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U.S. buyers seek
added security

from U.K. insurers
By GAVIN SOUTER

In a move that could both give policyholders an added measure
of security and pressure insurers to settle claims, some major U.S.
corporations with coverage from London insurers are forcing
them to put up pre-answer security bonds.

Nearly all states have long had laws on the books requiring
non-admitted insurers to post such bonds-which can cost mil-
lions of dollars-when a claim is made but before there has been a

determination of coverage. However, policyholders with long-tail
exposures began paying particularly close attention to these stat-
utes only with the recent turmoil at Lloyd's of London.

% So far, policyholders are seeking the bonds primarily in Califor-

<, nia courts and only in cases involving environmental coverage
M from Lloyd's of London syndicates. Policyholder lawyers, though,

expect the action to spread to other states and to other London in-
surers.

Lawyers for the syndicates, some of which have already pur-
chased bonds, argue that policyholders are not primarily con-
cerned with added security because the claims are already fully
reserved. Instead, they say, policyholders are trying to strong-arm
insurers into settling claims that the policies do not cover.

In recent weeks, several U.S. aerospace companies that are mak-
ing environmental-related claims on their Lloyd's hability poli-
cies have sought pre-answer security bonds. The companies in-
clude: Raytheon Co. of Lexington, Mass.; Hughes Aircraft Co. in
Los Angeles; and Lockheed Martin Corp. in Bethesda. Md. In a re-
lated reinsurance action, an insurer of Hughes Aircraft-Argo-

See Bonds on page 37

Sweeping bill
to reform OSHA

debated in House
By MARK A. HOFMANN

WASHINGTON-A House

panel on Wednesday will begin
debating a proposed massive
overhaul of federal oversight of
workplace health and safety.

The Safety and Health Improve-
ment and Regulatory Reform Act
of 1995, introduced by Rep. Cass
Ballenger, R-N.C., would radi-
cally redirect the Occupational
Safety and Health Administra-
tion.

Under the bill, at least half of
the agency's budget would be ear-
marked for consultation and

training programs, and the agency
would be subject to the risk as-
sessment and cost/benefit mea-

sures approved by the House ear-
lier this year (BI, March 6). The
bill also would abolish the Na-

tional Institute of Occupational
Safety and Health as a separate
entity and merge the federal Mine
Safety and Health Administration
with OSHA.

The House Economic and Edu-

cational Opportunities Subcom-
mittee on Workforce Protections,
which Rep. Ballenger chairs, has

See OSHA on page 38

upgares-

Caremark admits to kickbacks

in health care fraud settlement

NORTHBROOK, m.-Caremark Interna-
tional Inc. will pay $161 million in criminal
fines and civil payments to close a health
care fraud investigation by the U.S. Justice
Department and numerous federal and state
agencies.

Under terms of the settlement, reached
June 15, Caremark admitted that its em-
ployees paid kickbacks to get doctors to re-
fer Medicare and Medicaid patients to Care-
mark's home infusion, oncology, hemophilia
and human growth hormone businesses. The

See Updates on next page

Clinton takes new stab
at health care reform

By JERRY GEISEL

WASHINGTON-The

drive to pass health care
reform legislation-in
shambles only a few k
months ago-has new life
with the Clinton adminis-
tration's endorsement last

week of a scaled-back

package.
Also last week: a bill was

unveiled in the House that

would provide medical sav-
ings accounts tax breaks to
employees.

Included in the presi-
dent's new package are
non-controversial propos-
als like curbs on pre-exist-
ing medical condition ex-
clusions, limited federal ,

subsidies of COBRA premi- <6
ums for low-income work-

ers who lose their jobs and new
health care purchasing options for
small employers.

That was then... this is now
President Clinton's latest health care reform proposals are

dramatically scaled back from his sweeping 1993 plan.

1993 1995

Mandatory, governmenti Limited government
established health care -0* subsidies of COBRA

purchasing alliances premiums
0 r

Employer health care ( Curbs on pre-existing
mandate with employers \ medical condition
to pay 80% of premiums \ \ exclusions

.

Ban on flexible j , Expanded tax deductions
benefit plans ; _ y ), \* - for health care premiums/    paid by self-employed

Barring self-insurance for 011,/,
companies with fewer * r-%%*5 Increased health care
than 5,000 employees purchasing options for

small employers

Conspicuously absent are gov-
ernment-established, monopolis-
tic health care purchasing alli-

GRAPHIC BY JOHN HALL

ances, an employer health care
mandate and caps on health in-

See Benefits on page 4

Reinsurers seek capital
Several public and private stock offerings being floated

By DOUGLAS McLEOD

NEW YORK-The rising stock
market is lifting hopes for a new
flurry of proposed reinsurance eq-
uity offerings.

More than a year after several
similar offerings died for lack of
investor interest, the improved
market is bringing some players
back to the field.

Prudential Reinsurance Holdings
Inc. last Thursday filed a long-
awaited revised offer to spin off a
portion of Prudential Reinsurance
Co. to the public. Pru Re postponed

a 1993 offer to sell 40% of its

shares in part because of poor
stock market conditions (BI, Aug.
23,1993).

Meanwhile, Normandy America
Inc., a holding company headed by
a 29-year-old Omaha, Neb., inves-
tor, has unveiled plans to raise
about $263 million in an initial

public offering to capitalize a new
Nebraska-domiciled casualty rein-
surer.

And RenaissanceRe Holdings
Ltd., parent of the Bermuda catas-
trophe reinsurer, is hoping to raise
more than $50 million in an offer-

Recovering from blast
Oklahoma risk managers credit pre-planning

By RODD ZOLKOS

SEATTLE-As difficult as it is

to recover from a catastrophe like
the bombing of Oklahoma City's

Alfred P. Murrah Fed-

eral Building, the task

| risk management officebecomes doubly diffi-
cult when your state's

is included in the de-
struc.ion.

Oklahoma's risk management
department was one of several
state agencies with offices in the

building, across a parking lot
from the bomb's target (BI, April
24). In addition to blowing out ev-
ery window in the building and
collapsing walls, the blast seat-
tered the files of some 3,000 pend-
ing tort claims in the risk manage-
ment office.

But proper disaster planning
and appropriate use of electronic
data processing systems speeded
the risk management depart-
ment's recovery, allowing it to
move quickly into helping the
other state agencies recover from

sen, the state's risk manager.
"Because of the systems that

were in place, state agencies were
able to get back on their feet very
quickly," he said. "I had the risk
management office open at 8 a.m.
the next day and it was because of
the computer systems we had."

Mr. Zakariassen discussed his

department's experience earlier
this month on a panel at the an-
nual Public Risk Management
Assn. conference.

See Oklahoma on page 24

Oklahoma's state risk management
allice Sustained damian in thA hlie

ing more than a year after shelving
a planned $218.5 million IPO.

Along with public offerings, sev-
eral private deals are in the works.
Among these is an effort by Swiss
Reinsurance America Corp., a di-
rect writing unit of Swiss Reinsur-
ance Corp. formerly called North
American Re, to sell Western At-
lantic Reinsurance Corp., a broker
market subsidiary.

In addition, Daniel G. Marren, a
former president of Commercial
Risk Partners Ltd., a Bermuda-
based affiliate of SCOR S.A., is cir-

See IPOs on page 37
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Caremark settles fraud suits
Continued »n preceding page
firm also admitted sending inflated bills to Minnesota and Ohio Medic-
aid programs and failing to keep accurate records at its pharmacies.

The Northbrook, Ill.-based health care services company pleaded
guilty to two counts of mail fraud and agreed to pay $85.3 million to
the federal government and $44.6 million to the states of Minnesota
and Ohio. Caremark also must pay $29 million in federal fines and
must contribute $2 million to a program for people with HIV or AIDS.

A federal judge will decide whether to accept the plea agreement in
each of the criminal matters.

The settlement allows Cammark to continue providing services to
Medicare and Medicaid patients. Investigations continue of former
Caremark employees and others involved in the 1cickback scheme.

Caremark will take a special $110 million aftertax charge to sec-
ond-quarter earnings to account for the settlement. The 5rm may have
to increase that charge by $20 million to $35 million aftertax because
of ongoing legal fees and other related costs.

HMO satisfaction survey
NEW YORK-Kraft Corp. and Southern California Edison Co. are

among the 65 companies participating in a satisfaction survey of more
than 50,000 employees in health maintenance organizations.

Managed care research firm CamI)ata Reports Inc. will evaluate
HMO satisfaction in five regions: Southern California, Cleveland/Great
Lakes Area, Northern New Jersey, Connecticut and Houston

Employees will be asked to rate the plans on access to network hos-
pitals, pdmary care physicians and specialists, and on pharmacy bene-
fits, plan administration and customer service. The survey also asks
about the treatment of speciEc illnesses, like asthma and diabetes.

CareData did a similar survey last year in the New York metropoli-
tan area (BI, Nov. 7, 1994). Like that survey, this data will be used to
rank specific health plans on overall consumer satisfaction.

CareData retains ownership of the data but will provide standard re-
ports on the results-due out in October-to participating employers at
no charge. Participating health plans, employers requesting special
analyses and others must pay for the information.

HMOs sponsored by Kaiser Foundation Health Plans, CIGNA Corp.,
Aetna Health Plans, Blue Cross & Blue Shield and Prudential Insur-
ance Co. of America are among the plans to be studied.

N.Y. HMO disclosure backed
ALBANY, N.Y.-A bill proposed by New York Gov. George E.

Pataki last week would require health maintenance organizations to
disclose to potential members coverage provisions, including limits and
exclusions, utilization review practices, physician reimbursement meth-
ods and the drug formularies the HMOs use.

The bill, which has not yet been introduced, is designed to take the
mystery out of buying health insurance, Gov. Pataki said.

HMOs also would have to offer doctors and other health profession-
als a hearing before they could be terminated. Violations would be
punishable by fines.

Second injury fund to close
HARTFORD, Conn.-Connecticut Gov. John Rowland is expected to

sign into law a bill that would close the state's debt-ridden Second In-
jury Workers Compensation Fund to new claims as of July 1.

The fund is cam,ing an unfunded liability of $6 billion and lacks
proper management, say sponsors of a measure the Connecticut I,egis-
laturepassed earlier this month.

Second injury funds are designed to encourage employers to hire in-
dividuals with a previous injury, by paying part of their benefits if
they become totally disabled. The funds have been widely criticized for
being poorly run and duplicative of the Americans with Disabilities
Act (BI, June 5).

New cases that would have been slotted for the fund will now fully
remain with workers comp insurers. Current claims in the fund will be
run off over about 10 years through continued assessments on busi-
nesses. However, the rate will be 16% of workers comp costs instead of
20% and that percentage will decrease over time.

J&H loses age bias ruling
NEW YORK-Johnson & Higgins' compulsory retirement policy for

directors is unlawful, a federal district court judge has ruled.
The policy of making directors retire at age 60-or 62 if they have

been directors for 15 years-violates the Age Discrimination in Em-
ployment Act, U.S. Distnet Judge Leonard B. Sand of Manhattan said
last week in granting summary judgment to the Equal Employment
Opportunity Commission.

The court might have found differently if directors were able to re-
main employees of J&H after they had resigned their position on the
board and sold their stock in the company, he wrote.

J&H argued it would be awkward and unrealistic for directors to
move from positions of power and prestige to being "mere employees."

Alternatively, J&H could restructure its retirement policy so that it
kicks in at age 65, Judge Sand said.

The judge rejected J&Hs argument that the EEOC should not have
filed the suit because none of the directors named in the suit had sane-

tioned it (BI, March 6). J&H officials did not return calls.
See Updates on page 38

Errors and omissions
• Value Health Inc. is acquiring prescription drug benefit firm Diag-

nostek Inc. for $414.5 million. A June 12 Update misstated the price.

House bill would create pool
for catastrophe reinsurance

By MARK A. HOFMANN

WASHINGTON-Commercial

insurers would be able to tap into
a new catastrophe reinsurance
fund in the wake of a massive nat-

ural disaster if disaster relief leg-
islation introduced in the House

of Representatives last week be-
comes law.

The Natural Disaster Protection

Partnership Act of 1995 resembles
previous measures that dealt with
the implications of major disas-
ters for the commercial insurance

market. Like earlier bills, it also
would create a catastrophe rein-
surance pool, but the new mea-
sure differs in the fact that the

pool would be overseen by a non-
profit private corporation rather
than the federal government. The
proposed Natural Disaster Insur-
ance Corp. also would provide
primary catastrophe insurance to
homeowners.

The excess reinsurance program
would cover losses caused by
earthquakes, volcanoes, tsunamis
and hurricanes. The coverage

would not be available until the

property/casualty insurance in-
dustry suffered aggregate losses in
excess of 15% of consolidated in-

dustry surplus from those four
perils during a 12-month period.
According to the Insurance Infor-
mation Institute, consolidated
surplus reached $190.6 billion at
the end of 1994, which would set
the loss trigger at approximately
$28.6 billion.

The bill further refines the trig-
ger by holding that "only such

See Cat fund on page 37

AT&T pact expands benefits
Contract with unions boosts pensions, managed care

By CHRISTINE WOOLSEY

WASHINGTON-A tentative

agreement forged by AT&T Corp.
and 101,000 members of the Com-
munications Workers of America
and the International Brother-

hood of Electrical Workers wguld
expand managed care coverage,
augment child and elder care pro-
grams and boost pension benefits.

The new three-year contract
would be retroactive to May 28,

the day after the unions' former
labor agreements expired. Both
the CWA and the IBEW are ex-

pected to ratify the new contract
in the next few weeks.

Highlights of the contract,
which was negotiated in Washing-
ton on June 9, include improve-
ments to AT&T's self-insured

point-of-service plan for active
employees.

Beginning Jan. 1, 1996, employ-
ees who seek care from network

providers would receive 100%
coverage for eligible medical ex-
penses. Those employees would no
longer have to pay a $150 annual
deductible or coinsurance, which
had ranged up to 20%.

But, employees who obtain care
from network providers would
have to pay a $10 copayment for
most visits to physician offices
and pay a $40 copayment for hos-
pital emergency room treatment.

See AT&T on page 36

Insurance rating agencies respond with approval

ITT spinoff to benefit insurer
By MICHAEL. SCHACHNER

HARTFORD, Conn.-Rating agen-
cies and analysts are reacting favor-
ably to l'IT Corp.'s announcement
last week that it will spin off its vari-
ous businesses, including insurance
operations, to shareholders in order
to create thme separate, publicly
owned corporations.

The largest of the new indepen-
dent companies to be operating by
Jan. 1 will be rrI' Hartford Group
Inc., which comprises the nation's
eighth-largest property/casualty in-
surance operations and the 12th-

largest life insurance operations. rIT
Hartford generated $11.1 billion in
revenues last year for rIT Corp. The
other two groups will be ITr Corp.
and ITr Industries Inc.

Insurance industry rating agencies
said the move, which has been antic-
ipated for months, is a positive one
for rIT Hartford because it will free

the company from any potential
drain on capital from its parent com-
pany.

Standard & Poor's Insurance Rat-

ing Service, which in March lowered
its rating on various ITr Hartford
entities but kept those ratings on

CreditWatch pending resolution of
ITr Corp.'s ratings, said Hartford's
A+ rating w.1 be affirmed and re-
moved from CmditWatch befoIe

year's end.
Moody's Investors Service con-

firmed its Aa2 financial strength rat-
ing of the ITIr Hartford Insurance
Group intercompany pool as well as
Hartford's Al senior debt rating.

And, A.M. Best Co. placed Hart-
ford's life insurance unit ratings of
A++ under review but said the com-

pany's A+ property/casualty ratings
are unaffected.

See Hartford on page 36

WASHINGTON-Wide-ranging
regulatory and legal reforms are
high on a list of 60 changes that
small businesses would like to see

from the federal government.
The White House Conference on

Small Business, which issued its

recommendations last week, also
endorsed the creation of a private,
non-profit corporation to reinsure
catastrophes (see related story).

Regulatory reforms endorsed by
those attending the conference in-
cluded allowing businesses to re-

Inside

quest safety inspections from the
Occupational Safety and Health
Administration and then to correct

the shortcomings without facing
immediate sanctions. The delegates
also asked Congress to eliminate
retroactive liability under Super-
fund for wastes that were legally
disposed of before 1987. The dele-
gates also endorsed applying cost/
benefit analyses to environmental
regulations.

Tort reform measures, such as in-
stituting loser-pays rules in civil

• A national initiative aims to encourage Medicare-eligi-
ble retirees to join HMOs. PAGE 6

• The NAIC's move to open its doors is a welcome step,
this week's editorial says. PAGE 8

• Insurance growth in China to remain slow. PAGE 31
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cases, also were endorsed.

Other issues dealt with by the at-
tendees-who had been chosen in

59 state meetings-included taxa-
tion, individual retirement ac-
counts, capital formation, procure-
ment, affirmative action programs
and reducing the paperwork bur-
den on small business.

The 60 final recommendations

were culled from more than 400 ap-
proved at regional small-business
conferences held earlier this spring.

-BY Mark A. Hofmann

Business /nsurance (ISSN 0007-6864) Vol. 29, No. 25, is published weekly
by Crain Communications Inc., 740 N. Rush St., Chicago, 111. 6061 1-2590.
Second-class postage is paid at Chicago and at additional mailing offices.
POSTMASTER: Send address changes to Business insurance, Circulation
Department, 965 E. Jefferson Ave., Detroit, Mich. 48207. $4 a copy and $80
a year in U.S. $100 in Canada and Mexico (includes GST). All other coun-
tries $200 a·year (includes expedited air delivery). Canadian Post Merna-
tional Publications Mail Product (Canadian Distribution) Sales Agreement
No. 0293512, GST No. 136760444. Printed in USA Copyright 1995 by
Crain Communications Inc.

34

94

17

35

91

8

8

03



Long-term 1 NAIC moves draw attention
view pays i
for owners Revisions prompt calls for accreditation reform

By RODD ZOLKOS traditional insurers the possibility of a legal battle with Vermont

of captives "We thought it was the solution two years or, at the very least, a continuation of the al-
The National Assn of Insurance Commis- ago It's what the federal law says and so we ready lengthy dispute

sioners' decision to revise accreditation stan- think the people who focused on that and From an alternative market perspective,
By GAVIN SOUTER dards for risk retention group regulation is took it into their hands have resolved it abso- though, Mr Harkavy said he views the NA-

welcome news to those who've seen the issue lutely right," Mr Primmer said "Hopefully IC's move with two concerns in mind
TUCKER'S TOWN, Bermuda- block Vermont's accreditation it Will break the loglam on Vermont's accred- The first lS whether the NAIC's appoint-

Once a company decides to set up While NAIC accreditation teams have itation "

a captive insurer, it should kiss .questioned some aspects of Vermont's regu- I think it's a posi-
.

con- lation of traditional insurers, the state's ' tive thing the NAIC
BERMUDA

ven- treatment of risk retention groups as captives has done," said John
INSURANCE tional rather than as traditional insurers as stipu- Salisbury, president
SYMPOSIUM insur- lated by the NAIC repeatedly was seen as the and chief executive of- (3*iltf}X?Ef Grn ex' j „ 6.„ A *

¥ 1
ance major obstacle to the state's accreditation ficer of the Vermont-

orograms goodbye forever, a risk But that changed earlier this month, when domiciled Housing  t)r:, ····.6 5-1 0IL- =
manager says the NAIC decided not to require insurance Authority Risk Reten-

Captive owners should resist the  departments seeking accreditation to regu- tion Group %13*1=G)*m Ein{IfID
ure of cheap insurance and stick i late risk retention groups orgamzed as cap- Vermont "has al-
mith their captives in soft and | tives in the same way as traditional insurers ready, in our judg- (EIREER*; 111 t:1 0
iard markets, since insurers f (BI, June 12) Until the NAICdevelops anap- ment, fairly extensive '",

which undercut captive premiums , propmate way to regulate those RRGs, they standards for rlsk re-
isually offer less extensive cover- 1 won't be part of the critena for the accredi- tention groups In fact,
age and try to avoid paying 1 tation standards some of their stan-

:laims, he said 1 While the NAIC decision lS widely wel- dards probably could -

And m the future, captives wall I comed by those with ties to Vermont's insur- be used in the tradi-
olay an increasingly important ance community, some still argue that re- tional (msurance) community," Mr Salls- ment of a working group to study the RRG
cole as insurance buyers become moving RRG regulation as a factor in Ver- bury said issue was "a fig leaf for the NAIC," he said,
more sophisticated, other experts , mont's accreditation bid shouldn't detract But Jon Harkavy, vp and general counsel just to get the RRG issue off the table The
said from a continued need for reforming the of captive management firm USA Risk second lS, .

Are they going to try to set up
Captive owners will use their NAIC accreditation process itself Group in Arlington, Va., calls the NAIC deci- separate standards which could be far worse

:aptives to overcome regulatory John L Primmer of the Prlmmer & Piper mon "hard to read" and "a shrewd political than they are now?"
problems and to fund larger and law firm in St Johnsbury, Vt, said that like move " Mr Harkavy said he believes there has
broader self-insured retentions, others involved in Vermont's captive indus- He said he believes that NAIC officials felt been too much emphasis in the alternative
captive experts said earlier this , try, he was pleased by the decision of an the battle with Vermont ultimately wasn't market on seeing Vermont accredited or not
month at the Bermuda Insurance NAIC working group that risk retention worth any possible gams, and they realized accredited "rather than in the accreditation
Symposium II groups chartered as captives are unique, re- the organization was better off taking RRGs process itself " His concern is with reforming

The establishment of a captive i quiring a different regulatory approach than off the accreditation table and eliminating See Vermont on page 29
should create a permanent gulf
oetween the captive owner and I
the commercial insurance market,
said Bart CMI Beusmans, gen- Commissioners lash back at NCOIL critique
eral manager of Akzo Nobel Risk '
& Insurance Management B V in By MEG FLETCHER an NCOIL committee issued a 62-page, ples of what it considers unsound reasoning,
Arnhem, Netherlands, which is broadly critical report claiming that the as well as "errors and inaccuracies" in the
the risk management subsidiary ST LOUIS-It's state insurance regula- NAIC and its accreditation program usurped NCOIL committee's report, including one
of chemicals, pharmaceuticals tors' turn to Criticize state legislators for state power to regulate Insurance (BI, March claiming that some NAIC actions have
and fibers manufacturer Akzo ttheir swipe at the National Assn of Insur- 3) usurped a person's right to due process
Nobel N V ance Commissioners' accreditation program That committee and its parent-the Task The NAIC criticized the NCOIL committee

"When you reach the decision to and operations Force on Insurer Solvency-formally for repeatedly citing the fronting discussion
:elf-insure, you have reached the However, some issues raised earlier this adopted the report in late March But, and resulting model act as an example of
point of no return," he said year by legislators-like too many closed NCOIL took the unusual step of postponing NAIC misconduct, though that model act is

And the captive owners should meetings-are now moot (BI, June 12) The action by its Executive Committee on the re- not an accreditation standard
not reverse their decision when NAIC recently voted to open its doors and to port until a July 28-29 meeting in Chicago, In its sharpest criticism, the NAIC labeled
nsurance pnces fall, Mr Beus- suspend the criteria of regulating risk reten- during which NAIC representatives will as "outrageously erroneous" an NCOIL com-
mans said tion groups organized as captives as an ac- make a presentation (BI, April 3) mittee claim that New York regulators had

"A captive can only survive if it creditation requirement (see related story) The NAIC released its 14-page reply during made the fronting regulation a de facto ac-
tollows the normal rules of insur- The National Conference of Insurance Leg- its recent summer national meeting in St creditation standard by including a reporting
mee If you take away business islators began the exchange in March, when Louis The NAIC points out numerous exam- See NAIC on page 29

See Captives on page 12

Pension simplification Dill resurrected
By JERRY GEISEL plification proposal as a modest step

How Clinton "Nothing m this package will revolutionize the ad-

would change WASHINGTON-The Clinton administration is ministration of pension plans But m the aggregate,
throwing its weight behind pension simplification the simplification and other provisions are a definite

non-discrimination With much fanfare, President Clinton last week plus for employers," said Fred Rumack, director of
used an annual small business conference to unveil a taxes and legal services for Buck Consultants Inc m

tests for 401 (10 plans penmon simplihcation package New York

* Highly compensated Many of the provisions-including an easier way to "This is a useful first step," concurred Henry
run non-discrimination tests for 401(k) plans and Saveth, a principal with A Foster Higgins & Co Inc

employees: Change definition
L new safe harbors that could let employers skip the in New York.

so more employees could defer tests-essentially are recycled from provisions m At least one consultant, Sylvester Schieber, direc-the maximum,amounts the law
1992 legislation that passed Congress But, President tor of Watson Wyatt Worldwide's Research and In-4 allows.
Bush vetoed the bill for reasons unrelated to the pen- formation Center in Washington, said :he adminis-

IR Corrective distribution sion provisions tration should do more to expand employee opportu-

bsT op rules: When plans fail the tests, But some of the ideas are new and geared to upper nities to contribute to savings plans

24> middle-class voters, whose support the president Two proposed changes, though, would increase thedeferrals generally would be
returned to the very highest-paid ' wants in 1996 chances that upper middle-income employees will
people until the imbalance was For instance, under the package, many employees contribute more to 401(k) and other savings plans
corrected. earning between $66,000 and $80,000 would be able They would

to contribute more to their 401(k) and other savings • Change the general definition of "highly compen-
11 Prior-year testing: Previous plans sated employee" for non-discnmination testing pur-

years figures for low-paid workers With many Republicans making hay about exces- poses to those earning more than $80,000 Currently,
. ' . could be compared with current sive rules and regulations, benefit experts see the the definition includes all those earning more than

year's figures for high-paid. proposal as a way for the Clinton administration to $66,000

R Safe harbors: If employers
show that it also wants to cut red tape That will enable employees in the $66,000 to

"The public has been saying that it wants less bur- $80,000 bracket to make the maximum deferral to., contributed enough, they could densome regulations and the administration is re- their 401(k) plans because they woulc be consid-avoid non-discrimination tests
sponding to that," said Frank McArdle, a consultant ered-for non-discrimination testing purposes-altogether.
with Hemtt Associates LLC m Washington non-highly compensated

Benefit consultants characterize the Dension sim- Spe Penfinng on none 29
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Benefits
Continued from page 1
surance premiums-the heart of
the administration's last reform

package, which died last year
amid massive congressional and
public opposition.

Several months after his sweep-
ing reform package failed, Presi-
dent Clinton acknowledged that
he had tried to do too much and

said he would develop a more
modest plan. Last week's unveil-
ing of the new proposal fulfills the
president's pledge.

By backing a more politically
realistic package, the administra-
tion has increased significantly
the chances that Congress will
pass a reform bill.

Such progress seemed unthink-
able last year, when Republicans
and Democrats viciously blamed
each other for the demise of the

president's plan.
"The likelihood of that legisla-

tion being enacted is much im-
proved. You have the key ac-
tors-congressional leaders and
the administration-approaching
the reform issue from the same

perspective. They agree on the
best tenets of reform," said Stuart
J. Brahs, vp-federal government
relations at The Principal Finan-
cial Group in Washington.

"This is a program from which
Democrats and Republicans can
begin negotiations," said Frank
McArdle, a consultant with He-
witt Associates LLC. in Wash-

ington.
By contrast, the administration

last year essentially closed the
door on hammering out a biparti-
san package when it steadfastly
stood by provisions like an em-
ployer mandate that were anath-
ema to most congressional Repub-
licans.

The administration has

increased significantly
the chances that

Congress will pass a
health care reform bill.

Employer groups welcome the
administration's decision to opt
for a scaled-back package, though
they say they can't endorse it until
the details are spelled out.

"Certainly a well-targeted ini-
tiative is a welcome change from
what we saw last year," said Rich-
ard Smith, director of health care
policy at the Assn. of Private Pen-
sion & Welfare Plans in Washing-
ton.

As to the details of the package,
the administration filled in some

of the blanks.

At a White House press briefing
last week, officials described in
broad form a provision that would
provide federal subsidies of CO-
BRA health care continuation

premiums.
Under current law, employers

can charge COBRA beneficiaries a
premium equal to 102% of the
group rate. Many potential low-
er-income beneficiaries, though,
cannot afford to pay COBRA pre-
miums, which, for family cover-
age, can be several hundred dol-
lars a month.

Under the administration pro-
gram, the federal government
would subsidize the COBRA pre-
mium for up to six months for
lower-income workers who lose

their jobs and qualify for unem-
ployment benefits.

The amount of the subsidy
would be tied to the income of the

COBRA beneficiary through a
sliding scale. Clinton administra-
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A golden opportunity for your
Association & Franchise business

At GA, we recognize that your Association &
Franchise business needs are one-of-a-kind.

That's why we've hatched our own Associa-
tion & Franchise Branch Office.

With a Branch Office solely devoted to
Association & Franchise insurance, GAs
dedicated staff knows better than anyone
else that your business is worth its weight
in gold.

For more information on how GA can help
you hatch your own golden opportunity,
call your local GA Branch Office, or call
Anne Cassidy, Association & Franchise
Branch Manager, at 1-800-289-4265.

GA\
GENERAL

ACCIDENT
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tion officials did not elaborate on

how that sliding scale would
work.

But they did say that as many as
4 million people might qualify for
the subsidies, which would cost

the government about $14 billion
over seven years.

There would be no change in the
maximum period of time individ-
uals can receive COBRA benefits.

Under the Consolidated Omnibus

Budget Reconciliation Act of
1985, employees who quit or lose
their jobs can receive COBRA
benefits for 18 months, while de-
pendents who are entitled to cov-
erage because of a death, divorce
or marital separation are entitled
to 36 months of benefits.

Subsidies also would be avail-

able to low-income workers who

lose their jobs but are not entitled
to COBRA coverage. That group
includes employees who work for
companies with fewer than 20 em-
ployees. COBRA does not apply to
small employers.

Details on other provisions, in-
cluding a curb on pre-existing
medical condition exclusions,

which has overwhelming congres-
sional support, were not available
last week.

Insurance industry lobbyists say
those details may be worked out
with congressional leaders. By
contrast, last year the administra-
tion presented Congress with a
highly detailed proposal, one that
several committees essentially re-
wrote anyway.

While the Clinton administra-

tion was presenting its health care
reform outline, House Republican
leaders and others unveiled a

long-awaited proposal to give new
tax breaks to employees who par-
ticipate in medical savings ac-
counts.

Under the MSA legislation, in-
troduced by Ways and Means
Committee Chairman Bill Archer,

R-Texas, and Rep. Andrew Ja-
cobs, D-Ind., and co-sponsored by
about 60 mostly Republican
House members, MSAs would be
tied to a catastrophic medical
plan. Such plans are defined in
the bill as those with deductibles

of at least $1,800 for individual
coverage and $3,600 for family
coverage.

Employers and employees could
make annual tax-deductible con-

tributions that would be the lesser

of the catastrophic plan deduct-
ible, or $2,500 for individual cov-
erage and $5,000 for family cover-
age.

Employer contributions would
not be added to employees' tax-
able income, though investment
income earned on employees' ac-
count balances would be included.

During the year, employees
could withdraw funds from their

accounts to pay for uncovered
medical expenses.

At the end of the year, account
balances could be withdrawn for

any purpose, though the amount
would be subject to income taxes
and a 10% excise tax. Account

balances, though, could remain in
the MSA and be rolled over at the

end of the year to pay for future
medical expenses.

The administration has not yet
staked out a position on MSAs,
though Hillary Rodham Clinton
last year criticized them, arguing
that employees might delay
needed care to build up account
balances.

It is unlikely that the adminis-
tration would oppose an MSA
proposal once it realizes that the
concept enjoys broad support,
said Victoria Craig, director of re-
search at the Council for Afford-

able Health Insurance, an Alexan-

dria, Va., small-insurer group that
strongly backs MSAs. 'gl



How could the builder get an injured carpenter back on the job?
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We Said Take A Hike.

So he quickly came back to full duty.
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Employer group steering reti rees toward HMOs
NEW YORK-A group of more

than 50 employers, together with
consulting firm Towers Perrin, is
launching a national initiative to
encourage approximately 1.5 mil-
lion Medicare-eligible retirees to
join health maintenance organiza-
tions.

The National Medicare HMO

Initiative will target retirees in 30
states, giving them the option of
enrolling in Medicare HMOs that
have contracted with the federal

Health Care Financing Adminis-
tration.

Retirees that choose to join the
networks will replace their Medi-
care indemnity benefits and any
employer-provided supplemental
benefits with HMO coverage.

All or most of the HMO premi-
ums are paid by Medicare and are
based on the average cost of

Benefit Beal

health care in the county where
the retiree lives. Many employers
probably will pick up any portion
of premiums not covered by Medi-
care.

While enrollment in HMOs will

not be mandatory, many retirees
are expected to choose the HMO
option because of its improved
benefits and lower costs.

"Retirees enrolling in HMOs
generally receive more generous
benefits," said Joe Martingale, a
Towers Perrin principal in New
York.

HMOs offer more preventive
care coverage than Medicare does,
such as regularly scheduled mann-
mograms. Most HMOs also offer

CNA
For All the Commitments You Make®
This program is underwritten by one or more of the CNA Insurance Companies. CNA is a
registered service mark of the CNA Financial Corporation/CNA Plaza/Chicago. IL 60685

discounted prescription drug ben-
efits and some coverage for hear-
ing aids or vision care. And, retir-
ees typically do not have to deal
with any paperwork related to
health care claims.

A recent study by the Group
Health Assn. of America, a Wash-

ington-based HMO trade associa-
tion, indicates that Medicare re-

cipients are joining HMOs in rec-
ord numbers and that the major-
ity are happy with the coverage
and providers. In fact, 84% of re-
tirees enrolled in HMOs would not

switch back to traditional fee-

for-service coverage.
Steering retirees into HMOs

would give employers immediate
cash savings from the managed
care arrangement, plus lower lia-
bility and expense under Finan-
cial Accounting Standard 106,

Mr. Martingale said.
Towers Perrin will select Medi-

care-risk HMOs interested in par-
ticipating in the initiative. The
consulting firm will evaluate the
HMOs based on information on

access and quality, history of pa-
tient satisfaction, the types of
benefits offered and cost-effi-

ciency
Then, each employer will be

able to select the HMOs it wants

to contract with in a given service
area.

"Our hope is, through competi-
tion, to encourage HMOs to pro-
vide the best service in the eyes of
the patient, the highest quality as
measured by our indicators and
the best premium," Mr. Martin-
gale explained.

Among the employers partici-
pating in the initiative are: Citi-

201 California Street, Suite 1000 • San f:ancisco, CA 94111 • (415) 956-3236 • FAX (415) 956-1204

21700 Oxnard Street, Suite 300 • Woodland Hills, CA 91367 • (818,593-2008 • FAX (818) 593-2042

4675 MacArthur Court, Suite 1430 • Newport Beach, CA 92660 • (714) 261-2570 • FAX (714) 261-2576

corp in New York; El du Pont de
Nemours & Co. of Wilmington,
Del.; Mercantile Bankcorp Inc. of
St. Louis; the Federal Reserve

System; New England Electric
System Cos. of Westborough,
Mass.; and Reynolds Metals Co. of
Richmond, Va.

-By Christine Wootsey

Retirement plan growth
More midsize and larger em-

ployers are offering pension and

savings plans and are holding the
cost of those plans steady, accord-
ing to a recent survey.

But it may not be doing much
good. In savings plans that give
employees the choice of partici-
pating, employees may be contrib-
uting too little and investing too
conservatively to retire comfort-
ably, the survey found.

Ninety-one percent of employ-
ers surveyed-those with 200 or
more employees-offer at least
one pension plan, up from 89% in
1994 and 78% in 1993, according
to the national survey sponsored
by KPMG Peat Marwick L.L.P.'s
compensation and benefits prac-
tice in Montvale, N.J.

Employers' costs for retirement
plans, on average, is equal to 6.5%
of payroll, down from 6.75% in
1993 and 1994.

The survey gauged the preva-
lence of certain retirement plan
options among employers:

• More than half-58%-of the

1,183 employers surveyed offer
401(k) plans.

• Forty-one percent offer de-
fined benefit plans, which is
higher than the 34% of employers
offering defined benefit plans in
1994 and 38% in 1993.

The survey is one of many re-
cently that highlight an area of
growing concern to benefit man-
agers-low employee retirement
savings rates.

Although the average 401(k)
plan allows certain employees to
contribute as much as 14% of

their annual compensation, em-
ployees on average put in only
about 5%, down from 6% in 1994.

In addition, more than 35% of
those employees who are eligible
to participate in a 401(k) plan fail
to do so, the survey found.

Employers worry that low par-
ticipation and savings rates-
combined with many employees'
choice of low-return, conservative
investments-may not provide ad-
equate savings for a secure retire-
ment.

Eighty-two percent of employ-
ers that offer pension and savings
plans believe employees will need
three basic sources of income for a

comfortable retirement-employ-
er-provided benefits, personal
savings and Social Security.

Only 4% of employers surveyed
said a retiree could live on the in-

come provided solely by the em-
ployer's retirement plan. Seven
percent of the employers said a re-
tiree could live on income from

just the employer's retirement
plan and Social Security, while
the remaining 7 % felt retirees
could live on their personal sav-
ings with the employer plan as a
supplement.

"Employers need to educate em-
ployers about retirement savings
and the need for employees' own
savings, even when the employer
is providing a retirement plan,"
said Roy Oliver, national partner
in charge of Peat Marwick's com-
pensation and benefits practice in
Los Angeles.

Copies of "Retirement Benefits
in the 199Os: 1995 Survey Data"
are available for $135 each by
faxing requests to Jim Berryman
at 201-307-8071.

-By Christine Many
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Tbey're perplexing Tbey're befuddling. Tbey're risk management problems. And in a business n + ,4.. -, rt47/ environment
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Their insurance brokers bave a firm grasp oj today's complex issues: global expansion, management liability, and mergers and acquisitions.
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Opinions

Keep the momentum going
E WELCOlVIE the sweeping changes the National
Assn. of Insurance Commissioners is making as it

strives to open up its processes and refocus its mission.
We hope this effort continues in the months ahead, be-

cause there is still much that can be done by the NAIC
to help states improve solvency ovensight and coordinate
their activities.

Earlier this month, the NAIC approved proposals to
open up key meetings and sessions, as well as certain
conference calls, to the public. The NAIC also is moving
to provide greater information on its budget, including
the salaries of the NAIC's highest-paid employees.

The biggest attention-getter, and deservedly so, was
the decision to eliminate the requirement that risk reten-
tion groups be regulated as traditional insurers for state
insurance departments to attain NAIC accreditation.
That removes a major roadblock to Vermont's drive to
be accredited (see related story, page 3).

While complaints about the NAIC's obstinate refusal
to accept Vermont's method of regulating risk retention
groups have been the most visible criticism of the regu-
latory group in recent months, by no means was it the
only one.

The NAIC has been under fire on several other fronts

in the past few yeans. These included its development of
a model fronting law that threatened to jeopardize many
valid fronting arrangements for captives. That law was
finally revised to include some key exemptions after
much complaint. The group's accreditation program has
been accused of usurping state legislators' authority and
has prompted several states to introduce legislation that
would give them oversight of NAIC activities. And even
within its own ranks there are grumblings from new and
veteran commissioners alike that the group has lost its
focus and may have overstepped its bounds.

We hope that the recent changes made by the NAIC
signal a willingness to reform the process of accredita-
tion and decision-making that has led to these disputes.

One step in this direction is the NAIC's effort to define
its identity. The group decided at its recent meeting that
the NAIC "is a group of public officials imbued with the
public trust and/or an instrumentality of the states."

Like other groups imbued with the public trust, it
should be accountable to its public. We hope the new
open-door policy will mean a better exchange of ideas
between policymakers and policyholders.

Another step forward would be to continue to reform
the accreditation process. While clearing the way for
Vermont is a major victory, there are other problems

Letters

NAIG

with the accreditation program that should be ad-
dressed. For example, the accreditation program largely
has mutated into a one-size-fits-all plan. In an effort to
forestall federal regulation. the program has become a
de facto national regulatory scheme.

The goal to elevate the standard of regulation across
the country is desirable, but the program still must be
flexible enough to recognize some states' individual
strengths or unique situations. New York, for example,
should not necessarily be expected to regulate insurers
the same as Wyoming, and vice versa.

Finally, the NAIC must strive for greater cooperation
with groups shat have a vested Interest in the regulation
of insurance. including risk managers, large and small
insurers, reinsurers and state and federal lawmakers.

The NAIC recently issued a critical reply to a report
by the National Conference of Insurance Legislators that
took issue with the NAIC's accreditation and operations
(BI, March 3). Unfortunately, the NAIC's unnecessary
reply sounded more like a sore loser wanting to get in
the last word Vian a response to valid issues and prob-
lerns raised by the legislators.

The NAIC instead should move forward and aim to
impnve the regulatory process and address flaws in the
accreditation program.

We think the group may be off to a good start and
hope the momentum continues.

Correspondent sta kes its fortunes with Lloyd's
To the editor: Recently, a great deal of

attention has been paid to the financial
losses suffered at Lloyd's of London.
Some members of the media have asked
if Lloyd's will survive.

As a Lloyd's correspondent, Petersen
International Insurance Brokers has
been designing and placing business
with Lloyd's in the international medi-
cal, special risk disability, life and spe-
cial risks arena for many years.

Over those years, many competitors of
the Lloyd's market have sought Petersen
International's business relationship.

Business Insurance welcomes letters
to the editor. This section is intended to
be a forum for readers' opinions and
comments. We reserve the right to edit
letters for clarity or space. We wiU not 
publish unsigned letters. Please send
your letters to Letten to the Editor,
Business Insurance, 740 N. Rush St.,
Chicago, Rt. 60611. Far.· 312-280-3174.

We have even tried working with some
of those Lloyd's competitors in various
capacities. In addition, we have rep re-
sented domestic insurers for life, dis-
ability and medical insurance. However,
we have never found a stronger, better
relationship than at Lloyd's.

In late 1994, Petersen International
consciously ceased writing business
with all other insurers. The Lloyd's mar-
ket is our principal insurer. This is not
to say that we will never represent an-
other; it is only to illustrate that we
trust the Lloyd's marke: as it is a market

and not a single entity.
Lloyd's has surviv€d wars, famine,

floods, fires, earthquakes, pestilence,
economic depression, recession and in-
flation. Without Lloyd's, the world
would not have progressed as it has.
Lloyd's should be able to pull through
the troubles it has faced in the past few
years and needs the change that it is un-
dergoir.g at this time.

Thomas R. Petersen

Petersen International

Insurance Brokers

Valencia, Calif.

Beyond the BeltwayPraise for 66
To the editor: Thank you very much

for the informative June 5 article, ' Be-
yond the Beltway: Action in the State-
houses." The graphics were great and
the layout was wonderful.

I hope you make this a regular fea:ure
in your magazine. The content and the
way it is presented make it easy for the
reader to locate the desired sections and

keep up to date on these unfolding legis-
lative issues.

Please commend Meg Fletcher, Jerry
Geisel and Mark Hofmann for this great
set of articles.

Julee Thomas

Manager-Risk & Insurance Services
Adventist Health System West

Roseville, Calif.
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AMAZING WHAT HAPPENS WHEN

TWO WRIGHTS GET TOGETlIER.

4

In the beginning, business went in cycles; over time,

it soared. Orville and Wilbur Wright always knew that

hard work, integrity and a lot of vision would take their

ideas to new heights. But they never dreamed the

standards set at Kitty Hawk would eventually change

America, and the world.

We're Met DisAbility. And we too have a vision.

A vision that our commitment to customer service,

responsiveness and innovation willleadto new stan-

dards in group disability coverage. A vision completely

focused on managed disability, and strengthened

through the MetLife acquisition of Travelers Managed

Disability Services.

At Met DisAbility, we're ready to put our expertise

to work for all your disability needs. Because when two

Wrights get together, the sky's the limit.

H9504GKF(exp0496)MLIC-LD ©1995 Metropolitan Life Insurance Co., One Madison Ave., NY, NY

0 Met DisAbility
We put abilities to wor/C

1-800-METLIFE

NY '



SEATTLE USA

BOEING ROLLS OUT A TRIUMPH OF TECHNOLOGY AND

TEAMWORK.

WORKING TOGETHER: 7,000 EMPLOYEES, 545 SUPPLIERS
IN 14 COUNTRIES, 16 AIRLINES, 3 ENGINE MAKERS.

AND ONE GLOBAL INSURANCE BROKER. m .

he Boeing 777.
The concept that challenged the technology

barrier. And broke it.

In creating the 777. Boeing bypassed
engineering mockups and virtually elimincted paper
drawings.

For the first time engineers used digital
computers to design and eleckonically pre-ossemble
an entire aircraft, achieving unprecedented levels

1 4 6 4,6 .

of accuracy and qiality.
At de ivery, the service-ready /// will bave

come through some 4,800 -est flights-the most
extensive test program ever.

While 238 Boeing design/build teams,
several cadres of cstomer-airline specialists, and
hundreds of wer d-class subcontractors on five

continents were working together on the 777 01_
team was working on the massive insurance
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prog ram Boeing required.
Harnessing the power of the Johnson &

Higgins/UNISON global network to the reputation
of the 777's creator, we acted as brokers, Uoyd's
brokers, surplus line brokers, reinsurance brokers
sind captive managers to put it together.

Now you know why global leaders want
lohnson &Higgins/UNISON on their teams.

We deliver real world solutions.

OHNSON
IGGINS

UNIS®N
THE GLOBAL TEAM

REAL VVORLD SOLUTIONS
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Practical Risk Management

"The Professional's Handbook"

Keep Your Skills Current

Risk management practices change fast.
"Practical Risk Management" gives you all the
fundamentals, from basic risk identification

through complex risk financing and derivatives.

Since 1979, the practical risk manager's reference
of choice by most of the Fortune 1000.

Two loose-leaf volumes are updated bi-monthly.
You may try it for a month with a
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Claims Management

Captives
Continued from page 3
from the captive, you are interfer-
ing with the spread of risk," he
said.

And insurers cannot offer lower

premiums than a captive in the
long term without reducing their
service or attempting to avoid
paying claims to subsidize unreal-
istically low premiums, Mr. Beus-
mans said.

Risk managers should avoid
placing business with those insur-
ers whether they have a captive or
not, he said.

"I don't want to do business

with insurers that say that they
can beat our captive," Mr. Beus-
mans said.

Akzo Nobel has three active

captives: Crea S.A. in Luxem-
bourg; Electro-Risk in the Nether-
lands; and another in Bermuda,

...../........
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which it acquired through a
merger and plans to close.

Risk managers should stick with
their captives for the other bene-
fits they bring, too, Mr. Beusmans
said.

For example, companies can use
captives to finance significant
self-insured retentions, which

helps to create a greater aware-
ness of risks in operating units, he
said.

Captives' attractions will be-
come increasingly apparent to
large multinational companies,
which will seek excess insurers

and reinsurers that understand

the reasons the policyholder uses
a captive, Mr. Beusmans said.

"The captive owner is seeking a
real partner-someone who is able
to think like a captive and offer
tailor-made solutions," he said.

Insurers will have to work in

different ways with captive own-
ers as the structure of insurance

programs and the insurance mar-
ket changes, said William G. Wat-
son, senior vp of risk management
at Reliance National Insurance

Co. in New York.

Insurance buying practices will
change significantly within 10
years, he predicted. The layers of
insurance will be much larger; lia-
bility and property retentions will
be combined into one retention;
benefits will be included in cap-
tive insurance programs; reten-
tions will cover global programs;
and the insurance contracts will

last for several years.
Captives also will be used as the

vehicles to allow companies to
purchase multiyear contracts, he
said.

And, captives will provide the
mechanism for single retention
levels and wide coverages, Mr.
Watson said.

"The individual insurance con-

tracts going into the captive will
be workers comp, general liabil-
ity, products liability, property
and other coverages but the cap-
tive will pull them all together
and buy reinsurance above the

corporate retentiqn," he said.
Risk managers are changing the

way they buy insurance, agreed
Robert Mulderig, chairman and
chief executive officer of Mutual

Risk Management Ltd. in Hamil-
ton, Bermuda.

"Risk managers are realizing
that they retain too little in terms
of risks and they buy way too lit-
tle in limits," he said.

Consequently, in the future they

will fund significantly larger re-
tentions through their captives
and, at the same time, buy much
higher excess insurance limits,
Mr. Mulderig said.

The coverage provided by the
captives will be very broad and
the captives largely will look to
other participants in the alterna-
tive risk transfer market for ex-

cess coverage, he said.
As risk managers use their cap-

tives more, they will make greater
demands on their insurance pro-
viders and service companies, said
Mark Angers, executive vp at bro-
kerage Lockton Cos. Inc. in Kan-
sas City, Mo.

"Brokers, captive managers and
others are being asked to provide
more value for the their fees and

this will intensify," he said.
Risk managers are becoming

more sophisticated and want to
become more involved in the man-

agement of their captives, Mr. An-
gers said.

As a result, risk managers will
seek advice from more diverse

sources, including banks and
other financial advisers, he said.

The session was moderated by
Brian S. Webb, vp-marketing for
BF&M Management Ltd. in
Hamilton, Bermuda. [AI'



I +

7

D 'D

q

1

AYONG THE ]ANKS
Whether you want to reach the buyers or the sellers of commercial insurance,

81's Agent/Broker Profiles can help you stand out from the rank and file and call

your best prospects to attention.

Corporate executives rely on this annual issue to help enlist the right

broker for their coverage and consulting needs. Insurers use it to keep track of

the leading intermediaries h the market. And of course, agents and brokers

read it to find out how they're faring among the competition.

This commanding issue is equipped with exclusive rankings and profiles

of the world's top 20 brokers, fortified by a powerful roster of the 100 largest

U.S. brokers and flanked by 8/'s comprehensive Directory of Agents & Brokers.

Plus it's armed with a reader response vehicle designed to help prospective

buyers easily enlist your services.

Position your company as a leader by advertising in 8/'s Agent/Broker

Profiles, publishing July 17. Space reservations close July 5, so sign up today.

NEW YORK: 220 East 42 Street • NY 10017-5806

212-210-0133 • Fax: 212-210-0704

CHICAGO: 740 Rush Street • IL 60611-2590

312-649-5276 • Fax: 312-649-7799

LOS ANGELES: 6500 Wilshire Blvd • CA 90048-4947
213-651-3710 • Fax: 213-655-8157

Business
Insurance®
Coverage Guaranteed



14 / June 19, 1995 Business Insurance

E.U. may see financial reinsurance growth
By PAUL D. WINSTON

TUCKER'S TOWN, Bermuda-
Demand in continental Europe for
financial reinsurance products is

ex-

BERMUDA pected
INSURANCE to grow

SYMPOSIUM as the

market

becomes more competitive with the
removal of trade barriers, a reinsur-
ance executive contends.

The European market for finite
risk reinsurance currently is more
limited than the North American
market because European consum-
ers and regulators are not con-
stantly scrutinizing insurers' perfor-
mance, according to Dirk Lohman,
a deputy member of the board of
management at Hannover Reinsur-
ance Co. in Hannover, Germany,

While financial products have
been used in Europe to run off
business and finance growth, they
generally have not been used to fi
nance liabilities and smooth bal
ance sheets, he said earlier this
month during a panel discussion at
the Bermuda Insurance Symposium
n.

Insurance consumers in continen

tal Europe are less security-and rat
ing-conscious than consumers in
the United States, Mr. Lohman ex
plained.

This reaction-which is the same
for all financial services-is because
there have been relatively few in
solvencies of European insurers and
banks outside of Italy, Spain and
the United Kingdom, he said.

Another factor limiting demand
for financial reinsurance is that di
rect writers dominate the insurance
distribution system in Europe, so
there are no agents watching out
for financially insecure underwrit
ers, said Mr. Lohman.

Also a factor is how regulators
approach their jobs, said Mr. Lo
hman, noting that regulators in the
European Union are focused more
on solvency than consumer inter
ests. "Regulators understood con-
sumer protection to mean promot
ing transparency and preventing in-
solvencies," he said. This was ac-
complished through highly regu-
lated markets, rigid tariff systems
and uniform policy conditions. It
also meant the closing of markets to
outside competition and, at times,
the stifling of innovation.

In addition, insurance companies
in Germany, for example, are not
required to file their annual state-
ments and solveney ratios until
many months after the close of
their fiscal years, he noted. Insurers
are required to report within six
months of the end of the year, while
reinsurers have 10 months.

Financial reporting is done only
on an annual basis, not on a quar-
terly basis, he added.

As a result 'of the reporting re-
quirements, even publicly held in-
surers are not subject to the same
degree of scrutiny by analysts as
their U.K. and U.S. counterparts.
"There's not much to follow be-
cause reporting is only done on an
annual basis and that information
is in arrears," he said.

Because of limited demand for fi-
nancial disclosure, continental Eu-
ropean insurers generally have not
been interested in financial reinsur-
ance products.

"Managements are unwilling to
admit problems to outsiders, partie-
ularly financial reinsurers," he said.

In Europe, Mr. Lohman summa-
rized, there is a limited necessity to
disclose information, a limited will-
ingness to disclose information and
a limited rieed for non-traditional
reinsurance.

However, a number of changes
about to occur as a result of the Eu-
rope Union's third directive on in-
surance could increase demand, ac-
cording to Mr. Lohman. These
changes include:

• The opening of the European
Union property/casualty markets
will cause a shift to greater compe-
tition from protected markets. As a
result, insurers will need to develop
new ways to differentiate them-
selves from competitors, such as
through their financial strength or
new products, he said. In addition,
competition will reduce profit mar-
gins.

• The changes in the European
Union mean a change in insurance
regulation, resulting in regulators
placing a greater focus on individ-
ual companies' performance, Mr.

Lohman said.

For example, regulators are ex-
pected to require some insurers to
report information on a quarterly
basis, such as premiums written
and losses paid. "It's inevitable that
over time, the European authori-
ties,. -will start to demand similar

reportng to what the NAIC is ask-
ing," he said.

• Analysts will demand more in-
formation as more is made avail-
able.

• Changes in tax and accounting
regulaticns in the European Union,
particularly those related to "equal-
ization" reserves.

Other factons that could increase
demand for financial reinsurance
are that as litigation increases, Eu-
ropean insurens could face greater
uncertainty and volatility over their

f 7

long-tail liabilities, Mr. Lohman
said. In addition, the privatization
of state-owned insurance compa-
nies may create demand for finan-
cial reinsurance, he said.

While Europe won't be a "bo-
nanza" for financial reinsurers in

the 1990s, new products will find
greater demand, Mr. Lohman pre-
dicted.

Other speakers on the panel
agreed that there is life for financial
reinsurance, even after recent fi-
nancial regulations like Financial
Accounting Standard 113 narrowed
the market for certain funded prod-
ucts (BI, Oct. 31, 1994)

"Centre Re, Scandinavian Re and
Inter-Ocean all expect significant
rises in business this year," ob-
served W. Jay Branum, president of
Inter-Ocean Reinsurance Co. Ltd.

a

American Re, through our subsidiary Becher + Carlson
Companies, recently placed $500 million in property
coverage for KamAZ, one of Russia's largest heavy truck
manufacturerd. Always on the lookout for new markets in
growing economies, we just became the first reinsurer to
open an office in Beijing.

We are a direct writer, carefully positioned to capitalize
on opportunities for growth. For the past three years, we
co-hosted seminars to facilitate relationships between

in Hamilton, Bermuda, who moder-
ated the panel. "Also, the entry of
Stockholm Re, ACE and Liberty
Mutual show the market has oppor-
tunity for growth."

Dave Brining, senior vp and chief
financial officer of Scandinavian
Reinsurance Co. Ltd. in Hamilton,
Bermuda, observed that finite risk
reinsurance still is used to address
several needs, particularly as insur-
ers seek to enhance their risk-based

capital ratios or to obtain higher
ratings.

Gregory E. Leonard, president of
Pegasus Advisors Inc. in Simsbury,
Conn., said financial reinsurance de-
mand will continue because buyers
are more sophisticated, regulators
and auditors are applying "more
logical" rules for their use and prod-
ucts will become simpler. 131

a a

large industrial corporations, government and international
agencies. Together we are addressing environmental
issues and identifying emerging technologies that cut both
the cost of cleanup and of litigation.

We have specialists in actuarial, claims management,
data processing, and numerous other disciplines.
Our multidisciplined teams can customize client solutions
involving treaty, facultative, bond, finite risk, and
alternative market approaches.



By GAVIN SOUTER

TUCKER'S TOWN, Bermuda-
Financial derivatives do not cause

large losses-but the people who use
them

BERMUDA can.

INSURANCE Used

SYMPOSIUM prop-

erly by
insurers and reinsurers, derivatives
can reduce risk and provide access
to capital not normally available to
cover catastrophic risks, a panel of
experts agrees.

To do that, though, reinsurers and
insurers must learn to deal with

capital providers who are not insur-
ance experts and who may not be
used to the indust:ry's business prac-
tices, they say.

The catastrophe reinsurance fu-
tures currently being traded at the
Chicago Board of Trade show that
the contracts can be used success-

fully. And a new product soon to be

a

Using derivatives to cut risk
requires careful management
introduced could make derivatives

more attractive to the insurance in-

dustry.
In cases like the recent Barings

P.L.C. debacle-in which the com-

pany collapsed and was sold be-
cause of huge trading losses (BI,
March 13; March 6)-derivatives

may appear to magniD, risks, said
Joseph B. Cole, managing director
of Centre Financial Products Ltd. in

Chicago.
But it is not derivatives that cause

the losses, he said at a session he
moderated at the Bermuda Insur-

ance Symposium II, held in Tucker's
Town, Bermuda, earlier this month.
"It is speculation and lack of man-
agement control....When they are

a

used properly, derivatives will de-
crease risk 100% of the time"

Insurers are well suited to deriva-

tives due to the natural spread of
risk they have through insuring dif-
ferent risks, which often are in dif-
ferent regions, Mr. Cole said. "Insur-
ance companies are nothing mom
than hedge funds in disguise."

And insurance can be the base for

an attractive derivative because it is

well defined, it can be segregated by
region, and it has quarterly aggre-
gate figures.

With their as-yet-unlmown losses,
long-tail risks can present some dif-
ficulties, but overall insurance- and
reinsurance-related derivatives

should prove popular, he said.

With an office on every populated continent, we can
draw on a vast network of resources worldwide. It's no

wonder that our U.S. treaty clients actually outperformed
the competition by an average of six loss ratio points
over six years.

Financial security isn't our only strength. Reinsurance is
a business of relationships. At American Re we are doing
more to build partnerships that add strategic security
keeping our clients ready for whatever lies ahead.

Derivatives based on insurance al-

low capital providers to share cata-
strophic risks without having to
participate directly in the insurance
market, said Thomas A Bolt, man-

aging director of the insurance de-
nvatives group at Bankers Trust In-
ternational P.L.C. in London.

And they allow insurers and rein-
surers to lay off some of the risks of
collecting on policies, he said.

Risk managers, too, may realize
important advantages in using de-
dvatives.

They can use derivatives to cover
the diverse property, liability and fi-
nancial exposures-even those that
normally are not covered by insur-
ance, Mr. Bolt said.

a

FAMERICANRE-INSURANCE COMPANY

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

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

Business Insurance, June 19, 1995 / 15

But the derivative products need
to be well defined, he said. "Risk
managers want something that is
clear and transparent." This would
allow them to use derivatives along
with conventional insurance to

cover risks.

"Derivatives can bring certainty
when there is uncertainty as to what
is covered by an insurance con-
tract," said Andrew M. Martin,

managing director of Sedgwick
Payne Insurance Strategy Group
Ltd. in London.

Derivatives can spread risks even
further than conventional insurance.

And unlike insurance coverage, fi-
nancial derivatives have intrinsic

value and can be traded, Mr. Martin
said.

Buyers of insiirance also could use
derivatives to hedge against pre-
mium increases, he said.

"But continuity in relationships is
absolutely zero," Mr. Martin cau-
tioned.

In London, the absence of a suit-
able index stands in the way of in-
surance- and reinsurance-based de-

rivatives. In the late 19805, Lloyd's
of London rejected attempts to use
syndicate results as an index, he
said, though attempts still are being
made to base an index on Lloyd's.

"We may get in to a position
where a finance director can walk

over London Bridge in the morning
and see a spring tide rising while
there is an easterly wind and hedge
the risk of flooding (by using insur-
ance derivatives)," he said. The fi-
nance director then could sell the

derivatives after the tide has sub-
sided.

By contrast, options now being
traded at the Chicago Board of
Trade-which uses as an index

quarterly industrywide loss ·ratios
developed by the Insurance Services
Office Inc.-can be used today to
complement a reinsurance program.

Dena Kotsores-Karras, manager
of market and product development
at the CBOT, said that derivatives

can be used to create a new layer of
coverage; fill gaps in existing layers;
balance exposures in terms of risks
and levels of exposure; and hedge
the risk of retained losses.

"You can think of them as off-

the-rack reinsurance," she said.

"They may not fit you exactly the
way you want, but they will cover
most of the exposed parts."

The futures and options traded
are gaining in popularity, Ms. K-
Karras said.

During the hurricane season last
year, between $17 million and $18
million in capacity was available
through the CBOT contracts, and
the sellers of the contracts received

$3.5 million in premiums, she said.
'That might seem small, but it is

significant for a market in its in-
fancy," Ms. K-Karras said.

The sellers of the contracts are

usually hedge funds and small in-
vestment companies. "It's people
that can make decisions on the day
and don't to go through committees
to get approval," she said.

The CBOT currently is working
on a new product that will be an
improvement on the existing con-
tracts, Ms. K-Karras said.

The new contracts will be related

to nine loss regions and three spe-
cific states-Florida, California and
Texas.

Also, the new contracts will have
six- and 12-month development pe-
riods after the loss quarter as op-
posed to the three-month develop-
ment periods for the existing con-
tracts, she said. Experience with the
Northridge, Calif., earthquake
showed that three months is not

long enough to assess some catastro-
phe losses, Ms. K-Karras said.

The new contracts, which will
trade alongside existing contracts,
also might not use ISO statistics, she
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Preventing insolvencies
demands vigilance: Panel

By GAVIN SOUTER

TUCKER'S TOWN, Bermuda-
Though more Bermuda insurers
will go insolvent as the market

ma-

BERMUDA tures, a
INSURANCE new

SYMPOSIUM insur-

ance

law should keep disruptions in the
market to a minimum, said Ber-
muda's outgoing senior regulator.

Despite the new insurance law,
U.S. regulators still view offshore
domiciles with skepticism, a se-
nior U.S. regulator said.

At the same time, policyholders
should view the regulation of
some U.S. insurers with some

skepticism, a rating agency execu-
tive said.

Despite the changes in
Bermuda's law, U.S.

regulators remain wary
of offshore domiciles,
says Lee Douglass.

An inevitable consequence of
the maturing of Bermuda as an in
surance market is an increase in
the number of crises at insurers on
the island, said Malcolm Butter
field, the former registrar of com
panies on Bermuda.

"We are going to see more crisis
situations because the market is
maturing, so we have to exercise
the proper amount of diligence,"
he said.

Among the changes made by the
Insurance Amendment Act 1995
are new $100 million minimum
capital requirements for catastro
phe reinsurance and excess liabil-
ity insurers (BI, Sept. 5, 1994)
The law also gives regulators
greater powers of intervention.

"They give us as much power as
possible to stop money walking
out of companies that are in a cri-
sis," said Mr. Butterfield, who
was recently appointed head of
the insolvency and liquidation de-
partment at KPMG Peat Marwick
He was succeeded as registrar by
Kymn Astwood, previously in-
spector of companies (BI, May 22).

Despite the changes in Bermu-
da's law, U.S. regulators remain
wary of offshore domiciles, said
Lee Douglass, who is insurance
commissioner of Arkansas and

president of the National Assn. of
Insurance Commissioners in Kan-
sas City, Mo.

U.S. regulators cannot get suffi-
cient information about offshore
companies to make informed deci-
sions on their financial strength,
Mr. Douglass said.

"When claims don't get paid,
people don't want to hear that
there is nothing I can do about it
because the insurer is offshore,"
he said.

However, the new regulations in
Bermuda are a "step in the right
direction," Mr. Douglass said.

But it is not just offshore domi-
ciles that sometimes have inade-

quate regulatory procedures, said
Alan Levin, managing director in
Standard & Poor's Insurance Rat-

ing Services Group in New York.
U.S. regulators relying on sol-

vency margins to assess compa-
nies are being too simplistic, he
said.

"They tend to fail in crisis situa-
tions primarily because, generally
speaking, they are way too low.

By the time an insurance compa-
ny's capital base gets down to
near the solvency level, it's proba-
bly too late to do anything but
pick up the pieces," Mr. Levin
said.

Solvency standards are too sim-
plistic to evaluate insurance
companies that can cover multi-
faceted and worldwide risks, he
said.

Risk-based capital standards
set by the NAIC will be a marked
improvement as they will allow
regulators to review the opera-
tions of an insurance company
early on in a crisis or prior to a
crisis, Mr. Levin said.

Beginning with 1994 financial
Continued on next page

Bermuda rocks the world
TUCKER'S TOWN, Bermuda-About 475 insur-

ance and reinsurance industry executives, risk man-
agers and other guests gathered in Bermuda May
30-June 2 for the Bermuda Insurance Symposium II.

The symposium, titled "Bermuda: One Market for
the World" and held at the Marriott Castle Harbour
resort, explored all phases of Bermuda's insurance
market, from captives to property catastrophe rein-
surers to financial reinsurance.

Symposium attendees also were treated to a repeat
performance of Rock 'n Roll Re, a band made up of
executives in the Bermuda industry (see photo).

The band featured: Graham Pewter of Commercial
Risk Reinsurance Co. Ltd. on drums and vocals;
Tony Hay of Marsh & McLennan Global Broking
(Bermuda) Ltd. on lead guitar; Michael Cobb of
Johnson & Higgins (Bermuda) Ltd. on rhythm guitar
and vocals; Reid Kempe of X.L. Insurance Co. Ltd.
on rhythm guitar; Mark S. Berry of Mid Ocean Rein-
surance Co. Ltd. on keyboards; and Robin Spencer-
Arscott of Aon Risk Services (Bermuda) Ltd., on
rhythm guitar and vocals.

The Alexsis philosophy - No. 4 in a series

JILL RUBINCHAK

Michael Cobb (lell) and Robin Spencer-Arscott jamming.

The next Bermuda Insurance Symposium is sched-
uled for 1997. For more information, contact Suzie
McKeegan, Bermuda Irisurance Symposium, 73
Front St., P.O Box HM 1366, Harnilton HM FX,
Bermuda; 809-292-6386; fax: 809-292-6990. 1

More than just talk.
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Continued from previous page
statements filed this year, insurers
are required to disclose risk-based
capital information.

"RBC is much more appropriate
because it evolves and changes as
companies get involved in different
risks," he said.

But even good regulations should
be supplemented with good market
intelligence and subjective judg-
ment, Mr. Levin said.

Regulators also should be more
willing to share information among
themselves if they are to improve
regulation throughout the states,
he said.

The fear of federal regulation has
been one of the driving forces in

regulatory reforms in the United
States, and that has changed now
with the election of a Republican
majority in Congress, according to
David M. Spector, a partner at
Chicago law firm Mayer Brown &
Platt.

"Insurance regulation in the U.S.
has always seemed to me to be
driven by an element of para-
noia. . .there is widespread fear of
federal regulation," Mr. Spector
said.

But the fear has subsided with

mid-term elections, Mr. Spector
said.

Now states are concerned that in

the fight against federal regulation,
they gave up too much power to
the National Assn. of Insurance

Commissioners, he said.
In Britain, the regulation of

Lloyd's of London is under review.
While Lloyd's generates a lot of

interest in Britain and overseas, its
importance should be kept in per-
spective, said Jonathan P. Spencer,
head of the insurance division of

the Department of Trade and In-
dustry, which regulates insurance
in Britain.

"Lloyd's is but one, relatively
small part of the British insurance

Understanding.
4 Alexsis, we believe communication is more than just talk.

Ne think it is mutual understanding. And that is what we strive

or in each client relationship.

rrom our information and reporting procedures through daily

:ontact with client account teams, we work to assure clients of

:larity and substance in all of our communications.

rhat is why Alexsis has become one of the nation's leading risk
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:onsulting on risk management issues.

30, if the cost of workers compensation or liability programs is a

)roblem for your company, turn to Alexsis.

Ne provide solutions tailored to your situation.

Vational Sales Director, Alexsis, 17187 N. Laurel Park Drive, Livonia MI, 48152

scene," Mr. Spencer said.
Lloyd's currently is self-regu-

lated but last month, a British Par-
liamentary committee called for
external regulation of Lloyd's (BI,
May 29).

Government ministers currently
are considering the proposal. But
in the past, the U.K. government
has opted for self-regulation of
Lloyd's, Mr. Spencer noted.

The government also might be
unwilling to act to change the reg-
ulations Lloyd's has worked
through coming changes.

"In about five years time, the
bulk of Lloyd's capital will be cor-
porate so it is difficult to know
what to do. If it all becomes corpo-
rate, we may be able to rely on reg-
ulations that apply to companies
generally," Mr. Spencer said.

The session was moderated by
Lynda Milligan-Whyte, partner at
law firm Milligan, Whyte & Smith
in Hamilton, Bermuda. ,#3
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Life insurers lose

antitrust immunity
SAN FRANCISCO-One more

line of insurance is no longer im-
mune from antitrust suits in Cali-

fornia after the State Supreme
Court ruled earlier this month that

life insurers are subject to liability
under state antitrust and unfair

business practices statutes.
Life insurers join their property/

casualty counterparts, which lost
their immunity from antitrust lia-
bility in 1988, when voters ap-
proved Proposition 103.

Writing for a unanimous court,
Justice Marvin R. Baxter said the

state's appeals courts have been
mistaken over the last two decades

in assuming that the insurance in-

dustry has been exempt from the
California Cartwright Act and Un-
fair Competition Act since 1968.

The high court's June 1 ruling in
Manufacturers Life Insurance Co.
vs. Superior Court upholds a 1994
San Francisco Court of Appeal de-
cision that allowed Weil Insurance

Agency of Oakland to sue several
insurers, brokers and trade associ-
ations.

Weil contends the defendants

disparaged and boycotted the bro-
kerage until its settlement annu-
ities brokerage and consulting
business was destroyed.

Some life insurers objected to
Weil's practice of providing infor-
mation on the actual costs of settle-

ment annuities to plaintiffs and
their attorneys, since that made it
harder for insurers to settle per-
sonal injury claims for less than
their cash value, the brokerage's
suit claims.

Manufacturers Life Insurance
Co. vs. Superior Court, California
Supreme Court; SO31022, June 1,
1995.

Blues plan to settle
suit by physicians

WASHINGTON-Blue Cross &

Blue Shield of the National Capital
Area will not have to pay any mon-
etary damages in its settlement of a
suit brought against it by the Medi-
cal Society of the District of Co-
lumbia for alleged discrimination
in how it selects physicians for a
preferred provider network.

The medical society sued the
health insurer last summer, alleg-
ing that the it unfairly favored
doctors who charge low rates when
determining which physicians
could join its Select Preferred Pro-
vider Plan (BI, July 11, 1994).

The society sought to abolish the
Select plan and to recover $3 mil-
lion in damages.

In a settlement announced last

week, the medical society will re-
ceive no cash and the Select pro-
gram will remain.

In return, the Blues will establish

two physician advisory committees
consisting of representatives of
both organizations and other phy-
sicians from the Washington area.

The Quality Improvement Advi-
sory Committee will review the
Blues' quality improvement pro-
grams and practice guidelines and
make recommendations concerning
them. The Credentials Advisory
Committee will review the Blues'

credentialing policies and make
recommendations regarding cre-
dentialing and network selection.

The Blues also will establish an

appeals process for doctors who
are not admitted to the plan.

Washington enacts
anti-fraud law

OLYMPIA, Wash.-A new law in

Washington state stiffens penalties
against insurance fraud.

Washington state's new law, S.B
5617, clarifies current laws by bet-
ter defining insurance fraud and
gives insurers immunity from libel
in reporting suspicious behavior.

The legislation also increases the
penalties for fraud and makes fil-
ing false claims and trafficking in
insurance claims more serious

crimes.

The law "will help us crack
down on the kind of auto insurance

fraud rings that we have seen try-
ing to move into the Northwest
from California, where they have
flourished in recent years," Insur-
ance Commissioner Deborah Senn
said..

See FI'Rs on page 26
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California health care

research project
SAN FRANCISCO-A new

health outcomes research program
involving Blue Shield of California
and the medical centers of Stanford

University and the University of
California at San Francisco will try
to develop and evaluate ways to
treat and prevent major health
problems.

"One of the key objectives of our
efforts will be to design, study and
make available a range of medical
management programs to

assist Blue Shield member physi-
cians in improving the quality of
their care," explained Dr. Albert R.
Martin, vp of clinical systems devel-

OUR NEW INSURANCE FORM LEAVES -
-a

A LOT TO THE IMAGINATION. Fireman's
Ffind

THAT'S WHERE WE CONIE IN. Specialty
ESTABLISHED 1863•MEMBER OF ALLIANZ GROUP• 4A' RATED BY A. M. BEST • CALL 800-528-4961

opment.
"We will also develop specific

self-help approaches that patients
can use to manage chronic diseases,
like coronary heart disease, hyper-
tension and diabetes," he added,

One part of the program will be a
two-year study of heart disease.
Stanford researchers will evaluate
the effectiveness of various work-

site programs that incorporate aer-
obic exercise, a low-fat diet, smok-

ing cessation, stress management,
drug therapies and other compo-
nents.

Managed care lobby
forms in California

SACRAMENTO, Calif.-=A new

coalition of California employers,
insurers, health maintenance orga-
nizations and preferred provider or-
ganizations will fight legislation
they feel would weaken managed
care.

The group, Californians for Qual-
ity Patient Care, will work to pro-
mote managed care among state
residents and will lobby against
legislation that they believe would
undermine the ability of managed
care plans to provide quality and
affordable health care.

To contact the coalition in Sacra-

mento, call 916-774-0635.

Nevada court upholds
pollution exclusion

CARSON CITY, Nev.-The Ne-

vada Supreme Court has become
the third state high court to find
that the absolute pollution exclu-
sion clause in commercial general
liability policies bars coverage for
environmental contamination.

By ruling in favor of the insurer
in Aerolite Chrome Colp. vs. Hart-
ford Insurance Co., the court joins
the Connecticut and Texas Su-

preme Courts in finding that the
absolute pollution exclusion should
be enforced to bar coverage for en-
vironmental contamination claims,
according to the Washington-based
Insurance Environmental Litigation
Assn. The IELA is a trade associa-

tion of 20 major insurers that pre-
sents msurers' views on environ-

mental coverage issues.
The May 26 decision stemmed

from a suit that Reno, Nev.-based
Aerolite filed against its insurer,
seeking coverage under its CGL
policy to pay $375,000 in hazardous
waste cleanup costs. Aerolite had
agreed to pay the sum to settle a
civil action brought in connection
with a criminal conviction of an

employee who illegally discharged
hazardous waste into a toilet at

Aerolite's Reno, Nev., plant.
Despite Aerolite's contention that

coverage was not barred beeause
the policyholder had failed to sign
the absolute pollution exclusion en-
dorsement, the Nevada Supreme
Court found that the endorsement

did bar coverage because Aerolite
"never paid for pollution coverage,
the exclusion was part of the policy
in the previous two years; and the
exclusion was referenced on the

declaration pages of the policy

Information in brief
New Jersey has become the third

state to consider legislation aimed
at giving the state oversight author-
ity over the National Assn. of Insur-
ance Commissioners. Assembly-
woman Clare M. Farragher, R-
Monmouth County, has introduced
a bill, A-2942, that is similar to
those introduced in Vermont and

New York... .Robert Y. Barham,
president and chief executive offi-
cer of Greenwich, Conn.-based In-
surance Value Added Network Ser-

vices Inc., or IVANS, died of a
heart attack May 29. Mr. Barham,
one of the founders of WANS, was
65 years old. le,
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surers not ready to pay tab
- financing remains stumbling block
i to retrofitting quake-prone buildings

hile many in-kT A Tsurance in-

dustry ex-
perts remain

skeptical that
retrofitting is

a worthwhile property loss control

. investment, structural engineers
*insist that shoring up existing
buildings is the most cost-effective
'way to help insurers withstand an-
F other Northridge quake or Hurri-

carie Andrew.

·E>Unfortunately, owners of prop-
t '*ties damaged by these and other

recent catastrophes can't rely on

2 .' insurance to finance these retrofit-
1 ting projects since most commer-
, cial property policies only will pay

to repair structures to meet exist-
ing building codes, many of
which have proved inadequate,

L engineering experts say.
Fle . However, insurers in the long-

run may find it less costly to pay
for retrofitting, rather than having
to finance the rebuilding of struc-

+ turns that collapse when the next
F j Big Orle hits, some experts say.

Wh insurers mull those op-
.w tions,1*,blic officials in catastro-

phe prone areas are becoming in
creasingly concerned about the
safety of older buildings as well as
those whose structural integrity
may have been compromised by
the recent catastrophes.

In Los Angeles, for example, a
recently passed ordinance requires
reinspection and retrofitting of
some 500 buildings suspected to
have been darnaged by the 1994
temblor.

In addition, after witnessing the
devastation from the January
quake in Kobe, Japan, the engi-
neering community worldwide is
working feverishly to find the for-
mula for a truly catastrophe-proof
building before the next disaster
strikes.

But just who will pay to
strengthen structures in the reces-
sion and catastrophe-riddled Los
Angeles area?

Certainly not property insurers.
After having picked up the tab for
some $11.7 billion in quake dam-
age, msurers'generosity is running

out and many have cut back their
earthquake writings.

Most insurance policies-even
commercial difference-in-condi-

tions polides with code upgrade

endorsements-only will pay for
retrofitting to meet existing build-
ing codes, regardless of whether
city officials strengthen those min-
imum standards after a catastro-

phe.
And, while the new Los Angeles

ordinance requires reinspection
and reinforcement of all steel-

framed buildings in the quake-af-
fected area, building owners can
only be forced to bring the struc-
tures up to code, which the engi-
neering community says often are
not stringent enough.

In addition, the ordinance

leaves the decision of how many
welding connections to inspect up
to the structural engineer hired by
the property owner.

So far, 10% of total connections

is the figure engineers are tossing
around, said Henri Koza, an associ-

ate in the Irvine, Calif., office of

earthquake engineering consulting
firm EQE International Inc.

With a typical seven-story,
150,000-square-foot building hav-
ing between 86 and 100 welded
connections, opening the walls
and examining 10% of them
would cost between $16,000 and

$20,000 based on an average in-
spection price tag of $2,000 per
connection, he estimated.

The city of Los Angeles also has

adopted emergency regulations 1
that no longer permit the type of
welded connections that were

used in the moment steel-frame

buildings damaged in the 1994
temblor.

While the engineering commu-
nity applauds this decision, the
regulations have put the onus on
them to come up with an altema-
tive to the moment steel-frame

construction method, which con-

sists of beams and columns ioined
by a combination of welding and
bolting, that was long regarded as
one of the premier lateral-force re-
sisting systems.

"We don't have something that
the whole structural engineering
community has agreed to," said
Elwood Smietana, senior vp in
EQE's Irvine office.

Senior EQE staff are working to
develop new earthquake engineer-
ing standards as part of a joint
venture project with the Structural
Engineers Assn. of California, a
professional organization compris-
ing some 4,500 practicing struc-
tural engineers; the Applied Tech-
nology Council, a non-profit orga-
nization that performs research re-
lating to structural engineering;
and the California Universities for

Research into Earthquake Engi-

neering, or CUREe, a consortium
of major universities in California
with expertise in earthquake engi-
neering. -

The SAC Joint Venture, mdde.
up of the above three 6rganiza-
tions, has given a high priority to
resolving the issues surrounding
steel-frame buildings damaged by
the Northridge quake. It will have
to reach a consensus soon or:risk

holding up potentially lusrative
new building projects 87- worse,...
considerable damage from'an-
other major quake.

In a separate project, researchers
at the University of Texas in AuS-
tin are conducting a limited struc-
tural testing program that is par-
tially funded by the owner of a
damaged building that was under
construction at the time of the

Northridge quake.
However, engineers not associ-

ated with the testing have been
critical of its effectiveness.

In particular, conditions in the
Texas laboratory did not suffi-
ciently re-create the kind of
unique movement that occurred
in the Northridge earthquake,
they say.

Results from similar earlier

See Retrofit on
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Retrofit
Continued »om page 2OA
tests-most of which were fi-

nanced by the steel industry it-
self-led structural engineers to
decide steel-frame construction

was the most likely to withstand
earthquake jolts, Messrs. Koza
and Smietana explained.

Doubtful of the effectiveness of

such tests, EQE and other earth-

quake engineering firms are
adopting their own repair and
retrofitting techniques on a case-
by-case basis, taking into consid-
eration the age of construction
and location, with soil texture
being a significant factor in the

analysis.
The most popular, and conser-

vative, of the techniques being
employed is that of strengthen-
ing joints with additional trian-
gular "ribs" and installing steel
cover plates at the top and bot-
tom of each connection.

Repair costs usually run be-
tween $5,000 and $20,000 per
connection and retrofitting
would add approximately 10% to
2096 to that cost, Mr. Koza esti-
mated.

Another retrofitting technique
being applied in Los Angeles is
derived from the 200-year-old
sliding-friction technology dis-
covered by British physicist Sir
Isaac Newton.

"Sliding-friction technology
permits us to install, both in new
construction and in retrofit, low-
cost friction brake shoes that can

be thought of as calibrated 'earth-
quake barrier fuses, explained
Los Angeles structural engineer
Marc S. Caspe. Think of it as a
horizontal brake shoe or shock

absorber, he suggested.
The cost of such protection

adds less than 2% to the cost of

new construction and can be ret-

rofitted at an equally reasonable
cost, according to Mr. Caspe.

Such a system was installed for
about $6 per square foot in 1991
as part of the retrofitting of a 30-
year-old 10-story Wilshire Boule-
vard building, he said.

IT MIGHT AS WELL

BE UNDER A MATTRESS

4

H

Unfortunately, "resistance is
high against requiring that 2% be
spent" up front, he said.

But, such an investment in
"proactive risk mitigation is
worth it," insists EQE's Mr. Koza,
especially since "it's common
knowledge that these buildings
are vulnerable now."

Furthermore, the Los Angeles
building inventory has not been
subjected to a major quake, he
said. A major quake is considered
7.0 or higher on the Richter
scale.

But, there have been tnore ca-
tastrophes with insured damage
exceeding $ 1 billion in the last
10 years than ever before, accord-
ing to the Property Claims Divi-

is company's portfolio is far
too conservative given the nature of its liabilities. All the assets are invested
in certificates of deposit and short-term bonds despite the attractive returns

available in longer-term, high-quality securities.

We don't invest in short-term assets to support long-term
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Scudder Insurance Asset Management
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Sabra J. Baniett, Marketing Director
Scudder Insurance Asset Management
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617-295-2276

800-225-2471

sion of American Insurance Ser-

vices Group Inc. of Rahway, NJ.
(BI, Feb. 7,1994).

With continued population in-
creases in coastal and earth-

quake-prone areas, the trend un-
doubtedly will continue.

Today, seismologists warn that
nowhere within 62 miles of a

fault is safe, no matter how
"quiet" a region has been.

Recognizing this exposure, the
Southern California engineering
community has joined with
other experts throughout the
world to promote the develop-
ment and enforcement of new,
more rigorous building codes in
catastrophe-prone regions.

Current building "codes are
only intended to define the legal
borderline between 'negligence'
and 'barely adequate, said Mr.

Caspe. This "inherent

flaw. . .came to public view for
the first time after the very mod-
erate Northridge earthquake."

But "the flaws in today's codes
will be corrected, either in whole

or in part by engineers now
working to get ready for the next
code edition" in 1997, Mr. Caspe
believes.

In the meantime, hazardous

buildings must at least be retrofit-
ted to meet current code stan-

dards, he said.

And even though insurance
policies are not likely to be a
ready source of funding for retro-
fitting projects, the industry is
beginning to recognize the loss
control potential of such mitiga-
tion measures.

"I've never seen a case where

irs more economical to rebuild"

than to retrofit, Mr. Smietana
pointed out.

As an example, he cited a San
Fernando Valley commercial
building that had collapsed from
the inside. Even though the in-
surer was ready to write it off as a
total loss, "repair costs were 40%
of replacement costs."

Even though the engineering
community strongly supports
retrofitting, insurance contracts
do not provide for upgrading
damaged structures beyond exist-
ing building codes.

While the Boston-based Insur-

ance Institute for Property Loss
Reduction has formed a Retrofit

Committee to study these mitiga-
tion measures, so far the response
from insurers has been lackluster.

The committee is just getting
started.

The insurance industry has not
yet been converted to the engi-
neers' faith in retrofitting for spe-
cific structures.

"It's not like crash tests where

you can keep the variables the
same. There are too many vari-
ables with catastrophes like
earthquake and hurricane," said
a spokesman for the IIPLR.

Eventually, the insurance in-
dustry may develop a full-scale
testing facility like that used for
automobile crash tests. But, "it's

hard to re-create an earthquake
or a hurricane inside a building,"
he said. The only real test will be
another catastrophe. -



11 1

. A

1 THE THIRD ANNUAL 4
./

* Business .
Insui:unce® V

r

r

WORKERS COMPENSATJbN
CONFERENCE ,

WHO SHOULD ATTEND

Risk managers, loss prevention and safety managers, workers compensation
administrators and analysts, employee beneEt executives, plus insurers, brokers,
consultants, representatives from HMOs and PPOs, state and local government
representatives, association members, attorneys and providers from a broad range of
companies and institutions.

PRELIMINARY PROGRAM

WEDNESDAY, OCTOBER 11, 1995

• EMPLOYER'S PRIVArE ROUNDTABLE

• EARLY REGISTRATION AND WELCOME RECEPTION

TH U RSDAY, OCTOBER 12,1995

• KEYNOTE: A LEADING EXPERT SHARES PROVOCATIVE COMMENTARY

ON MAJOR WORKERS COMPENSATION ISSUES

• ERGONOMICS IN THE WORKPLACE

• DEALING WITH A CHANGING WORKFORCE: .
TEMPORARY/AT HOME/ON THE ROAD

• LUNCHEON: SAFETYINCENTIVE PROGRAMS

• 24-HOUR PROGRAMS AND OTHER INSURANCE OPTIONS

• CASE STUDIES IN CONTROLLING WORKERS COMPENSATION COSTS

i Battlefield experience in repetitive stress injuries
, An effective cost allocation system to control losses
, A return-to-work program that works

• RECEFI'ION

FRIDAY, OCTOBER 13,1995

• BUILDING YOUR TEAM TO ACHIEVE SUCCESSFUL CLAIMS
MANAGEMENT

• ADMINISTRATIVE AND LEGAL REMEDIES TO COMBAT FRAUD

• LUNCHEON: STRESS AS A WORKERS COMPENSATION INJURY.
FACT OR FICTION?

REGISTRATION

To register or to receive more information, please write or call
IBF • International Business Forum, 7 Penn Plaza, Suite 901, New York, NY 10001.

SPECIAL EARLY BIRD RATE OF $795 for service providers or $495 for risk
employee benefit or safety managers represents a $100 savings from the regul
Early Bird Rate may be secured by registering byJuly 31, 1995.

FAX: (212) 279-9307

ar rates.

TEL: (212) 279-2525

ACCREDITATION

IBF • International Business Forum is registered with the California Insurance Board
as a course provider.

OCTOBER 11-13,1995
Loews Coronado Bay Hotel, San Diego, California

CONFERENCE CHAIRMAN

Kathryn J. Mcintyre
Vice President

Publisher and Editorial Director
Business Insurance

CONFERENCE

ADVISORY BOARD

Kenneth Albrecht

Director, Risk Management
Frito-Lay, Inc.

Maddy Bowling
Vice President

Workers Comp Managed Care
Intracorp

Arnold Davenport
Vice President, Risk Management
Marriott International, Inc.

Dr. Stephen Dawkins
Occupational Health Physician
Occupational Health International

Ronald Guilfoile

Risk Manager
City of St. Patti

Allen Iampaglia
Risk Manager
Risk Management Division
City of Glendale, Arizona

John Kessock, Jr.
Chairman

Commomuealtb Risk Sen)ices, Inc.

Gregory Saxum
Directop; Workers Compensation
Legal Division
Eastman Kodak Company

Richard A. Victor, Ph.D., J.D.
Executive Director

Workers Compensation Research Institute

Susan M. Werner, ARM
Director of Risk Management
Hardee's Food Systems, Inc.

Stephen M. Wilder
Vice President, Risk Management
Walt Disney Company

Edward C. Woodward

President

Catij6rnia Workers Compensation Imutute

COMMENTS FROM

SOME OF LAST YEAR'S
ATTENDEES:

"Once again, BI bas assembled
articulate and knowledgeable
speakers on relevant and
timely topics."
Mary Stoik Dymond
Risk Manager
ACX Technologies, Inc.
Golden, Colorado

«Tbis was my 2nd year at tbis
conference and I didn't think
tbat tbey could bave a better
program tban last year... but
tbey did!.1»
Sharon Van Sant

Claims Administrator

Bergen Brunswig Corporation,
Orange, CA

"Overal4 tbis was infbrmative
and educational."

Geoggrey Roullard
Attorney
Carson City, Nevada

«Exce#ent in-depth discussion of
areas important to my company."
Michael Murphy
Workers Compensation Manager
State of Arizona Risk Management,
Phoenix, Arizona

«I am walking agay witb several
ideas I can readily implement
back in tbe o#ice."
Walter Steunenberg
14ce President

Greenpoint Savings Bank,
Flushing, NY

CONFERENCE

SPONSORS

• Commonwealth Risk Services, Inc.

• Intracorp

YES, rD LIKE TO REGISTER NOW AND TAKE ADVANTAGE OF THE
EARLY BIRD D[SCOUNT AVAILABLE UNTIL JULY 31.1 UNDERSTAND

TH AT 1 W I LL B E I N VO I C E D.

El I ama service provider - $795 ( regularly $895) V IBFEl I am a risk, benefits or safety manager - $495
( regularly $595)

v International Business Forum

Name

Tide

Company

Address

City/State/Zip

Telephone No. C )

Fax No. C )

0 Please forward information about table-top exhibits.
El Please forward information about sponsorship opportunities.



2OD / Business Insurance, June 19, 1995

Insurer Topics

By MICHAEL BRADFORD

 here's a hurricanemoving into the Gulf
of Mexico and land-

fall is expected in
about eight hours;
your office is in the

projected path.

Do you:
A. Protect vulnerable windows

from high wind?
B. Make sure records are safe

from rain, wind and debris?

C. Update and back up impor-
tant computer files and trans-
port them to a safe location?

D. Run screaming into the
night shouting, "The sky is fall-
ing"?

If you picked option D, there is
a good chance for disappoint-
ment at your next performance
review.

However, if you realize that
the first three options are all cor-
rect responses, then you are
probably familiar with the
checklist that your company
uses to prepare for and recover
from catastrophes.

Insurers are becoming more

concerned with practicing what
they preach when it comes to ca-
tastrophe planning and the

checklists that they have long
touted for policyholders have be-

come an important in-house
tool.

The lists, which are compila-

tions of tasks that employees
must complete in preparation
for a potential catastrophe or
when recovering from one, be-

gan taking on particular impor-
tance about 25 years ago.

"That's when crisis planning
became a more formalized part
of management," said Gene Jef-
fers, executive director of the

Western Insurance Information

Service in Los Angeles.
Before crisis planning evolved

into its more formal shape,
"there were special-event kinds
of things" that were centered on
actions communities should take

if catastrophe struck, Mr. Jeffers
explained. For example, nuclear
war drills in the 19605 had

school children ducking under
desks and adults noting the loca-
tions of evacuation routes and

shelters, he pointed out.
By 1970, disaster planning was

becoming more routine, with

"most companies of reasonable
size developing some sort of
plan," said Mr. Jeffers.

Some insurers have been late

in grasping the notion of pro-
tecting their own property even
though the nature of their busi-
ness is to advise others to protect
theirs.

Only in the 19905 have insur-
ers begun to realize that they
have to take a close look at how

they will recover from a disaster
that affects their business opera-
tions, said William B. Gaines, se-

nior vp of consulting operations
for SunGard Planning Solutions
Inc. in Wayne, Pa.

SunGard helps insurers and
other clients put together disas-
ter recovery plans, and Mr.

Practicing what they preach:
Insurers develop disaster plans
0 "

Gaines said interest currently is
high. We've seen a groundswell
in the last several months in the

insurance industrv. They are be-

ginning to practice what they
preach but are still behind
banks" and other financial ser-

vices industries, te added.

Disaster recoveiy plans provide

a series of checkl_sts that lay out
a logical order of functions to be
addressed in the event of a catas-

trophe and how those tasks
should be accomplished.

"The key part of a plan is that
when an incident occurs, plan-
ning and quick response" will
make the event manageable, Mr.
Gaines advised.

"A good plan has a series of
checklists," he said. "They iden-

tify the resources to accomplish
recovery and the sources of
those resources. But the recovery
will still depend on people who
are knowledgeable in the com-
pany and the industry."

That means there is a lot of

groundwork thal goes into estab-
lishing a plan that can be held
together by cimprehensive
checklists.

SunGard's approach is to help
insurers complete a "business
impact analysis" that looks at all
key operating units of the con-

pany to determ.ne how a disas-
ter in each area would affect the

entire operation
For example, many insurers

feel that policyholder confi-
dence is vital to the company's
success, Mr. Gaines pointed out.

Therefore contacting policyhold-
ers quickly in the wake of a di-
saster that could affect service is

a critical area that must be ccv-

ered by those nsurers' disaster
plans.

When all key operating arcas
are examined, a plan can be writ-
ten and checKliStS developed
that will serve as guides to put-
ting the plan in:o operation.

Mr. Gaines stressed that there

are no boilerplate plans that can
be handed to insurers. "If we do

an insurance company today
and one tomorrow, the list of

priority functicns will be differ-
ent in each company. There are
no industry standards."

Industrial Risk Insurers offers

its policyholders a loss preven-
tion program called Overview,
which is customized for catastro-

phe planning in the insurer's
own offices.

Among the checklists in Over-
view are those-hat cover tasks to

be carried out in the event of

flooding, earthquakes or hurri-
canes. The insurer stresses to pol-
icyholders and its own staff the
necessity for shaping the lists to
fit the property and operations
that could be affected.

"A checklist, to be really effec-
tive, has to match up with what
you're evaluating," said Mark
Tschiegg, vp of loss prevention
at Hartford, Conn.-based IRI.

The insurer found its clients

were having a hard time devel-

oping checklists from blank pa-
per and therefore developed lists
that could be customized, Mr.

Tschiegg explained. IRI uses the
same approach internally at its
11 technical service centers.

"Each center is responsible for
a disaster plan for their opera-
tions and for their clients," he

pointed out.
That means each of the insur-

er's centers has a different plan,
based partly on geography. The
Los Angeles office is prepared for
an earthquake while one in At-
lanta is more concerned with

hurricane season.

"Each of these technical ser-

vice centers have established

emergency management proce-

dures they have fine-tuned to
their specific geographical area,"
said Ben K. Smith, manager of
field services in IRI's Atlanta of-

fice. "They have all customized
specific checklists that can be
used to respond to a disaster in
their own backyard."

Following the January 1994

Northridge earthquake, IRI
found its checklist and proce-

dures were up to snuff. The Los
Angeles office was operational
very soon after the ground
stopped shaking.

"Most of the things that we do

in our offices can be started up
again easily, said Deborah
Boice, manager of field services
in IRI's Los Angeles office. Com-
puter files are duplicated and
stored offsite in case some are

lost and cellular telephones pro-
vide communications capabili-
ties.

All the IRI technical service

centers are equipped with cellu-
lar telephones that can be used
in the event local phone lines
are interrupted in a catastrophe.

As insurers come to realize the

importance of catastrophe plan-
ning, some are finding to their
dismay that checklists are lying
undisturbed in dusty manuals.

"Unfortunately, many plans
sat on the shelf," said Mr. Jeffers
of Western Insurance Informa-

tion Service. The plans became
outdated and information in

some cases was incorrect. "There

is a need to refresh these plans."
Pennsylvania National Insur-

ance Group in Harrisburg, Pa.,
has knocked the dust off its man-

ual and is upgrading the proce-
dures that will be in place if ca-
tastrophe strikes.

The insurer had put together a
business disaster plan and one

for its data systems in 1972.
While the data systems plan has
been updated and kept active
with mock disasters, the other

has suffered from neglect, ac-
cording to Brent Parrett, risk

manager for the multiline prop-
erty/casualty insurer.

Mr. Parrett spent six months
studying how to update and
keep current a plan that would
allow Penn National to continue

operating with a minimum of in-
terruptions if catastrophe struck.
Eventually, he settled on Sun-
Gard as a vendor to help design

and implement a plan.
"We're an insurance company

and we understand risk," he
said. "But we don't have a staff

that understands putting to-
gether a disaster plan."

With SunGard's help, the in-

surer began analyzing the key ar-
eas of its operation to determine
which were critical to keeping
the business running if a catas-
trophe hit.

The plan, which is expected to
be completed in around nine
months, will consider the nitty
gritty details of tasks like arrang-
ing backup electrical service if
power is unavailable from local
utilities and making sure tele-
phone communications are
available from alternate sources

if necessary.
Once the plan is built, critical

functions will be outlined as part
of a checklist that management
will refer to, Mr. Parrett ex-

plained.
United Services Automobile

Assn. in San Antonio is another

insurer that is improving its
business resumption plan.

Like Penn National, USAA is

using an impact analysis to de-

termine what tasks key operating
units must perform in an emer-
gency.

"We're looking at it from
worst-case scenarios," said Di-

anne Steffey, strategic planning
analyst at USAA. The process will
determine areas of weakness in

terms of recovering from a disas-
ter and correct those deficien-

cies.

"We are developing task lists
based on the critical functions"

that have to be continued to

keep the company running if a

disaster occurs, Ms. Steffey re-
marked. And, she stressed, train-

ing is an essential ingredient to

ensure that employees are famil-
iar with the tasks that will have

to be performed in a crisis.
Ms. Steffey said the new plan

should be in place by the end of
the year. [el

Finding the address of catastrophe risks
ISO system helps insurers improve underwriting

By REGIS COCCIA

phe exposures

quickly and accu-
rately and setting
premiums accord-
ingly may be get-

ting easier with a system developed
by the Insurance Services Office
Inc.

ISO's Geographic Underwriting
System lets insurers examine the
exposures facing a given risk based
on its address. Developed about
two years ago with DataMap Inc. of
Eden Prairie, Minn., GUS is a per-
sonal computer-based system de-

signed to make underwriting faster
and more accurate, thus increasing
insurers' revenues and productivity.

A spokesman for New York-based
ISO said the system is intended to
help insurers get a dearer picture of
their books of business, balance out

their exposures and to make the
underwriting process more efficient.
"It's a work in progress, but it really
seems to be taking off," he said.

One area where such efficiency
can pay big dividends is in return-
ing quotes on a given risk. "While
price and service are very important
factors in placing business, another
factor is how quickly an insurer can
provide a quote," the spokesman
said. GUS dramatically reduces the
time it takes to issue quotes.

GUS allows underwriters to get
exposure data on any address in

the United States with just a few
keystrokes at a computer. Typing in
the address of a prospective risk
calls up a menu of exposure catego-
ries, from windstorm to fire.

The system provides a historical
database of catastrophic events-
like a windstorm, for example-in
the proximity of the risk's address
and indicates its distance from the

storm center. GUS also lets an un-

derwriter know at a glance exactly
how far the risk address is from

bodies of water.

Other exposures that GUS can
measure indude:

• Crime.

GUS shows the potential risk of
personal and property crimes for
given addresses throughout the
United States.

• Personal and commercial auto.

GUS can identify exact driving
distances between residences and

places of business, making under-
writing auto risks more accurate.

See GUS on page 206
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Wrapping up after catastrophe strikes
Specialist company
helps insurers limit

extra loss costs

By MICHAEL SCHACHNER

wo of property insur-

Ters' biggest enemies
are hurricanes and

tornadoes.

When these storms

hit, the result to

buildings and homes is usually
dire. But what can make an al-

ready bad situation worse for in-
surers is when subsequent rain
dumps buckets of water on ex-
posed properties.

Rain and wind causing further
damage to injured buildings is a
multimillion dollar headache for

property insurers. Since the turn
of the century, insurers have had
some success mitigating these
added losses by promptly cover-
ing damaged property in order
to preserve structures and con-
tents until loss adjusters can

complete their work and repair
teams can be hired.

Insurers generally hire local
contractors and roofers to cover

roofless and windowless build-

ings damaged by fire or severe
weather. The problem with these
methods, though, is that when
these contractors simply place
boards over broken windows or

nail down thin plastic as a make-
shift roof, subsequent high
winds or storm conditions can

rip those coverings off, allowing
rain to soak a building's interior
and contents.

But now there might be a bet-

ter way.
Anthony Seraphin, who some

might consider the Christo of

*R.-

the insurance industry, believes
that he has the solution to the

insurance industry's problem of
how to protect and preserve
damaged buildings. Using tech-
nology he perfected over the last
15 years wrapping boats and air-
planes for storage, Mr.
Seraphin's company now is
wrapping damaged buildings in
strengthened plastic and then
heat-sealing the wrapping to pre-
vent buildings exposed to the el-
ements from sustaining further
dannage.

Having been in business only
since May 1994, Mr. Seraphin's
Global Wrap & Services Inc. in
Montgomeryville, Pa., outside
Philadelphia, is a relatively new
company uniquely performing a
loss control procedure that is
fairly common in the insurance
arena.

But, while all insurers hire con-

tractors to cover damaged build-
ings, Mr. Seraphin claims to do it
differently.

His formula consists of setting
up a series of buckles and cables
that form a frame around the

damaged structure. His crews
wrap an industrial-strength,

m

G_OBAL WRAP & SERVICES INC.

When a lire destroyed the roof of this home in northern New Jersey last year,
Global Wrap & Services constructed a dome over the exposed section, protect-
ing the building from further harm by the elements.

0.008-inch thick sheet of plastic '
over the frame and then heat-

seal that plastic in order to form
a taught, airtight covering. Vents
are induded to prevent rot and
the buildup of moisture.

Over the last year, Global
Wrap has picked up a number of
contracts from insurers :o go to
sites where extensive property
damage has occurred and wrap
buildings in plastic to protect
contents from further damage.
Mr. Seraphin estimates that
Global Wrap will do about
$750,000 in sales this year, most
of that derived from insurers.

Global Wrap wen: ti Pasca-
goula, Miss., in 1986 to do wrap
work on building-size battleship
modules at the Ingalls Shipyard.
The Department of the Navy,

Arkwright to offer enhanced systems
for evaluating its customers' risks
By DON LEWIS KIRK

surance Co. is devel-

oping new infomla-
tion systems to pro-
vide a better ex-

change of loss con-
trol information between the in-

surer and its policyholders.
Waltham, Mass.-based Arkwright

plans to unveil these systems in
the United States starting this sum-
rner.

"Insurers are rich in data...but

making it accessible in a meaning-
ful and cost-effective way has been
a challenge," said Nigel Grimm, vp
and daims manager of Arkwright
International Ltd. in London.

He discussed information sys-
tems at a recent risk management
conference.

One new Arkwright system,
called "Red Flag," analyzes data
from the insurer's inspections and
detects changes from one inspec-
tion to the next, Mr. Grimm said.

The system looks for drops in
quality ratings or boiler and ma-

chinery ratings, an increase in
maximum feasible loss of 10% or

any new recommendations with a

loss expectancy in excess of $1 mil-
lion. Other "red flags" indude per-
sonnel changes that could affect
an operation's safety, or an inspec-
tion that is more than 60 days
overdue.

"The idea is to provide informa-
tion for action," says Mr. Grimm.
"New processes or expansion, pro-
ductivity enhancement or new
material can create new areas of

concern, which must be pin-
pointed."

When changes are detected, the
system recommends courses of ac-
tion for loss control engineers,
such as ordering an inspection or
sending a message via electronic

,«4

mail. fax or letter to a customer.

Those courses of action are moni-

tored, along with any notes the en-
gineer inputs directlv

The most important function of
the system is reducing the time it
takes to get and diciate informa-
tion about changes in_ chents' risk
environment;, said Mr. Gnmm.

"Our inspections are tuning up
new or changed data and Red Flag
is analyzing it and Taking it acces-
sible to us and or customers.

Rather than waiting three weeks
for?aperwors information can be
back to the field office in a matter

of hours."

The system does rot automati-
cally affect overage or premiums.
If clients have not addressed new

risks come renewal time, though,
premiums could be raised or cover-
age restricted.

Eventually AIkwright hopes to
be atle to compap its inspection
data against industry trends in loss
patterns and alert a company
when it becornes vulnerable to

emerging eoosures.
See Arkwr*t on next page

which had to send the modules

by barge to other naval centers,
was worded that the module's

sensitive electronics could be

damaged if exposed to the
weather. Global Wrap solved
that problem, and "the Depart-
ment of the Navy was tickled to
death," Mr. Seraphin said.

His crews also have wrapped
dozens of houses across the

country that have been damaged
by fire and storms.

And just last month, his crews
went to Oklahoma where a series

of May tornadoes ripped trough
the town of Ardmore, causing se-
rious damage to a local high
school and the Uniroyal/Goo-
drich tire plant there.

Kemper National Insurance
Cos., which insures the Uniroy-
al/Goodrich's tire plant, hired
Mr. Seraphin's firm to come in
and secure the portions of the
plant left exposed by the torna-
does.

Successful protection and pres-
ervation of damaged sites can
save major commercial insurers
millions of dollars per year, Mr.
Seraphin said.

"It's getting on toward hurri-
cane season, so we're really gear-
ing up. .And now is tornado sea-
son in the Midwest. It's a busy
time of year," he said.

Realizing that his staff of 15
cannot go to every site in Amer-
ica, Mr. Seraphir also operates a
trairing school from his com-
panr headquarters that teaches

local fire restoration companies
and contractors how to employ
his wrapping technique.

"We've trained 81 different

fire restoration companies how
to d 3 this. They can then do the

sma.ler jobs like a house or a
small business. We do the larger
commercial jobs ourselves," he
said.

At this point, Global Wrap is
operating on a case-by-case, con-
tracr basis, but Mr. Seraphin says
he ma>' soon have to go to re-
tainers in order to guarantee that
certain insurers have access to

his services in case of a disaster.

"We can't do every house in a
hurricane's path. That's why we
also train insurers and local con-

tractors in our school. The other

thing we need to stress is that we
can't warehouse the couple mil-
lion dollars worth of raw materi-

als it would take to do repairs af-
ter a hurricane. On that front,

the insurers have to step in and
have the equipment ready in the
prone areas," Mr. Seraphin ex-
plained.

So far, Global Wrap has done
work for Kemper, Aetna Casualty
& Surety Co., Farmers Insurance
Group Inc., and several other in-
surers. Some insurers, including
The Travelers Insurance Group
Inc. and United Services Auto-

mobile Assn., haven't used

Global Wrap but say they would
consider doing so.

Maryland Insurance Co., a Zur-
ich Insurance Group unit, hasn't
employed Mr. Seraphin yet, but
Rich Carter, home office catas-

trophe coordinator in Irving,
Texas, said that after taking part
in a demonstration of Global

Wrap's methods, he would call
the company when the need
arose.

"His technology has a lot of
potential for the insurance in-
dustry, especially after a hurri-
cane," said Mr. Carter. "If we

can get an exposed dwelling cov-
ered and dried out, it lets us take

time to pick the right contractor
to do the repairs, which is im-
portant because there is gener-
ally a real shortage of good con-
tractors after a disaster."

Tim Householder, associate

property claims manager with
Kemper National in Long Grove,
Ill., said that Kemper is getting
its money's worth from hiring
Global Wrap.

"He's currently got a unique
procedure to do something
we've always done. So far he has
performed as advertised. He says
he'll cover things and they won't
get wet. And they- haven't," Mr.
Householder said. But, he added,
"others have also done it. He

charges a premium price and at
this point it's still too early to
tell if his service is better and

worth the higher price. It will
take more time to see if he has

built a better mousetrap."
But Mr. Seraphin insists that

his technology is unequaled and
he's also willing to be an advo-
cate of the insurance industry
when it comes to mitigating
losses.

"You wouldn'tbelieve the

conflict we work under. The in-

surer wants us to cover the build-

ing as quickly and as securely as
we can, while sometimes the

owner wants to see damage as
extensive as possible to increase
the claim, especially in cases
where business isn't going too
good," Mr. Seraphin said. "We
want to get in, do the job, and
move on."

For more information, contact

Global Wrap & Services Inc., 111
Park Drive, Montgomeryville, Pa.
18936; 1-800-645-6225 or 215-

283-6077. [1
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Another tool that Arkwright

will introduce is "Engineering Pri-
orities," a system to help identify
important engineering recom-
mendations on reducing poten-
tial property losses, Mr. Grimm
said. "One thing our system has
done too well is provide a list of
engineer recommendations," he
said. "These lists have been com-

prehensive and exhaustive...but
they have not recognized strategic
context and budgetary con-
straints."

As a result, Arkwright will add a
guidance option, which assigns
weights to different factors and ef-
fectively lists recommendations
in order of importance to a com-
pany.

It also plans to introduce in Au-
gust a new, early warning system
to alert customers to impending
weather patterns. The "Nat Cat"
System will link global weather
trending systems with Arkwright's
customer database.

When a major snowstorm or ty-
phoon takes shape, the system's
mapping tool identifies customer
locations in the predicted path of
the storm. The system extracts a
list of contact names, locations,
addresses and fax numbers and

automatically faxes a letter to cus-
tomers with property in the re-

gion that identifies the location
likely to be affected.

"What's important is not the
new information but providing
information in such a timely way
that it can help make better deci-
sions," Mr. Grimm said.

Technology makes it possible
for "Nat Cat" to tell a risk man-

ager in Belgium that a major ty-
phoon threatens his facility in
Burma, which means risk manag-
ers can take necessary precau-
tions.

Arkwright says it will have the
new system up and running by
August. With the aid of the Inter-
net, Mr. Grimm hopes to utilize
weather tracking services around
the world to provide early warn-
ing information for flood, snow
or freezing anywhere in the
world.

The most wide-ranging and
powerful of the new Arkwright
tools is a system called ArkRisk,
which allows a company to input
risk management data and gener-
ate a wide variety of analyses and
reports. It can be customized.

Arkwright is developing ArkRisk
in a joint venture with a French
software company called EffiSoft
Ltd., which makes a system called
GestRisk. Companies in France
and England have been using Par-
is-based EffiSoft's GestRisk prod-
uct since 1993.

ArkRisk marries the GestRisk

software shell with Arkwright's

database, which provides a basis
for comparison and analysis. The
system is designed to help speed
up the decision-making process
and ensure that policyholders
don't lose sight of risk manage-
ment under competitive pressure.

GestRisk, developed by EffiSoft
with the help of the French na-
tional risk management associa-
tion, the Assn. pour le Manage-
ment de Risque et des Assurances
de l'Entreprise, or AMRAE, is
available in five languages and
can be modified for spedfic cor-
porate terminology.

The system can handle and in-
terpret data from a variety of
sources. It is designed as a tool to
manage not only property pro-
grams but also product and em-
ployer liability coverages.

"While a number of products
exist for the workers compensa-
tion field, this is one of the few

analytical software programs that
addresses a wide range of expo-
sures," Mr. Grimm said.

"Massive databases, better col-

lection methods, better software,
couldn't come at a better time,"

says Roy Mahlstedt, senior ac-
count executive at Arkwright In-
temational GmbH in Frankfurt,

Germany. "Today we have any
number of new and frequently
unexpected exposures brought
about by new materials and pro-
cesses and by changes in political
and social values." lol
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Continued from page 2OD
• California brush fire. ISO's sys-

tem verifies whether a property risk
is within a hazardous fire zone.

ISO plans to add other services to
GUS in the future, induding earth-
quake risk, hurricane loss estima-
tion and eiwironmental hayArd.

The information contained in

GUS comes from various sources,

and is updated continually. Data-
Map was subsequently acquired by
VISTA Information Solutions Inc.

of San Diego. ISO currently con-
tracts with: Risk Management Solu-
tions Inc. of San Frandsco for

windstorm and quake data; and
CAP Index Inc. of King of Prussia,
Pa., for crime data.

About 105 property/casualty
companies currently use the sys-
tem, many of them among the

largest in the country. Subscribers
indude Aetna Life & Casualty Co.,
Allstate Insurance Co., CIGNA

Property & Casualty Co., Farmers
Insurance Group, General Reinsur-
ance Corp., St. Paul Fire & Marine
Insurance Co., Travelers Insurance

Co. and USF&G Corp.
GUS is available through ISO's

ISGI'EL online network or ISO's En-

tree software. There are no special
computer system requirements to
run GUS. The cost includes an ac-

cess fee and varies based on usage.
ISO bills subscribers insurers only
for the data options they choose in
evaluadng a given risk Discounts
are available for high-volume use,
and batch processing for bulk infor-
mation is available.

For more information on GUS or

ISOTEL, contact the Insurance Ser-

vices Office Inc., 7 World Trade

Center, New York, N.Y. 10048-
1199; 800-888-4476. m
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Insurer Topics

Insurers' SIUs evolving with the times
By Bill Kizorek

RECENT STUDY by

A the California

Workers'

Compensation
Institute is making
its way like wildfire

through the claim departments
of U.S. insurers.

Of 11,785 fraud cases referred

to prosecution, there were 251
arrests and 110 convictions, the

CWCI study found. In the
months ahead, some tough
questions might be asked about
these results.

Considering that the 11,785
cases were probably the most
blatant and convincing
examples of insurance fraud, one

might expect a higher number of
convictions. A rough calculation
indicates that less than 1% of

these potential crooks were

actually found to be criminals.
Although the study might

shock those who had expected a

much greater conviction rate, it
does reinforce some important
thoughts about the most
appropriate role of special
investigative units: to not only
evaluate questionable claims for
prosecution but also to review
files for problems that could
reduce indemnity payouts.

There are some harsh realities

that explain why the conviction
rate in the CWCI study was not

higher. One is that there are
already about 1.5 million
Americans in jail.

Another is that insurance fraud

has not captured the attention of
some prosecutors. Although
claimants and some health care

providers have engaged in
criminal activity that has

seriously affected many
businesses, as well as the

Maatman fellowship
WORCESTER, Mass.-Worcester

Polytechnic Institute recently estab-
lished an insurance fellowship in
honor of a retired insurance execu-

tive known for his commitment to

fire safety.
The Gerald L. Maatman Fellow-

ship in Fire Protection Engineering,
honoring the recently retired chair-
man and chief executive officer of

Kemper National Insurance Cos.,
provides an annual stipend of
$5,000 to an outstanding student
in WPI's graduate fire protection
engineering program.

Mr. Maatman, an executive at

Long Grove, Ill.-based Kemper Na-

tional for 29 years, is a former
chairman of the fire protection en-
gineering department at the Illinois
Institute of Technology.

Worcester Polytechnic Institute
offers a program in post-graduate
fire protection engineering, fire re-
search and technology transfer.
WPI offers bachelor' s and master's

IT Perspective

economy in general, the impact
has not been so traumatic as to

motivate district attorneys
throughout the states to devote
significant resources or interest
to the problem.

Do not expect this attitude to
change significantly in the near
future.

As a result, the longevity and
effectiveness of an insurance

company SIU team should not
hinge so much on the number of
criminal prosecutions they are
able to come up with, but on
their contribution to the overall

claims evaluation process.
If an SIU has a budget of

$300,000 and puts a couple of
people in jail, that department

might have difficulty justifying
its existence at the turn of the

century. But, if there are
successful prosecutions, coupled
with savings of several million
dollars of reduced indemnity
payouts on other cases reviewed
by the SIU, there is a much
greater chance that its funding
will be fiscally justified.

The proliferation of special
investigative units is the most
significant change to insurance
claims handling in the United
States since the transition from

street adjuster to telephone
claims handler. There is no

question that, when properly
funded and managed, SIU
staffers can create considerable

value for an insurer.

Important questions for
insurers, therefore, include:
What is the role of the SIU?

What is expected of its people?
Where do they come from? How
will they assist the claims

IT Briefs

degrees and doctorates in fire pro-
tection engineering.

For more infonnation, contact

the Center for Firesafety Studies,
Worcester Polytechnic Institute,
100 Institute road, Worcester, Mass.

01609; 508-831-5593.

Officers elected
SAN ANTONIO-The Insurers

Public Relations Council recently
elected four officers.

Jean B. lawyer, director-corporate
communications at Country Mu-
tual Insurance Co. in Bloomington,
Ill., was elected president of the San
Antonio-based IPRC.

The other officers are: Keith Lane,

vp/manager-corporate communica-

tions at Erie Insurance Group in
Erie, Pa., elected vp; Joan Bianco,
communications director at Crum

& Forster Insurance Co. in Parsip-
pany, NJ., secretary; and George
W. Tye, vperporate communica-
tions at United Services Automobile

Assn. in San Antonio, treasurer.
The Insurers Public Relations

adjuster?
In my book "SIU 101," I

address some of these issues (IT,

Oct. 17, 1994). According to
Scott Finger, co-author of the
book, "the SIU investigator can

use his or her expertise through
this process, counseling the
adjuster in what is believed to be
the best way to handle the file.
This continuous interface will

result not only in a claims
adjuster more aware of insurance
fraud and the steps needed to
ensure a proper investigation,
but also a claims adiuster who is

more likely to increase the
volume of referrals to the SIU."

Prior to the book's publication,
about 40 advance copies were
sent out for comment. One

comment in particular was from
an executive of the International

Assn. of Special Investigative
Units, who said that a few of the

IASIU members were offended

by some of the ways the book
portrayed special investigative
units. One such illustration, for

example, showed an SIU staffer
with a gun, handcuffs and a billy
club attached to his belt.

After having a long discussion

about the potentially offensive
sections of the book, and seeing
the need to continue to reinforce

the value of SIUs in general, two
illustrations as well as a page of
text were removed. New copy

stressed the importance of SIU
investigator/claims adluster
relationships.

The insurance industry also
should be alert to the image of
SIUs.

It was Mahatma Gandhi who

said, "The world contains

enough for every man's needs,
but not enough for every man's
greed." We know that thorough
SIU investigations are a critical

Council was established in 1973 to

improve public relations and com-
munication within the property/ca-
sualty industry.

Charitable Fund
SAN FRANCISCO-The Insur-

ance Industry Charitable Fund has
raised about $100,000 so far in
1995.

San Francisco-based IICF provides
funds for di,aster preparedness and
relief and to Northern California or-

ganizations serving children and
youths, the poor, the disabled and
senior dtizens. The IICF also sup-
ports organizations that promote
conservation, health care and re-

search, education and the arts.

IICF supporters indude insurers,
agents and brokers and professional
organizations.

For more information or to con-

tribute, contact the Insurance In-

dusty Charitable Fund, 1 Embarca-
dero Center, Suite 400, San Fran-

cisco, Calif. 94111; 510-935-

7695. .gl

component in making certain
that greedy individuals with
bogus claims do not succeed in
sucking money out of the
pockets of good-willed
policyholders.

It is also true that selected

prosecutions, especially when
covered by the media, can teach
the public that insurance fraud
costs all of us.

What is needed, theref6re, is a

continued refinement of the role

that special investigative Units
play within the insurance
company claim department.

This can be done by

continually reinforcing the
proposition that investigative
units coordinate their efforts

with the claims department to
make certain that the indemnity
dollar savings are maximized,
and that the SIU is not given
poor grades just because of a
scarcity of original convictions.

To accomplish this, there
certainly will be some cultural
readjustment in the years to
come.

Many of those chosen to staff
special investigative units come
from law enforcement

backgrounds, which may
account for why many SIUs are
focusing so much on obtaining
prosecutions.

Assignments coming our way

from SIUs used to always involve
finding out the level of disability
of a claimant. More and more,

though, surveillance
assignments coming in are
dedicated to potentially
prosecuting a claimant, with less
emphasis on the overall claim
evaluation process.

Preparing a criminal case for
prosecution is very
time-consuming, which limits
the investigator's ability to look
at a larger volume of claims files
for potential savings. This
emphasis is mildly distressing,
especially when taken in light of
the CWCI study.

As a result, we have seen a

tremendous increase in much

more limited surveillances. SIU

investigators used to watch
claimants for 10 to 12 hours, but

now more surveillances are only

four hours in the morning-or
just long enough to see whether
a claimant is going to another
place of employment. When we
suggest that the investigator
calling in the case might be
interested in physical activities
the claimant may do late in the
morning or throughout the
afternoon, the response is that
there is not as much interest

anymore in the "extent of
physical activity."

Instead, more interest is often

placed upon documentation of
specific activities that could lead
to prosecution for claims fraud.
One problem here is that so
many claimants continue to
collect disability benefits and
insurers may be losing out on

the type of evidence they had
used earlier to mitigate false
claims.

Previously, all of our work
would come from the claims

handler whose mission was to

evaluate the claimant in its

entirety. Now, more work is
being funneled through
investigators within the claim
department whose interest, at
times, seem significantly
narrowed to the criminal

prosecution quest.

Again, a quote from "SIU 101":
"The majority of claimants are
honest. Insurance fraud

investigators should not be
frustrated because only a small
percentage of investigations
reveal criminally fraudulent
behavior or result in a

prosecution.
"Keep in mind that the

investigative efforts of special
investigative unit personnel
more often than not result in

information showing that a
claimant has exaggerated some
portion of the claim. The savings
in indemnity dollars by not
paying out on a bogus claim may
help to fund future fraud
investigations."

Where will SIUs be by the year
2000? I hope there will be the
type of equilibrium that insurers
are seeking. After thousands of
prosecutions for insurance fraud,
I predict consumers will be more
honest when they submit their
claims. Those companies that
will have chosen the SIU path
will have already done so, and
the SIUs that will still be in place
will be those that have shown

their overall value not only in
educating society but also in
reinforcing the mission of the
claim department as well as
helping gpard the bottom line of
the insurance company. 

Bill Kizorek is president of
InPhoto Surveillance in Nat)erville,

Ill. He has

written seven

books on

insurance-

related topics,
- including "SIU

101"
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ange of home care and ancillary services. Our dedicated
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home health care can do:
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I-800-66-NURSES>'

(TDD accessible)
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Controlling product liability exposure
This question and answer is drawn *om the Associate

in Risk Management designation's curriculum, awarded by
the Insurance Institute of America. They represent the
types Of questions asked on, and possible answers to, the
three examinations for the ARM designation.

Destiny Airlines is the primary
customer of Aunt Melinda's Cookie

with a weekly average of 50,000
individually wrapped chocolate chip

 cookies that are served to Destiny's
passengers with their meals. Aunt

Melinda's owns one bakery, and it is located in the city
that is the major midwestern hub of Destiny's system of
flight routes. Twenty employees work at the bakery. A
company hired by Destiny picks up cookies three times a
week for wrapping and delivery to the airport. Cookies are
sent weekly aboard Destiny's planes to other hubs
throughout Destiny's international flight system.

Aunt Melinda's was founded five years ago as a
three-woman partnership to market locally the cookies
that each partner baked in her own home. The company
expanded dramatically when a senior executive of Destiny
Airlines happened to purchase a package of Aunt
Melinda's cookies and convinced Destiny's food service
department to contract with Aunt Melinda's Cookie Co. to
supply all of Destiny's in-flight cookie needs. The partners,
recognizing that they could lose the contract with Destiny
as quickly as they won it, are seeking to broaden their
customer base. For this purpose, the advertising on every
cookie wrapper gives a telephone number that Destiny
passengers may call to order more cookies.

One of the partners is very concerned that some Destiny
Airlines' passengers could become sick after eating Aunt
Melinda's cookies. The cookie company does not have
control over its products after they leave its bakery, and
lawsuits could stern from conditions for which the cookie

company is not responsible. The cookie company asked
Destiny Airlines to hold it harmless from any liability
claims, but the Destiny Airlines' legal department refused.

A. Aunt Melinda's Cookie Co. could suffer a substantial

net income loss if Destiny Airlines' fleet were grounded or
if its contract with the airlines were canceled. Describe in

detail how the three partners who own Aunt Melinda's
Cookie Co. should estimate each of the following:

1. The severity of the net income loss to their company
if Destiny Airlines' fleet were grounded for two months.

2. The effect of losing Destiny Airlines' account.

ARM Exercises

B. Aunt Melinda's Cookie Co. also could suffer a major
net income loss if a fire damaged either or both of the
large ovens in its bakery Describe how the company could
use each of five risk management techniques to protect its
net income from loss due to such a fire.

C. Describe how Aunt Melinda's Cookie Co. could apply
each of four risk management techniques, other than hold
harmless agreements, to protect itself against product
liability claims from Destiny Airlines' passengers.

D. Is Destiny Airlines' refusal to enter into a hold
harmless agreement good risk management for Destiny
Airlines? Justify your answer.

E. Destiny Airlines maintains a risk management
information system for its major loss exposures and all of
its claims. Would any of the information in Destiny's
RM[S be useful to Aunt Melinda's Cookie Co. in managing
any of Aunt Melinda's loss exposures? Justify your answer.

A. 1. If losing Destiny's account

 I Cooke Co. to close permanenuy, an
would not force Aunt Melinda's

appropriate procedure for
estimating the resulting net income

 loss for these two months would be
first to determine the portions of Aunt Melinda's
revenues and expenses attributable to the Destiny
account in order to estimate the loss of net income

revenues less expense to Aunt Melinda's for each day of
the two months' shutdown.

The next step would be to estimate any additional
expenses Aunt Melinda's would incur each day during
this period. Aunt Melinda's daily net income loss would
be the reduction in the company's daily net profit plus
the company's daily additional expenses during the
shutdown. This estimated net income loss could be

adjusted downward if Aunt Melinda's is able to
stockpile cookies for Destiny to use when it resumes
flying.

On the other hand, the net income loss might be
greater if Aunt Melinda's needed extra time to resume
normal operations after Destiny begins flying again.

A. 2. Permanently losing the Destiny account would
leave Aunt Melinda's with only the revenues and
expenses attributable to other customers. Loss of
Destiny might force Aunt Melinda's to close, causing
loss of the entire value of the enterprise.

B. Possible risk management techniques are:
• Loss prevention: Stop bakery fires, perhaps by

producing some dessert that requires less heat during
preparation.

• Loss reduction: Hasten resumption of normal
operations.

• Separation of exposure units: Open more bakeries
in widely separated cities.

• Contractual transfer of risk control: Subcontract

baking operations with the requirements that
subcontractors deliver to the packaging firm.

• Retention: Maintain operations, in temporary
substitute facilities if necessary, by drawing on Aunt
Melinda's retained earnings.

• Insurance: Purchase business interruption
insurance covering fire damage.

C. Four risk management techniques might include:
• Aunt Melinda's could practice loss prevention

through more careful manufacturing and distribution of
its cookies.

• The company could practice loss reduction by
practicing good claims management to reduce the
average cost of each claim.

• Aunt Melinda's could retain losses through funded
reserves by establishing appropriate reserves for private
liability claims.

• The company also could insure by purchasing
adequate product liability insurance.

D. It is probably not good risk management for
Destiny to refuse a hold harmless agreement to Aunt
Melinda's. Destiny is in a better position than Aunt
Melinda's to control liability losses and to pay
claimants.

E. Yes, much of Destiny's RMIS data could be useful
to Aunt Melinda's. For example, Destiny's projections
of passenger numbers would help Aunt Melinda's
forecast its net income loss exposures. And, knowing
the conditions and lengths of time cookies might be
stored at Destiny terminals would help Aunt Melinda's
determine how to best package its cookies to keep them
wholesome. in=

The sample questions and answers used in this
column are taken from the Associate in Risk
Management designation curriculum of the HA.

For more information on the content Of the ARM
program, write Dr. George L. Head, Vp, Insurance
Institute ofAmerica, 720 Providence Road, P.O. Box
316, Malvern, Pa. 19355-0716, or telephone the IIA at
800-644-2101.

The complex calculations of risk management
"Risk-Based Management: A Reliability-Centered

Approach"
By Richard B. Jones
Published by Gulf Publishing Co., P.O. Box 2608,

Houston, Texas, 77252-2608; 713-529-4301

$55.00

By Kevin M. Quinley

 e have all heard the adage, "You can't judge a bookby its cover." Add to that a corollary, "You can't
judge a book by its title." Just because a book title
contains the word "risk" doesn't necessarily mean that it is
a useful tool for insurance and risk managers.

Case in point: a new release from Gulf Publishing and
author Richard Jones, "Risk-Based Management: A
Reliability-Centered Approach." Trimming risk means
saving lives, time and money. This book attempts to show
how to successfully manage and significantly reduce risks
inherent in all managerial and industrial endeavors. Based
on the principles of reliability-centered maintenance, the
book tackles the concerns of assessing, quantifying and
managing risk in a variety of real-life situations.

Author Richard Jones, Ph.D., has spent over a decade
applying risk analysis techniques to a wide variety of

Books & Ideas

industrial and business problems. He currently formulates
risk-based strategies in loss prevention and benchmarking
for Hartford Steam Boiler Inspection & Insurance Co.

One theme that emerges very clearly in this rather
technical book is that risk reduction is a complex exercise
in balancing the constant demands of equipment,
personnel, production and service. Packed with figures,
tables, charts, exhibits and references, this book may find
a more suitable home on the bookshelves of engineers,
which may be more its target audience.

One caveat: The text is heavy sledding, weighted with
some rather turgid quantitative formulae. The chapter on
"Responsible Statistics" takes the reader through linear
regression and contains some demanding material that
may daunt all but the most hard-core "quants." This is not
a text for new risk managers, and even seasoned risk
professionals may have a tough time slogging through to
find the practical applications.

Packed with mathematics, statistics and forbidding
formulae, "Risk-Based Management" may evoke
pleasurable memories of high school calculus, or of a

particularly scintillating college trigonometry course.
Readers may fare better taking somewhat of a "buffet"

approach. While much of the text is impenetrable to all
but the most mathematically inclined, some chapters may
be more accessible, such as Chapter 8, "On the Nature of
Risk"; Chapter 10, "Operational Risk Management"; and
Chapter 11, .People: The Newest Measure in Risk."
Otherwise, the material is very humbling.

"As long as th@re are pop qui,zes in math," one pundit
observed, "there will always be prayer in schools."
"Risk-Based Management," in its highly mathematical
approach to risk analysis, may evoke some of that anxiety.
Sifting through the engineering approach, however,
readers and risk managers may garner insights which help
improve safety and trim their overall cost of risk.

Kevin M. Quintey is vp of risk
sen)ices for MEDMARC Inswance Co.
Inc. and subsidiary Hamilton
Resources Corp., both of Faidag Va.
Mr. Quintey holds the Chartered
Property & Casualty Underwriter and
Associate in Risk Management
designations.
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New liabilities threaten public officials
By RODD ZOLKOS Adequately covering possible exposures can be tricky be similar can be very dissimilar,"

Mr Oswald said

SEATTLE-With no Industry "This translates, I think, into policies in writing, making sure Another reason that a general Different policies may also treat
standard for public officials lia- juries being inclined to think the minutes reflect exactly what was counsel should play the central professional liability claims dif-
bility policies and numerous pos- very worst about public entities," said and done at meetings, having role is that "most often, elected ferently, he said Some will ex-

sible exposures, public Ms Duryea said The result lS legal counsel review all ordi- officials tend to listen to attorneys clude coverage of losses from
in. na entity risk managers "there's a higher standard of care nances and administrative poll- more than they listen to risk man- claims made against attorneys, ar-

need to look closely at required of public officials but cies, defining public officials' du- agers," she said "Especially if chitects or engineers acting in a
their insurance to there lS a lower standard of credi- ties so they understand the hmits, their name's on a complaint that's professional capacity or due to the
make sure officials are bility afforded to them, for exam- following state due process re- been filed " rendering or failure to render pro-
covered adequately ple, when they're on the witness quirements and avoiding negli- Ms Duryea said ICS also impor- fessional services

And public officials liability stand " gence under state law tant that the general counsel and Some policies also will have ex-
coverage is taking on added im- Another panelist, John Craw- As new areas of potential liabil- the defense counsel not be the clusions related to claims involv-
portance, according to Cheryl L ford, executive director of the ity develop, there should be one same person, though the general ing employment practices and
Duryea, a partner at the Lane Olympia, Wash -based Washing- person m the organization respon- counsel and the risk manager back pay
Powell Spears Lubersky law firm ton Counties Risk Pool, noted that sible for tracking the nature of the should get feedback from the de- However, there lS one factor
and general counsel to the Wash- Best's Municipal Underwriting exposures, claims and litigation fense counsel regarding "how you that will reassure public entity
ington Governmental Entity Pool, Guide rates public officials liabil- against the jurisdiction, what sort can take what they've done and risk managers "The thing to re-
both in Olympia, Wash ity at a 10 out of 10 on its hazard of information may be admissible prevent the same thing from hap- member is that the duty to defend

"Public officials hability is a index It also cites a laundry list in court and whether any of the pening again " will be present in all the policies I
growing and developing area of of exposures officials face, includ- risk can be transferred, Ms Dur- Carl Oswald, an assistant vp at saw if there is an allegation
the law," Ms Duryea said earlier ing civil rights law violations, yea said "That person should be Genesis Underwriting Manage- against the publle entity," Mr Os-
this month as part of a panel on failure to follow legally mandated the general counsel " ment Co in San Francisco, wald said
"Public Officials Liability What's procedures, failure to file or main- "The personal vulnerability of warned risk managers that his ex- He also told the risk managers

Covered, What's Not" at the an- tain files, actions taken beyond elected officials is one of the ma- amination of numerous public of- that there are two things they
nual Public Risk Management the power of the office or failure jor differences with other kinds of flcials hability policies showed should remember in reviewing in-
Assn conference to fulfill a duty of the office, and liability " Ms Duryea said "If the there are frequently "gray areas" surance forms "Don't Just read

Ms Duryea said she believes the fraud or bad faith/gross abuse of mayor says, 'You get me out of in coverage A key gray area is the pollcy forms, compare them to
increased exposure of public offi- discretion this anc you get me out of this what constitutes a "loss," he said others Things are not always
cials isn't simply a matter of pub- "How do you risk manage these now,' how does that affect the set- In some pollcies, the loss can be what they seem," Mr Oswald
lie entities' perceived deep pock- things? You pretty much do the tlement ability of your defense at- indemnity payments, in others, m- said And, "coverages and exclu-
ets, but also involves a growing common sense things," said Mr torney"' The general counsel demnity payments plus expenses, sions are not always staring you in
anti-government sentiment in the Crawford should be the one who can answer and still others, expenses only the face They may be hidden

country That, he said, includes putting that question, she suggested "In some cases, what appears to throughout the policy " inl

Oklahoma among them having someone four blocks," the city official said and a safety officer was assigned to rlsk manager asked each depart-
clearly designated as "in charge" m Another such response stemmed each search and rescue team as it ment head for a hst of people au-
the event of a catastrophe from the memory of lessons learned entered the bulldlng thorized to enter the warehouse and

Continued from page 1 That said, often the success of the from the 1981 Kansas City, Mo, "Safety was a pnmary concern issued them photo IDs "You're not
The panehsts, who also included recoery depends on the ability of Hyatt Regency Hotel skywalk col- We didn't want to lose the rescue denying any people access to their

Harold Pumford, chief executive of- employees to respond appropnately lapse disaster, where emergency ve- teams," he said "We simply would stuff, you're just setting up an orga-
ficer of the Oklahoma Municipal before they receive guidance from hide gndlock was blamed for a not put the resellers at nsk " mzed system of going m and getting
Assurance Group, and Aden Hogan thew leaders, he said greater loss of hfe With that m Over at the Journal Record build- it," he said
Jr, assistant to the city manager of "Do what you can do to make mmd, Oklahoma City emergency ing, Oklahoma's nsk management Mr Zakariassen encouraged
Oklahoma City, discussed the im- sure your organization works well aews kept streets clear, allowmg department hired a pnvate disaster other risk managers to review their
mediate response to the tragedy, before you face a situation like rescue equipment to get in and out recovery firm to help pack up and insurance contracts to make sure
the recovery effort over the days that," Mr Hogan said "This kind easily recover nsk management docu- they don't have terronsm exclu-
that followed and risk management of situation accentuates your Dunng the course of the recovery, ments and assets, and all state as- sions The state's comprehensive
lessons to be learned from the city's strengths and weaknesses " local officials also paid consider- sets from the damaged offices were all-nsks policy with American In-
and state's experiences One critical decision made imme- able attention to protecting the moved to a warehouse ternational Group Inc 's Commerce

"Obviously, from the standpoint diately following the bombing was safety of rescue workers entermg There Mr Zakariassen's office es- & Industry Insurance Co unit does
of rtsk management, things like this by a flre company commander, Mr the weakened structure, seeking to tabllshed a secunty system, "not not, he said, and risk managers
happen again," Mr Zakanassen Hogan said "He directed his crew avoid any additional loss of life ]ust to protect the assets of the state finding such exclusions m their
said "It doesn't have to be a bomb to work on putting out the fires "The building moved contmu- m the storage facility," he said "We coverage should ask to have them
explosion It can be a tornado, a rather than saving the victims," Mr ously throughout the event," Mr were having problems very early on removed since many pohcles don't
hurneane, whatever " Hogan said Even though survivors Hogan said Often sections of what from a mass influx of employees include them

"As you grab youi disaster plans, were calhng from wmdows for remamed of the damaged building wanting to converge and go in and Based on the experience, Mr
do you have a backup system?" he help, "concentrating on putting out needed to be shored up before res- just get their stuff " Zakariassen's office has prepared

asked "As you go back and start to the fires probably saved three or cue teams were allowed to enter, To alleviate confusion, the state "A Qulck and Easy Gulde foi Di-
review your plans, what can and saster Recovery," which includes a
w11 happen, check and see that you list of suggested actions and man-
have a backup plan for everything " agement advice

"One thing we learned m Okla- , Quick decisions key to managing a disaster "I'm not proclaiming this the Bi-
homa City is you have to look be- ble on recovery," the state Ask
yond the traditional thinking for manager said "But I do think it

emergency operations and emer- SEATTLE-The successful handling of a disas- If done in a multiagency context, that kind of could help "

gency response when you have a di- ter like the bombing of the Alfred P Murrah Fed- training also will make public officials more To prevent such incidents in the
saster of this magnitude," Mr eral Building in Oklahoma City requires a disaster aware of the sorts of resources other departments future, many people are recorn-

Hogan said plan, training the necessary personnel and sound might have that can be called upon in response to mending greater secunty at govern-
The Oklahoma City bombmg management decisions, according to a consultant a crisis ment buildings Not Mr Purnford

points out the necessity of plannlng State and local officials who responded to the Mr Gillespie cautioned that while disaster plans "Most people are saying more se-
for disaster, Mr Hogan said That Oklahoma City disaster get high marks on their are necessary, they can't be seen as an end in curity-restnet access to bulldmgs

includes having a plan for taking , performance, according to Thomas T Gillespie, a themselves He warned against "the Plan Syn- I think that is entirely the wrong
care of emergency response person- partner with Criminal Justice Training & Consult- drome," in which "there's some tendency to be- way to go," Mr Pumford said "The
nel and volunteers and the need for ing Services in Santa Fe, N M come complacent 'because we have a plan warning we were given on Apnl 19
communication alternatives A key factor m the successful response in Okla- Risk managers should become involved in devel- is there is a large segment of our

Today, many pollce communica- homa City was that emergency workers made the oping jurisdictions' disaster plans "I would urge population that lS allenated from
tions take place ovei cellular phone right decisions immediately after the bombing you to become involved simply because you have mainstream society The more we
systems, he said, but the huge vol- "The decisions that are made early on when an expertise (other officials) don't have," Mr restrict government access, the
ume of cellular call tiaffic immedi- incident occurs often determine whether that mci- Gillespie said more we're going to fuel that allen-
ately after the bombing over- dent will be managed successfully," Mr Gillespie And once an incident has occurred, it'S impor- ation "
whelmed the city's system said at the Public Risk Management Assn 's an- tant to go back and see what can be learned from "I tend to agree with Harold m a

"Our communications went down nual conference held in Seattle earlier this month lt, as officials in Oklahoma City have "All too of- lot of respects I don't know how
for the first hour-and-a-half or two "All too often what we see is that the person ten we let Incidents occur in our community and you can plan or protect for this

hours of the event," Mr Hogan ' who is out there at two o'clock in the morning on a don't go back and talk about lessons learned," Mr kind of thing," Mr Hogan said
said "I would impress on you to , Sunday doesn't have a clue as to what our commu- Gillespie said "But I could assure you everybody

have an alternate plan for commu- nity's plans are," Mr Gillespie said during a pre- Public officials also should sit down with local m Oklahoma City looks at things a
mcations " sentation titled "When Everything Goes Wrong news media managers to discuss critical incident little bit differently today "

Oklahoma City's problem was The Critical Incidents Process " response and develop some sort of media policy Smce the bombing, local officials

eased by help from Cellular One And for a manager responding to a crisis, "it's before a crisis occurs, Mr Gillespie said have received many more reports of
Inc, one of many compames to vol- important that you make clear, decisive decisions News media demands will be considerable dur- suspicious packages, abandoned ve-
unteer assistance with the recovery when dealing with a critical incident " he said ing a critical incident, and "No comment" is rarely hicles and the like, Mr Hogan said,
Public entities' communication al- "You don't have time for participatory manage- a satisfactory response Working out a policy in and he thinks that kind of m-

ternatives could involve some sort ment techniques." advance for crisis situations, however, can help creased vigilance is key to minimiz-
of advance agreement with local Improving the odds that the right decisions will ensure that the needs of the press are met in a way mg potential damage

telecommunications companies for be made requires not Just planning but training as that doesn't Interfere with the emergency re- "That's the message I would give
such assistance, Mr Hogan said well, Mr Gillespie said, and the more realistic the sponse your secunty people Open your

And the disaster plan also must i training the better -By Rodd ZoUcos eyes up a little bit," he said "Don't
address organizational concerns, get complacent "

--
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Swiss Re America.

Our new name and symbol
are all part of Swiss Re's new

worldwide corporate identity.
The new Swiss Re America

will be stronger than ever, and
will be well positioned to play
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North American Re
Introduces Its New Name

And Symbol.
an expanded role within the
Swiss Re Group.

We are embarking upon a new
strategy to serve clients' changing
needs in a dynamic marketplace.

And our people are energized
by the new capabilities, products,
and services that we are building.

SWISS REINSURANCE AMERICA CORPORATION 237 PARK AVENUE, NEW YORK NY 10017 (800) 223-1919
ATLANTA BOSTON CHICAGO DALLAS LOS ANGELES NEW YORK PHILADELPHIA SAN FRANCISCO
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We are creating new synergies
everywhere we do business in
the world, from Atlanta to Zurich.

Swiss Re America.

We may have changed our
name and symbol. But we'll never
change our relationship of trust
with our valued clients.
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Managing risk in a political environment
By RODD ZOLKOS

SEATTLE-Government risk

managers must understand the
management style driving their en-

tity's organization as

111. lia well as the role politics

410 tion's management if
play in the jurisdic-

v-,, they're to successfully
advance their risk man-

agement agenda.
One important consideration is

that the entity's senior manage-
ment must take a macro view of

the organization's operations. Se-
nior management has little time for
the details of each department, and
the broad "perception is reality,"
said Aden Hogan Jr., assistant to
the city manager of Oklahoma
City.

Mr. Hogan, who spoke at the
Public Risk Management Assn.'s
annual conference held in Seattle

June 4-7, has seen the issue from
both sides. He was risk manager
for the city before moving into his
current position in the manager's
office, and his current experience
prompts him to liken managing an
organization to a cattle drive.

"Some of the cattle require a lit-
tle more attention than others, but

the goal is to get them all to the
end of the cattle drive," he said.
"When I was a risk manager, risk
management was the No. 1 priority
to me. Now that I've moved into

the manager's office, I still know
risk management is there. It's still
important to me, but I've got to
look at all these other things.

"In this era of rightsizing, of

Jeff Rubin of Kaye Insur-
ance knew what his client

needed. E&0 liability cover-
age to protect against inten-
tional assault, false arrest,

malicious prosecution, libel
and slander, violation of

privacy and more.

Effective Security Systems needed
coverage for property they guarded,
insurance to pay legal expenses, pro-
tection for personal injury lawsuits by
employees, for punitive damages, and
still more. In short, they needed
tai/ored insurance that no standard

policy would provide.

Jeff "talked to the Brownyards" be-
cause he knew they created this coverage,
because they provide insurance for
more guard and investigator firms than
anyone else, because they are backed
by excellent insurers, because the rates
are competitive and the claim service
is unexcelled.

Whether your clients needs are com-
plex or simple, just like jeff, give yourself
the competitive edge. Call or FAX for a
quote today. "Talk To The Brownyards."

THE BRWNYARD GROUP21 Maple Avenue, CN9175

Bay Shore, NY 11706-9175 • (800) 645-5820 • In NY (516) 666-5050
General FAX (516) 666-5723 • Claims FAX (516) 665-8086

multiple job descriptions, it's im-
portant that you know risk man-
agement but that you also under-
stand ycur organization." said Eu-
gene Cornelius Jr., senior adminis-
trative officer for Redondo Beach,
Calif.

And, with management ulti-
mately answering to elected offi-
cials, the risk manager must under-
stand the impact politics have on
the process of running a public en-
tity.

"The right business decision may
not be, and often times is not, the
correct political decision," Mr. Cor-
nelius said.

"It's incredible the amount of

time the political process takes,"
said Mr. Hogan, adding that Okla-
homa City's manager "probably
spends 90% to 95% of his time
dealing with political issues,"
while the city's assistant managers
deal with most of the operational
rnatters.

That makes it necessary for the
risk manager to choose carefully
which battles are worth fighting,
and to avoid crying "wolf," only
bringing real "crises" to the top
manage.'s attention, Mr. Hogan
said. "Understand that if every

time you go to senior management
it's a 'crisis,' it's 'critical; you're
going to wear them out after a
while. They're going to glaze over."

Given the multiple demands on
the attentions of top management,
it is "incredibly important" to
build internal support for risk
management programs, Mr. Hogan
said.

"Spend some time trying to win
the hearts and minds of the people
you're trying to serve. Senior man-
agers will perceive things differ-
ently if a few of your department
heads are willing to throw their
hats in there with you," he said.

Senior management is particu-
larly interested in a risk manager

11

who is a team player today, Mr.
Cornelius suggested, because pub-
lie risk management in the 1990s
involves educating people through-
out the organization on risk man-
agement and selling them on the
idea of implementing risk manage-
ment concepts.

That kind of approach ultimately
makes the risk manager's job eas-
ier, Mr. Hogan suggested. "You de-
velop that support lower in the or-
ganization and your product gets
pulled through the organization,"
he said. "You don't have to spend
nearly as much time pushing it."

Mr. Hogan offered risk managers
several "keys to positive risk man-
ager perception by executive man-
agement." In addition to choosing
battles carefully, they include: no
surprises; flexibility and respon-
siveness; taking macro viewpoints;
talking in big-picture terms but of-
fering micro solutions with fall-
back positions if the manager
doesn't agree; and offering options
and alternatives that include

"hooks" that give people in the or-
ganization incentives to implement
the risk manager's program.

Another key Mr. Hogan sug-
gested was to "be a student of pub-
lie management," Risk managers
without a formal management
background should "take a course,
read a book"

It's essential that risk managers
understand their organization's
management model and know how
to blend their approach with that
model, Mr. Hogan said. They also
should understand where they fit
in the organization and how that
affects their ability to get their
message across.

And, if risk managers haven't
been reviewing their entities' an-
nual statements and auditors' re-

ports, they should, Mr. Hogan said.
"The reports can tell you what's
going on in your organization."

HIAA

Risk managers also need to un-
derstand their jurisdictions' bud-
gets. "You'd better understand how
your organization finances itself
and how its budget processes
work," Mr. Hogan said. "That will
give you clues as to how you can
impact your organization."

He encouraged risk managers to
keep any written material they
present simple, to the point and
jargon-free.

"I will not bring to the city coun-
cil of Oklahoma City anything
that's over two pages because they
simply aren't going to read it," Mr.
Hogan said.

Mr. Cornelius suggested the key
skill for a risk manager in the '90s
is the ability to make decisions,
adding that upper managers are
looking for risk managers to be
willing to manage the processes
that result from their decisions and

to know whom those decisions will

affect.

That requires the risk manager
to understand the factors that in-

fluence the jurisdiction: federal
and state legislation, public inter-
est, economics, city management
style and human resource issues,
such as staff size and expertise.

In making decisions, Mr. Corne-
lius said, the risk manager must
consider the senior manager's opin-
ion on the issue, any political im-
pact the decision might have, the
outcome of similar issues brought
before the council previously, the
decision's financial impact, whom
it will most affect, what influence
those affected may have on the or-
ganization and whether it's really a
battle worth fighting. I#Il
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Pensions employees, even if the dollar con- employees and the wife earns during the current year contributions between 3% and 5%

tributions are higher $50,000 Under tax law, only the IRS rules now require employ- of employee compensation
For example, take the case of an first $150,000 of an employee's ers to compare current-year con- That is far richer than the typi-

Contznued from page 3 employee earning $67,000 who compensation can be considered tributions of the two groups This cal 401(k) plan design in which
Under Internal Revenue Service Contributes $5,000, which iS 7 5% in calculating pension benefits requires employers to monitor employers match 50% of employ-

rules, non-highly compensated of pay His contribution would be and contnbutions Because of the constantly the contributions of ees' contributions up to the first
employees can contribute as much reduced before that of an em- family aggregation rule, even the two groups 6% of employee pay
as they like to 401(k) plans-sub- ployee earning $150,000 who con- though the husband and wife had If lower-paid employees do not Other provisions in the adminis-
ject to any limits imposed by their tributes $9,000, which is 6% of $200,000 in compensation, only contribute as much as expected, tration package would eliminate
employers and the annual IRS pay $150,000 of compensation would employers in mid-year may have certain "half-year" requirements
maximum 401(k) plan deferral The administration, by contrast, be considered in determining pen- to go through the trouble of cut- that govern the year that employ-
limit, which is now $9,240 Highly would require excess contribu- mon benefits and calculations ting back on contributions by ees must make certain benefit de-
compensated employees, though, tions to be distributed first to highly paid employees or return- cisions
often cannot make the maximum those highly compensated em- ing excess contributions to those For example, employees gener-
contribution because of other IRS ployees who deferred the highest Many other pads of the

workers ally now must be at least age 590
rules that limit their contributions dollar amount for the year By using prior-year contribu- to receive lump-sum pension dis-

if rank-and-file employees make The administration also pro- administration's pension tions by lower-paid employees, tributions without being hit with
relatively small deferrals poses repealing the so-called fam- employers would know at the special taxes, the administration

• Change the so-called correc- ily aggregation rule, which now proposal are virtually the
start of the plan year how much proposal would round off this age

tive distribution rules, which gov- can reduce pension benefits and same as those in earlier highly paid employees could con- requirement to 59
ern the return of excess contribu- contributions of an employee who tribute to the plan without failing In addition, the package wouldsimplification packages.tions to highly compensated em- owns at least 5% of a company s the non-discrimination tests, require multiemployer pension
ployees when a 401(k) plan fails stock, or is one of a company's 10 noted Gerald Uslander, a princi- plans to use the same fast vesting
the non-discrimination tests highest-paid employees, and who pal with William M Mercer Inc schedules-typically five-year

Currently, corrections are made has a family member, such as a The administration character- in Washington cliff vesting for defined benefit
by returning excess contributions spouse, who also works at the izes that result as unfair • Safe harbors for 401(k) plans plans and seven-year graded
to employees, beginning with same company Many other parts of the admin- Employers that beef up contribu- schedules for defined contribution
those who have deferred the high- Under this rule, compensation istration's pension proposal are tions to their 401(k) plans would plans-that single-employer plans
est percentage of pay of family members working for identical or virtually the same as not have to run non-discrimina- now use Under current law, mul-

That method, the administra- the same company is aggregated those in earlier simplification tion tests tiemployer plans can use a 10-
tion notes, -111ogically" favors the when determining pension bene- packages considered by Congress The required contributions, year vesting schedule
privileged few the most highly fits and contributions-even if Those include though, are so rich that few em- The package also would allow
paid of the highly compensated only one of the individuals is in • Prior-year testing Employers ployers would utilize them, bene- tax-exempt organizations to es-
employees the 5% shareholder category or is running the 401(k) non-discrimi- fit consultants say One safe har- tablish 401(k) plans and-down

That is because contributions of one of the 10 highest-paid em- nation test would have the option bor, for example, would require the road-set up electronic filing
that elite group-as a percentage ployees of comparing the deferrals made employers to match 100% of em- of Form 5500, the annual benefit
of pay-are likely to be lower than Take the case of a family where by lower-paid employees during ployees' contributions up to the plan financial report employers
the percentage contributions of the husband earns $150 000 a year the previous year to contributions first 3% of compensation and file each year with the govern-
lower-paid highly compensated and lS one of the 10 highest-paid made by higher-paid employees match at least 50% of employees' ment

NAIC nary dividends In the interim. the tween state insurance legislators Force, said his state is analyzing In addition, the committee also
Texas insurance commissioner and the NAIC," said Robert the agreement, in part to deter- lS recommending that the NAIC
implemented a reporting program Mackin, NCOIL s executive direc- mine whether the NAIC should adopt in September the Stop-Loss

Cont:nued from page 3 to essentially meet the require- tor get involved in a national re- Insurance Model Act
element in the nationally required ment's goals He currently is reviewing the sponse to the situation The act clarifies the definition
annual statement blank The NAIC also enticized state brief and said he may recommend • The Accident and Health In- of stop-loss insurance in order to

State insurance regulators also legislators for holding closed that the committee amend some of suranee Committee recommended help regulators clamp down on in-
repeatedly criticized the NCOIL party caucuses In addition, the its findings before formal adop- that the NAIC membership vote in surance companies that are selling
committee's analysis of accredita- NAIC pointed out that many par- tion by the NCOIL Executive S eptemb er to forma 1ly a dopt stop-loss policies that circumvent
tion problems faced by both Texas ties have a role in making laws, Committee three, health-related model laws state health insurance regula-
and New York, which the NAIC including constituents and gover- The NAIC also appears to be The Off-Label Drug Use Model tions
argues stemmed from different nors adopting a conciliatory approach Act would apply when a drug pre- The committee also is recom-

factual situations For example, NCOIL welcomed the response "This response in no way alters scribed for one condition also is mending the NAIC adopt the Pri-
Texas' accreditation recently was and lS considering some of the the intention of the NAIC to seek used to alleviate another condi- vate Health Care Voluntary Pur-
affirmed after the NAIC granted regulators' comments to achieve unity once again with tion The model act would require chasing Alliance Model Act,
it an extension to pass a needed "It's a good response It will NCOIL on the accreditation pro- "a health benefit plan that pro- which contains guidelines for es-
law on the reporting of extraordi- contribute to the dia.ogue be- gram and other NAIC initiatives," vides coverage for drugs to pro- tablishing competitive purchasing

said NAIC President Lee Dou- vide coverage for any drug pre- groups to help small employers
glass, who is the insurance com- scribed to treat any covered con- obtain economical health care
missioner from Arkansas dition so long as the drug has been coverage

The NAIC also took several approved by the Federal Drug • A working group codifying
Business other actions at its recent summer Administration for that condi- statutory accounting principles

Insurance®
national meeting tion" responded to criticism about its

• Regulators discussed recent The proposed act also sets stan- closed-door deliberations by
developments involving Lloyd's of dards for payment or reimburse- agreeing to disclose more infor-
London in closed sessions and in- ment of costs associated with pre- mation about the status of its pro-•SERVICES•
dividually but did not hold open scription drugs Ject at quarterly meetings and
discussions focusing on either "Denial of payment or reim- provide more opportunities for

EDITORIAL INDEX Lloyd's new plan or its agreement bursement for off-label drug use public comment
All news reports and feature articles published from 1981 through 1993 are with the New York Insurance De- can interrupt, or effectively deny • Illinois regulators agreed to
indexed in annual bound volumes Searching by subject, persons quoted and partment to restructure its U S access to, necessary and appropri- redraft a proposal for an inter-
companies mentioned is as easy as turning the page To order, write or call trust funds (BI, May 29) ate treatment for persons being state compact for regulation of

BUSINESS INSURANCE • Editorial Index Louisiana Insurance Commis- treated for life-threatening 111- non-U S insurers to meet criti-
220 E 42nd Street • New York, NY 10017-5806 sioner James H Brown, chairman nesses," noted Mr Douglass of the cisms that the draft was unwork-

phone 212/210-0137 • fax 212/210-0704 of the NAIC's Surplus Lines Task NAIC able

REPRINT SERVICES

8/'s Reprint Department can provide repnnts, in quantmes of 100 or more, of any March 20) as encouraging signs to pressure that's on (the NAIC) to
article appeanngin the weekly newsmagazine Legal permission, complying with Vermont those seeking accreditation re- do everything right," he said Be-
U S copyrightlaws, alsocan beprovided tocompanies wishing toreprint, on their forrn sides ongoing issues related to the
own, material appeanng in the newsmagazine For information, write or call Continued from page 3 "I'm taking a great deal of com- accreditation of states like New

BUSINESS INSURANCE • Reprint Department
the accreditation process, he said fort in not only the state legisla- York and Texas, "there will be

740 N Rush Street • Chicago, IL 60611-2590 While Vermont's accreditation tors rebelling (against the NAIC), new issues coming along," Mr
phone 312/649-5319 • fax 312/280-3174

could take some wind out of the but also some of the state commis- Primmer said

sails of accreditation reform, Mr Mr Salisbury agreed, saying the
Harkavy said interests outside the risk retention group question "is

ARTICLE FAX SERVICE
alternative market also have be- just one of the accreditation is-

For article photocopies sent by fax on the same day, call us with your credit card Recent moves at thegun to take issue with the accredi- sues There are lots of others both-
information, specify 8/ issue date and article headline The charge lS $7 50 per tation process, and their efforts to NAIC show the ering people "copy/per article In-publication directones are not available by fax reform the NAIC accreditation The recent NCOIL report, for

BUSINESS INSURANCE • Reprint Department process will continue organization is moving example, raised issues over "fun-
740 N Rush St • Chicago, IL 60611-2590 He cited the move by some the right way, damental questions of who's m
phone 312/649-5398 • fax 312/280-3174 states to follow Vermont's lead in

says John Primmer. charge here," he said
considering legislation aimed at But Mr Primmer said he does

SINGLE COPY SALES giving the states oversight of the believe recent moves at the NAIC

To orderany current or back issue of 8/, call the single copy sales division of 8/'s NAIC (BI, April 24, Jan 30), the show the insurance commission-

circulation department report by the National Conference moners talking about boycotting," ers' organization is moving the
800/678-9595 of Insurance Legislators taking Mr Harkavy said right way

the NAIC to task over Various is- Even if Vermont is accredited, "It's a new wind blowing
For more information, call one of the numbers listed below: sues (BI, March 3) and moves by Mr Primmer believes accredita- through the NAIC," he said "And

newer NAIC members to reform tion reform efforts will continue I think if they keep in that direc-Advertising information: 212/210-0228
Subscription information: 800/678-9595 various aspects of the way the or- "I woul(in't think Vermont's ac- tion they will be doing everybody
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Insured losses expected to be small from quake in Greece
By EDWIN UNSWORTH

ATHENS, Greece-As Greek
rescue efforts continued following
an earthquake about 90 miles
northwest of Athens late last

week, insurers said early indica-
tions are that insurance claims

will be minor.

A spokeswoman in the Athens
office of Munich Reinsurance Co.,
one of the major reinsurers in the
area, said that consultations with
insurers have shown that they
"don't expect any serious insur-
ance ramifications."

The quake, which struck at 3:16

a.m. local time June 15, measured
6.2 on the Richter scale. Its epi-
center was undersea in the Gulf of

Corinth. Although the shock was
felt throughout Greece, the land
area closest to the quake is mainly
rural.

Two towns suffered damage-
Aiyion and the small port of Era-
tini.

Early reports were of two badly
damaged buildings, a 12-year-old
apartment block and the Eliki
Hotel, on the coast.

There were at least 14 deaths,
mainly in the two buildings,
though the Munich Re spokes-

Consolidation,
specialization
seen as future

of reinsurance
By STACY SHAPIRO

LONDON-The future of the global insurance and
reinsurance business looks rosy to some in the mar-
ket.

Executives predict that in 10 years, the insurance
market will be dominated by a few large players
looking for alternatives to standard reinsurance pro-
granns.

The London market will still be around, though if
Lloyd's of London were to fail, the market would bea
much weaker player, they say.

And the whole market will be dominated by the
need to satisfy capital backers looking for adequate
returns on their investments.

At least, that's the picture painted by market exec-
utives speaking to about 150 people at the Third In-
ternational Reinsurance conference held in London

June 7-8 and sponsored by DYP, Lloyd's of London
Press Ltd.

While today there are thousands of small general
insurance entities, "10 years from now, there will
only be a few large global players in the market-
place," predicted Detlef Steiner, senior executive vp
of Zurich Insurance Group in Zurich, Switzerland.

These future insurance companies working in a de-
regulated market will be much more specialized in
certain market segments and will be focused on the
needs of their customers, said Mr. Steiner. Today
there are only a few of these types of insurers in the
marketplace, but "they will outperform the indus-
try," he said.

Reinsurance products-which may be different
than they are today-will have to be tailored to these
customers' needs, he added. These may be traditional
reinsurance products or avant garde risk transfer
products or a combination of both, he said.

The future will look quite different from today and
will belong to the "specialized" reinsurer, agreed
Herbert Haag, president and chief executive of Part-
ner Reinsurance Co. in Bermuda, who has spent 24
years with Partner Re shareholder, Swiss Reinsur-
ance Co.

The top 10 insurance groups worldwide already
command 20% of the world's insurance premiums,
said Mr. Haag. Of these, four are Japanese, three are
U.S. companies, one is German and two are French,
he said.

The global reinsurance market totals $150 billion
in premium, of which 29% is derived from the United
States, 16% from Germany, 11 % from the United
Kingdom and 8% from Japan, he said. However, "this
is the past. The future will look quite different."

Even in the reinsurance market, the concentration
has continued and there will be fewer, larger global
reinsurance groups, he predicted. Every reinsurer be-
low the top 10 is up for sale, said Mr. Haag. "Bigger is
better," he said, because the larger companies' capi-
tal bases are stronger.

Consolidation already has taken place in the
United States, where the number of reinsurance com-
panies fell to 54 in 1992 from 129 reinsurers in 1982.
There also have been cross-border mergers, such as

See Future on page 33

woman said the death toll was ex-

pected to rise. Some guests at the
hotel were still unaccounted for,
including a number of French
tourists.

The spokeswoman said the hotel
was "probably insured" for earth-
quake damage.

The area affected by the quake
is on a known fault line, which
means some property owners also
probably would have purchased
earthquake insurance, the spokes-
woman said.

However, Theodore Dritsas, an

underwriter specializing in the
Greek market for Swiss Reinsur-

ance Co. in Zurich, Switzerland,
said there are also many older
stone buildings in the affected
area, for which insurers would not
have provided coverage.

Mr. Dritsas said that While it is

too early to be certain of the
quake damage, "I don't think it's
going to be much of a problem for
US."

He pointed out that after an
earthquake measuring 6.6 on the
Richter scale hit the Kozami area

of Greece on May 13, insurers re-
ceived no claims.

The purchase of earthquake in-
surance, though uncommon in

Greece, is increasing since prices
have fallen due to the Greek gov-
ernment's gradual elimination of
high fixed insurance tariffs to
conform to European Union regu-
lations.

In fact, removal of the tariffs
has considerably reduced the cost
of many kinds of property/casu-
alty insurance in Greece.

But, the Union of Greek Insur-
ance Cos. is currently conducting
a study to establish equitable
earthquake premiums because its
members believe rates have fallen

too low with the abolition of the
tariff. ===

China's market likely to grow
but at a continued slow pace

By MARIA KIELMAS

LONDON The Chinese insurance

market offers potentially some of the
greatest growth opportunities worldwide,
though its progress is likely to be slow.

The domestic insurance market has

been undergoing a slow process of
change for the last decade, with very lim-
ited openings for foreign insurers. In par-
ticular, fundamental problems remain
with the legal system and insurance edu-
cation. Furthermore, China's entire social
security and welfare systems require rad-
ical changes.

These were the themes discussed at a

conference sponsored by Sedgwick
Group P.L.C. and a British publisher in
London last month on the future of the

Chinese insurance market. Delegates and
speakers expressed concern that a pro-
posed insurance law was being delayed
seemingly indefinitely, though some said
that they expected it to be approved be-
fore the end of the year.

However, long-term fears about the
success or otherwise of China's experi-
ment in a "social market economy" and
the political fallout from the economic
change remain.

Sir Percy Craddock, former British
ambassador to China, said he views the

future of China with "trepidation." The
policy of economic growth within politi-
cal obedience proposed by Deng Xiaop-
ing, leader of the ruling Cornmunist
Party, has had some success but is a
"brittle formula," said Sir Percy. He
warned that a "semi-liberated economic

system and a closed political system will
create long-term problems for China."

Reform in the Chinese insurance sector

is based on four measures, said Yang
Wenyou, director of foreign financial in-
stitutions and the People's Bank of

-China. The measures are to:

• Provide and complete the legal
framework for insurance.

• Reform insurance institutions and

create a state reinsurance company.

• Separate the management
of the insurance industry into
life and non-life sectors.

• Encourage competition.
"China's insurance market in

terms of its depth and width is
still at the stage of the world
insurance market in the 1950s

and 1960s," Mr. Yang said. Up
to the mid-1980s,the insurance

market was a monopoly held
by the People's Insurance Co.
of China. Licensing of new
companies since that time has
meant that at the end of 1994

China had 28 insurance compa-
nies and an annual premium
revenue of about 63 billion ren-

minbi yuan ($7.59 billion),
which increased by 16.6% from
1993. The total sums insured in

1994 were 1.12 trelion yuan
($132.6 billion), compared with
880 billion yuan ($151.45 bil-
lion) in 1993.

The most important change
of the last decade for foreign
investors came in 1992 with the

"Shanghai Interim Manage-
ment Regulation for Foreign
Insurance Institutions," or
Shanghai Regulation, which
permitted foreign insurance in-
stitutions to establish branches

and joint venture insurance
GRANT V. FAINT/THE IMAGE BANK

companies in China.
Also in 1992, American Inter- Foreign insurers and brokers hope to tap insurance

national Insurance Co., a divi- opportunities in China through cities like Shanghai.

sion of American International Group By the end of 1994, there were 71 rep-
Inc., set up a branch in Shanghai. In July resentative ouices of 43 foreign insur-
1994, another license was granted by the anc:e institutions in China, representing
People's Bank to the Tokio Marine & 12 foreign countries.
Fire Insurance Co. Ltd., also for a branch "Frankly, since the insurance market
in Shanghai. has just taken shape in China, the man-

As it stands, the regulation permits agement of the market, the operating
foreign institutions to open offices only mechanism, the intermediaries as well as
in certain cities. the self-discipline of the participants in

Insurance companies must run a repre- the market remain in their infancy,"
sentative office in China before they can noted Shao Dang Di, director and execu-
apply for any operating license. See China on nezt page

Studying U.K. insurance buyers
By STACY SHAPIRO Price No. 1 concern

Anything one might want to know
about the behavior and attitude of Brit-

ish insurance buyers can be found in a
new study.

The three-part study, simply called
"The Insurance Report" and based on re-
sponses from 1,500 consumers and 324
small businesses with fewer than 50 em-
ployees, reveals that in the non-life sec-
tor:

• Premium is the most important fae-
tor when purchasing insurance coverage,

both for individual consumers and small
businesses.

But, while 66% of small businesses
think price is very important, about 61%
also believe that comprehensive coverage
is equally important.

• More than 70% of small businesses

buy their policies through a commercial
broker, while less than 10% purchase
their coverage directly from an insur-
ance company.

Buying insurance coverage through a

broker "is still a very dominant factor,"
explained Martin J. Henson, senior un-
derwriter for Swiss Reinsurance Co.

U.K. Ltd., which jointly conducted the
study with market forecaster The Henley
Centre in London.

However, nearly 30% of consumers in
the United Kingdom in the survey now
buy their non-life insurance directly on
the telephone. Direct insurance selling
via the telephone is taking Europe by
storm following the success in the United
Kingdom of "Directline," a service from

See Buyers on page 33
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China
Continued from previous page
tive deputy general manager of the
China Pacific Insurance Co. in

Shanghai. "Since the insurance
agent and broker system is not yet
approved, the Chinese market is not

well developed. Insurers cannot
nnake decisions on funding opera-
tions autonomously, the Chinese
people have a rather limited pur-
chasing power for insurance prod-
ucts, and there is a marked shortage
of insurance professionals," Ms.
Shao added.

But all will not be roses when the

new insurance law is passed,
warned Max Lewis, director of
Sedgwick Payne Insurance Strategy
in London. "It must be recognized
that the proposed new insurance
law is designed to control the insur-
ance industry and, in particular,
new entrants. It is not designed to
encourage openness in the industry.
It is well worth remembering Deng
Xiaoping's comment on observing
the open door policy that 'when you
open the window, flies and mosqui-
toes come in:"

Although there is no official En-
glish translation of the proposed
law, Mr. Lewis said the main points
will include the following:

ICS REINSURANCE PRIVATE LIMITED

RMCA REINSURANCE LIMITED

NOTICE IS HEREBY GIVEN, that the first annual meeting of the Scheme Creditors (as defined in the
Schemes of Arrangement) of the above named companies Cthe Companies") convened pursuant to
Clause 44.2 of the Schemes of Arrangement made between the Companies and their respective credi-
tors which came into effect on 26 April 1994 will be held at 3.30 pm on 25 July 1995 at The Chartered
Insurance Institute, 20 Aldermanbury, London, EC2V 7HY, for the purpose of hearing the Joint Scheme
Administrators' report on the conduct of the affairs of the Companies.

Scheme Creditors (as defined in the Schemes of Arrangement) may attend in person or they may
appoint another person, whether a Scheme Creditor or not, as their proxy to attend in their place.

Scheme Creditors must lodge the instrument appointing the proxy, at Coopers & Lybrand, Hillgate
House. 26 Old Bailey, London, EC4M 7PL not less than 7 days before the meeting. Forms for this pur-
pose will be circulated to creditors prior to the meeting.

Dated this 13th day of June 1995

P J Singer &CJ Hughes
Joint Scheme Administrators

RMCA Reinsurance Limited

ICS Reinsurance Private Limited

Ef«EYJ [IlID ©{f
@*[R[-4 o

I. N

8 --h

INTERNATIONAL

• All insurance activities must

abide by the law.

• Only licensed insurers and in-
termediaries may conduct insurance
business, and insurance may only be
purchased from licensed insurers
and brokers.

• Concepts of "utmost good
faith," insurable interest and disclo-
sure of information is in the legisla-
tion, together with mechanisms for
detennining disputes, penalties and
compensation.

• How and when claims must be

notified to insurers.

• The circumstances under which

insurance contracts may be can-
celed.

• The right to carry out risk man-
agement surveys and charge higher
premiums if measures recommended
are not carried out. The Yinal draft

is expected to spell out insurens' and
policyholders' rights in this regard.

• A rule that only the central reg-
ulatory authorities can establish a
new insurance company.

• Guidelines on obtaining a li-
cense.

• Investment guidelines. For ex-
ample, 20% of capital must go into
a special reserve fund.

• Procedures for tenninating a li-
cense.

• Reinmirance purchasing guide-
lines. Attempts must be made to
purchase reinsurance from Chinese
companies. If the Chinese reinsurer
cannot accept the business, or the

If skyrocketing

drug costs are

ieopardizing your
organization's

bottom line,

take heart:

The Right Rx®

prescription-

management

program can help

you achieve the

perfect balance
between the cost

and quality of

your employees'

pharmaceutical
benefits.

Discover what

The Right Rx®
can do to

manage your

organization's

benefits program.

Call today
for details.

414.226.6036

800.743.4779

THE
RIGHT

terms and conditions from overseas

companies are "clearly better," then
reinsurance can be arranged outside
China.

• Rules governing agents and bro-
kers and the types of records they
must keep.

Mr. Lewis said a number of peo-
ple will be unhappy with the new
law, including, "Unlicensed insurers,
many of whom are based in Hong
Kong, who are carrying on the busi-
ness of insurance in China; unli-
censed intermediaries, some of

whom are based in Hong Kong, who
are carrying on the business of in-
surance in China; unlicensed inter-

mediaries, some of whom are plac-

ing risks for Chinese clients with in-
surance markets outside of China;
and non-licensed brokers, some of

whom operate out of hotel rooms
and some of whom accept premiums
in cash, and who will be outlawed."
All zinlicensed activities will be out-

lawed.

The insurance. laws of 16 coun-
tries were examined in the course of

pmparing the legislation, said Tim
Freshwater, a partner in law firm
Slaughter & May in London. Since
the Chinese legal system was dis-
mantled between 1954 and the late

19604 it has been a massive task

over the last 15 yeans to build up a
new one. Ell

China think tank aims to aid in reforms
A fundamental change in eco-

nomic and social security structures
is necessary as China moves from a
centrally managed economy to a so-
cialist market economy.

With this in mind, Sedgwick No-
ble Lowndes is seeking funds to es-
tablish a foundation that will act as

a think tank to formulate proposals
for a new welfare system.

Sedgwick Noble Lowndes, the
Memphis, Tenn.-based benefit con-
sulting branch of Sedgwick P.L.C.,
now is fully licensed to operate in
China and currently has offices in
Beijing, Shanghai and Shenzhen.

The primary objetive of the four:t-
dation, which does not yet have a

name, is to formulate proposals for
the future stucture, financing, in-
vestment and regulatory framework

within which employers could pro-
vide adequate support to employees
in retirement, disability and unem-
ployment, and in meeting the cost of
health and medical services.

'There's no infrastructure in China

to develop the provision of social
benefits," said Pet:er Brew, group
managing director-Americas and
Asia Pacific of Sedgwick Noble
Lowndes Ltd.

Sedgwick hopes the foundation

will help in forming such an infra-
structure and eventually permit
Sedgwick Group to conduct broker-
age and employee benefits business
in China, he said.

The benefit consulting branch will
draw on the experience it has gained
in the restructuring of the social se-
curity and pension system in Chile.

Sedgwick hopes to draw member-
ship for the foundation from both
domestic and foreign employers in
China. It is canvassing members
from the Chinese enterprises with
which it has a business relationship
and its multinational client base in

Europe, North America and Asia Pa-
cific.

To support the foundation's aims,
Sedgwick will ask multinational cor-
porations to contribute $10,000 a
year for three years as part of mem-
bership requirements, Mr. Brew said.

Sedgwick estimates the total costs
of the foundation will be $500,000 in
the first year, but a more precise fig-
ure will be calculated when formal

budgets are prepared for members.
Chris Leung, of Sedgwick Noble

Lowndes' Hong Kong office, has
been appointed full-time secretary of
the foundation in China.

-By Maria Kieimas
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Continued from page 31
those of Cologne Reinsurance Co.
and General Reinsurance Corp,
and Frankona Re and Employers
Re.

Ceding companies in the future
will realize that they only need to
buy reinsurance to cover cata-
strophic exposures, be they prop-
erty, liability or financially ori-
ented, said Mr. Haag.

Brokers will act as consultants

and "Lloyd's will survive, at least I
hope so."

Already, buyers have changed
their requirements, noted Dennis
Mahoney, deputy chairman of Al-
exander Howden Group Ltd. No
longer are other brokers Howden's
major competitors.

"My biggest competition is my in-

Buyers
Continued from page 31
the Royal Bank of Scotland that
sells auto and homeowners insur-

ance over the phone.
But, based on the research, it

doesn't appear that small British
businesses are ready to discon-
tinue using brokers and start buy-
ing their insurance policies di-
rectly via telephone, said Paul
Martin, marketing analyst with
Swiss Re U.K.

Some insurers have investigated
offering commercial insurance by
phone, but "they haven't seen any
mileage in it," added Stephen Ri-
ley, managing director of Swiss
Re U.K.

• Small businesses are most

worried about theft and 89% of

those surveyed purchase property
and business interruption poli-
cies. But 15% of buyers also feel
that they could be at risk from a
public or product liability claim

in the next 12 months. Nearly

sureds and reinsureds" who are in-

creasingly taking higher retentions,
he said.

Buyers, said Mr. Mahoney, want
security and solvency in their un-
derwriters; utmost good faith; sta-
bility of pricing; and adequate
terms and conditions. They also
continually complain that under-
writers do not differentiate enough
in pricing between the "bad risks
and good risks," he said.

As for the underwriters and bro-

kers of the future, Mr. Mahoney
said, "either be large and global; or
small and niche."

Nearly all of the executives dur-
ing the two-day conference ex-
pressed the hope that Lloyd's
would continue to exist in the fu-

ture in some form.

"London without Lloyd's would
be very much weaker," said Jim
Bannister, chairman of consulting

93% buy public and product lia-
bility insurance, while only 27%
buy professional liability cover-

age.

The Swiss Re/Henley study also
focuses on consumer attitudes to-

ward the life insurance industry,
which reveal some need for

growth in the British employee

Small British businesses

aren't ready to
discontinue using
brokers, according to
Paul Martin.

benefits sector.

Most of those surveyed still be-
lieve the British government
should have the main financial re-

sponsibility for all types of social ·
benefits, from pension to medical
care.

For example, 88% of those sur-

INTERNATIONAL

firm Jim Bannister Developments
Ltd. and former owner of DYP.

Lloyd's, for all its weaknesses, is
still the only market of its kind in
the world and "there is no serious

'When you sit at a
poker table and you
don't know who the

(sucker) is, it's you,'
says Elvin Patrick.

contender unless we give it to
them," warned Mr. Bannister.

Most people in the London mar-
ket say, "Yes, Lloyd's will survive,"
added Jerome Faure, managing di-
rector of French reinsurer SCOR

(UK) Reinsurance Co. Ltd. in Lon-

veyed feel the state should pro-
vide the finances for emergency
hospital care, while only 3 % think
employers should.

The Swiss Re/Henley report
notes, however, that the "role of

the employer is changing rapidly"
as the state tries to transfer social

benefits to the private sector to
ease the financial burden and as

employees request more benefits.
A total of 56% of those sur-

veyed, for example, would like
their employers to offer private
medical insurance and 83% want

an employer-sponsored pension.
Research also shows that "70%

of employees would be interested
in buying a range of insurance
covers via their employer through
payroll deduction," the survey
adds.

.

"The Insurance Report" is avail-
able for £175 ($279) from Swiss
Re's Marketing and Client Ser-
vices Department; 011-44-171-
623-3456; fax: 011-44-171-929-
4282.
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don. But, then they pause and typi-
cally add, "One way or another."

If Lloyd's fails, there will be a
tremendous impact on the rest of
the London market, he predicted.
"But the shock waves would go be-
yond London" and affect U.S. buy-
ers especially, who would find it
difficult to get claims paid, he pre-
dicted. Mr. Faure expressed hope
that Lloyd's plan will succeed.

Lloyd's underwriter Elvin
Patrick, chairman of Bankside Un-
derwriting Agencies Ltd., warned
that big is not always best.

Innovation comes from smaller

players that are hungry, but "the
problem is no one wants to do busi-
ness with smaller players," said Mr..
Patrick. If the London market ends

up with "too few" and "too similar"
larger players, then London will
lose policyholder attraction.

Mr. Patrick also warned the fu-
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ture reinsurance market: "When

you sit at a poker table and you
don't know who the mug (sucker)
is, it's you. This applies to reinsur-
ance."

In the past 20 years of dealing,in
insurance and reinsurance, there's

been a "merry-go-round of mug-
markets being taken to the clean-
ers," he said. Bermuda and captives
got burned, then the Japanese in-
surance industry, then underwrit-
ing agencies in London acting for
foreign companies, then managing
general agents and then "famously
and spectacularly, it was Lloyd's,"
said Mr. Patrick.

"So the big question is, 'Where is
the mug market now?' The answer
is, 'I don't know."' However, rein-
surers that work in a global market
must make sure they aren't one of
the next wave of suckers, Mr.
Patrick said. £Il
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surance Institute College of Insurance;
$654. The Course Advisor, The CII
College of Insurance, Churchill Court,
90 Kippington Road, Sevenoaks,
Kent, TN13 2LL, England; 01732-
450888.

JULY 12-13. Employment Regulations
in Illinois workshop in Chicago, spon-
sored by the Institute of Business Law
of California State University in Los
Angeles; $595. Dept. FJ-IL, Institute
of Business Law, California State
University, Los Angeles, P.O. Box
3488, Santa Monica, Calif. 90408;
310-450-0500.

JULY 14-15. Managed Care in Den-
tistry conference in Chicago, spon-
sored by the American Dental Assn.;
$220 for ADA members, $295 for
non-members. American Dental

Assn., Accounting Department-Cash-
ier, 211 E. Chicago Ave., Chicago, Ill.
60611-2678; 312-440-2749.

JULY 17-18. Creative Proposals for
Superfund Settlements seminar in
San Francisco, sponsored by the King
Communications Group Inc.; $895.
King Communications Group Inc., 627
National Press Building, Washington,
D.C. 20045; 202-662-9728.

JULY 17-19. Environmental Regula-
tion course in Chicago, sponsored by
Executive Enterprises; $1,195. Execu-
tive Enterprises, 22 W. 2lst St., New
York, N.Y. 10010-6990; 800-831-8333.

JULY 17-19. The National Healthcare

Claims Congress 95 in Boston, spon-
sored by the Institute for Interna-
tional Research; $1,295. Conference
Coordinator, Institute for Interna-
tional Research, 708 Third Ave., 4th
Floor, New York, N.Y. 10017; 800-
345-8016.

JULY 18. CEBS Information Meetings
in Chicago, sponsored by the CEBS
Program of the International Founda-
tion of Employee Benefits Plan; no
charge. Also July 19 in Houston; July
20 in Dallas; July 24 in Detroit; July
25 in St. Louis; July 26 in Minneapo-
lis; July 27 in Milwaukee; July 31 in
Indianapolis; Aug. 1 in Cincinnati;
Aug. 2 in Cleveland and Los Angeles.
CEBS Program, IFEBP, P.O. Box
1270, Brookfield, Wis. 53008-1270;
414-786-6710, ext. 565.

JULY 18-20. National Workers Com-

pensation & Occupational Medicine
Seminar in Hyannis, Mass., sponsored
by Workers Compensation Monthly
and Occupational Medicine Digest;
$425. SEAK Inc. P.O. Box 729, Fal-
mouth, Mass. 02541; 508-548-7023.

JULY 18-21. Preparing to Compete:
Accountability & Quality tenth an-
nual conference and retreat in Gay-
lord, Mich., sponsored by the Assn. of
HMOs in Michigan Inc.; $140 for
members, $175 for non-members.
Assn. of HMOs in Michigan, 327 Sey-
mour Ave., P.O. Box 19333, Lansing,
Mich. 48901-9333; 517-371-3181.

JULY 20-21. Understanding ERISA:
An Introduction to Basic Employee
Benefits course in New York, spon-
sored by the Practising Law Institute;
$595. Also Aug. 17-18 in San Fran-
cisco. PLI, 810 Seventh Ave., New
York, N.Y. 10019; 800-260-4754.

JULY 20-21. How to Integrate Mental
Health Pharmaceuticals with Man-

aged Behavioral Health conference in
Philadelphia, sponsored by the Insti-
tute for Behavioral Healthcare and
CentraLink; $695. Institute for Behav-
ioral Healthcare, 1110 Mar West St.,
Suite E, Tiburon, Calif. 94920-1879;
415-435-9821.

JULY 24-25. Emergency Response
Planning seminar in Portland, Ore.,
sponsored by the Factory Mutual En-
gineering & Research; $495. Seminar
open to policyholders of Allendale In-
surance, Arkwright and Protection
Mutual Insurance only. FME&R's In-
sured Education, 1151 Boston-Provi-
dence Turnpike, P.O. Box 9102, Nor-
wood, Mass. 02062; 617-255-4606.

The Datebook is compiled from no.
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Sees should be sent at least eight
weeks in advance to Datebook, Busi-
ness Insurance, 740 N. Rush St., Chi-
cago, Ill. 60611-2590. Please include
:he cost, if any, to attend the meeting
and information on registration for in-
:erested readers. Business Insurance

-eserves the right to select meetings Of
most interest to its readers and cannot
mininntpo thnt nAt:Boe iii:17 ho n,int.A

CPCU and IIA
candidates

I guarantee you will learn more in tess time with
The Burnham System - or your money back

Ray Burnham. CPCU. CLU. ARM

19 Everett Street. Southbridge. MA 01550

Call 1-800-GET-CPCU Now!

REINSURANCE

Quota Share, Financial Relief
Reinsurance, and other types
of reinsurance will be consid-
ered. Please call ARMOR

MANAGEMENT at 800-933-

2304 Ext. 2268 or write to

3725 W. Grace St., Tampa, FL
33607 or Fax: 813-874-3015.

Attn: Ron or Harvey.

*WANTED DAMAGED RVS*
Current to 4 years

• MOTORHOMES

• TRAVEL TRAILERS

• CONVERSION VANS

Chris @ WELLER RV (800) 822-2375
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l th Annual Conference
For Risk Retention

Pools

Presented by

IECH
Lake Forest, CA • Citrus Heights CA

This conference will focus on key issues

facing risk retention pools, including a

variety of timely topics pertinent to

self-insurance trusts, pools, risk retention

groups, and association captives.

Sample Topics Include:

 Managed Care. 24 Hours-A-Day

 Finimcial Statement Basics for
Board Members

m Lessons from Orange County: Could
Your Pool's Portfolio Be Next?

 A Sexual Harassment Training

Program for Pool Members

 Service Provider Compensation
Benchniarks

m Designing Appropriate Staff Com-
pensation: The Ultimate Challenge

Join tis at The Westin Resort, Vail, CO
Ai,gust 11-16,1995

For information call, or lax request to Sandra Dick:

Tel: (714) 472-8324 • Fax: (714) 472-9228

RETURNI®
RETURN for Managed Disability

PC and LAN Software for

Workers' Compensation and Disability Plans, Coordinates Case Process and
Manages PPO or Network, electronic rolodex of all providers, treatment sites,

resources, documents Activity Log, Case Notes, Utilization Monitoring
Outcomes and Estimated Cost Savings worksheet

Includes:

Letter Generator/Ad Hoc Report Writer/ Accounts Receivable for Case
Management/JobRETURN/Disability Duration Guidelines

Options: Electronic Data Interchange

Hilgtal
Health Management Technologies, Inc.

1150 Moraga Way, Suite 150, Moraga, CA 94556
1-800-647-7007

Risk Management Information Solutions

jAnistics Omega
TM

for Wimlows
Claims Management
PolicyAdministration
Exposure Management
Property Management
Certificate Tracking
Litigation Tracking
Bond Tracking
Cost of Risk Allocation

... and Data Conversions

For More Information or a Free

'emonstration: 800-355-2783

Integrating:
•MicrosoftOffice

•Standard Reports

•Ad Hoc Report Writer
•Advanced Query
•Graphs
•Imaging
•Automated Letters

•Fax

Microsoft
SOLUTION PROVIDER

PARARISK FOR WINDOWS''

CLAIMS Al)11[XISTRATION  81[.1. PAYING

POLICY .MANAGEMENT * Ct'STOM REPORTING

CERTIFICATE TRACKING * STATE REPORTING

1.ONS ANALY>th * GRAI'HIC:Al. IXTERFACI:

DATA CONS£)1.1[)ATION FRO.M

Mt'I. 1111!.1: 0,)t'RCIES

WINDOWS, MACIXTOSH, UNIX SOLL'TIONS

AND N101{1:.

CALL FOII MORE INFORMATION &

A FREE OEMONSTRATION

(160) 837-5788

M
AOhionoiRiIkkiln(esGoup

A subsidiary of Crawford & Company

For Everything You Need And Expect In A
Managed Healthcare Administration System ...

GET THE#hy--7
Fully automatedAntegrated software and hardware solutions for the
processing and administration of medical. dental. vision, drug, disability
and COBRA claims for indemnity, PPO and HMO plans. Related support

services. training and expert consulting are also available. FACTS' lu\\
featured product line includes systems for: Managed Care; Pre-

Certification & Utilization Review; Premium Billing, Accounting &
Commissions; Claims Editing; EDI; Optical Imaging/IOCR; Automatic
Adjudication; MICR Laser Check/EOB Encoding; electronic claim
workflow management for your adjustars. Over 150 reports & custom

report generator.

FACTS Services. inc.

1575 San Ignacio, Suite 406, Coral Gables, FL 33146

(305) 284-7400
Master VAR for SunRiver Data Systems, formerly ADDS.

Innovative benefit

administration systems for

today and beyond.

1-800-444-1189

10777 Westheimer, Suite 125
Houston, TX 77042
FAX 713-974-3544

Pwamid
..1-Kaces inc. the technology leader
PYRAMID CLAIMS & RISK MANAGEMENT SOLUTIONS

PYRAMID SYSTEMS PYRAMID TECHNOLOGY

Risk Management
Claims Administration

Policy Adminstration & Rating
Medical Management

fee schedules, bundling, clinical edits
800 Claims Reporting
Data Conversions

Paperless Office
(Imaging)

Windows

DOS

LANs

Novell, Banyan, etc.
File Server

dBase, Paradox

Client Server

Oracle, DB2, Sybase
Gupta, etc.

Call Gary Michaels at 203-438-3883 x244

Pyramid Services, Inc. An Aol,j Company

Ridgefield, CT • Pittsburgh • Kansas City • San Francisco • Ann Arbor

For advertising information in the INSURANCE SERVICES GUIDE Contact: Cheryl Butler, Classified Advertising
740 N. Rush Street, Chicago, Illinois 60611. Telephone (312) 649-5340
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AT&T
Continued from page 3
The $40 would be waived, though,
if an employee were admitted to the
hospital.

In addition, the contract would

improve the preventive benefits un-
der the POS plan, including cover-
age for routine physicals and other
primary care services.

The new plan also would cover
mammograms for women as young
as 35. Under AT&T's former health

plan, most preventive services were
not covered, and the plan covered
mammograms only for women age

50 or older.

Annual out-of-pocket expense
limits for employees seeking care
from network providers would de-
crease to $750 from $1,000 under

the new agreement.
Employees who seek care from

non-network providers would have
to pay a $400 deductible and would
be responsible for paying 20% of el-
igible medical expenses. The annual
out-of-pocket maximum for these
employees would be $2,500.

"Our focus was to shift employees
into managed care," said David
Carver, district manager of benefits
planning and analysis for AT&T in
Morristown, N.J. "Right now, about

60% of active employees use the
managed care network. We'd like
that to increase to 80% to 85%," he
said.

The company also is encouraging
retirees to use managed care pro-
viders. Under terms of the new con-

tract, retirees younger than 65 who
retired prior to March 1, 1990,
could retain their former indemnity
plan coverage or they could enroll
in the POS plan. Workers who re-
tired after that date would have to

enroll in the POS plan, unless they
live outside the managed care
plans' service area.

Like active employees, retirees
who choose the POS plan would

pay no deductibles or coinsurance
and would pay modest fees for of-
fice visits. The monthly cost to each
retiree for this coverage option
would range between $5 and $20.

Retirees who remain in the in-

demnity plan option would pay no
copayments for office visits but
would pay high coinsurance and
deductibles.

To help all retirees pay for their
own health plan contributions,
AT&T created a Care Account,
which retirees can use to offset co-

insurance or copayment costs. A
typical retiree younger than 65 who
has farnily coverage would receive
$250 annually. Retirees who retired

GENIUS
is one percent inspiration

and 99 percent perspiration

here's no such

thing as an instant

lottery in the

business world.

Success follows those

enterprising individuals

willing to invest years of

old-fashioned hard work in

their chosen craft.

Few understand this

concept better than the finest

wholesale insurance brokers.

Their domain is the alternative

marketplace, where specialty lines

companies tackle tough risks with

superior underwriting in both hard

and soft markets.

Smart retail agents will befriend

good wholesalers and understand the

markets. For when the market harden

and submissions flood in, those crafte

with the guidance of a skilled whole-

saler will receive priority attention.

Time spent exploring an accoun

will unveil the comprehensive inform

tion a specialty lines underwriter

requires. "Therefore," advises Carol

Darden of Cooney, Rikard & Curtin, Inc

"listen, understand, organize and com-

RLI BROkER SALUTE

municate effectively. If it doesn't make sense to

you, how can you explain it to someone else?"

Remember, retailers, you must invest a

great deal more perspiration than inspiration

before you can enjoy the satisfaction of a job

well done.

se

S

d

t

a-

Carol Darden

Cooney, Rikard & Curtin, Inc.
Birmingham, AL

RLI salutes Carol Darden as a whole-

sale broker witb tbe expertise to create

order-generating submissions. Togetber,

we're working to solve our clients' and our

industry's problems.

RLI
Fundamentally Innovative

9025 North Lindbergh Dr. • Peoria, IL 61615
Ph: (309) 692-1000 • Fax: (309) 692-1068

after March 1, 1990, can use the
fund to cover completely the
monthly payment for their health
care or could use the money to
cover other expenses, like hearing
exams and prescription drug copay-
ments.

Mr. Carver said AT&T does not

expect the changes to decrease its
health care costs, but officials hope
wider use of managed care will
control cost increases. In 1994, the

telecommunications giant spent ap-
proximately $1.3 billion on active
and retiree health care.

Other health care improvements
contained in the new contract in-

clude providing employees and de-
pendents organ transplant coverage
through so-called "centers of excel-
lence" and the development of a na-
tional managed mental health and
substance abuse network.

The contract also would give par-
ticipants in AT&T's 401(k) plan
more investment options and more
frequent statements and updates on
daily cash balances.

And, AT&T will provide $7.5 mil-
lion to pay for improvements in its
Family Care Development Fund.
Created in 1989, the fund provides
elder and day care benefits, among
other things. AT&T also increased
its adoption expense reimburse-
ment to $3,000 from $2,500.

Pension benefits under the new

contract would increase 12% effec-

tive July 1, 1995, for workers retir-
ing after May 28, 1995, and for the
first time, a minimum monthly pen-
sion-varying among retirees based
on age and length of service-
would be established for all current
retirees. [gl

Hartford
Continued from page 2

ITI' Hartford "has never had to

rely on TIT Corp. If anything, it was
the other way around." said John F.
Snyder, senior vp with Best. "The in-
surance units have generated capital
and strong earnings for TIT Corp.
Therefore, if anything, this is a plus
for Hartford. It's totally responsible
for its own management and com-
pensation scheme."

Jay Cohen, an analyst with
Salomon Brothers Inc. in New York,
said l'IT Hartford will be stronger
on its own than it was as a member

of a $25 billion conglomerate.
"Hartford will be a more nimble

company and can avoid any of the
bureaucracy of dealing with a large
parent. It can react quicker to
changes in the market and can con-
trol acquisitions on its own. Hartford
can also now compensate its employ-
ees with its own stock, which means

more than holding shares in casinos
or Madison Square Garden," he said.

I'IT Corp. said Hartford's senior
management team will remain in-
tact. Donald R. Frahm will continue

as chairman and chief executive offi-

cer, while Ramani Ayer will oversee
the property/casualty operations and
Lon Smith will head up the life op-
erations.

A large number of ITI' Corp. em-

break up. About 45,000 employees
who had been acenling stock in a
six-year-old Employee Stock Owner-
ship Plan likely will receive more
than 1 million shares from the plan,
which was terminated last week.

A corporate spokesman said the
stock-now worth about $130 mil-
lion-is now in the hands of a

trustee, who likely will distribute it
to all participating employees, re-
gardless of their vesting status, once
the plan's debt is paid off. Thc
spokesman said the plan carried a

participants will receive their full en-
titlement even if they hadn't partici
pated for five years.



Bonds
Continued from page 1
naut Insurance Co. of Menlo Park,
Calif.-is also seeking a bond from
reinsurers at Lloyd's.

The companies are taking advan-
tage of established but little-used
Btate statutes that require non-ad-
mitted insurers to post a bond prior
Lo a coverage dispute.

F6r example, Section 1616 of the
California Insurance Code says: "Be-
tore any non-admitted foreign or
alien insurer shall file or cause to be

filed any pleading in any action, suit
or proceeding instituted against it,
the insurer shall either (1) procure a
certificate of authority to transact
msurance in this state; or (2) give a
bond in the action, suit, or proceed-
ing in an amount to be fixed by the
court sufficient to secure payment of
Any final judgment which may be
rendered in the action, suit or pro-
.eeding."

Forty-seven states require some
ore-answer security, said Robert M.
Horkovich, of Anderson Kill Olick
& Oshinsky, a policyholder law firm
Ln New York.

"The purpose of the bond is to
protect policyholders from the po-
tential insolvency of foreign under-
writers and insurers," he said.

Using one of the laws, Travelers
[nsurance Co. last year petitioned a
New York state court seeking a
bond from its reinsurers at Lloyd's
IBI, March 21, 1994). The dispute
was settled prior to a bond being re-
rluired.

Recently, several policyholders
have taken similar action.

In one case, a Superior Court
iudge in Santa Ana, Calif., next
week will consider a petition by
Lockheed Martin to require Lloyd's
underwriters to post a $450 million
bond to cover pollution claims, said
Barry Bunshoft, of Hancock,
Rothert & Bunshoft in San Fran-

cisco who represents the underwrit-
ers.

And separately, Raytheon won a
California appeals court ruling seek-
ing a $30 million bond for a pollu-
tion claim relating to its Mountain
View, Calif., manufacturing site, he
said. Lloyd's underwriters are now
appealing the ruling to the Califor-
nia Supreme Court. Initially, Ray-
theon's mquest was rejected by a
trial court.

Separately, in March, a Superior
Court judge in Los Angeles ordered
Lloyd's syndicates led by syndicate
545, managed by Sturge Aviation
Syndicate Management Ltd., to post
a bond for $2.3 million to secure

pollution claims made by Hughes
Aircraft, said Gregory D. Granger,
of Lane Powell Spears Lubersky in
Los Angeles, who represents Sturge.

The Lloyd's syndicates have
posted the bond, Mr. Granger said,
but will ask a court to consider the

assets of the Lloyd's U.S. trust funds
as adequate security. Recently
Lloyd's agreed to a major restruc-
turing of those funds in a deal with
New York regulators.

"Hopefully we will have a decla-
ration that will satisfy the
court...the bond issue is a night-
mare for underwriters," he said.

And in another March mling, a
U.S. District Court in Los Angeles
ordered Lloyd's underwriters to post
a $3.1 million bond for a reinsur-

ance claim by Argonaut Insurance,
which wrote coverage for Hughes
Akeratt.

The underwriters, led by syndi-
cate 48, which is managed by Meth-
uen (Lloyd's Underwriting Agents)
Ltd. did post the bond, said
Katherine Smith Dedrick, of Hin-
shaw & Culbertson in Chicago, who
represented Argonaut.

Policyholders are taking advan-
tage of the state statutes because
thpv feAr t.hAt insnirpre rnAV hornme

insolvent, said Anderson Kill's Mr.
Horkovich.

The bonds have become necessary
due to the deluge of insolvencies
and closures of insurance companies
in London, he said. "The need in the

London company market is already
obvious. You only have to look at
the KWELM companies, Orion In-
surance and other significant insur-
ers that have gone out of business."

In such cases, policyholders often
have to wait several years and then
payments are seldom for the entire
amount claimed, Mr. Horkovich
said.

So policyholders, before litigation
or negotiation begin, are seeking
protection against the risk of insol-
vency, he said.

Concern over payments by
Lloyd's syndicates has grown since
Lloyd's became embrioled in litiga-
tion with members and the ade-

quacy of its U.S. trust funds came
under scrutiny by New York insur-
ance regulators.

In a report published last month,
the New York examiners found the

U.S. trust funds had net deficiencies

of $7.75 billion, or more than $18
billion before reinsurance recoveries,
at the end of 1993 (BI, May 29). The
trust funds are intended to pay
claims and related expenses for U.S.
dollar-denominated risks.

"Who knows which insurers will

be around tomorrow?" asked Mr.

Horkovich. "Prudent policyholders
that have significant claims with
London market insurers should look

into whether they should mquire the
foreign insurers to post a bond."

Lawyers for Lloyd's underwriters
counter that the bonds are unneces-

sary as the claims are well reserved.
They say the policyholders are using
the bonds as a tactic to have claims

paid before disputes are resolved in
court.

"Any claim that exists is already
well reserved," said Mr. Bunshoft.

Lloyd's reinsurance-to-close
mechanism ensures that outstanding
claims are reserved for prior to a
year of account being closed, he
said.

In addition, Lloyd's syndicates
have often been successful in de-

fending pollution claims, he noted.
"The (policyholders) see that the

road to success might not be in liti-
gating the matter to conclusion but
through trying to force a settle-
ment," Mr. Bunshoft said.

The bonds usually cost between
1% and 1.5% of the total amount

posted and the cost can put pressure
on underwriters to settle the dis-

putes prior to litigation, he said.
There is also a limited market for

security bonds. Lloyd's syndicates
may not find sufficient capacity to
purchase the bonds required by
court judgments and be forced to
settle, Mr. Bunshoft said.

Legislation that has been passed
by the California Assembly and is
pending before the state Senate
would exempt approved surplus
lines insurers from having to post
pre-answer bonds in California.

The bill, A.B. 328, is sponsored by
Assemblyman David Knowles, R-
Placerville, and is supported by
London insurers.

The laws requiring bonds"are an-
tiquated statutes that have not been
used for 50 years and they are cur-
rently being used by big corporate
litigants for settlement leverage,"
said Bill Marcoux, a partner at Leb-
oeuf, Lamb, Green & MacRae in
San Francisco, which also repre-
sents Lloyd's.

"The punitive bonds are not
needed and are being used as a stick
to beat up on insurers that Califor-
nia has been reliant on and needs to

keep in the market place," he said.
If the bonds are required, the cost

will be passed back to policyholders
through increased premiums, Mr.
MArrnny wirl £11

Cat fund
Continued from page 2
separate events that will likely result
in industry gross losses of at least
$1.5 billion, adjusted annually in ac-
cordance with the percentage change
in the Consumer Price Index, shall

be aggregated to reach the 15%."
Any insurer that had paid premi-

ums to the pool could apply for rein-
surance payments and receive pay-
ments of 95% of its losses in excess

of 15% of its consolidated surplus. In
addition, an insurer that sustained
losses of at least 20% of its consoli-

dated surplus to one of the nanned
perils could receive 95% of those
losses in excess of the 20%, even if
the overall industry did not lose 15%
of its combined surplus.

If the minsurance payments ex-
ceed its available funds, the bill calls

IPOs
Continued from page 1
culating a private placement memo-
randum for a new Bermuda-based

reinsurance holding company to be
called CORE Holdings Ltd.

The public offerings have a variety
of aims, ranging from capilizing a
start-up reinsurer in Normandy's
case to paying off debt in Renais-
sanceRe's case.

While the market's reaction to

these offerings remains to be seen,
investors' appetite for reinsurance
stocks generally is good.

"The investment community is in-
terested in the reinsurance market

because the minsurance market has

successfully been able to decouple it-
self from the volatility of the pri-
mary market," noted Alan Levin,
managing director of Standard &
Poor's Insurance Rating Services in
New York.

"With every catastrophe, they
move farther and farther from the

results of the primary industry, and
that's a very sellable idea to the mar-
ketplace," he said.

Whether the reinsurance market

needs the capacity that some of these
offerings would bring is question-
able. "It won't harden the market,
will it?" Mr. Levin commented.

Pru Re Holdings last Thursday
filed amended offering documents
with the Securities and Exchange
Commission to sell 20 million shares,

or a 40% stake, to the public.
The holding company-which con-

trols Pru Re, the largest broker mar-
ket reinsurer in the United States,
and subsidiaries Prudential National

Insurance Co. and Ik Rocher Rein-

surance Ltd. of Inndon-is now

wholly owned by PRUCO Inc., a unit
of Prudential Insurance Co. of Amer-

ica.

PRUCO would receive the pro-
ceeds of the offering. The SEC filing
does not include a per share offering
price or estimate of total proceeds.

The offering amends an original
1993 IPO filing in which Prudential
planned to spin off a 40% stake in
Pru Re for $420 million.

That offering followed Prudential's
failed efforts to find a private buyer
for the entire company at an offering
price of $1.2 billion (BI, Nov. 22,
1993).

Like the original IPO Bling, the
latest offering describes Prudential's
efforts to limit Pru Re's exposure to
losses on its existing business. These
include a stop-loss agreement writ-
ten by Prudential unit Gibraltar Ca-
sualty Co. providing up to $375 mil-
lion in minsurance to Pru Re.

The offering also describes steps
Pru Re has taken to improve its per-
formance, induding the hiring of
current Chairman Joseph V. Taranto
and others; a 30% staff reduction

and other moves to trim expenses;
imnmveri mAnAupmpnt nf r•At,s:trn-

for the corporation to borrow addi-
tional funds from the U.S. Treasury
at market rates.

Insurers have praised the bill,
whose lead sponsors are Reps. Bill
Emerson, R-Mo., and Norman Mi-
neta, D-Calif.

"We look forward to working with
Congress and other interested groups
and individuals in addressing the
problems associated with disaster as-
sistance, hazard mitigation and the
insurance issues," said Frank Nutter,
president of the Reinsurance Assn. of
America.

"This legislation will safeguard in-
surer solvency and stabilize financial
markets which are at risk of collapse
in the wake of a grave natural disas-
ter, particularly if it hits a heavily
populated area," said Lowell R
Beck, president of the National Assn.
of Independent Insumrs in Des
Plaines, Ill.

phe exposures; and a new under-
writing strategy focusing on spe-
cially risks like medical malpractice,
dimetors and officers liability and
errors and omissions coverages.

Investors' response to the offeting
remains to be seen, Mr. Ikvin sug-
gested

"If you think big is good, they're
big," he commented.

Omaha-based Normandy America
last month filed a registration state-
ment for an offering of 10.5 million
common shares, which at a proposed
maximum offering price of $25 per
share would raise $262.9 million.

About $200 million of this would
be contributed to Normandy Re Inc.,
a newly formed Nebraska-domiciled
broker market reinsurer that would

focus on writing long-tail casualty
treaty reinsurance, according to the
prospectus.

The rest of the proceeds would be
used for various corporate purposes,
including buying a broadly licensed
inactive property/casualty insurer
that would then be merged with
Normandy Re to give the reinsurer
admitted status in a number of

states. Buying the shell company, for
which Normandy America is seeking
candidates, will cost between $4 mil-
lion and $7 million, depending on
the number of state licenses it holds,
the prospectus reports.

Normandy America is headed by
Christopher K Bagdasarian, a 29-
year-old Omaha money manager
who has recently been touted as the
next Warren Buffett.

Until last year, Mr. Bagdasarian
headed Criterion Holdings Inc., an
equity portfolio manager for high net
worth investors.

Before that, he managed his own
portfolio and thiml-party funds, the
prospectus says. That portfolio
started at $36.9 million 10 years ago,
when Mr. BagriARArian was a 19-
year-old college undergraduate, and
had grown to $599.4 million at the
end of last year. It generated average
annual return of 29.1% over the de-

cade, according to Normandy's SEC
Bling

Mr. Bagdasarian will act as chair-
man of Normandy America while his
wife, Victoria Briggs, acts as vice
chainnan.

Peter A. Bengelsdorf, former chief
financial officer of Underwriters Re-

insurance Co., will serve as president
of the holding company and Nor-
mandy Re.

The company has also lined up
several high-powered directors: Wil-
liam B. Little, a founding partner of
Forstmann Little & Co.; Peter V. Ue-
berroth, former commissioner of Ma-
jor League Baseball; William H. Mc-
Cartney, former Nebraska insurance
commissioner, and Robert Fisher,
managing director of Wertheim
Schroder & Co.

The offering is being underwdtten
by Salomon Bros. Inc., Alex. Brown
h Rring nnri Wortheim Rr•hrn,ler
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The concept also got a boost from
delegates to the White House Confer-

Lence on Small Business, which called
upon Congress to enact legislation
that would "include a private-sector
all-risk property insurance program
offered through a newly created pri-
vate non-profit organization to rein-
sure catastrophic losses." That was
one of the group's 60 final recom-
mendations (see story, page 2).

The Risk & Insurance Manage-
ment Society Inc. has taken no posi-
tion on the matter.

The measure does, however, con-
tain what is certain to be a point of
controversy. The bill specitcally
would exempt the corporation from
state and federal rate regulation of
any sort regarding homeowners ca-

tastrophe rates. That power would
be vested in a board of independent
actuasies appointed by the secretary
of the Treasury. m

The prospectus reports that Nor-
mandy Re will focus on low4ayer
excess-of-loss casualty treaty busi-
ness with "risk-limiting features"
like loss ratio caps, aggmgate dollar

caps and sliding-scale ceding com-
missions tied to profitability.

Departing from industry practice
of investing mainly in fixed-income
securities, Normandy Re will invest
most of its money in stocks, the fil-
ing says.

The company expects to get a
higher rate of return with its equity
investment strategy and has less
need for liquidity because of the
long-tail natule of its business and
the "low" 0.5-to-1 net premium-to-
surplus ratio it plans to maintain,
according to the 8ling

Apart from the investment risk,
though, the strategy has drawbacks:
Under generally accepted accounting
principles, the equity portfolio will
not generate the investment income
that a bond portfolio would. Thus,
Normandy Re's results will depend
largely on its underwriting perfor-
mance, a situation that could lead to

"significant net losses" under GAAP
because of the soft casualty market,
the 51:ing reports.

Normandy Re's investments will

be handled by Criterion Securities
Inc., a firm owned by Mr. Bagdasar-
ian and Ms. Briggs. Normandy
America's board will also have over-

sight rights to monitor "potential
and actual conflicts of interest" be-

tween Normandy's investment port-
folio and the personal portfolios of
Mr. Bagdasarian and Ms. Briggs, the
Sling reports.

Meanwhile, RenaissanceRe is re-

turning to the market with a
planned offering of 1.8 million
shares that the company hopes will
raise slightly more than $50 million.

The proceeds would be used to
help pay off a $120 million revolving
credit facility that was drawn down
to redeem RenaissanceRe preferred
stock, according to a preliminary
prospectus filed with the SEC last
month.

The company would then be able
to use the credit facility to increase
the capital of reinsurer Renaissance
Re as needed. The catastrophe min-
surer's capital stood at $426 million
at March 31.

After the offaing, public share-
holders would own 10.7% of Renais-

sanceRe. Control of the company
would remain with founding institu-
tional investors Warburg Pincus In-
vestors, USFG Corp. and two invest-
ment affiliates of General Electric

Corp.

filed plans for a $218.5 million IPO
in late 1993 but shelved the plan be-
cause of poor stock market condi-
tions.

The reinsurer's original investors
instead committed another $100 mil-
lion to the company (BI, Dec. 27,
1 QQW 8
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OSHA "certified individuals" and then pects of the proposal Updates
be exempt from random OSHA "One is obviously making the .

inspections for a year voluntary protection program a
Continued from page 1 In addition to requiring that the central part of OSHA's overall Judge overturns receivership
scheduled hearings on the bill for Occupational Safety and Health program and mission Basically, if

TALLAHASSEE, Fla -A Flonda appeals court has thrown out anJune 20 and June 28 The Senate Act be amended to include the an employer can show that if he
order appomting the state Insurance Department as receiver for Provi-Labor and Human Resources regulatory risk assessment and has proper programs in place,
dent Capital Indemnity Ltd, an offshore insurer that operated throughCommittee also will hold OSHA- cost/benefit analysis reforms al- then OSHA will come in and basi-

related hearings this week ready approved by the House, the cally waive inspections under cer- a Flonda office and was capitalized with allegedly bogus certificates of

Even before the panels formally bill would require that the risk as- tam circumstances," he said depomt
Revermng a lower court, a three-ludge panel of the state's list Dis-take up the topic, the agency put sessment and cost/benefit analysis Second, RIMS particularly fa-

tnct Court of Appeal ruled that the department has no authonty underits long-awaited ergonomic safet be industry-specific The bill also vors the requirement that OSHA
standards on the back burner would create a petition process to devise industry-specific risk as- state receivership statutes to take over an msurer that lS not domiciled

m the state or that does not have trusteed assets m the state"In the face of congressional in- review existing regulations under sessment and cost/benefit analy-
tervention in OSHA standard-set- certain circumstances ses, added Mr Soles, who is group In a statement, Harold C Mandon, PCI's Costa Rica-based presi-
tlng, lt lS not now possible to pub- The bill also would revamp the director-insurance and safety for dent, said the insurer now is consldermg "remedial action" agamst the

Insurance Department, without elaborattnglish a standard which has the OSHA penalty system For exam- the Sheet Metal & Air Condition-
The California Insurance Department barred PCI m 1992, after fmd-breadth necessary to attack this ple, certain paperwork violations ing Contractors National Assn in

Ing that 15 assets conststed largely of CDs from a non-eastent Hongproblem Given the magnitude of would no longer be subject to pen- Chantilly, Va
the problem, OSHA must continue Kong bank (BI, Nov 2, 1992)
development of a standard which Flonda regulators shut down PC:I's Delray Beach, Fla, office m 1993
will have support from reasonable and leveled cnrnmal charges agamst several of its officers Former PCI
people OSHA also will use its re- 'It's time to add some common sense to President Robert C Roy pleaded no contest to a felony charge of sell-
sources to support education, ing insliiance without a license Thipe others-Mr Mandon, Grahame
training, consultation and en- OSHA's regulations and focus on Sanders and Kathryn Elliott-fled to Costa Rica, where PCI has con-
forcement activities to address promoting safety in the workplace,'

tlnued to operate

this workplace epidemic," OSHA Mr. Sanders returned to face unrelated federal charges and was con-
Administrator Joseph A Dear Rep. Cass Ballenger says. victed on 64 fraud and conspiracy counts (BI, April 10)
said in a statement

Initially, the agency-which es- Louisiana Blues settlement
timates that work-related muscu-

loskeletal disorders affect more alties "except where there is a di- "Rep Ballenger's OSHA reform BAION ROUGE, La -Blue Cross & Blue Shield of I«ouisiana wtll

than 700,000 wo rkers each rect threat of injury or intent to bill strikes the right balance be- refund more than $21 milhon to tens of thousands of pollcyholders to
year-planned to introduce an er- mislead or deceive employees of tween education and enforcement resolve two class-action lawsuits over claims-paying practices
gonomic standard last fall Some OSHA " The bill also would give and will enhance worker protee- The settlement excludes self-Insured groups that had agreements
businesses and members of Con- employers the right to fix viola- tion much more than the current with BCBS to administer their claims

gress countered that the OSHA tions before citations are issued, wayward system," said Jerry Jasi- The Blues plan, Inuisiana's largest health care msurer, was accused
research was flawed and that the except in cases of a death or sen- nowski, president of the National m 1993 of "discounting," m which pollcyholders' copayments are basec
proposal appeared likely to go too ous injury Assn of Manufacturers in Wash- on the full amount of a service, but the insurer paid its portion of the
far Also, the bill would create ex- ington bill based on negotiated discounts with providers

Rep Ballenger and his 55 co- emptions from inspections for "Rather than trying to govern Blue Cross & Blue Shield organizations in Ohio and South Carollna
sponsors seem to feel that the small businesses with below-aver- through the use of penalties, in- have also come under fire for the practice (BI, March 27)
agency goes too far in many other age injury rates, requiring em- spectors and citations, this bill BC/BS of Iallmana Mil refund $5 1 milhon to 35,000 pollcyholders
areas as well ployees to inform their employers would emphasize a partnership who had hospital claims between Jan 1,1988, and Dec 31,1994, but

"OSHA has become fundamen- of workplace hazards before con- between OSHA and employers many more w111 benefit because the plan agreed to stop discounting as
tally misdirected," he said "In- tacting federal authorities, give and employees," said Mr Jam- of Jan 1, 1995, said plamtlffs attorney Steve Thompson, of Moore
stead of promoting and encourag- more anti-discnnunation protec- nowski "Employers would feel Walters, Shoenfelt & Thompson m Baton Rouge
ing workplace safety and health, tion to employees who point out free to ask OSHA for help, with- Most of the settlement-$16 1 million-will go to 12,000 mdividuals
OSHA has become known for lS- health and safety concerns to out fear of being penallzed " who bought cancer and senous disease policies from BCBS but whose
suing silly regulations and is pre- their employers, encourage but Much of what Rep Ballenger benefits were reduced by the amount Medicare paid Each should re-
occupied with collecting fines not require employee participa- proposes to do legislatively, Presi- ceive the same benefits as a person with the same pohcy who was not
from unsuspecting employers It's tion in workplace safety pro- dent Clinton had proposed doing covered by Medicare, Mr Thompson argued The settlement does not
time to add some common sense to grams through administrative channels apply to Medicare supplement pohcyholders
OSHA's regulations and focus on The merging of OSHA and the (BI, May 22) Business groups
promotmg safety in the work- Mine Safety and Health Adminis- tend to favor the former approach New England Blues alliance
place " tration and OSHA's assumption because they consider it more dif-

Rep Ballenger's bill would re- of the duties of NIOSH are m- ficult to change BOSTON-A new alhance of New England's Blue Cmss & Blue
quire OSHA to put at least 50% of cluded in the bill as money-saving Organized labor did not join in Shield plans expects to have new managed care products available to
its funding into consultation, edu- measures the praise of the bill The Wash- the six-state market by the end of the year
cation, training and compliance Rep Ballenger's proposal drew ington-based AFL-CIO called the The regional products wlll hnk the plans' local provider networks to
assistance programs within three expected praise from the business bill "a direct attack on the work- try to attract business from mull:istate employers
years of the bill's enactment It community ing men and women that puts "As mdependent plans, we have worked for decades to serve our dis-
also would create a voluntary Tom Soles, chairman of the Risk their lives in danger " The labor tmct, and m many ways unique, populations," said Douglas Mcintosh,
compliance program in which em- & Insurance Management Society federation promised to "do every- premdent of Blue Cross & Blue Shield of Rhode Island "Now, as our

ployers could have a dvisory Inc 's health and safety commit- thing possible to oppose this cruel region changes, we are ident*Ing goals and needs that are common to
health and safety reviews done by tee, particularly praised two as- and regressive measure " all of the people we serve and are workmg together"

The alliance also will help the plans collect and analyze informatton
about practice patterns and outcomes data About 28,000 physicians

Picoult standard also will be applied to take credit for the charge-offs and 200 hospitals are m the plans' combmed networks
statutory capital now? Little by little, the 1ndus-

Another factor weighing on try's ability to use creative ac- Briefly noted
Continued from page 39 capital accretion are various out- counting techniques is being cur-
theory that is not universally standing encumbrances-specifi- tailed We think the pace should Nationwide Mutual Insurance Co has named Peter F Frenzer acting
shared cally, toxic and environmental ex- be faster premdent of ltS Scottsdale Insurance Co. unit, succeeding Viclae F

In fact, if so many primary in- posures, reinsurance recoverable • For all practical purposes, the Kartchner, who resigned "to pursue other interests" earher thls month
surers were as flush with capital problems and downsizing charges mdustry is being regulated by the Mr Frenzer is executlve vp of mvestments for Nationwide, which.s
as they purport, why have they There is a tendency for insurers to rating agencies In general, they conduct:mg a search for a permanent successor Seven state regula-
agonized so much over various categorize such charges as one- have become more active in terms tors last week signed off on Zurich Insurance Group's bid to take over
downsizing charges and charges time events and exclude them of making rating adjustments- more than $1 billion of Home Holdings Inc's business without takmg
for toxic and environmental expo- mostly downgrades as of late The over its past habilities Zunch's final deal centered on a remsurance
sures? And why have so many rating agencies have become more contract m which Zunch promised to pay up to $159 bilhon if Horre
buy-back programs been nothing sensitized to catastrophe expo- assets are exhausted before all its claims are paid (BI, May 1
more than toothless tigers? The The industry, and some sures, environmental exposures, 22) Shareholders last week approved Chattanooga, Tenn -based
fact remains that the industry, insurers in particular, leverage and retention levels, cap- Provident Life & Accident Insurance Co. of America's reorganizattcn
and some insurers in particular,

continue to have great
ital shifts among val·lous inter- mto a Delaware holding company, Provident Cos Inc IndianapoLs-

continue to have great difficulty company operations and insurers' based Acordia Inc. signed a letter of intent to acquire The McElroy-
in accreting statutory capital difficulty in accreting abillty to accrete statutory capi- Minister Co, a Columbus, Ohio-based broker with annual revenues of

• Unless there is a dramatic
statutory capital.

tal about $12 mihon Terms were not disclosed Zurich Reinsurance
shift m prlcmg, it is difficult to The industry clearly is poised Centre Holdings Inc. last week promoted Richard F Srmth to premaent
see any substantive accretion of for some ma]or consolidation from chief operatmg offtcer and execubve vp He remains chief operat-
capital unless the bond market moves Before all of the dust set- ing officer and takes over the premdency from Chairman and CEO
catches fire and/or investors de- from their operating earnings cal- tles, there most likely will be more Steven M Gluckstern Florida Gov. Lawton Chiles has called a spe-
velop a new penchant for invest- culations Any time a company The Home Insurance Co -type de- cial legislative sesmon on health care to be held before September The
ing new money into some of the takes a charge, it in essence is ad- bacles and more mergers like Flonda Ikgislature failed to enact Gov Chnes' Health Secur:tty Act
older, tired insurers mitting that it overstated prior re- Continental/CNA, where 1 + 1 dunng the 1994 and 1995 regular sessions and dunng a special sesmon

With respect to the bond mar- sults Why is that an unusual will equal eight-tenths last year He also vetoed a bill that would repeal Flonda's year-old law
ket, it may not be easy for some charge? It is difficult to believe that the enabllng the state to sue tobacco manufacturers Federal prosecutors
insurers to translate bond gains Taking this a step further, in- dislocations that emerge from have ended their investigation of Mississippi Insurance Commissioner
into capital increments This re- surers are implying the same on consolidation will not play into George Dale Mr Dale was mvestlgated as part of a larger PBI probe
lates to asset hability matching pending toxic and environmental the hands of the stronger insurers of the state's Insurance mdust:ry (BI, Aug 29, 1994) Massachusetts
and reinvestment rates At this charges If we remember cor- Insurance companies cannot be all Mutual Life Insurance Co. and Connecticut Mutual Life Insurance Co.

juncture, FASB 115 relates to rectly, most insurers took credit things to all people Smaller is not on Phday announced they are discussing a posmble merger, subject to
GAAP financials only The day for the premiums when the con- necessarily bad, if it is followed completion of a feasibility study
may be approaching when the tract was written Hence, why not by enhanced profitabillty



Future not what it used to be for insurers B# Insurance index '

By MYRON M. PICOULT
1.040

mv be put to work quickly Hence, demand/supply
In general, the returns on equity for the distortions m the marketplace are likely to be 1,020

Special to Bustness Insurance haves are greater than 10% and they have short-llved
1,000In today's stock market environment, if an strong credit ratmgs The have-nots have re- • Tmditionally, the modus operandi m the

msurance company is not involved m a malor turns on equity below 10% and low credit rat- business was for Insurers to grow their way out 980

restructunng of its operations and/or a sub- mgs The companies that need rate mcreases of a problem Many a time, the executwe fiat
stantive buy-back program, the likelihood 15 the most-the have-nots--am unable to imple- was "grow the top hne and don't worry about 960

that mvestors are ignonng the stock This ment them without dnvmg their better nsks to the bottom hne " The slugglsh premium growth 940

pretty much sums up the performance of the the have or the alternative nsk transfer mar- dynamics of the business make this a much
group of insurance stocks thus far this year ket more dificult task to achieve In the 1960s, 920

With few exceptions, the performance of "qual- Hence, many of the have-nots have turned to 1970s and 1980s, the mdustry's premiums m-
tty perceived msurance equities" has lagged the maior corporate restructurmgs to dig their way creased at mspective rates of 7 4%, 12 1% and
performance of many of the "wanna-bees " out Such a modus operandi is an mdication 88% Thus far m the 1990s, premiums have 880

One of the reasons for the laggard perfor- that managements did not keep abreast of the grown a few percentage pomts Bemdes the
mance of many of the sacred cows was valua- changing mdustly dynamics It would be falla- pncing box some msurers have put themselves

860

tion hang-ups and the behef by many institu- cious to believe that restructured msurers mto, part of the prermum slowdown can be as- 4/28 5/5 5n2 5n9 5/26 6/2 6/9 6n6

tional investors that they had to broaden their would be on par with the quality insuiers once cnbed to reduced inflatlonary pressures, some Base=100 on Dec 29,1978
holdings to take advantage of a posmble bond the restructunng has been completed For the subtle changes m tort costs, the need for some hource Norct,y lit6mahoria„rtc
market play m the stocks Interesbngly enough, quallty Insurers, re-eng:neenng is an ongoing msurers to correct unusually heavy property
the stocks have not reacted to the bond market process and not a stop-and-go game Hence, exposuIes m earthquake- and humcane-prone Catastrophe insurance option call spreads
rally with as much gusto as expected Further- the gap between the haves and have-nots is ex- amas and pressures trom the rating agencies to As ol June 16

more, there was the age-old behef that when pected to widen reduce leveraged ratios Call Pnce Rate Call Pnce Rate

water comes mto the canal, all the boats would • The commercial insurance product lS be- • The "I.ondon Market Phenomena" also is spread b d/ask on line spread bid/ask on line
% %

float at a higher level We do not agree with coming mcreasingly commoditized The prod- mvolved here The turmoil in the London mar- Eastern September 1995 Western Annual 1995

[his thesis due to the numerous changes talang uct is being unbundled Into nsk transfer and ketplace does not accrue to everyone's benefit 45/65 65/7 32 5/35 20/30 -/- -1-

place m the property/casualty business Simply servicing components Not all Insurers are set Opportunities to wnte bumness are likely to re- 50/70 5 9/6 1 29 5/30 5 30/40 0 3/- 31-

put, the future is not what it used to be up to effectively handle tkns unbundlmg mam elumve for insurers without sufficient
60/80 4/6 20/30 30/50 -/- -/- i
100c 85/12 85/12 50/70 0 6/- 3/-

There are clearly numerous structural • Approiumately 45% of the domestic casu- capital Moreover, there may well be reinsur- 150c 45/55 9/11 60/80 -/-

changes occumng that are more than offsettlng alty market now is wntten m the alternative ance recoverables that wll have to be scruti- Total volume 24 Total open interest 2,368

the traditional cyclical factors that histoncally risk and captive markets The better nsks are nized more closely The current penalty m the For quotes, call the CBOT trading floor at 312-341-3342 For i

mfluenced the mdustry's underwnting and the first to leave the traditional market and, convention blanks put mto place several years general information, call 312-435-3674

Source· Chicago Board of Tradepncing cycles These changes mdicate that the once gone, rarely return Furthermore, this shlft ago was to focus on slow-paying recoverables,
tradihonal underwnbng cycle may never sur- mgnihcantly reduces the pncmg power of m- many of which were coming out of London
face again but wlll be replaced by mmicycles surers as the demand curve for commercial m- Such write-offs come nght out of the statutory « British Issues
within hnes and the business as a whole The surance has become more pnce elastic capital base

mdustry's needs m terms of management ex- There is yet another wnnkle that seems to be • Over the past 13 or 14 years, we have gone
June 15 Price P/E Div Yield 1 week

Companies pence pence % high-low
pertise, expense controls and bumness focus developing Several reinsurers are becommg through what is hkely to be one of the gmatest Comml Union 609 122 330 54 609-601

seem to mirror what the banlang business went more aggresmve m the alternatwe marketplace, nlns m the value of financial assets Notwith- Gent Accident 619 91 36 3 59 619-600

through a decade ago, and we are now begm- raising the level of competition This further standing tkns, many propertcasually insuIers Gdn Royal Exch 197 N/M 103 52 201-196

nmg to see the fruits of their labors via consoh- puts the squeeze on the traditional insurers find themselves m a capital squeeze This is a Independent 290 81 119 41 290-288

Royal 324 61 150 46 324-316
dation The structural changes that we are re- that cannot compete effectively See Picoult on page 38

Sun Alliance 344 11 6 197 57 344-337

femng to include the followmg • The mvolvement of financial entrepreneurs

• The property/casualty industry is ablfur- m the insurance business lS also producing
Brokers

Bradslock 63 71 71 113 63-63

cated mdustry between the "haves" and the marked changes On the plus side, Insurers Myron M Picoutt m Fenchurch 154 108 100 65 157-154

'have-nots" The key here is that the under- owned by financial compames are hkely to be managing director and se- CE Heath 221 13 9 20 0 90 238-221

wnttng performance and overall profitability of better managed with greater focus on expense nzor znsurance anaZyst JIB Group 128 111 94 73 132-128

the haves has widened matenally vis-a-vis the control and profitability In short, there is a w:th Oppenhamer & Co Lloyd Thmpson 170 118 98 58 182-170

have-nots Successful property/casualty compa- closer allgnment of the financial Interests of ex- m New York He :s the
Lowndes Lmbrt 151 89* 104* 69 152-151

Nelson Hurst 148 11 5 83 56 148-148

tiles have two common threads They are disci- ecutlves with those of corporate owners The past president of the Assn PWS Holdings 17 N/M 08 47 18-17

pllned and focused underwnters and they have mdustry cannot compete effectively for bum- of Insurance & Ananczat Sedgwickerp 145 132 81 56 148-142

been good mvestors The consistency of their ness with a 30% expense ratlo However, for Anatysts and a member Of Steel Brl Jones 93 10 9 11 3 12 1 93--93

underwnttng records has been such that there the most part, these financial entrepreneurs the New York Soczety of Willis Corroon 157 N/M 83 53 160-157

has never been a need to get mvolved m exotic have access to latent pools of capital that can Secunty Analysts Source Philio Olsen. London ' Estimated 1994 data

Bi industry Stock Report JUNE 12,1995, THROUGH JUNE 16,1995

Weekly Year to date Annual MI(t./Bi Weekly Year to date Annual Mkt./Bk

BROKERS Pnce % change % change High Low Vol (000) $ Dr, % Yield PE Book value value Pnce % change % change High Low Vol (000) $ Div % Yield P/E Book value value

Acordia Inc NYS 3113 163 7.09 34.50 24 63 8 0 72 2 31 15 13.24 2 35 NAC Ae Corp NDO 30 50 167 8.96 35 25 24.25 232 020 066 15 19.75 154

Alexander & Alexander NYS 24.00 0.52 2973 2644 1563 273 0.10 0 42 13 608 395 Natonal Re Corp NYS 31 63 1 61 20.48 3200 2225 79 0.16 0.51 18 1731 1.83

E W Blanch Holdings Inc NYS 18.88 3.42 848 2300 1750 184 040 212 15 455 4 15 Navigators Group NDO 1500 0.00 3.45 19 75 1275 6 0.00 0.00 19 1021 1.47

Gallagher Anhur J & Co NYS 35.13 2.18 977 3638 2900 46 1.00 2.85 15 648 5 42 Nobel Insurance Ltd NDO 994 063 2045 10.00 7.63 12 020 201 4 684 1.45

Hilb Rogal & Hamilton NYS 1275 000 5.15 1288 1050 68 0.56 4.39 15 4.72 270 Ohio Casualty Corp NDO 31.38 -0.40 1106 34 25 27.00 224 152 4.84 11 24.68 127

Marsh & McLennan NYS 8050 1.58 158 8838 7125 483 2.90 3.60 16 1940 415 Old Republic Intl NYS 2600 1 46 2235 2638 1888 400 052 200 10 24.60 106

Poe & Brown NDO 24.25 3.74 11 49 24.25 1900 41 048 198 16 4 49 540 Orion Capital Corp NYS 39 38 2.27 11.70 39 75 28.13 39 080 203 10 2586 1.52

BROKERS AVERAGE 19 60 25 11 Partner Ae Hold,ngs Ud NDO 2500 309 2048 25 50 18.50 755 040 160 8 NA NA

INSURERWREINSURERS
Penn America Group Inc NDO 9 27 2 47 25.64 9.75 650 183 012 1.30 11 6 21 1.49

Philadelphia Cons Holding NDQ 14.19 134 1582 1438 950 84 000 000 14 843 1.68
ACE Ltd NYS 2800 370 1979 2838 2075 833 0.56 2.00 12 22 45 125 Phoenix RE Corp NDQ 23 50 3.30 1681 29 25 21 00 236 060 255 4 22.86 1.03

Acceptance Insurance Cos NYS 14.25 2.56 5.00 1800 1263 79 000 000 8 9.83 145 provjdent l,fe NYS 24 00 0 52 1034 2988 2050 110 072 300 11 2709 0 89
AEGON N V NYS 33.75 1.10 32.87 34.63 20.41 50 360 1067 13 4384 0 77 Reliance Group Holdings NYS 6.50 196 25.30 6 75 4.88 436 0.32 4.92 10 3.48 187

Aetna Life & Casualty NYS 6188 2.27 3130 62.63 42.25 2045 2 76 4.46 12 57.21 108 Rellastar Financial Corp NYS 38.13 -097 31.47 39.50 27.00 211 100 262 11 24 81 1.54
AFLAC Inc NYS 43.63 1.75 36.33 44.75 31 63 277 052 1.19 15 57 21 0 76 AU COTP NYS 2725 283 32.93 27 63 19 88 16 064 235 11 2051 1.33
Allied Group Inc NDO 2900 087 17.17 3100 2200 58 068 234 6 2343 124 St Paul Companies NYS 49 25 0.00 1006 51.88 38.50 1150 160 325 9 31.88 154

Allmerica Prop & Casualty NYS 21.00 0.60 24.44 21.88 14.25 55 0.16 0 76 9 1945 108 SAFECO Corp NOQ 5844 1.63 1238 59.75 46.75 726 212 363 12 46.94 124

Allstate Corp NYS 3000 345 26 32 31.63 22.63 1442 0.78 2.60 10 19.60 153 SCOR U S Corp NYS 863 417 2.99 1225 750 17 020 2.32 15 1360 063
American General NYS 3463 297 22 57 3550 2563 1221 124 3.58 14 2039 1 70 Selbets Bruce Group NDQ 088 0.00 65.00 088 088 52 000 0.00 1 1.05 0.83

American Heritage Lile Ins NYS 20.38 3.82 7.24 2038 1625 28 068 334 11 1242 164 Selective Ins Group NDO 3225 000 27.72 3275 2325 182 112 347 10 2336 1.38
American Indemnity/Fin I NDO 1050 233 3.70 12.75 10.00 3 0.28 2.67 3 1592 066 Sphere Drake Holdings NYS 1575 244 1351 1650 10.75 24 0.16 1.02 8 13.15 120
American International NYS 11338 011 1569 119.50 86.38 2393 0.51 0 45 16 4975 228 11G Holdings NYS 24.25 000 2933 24.50 1700 339 0.20 0.82 22 17.25 1.41

American Re Corp NYS 38.25 338 1860 39 88 25 25 418 0.32 0.84 15 1685 2.27
Titan Holdings Inc NYS 1063 000 8.97 1100 738 47 024 226 8 931 114

Aon Corp NYS 36.13 034 1289 38 00 29.25 770 136 3.76 11 2196 165 Tokto Marine & Fire NDQ 56.00 1.10 782 6563 4988 13 0 44 0 79 57.72 0 97
Argonaut Group NDO 3075 250 8.85 31.25 27 00 81 1 32 4.29 11 29.80 103

Torchmark Corp NYS 39.50 1.28 1449 4450 3238 475 112 284 11 17.49 226

- AVEMCO Corp NYS 1763 217 14.63 1825 1338 17 044 250 14 6.30 2.80
Transatlantic Holdings NYS 6463 177 1566 65 50 47.75 39 0.40 0.62 13 32.43 199

Baldwin & Lyons Inc NDO 1625 000 10.17 1763 14.00 2 0.32 1 97 12 13.56 120
Transnational Re Corp NDO 1988 063 1543 2550 18.75 83 000 000 6 NA NA

Berkley W R Corp NDQ 3538 035 567 40 88 32.50 255 0.48 1.36 19 3647 0 97
f Travelers Corp NYS 42.00 1.20 2973 45 00 30.38 2722 0.80 190 11 24.26 173

Berkshire Hathaway Inc NYS 22300 00 0.00 9.31 25200.00 1610000 0 0.00 000 55 9157.79 2.44
Trenwick Group Inc NDQ 43.75 -0.57 324 45 75 36.00 44 1.12 256 11 2920 150

Capital RE Corporation NYS 2513 -099 822 27.38 20.00 6 020 080 9 21 48 1 17 United Fre & Casualty NDQ 29 00 1 75 482 2981 26.25 1 080 276 8 2896 1.00

Capsure Holdings Corp NYS 14 00 566 4.27 16.13 12.13 45 000 000 13 1372 102
Unitrin NDO 4875 000 1337 51 50 38 50 207 200 4.10 15 3864 126

Chubb Corp NYS 81 75 0.00 565 8525 6863 625 196 240 12 48.40 169
UNUM Corp NYS 4675 1.91 2384 5000 35.13 1011 1.06 2.27 24 27.78 1.68

CIGNA Corp NYS 75.13 2.21 1807 76 88 59.00 863 304 4.05 7 8098 093 US Facilities Corp NDO 15 75 4.13 57.50 1588 9.13 238 020 1.27 11 11.07 1 42
CNA Financial Corp NYS 85.63 1.18 31.98 85 88 60.00 41 0.00 0.00 20 7383 116

USF&G Corp NYS 16.13 3.01 1944 1725 12.13 1408 0.20 124 7 10.04 1.61

Continental Corp NYS 1988 000 4.61 20.13 1200 0 000 000 2 2969 067 USLIFE Corp NYS 3950 0.96 1326 41 00 30.88 91 1.32 334 9 4082 0.97
EMC Insurance Group Inc NDO 1125 2.17 18 42 1200 850 6 0.52 4.62 8 1077 NA

Washington National NYS 2075 1.84 9.21 23.13 17.75 59 108 520 8 23.61 088
Emphesys Financial Gr Inc NYS 27 38 2 67 1378 39.50 2350 144 0 60 2.19 7 NA NA

Zenith National Ins NYS 21.88 0.57 385 27 38 19 38 22 1.00 457 11 1754 125
EXEL Ltd NYS 51 25 4 33 29.75 5200 36.00 1431 132 258 14 31 62 162

Zurich Reinsurance Centr NYS 29.13 0.87 0 87 3088 2500 172 0.00 0.00 40 22.26 1.31
Fremont General Corp NYS 2488 -0.50 6 42 26.13 17.16 255 080 322 8 2290 109

INSUAERS/REINSURERS AVERAGE 10 135 23 112
f Frontier Insurance Group NYS 2600 4.00 18.86 37 50 1675 140 048 1.85 20 1494 174

Gainsco Inc ASE 1025 314 24.24 1100 7.25 134 004 039 14 3.79 2.70 HEALTH MAINTENANCE ORGANIZATIONS
General RE Corp NYS 131 75 0.48 6.68 13838 10450 657 196 149 15 57.17 230 FHP International NDO 24.25 3.74 583 31 00 1950 1687 000 000 13 1222 198

Guaranty National Corp NYS 1763 217 -4.08 1850 14.63 15 0 48 2 72 10 1184 1 49 Humana Inc NYS 1988.13.11 12.15 27.13 1588 18041 000 000 16 6.04 329

Harleysville Group NDO 24.38 2.50 0.52 2650 1975 17 068 2.79 10 20.18 121 Pacificare Health Sys NDO 67.25 -3.24 3.26 79 50 44 25 124 000 000 21 14.21 4.73
Hartford Steam Boiler NYS 44 00 0 86 1034 46.25 35.88 82 220 500 17 14.62 301 Saleguard Health Enter NDQ 1075 000 1622 14.25 825 11 000 000 72 616 175

HCC Insurance Holdings NDO 26.75 4.90 27.38 27.25 1775 23 000 0.00 16 1075 2 49 Sierra Health Services NYS 26.00.11.86 1779 33.63 21.25 470 000 0.00 15 604 4.30

Home Holdings Inc NYS 10.13 0.00 8.00 1425 300 O 600 000 1 2236 045 United Healthcare Corp NYS 40 00 4 48 1136 5538 34.13 E892 003 008 23 6.57 609

ITT (Hartlord Group) NYS 11563 608 30 47 11888 7700 4811 1.98 171 15 4995 2.31 U S Healthcare NDQ 3350 1.47 1879 49 00 26.50 12880 100 299 14 5.04 665

Lincoln National NYS 44.75 2 29 2786 46 00 3463 380 1.72 384 14 31 99 140 Wellpoint Health Networks NYS 30.13 084 343 3900 24.25 602 000 000 14 1273 2.37

Market Corp NDO 5550 1.83 3373 56.25 3900 20 000 000 16 25.15 2 21 HMOs AVERAGE -37 54 03 21

Mid Ocean Ltd NDQ 2900 293 6 42 3038 22.25 1041 100 345 8 2024 1.43 ALL COMPANIES AVERAGE 43 47 25 14

Mutual Ask Mgmt Ltd NYS 34.00 1.45 29.52 3638 21.13 64 032 094 18 9.11 373

Top advancing issues ITT (Hartford Group), Capsure Holdings Corp , HCC Insurance Holdings Leading dectiners Humane Inc, Sierra Health Services, United Healthcare Corp Most active issue Humana Inc The Bl Index fell 0 6%, the Dow Jones 30 In-
dustrials rose 2 0%, the SaP 500 Increased 23% and the NYSE Composite gained 2 1%
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Done in a way that makes the differ nce
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Agents and Brokers contact the industry leaders.
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