, and
car, life, health and dental insurance to establish any entitlement they may
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resume to GENERAL REHABILITATION 1992
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vestigation and settlement, safety/loss control and loss fund- isenberg Insurance + Risk Manage- ment of their claims to the Joint Liqui-

ing/financial control activities 1[A RICHARD MEYERS ment, one of the 150 largest insurance dator at 3 Noble Street, London, EC2
and risk management firms in the US, on or before 31 March 1992
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enced sales-motivated commerciallines Creditors who do not submit their

i , producer/risk management consultant Proof or details of their claim in re-
Advanced degree, degree in insurance or risk management Executive Recruiters, Candidate must have broad P&C cover. spect of the trust funds on or before 31

Professional designations,eg, ARM, CPCU, CEBS Servicing Clients Nationwide, In The Areas Of:
age knowledge, strong sales and com- March 1992 will be excluded from the
munication skills, a history of success first and final distribution to creditors

Expenence in a public entity/political subdivision risk and a winning attitude Wisenberg In- in the liquidation and/or from any dis-
· Risk Management · Claims Management surance, a Texas market leader, was tribution to beneficiaries of the trust

management department · Safety & Fire ·Benefits & Pensions
formed 57 years ago, and is on the cut- funds
ting edge of many insurance and risk

Starting Salary Range $48,500-59,400 Protection · Property & Casualty management issues The company Dated 13 December 1991
offers an attractive incentive based IDB Bond
compensation plan, excellent benefits, Chartered Accountant
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Contznued from previous page think we're m a position to assume said He added that he does not be- more powerful they are," the offi- rising 10% to 40% for both aviation
said Albert P Amato, senior vp at liabilities that we can't protect be- heve anyone has actually completed a cial noted and manne business

C L Frates Reinsurance Intermediary yond our existing net hnes," he said $250 million program so far this Some ceding msurers that cannot However, other working layer
Inc in New York "Every year the re- "I would not want to be a broker year find enough capacity or will not pay property and casualty reinsurance
newal season starts earlier and ends with a large catastrophe program to Roger Espe, president and chief ex- the price for what is available are in- programs are essentially stable
later This year is no exception " try to complete " ecutive officer of Seattle-based Sulli- stead considering some form of fi- "It's not getting better, and lt'S nOt

But the immediate focus of atten- And, pricing on the available re- van Payne Co , agreed that $250 mil- nancial remsurance to fill the gaps, getting worse," said Paul Hawks-
tion this renewal season-just as it trocessional capacity is "up in the lion is available in theory However, reinsurance sources say worth, president and chief executive
was last season-remains the catas- stratosphere," noted Bard E Bunaes, "I doubt if it really is there, and I This might take the form of a officer of The Mercantile & General
trophe retrocessional and remsurance chairman and CEO of Constitution think $175 million to $200 million is "funded cover," in which the ced- Reinsurance Co of America in Mor-
markets (BI, Jan 7, 1991) Remsurance Corp m New York a lot more realistic " mg insurer pays a premium and iS nstown, N J

The retrocessional market has been Steven J Bensinger, president and TPF&C Re's Mr Mitchell estimated guaranteed certain future payments "The rates on property per risk
nearly squeezed out of existence, sev- chief operating officer of Skandia that $100 million to $150 million of plus a profit commission if losses are and casualty are about where they
eral remsurance sources report America Reinsurance Corp, esti- catastrophe reinsurance capacity is smaller than expected were last year," said TPFUC Re's

"It's barely there," and ICS ques- mated that there has been a 25% to available "And it's a range, because Skandia's Mr Bensinger observed Mr Mitchell "They're not up or
tionable whether as much as $12 mil- 50% reduction m retrocessional ca- we find the market is contracting al- that the capacity crunch is resulting down They've leveled there "
hon to $15 million m total retroces- pacity since last Jan 1, and "what iS most daily I'd have a hell of a time in "forced retention" of catastrophe Furthermore, "there's sufficient ca-
sional capacity is available for available is probably 50% to 100% putting together $200 rrullion today," exposures by ceding companies pacity for both," Mr Mitchell said
catastrophe risks, said John N Gil- more costly " he said While thls has produced an merease "There continues to be an appe-
bert Jr, president of the New York- The catastrophe remsurance mar- "Anything over $100 million is m mquiries about financial remsur- tite for (property) business, and lt'S
based Holborn Agency Corp, a rein- ket is only slightly easier for buyers golng to require severe dollars to be ance, it is unclear how many cedmg fairly competitive The rates aren't
surance intermediary to deal with than the retrocessional thrown at it," Holborn Agency's Mr insurers actually will buy the con- going up there at all The direct wnt-

"For all practical purposes, there market, remsurance sources say Gilbert said tracts, he added ers seem to be vey aggressive at try-
is no retrocessional market (com- "There is certainly no abatement Mr Rothpletz said rate hikes for Reinsurers also are on the look- ing to go in and use their catastrophe
pared) to what the marketplace in the trend toward higher prices and catastrophe business are running out for ceding companies trying to capacity" to obtain the entire ac-
looked like two to three years ago," tighter capacity," observed Mark D from a minimum of 20% up to as 'camouflage" catastrophe risks in count, said Sullivan Payne's Mr
said Philip W Mitchell, managing Mosca, vp with NAC Reinsurance high as 50% property proportional treaty reinsur- Espe
director and chief executive officer Corp in Greenwich, Conn Mr Espe also said that rate in- ance programs, Mr Bensmger added Meanwhile, rates on some casualty
for TPF&C Remsurance m Philadel- Many ceding insurers with Jan 1 creases for catastrophe programs For example, a ce(ling msurer that treaty renewals are down 10% to
phia "It's more a matter of whether renewals "wall have substantially less generally are in the 20% to 25% range previously bought $200 million in ca- 15%, said Steve Tirney, senior vp at
you could buy it at any pnce Most of traditional catastrophe (coverage) in -dependmg on the ceding insurer's tastrophe limits excess of $100 mil- PMA Remsurance Corp m Philadel-
our clients are buying very little re- place than last year, almost regard- size and exposure--but some com- lion may now try to get the same cov- phia
trocessional capacity or none at all " less of the price they are willing to panies are being hit with mcreases of erage by arranging a $300 million "We're still m the soft market It

The real problem is capacity," pay," Mr Mosca said as much as 60% proportional property program with is still tough out there," he said
agreed Jeremy Wallis, president and The property catastrophe market Small, regional ceding msurers are reinsurers assuming a $200 million Some casualty clash covers are see-
chief executive of English & Ameri- has contracted significantly, dramat- seeing increases of 15% to 20%, while share, he explained ing modest rate increases of less than
can Insurance Corp in Chatham, N J ically, to the pomt where some of our larger companies with greater expo- You still have the exposure and 10%, while rates for other casualty
A lot of people are withdrawing from chents can't buy all the capacity they sure and heavier losses are seeing you've still got to protect yourself treaty business are "still bumping
the London market "and it's just cha- need at a price they can afford to hikes ranging from 30% to 70%, Mr on the back end" with retrocessional along the bottom," Pru Re's Mr Gal-
otic," he said pay," said Mr Mitchell of TPF&C Re Mosca said coverage, Mr Bensinger observed lagher said

"We're Just lettmg the dust settle Observers differ on precisely how Thomas J Gallagher, senior vp Meanwhile, the aviation, marine Observers say there is no imme-
a bit at this point," he added, not- much catastrophe reinsurance capac- with Prudential Reinsurance Co in and energy sectors-all the subject diate turn m the market m sight
ing that English & American's re- ity is actually available Newark, NJ, agreed that insurers of large losses over the past several "The remsurance market has prob-
trocessional covers are not up for Michael Rothpletz, executive vp with relatively slight exposures and a years-are about the only exceptions ably bottomed out, and the primary
renewal until July, which gives the with G L Hodson & Son Inc, a New good loss history may see mcreases of to continuing softness in property business, I think, has too," but it Will
company "a bit of a wmdow " Hyde Park, N Y -based reinsurance only 10% to 15%, while other com- and casualty reinsurance markets, run along on the bottom for quite a

Belvedere America Reinsurance brokerage unit of Willis Corroon panies generally are seeing 25% to remsurers and brokers report while, predicted American Royal's
Co a wrdlng no new catastrophe re- PLC, said that while the US do- 30% mereases Aviation business is seeing rate Mr Gschwmd
insurance business because lt knows mestic market has increased its ca- One remsurance company official hikes on top of increases that al- "I don't anticipate much change
"the retrocessional capacity isn't tastrophe remsurance capacity in re- said that the catastrophe rate hikes ready have been Introduced, said m the market for another six to nine
there," said Robert M Huggins, sponse to the drop-off m the London are being dictated largely by the Wilhs T King Jr, chairman of Will- months," Mr Rothpletz said "I thmk
chairman, president and chief execu- market, the net effect is still a reduc- London market, where fewer and cox Inc, the remsurance brokerage it'11 be a slow comeback "
tive tion m worldwide capacity fewer Lloyd's of London syndicates unit of New York-based Johnson & "It doesn't look like '92 is going

Instead, the New York-based rein- Theoretically, up to $250 million are willing to write the volume of Higgins "You've got a compounding to be the year," Mr Timey said
surer is just renewmg old busmess, in coverage is available, but "that busmess they had previously effect there " "Is it gomg to be '93? I have no
Mr Huggins said "We lust don't would be a stretch," Mr Rothpletz "The fewer of them there are, the Mr Rothpletz said that rates are idea," he said .

Surplus lines rates expected to stay low
By DEBORAH SHALOWITZ & McLennan Cos Inc in Chevy of International Surplus Lmes Insur- most solely by the surplus Imes mar- hke punch presses and medical prod-

Chase, Md ance Co, both of Chicago ket, he said Now, admitted com- ucts-now are underwritten by ad-
Overabundant capacity and admit- "The market remains intensely "There's nothing in the wind at pames handle these types of nsks mitted Insurers

ted companies' voracious appetite for competitive," said Warren Stanley, the moment to suggest the end is in And, Mr Harrell of Alexander This competition is continuing to
premium volume will continue to president of broker Swett & Craw- sight," agreed Ralph Palmien, presi- Howden pointed out that traditional push rates down for almost all lines
push most surplus lines insurance ford Group in Los Angeles dent and chief operating officer of surplus lines risks-for example, Rates for many property risks still

rates down "What we are finding m the area Boston-based First State Insurance long-tail product liability exposures Continued on net page
through most of surplus lines is we are running Co, the surplus lines Insurance unit

Surplus -if not all- about flat on premiums," said Janet of Hartford Group Inc
of 1992, sur- Nelson, president and chief executive Excess capacity is one of the major

lines plus lines in- officer of St Paul Surplus Lines In- factors driving the market, insurers
surers and surance Co in St Paul, Minn and brokers agreed

market brokers re- There seems to be a consensus There is "excess capacity chasing insurance services guide
port among surplus lines officials that the after limited premium opportunity,"

says
Most sur- market will not harden until late Mr Dolan said

plus lines in- 1992, at the earliest Meanwhile, underwriters are
surers and Rates will not rise until insurers scrambling to mamtam market share, Advertise in CASUALTY ACTUARIES, INC.
brokers say are reporting operating losses, pre- the experts said Surplus lmes msur- The Insurance Services Guide! · Loss Reserve and Rate Evaluations for

rates for many types of property and dicted Kevin Brooks, president of ers are competing with each other as Insurance Companies and Self-Insureds
liability coverages still are dropping General Star Indemnity Co, a sub- well as with the admitted market, FAX your ad · Statutory letters of opinion on loss and
5% to 20% for the next issue loss expense reservessidiary of General Reinsurance Co which is increasingly writing bum-

But, in an effort to halt that trend, in Stamford, Conn 77 West Port Plaza, Suite 550ness traditionally handled by surplus FAX: 312/280-3189 St Louis, Missouri 63146-3107some surplus lines insurers are offer- He explained that if the gap be- lines insurers PHONE: 312/649-5340 (314) 878-5002ing broader coverage terms and lower tween underwriting losses and The market lS being driven by
deductibles for the same premium Operating Income is not severe m ln- "standard insurance compames' ap-

While the surplus lines market surers' forthcoming 1991 financial petite for business and they're trymg
generally is softening, some cover- results, the pressure to raise prices to get more premiums because rates
ages are bemg renewed at the same will not be strong are low," observed Marcus Payne, ex- Reach For The Stars
rate as a year ago with no policy However, if companies show ecutive vp and chief operating officer

Investigate this new generation of quality software solutions for healthchanges, and rates for a few types operating losses, "the pressure will of Crump E&S Group in Dallas, a
benefits management, worken' compensation claims- general liability,of coverages are nsing slightly, bro- mcrease significantly for changes m unit of Sedgwick Group PLC

kers and Insurers report corporate underwriting policy," he Nicolas Yuschenkoff, senior vp of med:cal cost containment, and kit iniwy reporting, including
For example, rates seem to be sta- noted CIGNA Corp's Excess and Surplus

ISP HealthStar • ISP CompStar • ISP Mult!Starbilizing or rising for professional ha- Some surplus lines insurers and Division in Los Angeles, noted that
bility and directors and officers ha- brokers think a market turn could the company last year lost 35% of it ISP MediStar • ISP FirstStar
bility coverages be many years away renewal business, 60% to 70% of

And, the market for California Bruce Harrell, executive vp and which went to the admitted market For more information about the many ways
earthquake insurance continues to be chief operating officer of Alexander And, of the new business for which pu can benent from

stable, several experts said Howden North America Inc m At- the company competes, it is wmnmg Insurance Software Packages, Inc ..../
In general, though, year-end sur- lanta, a subsidiary of Alexander & only 10% to 20%, whlle 80% of what write to uS at

plus lines renewals followed the Alexander Services Inc, said the it does not win is belng written by the 3625 Queen Palm Drive

Tampa. FL 33619trend of the past few years low rates company's three- to five-year "stra- admitted market, he said or call (800) 2374133 in the U.1,
and abundant capacity tegic plan assumes the market will First State's Mr Palmien noted (813) 621-6069 in Florida.

The surplus lines insurance mar- not turn " that "the definition of what is a sur-

ket is "Intermmably bouncing along "We're ]ust operating as though plus lines risk right now is quite
the bottom" of the cycle, said this is the marketplace we're likely limited "
Douglas Dolan Jr, senior vp of The to see for a while," agreed David For example, in the property area, For advertising information In the INSURANCE SERVICES GUIDE
Schinnerer Group Inc, an under- Thompson, chairman of Crum & For- insurance for vacant buildings and Contact Margaret Hlkido 740 Rush Street Chicago Illinois 60611
Writing management unit of Marsh ster Managers Group and president earthquakes formerly was written al- Telephone (312) 649-5340
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Surplus lines
Continued from previous page
written in the surplus lines market
are falling 5% to 20%, according to
several experts.

Mr. Yuschenkoff said that low-

layer excess property coverage is
being renewed at 5% to 10% less
than the previous price. And high-
layer, catastrophic property coverage
also is being renewed at 5% to 10%
less than the expiring premium.

Excess property coverage starting
at attachment points of $1 million is
being written at 10% to 15% less than
a year ago, Mr. Palmieri said.

However, rates for catastrophic
coverage attaching at $20 million are
not declining by as much because

rates already are so low that un-
derwriters will refuse to write the
business rather than slash rates even

more, he said.
Rates are not declining for all types

of property coverage, though.
For example, high-layer property

coverage is being renewed at existing
prices when the coverage includes
California earthquake coverage, Mr.
Yuschenkoff noted.

And, property coverage for energy
and petrochemical risks also is stable
because of the erosion in capacity for
such coverage in the London market-
place, Mr. Stanley noted.

On the liability side, many prices
also are falling, though rates for some
types of coverage are stable and rates
for a few types of coverage are rising.

General Star's Mr. Brooks said that

liability insurance rates have fallen
as much as 25% for smaller accounts

that generate an annual premium of
approximately $25,000. However,
rates are down 25% to 40% for larger
accounts, or those generating an an-
nual premium of more than $50,000.

The market for municipal liabil-
ity coverage rernains intensely com-
petitive, several experts noted.

For example, rates are down as
much as 33% in some cases for mu-

nicipal liability coverage, said Swett
& Crawford's Mr. Stanley.

Rates for high-hazard liability
risks, like chemical and pharmaceu-
tical manufacturers, are declining
but not as much as rates for some

other types of liability coverage, sev-

eral experts said.
"That end of the business has held

up much better in the market than a
lot of the other casualty areas," said
Kevin Kelley, president of Boston-
based Lexington Insurance Co., a
unit of American International

Group Inc.
Of the four specialty liability pro-

grams that Schinnerer offers, two are
down in price and two are priced ap-
proximately as they were a year ago,
Mr. Dolan noted.

Rates for errors and omissions cov-

erage for real estate agents with
limits of between $100,000 and $2
million are down 10% from a year
ago, he said. In addition, rates are
down 10% to 12% for up to $25 mil-
lion of hospital excess liability cover-
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age that attaches at $1 million.
But, rates for professional liabil-

ity insurance for architects and en-
gineers with limits of between
$100,000 and $15 million generally
are the same as last year, though
rates are down 8% to 10% in a few

states, Mr. Dolan said.
And, rates have been stable over

the past year for up to $25 million
of excess liability coverage for col-
leges and universities that attaches
at $1 million, he said. Mr. Dolan
added that he expects rates for this
coverage to increase 5% during the
next year.

Rates for other types of liability
insurance also are either stable or

rising.
Rates for errors and omissions li-

ability coverage and directors and
officers liability have remained stable
or risen slightly, several experts
noted.

Most professional liability and
D&0 rates have remained relative-

ly flat, but there have been price
increases of 5% to 10% for any cov-
erage related to a financial institu-
tion, said Thomas Bloom, president
of Willis Faber Holdings Inc., the
Grand Rapids, Mich.-based whole-
sale brokerage unit of Willis Cor-
roon P.L.C.

In addition, rates for blood banks'
malpractice coverage have remained
stable, Mr. Bloom said.

But, lawyers professional liability
rates are increasing, in some cases
more than 15%, Lexington's Mr. Kel-
ley noted.

Similarly, prices for long-haul
trucking liability coverage are ris-
ing 10% to 15%, according to Jim
Sce, senior vp-casualty division for
Alexander Howden.

Several insurers and brokers also

pointed out that coverage has been
broadened in sonne cases to attract

or keep buyers.
For example, some insurers are

writing sudden and accidental pol-
lution coverage and high-hazard
product liability coverage on an oc-
currence basis rather than on a

claims-made form, said CIGNA's Mr.
Yuschenkoff.

And, some errors and omissions
coverage for public officials also is
being written on an occurrence form,
noted Roger Quigley, senior vp of un-
derwriting for Crum & Forster Man-
agers.

Some insurers also are offering
buyers coverage with lower self-in-
sured retentions and deductibles than

last year at the same premium, Mr.
Bloom noted.

And some are offering multiple-
year policies that allow buyers to
lock in low rates, several market offi-
cials said.

Liability and property rates gen-
erally are consistent throughout the
country, according to surplus lines
insurers and brokers.

However, competition is especially
keen in California because many ad-
mitted companies' personal lines
business suffered in the aftermath of

Proposition 103 and they have fo-
cused their efforts on the commercial

lines sector, noted Crump E&S
Group's Mr. Payne.

Surplus lines experts were split
over whether the turn in the mar-

ket-whenever it finally arrives-will
be moderate or severe.

Several maintained that the longer
the soft market continues, the more
abrupt any eventual market turn will
be.

"If this soft cycle continues
through 1992, this correction will be
every bit as severe as 1985," pre-
dicted Joseph Walsh, chairman of
American Empire Surplus Lines In-
surance Co. in Cincinnati.

He explamed that if insurers are
facing insolvency, officials "think
they have to save the company, not
placate consumer advocates and reg-
ulators."

Several others, though, said reg-
ulators and legislators will not tol-
erate a severe market turn.

An abrupt change in rates and ca-
pacity "would bring the wrath of
Congress around our shoulders," Mr.
Payne said. •

-1



Business Insurance, January 6, 1992 / 37

London renewals derwriter John Wetherell written on this basis already and high and some large U S insurers, of it, he said
The contraction at Lloyd's meant next year it may gam wider accep- like State Farm Mutual Auto Insur-Contmued from page 1 a sombre mood m the market dur- tance, he said

"in 1994," he said Jokingly ing Christmas, m spite of decorations ance Co, don't buy catastrophe rein- unbundllng of energy Insurance pro-
U S ceding companies this year surance anyway, he said "There's grams include Phillips Petroleum Co ,Indeed, the contraction in the Lon- that included a Santa Claus perched w111 pay on average about 45% more nothmg to charge back to the client " Mobil Corp, Exxon Corp and Tex-don market delayed the start of this atop the Lutine Bell in the middle of for their property catastrophe rein-

renewal season, which typically the undenwiting room But while property insurance aco Inc in the United States and Bel-
starts in mid-November, as many un- surance programs than they did last prices remain soft in the United glum's Petrofina S AThe virtual disappearance of the year, said one Lloyd's leading prop- States, London underwriters are re-derwriters in the market were still LMX market has meant that London erty underwnter Phillips, for example, is paying

fusing to offer any premium reduc- $165 million this year for onshorescrambling to place their own rein- underwriters are paying much more Overall, however, U S ceding com- tions for U S property business business interruption insurance withsurance and retrocessional coverage for much less retrocessional capacity, panies in 1992 will pay double what "In London, there are no premium hmits of $250 million excess of $50"This is the latest renewal season forcing them to retain more of their they paid in 1989 for less coverage, he reductions at all for North American milhon, compared with a premium ofI can ever remember," added Ron nsk said
property (insurance) and the un- $65 milhon last year, underwritersIles, chairman of Alexander How- "Prices have become ridiculous," U S cedmg compames wlll pay a derwriters are sticking to that ri- say However, Phillips has Incurredden Reinsurance Brokers Ltd, the said one Lloyd's marine underwriter total $1 2 bilhon m premium m 1992 gidly," said Stephen Matanle, execu- losses of $1 3 billion from a 1989reinsurance arm of Alexander & about his syndicate's reinsurance and for $8 billion of property catastrophe tive in charge of worldwide property Texas explosion and another $50Alexander Services Inc

retrocessional program The syndi- reinsurance coverage excess of $2 insurance for Bowring Worldwide In- milhon to $60 million in losses fromThe market was still hectic late cate's remsurers also msist that non- billion in retentions, the Lloyd's surance Brokers Ltd another Texas fire in April 1991last week, he noted "We are still marine and liability risks be ex- property underwnter said In 1989 Some London leaders are also re- The most difficult types of energyplacing orders and we are getting cluded from malor 011 company in- they paid $600 milhon for $8 bilhon vising property msurance forms, he risk to place are onshore energy risksnew orders where other brokers have surance packages it writes, the m coverage excess of $15 bilhon, he said This includes asking for a list of like 011 refinenes, which are receivingbeen unable to place them," he said, underwnter said said
predicting the renewal season will But rather than bow to the rem- the properties that are to be msured, 300% to 400% premium increases,
continue well into January This is still far less than the qua- which "they have never done before," added a Lloyd's energy brokersurers, "we'11 run it ourselves," he drupled prices that U K ceding com- Mr Matanle said "The mtent is to However, "the capacity problem lS"It's the latest I can remember and said, explaining that his syndicate panies are paying for property catas- make everything in the property pol- the issue," said the broker, addingwe are all hopmg that a malor Euro- still will offer 011 company insur- trophe reinsurance this year icy better descnbed " there "may be no capacity at anypean storm doesn't happen this ance packages and retam the non- compared with 1989, according to the London is not losing business by pnce "month because that wlll really throw marine and liability coverage it underwnter U K insurers have col- making this stand, he said, "but we Risk managers are "stunned" byeverything up m the air" for uncom- writes
pleted programs, he said lected 3 bilhon pounds ($5 61 bilhon are being pressured here We have this contraction, the broker said But

Archer's Mr Harris said he has at current exchange rates) m remsur- to either re-layer or re-market" the the prices are basically back to whatEnergy underwriters are already paid double last year's pnce for some ance recoveries for catastrophic business to get it placed they were five years ago m 1986, heprepanng for a substantial loss that of his syndicate's catastrophe rem- losses in the past few years, he said
hit the market m the middle of the surance with a one-loss deductible The U S property msurance mar- said "Certainly it's the toughest
renewal season U K cedlng companies wtll pay a ket is "extremely depressed," added market there's ever been in the en-By mid-December, though, he still total of 600 million pounds ($1 12 Mr Wetherell "I wouldn't renew any ergy market ""There have been gale-force winds didn't know if his syndicate's LMX bilhon) in premium this year for 4 US property busmess with rate de- The market for North Americanin the North Sea which have da- reinsurance was in place So, like bilhon pounds ($7 48 bilhon) of cov- creases," even if it meant losing bum- casualty rlsks remains flat Althoughmaged ngs, ships and some Norwe- many underwnters, Mr Harris de- erage excess of 600 milhon pounds ness to U S msurers underwriters have long wanted toman fish farms Although ltS too cided to wnte renewal business con- ($1 12 billion), he said That com- Some brokers also are having to push up rates, increases above theearly to say how large the loss will servatively as if his syndicate had to pares with paying 160 milhon pounds be creative m placing property in- rate of inflation are still some waybe, it looks like it could be sub- retain the nsks without remsurance
stantial," he said surance m London

"I am bashing on with the sub- 1 off, accordmg to John Holford, dep-
Smce the winds began on Dec 31, hme feeling that I won't have any 'It's the toughest "We are having to come up with uty chairman of Sedgwick Non-Ma-

different ideas and it iS taking longer nne Insurance Ltdit w111 probably be counted as a 1990 (LMX) remsurance," he said "But if I
loss, he said market there's ever to place the busmess because we are "Some underwriters have worn outdo get the coverage, it will reheve the

The London market-n which in- load" having to visit more underwriters the knees in their trousers praymg for
surers and direct policyholders been in the energyThe contraction in the market has more than once It's no longer a ques- a hard market but there are still few
around the world depend, particu- also meant that brokers have had to market,' one London tion of gettmg a pnce and placing an Increases," he quipped
larly for hard-to-place nsks and huge re-market many msurance and rem- order," said Richard Keeley, a non- London underwriters must com-

energy broker says. marine director for Alexander How- pete with the soft U S market andamounts of capacity-has contracted surance programs to flll in capacity den Ltd
dramatically smce last year's renew- that's been lost, adding to the delay in some cases they are losing ca-
als m renewals For example, to find coverage for sualty busmess to U S underwriters,

The slew of large natural and man- a Mexican manufacturer, Mr Kee- said Zunch Re's Mr HortonIn addition, the lack of retroces- ($257 6 million at year-end 1989 ley had to obtain a 15% hne in Paris "There is tremendous competitionmade catastrophes between 1987 and sional coverage has forced reinsurers rates) for 2 billion pounds ($3 22 before askmg underwnters m Lon- from the hkes of American Interna-1990 that caused at least $32 billion to limit the volume of catastrophe bilhon) m coverage excess of 400 mil- don for a quote And, the flrst $1 mil- bonal Group m the U S and somein insured losses has finally come coverage they wnte, despite the at- hon pounds ($644 milhon) m 1989 lion of coverage had to be split into business that was being written mhome to roost in London's spiraling tractive prices they are now able to While U S ceding companies are three layers before the French un- London on a claims-made basis isreinsurance market, costing many charge, said Philip Heitlinger, gen- receiving better terms, they may find derwnters offered to write 15% of the going back to the States where lt lSunderwriters their jobs as companies eral manager-non-manne at Enghsh that they have holes m their property risk, he said
and syndicates withdraw from the & Amencan Group PLC being written on an occurrencecatastrophe remsurance protectionsnnarket The coverage previously had been basis," he saidSome U S property catastrophe re- during January until the programs placed entirely in London with the U S risks can also obtain lowerThe toll from the catastrophes was insurance programs that have not are completed, said the property un- first $1 million wntten in a single premiums in the domestic market,only compounded in 1991 by events suffered losses have seen rate in- derwnter For example, he said, it is layer, he said Mr Horton saidhke the $4 bilhon Japanese typhoon creases of more than 50% And ceding doubtful that Hartford Group Inc Meanwhile, chaos In the marine "The worst case I have heard of-the second largest natural disaster companies hit by losses from the wl-11 find the $250 million in capacity reinsurance market has produced is 60% down and back to occurrenceever (BI, Dec 2,1991, Oct 7, Oakland fire have seen even larger that lt'S been seeking since early No- near panic during the 011 and gas m- in the US," he said of a rlsk pre-1991)-and the $1 2 billion fire in Increases, he said vember (BI, Nov 18, 1991)
Oakland, Cahf (BI, Oct 28, 1991) "We feel happy with the rating

surance renewal season in London vlously placed m LondonI imagine that major (U S ) cat The marine retrocessional market's However, London is retainingAt least 14 insurance companies level, but the problem is capacity programs won't be able to finish," capacity has contracted by 50% in the around 85% of ltS U S habllity re-in the London market have stopped You cannot write all of the busi- said the underwriter U S ceding past year and many underwriters are newal business, he addedwriting international busmess alto- ness you would like to because you companies w111 be able to finish their offering coverage for one loss with no Any casualty rate Increases m Lon-gether Others are dramatically cut- have to think about your own ex- first layer of $20 milhon excess of $5 or only one reinstatement, said How- don are moderate, Mr Horton saidting back their underwriting (BI, posures," Mr Heitlinger said
Dec 9, 1991, Nov 4, 1991) milhon, but wlll probably have a 20% den's Mr Iles Some hospital malpractice ratesCatastrophe reinsurance rates will shortfall on the middle and upper In the meantime, mar·ne remsurers are up 10%, while some general lia-More than 70 Lloyd's syndicates continue to Ilse in 1992, said Cohn layers, he said
also have either shut down or merged Murray, chairman of R J Kiln & Co are msistlng that London ceding un- bility and professional habihty rates
in the past few months, moves that Ltd Three Quays' Mr Hazell, however, derwnters buy separate reinsurance are up by 5%, he said

beheves that U S property catastro- programs for water-based nsks and Directors and officers liabilityare expected to reduce the market's "One must expect rates to go up phe remsurance prermurns are only land-based risks Liability coverage rates also are rising in some cases,capacity to around 10 blilion pounds rather than down because a large increasing by 15% to 333% and can on an occurrence basis has also been said Marcus Brown, underwriting($187 billion at year-end 1991 ex- part of the msurance industry is los- be completed "if you are a direct excluded This means that London director at Anglo-Amencan Under-change rate) this year, from 11 1 ing money and if catastrophe capac- writer" and not a reinsurer looking underwnters that write 011 and gas wntmg Management Ltdbilhon pounds ($21 4 million at year- ity is to return, underwriters need a for retrocessional capacity
end 1990 exchange rate) m 1991 insurance packages must unbundlegreater prospect of profit," he said "On some programs, we are quot-Some executives think that this the packages and place the marine, ing increases and although we are notThe contraction within the Lloyd's In addition, catastrophe losses last contraction m the property catastro- non-marine and habillty remsurance always getting firm orders, in themarket-which collectively is the year have made underwnters more phe reinsurance market will mean separately past we would not even get a re-third-largest remsurer m the world- cautious, according to Mr Murray that property Insurance prices will Although non-marme underwnters sponse," he saidalso means that many leaders m cer- "Losses have emphasized that sub- start to nse m the Umted States in are being asked to quote on the non- However, underwriters m Londontain classes of business have now dis- stantial losses will come along even the first quarter of this year
appeared, particularly in London m comparatively good years, so you marine element of energy packages are beginning to compete with U S
market excess-of-loss remsurance "It will be a knee-Jerk reaction," for the first time since the rmd-'8Os, underwriters for occurrence businessmust have the money to pay for said Archer's Mr Hams

Of those syndicates that remain, them " those underwriters are refusing some as well as claims-made pohcies, said
But others, like Mr Wetherell, say of the business, said Alan Lee, North Sedgwick's Mr Holfordsome are reducing the amount of As a consequence of the LMX mar- the U S property market will not American underwriter for Sturge He said a market for short-tailbusiness they wnte ket's contraction, direct reinsurance contract this year because U S msur- Non-marine Syndicate Management risks has returned to London andLeading U S property/casualty rates for non-marine catastrophe ers will retain the added cost rather Ltd

syndicate 190, for example, managed rlsks have mcreased by around 50% than pass it on to pollcyholders is growing

by Three Quays Underwnting Man- and marme catastrophe rates have "The non-marine element is now "By the end of 1992 there will be
"London is not SO important now" being shown back to the non-ma- a lot more (occurrence) capacity magement Ltd, has decreased its ca- increased by more than 100%, said in promptmg a hardening of the U S rine market, but some of the bust- London because underwriters arepacity to 110 milhon pounds ($205 7 Brlan Rothwell, commercial director property insurance market, said ness is going unplaced because the seeing that if they want to competemillion) m 1992 from 175 million at broker E W Payne Co Ltd Dennis Mahoney, chairman of Alex- prices are still not high enough," he with North American market, thatpounds ($337 8 mlilion) in 1991, con- Underwriters are also imposing ander Howden Ltd "What 15 impor- said

firmed underwriter Richard Hazell, stricter terms on cedmg insurers, he tant is the fmancial strength of U S is the way they must go," he said
who also is a deputy chairman of said If policyholders are prepared to A market for occurrence coverage

Insurers that's the real issue," he pay higher prices, there is enough 15 beginning to emerge, agreed a bro-Lloyd's The syndicate only used 48% "People want their money quicker said, adding it Will take the insol- capacity available in the non-mar·ne ker for Willis Corroon PLC "Theof its capacity in 1991, though, so the and they are trying to impose a 'no vency of a malor U S property/ca- market, Mr Lee added
reduction wiN not be crucial, he said coverage without premium' rule, sualty msurer to raise premiums m coverage is for fairly small hnes and

Syndicate 1145, managed by Weth- which requires that premiums be the United States Some non-marine casualty quotes only for certam risks I wouldn't
erell Non-Marine Division (Managing paid at the inception of coverage," suggested by brokers are 40% too say that there was substantial occur-
Agency), also is reducing its capacity Mr Rothwell said "I don't thmk that buying catastro- low, agreed Chns Horton, casualty renee capacity "

phe coverage in London will have underwnter for Zurich Re U K Ltdto 30 milhon pounds ($56 1 milhon) Although brokers and ceding in- any effect" on U S property insur- We are lookmg for opportunities
in 1992 from 50 million pounds ($96 5 surers are currently resistlng these ance pnces, added Mr Iles "The brokers are having to take to write occurrence business but only

the busmess back to Lloyd's and the where there is no long-tall," said Mrmillion) in 1991, confirmed un- terms, a few programs have been The premium mereases are not that U S we haven't really taken much Brown of Anglo-American
--
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Captive taxation Claims Court quently (its) premiums constituted Update-
Judge Netteshelm's Dee 18 ruling the transfer of nsk "

Continued from page 2 threw out both IRS arguments, al- The third-party business also re-
third-party business and by the early lowing ODECO the deductions and sulted in enough risk distnbution for Dumping settlement appealed
1980s had become one of the tax refunds for 1974 and 1975 the captive coverage to be considered
largest underwriters of commercial In concluding that ODECO's cap- true insurance, the Judge ruled Cont:nued from page 2

insurance and reinsurance in Ber- tive coverage was valid insurance, Judge Nettesheim did not specify recently by the Riverside County Superior Court, represents only a
muda Judge Nettesheim broke with rulmgs the amount of unrelated business fraction of the msurance available to respond to those damages

In its 1974 and 1975 consohdated in Stearns-Roger Con, us US and needed to insure deductibility Based on a "multiple-occurrence" theory, James B Strmgfellow's
tax returns, ODECO deducted $1 4 Mobil Oil Corp us U S In both cases, However, she noted that Mentor's $142 million of occurrence-based commercial general liabillty coverage
million and $1 7 million, respectively, courts had ruled that risk is not percentages of unrelated business fall could translate mto hundreds of milhons of dollars, said Paul Alvarez of

for premiums paid to Mentor transferred from a parent to an m- within the ranges established in last Breidenbach, Swamston, Cnspo & Way in Los Angeles Numerous in-
The IRS later disallowed these de- surance subsidiary, because the par- year's Tax Court rulings in The surers wrote the coverage, which dates back to 1956, court papers show

ductions, maintaming that the Men- ent's assets are diminished when the Harper Group vs Commzsszoner of But California courts have not accepted the multiple-occurrence
tor coverage amounted to self-msur- subsidiary pays a loss Internal Revenue and AMERCO us theory, said Mr Strmgfellow's attorney, Chnstopher Bisgaard, a part-
ance for which deductions could not "To follow Stearns-Roger or Mobil Commtsstoner Premium deductions ner with Lewis D'Amato, Brisbois & Bisgaard in Los Angeles
be taken If the deductions were al- would be to ignore the effect that were allowed Harper, whose captive To date, settlements m the 1984 lawsuit have totaled $34 million
lowed, the IRS alternatively argued unrelated business underwntten by wrote 30% unrelated risks, and Among the remammg defendants are the state, Riverside County and
that ODECO drilling rigs on the Mentor has on the level of nsk," the AMERCO, whose captive wrote be- 12 firms that dumped waste mto unlmed ponds on the site
outer continental shelf m the Gulf of judge wrote Unrelated nsks repre- tween 52% and 74% unrelated risks Meanwhile, the state is awaitmg a federal district court rulmg on
Mexico were U S property, and that sented 44% of Mentor's business m in the years at issue how much lt must contribute to the cleanup The COUrt lS expected to
$26 million in premiums Mentor 1974 and 66% of its business m 1975, Judge Nettesheim also rejected the assign the state's percentage of fault this April after it was found
earned from Insuring these U S risks and Judge Nettesheim concluded that IRS's argument that oil rigs over the partially hable three years ago (BI, June 12, 1989)
for the two years had to be reported this third-party business significantly Gulf of Mexico's outer continental
as taxable income of a controlled for- reduced ODECO's exposure to losses shelf are U S risks, and that pre- Lynch hid insolvency: Suit
eign corporation fronn Mentor mlum for msunng these nsks must be

ODECO paid federal income tax The parent "shouldered a level of considered taxable income of a con- JACKSONVILLE, Fla -In a lawsuit seeking $300 nullion of dam-
on the basis that the premium de- risk significantly lower than the level trolled foreign corporation hke Men- ages, Flonda regulators charge that one of several defendants--Memll
duction would be disallowed, then of nsk that it initially transferred to tor He found that the 011 rigs are not Lynch & Co Inc -aided a now-insolvent hfe msurer in fraudulent
filed suit for a tax refund mUS Mentor," the Judge wrote "Conse- U S property for tax purposes • securities deals that concealed its fmancial problems

Memll Lynch helped conceal the msolvency of Guarantee Security

Enron recovery Life Insurance Co through "phantom" trades that mvolved movmg the
insurer's Junk bond portfollo off its books for a few days at the end of

Continued from page 3 constant negotiation" with Peruvian month after their presidential candi- 1984, 1985, 1986 and 1988, alleges the suit, which was filed in state
Mr Paul "It's lust a matter of doc- governments since the expropnation date, Mr Garcia, was elected m July court m Jacksonvdle, Fla last month At one time, lunk bonds com-
umenting it officially and finally," The negotiations were first with the 1985, the law was retroactively can- prised 70% of the Jacksonville-based insurer's assets, regulators say
he said Garcia government, then with the celed Regulators further allege that the trades were documented by fraudu-

The $184 8 million settlement re- Fulimori government, he said The foreign oil companies then lent broker confirmations and that account statements issued by Memll
flects the value of the properties, in- "It was not possible to make any were assessed for the amounts they Lynch enabled Guarantee to marepresent its condition
terest and the settlement of vanous real progress in those discussions had deducted under the defunct rein- The Florida Department of Insurance took over Guarantee's op-
tax claims, Mr Paul said with the Garcia government," said vestment law and were mformed that erations last August and payments are being made to about 57,000

Several issues still must be nego- Mr Paul their operating contracts with the pohcyholders and individual annuity holders In 1990, the company
tiated before a final agreement can Discussions with the Fulimori gov- government had to be renegotiated collected $5 mllhon m premiums

be reached, mcluding guarantees of ernment began in August 1990, he Although negotiations proceeded, the A spokesman for New York-based Memll Lynch said the transactions
payment In addition, titles to the said "Those discussions were much government in December 1985 in- the broker handled for the insurer were "at all times ethical and legal "
properties still are legally held by more positive " formed Belco that ltS allotted time to The suit also charges law firm Shereff, Fnedman, Hoffman & Good-

Belco, and these eventually will be But it took time to settle the matter renegotiate its contract had expired, man m New York and Coopers & Lybrand, the insurer's outside ac-
transferred to other private parties because of the administration's other and troops seized its facilities countant, with profesmonal malpractice and breach of fiduciary duty

Enron is not interested m resum- pressing concerns, including its rela- A coverage dispute then developed "The Insurance commissioner has decided to blame someone other

ing operation of the properties, ex- tionship with the World Bank and between AIG and Enron, with AIG than the msurance commissioner for Guarantee's demise, so he's suing
plained Mr Paul, adding that AIG hyperinflation m Peru, said Mr Paul arguing, among other pomts, that it everybody he can think of," said Andy Levander, an attorney with
has agreed to help the Peruvian gov- The entire case stems from Peru's had not been advised when it Issued Shereff, Fnedman "We had nothing to do with it"
ernment privatize them, including 1980 reinvestment tax credit law, its policy that Mr Garcia would A spokesman for Coopers & Lybrand declmed to comment

finding a new Investor which allowed foreign 011 companies hkely cancel the law if elected Also named as defendants are former Guarantee senior managers
When seized, the properties in- to deduct a portion of their remvest- An arbitration panel under the Mark C Sanford, Wilham B Blackburn and Robert C Sanford

cluded 625 active wells, 92 platforms, ments m the country from their Peru- auspices of the Amencan Arbitration
288 miles of subsea pipelines and 109 vian income taxes The law was op- Assn heard evidence for 70 days be- AXA buys space underwriter
miles of onshore pipelines posed by Peru's American Popular fore awardmg Enron the $162 mil-

Mr Paul said AIG has been in Revolutionary Alhance Party and one lion BETHESDA, Md -AXA Group and International Technology Un-
derwnters signed a letter of mtent last week for AXA to acquire the

Charity event disaster space msurance specialist for $15 milhon
Pending a due diligence study of Intec, the deal will be completed by

Continued from page 3 lawyer for Dwight Meyers, a rap star quoted m news reports last week as the end of January, said a spokeswoman for Par·s-based AXA
CCNY's parent known as Heavy D who was featured saymg that the student government Bethesda, Md -Based Intec lS a privately owned underwritmg man-

Blame was cast m several direct- m the game and a partner m the pro- misled college officials by failing to ager with premium volume of $62 mlilion and a staff of 18 The com-
ions last week, with CCNY accused of motion report that the game would feature pany places its risks with CIGNA Corp, which cedes some of the risk to
lax oversight, the event's organizers In a press conference last week, rap stars, contendmg that had they reinsurers worldwide AXA already remsures 12% of the business writ-
accused of providing inadequate se- Mr Kunstler conceded that the pro- known rap stars were involved, the ten by Intec, the spokeswoman said

curity and of misleading CCNY offi- moters did not arrange any insur- game would have been canceled No decision has been made yet on future underwnting arrangements,

cials about the event, and city police ance, but faulted CCNY for faillng to Meanwhile, Mr Kunstler and and the CIGNA arrangement may continue, she added

and emergency medical service per- check on the coverage and the ade- others accused city police and emer- Intec's existing management wlll remain with the company, she said

sonnel accused of failmg to provide quacy of secur'tty arrangements gency medical services personnel of
adequate assistance About 20 guards had been hired mishandling their duties EMS can- Briefly notedThe basketball game, billed as a from Pinkerton's Inc, a New York- celed an initial call for an ambulance
celebrity event to benefit AIDS edu- based security firm under contract after police concluded that reports of Charleston, W Va -based Ashland Oil Inc. is facmg a retrial of a pol-
cation, was organized by CCNY's to CCNY, while a number of addi- gunshots at the gym were unfounded lution habihty suit after the West Virginla Supreme Court reversed a
Evening Student Government, which tional guards were reportedly sup- The first ambulance amved 14 mi- $10 3 milhon Jury award to four plamtifs claiming that air pollution
signed a promotion contract with a phed by the "X-Men " nutes after the first call went out from Ashland's Catlettsburg, Ky, refmery caused in]UI'les and property
representative of Sean Combs, a rap Mr Kunstler identified the X-Men CCNY is funded by the state, damage (BI, June 4, 1990) The U S Environmental Protection
promoter known as Puff Daddy as a branch of the Nation of Islam, a which would be responsible if the Agency has extended the comphance deadlme for financial responsibil-

The contract called for the stu- Chicago-based Muslim orgamzation college were found liable for the ity requirements to Dec 31, 1993, from Oct 26, 1991, for petroleum
dent group to arrange secunty and A Nation of Islam official denied deaths or injuries The city is re- marketers owmng one to 12 underground storage tanks at more than
for the promoters to provide insur- providmg security for the game sponsible for liabilities relating to one facility, marketers with fewer than 100 tanks at a smgle facihty and
ance, said William M Kunstler, a A CCNY official, meanwhile, was pollce and EMS actions non-marketers with less than $20 milhon m net worth The extension is

intended to give states more time to develop and implement fmancial

EBRI survey assistance programs to assist tank owners (BI, Oct 21,1991) High
wmds and flooding, designated Catastrophe No 92, caused about $30

Contznued from page 3 and 29% said they did not know dld not answer million of insured property damage to parts of Texas Dec 18-22,
problem, said Wyatt's Mr Gildner Six percent said they would re- Employee benefits issues are im- according to a prellmmary estimate from the Property Claim Services
To supplement inadequate retirement quire between $3,001 and $4,000 and portant to people when considering Division of the Amencan Insurance Services Group The rehabihta-
funds, he pointed out, an employee 9% said they would require between whether to accept a job, the survey tor of Mutual Fire, Marine & Inland Insurance Co. last week paid
can work longer, rely on family or $4,001 and $5,000 Some 22% said found an additional 20%, or about $28 milhon, to direct Insurance pollcyhold-
increase savings they would require $5,001 or more, Seventy-four percent of respon- ers with settled claims agamst the estate The Pennsylvania Insurance

Furthermore, workers have retire- 4% said no amount of money would dents said employee benefits are Department, Mutual Fire's rehabihtator, made mitial 20% payments to
ment-income sources other than an suffice and 4% did not answer "very important" and 19% said bene- direct claimants in December 1990 Connecticut has approved a
employer-provided pension plan, Yet, according to a survey by A fits are "somewhat important" fae- rate mcrease of 92% for the state's voluntary workers compensation
such as Social Security, said Mr Foster Higgins & Co Inc, group tors m deciding whether to accept a market and an 89% mcrease for the state's assigned rtsk pool The
McArdle of Hewitt health care costs in 1990 averaged Job Only 4% said employee benefits National Council on Compensation Insurance had sought mcreases of

Although a majority of workers $3,217 per employee (BI, Jan 28, are not important and 2% did not an- 99% for voluntary insurers and 96% for the pool North Carolina
prefer health insurance over other 1991) swer approved a 15 8% workers comp rate increase last week, far less than
employee benefits, lt appears that When asked how much more . the 41 8% increase sought by the state's rate bureau (BI, Dec 2,
many do not realize the full value money an employer would have to "Public Attitudes on Benefit Trade 1991) Pennzoil Co. wlll recognize $49 milhon of accumulated re-
of employer-provided coverage, ac- give a worker each year before the O#s, 1991," m ava:lable from K:m tlree health care liabilities, retroactive to the first quarter of 1991, to

cordmg to the survey authors worker would willingly give up pen- Thorpe, Employee Beneflt Research comply with Financial Accounting Standard 106 The city of New
For example, when asked how sion benehts, 20% said $3,000 or less, Institute, 2121 KSt NW, Suite 600, York still wlll be able to pursue a fraud action against companies that

much more money an employer 2% said between $3,001 and $4,000, Washmgton, DC, 20037-1896, 202- made lead paint used in city housmg prolects after a state tnal Judge
would have to give a worker each 10% said between $4,001 and $5,000, 775-6315 A summary costs $25 for dismissed negligence and product liability claims against the com-
year before the worker was willmg 26% said more than $5,001, 4% said EBRI members and $75 for non-mem- panles, which include Sherwin-Wilhams Co, NL Industnes Inc, Glid-
to glve up employer-provided health no amount of money would suffice, ben The full report is $75 for EBRI den Co and Atlantic Richfield Co

insurance, 26% said $3,000 or less 31% said they did not know, and 7% members and $275 for non-members
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Massachusetts reform No question, there were significant bene- ineligible for workers comp benefits
fit cuts made," said the AIA's Mr DiGio- • Administrative changes 0#Tnsiirante index *

Continued from page 2 vanni Many of the law's changes are designed to
adopted "is stronger, in terms of cost sav- And that concerns the AFL-CIO's Ms improve the efficiency and responsiveness of & 750ings, than many people would have ex- Bittner, who maintains that, as a result, the the Department of Industrial Accidents, the
pected " While he says the request for a rate law "hurts employers and employees (since) agency that oversees the workers comp sys- 740
increase spurred lawmakers to pass a sweep- an employer who has an injured employee tem, Mr DiGiovanni said
ing measure, "that was not by design " has a legitimate interest" in seeing that the For instance, an employee's workers comp , 730

While the law "should improve the sys- employee is adequately cared for and com- benefits can now be unilaterally terminated 1
tem for employers and insurers," no one pensated if the worker refuses a light-duty job ap- 6, 720
seems certain what impact its approval will The law also requires that employees seek- proved by the physician assigned to the case t 710
have on the pending rate request. said Mr ing workers compensation for a mental stress Also, the period of time during which em-
Driscoll, echoing the thoughts of others disability establish that an incident in the ployers and insurers can make weekly bene- 700

Insurers point out that Massachusetts still workplace was the "predominant cause"for fit payments to an employee without accept-
suffers from rate inadequacy and a substan- that disability Similarly, a work-related in- ing liability for the injury has been extended 690
tial residual market deficit cident must be the "major cause" for claims to 180 days from 60 days, and in some cases

"It's important not to overestimate the based on the aggravation of an underlying lt can be stretched to one year if all parties 680

(law's) cost savings," Mr DiGiovanni said condition •ir =t f*+11 1 2 ..t»,1:,; , •agree and the Department of Industrial Ac-
-There's no question there are some savings • Judicial reforms cidents approves
here, but the depth of the shortfall in Massa- 04&

chusetts is quite large " 1 • Vocational rehabilitation provisions 1S  2 40 40 4"
Lawmakers increased the maximum voca-

In a written statement, John Gould, the 'There's no question there tional rehabilitation benefit to 104 weeks  Base = 100 on Dec 29,1978

AIM's president and chief executive officer, from 52 weeks, while also approving a 15% Source Nordby international Inc
said that "permanent reforms do not end are some savings here, but benefit reduction if a worker refuses rehabil-
with this new law Now we must ensure the depth of the shortfall in itation or the suspension of benefits if a Insurance industry stocks began the new year
that the implementation of the new provi- worker does not comply with a request to with a bang as the Business Insurance index
sions takes place in an orderly and effective Massachusetts is quite report for a rehab assignment soared 63.2 points to 758.4 on Jan. 3, from
manner "

large,' Mr. DiGiovanni says. • Medical provisions 695.2 on Dec. 20. Advancing insurance issues
Furthermore, labor representatives are The law approves the use of several man- for the week were led by Sierra Health Services,

disappointed with the new measure . aged care techniques For instance, employ- up 22.2%; Berkley W.R. Corp., up 15.6%; and
In lieu of any 1mag1nat1ve approaches, ees may now be required to visit a preferred CNA Financial Corp., up 11.6%. Declining

they simply went through with a hatchet and The number of permanent ludges handling provider physician on their first visit How- issues for the week followed Frank B. Hall,
cut benefits," said Wendy Bittner, workers workers comp cases will be increased by two, ever, employees still can choose their own down 11.1%; Berkshire Hathaway Inc,, down
comp legal counsel for the Massachusetts bringing the total to six, while six temporary doctor after the initial vislt 9.1%; and FHP International, down 8.3%. The
AFL-CIO "I'm not sure it addresses where Judges will be appointed in an attempt to re- In addition, the Department of Industrial most active issue for the week was U.S. Health-
the increases in premiums are going " duce the current backlog of contested cases Accidents will establish a series of treatment care, with 7.1 million shares traded. The 8/

Still, many observers are optimistic that In addition, a new senior judge position will protocols that w11 be the only treatments for Index was up 3.4%; the Standard & Poor's 500
the package can help ease the system's bur- be created to oversee the Division of Dispute which insurers and employers will be re. climbed 3.2%; the Dow Jones 30 Industrials
dens by improving the administrative and Ju- Resolution, which handles the cases quired to pay were up 3.2%; and the New York Stock Ex-
dicial processes-thus leading to quicker and Prospective judges will be screened by an • Lawyers' provisions change Composite rose 3.0%.
less litigious claims resolution-and reduc- expanded 11-member panel that will include Attorneys' fees have been restructured "so
ing benefits so that they are more in line with two employer representatives and two labor that claimants' attorneys are paid for their (VE,
those of neighboring states British Issuesrepresentatives Judges will undergo train- work but not encouraged to engage in liti-

Edward Katersky, the immediate past ing, continuing education and annual perfor- glous behavior," the bill states 1 Week

president of the Massachusetts Chapter of mance evaluations Attorneys' fees will be capped according to Jan. 2 Price P/E Dtv Yield High-Low
the Risk & Insurance Management Society RIMS' Mr Katersky applauds the en- a yet-to-be released schedule based on cri- Companies pence pence % pencepence
Inc, said the law "is a great first step toward hanced Judicial "accountability" the law teria like whether the claim lS the initial Comml Union 490 14/M 307 63 490-464

making some important changes If it works, promises, saying employers should now re- claim by a worker and whether the case must Gent Accident 468 14/M 35 7 76 468-437

it's going to be fantastic " ceive better feedback regarding their cases be argued before a judge Gdn RoyalExch 118 14/M 159 135 118-111

Specifically, the new law-which was • Fraud provisions • Insurance provisions Royal 251 N/M 347 138 251-231

passed by the Legislature Dec 23-includes The law will expand the state Insurance The law allows the state to make adjust-
Sun Alliance 300 14/M 18 7 62 300-272

• Benefit reforms and compensability pro- Fraud Bureau-created to tackle problems ments in the rates charged by insurers that Brokers

visions Bradstock 152 171 63 4 1 152-151with automobile insurance-to include do not take advantage of the cost savings
CEHeath 462 161 345 75 463-462Lawmakers reduced temporary total bene- workers comp insurance, while creating provisions in the law, said Stephen D'Amato,
Hogg Group 176 105 107 61 176-175fit levels by about 6%, or 60% of the state criminal penalties for workers comp fraud acting director of the State Rating Bureau

average weekly wage, and also reduced the Furthermore, the law states that a "fast
JIB Group 195 163 100 51 195-191

While the bill does not specifically address Uoyd Thompson 240 24 1 60 25 24239

maximum time periods during which a track" process for prosecuting fraud cases problems m the residual market, which cur- Lowndes Lmbrt 325 162 153 47 325-325

claimant can receive temporary total or par- must be established rently represents 55% of the state's work- PWS Holdings 80 94 47 59 80-80
tial benefits To ensure that only legitimate benefits are ers comp premium volume, Mr DiGiovanni Sedgwick Grp 209 19 9 160 7 7 211-207

In addition, the benefits of employees who paid, claimants will be required to report said some of the provisions in the bill may Steel Brrl Jones 301 15 9 16 3 54 301-301

have some earning capacity must be reduced outside income Workers who misrepresent Indirectly reduce the size of the residual Willis Corroon 238 124 176 74 248-238

by at least 25% their physical condition when hired will be market . Souroe Philip Oisen. Insurance Industy Analyst London

Bi Industry Stock Report
DECEMBER 30, 1991 THROUGH JANUARY 3,1992

Weekly Year to Date Annual MkVBk Weekly Year to Date Annual MkVBk
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Performance Without Consistency Isn't Enough. Any group insurance company
1

can promise fast claims service, but we guarantee it. * We're confident enough about the quality of

our claims service to put our high standards in writing, guaranteeing to meet our promised

I.

turnaround time. We're comfortable offering this guarantee because we routinely exceed industry

standards in turnaround time of claims processing. Our resources include an advanced cost-management

technology in processing systems -- a Personalized Claims Administration system which provides

flexible, adaptable administration of any benefits program. * Clients who depend on your advice want

to know what group insurance companies promise. Now you can tell them what we guarantee. V or more

information, call Patrick Moeschler at 1-800-877-1052.
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