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House committee

prepares to pass
product liability bill

By DEBORAH SHALOWITZ

WASHINGTON-A watered-down federal product liability re-
form bill is heading toward approval by a House committee.

In more than eight hours of markup last week by the House
Energy and Commerce Committee, legislators agreed on several
amendments to the bill, including one that subjects manufacturers
to a stricter standard of liability than the original bill, two that
provide more relief for manufacturers and one directing the Com-
merce Department to collect insurance information from state in-
surance departments.

However, committee members rejected numerous amendments,
including one that would have allowed the Commerce Department
to collect information directly from insurers.

The legislation, which the committee is expected to pass this
week, establishes a uniform standard of liability for manufacturers
and a number of defenses that manufacturers and product sellers
could use in a product liability lawsuit.

However, the compromise bill is substantially weaker than the
original version of H.R. 1115, which was introduced by Rep. Bill Ri-
chardson, D-N.M., last year (BI, March 2, 1987).

The bill now under consideration neither modifies nor eliminates

joint and several liability and does not establish a cap on non-eco-
nomic damages-two reforms that supporters of product liability
legislation historically have said are important.

Furthermore, the committee on Thursday approved a broad
amendment authored by Rep. Mike Synar, D-Okla., that would,
among other things, subject manufacturers to a stricter standard of
liability.

Rep. Thomas Tauke, R-Iowa, noted that "even those of us who
are supporting this bill have some questions as to whether it will
really do anything to affect the availability and affordability of in-
surance."

Rep. James Florio, D-N.J., who was instrumental in crafting the
compromise product liability bill passed last December by the Com-
merce, Consumer Protection & Competitiveness Subcommittee (BI,
Dec. 14, 1987), stated that the current bill "probably will have no
impact on insurance rates."

Continued on page 35

Department gets new extension
to draft Mutual Fire rehabilitation

PHILADELPHIA-Noting the advan-
tages of rehabilitating rather than liqui-
dating Mutual Fire, Marine Insurance
Co., a state court is giving the Pennsyl-
vania Insurance Department another 60
days to finalize a plan to rehabilitate the
insurer.

The department will add provisions to
the plan that address the availability of
funds from state guaranty associations
to pay policyholder claims and the pos-
sibility of paying claims as assets

Continued on next page

Competition takes toll
on insurers' earnings

By JUDY GREENWALD

Commercial property/casualty insurers are unhap-
pily-if not unexpectedly-watching their under-
writing results and earnings slide downhill.

But, while most observers do not expect insurers'
results to bounce back anytime this year, they don't
expect them to decline dramatically either.

As premium volume flattens out or declines, the in-
dustry's combined ratio will increase this year, "but it
is not going to jump up to 115%," barring a major
catastrophe, said a spokesman for CIGNA Corp.

Uncertainty about various factors, including the im-
pact of the the Tax Reform Act of 1986 on the insur-
ance industry, "should keep this (competitive) situa-
tion fairly reasonable for a while," said George
Yonker, assistant controller at SAFECO Corp. in Seat-
tle.

First-quarter earnings were expected to decline sim-
ply because the market is in the down side of the cycle,
said a spokesman for USF&G Corp., whose operating
income fell 24.2% to $71.9 million in the first quarter.

"More importantly, we still see an awful lot of disci-
pline-at least in our markets-in terms of under-
writing and pricing," he pointed out.

Price cutting will continue, commented Gordon D.
Luce, assistant manager at securities broker Brown
Bros. Harriman & Co. in New York. However, "I don't
see anything out there to act as a catalyst to trigger the
same kind of intense competition we saw in the last
cycle."

"I think there's going to be less incentive for compe-
tition in the industry to reach" the level of com-
petition that wounded the industry in the early 1980s,
especially since tax reform has increased insurers'
tax liabilities, said John H. Fitzpatrick, vp-finance for
Kemper Corp. in Long Grove, Ill.

Observers also point out that while interest rates are
rising, they are unlikely to reach the double digits,
which would create an environment that fosters wide-
spread cash-flow underwriting.

Insurer profits begin to erode*
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While most industry pundits doubt that the industry
downturn will reach cataclysmic proportions, insurers
are feeling the pinch of competition.

Major commercial property/casualty insurers sur-
veyed by Business Insurance reported that under-
writing losses increased by 9.7% during the first quar-
ter of 1988 to $1.2 billion from $1.1 billion in 1987.

Last year, the same insurers reported a 34.9% increase
Continued on page 30

Medicare-ordered refunds to be limited
By JERRY GEISEL

WASHINGTON-A provision in pending
Medicare expansion legislation will force
many employers with retiree health care
plans to give each retiree $100 to $120 over
the next two years, experts agree.

The Medicare legislation, cleared last week
by the full House on a 328-72 vote and pend-
ing before the Senate, requires employers
that eliminate the portions of their retiree
health care plans that duplicate new benefits
provided by the soon-to-be-expanded Medi-
care program to pass those savings on to
retirees in two phases (BI, May 30).

In 1989, employers will have to pass on for
one year the cost savings they achieve when
they eliminate hospital benefits that dupli-
cate Medicare Part A, which will be ex-
panded that year.

In 1990, employers that cut back benefits

that duplicate Medicare Part B will have to
pass those cost savings on to retirees for one
year.

The benefits that an employer with a "rep-
resentative" retiree health care plan will be
able to eliminate because of the Medicare

expansion probably will have a value of $100
to $120 per retiree, estimates Richard Ostuw,
a vp and senior group actuary in the Cleve-
land office of TPF&C, the benefit consulting
division of Towers, Perrin, Forster & Crosby
Inc.

Other consultants agreed that Mr. Ostuw's
estimate is a good ballpark figure.

"We're not talking about a very significant
sum," added Steven J. Ferruggia, a consult-
ing actuary with Buck Consultants Inc. in
Secaucus, N.J.

However, the savings to be returned to re-
tirees under the so-called "maintenance of

effort" provision could be higher for em-

ACIC wins some disputes,
but still faces $80 million fight

Page 2

'ployers with ultra-rich retiree health care
plans.

For example, Alan Reuther, associate gen-·
eral counsel in the Washington office of the
United Auto Workers union, estimates that
automakers will have to pay retired union
employees between $200 and $250 in each of
the two years because of the maintenance
of effort provision.

While these payments are somewhat
higher than some experts initially thought,
benefit experts and lobbyists had feared-
albeit briefly-last week that the impact of
the maintenance of effort provision could
have been much greater.

Some benefit experts were alarmed fol-
lowing the distribution of a 17-page news
release last week from the Senate Finance

Committee and House Ways and Means
Committee explaining the maintenance of
effort and other provisions in the Medicare

Lloyd's leaders debate limits*
on names' unlimited liability

Page 3

legislation.
The news release said employers would

have to give retirees the "present value" of
the duplicative company-provided retiree
health care benefits that would be elimin-

ated when Medicare is expanded.
Some experts interpreted that to mean

that employers would have to give retirees in
1989 and 1990 an amount equivalent to the
savings that employers would accrue over
retirees' expected lifetimes by cutting back
duplicative benefits.

But congressional staffers said late last
week that the news release was improperly
worded and that the words "present value"
will not appear in the official conference
report on the Medicare legislation.

"The intent clearly was to limit" the pro-
vision to two years, said an aide to Sen.
Donald Riegle Jr., D-Mich., the original

Continued on page 34

Employers seek simplification
of non-discrimination rules

Page 3
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Update- ACIC wins some disputes,
Mutual Fire plan ruling delayed
Cont:nued from previous page still faces high-stakes fightbecome available from all sources.

Mutual Fire, insolvent by around $177 million, has not written By DOUGLAS McLEOD reinsurance market, ACIC was crippled by loss-pla-
business or paid claims since April 1986 gued business and required reserve contributions to-

Judge James Crumlish of the Commonwealth Court of Pennsylva- NEW YORK-While American Centennial Insurance taling $365 million from Beneficial in 1986 and early
nia in Philadelphia said in his order that "a modified plan of reha- Co has settled or won arbitrations with reinsurers 1987
bilitation would be more beneficial than liquidation to the interests over millions of dollars of losses on managing general ACIC-now a Wilmington, Del -based unit of First
of Mutual Fire's policyholders and creditors " agency business, it still faces arbitrations that could Delaware Holdings Inc -urrently is focusing its Un-

Richard A Brown, a Washington attorney representing the poli- account for more than $80 million in recoverables derwriting on credit property and personal lines insur-
cyholders committee involved in the rehabilitation effort, called the About 20 remsurers that participated on ACIC busi- ance, though it eventually will move back into selected
Judge's order "very positive " He said the committee had already ness produced by two managing general agents dis- commercial lmes, according to Vice Chairman Andrew
drafted similar modifications to the rehabilitation plan claimed liability for losses by early 1987 Most of the M Kerstein

In a related matter, the policyholder committee has filed a motion reinsurers claimed to be the victims of fraud on the Most of the arbitration demands that were brought
with the Commonwealth Court to bring an action against New MGA accounts (BI, Jan 12, 1987) against ACIC involved business produced by one of itsYork-based Alexander & Alexander Services Inc, Evanston, Ill - Together, the reinsurers could ultimately have ac- MGAs-The Underwriters Inc of Parsippany,NJ-
based Shand, Morahan & Co Inc, A&A's former underwriting counted for more than $124 million in reinsurance re- and were triggered by ACIC's 1984 fraud lawsuit
management unit, and surplus lines insurer Evanston Insurance Co coverable by ACIC, according to court papers and against the MGA and several others (BI, Oct 29, 1984)
of Evanston, Ill , on charges that include violations of the Federal reinsurers. ACIC's lawsuit, filed in US District Court in New-
Racketeering Influenced and Corrupt Organizations Act in their Since then, however, 10 reinsurers have either ark, N J., charged that The Underwriters, its owner,
alleged attempts to "acquire, or maintain interests in, or control" agreed to settle ACIC's claims before arbitration hear- John A Kraeutler, and several others conspired to de-Mutual Fire

ings-by bringing past due balances current or by fraud ACIC on reinsurance placements covering Asso-
The complaint says the defendants are liable to Mutual Fire for commuting their reinsurance agreements-or have lost ciated Electric & Gas Insurance Services Ltd, a Ber-damages of at least $531 million their arbitrations, ACIC representatives say muda-based utility industry captive

AIDS panel asks COBRA cover
However, while ACIC has resolved some of its rein- ACIC mailed copies of its lawsuit to all of its retro-

surance problems, it still faces arbitration with seven cessionaires on the AEGIS risk, inviting them to par-
reinsurers, including two high-stake disputes with ticipate in pursuing the complaint

WASHINGTON-The president's commission on AIDS last week Commonwealth Insurance Co of Canada Ltd of Van- Instead, dozens of ACIC's treaty and facultativerecommended that Congress expand the Consolidated Omnibus couver, British Columbia, a Home Group Inc unit reinsurers disclaimed liability on business produced
Budget Reconciliation Act of 1985 so former employees with AIDS that alone could account for a total of $60 million in by The Underwriters, including the allegedly fraudu-
could receive COBRA health care coverage until they become enti- recoverables on books of business produced by two lent reinsurance placements for AEGIS, according totled to Medicare

MGAs Lawrence I Brandes, a lawyer with the New York firmThe recommendation, if accepted by Congress, would mean that ACIC, a former Beneficial Corp subsidiary, was sold of Miller, Smger, Raives & Brandes, which represents
employers potentially could have to extend COBRA coverage for to a management group along with several other Bene- ACIC.
years to people suffering from acquired immune deficiency syn- ficial Insurance Group units last year (BI, April 6, Treaty reinsurers that disclaimed liability and sub-
drome Currently, employers only have to extend COBRA coverage 1987) sequently demanded arbitration on The Underwriters
for a maximum of 18 months to former employees and 36 months to Formerly a major property/casualty insurance and Continued on page 33former employees' divorced, widowed or separated spouses

Among the commission's other recommendations
• The federal government, in conlunction with states, should set

up experimental programs to subsidize the COBRA premium for E/S directory Florida department
AIDS patients unable to afford the full premium

• Congress should amend the Employee Retirement Income Se- questionnairecurt Act of 1974 to make clear that self-funded employers can be seizes benefit trust
required to contribute to the cost of state health care pools that
provide coverage to high-risk individuals deadline nears

By MICHAEL BRADFORD• A federal pool should be established that would reinsure or
provide "stop-loss subsidies" for state health care pools Business Insurance will publish two TALLAHASSEE, Fla -A self-insured health care trust spon-

directories in the Aug 8 issue, which sored by a Florida business association is in receivership until aHancock winds down reinsurer will contain a spotlight report on the state court decides whether the plan can be rehabilitated or
excess and surplus lines insurance should be hquidatedBOSTON-John Hancock Mutual Life Insurance Co is with-
markets. And, the association is suing the fund's former third-party ad-drawing from the property/casualty reinsurance business to con-

One directory will list underwriting ministrator, alleging that mismanagement triggered the fund's $4centrate its resources on its John Hancock Property & Casualty managers, managing general agents million deficit
Insurance Co and Unigard Insurance Group units

and surplus lines brokers. The second The AIF Health Benefit Fund lS being operated by the Florida"The move to consolidate is a strategic management decision that directory will list surplus lines insur- Insurance Department under a Leon County Circuit Court receiv-will ultimately benefit our overall customer base," said Laurence P
ers and insurers that specialize in ership order issued last month at the request of the departmentO'Connor, president and chief executive officer of John Hancock
writing excess coverages and the trust The 4-year-old fund provides health care benefitsProperty & Casualty Holding Co

To be listed, surplus lines insurers to around 10,000 employees and dependents of 750 companiesJohn Hancock Reinsurance Co , formed in 1981, stopped accept- must write at least 50% of gross pre- that are members of Associated Industries of Florida, a broad-ing new business June 1 but will retam a staff to service all exist- miums on a direct, non-admitted based business coalition headquartered in Tallahasseeing accounts In 1987, John Hancock Reinsurance assumed $44 2
basis, excess insurers must be US- The trust has about $500,000 in assets and $4 5 million in liabl-million in net premiums, down 25 8% from $59 6 million in 1986 based and write at least 50% or lities, said an Insurance Department spokesmanJohn Hancock's foreign reinsurance units in London and Ber- $500,000 of gross premiums in excess A plan to rehabilitate the trust is being developed by the Insur-muda will continue to write new business
liability msurance Imes. ance Department and the association The plan will be submitted

Cedant ranks low in insolvency There is no charge to be included to the court sometime this month, according to the spokesman
in either directory However, com- "The court will decide if it is workable," he pointed out "If it

SPRINGFIELD, Ill -Reinsurance claims filed by ceding insurers panies that wish to be listed must is, we will proceed to the next step If lt'S nOt, we will have to
fill out and return a questionnaire liquidate "against an insolvent insurer are not entitled to the same priority as provided by Business Insurance However, both the department and the association are countingthose filed by direct policyholders or state guaranty funds, accord- Underwriting managers, managing on rehabilitation, said the spokesmaning to the Illinois Supreme Court
general agents, surplus lines brokers, "We fully intend to revitalize the trust," said AIF President JonAs a result, ceding insurers will continue to be categorized as
excess insurers and surplus Imes m- L Shebel

general creditors in an insolvent insurer's liquidation and will
surers that have not yet received a Mr Shebel said the trust continues to provide coverage and paystand fourth in line to receive the insolvent insurer's assets behind
questionnaire should request one by claims If the trust lS liquidated, the association will find alter-three other general creditors the administrators of an insolvent
writing Marilou Jones, Directory Edi- nate coverage for employees, he saidinsurer, secured daimants and employees of the insolvent insurer tor, Bustness Insurance, 740 N Rush "We have been talking to people for several months aboutwho are owed wages, and a class that Includes direct policyholders
St, Chicago, Ill. 60611, or by calling going to a fully insured plan," Mr. Shebel explained If the trustor their beneficiaries and guaranty funds
312-649-5279

The court's ruling last month, which upheld a Cook County Cir- is liquidated, "we will have that available," he noted
The deadline for returning com- Two lawsuits have been filed against Hill, Richards & Cos Inc,cuit Court judge's decision, came in a lawsuit filed against Illinois

pleted questionnaires is June 27 the former third-party administrator of the trust, Mr ShebelInsurance Director John Washburn by nine companies that ceded
Continued on page 33busmess to Reserve Insurance Co. and Security Casualty Co (BI,

Sept 14, 1987)
The decision means that it iS unlikely that the approximately Inside

175 insurers that ceded business to Reserve and Security Casualty
will be able to recover anything from the insolvent insurers, be- 9 Just because Lloyd's has operated for 300 years under Departments
cause there is a limited amount of assets to be distributed to gen- a system of unlimited habllity is no reason not to now ques- Around the states 32
eral creditors, attorneys said lion the system's viability, says this week's editonal PAGE 8 Ask a benefit actuary 99

Benefit beat

No ruling on punitive awards a,0 Mounting unfunded ret,ree health care obligations repre- Classifieds 4

sent a ticking time bomb for employers, experts say at the Datel,nnk
WASHINGTON-The Supreme Court refuses to rule on the con- Harold H Hines Jr Memonal Symposium PAGE 10 e *rer

Insurance services guide
stitutionality of punitive damage awards

00 The commemal insurance industry may be heading into a
International issues 21

The justices last week declined to consider seven cases involving "user-dnven" cyde, says a nsk manager at the Bahamas Assn Legal briefs .....-. -........ - -............. -.-.2the constitutionality of punitive damage awards, allowing awards for International Insurance conference PAGE 14 Letters
ranging from $100,000 to $10 million to stand Opiniong

In declining to review the cases, the Justices said that there was + In Intemattonal Issues, Jerome Karter of Johnson & Hig- Perspectives .......................... 21
no "substantial federal question" at issue gins explains the id,osyncrastes of insunng earthquake nsks Ticker q9

This refusal to tackle the punitive damage controversy comes on in Japan PAGE 21 Washington 4

the heels of the Justices' refusal last month to review a $16 mil- Vol 22. No 23--Business /nsurance (ISSN 00074864) is published weekly
lion punitive damage award against Bankers Life & Casualty Co. in 8,0 If Insurers are ever going to manage industry cycles, at 740 N Rush St, Chicago, Ill 60611-2590 Second-class postage is paid
a bad-faith case (BI, May 23) they have to let some business get away, the president of Crum at Ch,cago. 111.and at addmonal mmling omces Postmaster Send address

Continued on page 33 & Forster says at the Inland Marine Underwnters Assn annual changes to Business insurance. Circulation Department, 965 E Jefferson
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Limit on Lloyd's names' liability urged
By STACY SHAPIRO ing Lloyd's Chairman Murray Lawrence, say five years" because unlimited liability is too spokesman at the Assn of Lloyd's Members

that Lloyd's could not change the market's high a price for members to ]oin "There is an increasing number of people
LONDON-Several leaders in the Lloyd's unlimited liability system without creating "We are calling for limited liability," said who are proponents of limited liability "

of London market are urging Lloyd's to other problems including having to run off Anthony Cooper, managing director of Wel- "Over the next three years, Lloyd's will
change its historic membership requirement all existing syndicates The Lloyd's Council lington Underwriting Agencies Ltd, one of think about a number of things to do with
of unlimited liability for losses has rejected limited liability in previous ex- Lloyd's largest underwriting agencies a A Lloyd's membership, and one of those is un-

Several underwriting executives, brokers aminations, but the council could review it desirable consequence of that lS that we limited liability," said one Lloyd's executive
and members say that in light of the recent again could get rid of the three-year accounting Lloyd's will have to look at its membership
spate of large syndicate losses caused by For the last 300 years, each Lloyd's mem- system, close each year of account and not requirements because "resignations of
U S asbestosis and pollution claims, the risk ber has been responsible down to his last have any open accounts," Mr Cooper ex- Lloyd's members I'm sure will increase "
to members of being unlimitedly liable for penny to pay losses once syndicate reserves, plained "I have little doubt that Lloyd's will look
losses outweighs the rewards deposits and members' special reserve funds 'Unlimited liability has become an anach- at limited liability in the future (because) the

Limiting members' liability for losses up have been exhausted This unlimited liabil- ronism," he added risk/reward ratio has gone totally wrong at
to the amount they invest in Lloyd's syndi- ity has been the cornerstone of the security "Unlimited liability iS out of step with Lloyd's People perceive that the risks out-
cates would allow more syndicates to close of each Lloyd's policy commercial practice," agreed David Spring- weigh the rewards," the Lloyd's executive
their accounts on time, strengthen the secu- "Currently the whole basis of Lloyd's lS bett, chairman of Lloyd's broker PWS Inter- said
rity of the Lloyd's policy and increase the out of date," said Lloyd's underwriter Ro- national Ltd "It is absurd to talk about un- However, several Lloyd's executives doubt
investment in Lloyd's, the executives con- bert Hiscox, who is a strong advocate of lim- limited liability Everything has a limit " that the market will change its requirement
tend ited liability for members "A number of members when they write to of unlimited liability for members

However, some Lloyd's executives, includ- "I forecast lower membership in the next me advocate limited liability," said a Continued on page 25

4 insurance initiatives filed e

in California reform battle
By GLENN HUNTLEY failing to compromise and now facing the wrath of

voters, said Will Glennon, legal analyst for the trial
LOS ANGELES-Four insurance reform initiatives lawyers group

and a fifth that would limit attorney contingency fees "People are gullible, but I don't think people in Cali-
have been filed in California, killing any chance that fornia are gullible enough to vote for reform written by
the groups backing them will unite behind a single, the insurance industry itself," he added
comprehensive reform package The insurance reform campaigns were triggered by

Two initiative sponsors-The Callfornia Trial Law- escalating auto insurance rates in the nation's lar- 4 4
yers Assn and the Assn of California Insurance Cos - gest private-passenger automobile insurance market
had been negotiating a compromise reform package to (BI, Feb 29) As much as $50 million may be spent
present to the state Legislature in the hope that a sin- promoting the initiatives by the time they appear on
gle bill could be Introduced to eliminate the need for the November ballot
the ballot initiatives In response to auto insurance rate hikes averaging

But that effort appeared doomed after talks broke 18% annually, consumer groups began circulating pe- :%
down and the insurer group filed its petition last titions earlier this year for five ballot initiatives that
week sought reductions of 20% to 50% in auto insurance .

"There's no turning back at this point," said a rates, and one initiative that would roll back all prop- Photo Wide World

spokesman for the insurance industry association erty/casualty insurance rates in the state to 20% below
More than 600 insurers are based in California or do 1987 levels
business there The insurance industry, which attributed the rate E&0 policy covers"The tragedy 15 the insurance industry blew lt" by Continued on page 32

Space launch companies sharp tongues
NEW YORK-The emcee Joel Grey portrays in the revival of

push for federal indemnity
"Cabaret" doesn't worry about legal repercussions from any of his
biting remarks, but the producer of the nationally televised presen-
tation of the Tony Awards is covered for that risk and others.

Don Mischer Production, which produced the 42nd annual Tony
By LAURA MALT liability risks and $100 million for high premiums that the coverage Awards presentation televised by CBS Sunday night from New

and STACY SHAPIRO government property damage, or would be unobtainable, they say York's Mmkoff Theater, was covered for errors and omissions risks
whatever is reasonably available in However, the Department of under a policy written by Fireman's Fund Insurance Cos of Novato,

WASHINGTON-Commercial the insurance market Transportation, which currently Calif.

space launch companies are urging The government would then in- has the authority to set liability The E&0 policy covered risks such as libel, slander, defamation,
the Senate to pass a bill that would demnify the companies for any insurance requirements for invasion of privacy rights, copyright infringement and unauth-
limit the amount of liability insur- losses not covered by commercial launches, strongly opposes the U S orized use of titles or characters during the broadcast, a Fireman's
ance the companies must buy and insurance government offering indemnifica- Fund spokesman said
make the federal government liable A House bill sponsored by Rep tion to launch service providers for Albert G. Ruben & Co of Los Angeles, exclusive broker for Fire-
for losses that exceed available Bill Nelson, D-Fla, that parallels losses above available insurance man's Fund's entertainment division, placed the coverage for the
commercial liability insurance ca- the Senate bill, was passed by the limits, said Courtney Stadd, direc- Los Angeles brokerage firm of Gelfin, Newman & Wasserman,
pacity full House in April (BI, May 2) tor of the DOT's Office of Com- Mischer Production's broker

The bill, sponsored by Sen Tim- Commercial space launch com- mercial Space Transportation The awards honor the top plays and performers during the past
othy Wirth, D-Colo , calls for panies say they need a promise of "The indemnification is not neces- Broadway season
amendments to the Commercial indemnification from the federal sary," Mr Stadd Firemen's Fund also insured production of nine of the 18 plays
Space Launch Act of 1984 that government to stay in business Later this month, the DOT is ex- or musicals nominated in the malor Tony award categories, includ-
would require space launch vehicle Without it, underwriters may not pected to announce its conclusions ing "Cabaret," which was nominated as best revival of a play or
companies to buy insurance cover- be willing to insure the space on a "systematic hazard analysis," musical

age of $500 million for third-party launches or would charge such Continued on page 32

Employers lambaste Section 89 rules
By JERRY GEISEL While one employer said "words fail us" in trying to de- crease in the cost oi doing business without any measurable

scribe the impact of Section 89-slated to go into effect Jan corresponding increase in equity," said the County of San
WASHINGTON-Congress should consider simplifying the 1-other employers had plenty to say about the rules in their Diego

non-discrimination rules for welfare benefit plans, employ- often emotion-filled comment letters filed with the APPWP Section 89 non-discrimination tests are a "wasted signifi-
ers say "We have no problem with the general concept of non-dis- cant effort with no return value to anyone All our employees

Employers describe the rules as a nightmare that will cost crimination requirements on welfare plans Section 89, how- have a free health care plan available for themselves and
them tens of thousands of dollars in added administrative ever, is an administrative abomination," said a letter from their dependents-no discrimination,"said Eastman Kodak
costs with little or no value to employees, according to a John Hancock Financial Services of Boston Co in Rochester, N Y
survey conducted by the Assn of Private Pension & Welfare Section 89 is "a sledgehammer for a flea, and consultants "In addition, they can contribute toward costs of options-
Plans in April and released last month at the APPWP's will have a field day proposing $50,000 projects for $500 no discrimination There should be some safe harbors for
annual conference problems There Just has to be more fruitful territory for companies like us," Kodak added

Those rules, contained in Section 89 of the Internal Reve- the tax guys to mine," said the Providence Journal Co in Other employers say it isn't fair to expect companies to,
nue Code, require employers to collect a mass of statistical Providence, R I comply with Section 89 because the U S Treasury Depart-
information on the percentage of highly and non-highly com- "This is a totally needless exercise that iS a waste of re- ment has yet to issue regulations to assist in compliance
pensated employees covered by welfare-type plans, like sources for our company," said Wm Wrigley Jr Co in Chi- For example, the Treasury Department has yet to explain
group health care plans eago how the rules will apply to employers operating different

This information then must be analyzed to determine if the "Our plans are designed not to discriminate and do not lines of business
welfare plans cover or are available to a sufficient per- discriminate," said the National Bank of Detroit "It is sense- In addition, the Treasury has not published rules explain-
centage of non-highly compensated employees to enable the less to have to invest the time and resources necessary for ing how employers should value benefits when applying the
plans to pass a series of non-discrimination tests (BI, April compliance with Section 89," the bank added non-discrimination tests

18) "Section 89 requirements will result in a significant 1- Continued on page 28
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Congress OKs reti ree benefit safeguards
By DEBORAH SHALOWITZ WASHINGTON-A bill that

would prohibit companies that file
for bankruptcy from cutting off
health and life insurance benefits

to retirees is headed to President

Reagan for signature.
Both the House and Senate ap-

proved the legislation late last
month.

Under the bill, H.R. 2969, com-

panies that have reorganized under
bankruptcy laws would be re-
quired to continue paying life and
health insurance benefits to re-

tirees.

Those benefits could not be mo-

dified unless the company could
prove to a court that modifications

are necessary to prevent liquida-
tion.

Also under the bill, companies

Washington
emerging from reorganization
must continue paying life and
health insurance benefits to re-

tirees.

"This bill will prevent companies
from using bankruptcy as an ex-
cuse to renege on the promises they
made to their retirees," said Sen.
Howard Metzenbaum, D-Ohio, one
of the sponsors of the legislation.

The push for the legislation
began in 1986 when Dallas-based
LTV Corp. temporarily cut off re-
tirees' life and health insurance

benefits. A court shortly thereafter
authorized the company to tempo-
rarily restore the benefits. Then,
Sen. Metzenbaum introduced and

Congress approved a stop-gap

emergency measure protecting
these benefits in the event a com-

pany files for bankruptcy (BI, Aug.
4, 1986).

LTV retirees are still receiving
their benefits.

PCB responsibility
The House Energy and Com-

merce Committee last month ap-
proved a bill that would require
any firm storing or disposing of
PCBs to show the same proof of
financial responsibility as com-
panies treating, storing or dispos-
ing of other kinds of hazardous
waste

Those rules require companies

that treat or store hazardous waste

to have sudden and accidental en-

vironmental impairment liability
insurance covering all their facili-
ties with limits of at least $1 mil-

lion per occurrence and $2 million
aggregate.

A company that also disposes of
hazardous waste must additionally
buy non-sudden EIL coverage with
limits of at least $3 million per oc-
currence and $6 million aggregate.

Also, companies that treat, store
or dispose of hazardous waste or
polychlorinated biphenyls can
show other proof of financial re-
sponsibility-such as by having a
specific net worth or by purchasing
bonds.

The bill, H.R. 3070, also would

require transporters of PCBs to
obtain permits from the U.S. En-
vironmental Protection Agency for

Those who deal regularly with just honed skills ofour 18 offidds, we can
one of our regional offices can be ex- offer expertise in any risk category,
cused for thinking that Crump E&S enhanced by the convenience of
specializes in a particular variety local service.
of risk. And with immediate access to more
After all, with the emphasis we than 100 domestic and international

place on local service, it's only markets, Crump E&S can provide
natural that each of our faster, easier placement.
offices would develop an
edge in a particular spe- for especially difficult

Plus inventive solutions

cialty, to meet the needs prospects.
of its area clients. Which can open up a lot
But it's this regional spe- of new opportunities for
cialization, in fact, that CRUMP your company.
makes Crump E&San
exceptionally resourceful E&5 AtCrump E&S,

we have the tools that
national organization. extend and strengthen
By combining the well- GROUP your reach.

1-800-52 CRUMP AAMGA e
Atlanta, GA • Bellevue, WA • Burbank, CA • Casselberry, FL • Chicago, IL • Dallas, TX • Denver, CO •Dublin, OH

G & M Marine, New Orleans, LA • Houston, TX • Huntington Harbor, CA • Memphis, TN • New Orleans, LA • New York, NY
Portland, OR • San Diego, CA • San Francisco, CA • Waukesha, WI

their activities.

Currently, owners of PCBs must
maintain records on storage of the
toxic chemical and disposers of
PCBs must maintain records on

disposal of the material. However,
there is no federal regulation re-
quiring tracking of PCBs from the
owners through the PCBs' final
disposal. Thus, when PCB material
is abandoned or improperly han-
dled, it is often difficult to identify
the original owner.

Rep. Mike Synar, D-Okla., who
introduced the legislation, pointed
out that the bill "is an effort to

correct major deficiencies in regu-
lation of PCB disposal."

PCBs are synthetic chemicals
that for almost 50 years were used
primarily as insulating fluids in
electrical transformers. Based on

growing scientific evidence linking
PCBs to cancer, tumors and repro-
ductive system failures in labora-
tory animals, Congress in 1976
banned further manufacture of the

chemical.

Federal regulations require that
large volumes of electrical equip-
ment containing PCBs, such as
those used by utilities, be disposed
of properly.

Civil servant liability
The House Judiciary Committee

late last month approved a bill that
would protect government employ-
ees from being held personally li-
able for things that happened
while they were on the job.

The bill, H.R. 4612, would make
the federal government the defen-
dant in any tort lawsuits brought
against a civil servant.

The legislation was introduced
earlier this spring by Rep. Barney
Frank, D-Mass., after the U.S. Su-
preme Court ruled on Jan. 13 that
civil servants could be held liable

for some actions taken during the
performance of their official
duties.

According to the Supreme Court
in Westfall v. Erwin, civil employ-
ees are liable for duties their jobs
require them to perform but not
those that are "discretionary in
nature." However, the ambiguity
of that standard leaves the door

open for future lawsuits against
government employees.

Prior to the Supreme Court deci-
sion, the general rule was that civil
servants would not be held liable

for actions in the course of their

official duties, according to a com-
mittee staffer.

Radar detector ban

Five national organizations last
month petitioned the Federal
Highway Administration to ban
radar detectors in commercial ve-

hicles.

Executives of the American Au-

tomobile Assn., the American

Trucking Assn., the Insurance In-
stitute for Highway Safety, the In-
ternational Assn. of Chiefs of Po-

lice and the National Safety
Council asked for the ban to im-

prove truck and bus drivers' com-
pliance with speed limit laws, ac-
cording to a joint statement from
the groups.

Radar detectors commonly are
used by drivers of large trucks but
they "serve no purpose other than
to assist speeders to avoid detec-
tion by police," according to the
petition.

Radar detectors "are not used, as

their advocates claim, to help driv-
ers monitor their speeds," the
groups claim.

"A review of how radar detectors

operate shows that they are singu-
larly ill-equipped to do anything
but act as a lookout to find police
radar and warn drivers to reduce

their speed before being appre-
hended," the petition says. I
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There's an epidemic sweeping
the country that is causing consider-

able pain to upper management.
It's called Rising Employee

Health Benefits Costs.

This year alone, many com-
mercial health insurers are slated to

hike their premiums. This, after the

many record increases of last year.

At NWNL Group, we're doing

everything we can to help remedy

this situation by working closely
with our clients.

You see, we look at your corn-

pany's insurance needs differently,

so we find solutions others may not
have seen before.

Our Health Information Con-

sulting Services (HICS) for example,
combines our extensive national

healthcare database with detailed

analysis of your employees' treat-

ment patterns and provider usage.
With this information we're able

to provide a sophisticated manage-

ment tool that targets cost control

efforts for the greatest impact.

If you're feeling the effects of ris-

ing employee benefits costs, remem-
ber that NWNL Group can do a lot

to make you feel better.

For our special booklet "10
Ways To Cut Benefits Costs,' call or

write Ginny Patrick, NWNL Group,
Box 20, Minneapolis, MN 55440,

(612) 372-5784.

mil NWNL GROUP
We look at things differentl

It



6 / Business Insurance June 6, 1988

School district triples health plan options
By GLENN HUNTLEY Benefit beat

The nation's 12th-largest school
district will merge its numerous
health insurance options under a
triple-option plan to be offered to
employees this fall.

Humana Medical Plan Inc. will

become the sole underwriter of in-

demnity, health maintenance orga-
nization and preferred provider
plans offered to 12,000 employees
and 3,000 retirees of the Hills-
borough County School District in
Tampa, Fla., beginr.ing Oct. 1.

Also starting in October, Wittner
Employee Benefits Group, the St.
Petersburg, Fla., consiltant that
represented Humana in negotia-
tions with the district. will provide
administration services for the

school district's compliance with
the continued health care coverage

provisions of the Consolidated
Omnibus Budget Reconciliation
Act of 1985.

The school district had voted

early this year to consolidate its
medical plans with a single in-
surer.

But that devision was acce-

lerated when its k demnity plan in-
surer, Ae:na Life Insurance Co. of
Florida gave notice that it was
losing money on the plan and
would cancel coverage for about
7,000 employees unless the school
district paid the deficit.

The district, which also contracts
with four area health maintenance

organizations, ehese to cancel the
Aetna plan and switch its indem-

nity plan members seven months
early to the Humana plan.

Employees enrolled in :he HMOs
will continue to be covered under

those plans until Oct. 1 The HMOs
include: CIGNA Healthplan of
Florida Inc: HMO Florida,'Health-

win, a division of Lincoln National
Corp; Equicor Health Plan of
Florida Inc.; and Physicians
Health Plan of Florida [nc.

Humana was able tc gear up in
time to serve the school district's

indemnity plan particifants, said
John W. Fraser, vp of Wttner.

On short notice, Humana estab-
lished a special telephone service
to answer employees questions, is-
sued new .dentification cards and

Strength and secus•Hy in a changing world.

ratrength in oureapital and surplus.
Strength in our service to both trealy and
faeultathe clients. And seeurHy in
knowing that Skandia, serving clents
since 1900, is the oldest operating
reinsurance company in ihe U.S.

Headquarters: 280 Park Avenue,New York

prepared customized beriefit ma-
terials prior to the April takeover.

In a idition, Humana began so-
Lciting physicians to join its pre-
ferred provider network and hopes
to add at least one additional hos-

pital before Oct. 1, Mr. Fraser said.
Currently, the Humar_a network
includes 14 hospitals.

When the triple option plan is
fully effective this fall, Hills-
borough County School District
employees at more than 200 work
sites will choose from three op-
tions:

• An indemnity plan that re-
quires an annual deductible of
$200 per individual or $400 per
family.

The· plan pays 90% of PPO hospi-
ral services, 80% of non-PPO hos-

pital services and 80% of all phys-
.cian services, up to a maximum

SKANDIA AMERICA GROUP

-All

out-of-pocket expense of $1,000
per covered person. The lifetime
maximum benefit under the plan is
$1 million per person.

• An HMO that provides 100%
coverage at participating hospitals
with no copayments or deduct-
ibles.

Physician services are paid in
full after a $5 per-visit copayment.
The HMO also covers prescription
drugs, vision care, home health
care and ambulance services with

varying copayments.
• A PPO that pays 100% of ser-

vices at Humana hospitals and 90%
of services at other participating
hospitals, with no deductibles.
Non-participating hospitals' ser-
vices are paid at 70% after an an-
nual deductible of $100 per indi-
vidual and $200 per family.

Annual maximum out-of-pocket
expenses are $500 per person for
expenses charged by participating
providers and $1,500 per person
for charges by non-participating
providers.

The options are intended to en-
courage school district employees
to select the managed care plans

over the indemnity plan, which has
covered most of its employees in
the past, Mr. Fraser said.

Early response indicates that
65% of the district's employees are
opting for the PPO with the bal-
ance split between the HMO and
indemnity options.

Under the triple-option plan, the
district will pay a $98.82 monthly
premium for each single employee,
while subsidizing premiums for
employees with dependent cover-
age.

The district's 12-month employ-
ees with one dependent will pay
$98.82 per month, while those with
two or more dependents will pay
$138.36 per month.

Enrollment in the triple-option
plan is open until September when
most of the district's employees re-
turn to work.

Employer coalition
The Chicago-based Midwest

Business Group on Health will
grow as a result of its merger with
Nebraska's Omaha Cost Contain-
ment Coalition.

The Omaha group, which in-
cludes 17 employers and 10 health
care providers, was established in
1980 to provide education for its
members, according to its director,
James Mortimer.

However, the local group has
found it can more efficiently pro-
vide services through the larger re-
gional coalition, he said.

"I think we can efficiently staff
a local group from here (Chicago),
compared to the costs of hiring a
director and doing it all locally,"
Mr. Mortimer said.

The Midwest Business Group on
Health will provide staff support
for local meetings and projects in
Omaha as well as provide access to
health program managers outside
their area.

The merger was effective April 1,
but employers will have the option
of joining the Midwest group as
their current memberships with
the Omaha group expire, he said.

However, health care providers
will not be able to join the regional
group.

The Midwest Business Group on
Health currently has 145 employer
members in nine states.

Benefit beat keeps insurance and
empZoyee benefit managers in-
formed on what other companies
are doing and Of current develop-
ments in the employee benefit field.
We'd like to know if you've made
any changes. Write Glenn Huntley,
Business Insurance, 6404 Wilshire
Blvd., Los Angeles, Calif. 90048;
213-651-3710.
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Total personal account protection from Home Insurance means
peace of mind for your clients. And what could be more comforting
than that?

Other companies gladly cover the portions of your clients'
exposures that don't give them headaches. Or don't require
much expertise. But we'll write high limit liability coverage and
expensive automobiles for qualifying drivers as readily as large
floaters, schedules, and Gold Key EliteM Homeowners policies.

And we service all our products expertly; flexibly; enthusiasti-

The Home Insurance Company is a member of The Home Group, Inc.

calls With the kind of all-embracing care Home has been giving
customers since we started business, back in 1853.

Since then, we've insured a great many homes, cars, and pre-
cious objects. And the years have taught us an important lesson.
If you want to keep an agent happy; keep his clients happy.

That's why these days, when agents need coverage for upscale
clients, their thoughts turn to Home. For more information, please
call Bruce Slaughter, Executive Vice President, Personal Lines,
(312) 559-9656.

Home Insurance
There's no place like it.
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Opinions Busmess

Changing t·imes Insurance ®
Reporting weekly for corporate risk,

employee benefit and financial executives

Publisher: Alfred Maleck, (New York)

TRADITIONS, CUSTOMS and standards should necessary to attract investors at Lloyd's.
Associate Publisher/Editor: Kathryn J Mcintyre, ARMbe subject to constant challenges to determine Lloyd's underwriters historically have charged

(Ch,cago)
whether they are still valid or should be changed more for the insurance they provide partly because Managing Editor: James M. Burcke (Chicago)

"We've always done it that way" is a lousy ex- they are committing their names to unlimited lia- Assistant Managing Editor: Dave Lenckus (Ch,cago)
cuse for continuing any practice or mode of opera- bility. And policyholders have been willing to pay Assistant Managing Editor/Graphics: Holly E Seguine

tion. Challenges to the status quo are not threaten- the higher price for the absolute security that all (Chicago)

CHICAGO: Stacy Adler (Assoclate Ed,tor)ing because if the tradition, custom or standard is their losses will be paid no matter how many losses
Karen Brown (Ass,slant to the Editor)

valid, it will stand up to the challenge Lloyd's names suffer Unda J. Collins (AgenBroker Ed,tor)
That is why the talk in London about changing This has proved for 300 years to work. Many Meg Fletcher.ARM (Assoclate Editor)

from unlimited liability for Lloyd's of London people have made a lot of money as names at Mark A Hofmann (Associate Editor)

Karen Huelsman (Copy Ed,todnames to limited liability is appropriate (see story, Lloyd's, and the marketplace has grown dramati-
page 3). Just because Lloyd's has operated for 300 cally. And, the continued growth has allowed Manlou Jones (D,rectory Ed,tod

Jacqueline LaSota (Ass,stant Copy Editor)
years under a system of unlimited liability is no Lloyd's underwriters to offer the world's business Laura Mazzuca (Agent/Broker Top,cs Assoc,ate
reason not to now examine whether that system enterprises capacity for risks that otherwise would Editor)

should be maintained into the 2lst century go uninsured. Amy Palmer (Graphic Artist)

Roger Schillerstrom (Ed,tona/ Cartoon,st)It is clear why the issue is being raised: Huge Under a limited liability system, Lloyd's un-
Paul Winston (Copy Editor)losses at several syndicates may cost the syndicate derwriters would no longer have a good reason for
Joanne Wojcik (Copy Editor)

members a great deal of money. charging a higher premium for their capacity be- Christine Woolsey (Ed,tonal Assistant)
The concept of unlimited liability is fine when cause the absolute security would be lost There- DALLAS: Michael Bradford (Assoctate Ed,tor)

profits roll in. But when names are called on to pay fore, profits would be reduced. LONDON: Stacy Shapiro (International Editor)
Carolyn Aldred (Associate Editor)losses beyond the money they have initially in- In addition, just knowing that putting one's

LOS ANGELES: Donna D,Blase (Bureau Chief)vested, it is no wonder people are questioning stamp on a policy no longer risks the personal
Glenn Huntley (Assoctate Editor)whether unlimited liability is such a good idea. wealth of every name behind that stamp will cer- NEW YORK: Douglas Mci.eod (Bureau Ch,ef)

There are a whole host of logistical problems tainly change an underwriter's attitude in accept- Judy Greenwald (Associate Editor)

that would have to be solved for Lloyd's to change ing a risk. Lloyd's underwriters already are known Collin Nash (Ed,tona/ Ass,stant)
WASHINGTON: Jerry Ge,sel (Wash,ngton Editor)from an unlimited liability system and a slew of for a big risk appetite. How much larger would

Deborah Shalowitz (Assoctate Editor)new rules would have to be written No doubt, it their risk appetite grow if they knew their names'
could be accomplished. liability would be limited to their investment? Advertising Director: Donald A Walsh (New York)

But, there lS another issue to consider: Adopting Lloyd's underwriters have responded to the Midwest Sales Manager: Robert L Niesse (Ch,cago)
CHICAGO: Deborah D Neale (Distnct Manager)

a limited liability system at Lloyd's could result in changing legal climate and have sought to limit Margaret Hikido (Distnct Manager/
less cautious underwriting, ultimately reducing the their names' liability by restricting the terms of the Classified Sales)

profits to be made at Lloyd's and creating exactly coverage they underwrite. This may work. Elmer Kerstowske (Production Manager)

the opposite effect from what those advocating Nonetheless, whether Lloyd's should retain its Eastern Advertising Manager: Mamn J Ross (New York)
NEW YORK: Charles A Horvath (Distnct Managedlimited liability say they want. system of unlimited liability surely is an issue

Jack Forrest (D,stnct Manager)Those advocating limited liability say it will be worth seriously exploring.
Courtney Bauer (Distnct ManageO

Letters Nora Reid (Distnct Manager)

LOS ANGELES: Michael J Sharpe (Western Advertising
Manager)
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Introducing "Liberty For All:'
Now your employees can pay for their auto, home and life insurance through convenient payroll

deductions. All claims or questions regarding coverage or ' Send to Harold Scroggins
services are handled directly between Liberty Mutual  Director of Mass Merchandising, Liberty Mutual 

175 Berkeley Street, Boston, MA 02117and the employee. All you have to do is set up the  Please send more information about "Liberty For Alr 
deduction on your payroll system. | Name

As an additional benefit, Liberty Mutual will give each | Com |
employee who signs up a 5% discount on their insurance:  Address 

For more information on how your company can City itake advantage of this perk, send us this coupon or call emp 7*

Harold Scroggins, Director of Mass Merchandising, | Phone 
Liberty Mutual, at 1-800-225-2390, Extension 2665, LIBERTY 
AMERICA BELIEVES IN in Massachusetts - 1 MUTUAL®9#S |1 811

LIBERTY MUTUAL INSURANCE. (617)357-9500. L__----------1

*Discount applies to auto and home insuranceonly, and is available in most states. © Liberty Mutual Ins··ranee Group/Boston
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Reti ree health care costs staggering: Panel
By STACY ADLER

CHICAGO-Mounting unfunded
retiree health care obligations rep-
resent a ticking time bomb for em-
ployers, experts say.

"It is estimated that employers
have $85 billion" in unfunded
health care liabilities for current

retirees, said Thomas P. Flanagan,
a managing partner in Touche Ross
& Co. in Chicago.

Mr. Flanagan made the remarks
at the fourth annual Harold H.

Hines Jr. Memorial Symposium
last month. The symposium,
"Unrecognized Liabilities and the
Corporate Financial Statement:
The Ticking Time Bomb," was co-
sponsored by the Chicago Chapter
of the Risk & Insurance Manage-
ment Society and The Insurance
School of Chicago.

"Increased retiree benefits and

early retirees spell tremendous lia-
bilities and ones that were never
thought of," Mr. Flanagan warned

It is estimated that by 1996, em-
ployers will be providing health
care benefits for one retiree for

every two workers on their payroll
he noted.

In a move to require employers
to bring unrecorded retiree health
care benefits to the corporate bal-
ance sheet, the Financial Account-
ing Standards Board later this year
is expected to propose new rules
for how employers should account
for these obligations in their bal-
ance sheets.

Specifically, the proposed FASB
rules could require that the costs of
retiree health care liabilities be ac-

crued as an annual expense against
corporate earnings over the work-
ing lives of covered employees (BI,
Nov. 23, 1987).

"The financial impact of this is
staggering," said Mr. Flanagan.
"In the case of our older, more ma-
ture companies, the focus on the
balance sheet is probably going to
result in a very large negative net
worth impact."

In fact, Mr. Flanagan said it is
possible that the proposed ac-
counting rules could effectively
wipe out the net worth of a com-
pany-for accounting purposes-
"even a company with billions of
dollars in positive net worth."

However, recognizing these lia-
bilities on the corporate balance
sheet can help employers better
run their businesses, according to
Maureen M. Culhane, vp-pension
and insurance in the Chicago office
of Goldman Sachs & Co.

For example, Ms. Culhane
pointed out that LTV Corp., which
filed for reorganization under
Chapter 11 of the U.S. Bankruptcy
Code in 1986, reported it had de-
voted 7% of the sales of its steel

segment to retiree health care costs
and pension liabilities.

Although this was "very high,"
the accrued liability actually was
much higher, Ms. Culhane said.

If LTV had included retiree

health care costs and pension lia-
bilities in the total cost of their

steel products, the company may
have sought to reduce retiree bene-
fits before being forced into bank-
ruptcy, she said.

Many businesses do not include
retiree medical costs and pension
liabilities when determining the
cost of their product or when mak-
ing other business decisions, Ms.
Culhane said.

However, "it is very important to
understand and accrue the costs of

your retiree obligations into your
current product price," she
stressed.

Robert A. Pritzker, president and
chief executive officer of The Mar-

mon Group Inc. in Chicago, agreed.
An avid fan of the defined con-

tribution approach to employee
benefits, Mr. Pritzker said "it is
crazy to promise now to pay some

unknown amount in the future."
He said all but two of the com-

pany's pension plans are defined
contribution plans and that those
two defined benefit plans soon
would be changed.

In general, however, Mr. Pritzker
criticized FASB rules because they
attempt to make all companies re-
port their finances in the same
manner.

"It is hard to imagine an audit-
ing firm and a foundry can have
the same financial statement," he
said.

In addition to retiree health care

benefits, employers face several
other "ticking time bombs," the
speakers said.

Potential product and environ-
mental impairment liabilities rep-
resent huge unrecognized costs for
companies, they said.

'It is crazy to promise
now to pay some

unknown amount in

the future,' says
Mr. Pritzker.

The problem plaguing companies
is "How does a corporation include
(on its balance sheet) costs it can-
not foresee?" explained Mr. Flana-
gan of Touche Ross.

He noted that a $100 million
cleanup order from the Environ-
mental Protection Agancy can
"bankrupt many small com-
panies."

Similarly, Mr. Pritzker said
product liability-related costs con-

sume 30% of the expenses for one
of his company's products. He de-
clined to specify the product line.

Tobacco companies also are
being hurt by the numerous prod-
uct liability lawsuits working their
way through the courts, even if the
companies win in court.

For example, Philip Mirris Cos.
Inc. stock historically traded at a
price-to-earnings ratio o.' between
87% and 115% of the market aver-
age, said Ms. Culhane of Goldman
Sachs. But, as of May 23, Philip
Morris' price-to-earnings ratio was
8-to-1, which was about 70% of the
market average on that day, she
said.

Ms. Culhane said this drop is
due, in part, to the market's reac-
tion to product liability suits
pending against the company.

The merger market also looks at

a company's non-balance sheet lia-
bilities, Ms. Culhane said, explain-
ing that a potential acquisition
could be thwarted due to large
unrecorded liabilities.

"There is a clear trend toward

greater disclosure of these liabili-
ties," she said.

Edwin S. Overman, president
emeritus of the Insurance Institute
of America and the American In-

stitute for Property & Liability
Underwriters in Malvern, Pa., mo-
derated the discussion.

The Harold H. Hines Jr. Memo-

rial Symposium is presented an-
nually in memory of Mr. Hines,
who was considered a scholar of

the insurance industry and risk
management. He was president
and chief executive officer of bro-

ker Rollins Burdick Hunter Co.
when he died in June 1984. I

Flexibility You demand it. We deliver it.
With professionals eager to do whatever ittakes-even rewrite the "rules" to bring you the prod-

ucts, programs, service and cos control you need.
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Jackson commends physician mutuals
By DONNA DiBLASE

SAN DIEGO-Physician-owned
insurers should not rest on their

laurels despite their success in
making medical malpractice cover-
age available and affordable for
medical professionals, says a lead-
ing London reinsurance un-
derwriter.

"I see a tendency among some
physician-owned insurance com-
panies to think they have solved
these problems. However, you must
remember that we do operate in an
industry that is subject to cycles
and trends that are beyond our
control," said Robin A.G. Jackson,
a director of Merrett Holdings
P.L.C. and underwriter for syndi-
cate 799, Lloyd's of London's lar-
gest non-marine syndicate.

"Don't forget how you came into

'1 see a tendency among some physician-
owned insurance companies to think they

have solved these problems,' says Robin A.G.
Jackson of Merrett Holdings P.L.C. 'Don't

forget how you came into existence.'

existence," he told insurers at-
tending the annual meeting of the
Physician Insurers Assn. of
America May 26-28 in San Diego.

Mr. Jackson was referring to the
tight insurance markets in the
1970s and 1980s, when rates for

professional liability insurance for
medical professionals skyrocketed,
while capacity all but disappeared.
These problems forced the devel-
opment of a new wave of phys-

ician-owned insurers that write

malpractice coverage for health
care professionals.

"Doctors were facing rapidly in-
creasing premiums and physician
insurers were able to provide doc-
tors with consistently priced insur-
ance products. I felt from the very
beginning that if anyone was in a
position to do this, that the
chances were best for a company
run by and for physicians," Mr.

Find out how we can meet your challenge. Have your agent,
broker or consultant call their Mass Mutual Group Representative
today. Or tomorrow We're flexible. We'll meet your challenge.

Jackson continued.

"You were in a better position to
relate to your policyholders. These
policyholders were much more
likely to listen to your advice as
physicians when it came to areas
like risk management to avoid
malpractice," he observed.

As a result, significant improve-
ments were made by the medical
community to limit actual mal-
practice, he said.

Along with urging physicians
and hospitals to follow risk man-
agement principals, physician-
owned insurers have helped to sta-
bilize the medical malpractice in-
surance market through adequate
pricing, he said.

"Another important accomplish-
ment is the relative stability of
your premiums during 1985 to
1987, when the premiums in the

MassMutual
GROUP LIFE AND HEALTH
Massachusetts Mutual Life Insurance Co.. Springfield, MA 01111

rest of the industry weren't very
stable. On the whole, we in the

London reinsurance community
had a lot to do with that stability
as well," he added.

As a major underwriter of rein-

surance for medical malpractice
insurers, Mr. Jackson said he has

worked closely with PIAA mem-
bers for more than 10 years.

In fact, some 90% of medical

malpractice reinsurance is placed
in the London market, according to
PIAA President Douglass M. Phil-
lips, who also is chief executive of-
ficer of Medical Mutual Insurance

Co. of North Carolina. "The Lon-

don market has always been there
for us and has always had the ca-
pacity," he said.

"U.S. reinsurers don't write

medical malpractice reinsurance
because, of all of their lines of

business, medical malpractice is
the most unpredictable for them,"
Mr. Phillips added.

The London market will con-

tinue to be a major market for
medical professional liability rein-
surance, Mr. Jackson said.

"Three years ago, people in Lon-
don were wondering if we had too
much medical malpractice. There
is not the same level of concern

today because there is more pre-
dictability" since the doctor-
owned medical malpractice insur-
ers now have several years of
claims experience, Mr. Jackson ex-
plained.

And, it is not likely that the
competition in many lines of insur-
ance and reinsurance will spread
to medical malpractice, Mr. Jack-
son predicted.

"We have to look at the potential
softening today and compare it to
the last soft market in 1979. At

that time, there was a very signifi-
cant increase in capital in the in-
dustry and interest rates were
much higher than today. Then, in-
surers were earning significant in-
vestment income," he said.

"This cycle could be very differ-
ent in that we haven't had that sig-
nificant increase in capital in the
industry and because interest rates
are lower," he added.

However, physician-owned in-
surers must take care not to

sharply increase rates in the fu-
ture, Mr. Jackson said.

"I am concerned that malprac-
tice premiums are now increasing
at a greater rate than general in-
flation," he said, adding that "we
will again arrive at an affordabi-
lity rather than an availability
problem."

The insurers also would be wise

to avoid expanding their opera-
tions too quickly, he said.

"I believe you have reason to be
cautious when expanding opera-
tions or lines of coverage. The most
successful companies in the indus-
try are those that specialize and
not those that generalize. That's
why you were created in the first
place: to respond to the failures of
the general insurance companies,"
he explained.

Physician-owned insurers also
would be most successful in pro-
viding stable coverage to medical
professionals by limiting the num-
ber of states in which they write
coverage, Mr. Jackson said. Direct
communication between the in-

surer and the local medical com-

munity is necessary for successful
underwriting.

"A lot of you are going to face
some very tough decisions in the
coming years, so it would be naive
to believe there are no challenges
in the future," he told the insurers.

For example, along with tort re-
form, physicians and their insurers
will have to face such issues as

malpractice claims related to
treatment for acquired immune de-
ficiency syndrome, Mr. Jackson
said. m
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ARM architect, scholar
Robert Mehr dead at 70

By BRIGITTE MAXEY

CHAMPAIGN, Ill. Robert I.
Mehr, a professor emeritus of fi-
nance and one of the founders of

the Associate in Risk Management
designation, died last month at the
age of 70.

While serving as a professor at
the University of Illinois in Ur-

bana-Champaign, Mr. Mehr's well-
known text, "Principles of Insur-
ance," first was published in 1952.

He received many awards for his
books, monographs, articles and
papers in economics, finance, risk
management and insurance.
Among his honors were two Eli-
zur Wright awards named for one
of the first state insurance commis-

MeettheBonnie
and ClydLe ofthe 80§

They hold advanced degrees, not tommyguns. But just because today's criminals
are clean-cut and more difficult to identify doesn't mean they won't rob your business blind.

That's why people rely on Honesty Insurance from F&D to protect their businesses
from the damaging, even crippling losses, today's white-collar felons can inflict.

-Find out why F&D's Honesty Insurance is
your best policy. Just ask your agent or broker or write:
A. Macdonald Rees, Marketing, RO. Box 1227, Baltimore, 89 11118 Fidelity and
Maryland 21203. Deposit Wmnades

sioners-which recognize out-
standing and original contribu-
tions to insurance literature. The

Wright awards recognized Mr.
Mehr's co-authored text, "Modern
Life Insurance," in 1956, and his
co-authored text, "Risk Manage-
ment in the Modern Business En-

terprise," in 1964.
In 1966, Mr. Mehr helped create

the educational program for risk
managers that offered credentials
similar to the Chartered Life Un-

derwriter and the Chartered Prop-
erty Casualty Underwriter desig-
nations. The ARM designation
"provides a professional designa-
tion to risk managers," said Edwin
S. Overman, president emeritus of
the Insurance Institute of America.

Mr. Overman credited Mr. Mehr

with promoting the idea that "risk
management was a science unto it-
self." This was reflected in Mr.

Mehr's "Risk Management in the

Robert I. Mehr taught at the Uni-
versity of Illinois from 1947-1977.

Modern Business Enterprise," con-
sidered the first book of risk man-

agement instruction, Mr. Overman
said.

Mr. Mehr was described as a "se-
minal thinker," by T. Emerson
Cammack, associate dean for un-
dergraduate affairs at the Univer-
sity of Illinois.

"An example of his great ideas
would be his founding the Pacific
Insurance Conference," Mr. Cam-
mack said.

Insurance professionals repre-
senting countries surrounding the
Pacific Ocean have met annually
since 1963-at worldwide loca-

tions-to exchange ideas about the
insurance industry.

In 1970, Indiana University com-
missioned Mr. Mehr to conduct a

long-range study of the implica-
tions of inflation and growth on
the future of the insurance indus-

try in the United States.
Mr. Mehr, who taught at the Uni-

versity of Illinois from 1947 to
1977, also was a visiting professor
at institutions including Nankai
University in China; Bernard M.
Baruch College in New York City;
the University of Connecticut at
Storrs; and at the Graduate School
of Caracas in Caracas, Venezuela.

Mr. Mehr was an expert witness
in insurance litigation and a con-
sultant.

Mr. Mehr also served as presi-
dent of the American Risk & Insur-

ance Assn., formerly the American
Assn. of University Teachers of In-
surance, in 1968; his presidency of
the American Society for Insurance
Research in 1956; and, his editor-
ship of the Journal of Risk and In-
surance from 1974 to 1980. I
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Bahamas captive conference

Buyers shape insurance products: Lichota
By MICHAEL BRADFORD

NASSAU, Bahamas-The com-
mercial insurance industry may be
heading into a "user-driven" cycle
as buyers increasingly demand de-
velopment of insurance products
that truly meet their needs and
create their own risk-financing fa-
cilities, a bank risk manager as-
serts.

Policyholders are changing the
way commercial insurance is
bought and sold because they are
becoming more particular about
the insurance products they pur-
chase, says Edith F. Lichota, senior
vp in charge of risk management at
Irving Trust Co. in New York.

"I think we've gotten to the point
where users demand a product
which is, in fact, a product de-
signed for their use," Ms. Lichota
told about 40 attendees at last

month's captive insurance confer-
ence sponsored by the Bahamas
Assn. for International Insurance.

Such demand is evidenced by the
development of specialty coverage
facilities to insure particular risks
such as environmental liability,

Island nation

wants to attract

more captives
By MICHAEL BRADFORD

NASSAU, Bahamas-The Baha-
mian government has its eyes set
on a more diversified economy, and
that goal includes attracting more
captive insurance companies to the
islands, says an official of the Ca-
ribbean nation.

Besides tourism, "banking and
financial services contribute signi-
ficantly to the Bahamian econ-
omy," said Clement T. Maynard,
deputy prime minister of the Ba-
hamas, who spoke at a conference
sponsored last month by The Ba-
hamas Assn. for International In-

surance.

While "tourism is the nation's

No. 1 industry," the Bahamas
would rather not be so heavily de-
pendent on one industry, he said.
The Bahamas would like to attract

more captive insurers, as well as
increase foreign and local invest-
ment in agriculture, fisheries,
banking and financial services,
manufacturing, shipping and other
areas, he said.

The deputy prime minister
pointed out that the External In-
surance Act of 1983 was enacted to

provide broad benefits for captive
insurers. Those benefits, which are
currently used by about 30 cap-
tives, include:

• Exemption from a 1% pre-
mium tax levied against local com-
panies.

• No restrictions on investment

of premiums.

• Complete confidentiality re-
garding insurance activities in the
Bahamas.

• Exemption from corporate,
income, sales and profit taxes.

The Bahamas has proven itself as
a choice domicile for captives be-
cause other offshore businesses

like banking and ship registration
have flourished, he said.

The Bahamas offers "efficient

support services" to captives, in-
cluding banking, management, ac-
counting and auditing firms, Mr.
Maynard said. "We have a trained
work force for captive insurance
companies," he added.

And the Caribbean nation's

"track record shows that our polit-
ical philosophy is in harmony with
that of the modern Western demo-

cracies," he said. •

trucking, railroad and other risks,
she said.

And, insurance buyers "are now
saying: 'We want stability and pre-
dictability and we can't get it from
the commercial market so we're

going out to try and create it for
ourselves. "

However, a "user-driven" mar-

ketplace does not mean one in
which insurance buyers are taking
over the industry, Ms. Lichota ex-
plained.

"By user-driven, I don't mean
that users won't call on manage-
ment companies or brokers for as-
sistance," she said. "Most of us
who are risk managers, no matter
how good we think we are, also
have to admit in our weaker mo-

ments that we are not in the mar-

ket often enough or regularly
enough to be really plugged into
what is going on in the commercial
marke.place."

"We will always need support
and services of various kinds," Ms.
Lichota said.

The severity of past insurance
cycles made insurance buyers more
demanding, she said.

Risk managers can't live "with
the extreme swings that a severely
cyclical market keeps visiting on
us," she said. "There are risk man-
agers who lost their jobs when the
last hard market hit."

When the market changed, the
credibility of some risk managers
was undermined because they were
unable to warn managem ent of the
drastic price increases or- the hori-

zon, she said.
"One of the other things that

came out of that last hard cycle
was an extreme distrust on the part
of buyers of the commeriial mar-
ketplace in general," Ms. Lichota
added.

As insurance buyers develop spe-
cialty and alternative markets,
they should work on relationships
with commercial markets, Ms. Li-
chota advised.

"It's my opinion that one of the
new attitudes that we should be

developing-and I see it in some
places actually developing-is the
attitude that there has to be a part-
nership relationship between the
mechanisms developed by the users
and the commercial market," she
said.

In fact, alternative and specialty
insurance facilities could become a
valuable source of information to

traditional commercial insurers,
Ms. Lichota noted, leading to
development of insurance products
that better fit the buyers' needs
and help stabilize the market-
place.

"I do believe as the new vehicles

develop and they start to develop
a good interface with the commer-
cial market, that they can provide
a source of information. . .that the
commercial market has never
had," she said.

"The more the commercial car-

riers interface with the user-deve-

loped facilities, the more the user
facilities themselves will become

Continued on next page
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the research base for the commer-

cial market," Ms. Lichota said.
"And the two will both be much

stronger for the exchange."

Ms. Lichota said the develop-
ment of alternative facilities can

spur the commercial market to
jump back into a coverage area
it had abandoned.

As an example, she cited Bankers
Insurance Co. Ltd., the Bermuda-

based captive that she helped de-
velop to write bankers blanket
bond and directors and officers lia-

bility insurance for large commer-
cial banks (BI, March 30,1987).

"We put it there because there
was no capacity," Ms. Lichota said
of the Bermuda captive. "I had $25
million in D&0 coverage. At the
renewal date, one carrier had with-
drawn from the market," and an-
other was asking for a $10 million
letter of credit for the amount of

coverage the bank would retain,
she said.

"That is the entire market. Six

months later, we put BICL up. And
within 10 days, there was a market
back for commercial D&0 for big
banks."

Ms. Lichota said that while other

factors may have prompted insur-
ers to jump back into the D&0
market, it was clear BICL provided
some impetus.

"It was less than two weeks that

there were commercial un-

derwriters back in the market be-

cause they looked at this facility
and said, 'My God, if the banks put
enough money in there to take care
of themselves, they're going to re-
alize they don't need us and we
have to make sure that doesn't

happen.' "
Ms. Lichota said, "I do not sug-

gest that that kind of ultimate
threat is in anybody's best interest,
but I think everybody should real-
ize that there is a balance of inter-

ests in this whole area of respond-
ing to coverage needs and that the
opportunities are endless in order
to answer them." •

And ERC. You'll be glad you did.

Because we have the experience and financial

staying power to help you in both the best and
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Reinsurer may factor in domicile choice
By MICHAEL BRADFORD

NASSAU, Bahamas-A company

forming a captive insurer should
weigh the interests its potential
reinsurers have in various captive

domiciles, advises a vp of a major
reinsurer.

"Reinsurers really prefer a con-

trolled regulatory environment
with a very stable political and
banking climate" for the captives
they reinsure, said Hank Anderson,
vp at National Reinsurance Corp.
of Stamford, Conn.

However, captive owners may
prefer an environment "with not as
much oversight. There's a balance
there that has to be struck," said
Mr. Anderson at a conference

sponsored by the Bahamas Assn.
for International Insurance last

month in Nassau.

"It's imperative that you bring

the confidence level of the rein-

surer up to a certain point. You
don't get that in certain domi-
ciles," he said.

Mr. Anderson called the Ba-

hamas "a marvelous domicile.

Reinsurers love the Bahamas."

Because conditions in the com-

mercial insurance industry led to
the development of more alterna-
tive insurance facilities, reinsurers

are increasingly dependent on al-
ternative mechanisms like captives
for increased profitability, Mr. An-
derson said.

Reinsurers' written premiums
are shrinking. "Most of all: it's the
loss of that business to the non-

traditional markets," he said.

Reinsurers' written premiums
also are suffering because ceding
companies are keeping larger re-
tentions, and "obviously market
cycles have something to do with

Plus, we have something even more important.

The commitment.

E EMPLOYERS REINSURANCE
5200 Metcalf, Overland Park, Kansas 66201
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it," he said.

Captives, self-insurance and
other alternative risk financing
mechanisms will grow 51%, from
$47 billion in premiums in 1987 to
around $72 billion in 1990, accord-
ing to statistics from Conning &
Co., he said.

Meanwhile, commercial lines in-
surance premiums will reach $215
billion by 1990, up about 34% from
about $160 billion in 1987.

Reinsurers "have to look-we

must look-to alternative risk

mechanisms to continue" to grow,
Mr. Anderson said.

There is currently around $50
million to $60 million in reinsur-

ance capacity available to captives
fronn around a dozen reinsurers,

according to figures Mr. Anderson
quoted from the Reinsurance Assn.
of America.

"Each market, however, has its
own niche by lines of coverage and

attachment points that reduce this
amount to probably about $25 mil-
lion," he said. Still, that amount is

"usually more than enough capac-
ity for most captives," he said.

He also warned that there still

are coverage availability problems
for captives looking to cede
tougher risks, such as errors and
omissions liability, directors and
officers liability, medical malprac-
tice and lawyers professional lia-
bility.

"Professional lines have tended

to be written by very few markets,
and the underwriting and claims
talent that goes with that is spread
very thin," Mr. Anderson said.

And, reinsurance company man-
agements do not like the idea of
putting aside capital to write such
risky business, he said.

Also, not many reinsurers are in-

terested in writing stop-loss
covers, Mr. Anderson said. "Very,
very few markets are willing to en-

tertain this line any more because
of the incredibly poor under-
writing results over the past few
years," he said. I

Conferees bullish

on captive climate
NASSAU, Bahamas-Speakers

at a two-day captive conference
and workshop sponsored last
month by the Bahamas Assn. for
International Insurance were bull-

ish on the captive industry.
Conference moderator Bernard

Brown, a principal with Risk Stra-
tegies Inc. in Darien, Conn., said
Qffihore captives continue to flour-
ish despite tax law changes and ex-
pansion of the Risk Retention Act.

"The offshore market has con-

tinued to show quite a bit of
strength," said Mr. Brown. "I think
that's a testimony to the favorable
attitudes that most offshore domi-

ciles have toward captive insurers
and their development and the ease
with which alternative risk financ-

ing mechanisms can be formed off-
shore as opposed to some of the
onshore domiciles."

The Bahamas is trying to recap-
ture some of the prestige it once
held as a center for captive activ-
ity. The Bahamas was home to

about 200 captives until the 1970s,
when confusing legislation drove

those companies to other locations.
In a luncheon speech, Bahamas

Deputy Prime Minister Clement T.

Maynard said he hoped the meet-
ing would allow officials and regu-
lators to learn how to improve the
domicile and attract captives.

About 40 attendees gathered for
the half-day workshop on May 11
and the day-and-a-half of sessions
thait started May 12, held at the
Royal Bahamian Hotel in Nassau.

Information on Bahamas cap-
tives is available from the Insur-

ance Department, Ministry of Fi-
nance, Rawson Square, Nassau,
./ n n-1--__--. .Al .n. Ira,n
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U.S. domiciles make

changes to spur growth
By MICHAEL BRADFORD

NASSAU, Bahamas-Captive in-
surance companies will grow both
in the United States and offshore,
predicts a captive expert.

"In the United States, business is
booming," said Alan Page, senior
vp at broker Johnson & Higgins in
New York.

"But I would say business is
booming as part of a worldwide
trend" of increased captive activity
in all domiciles, Mr. Page contin-
ued at a captive conference held by
the Bahamas Assn. for Interna-
tional Insurance in Nassau last
month.

Vermont is on a roll as a captive
domicile and is keeping a lot of
companies from leaving U.S.

SHIFTING
INTO
OVERDRIVE.

For nearly 25 years Combined has
been a leader in providing for the Group
LTD reinsurance needs of successful
companies. Now it's YOUR turn to prof-
it from our expertise, top sales support
and expert client services. We are shift-
ing our reinsurance operation into
overdrive and accelerating our efforts as
we head into the future, ready to serve
your LTD needs.

Take full advantage of everything
Combined Insurance Company of
America has to offer: Aggressive mar-
keting plans to help you increase sales;
a quarter century of experience and
total commitment for the future; service
that puts your needs first and much,
much more.

Call our underwriting department at
800-621-5122 for more information on
how Combined's Group LTD reinsur-
ance program can help your LTD sales.

Get the Combined Difference
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shores, he said.
Regulatory officials in Vermont

are pro-captive, and capitalization
requirements are liberal, he
pointed out. Earlier this year, Ver-
mont had 124 captives, compared
with about 30 captives in the Ba-
hamas (BI, April 18).

Other states also are positioned
for captive growth, according to
Mr. Page.

"Colorado seems to be poised for
a comeback," he noted. But, he
added that Colorado is having trou-
ble regaining
sonne of the nno-

mentum it lost in

the late 1970s

and early 19805
when captives
found the state's

regulatory en-
vironment too L#6/harsh.

In 1987,
amendments to

Mr. Page
the Colorado

Captive Insurance Company Act of
1972 eliminated some restrictions

on captives and liberalized capitali-
zation requirements for single-par-
ent insurers. Colorado currently
boasts 26 captives.

Delaware also has amended its

captive law, which was adopted in
1984. Previously it required owners,
of captives to have their principal
place of business in the state. "That
hurt the law," Mr. Page said.

Legislation signed into law April
8 deleted that provision and allows
captives incorporated in other juris-
dictions, including offshore, to op-
erate in Delaware as Delaware-

chartered captives (BI, May 16;
April 18).

However, Mr. Page said the Del-
aware group is not as enthusiastic,
from the governor on down, about
supporting captives as in "a go-go
state like Vermont."

The United States also offers its
own island domicile that could en-

tice captives to head west instead
of east to established domiciles, said
Mr. Page.

"Hawaii is a place that I think is
going to succeed very nicely," he
said. "Hawaii is close to Califor-

nia, and Californians have been
complaining bitterly about flying to
Bermuda for years now," he pointed
out. "We're seeing a lot of activity
out there."

Hawaii has so far licensed two

captives: Surety Pacific Insurance
Co. Inc., which writes workers com-

pensation, general liability, auto-
mobile liability and physical dam-
age insurance for its parent, O'Brien
Corp. of San Francisco; and Royal
Hawaiian Insurance Co., owned by
Duty Free Shoppers Limited Part-
nership of Honolulu and San Fran-
cisco, which writes surety bonds to
cover its parent's obligations with
the state for a concession at Hono-

lulu International Airport.
Although Illinois is seen as a

"tough regulation state," there is
potential there for growth as a cap-
tive domicile, Mr. Page pointed out.

"Their captive law, I think, is
really designed for big folks," he
added, noting that captive insurers
are required to form with $2 mil-
lion in capital and surplus.

Illinois has licensed only one cap-
tive so far, but "there seems to be
quite a few in the pipeline," Mr.
Page said.

Tennessee and Virginia do not ap-
pear to be big threats to take cap-
tive business from offshore domi-

ciles, according to Mr. Page.
Tennessee has licensed 11 captives
but is not aggressively seeking the
companies, and Virginia has not lim
censed any captives, he said.

It takes total support from the
government and regulators to make
a domicile successful, Mr. Page
pointed out. I
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your sales may scatter in the wind !
The selling strength of your ad message
depends upon the impact and dynamics of
the medium you use to reach your market.
And in the complex field
of commercial insurance,

no other publication
delivers such

depth and

breadth of coverage as Business Insurance.
Because of that, almost everyone who's
anyone in the world of business insurance

reads Business Insurance.

First with the news.

First in readership.
And, first among

advertisers.

Business
Insurance

For reach, readership, response, results.
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Appointing a small group of
experts to perform a huge task that
will affect many lives. What a revo-
lutionary idea.

We're talking, of course, about
sta rting a flexible benefits program.
You probably know how such a pro-
gram could benefit your company
But you're unsure how to go about
implementing one.

That's precisely why we devel-
oped the account-dedicated
team. A highly-specialized group of
people who will relieve you of the
administrative burdens by following
an all-encompassing plan for imple-
mentation. What's more, they'll work
with you to develop a communica-
tions program for your employees.

Your main contact is the team

coordinator. One person who's there
to address any concerns you may
have about your Flexible Benefits pro-
gram. In short, this person is dedicat-

John Trumbull: The Declaration of /ndependence (detail) ©Yale University Art Gallery

ed to the pursuit of happiness. Yours.
Why not get in touch with us

and we'll help you determine if
Flexible Benefits is right for your com-
pany If it is, we can recommend a
customized program, drawing from
a full spectrum of products and ser-
vices. We can even integrate other
carriers' products into your program.
And naturally, we will provide you
with regular maintenance and man-
agement reports.

Starting a Flexible Benefits pro-
gram could be one of the greatest
decisions you'll ever make. Before
you make it, write to the CIGNA
Companies, Dept. R6, One Logan
Square, Philadelphia, PA 19103.

A Flexible Benefits plan that
grants independence to the bene-
fits manager. It's one more example
of CIGNAS commitment

to personalized service CIGNA
to business.
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Sweet Spott .

for Specialty Risks
Get an advantage on risk placement. For primary

and excess liability and excess property coverage,
call the underwriting pros at General Star today.

- GENERALSTAR
f

• Market Stability
• Financial Strength
• Underwriting Quality

General Star Management Company, Stamford, CT • Specialty underwriting for primary and excess risks through appointed surplus lines brokers
New York (212) 770-0150 0 Chicago (32) 207-5400 • Los Angeles (213) 383-7734 • Stamford (203) 328-5700

A member of Glm,al Re e06,011,



NLIKE SOME HIGH-RISKflyers, international insurers do
not like to feel the earth tremble

beneath their feet. But, while their

cautiousness is essential, their
earthquake shock sublimits are vexing
U.S. multinationals with subsidiaries

in Japan.
It is no secret that international

insurers indemnify only 60% of the
earthquake shock and fire following
exposure for all property situated in
the prefectures of Tokyo, Chiba-Ken
and Kanagawa-Ken (Zone 5, as
established by the Foreign Non-Life
Insurance Assn.).

In addition, international insurers
usually sublimit the earthquake shock
peril outside of Zone 5 in combination
with locally issued and non-admitted
policies.

The reasoning behind these
underwriting restrictions is
well-grounded:

• First, Japan is located in the
Circum-Pacific seismic zone, the belt
in which 80% of the world's

earthquakes occur. In contrast, the
Alpide seismic zone, which extends
from Java through the Himilayas and
the Mediterranean, accounts for only
17% of the world's seismic activity.

• Second, since it is surrounded by
water, Japan also is exposed to
aftershock loss from the perils of soil
liquification and tsunamis, perils
similar to those occurring in other
loW-lying coastal areas of the world.

Direct damage resulting from soil
liquification can be extensive. For
example, the vibrations from the June
1964 earthquake centered near Niigata
compacted the city's soil, causing the
groundwater to flow upward and to
reduce the soil to quicksand. Large
sections of the city were destroyed in
the process.

Tsunamis-giant waves that are
caused by seismic disturbances on the
sea floor-can travel at speeds of up to
500 m.p.h. Although the height of the
wave crest is low at sea level, the

immense energy of tsunamis converts
into waves as high as 50 feet when
they lose speed in shallow coastal
waters. As the tsunami approaches the
shore, the sea withdraws, then rushes

back in a series of gigantic waves that
often travel far inland, destroying
property in their wake.

Underwriters refer to the direct

damage that results from these
perils-as well as to losses resulting
from the collapse of houses, factories,
river banks, destruction of roads.
cracks in the ground and
landslides-as a "primary disaster."

A "secondary disaster" refers to any
resulting indirect damage, such as fire
or water damage. Commonly, the
spread of fire accelerates the calamity
of an earthquake.

A third category, "tertiary disaster,"
refers to panic; that is, the confusion
caused by terror-stricken people or by
the spread of false rumors. Tertiary
disasters are generally aided by

Aftershock
Varying earthquake indemnity rates vexing for multinationals

By Jerome Karter
International issues

reports of the magnitude and intensity
of earthquakes.

Magnitude-the amount of energy
released by an earthquake-is
measured in whole numbers and

decimals between 1 and 9 on the

logarithmic Richter scale. Each whole
number represents a magnitude of
energy approximately 31.5 times
greater than the next lower number.

Intensity, on the other hand,
measures the effects of shaking of the
earth's surface at a given point.
Although the Modified Mercalli scale
is most commonly used in the United
States, Japan relies on the Japan
Meteorological Agency's scale to
express seismic intensity. While the
Mercalli scale

is denoted

with Roman

numerals CHINA

from I to XII,

the Japan
Meteoro-

logical a(
Agency's
scale uses a 0
range of 0 to NORTH E8'
VII.

The Tokyo
KOREA

Metropolitan
Governrnent

SOUTH
annually

KOREA
spends 200

billion yen
($1.6 billion)
on rneasures

designed to [n 5 U Shikoku
protect people -.
and property AKyushu
from

earthquake Map: Amy Palmer

disaster. In a

similar vein, U.S. multinationals

should have an effective disaster plan
for protection against earthquake loss
in Japan. A twofold plan should

include insurance to protect property
and a safety plan to protect employees.

Let's look first at insurance.

The concept of insuring assets in
Japan against earthquake shock and
fire following the shock did not gain
prominence until the end of World
War II. Even today, U.S.
multinationals and foreign
participants in joint ventures are more
apt to buy earthquake insurance than
are Japanese firms. The difference in
buying habits corresponds directly to
a difference in underwriting
approaches.

To begin, Japanese property
insurers, unlike their U.S. and British

counterparts, underwrite as one peril
the exposure of both direct and
indirect damages that are caused by
primary and secondary disasters.

More important, Japanese
underwriters had trouble obtaining
sufficient earthquake reinsurance
capacity to insure large multinational
investments in Japan. The solution
was found in a gentlemen's agreement:
Japanese insurers agreed to insure

indigenous risks for 30% earthquake
indemnity within Zone 5 and 60%
elsewhere in Japan, while foreign
insurers agreed to insure U.S.
multinational business-as well as

their joint venture clients-for 100%
earthquake indemnity throughout
Japan.

But, as values at risk grew during
the booming mid-7Os, Japanese
insurers cut in half their former

indemnity levels: to 15% from 30% for
insurance within Zone 5 and to 30%

from 60% for insurance elsewhere in

Japan. At the same time, foreign
insurers collectively agreed to limit
earthquake indemnity to 60% for U.S.
multinationals operating in Zone 5,

although
they
continued to

insure at

J  100% levels
elsewhere in

Japan.

Today,
international

insurers still

write 100%

earthquake

indemnity
insurance on

Honshu
the personal

belongings of
foreign
residents in

Zone 5.

JAPAN However, as

reinsurers

have become

less willing to

use up their
worldwide

earthquake

capacity in Japan, foreign insurers
have been careful to stipulate, in clear
policy language, the exact amount and
type of coverage afforded by both
local and non-admitted property
policies.

Oftentimes, complexities arise when
Japanese underwriters insure the local
parts of a foreign joint venture. In
these cases, the Japanese underwriter
will provide its authorized 15% to 30%
earthquake capacity, while the foreign
underwriter provides its permitted
60% to 100%. The combined

underwriting usually results in odd
indemnity ratios, depending on one or
more of the following: the percentage
of foreign and Japanese capitalization;
the use of foreign or Japanese
coinsurance or reinsurance; and the

scope and nature of the overall joint
venture insurance program.

Earthquake rates in Japan vary by
zone, by construction and by the
percentage of indemnity purchased.
For example, an international insurer
will charge a tariff rate of 0.333% for a
class "B" building-which is a steel,
non-combustible structure-in Zone 5.

The insurer develops the rate by
applying the 60% indemnity ratio to
the 100% tariff rate of 0.555%.

In contrast, the same foreign insurer
will charge a rate of 0.16% for the
same class of risk in the prefecture of
Yamanashi, which is in Zone 6, the
country's second-highest earthquake
zone. In Zone 4-which is the

third-highest earthquake zone and
includes the prefectures of Ibaraki,
Tochigi and Gumma-the rate also
would be 0.16%.

Despite its cost, most U.S.
multinationals buy insurance to
protect assets because the physical
effects of an earthquake are highly
predictable. Yet, some of these U.S.
multinationals do not mandate a

safety plan to protect employees
against the effects of an earthquake.

The Tokyo Metropolitan

Government provides the following
safety rules in an earthquake:

• Ensure your safety first. Stay
away from furniture and other objects
that may easily fall down and crouch
under a solid desk, table, etc.

• Turn off sources of fire quickly.
• Don't rush outside. If you panic

and rush outdoors, you may be hit and
injured by falling concrete,
signboards, glass, etc.

• In case of a fire, extinguish it
immediately. If a fire should break
out, extinguish it immediately after
the first big jolt ends.

• Open the door for escape. In
high-rise buildings, the doors may get
stuck. When you feel a jolt, open the
doors immediately to secure an exit.

• Behave calmly and obtain
accurate information. In the event of

an earthquake, information on the
quake and damage will be broadcast
over the radio and public address
systems. Keep a portable radio on
hand. Don't be misled by rumors.

• Don't use the elevator. A power
failure may halt elevators in
operation.

• Stay away from narrow alleys,
cliffs and river banks. An earthquake
may cause parts of buildings and walls
to collapse or trigger landslides. If you
happen to be outdoors, stay away from
these dangerous places, evacuate to a
nearby open space or to a solid
building and check on the situation
around you.

• Cooperate in fighting fires and in
giving first aid.

• Evacuate on foot and minimize

the goods you carry. In case of danger
of fire or landslide, it will become

necessary to evacuate to a safe place.
During an evacuation follow the
instructions of police or other persons
in charge.

One last word of caution: Jishin

kiotsukete kudasai! (Beware the

earthquake!)

Jerome Karter is

senior vp and
manager of the New 5
York International

Department Of
Johnson & Higgins.
His column appears
the first Monday of
every month.
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ASK A BENEFIT ACTUARY
Retiree benefit costs 87 parallels are followed, this intangible asset would on Form W-2 for the year m question and the highly

have a cap equal to the sum of the unamortized pnor compensated employee would have underreported his
service obhgation and the unamortized transitional taxable Income Additional penalties and taxes wouldI accounting rule near obligation If the minimum exceeded the mtangible result

asset, a negative ad]ustment to shareholders' equity While it may sound somewhat far-fetched for the
would result IRS to take a position that all benefits provided to

Q
The tentative conclusion regardmg the net periodic highly compensated employees are "discriminatoryWhat is the status of the

cost and nummum balance sheet liabihty will have excess" benefits, the Jolnt Committee on TaxationFinancial Accounting
profound ramifications for many companies, especially Staff's Description of the Technical Corrections BillStandards Board's retiree
those with mature workforces that have not prefunded seems to mdicate that this is the direction the IRSwelfare benefit project?
any retiree medical benefits A net penodic cost for would move The pamphlet says, "Of course, as is
retiree welfare benefits of similar magnitude as the net generally the case, the taxpayer has the burden of
periodic pension cost might result In addition, proof with respect to estabhshlng the 'discnmmatory

The Financial Accounting significant habilities would be placed on the balance excess ' Thus, the 'discriminatory excess' includes all
Standards Board has apparently sheet and a negative shareholders' equity adjustment employer-provided benefits for highly compensated

A reached several tentative could result employees, except to the extent that the taxpayer
conclusions regarding the The tentative schedule for the project appears to maintains sufficient records to demonstrate to the
accounting for post-employment be as follows Internal Revenue Service that such benefits do not
welfare benefits Not surprisingly, • Exposure draft summer 1988 constitute 'discriminatory excess

r. many of FASB's tentative • Publlc hearlngs m exposure draft first quarter This statement, if followed by the IRS, has onerous
4 conclusions have strong parallels m 1989 implications for the concerned plan sponsor asking the

FASB No 87, "Employers Accountmg for Pensions " • Final standard issued late 1989 The final question While it is highly unhkely that the plan 444

While these tentative conclusions could still be changed standard will make net periodic cost rules effective sponsor in question unll have problems passing the IRC S
before FASB releases its exposure draft, lt appears that for years startmg after Dec 15, 1991, and minimum Section 89 non-discrimination tests, it could occur that
the board has made substantial progress toward liabillty rules effective for years starting after Dec unusual patterns of choice between the mdemnity
developing an accounting standard 15, 1993 medical plan and the HMO could result in

Some of FASB's tentative conclusions regarding how discrimination The usual pattern of salary reductions
the charge agamst earnings-the net periodic cost-for (i e, greater reductions by highly compensated
post-employment welfare benefits follow Downside to ignoring employees) could also result m the reimbursement

• For benefits related to servic-such as a retiree account bemg discriminatory Without at least ':

hfe insurance plan providing a death benefit equal IRC Section 89 tests gathering the data necessary to perform the
to a percentage of final year's pay multiphed by years non-discrimination tests, it appears that the plan
of service-the board appears to have settled on 1 sponsor would not have maintained the records needed
attnbuting the cost of the plan from date of hire

Q
What is the downside to not

to the expected retirement date As with pensions, not discnminatory
cost would be attributed for an employee to a performing Internal Revenue

Code Section 89

to demonstrate to the IRS that its welfare benefits are
.

particular year of service under the "projected unit
non-discrimination tests?credit" actuarial cost method Would you like advice from an expenenced cotteague o

on a rzsk management, benefits management or actuar-• For benefits unrelated to service-such as a retiree
tai problem? Four features in the Perspective section of «

medical plan that provides retirees the same coverage Business Insurance can g:ve you some answers
irrespective of their service with the employer-the This question comes from a Ask A Casualty Actuary, Ask A Benefit Actuary, 1

Ask A Benefit Manager and Ask A Risk Manager an-board appears to have concluded on attributing cost welfare benefit plan sponsor with
strer wrztten questzons from readers on risk and bene- sfrom date of hire to date of first eligibility for benefits, relatively simple medical plans The fits management zssues and actuanal problems 4,-again usmg the projected unit credit actuallai method plan sponsor offers a medical This month's column on actuarial 10

• The board appears to have concluded that there A mdemnity plan and a health - issues in the beneflts fteld ts wntten
should be an off-balance-sheet transitional obhgation maintenance organlzation option A _ by William J Miner, an actuary with
when a plan sponsor must comply with the new _ medical reimbursement account is

Sherman, a principal with CoopeTS &accounting standard This obligation would be equal to also offered to employees for  Lybrand in San Francisco, answers
. The Wyatt Co in Chicago Rtchard E

the unfunded "expected benefit obllgation"-the medical charges not covered by a medical plan and for 4 
t'UK 1 actuanal questzons in the casualty

unfunded actuarial accrued habihty under the the nominal employee contributions required for -2  field Susan M Werner, drrector of
projected unit credit cost method-and would be dependent coverage The plan sponsor is concerned risk management at Hardee's Food

, »\ :I Systems Inc in Rocky Mount, NC,amortized as a part of the net periodic cost about the resources it will need to expend in order to I answers risk management queshons
• The board has tentatively concluded that the prior gather the data and perform the Internal Revenue Code

Mr. Miner And, Joseph W Duva, director of em-
service obllgation resulting from a plan initiation or Section 89 non-discrmunation tests ployee benefits at Altzed-Signal Inc in
amendment should also have delayed recognition and The downside risk to not performing the IRC Section Mornstolen, NJ, answers benefits management ques-
should be amortized as a part of the net periodic cost tions89 non-discrimination tests is that the Internal Revenue

Mr Miner's and Mr Sherman's columns appear alter-The board has also reached some tentative Service might upon audit take a position that the value nately on the first Monday of each month Mr Duva's
conclusions regarding a minimum liability for the of all welfare benefits provided to highly compensated and Ms Werner's columns appear alternately on the » ;
balance sheet The minimum liability would be the employees constitute "discriminatory excess" benefits, second Monday of each month Mr Miner's next column *
unfunded present value of future benefits for current that is, benefits provided to highly compensated will appear in August

«.

Address your questions to ASK Business Insurance, ofretirees and employees currently ellgible to separate employees in excess of those permitted by IRC Section 740 N Rush St, Chicago, Ill 60611-2590 Pleasegive us ofrom service and receive benefits This mlnlmum 89 If the IRS were to prevail m such a position, the your name, tztle and employer, however, Business In- , «
hability would be offset by an Intangible asset If FASB employer would not have properly reported earnmgs suranee w:il conszder uns:gned letters

Policy doesn't require a sole cause of loss
E
, 4

A general liability and fire insurance
policy that covered losses caused by a

the proximate cause of his loss, evenLegal briefs though there may have been other
b ' 44windstorm did not require that wind be contributing causes

e the sole or unaided cause of the collapse contributed, m some measure, to the stating that although the force of the Koory vs Western Casualty & Surety 3.
: of a warehouse roof, according to the roof's collapse Various other factors, wind and the condition of the insured Co, Supreme Court of Armona, May 26, 

Supreme Court of Arizona including the weight of pooling water properly were relevant to a proper 1987 (BU01/F -$10)
Fred Koory Jr purchased general and the roof's age and condition, also definition of windstorm, they do not

hablhty, fire and named peril Insurance contributed to the collapse Western hmit coverage The court emphasized
These abstracts were prepared bycoverage for his warehouse from demed Mr Kooly's claim under the that the plain language of the policy

Cases Unlimited Inc Copies of theseWestern Casualty & Surety Co The windstorm provision of the policy Mr here did not require that the wmd be
dectsions are avadable by send:ng a

warehouse roof collapsed durmg a Koory sued The trial court ruled for the the sole cause of loss/91 $10 check payable to Cases Unlimited

pollcy covered losses caused by the trial court the court said that Mr Koory was Chicago, Ill 60611-2590 List the
5 March 1983 storm It was agreed that the insurer and the court of appeals affirmed Absent hmiting language m the policy, to Business Insurance, 740 N Rush St,

4 wmdstorm and that the unnd The state Supreme Court reversed, entitled to recover if a wmdstorm was number for each opinion

F ©RL -
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Employee Benefits Communication
Conference - the annual Business

hsurance conference that provides
an opportunity to gain valuable
insight into communicating benefits
to employees.

On August 1 and 2 an influential
group of employee benefits
executives will meet to explore
issues critical to their professional
responsibilities.

BC
· conference ·

The agenda includes discussions on
communicating:

wellness programs,
16ng-term care,
employee assistance programs,
401® under tax reform
pre-retirement education.

Three case study sessions address:
flex programs,
desktop publishing,
interactive communication.

Plus 'You Be The Judge" - a look
at how some companies use a-v.

Additional highlights include the
16th Annual EBC Competition
Awards presentation luncheon and
viewing of an award winning
program.

For details and a registration kit call
our registrar, Barbara Dalton
(212)210-0780 or write to:
Business Insurance

EBC Conference

220 Edist 42nd Street, Suite 930
New York 10017.

Come, listen, learn and contribute at the Business /nsurance Employee
Benefits Communication Conference at New York's Grand Hyatt Hotel,
August 1 and 2. Registration is $650. Spedal room rates are available for
conference attendees, contact our registrar:

Barbara Dalton (212) 210-0780
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G. L. HODSON & SON, INC.
REINSURANCE INTERMEDIARIES

Founded in 1924

NewYork, NY

212-619-7808

New Hyde Park, NY
516-365-9000

St. Paul, MN
612-224-2447

Boston, MA

617-426-6110

Atlanta, GA
404-256-9666

Los Angeles, CA
213-487-2910

San Francisco, CA
415-362-1987
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Inland marine conference

Pricing discipline is key
to managing cycle: Vairo

By MICHAEL BRADFORD

HERSHEY, Pa.-If insurers are
ever going to manage the volatile
cycles that mark their business,
they have to be willing to let some
business get away, the head of a
major insurance company says.

"I firmly believe that if we're
ever to manage the insurance cycle,
we must-as you do for inland ma-
rine-measure the risk carefully
and then price it adequately," said
Robert J. Vairo, president and
chief operating officer of Morris-
town, N.J.-based Crum & Forster
Inc.

"If we cannot get that price, we

We make quality
a priority.

Quality in life is measured in many ways. At United
States Life we use it as a model for everything we do.

Our new Quality Series 1-9 is designed for
businesses of one to nine employees. This comes at a time
when many insurance companies are leaving the small

group health market. At United States Life,
we believe small businesses are just as
important as large ones when it comes to
providing quality employee benefit plans.
This is the commitment United States Life

makes to those employers who take
advantage of our small group product
portfolio.

b Our Quality Series reflects other
qualities too, like experience and stability.
Established in 1850, United States Life is
the oldest stock insurance company in
America, and a wholly owned subsidiary

 of USLIFE Corporation, which has assets
_ exceeding $3 billion.

And if recognition has anything
to do with quality, we've consistently received the highest
rating-A+ Superior-from A.M. Best Company, when they
rate companies for soundness, permanency and financial
stability.

Maybe that's why we're one of the few companies
licensed to do business in all 50 states. We'd like to believe

it all has something to do with quality.
If quality is a priority in your life... then make

quality a priority in your group insurance company
United States Life.

For more information, call your United States Life
general agent or one of our local regional offices.

THE UNITED STATES LIFE Insurance Company
125 Maiden Lane

New York, NY 10038 • 212 709 6000

A IMIFE COMPANY

must be willing to say, 'Below this
price we simply won't write the
risk,' and walk away from the ac-
count," Mr. Vairo told members of
the Inland Marine Underwriters

Assn. at their annual meeting last
month in Hershey, Pa.

That is a tough mandate, and it
takes "determination and disci-

pline," Mr. Vairo acknowledged.
"But, in my view, this is the only
way we're going to regain the con-
fidence of policyholders, politi-
cians and shareholders, and main-
tain the kind of financial results

we need to grow and prosper as an
industry."

Mr. Vairo, who has worked as an
inland marine underwriter, said
that inland marine insurers' disci-

plined approach to underwriting is
needed throughout the property/
casualty insurance business.

"Discipline, particularly in pric-
ing, has never been more important
than it is today" so that the mis-
takes of the last round of rate-cut-

ting, which was followed by huge
price increases and coverage avail-
ability problems, will not be re-
peated, he said.

Still, Mr. Vairo pointed out,
some insurers currently appear to
be caught up in a round of price-
cutting.

"Our field intelligence tells us
that a lot of companies are chasing
business and cutting prices. Fun-
damentally, there's no justification
for that kind of activity."

In fact, with the increased tax
liabilities that commercial insurers

are facing as a result of the Tax
Reform Act of 1986, along with in-
adequate loss reserves that many
insurers show, insurance com-
panies "should be going the other
way" with pricing, Mr. Vairo said.

Despite the current market soft-
ening, Mr. Vairo said he does not
see "an orgy of price slashing."

"This doesn't mean it won't be
competitive. It will. After all,
that's a major characteristic of the
insurance business. We are just a
very competitive industry, and
that's as it should be.

-However, within each company
there ought to be a high level of
discipline set for our products and
our markets that will not allow ir-

responsible underwriting and pric-
ing," he said.

The cause of the current compet-
itive cycle can be traced to insur-
ance company management, ac-
cording to Mr. Vairo.

"Management sends conflicting
signals to the field-they tell (field
offices) to grow by 20% to 30%,
and, by the way, make sure you get
the right price for the risk. And
don't lose any good renewals.

"If I'm an underwriter, this kind
of message tells me I've got to cut
the price to compete on business.
What's needed is a clear signal
from the CEO right on down that
says, 'Look, this is our price, and
below this we just can't afford to
write this risk. , S,

Although Mr. Vairo acknow-
ledged that "a company like Crum
& Forster can't exert enough influ-
ence on the market to stabilize it,"
he said the insurer is attempting to
"contribute to that goal, and so are
other responsible companies."

Crum & Forster has devised a

way to measure each risk and de-
termine a minimum price that can
be charged to insure it. The system
includes loss experience informa-
tion on the particular risk and data
on expenses associated with writ-
ing the line of business in the state
where it is located.

"What we do is analyze each
product line in each state and mea-
sure the level of rate adequacy,"
Mr. Vairo noted. "Obviously,
where we have an inadequately
filed rate to start with, we can't
discount that rate as much as if we
had a full rate."

Crum & Forster uses this method

on individual risks, not to price 
entire classes of business, he said.
"We're saying that this very good
risk, with its loss experience, pre-
mium and expenses, can be dis-
counted this much-which be-

comes the floor price-the absolute
bottom" below which point the in-
surer knows it is going to lose
money. "That's our walk-away
price," he explained.

That pricing discipline is in
place throughout Crum & Forster's
operations, Mr. Vairo said. "And I
truly believe it is the reason why
we are in a stronger, more secure
financial condition than at any
time in our recent past.

"I don't have to tell you that
when we take a risk today and
promise to pay losses over the next
five, 10 and even 30 years, we'd
better be right about our price to
fund those losses. We have an obli-

gation not only to our shareholders
but to the public to be around
when they have a claim," Mr. Vairo
said.

AMIM designation in demand
MALVERN, Pa.-The Insurance Institute of America's newest pro-

gram, the Associate in Marine Insurance Management, is drawing a
crowd of professionals seeking the new designation.

About 430 registrants in May took the first of six exams that make up
the program, which is aimed at educating entrants in the ocean and inland
marine insurance industry and broadening the knowledge of those already
working in those areas.

The American Institute of Marine Underwriters and the Inland Marine

Underwriters Assn. worked closely with the IIA to develop the program.
The program leading to the AMIM designation typically will take three

years to complete, said Arthur L. Flitner, assistant director of curriculum
of the IIA. However, participants holding a Chartered Property Casualty
Underwriter designation can complete the program sooner because they
can skip four of the courses that are also in the CPCU curriculum.

Mr. Flitner stresses that the AMIM program was not developed solely
for marine specialists.

"If it were, it would not include four CPCU courses. In fact, a major
consideration in its development was that it provide a broad-based
program that would allow those involved in marine insurance to look
beyond the boundaries of ocean and inland marine coverages and gain
knowledge of insurance and risk management principles, insurance com-
pany operations, law and management."

Risk managers, agents and brokers, adjusters and others seeking a
greater understanding of ocean and inland marine coverages would bene-
fit from earning the designation, according to Mr. Flitner.

More information is available on the AMIM program from the Insur-
ance Institute of America, Field Services Department, 720 Providence
Road, Malvern, Pa. 19355-0770; 215-644-2100.

-By Michael Bradford



Agents map
ftnancial plan
for success

By LAURA MAZZUCA

Agent/Brokerropics
A month'y editorial section sent exclusively to agents and brokers

Adding financial planning to an agency's or bro-
kerage's cadre of services is touted as yet another way
to survive in a competitive marketplace.

Experts agree that clients are increasingly in-
terested in "one-stop shopping," or dealing with firms
with broad product and service portfolios. Such diver-
sification gives a property/casualty insurance agency a
competitive edge in client retention, consultants say.

"Independent agents have a tremendous, untapped
resource in their current customers," said Bruce W.
Saenger, president of The Saenger Organization, a fi-
nancial services industry consultant in Medway, Mass.
"By adding financial planning, agents can increase
commissions and, more importantly, provide a valu-
able service that's crucial for retaining clients and at-
tracting new ones."

"If you have a client buying insurance and insur-
ance-related matters, why let him spend his money in
another area?" asked David A. Bakst, an attorney at
Morrison, Mahoney & Miller in Boston, who special-
izes in working with agencies and brokerages to es-
tablish financial planning divisions.

But those promoting diversification into financial
planning have different ideas of what the service
should entail.

Some promote financial services as selling insurance
and financial products and advice to individuals,
which was the thrust of financial planning services
movement in the early 1980s. Others suggest that fi-
nancial planning services also include selling em-
ployee benefit products to clients' firms.

Mr. Bakst believes "true financial planning provides
advice to individuals on how to manage their available
funds for the buildup of capital for when their work-
ing income ceases." The term has more application for
individuals than for commercial entities since "the

business hopes it will be earning money forever,"
while the individual cannot.

The function of a commercial financial planner is
"more of a salesman trying to install a product with a
client," such as 401(k) or Keogh plans, Mr. Bakst says.

Edwin P. Morrow, chairman of Confidential Plan-
ning Services Inc. in Middletown, Ohio, says financial
planners can serve the employee benefit plan needs of
small companies. "Very few are qualified to do finan-
cial planning for major companies."

And Carol A. Hammes, a consultant with The Midd-
leton Group in Lisle, Ill., calls financial planning
"anything you do to help protect the assets of a cor-
poration or an individual."

Financial products offered to individuals can in-
clude retirement planning, life and disability insur-
ance, annuities, estate planning. and investments.

Employee benefit products and services sold to eli-
ent firms include reviewing an entire benefits program
and selling benefit products such as group life and
health insurance and 401(k) plans.

But, selling financial planning is not quite as simple
as sitting back and giving advice, said Mr. Morrow.

And, even though Mr. Bakst believes that agents can
benefit greatly from diversifying into financial plan-
ning, it's not necessarily for everybody.

"People in the insurance business have been think-
ing along these lines for a long time," he said, "but
that doesn't mean that somebody who sells a lot of
boiler and machinery insurance should do financial
planning."
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Financial planning services profit can be made from selling financial planning services Mr Saenger noted
"The only cost of this division is the salary for the new people An agency offering financial planning services must alsoAlthough there has been a "significant increase" in agen- hired to do the work," said Mr Bakst Depending on how train ltS SUppOrt staff, said Mr Morrow These people willcies adding financial planning services over the last five

years, "very few firms have had the level of success" hoped the financial planning operation is set up, handle the information-gathering and maintenance of rec-
you could be in the black in four or five ords, he said

for, said Andrew Tasker, president of Tasker Financial Mar- months," he said An agency offering financial planning services must moni-keting Inc, a consultant in Cleveland Ms Hammes and others agreed that ad- tor its planning practices, said Mr Morrow, in order to re-"While there are a lot of similarities between products (in-
surance and financial planning), it really is a different busi- ding a full-time financial planner duceits errors and omissions exposure

works best for large agencies and broker- An agency's automation system must be up to the challengeness," Mr Tasker said "It's like creating a business from the
ground up " -" ages of keeping track of all advice disseminated by financial

If the agency generates less than $1 mil- planners, consultants said"Financial planning was real trendy a couple of years ago,"
said Ms Hammes "But a lot of guys tried it and it wasn't

lion in annual premiums, adding a full- There lS a variety of financial planning software on the
time financial planner probably is not a market, with prices ranging from $800 to more than $10,000,anywhere as easy as it seemed to be " good idea, said Mr Bakst

One of the problems is a lack of patience, agencb principals Mr. Bakst depending on the level of the agency's existing automation
However, since financial planning is system, Mr Morrow notedfrequently don't give the concept enough time to get off the "becoming more important smaller

ground, said Ms Hammes And, the firm's existing errors and omissions coverage
agencies will have a more difficult time surviving" without must be upgraded to reflect the fact that the agency is offer-She estimates that 10% of the agencies and brokerages that it ing financial planning services, said Mr Saengertry financial planning give it up within two years because the Ms Hammes cited a recent survey by the Independent In- However, "If you're offering a wide variety of services,service isn't turning a profit surance Agents of America reporting that of the nation's ap- you're actually at less exposure" because the agency is co-"You have to give it at least three years before you make proximately 50,000 Independent agents, more than 80% had vering all eventualities facing a client, Mr Saenger saidany money on it," she added

And, financial planning, since it calls for an impartial Agencies that sell securities as part of their financial plan-
opinion on the part of the planner, is "totally alien to the ning services or provide investment advice also are subject to

'Financial planning was real trendy a state and federal regulationinsurance agency environment," which lS sales-driven, she
added The Securities and Exchange Commission regulates not

Clients value impartiality, Mr Morrow agreed, and agents
may have problems being impartial when dispensing advice a consultant with The Middleton Group. advice on securities for a fee

Such financial planners must registerBut while acknowledging that agents are 'But a lot of guys tried it and it wasn't with the SEC
by nature salespeople, Mr Morrow said
"agents realize that if you hard-sell a pol-

COUple Of yearS agO,' SayS CarO| HammeS, only securities dealers but also financial planners that offer

anywhere as easy as it seemed to be.' Agencies that want to sell securities or
financial planning advice requiring SECicy, it's likely to lapse "

And although an agency's existing prop- - registration should consult an attorney
with SEC experience, consultants point

,  erty/casualty insurance clients should be annual revenues of $250,000 or less So, the agencies that out," the base of an expansion into financial could most use a financial planning program to grow are The procedure can be comphcated The
500 planning services, existing clients also can those least able to justify such an investment if it doesn't registration forms "must be filled out me-

be leery of doing business with a property/ succeed, she said ticulousb'," otherwise they will be re-
casualty insurance agency Just entering This doesn't mean smaller insurance agencies have to be turned and that consumes time, Mr Mor- Mr. Morrowthis new field left out of the financial planning business, stressed Ms row saidMs. Hammes "If they've perceived of you in the past Hammes The SEC generally holds these forms for 90 days beforeas strictly an insurance agency, there lS For these small to mid-sized entities, she suggests con- returning them for correctionssome skepticism to be overcome," said Mr Morrow tracting with an outside financial planning expert via a In determining whether an agency or brokerage should addIf launching financial planning services is not undertaken Joint venture, even if the agency is Just interested in expand- financial planning services, consultants suggest that princi-with caution, "it's going to be expensive, frustrating and ing into selling life insurance to individuals pals analyze

probably a failure," Mr Morrow warned Patricia A Borowski, vp-government and industry affairs • The existing client base
Depending on how it iS set up, a financial planning pro- with the National Assn of Professional Insurance Agents in In order to fully utilize the client base, the agent must

gram can cost from $40,000 to more than $150,000 for the Alexandria, Va, advises smaller property/casualty agencies closely study clients' entire potential needs, including per-
first year, with most of this outlay for the financial planner's to team up with life/health agencies for limited joint ven- sonal services and products for principals and employee ben-salary, consultants say tures, so both can share their financial planning expertise efit products for small companiesMr Morrow reported that the salary could be as low as and profits
$40,000 a year to start, plus a percentage of the profit from This is important, since existing clients will be the first

"There is lots of fertile ground to develop good working financial planning clients
selling financial planning services and products, including relationships," Ms Borowski noted "You're only limited by As the financial planning department grows, new clientsfees and commissions your imagination "

Mr Saenger estimates it could cost between $40,000 and can be gleaned through target marketing and advertising
An agency determined to diversify 1ntO financial planning • How to establish and manage the department W1111t be$60,000 to hire a financial planner, depending on geographic services also can grow its own expert An employee already an in-house program, a contract with a financial planning

area and the financial planner's experience Additional cleri- with the agency can study financial planning and obtain a expert or a joint venture?
cal support and computer software will add another $5,000 to professional designation, such as the Certified Financial
$6,000 to this initial outlay Agencies and brokerages with thriving financial planning

Planner or the Chartered Financial Consultant Clients ex- services "build their financial services organization as a mir-
Ms «Hammes put the figure at closer to $70,000 per year, an pect financial planners to hold these credentials, said Mr ror image of the rest of the agency," said Mr Taskerexpense that she points out will not be recouped for several Tasker

years The concept has to be to have a full-service firm," said
Training someone already on staff to become a financial Mr Bakst, with client retention being the real goal of finan-Mr Bakst is more optimistic about costs and how soon a planning expert is particularly appealing to younger agents, cial planning .

1

Brokers', insurers' images linked: Pollster
By LAURA MAZZUCA

The Hart poll questioned both the general it was staying the same and 2% thought lt tives believed the industry created an arti-PEBBLE BEACH, Calif -Brokers believe public and specific demographic groups on was getting better ficial insurance crisis during the mid-
their public image is far better than it ac- how they felt about six groups environ- However, when the brokers were asked 1980s, 22% of the NAIB members said the
tually is, according to a public opinion re- mental groups, consumer advocate groups, about what they thought the public's per- Industry had caused the crisissearch expert professional medical groups, labor unions, ception of their own image was, 60% re- • Some 43% of the insurance executives

Although insurance brokers beheve that 011 companies and insurance companies. phed they thought it was staying the same, believed that pricing was being based oninsurers' public image is deteriorating, they Of the six groups, insurance companies while 21% thought it was getting better and factors other than underwriting, while 89%
think their own image is staying the same, were rated the lowest in public esteem, 19% thought it was getting worse of the NAIB members agreed with theaccording to the results of two recent polls with 42% negative and 26% positive re- The survey also pointed out a wide van- statement

But, any attempt to distinguish between sponses ance between the opinions of insurers and • Sixty-three percent of the insuranceinsurers' and brokers' public opinion rat- Specifically, 45% of the business execu- brokers on some Industry-related topics executives agreed that brokers were too
ingS is erroneous, according to Peter D. tives polled gave negative responses, and • Regarding underwriting, a plurality- cost-conscious, as opposed to 31% of the
Hart, president of Peter D Hart Research 1 NAIB members who agreedAssociates Inc in Washington, D C

In addressing the 54th annual National Although insurance brokers believe that insurers' public However, the two groups seemed to reach
Assn of Insurance Brokers last month in a consensus on other issues, including that

image is deteriorating, they think their own image is stayingPebble Beach, Calif, Mr Hart pointed to • Brokers fairly represented their eli-
ents' interests 83% of the insurance execu-

the antitrust lawsuits recently filed against the same, according to the results of two recent polls. But, anY tives agreed and 87% of the NAIB members
insurers, brokers, reinsurers and trade as-
sociations by nine states and commercial attempt to distinguish between insurers' and brokers' public agreed

insurance buyers as an indication of the opinion ratings is erroneous, says Peter D. Hart.
• Banks should not be allowed to sell in-

surance, with 87% of the NAIB memberspublic's attitude toward the insurance in-
dustry in general (Bl, March 28, April 4) and 76% of insurance executives agreeing

• State governments were doing enough
"Whether you look at your daily newspa- 23% gave positive responses about the in- 46%-of the NAIB members agreed that fis- to regulate the industry Some 62% of NAIB

per or a public opinion poll, there is a nega- surance industry; 49% of the blue collar cal history and solvency were the most im- members and 67% of insurance executives
tive feeling out there And, when you look workers polled gave negative responses, portant considerations in selecting an un- agreed
at the lawsuit, that is public opinion," Mr and 21% gave positive responses, and men derwriter Other factors cited were cost, • Brokerage firms need to be more activeHart said in general were more negative about the in- 32%, dedication and involvement, 21%, in the industry A whopping 92% of the

"Every attorney general who is filing surance industry than women, according to coverage, 19%, experience and expertise, NAIB members and 83% of the insurance
those suits is saying, 'This is going to get me Mr Hart 12%, and flexibility, 12% executives agreed
votes ' There is no such thing as gray hats, "That's what you're up against That's However, 43% of the insurance executives To remedy the public's poor perception of
we're all black hats at this stage of the how the American public cross section feels said dedication and involvement was the the industry, Mr Hart cited suggestionsgame " about you," he said most important consideration in selecting made by brokers and insurers in the NAIB

To further illustrate his point, Mr Hart In the NAIB survey, which polled 30 in, an underwnter, followed by fiscal history poll, including using professional stan-
pointed to the results of a public opinion surance company executives and 122 mem- and solvency, 37%, cost, 23%, honesty and dards, eliminating fraud, attracting top-
poll his firm conducted m February and an bers of the NAIB, 81% of the brokers be- integrity, 17%, experience and expertise, caliber people to the business, improving
industry poll conducted in May for the lieved the public's opinion of insurance 10%, and ability to pay claims, 10% service quality, and eliminating swings inNAIB companies was getting worse, 17% thought • While only 3% of the insurance execu- insurance prices
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Commissions raised

for new flood accounts
WASHINGTON-The federal

government will increase commis-
sions paid to producers for new
business written through the Na-
tional Flood Insurance Program.

Producers' commissions on new

flood insurance accounts will in-

crease to 17% from 15%, with a

minimum commission of $10 per
new account.

But, renewal commissions will
be cut to 14% from 15%.

The change, which is effective
Oct. 1, was prompted by industry
associations that believed commis-

sions should be increased to give
producers more incentive to deal

with the complexity of the flood
insurance program.

However, association represen-
tatives have criticized the lower

renewal commissions.

"Agents must spend more time to
sell a renewal so they should re-
ceive the same commission as for

new business, not less," said James
M. Stevenson, chairman of the Na-
tional Assn. of Professional Insur-

ance Agents' government and in-
dustry affairs committee.

E&0 suits balloon

NEW YORK-One in every eight
U.S. agents and brokers was
named as defendants in errors and

omissions lawsuits in 1987, ac-
cording to a new study.

And, as many as 25% of agents
and brokers in some regions of the
nation were hit with E&0 suits last

year, according to statistics re-
cently released by the Insurance
Information Institute.

By comparison, one in 50 agents

was party to an E&0 suit in 1968,
and one in 14 faced an E&0 claim

1974.

Fifty percent to 75% of E&0

claims against agents stem from
the placement of faulty or inade-
quate coverage, which most often
goes unnoticed until after a client
has suffered a loss, according to
the III.

Training program
LOS ANGELES-Wholesale

broker Swett & Crawford Group
has established a national training
program for its employees that
features a full range of sales and
technical courses.

The courses, known as "Swett

University," debuted in January
and included more than 200 field

brokerage employees as partici-
pants.

The first-year curriculum con-
sists of courses aimed at field sales

training and technical support ser-
vices.

"Our intent is to build on the

fundamental programs now avail-
able" through the Chartered Prop-
erty & Casualty Underwriter pro-
gram, the Insurance Institute of
America and other industry pro-
grams, "and tailor our courses to
the specific development needs of
our professional and technical
people," said Assistant Vp Edward
Bordenave, who heads the educa-

tion project.
Swett & Crawford, a unit of The

St. Paul Cos. Inc., operates 50 of-
fices nationwide.

Licensing exams
RICHMOND, Va.-The state of

Virginia is conducting its insur-
ance licensing examinations
through the Insurance Testing In-
stitute's automated national net-

work following the establishment
of four computerized examination

centers.

The state Bureau of Insurance

has appointed an examination re-
view committee, which is working
closely with institute personnel to
review examination content out-

lines, said Norman A. Baglini, the
institute's president.

The Insurance Testing Institute,

the licensing qualification division
of the Insurance Institute of

America, currently serves as the li-
censing examination contractor for
Iowa, Missouri, South Dakota,
Utah, Connecticut, Pennsylvania
and Virginia. m
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take advantage
of our

-1--BS binding facilities
We have immediate binding
contracts for your small to mid-size
commercial risks...Primary General
Uability, Professional and Property
covers. Call us today.

0 Insurance Brokers Service, Inc.230 West Monroe Street

Chicago, IL60606
Telephone 312 6214770
Tetex 25-6231

Fax: 312-621-0262

The bigger you grow, the more we can help you.
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The TraiIBIazer from AMS.
A few critical points to consider - before you

consider a high-end system:
1. You're about to make a decision des-

tined to affect your agency's business into the
next century Make sure it's the right one.

2. There's a way to make sure. With AMS,
the automation company that puts histor*
financial strength, and stability on your side.

3. Only AMS has had the foresight to
develop a high-end agency management sys-
tem that welcomes new developments, and
supports as many workstations as you need,
UP to 100.

4. TraiIBIazer is a workstation concept
which combines two exciting technologies -
the proven power of a large IBM minicomputer
integrated with the flexibility and open architec-
ture of the IBM PS/2.

5. The proof is in the operation. (We know
some agencies you can ask about this.) The
proof is also in the numbers. AMS has more sys-
tems in use than any of our closest competitors.

6. Not only that, but AMS furnishes com-
plete conversion, moving your information from
old system to new... painlessly

7. It's one thing to tell you how complete a
system is - it's another entirely to show you. In a
few hours, we can show you - unequivocally-
how TraiIBIazer can improve cash flow do the
same for work flow and provide better service
to your insureds. Period.

8. The thing to do - calll-800-241-3930.
An AMS Automation Consultant will soon be in

touch to evaluate your needs.
9. The time to do it - right now. Because

you're not getting any smalle
IBM is a registered trademark of the International Business Machines Corporation.
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AGENCY MANAGEMENT SERVICES, INC.

OnThe Frontier OfAgencyAutomation.
One Heritage Drive, North Quincy, MA 02171
(617) 472-5150 1-800-241-3930
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Fair compensation plan is essential
By CATHERINE C. OAK

The establishment of an

equitable producer compensation
plan in an agency is vital to agency
growth, profitability and fair
market value. It also is essential in

assuring the continuity of agency
ownership.

Despite the many compelling
reasons for having an effective
compensation plan, most agencies
have a producer complacency
problem. This occurs when
experienced producers-including
owners--reach a comfortable
income level based on commissions

earned from their existing book of
business. The producer
compensation plan needs to be
designed to overcome this
complacency problem and to

A/BT speaking out
achieve an agency's other goals.

The agency's goals for producer
compensation must realistically be
competitive with other
independent agents and brokers in
the surrounding area to help
attract and retain producers.

The compensation plan also
needs to be designed to encourage
new production so lost accounts
can be replaced and growth goals
can be realized. Lastly, but most
importantly, the plan needs to be
designed to add to the profitability
of the firm.

New production can be
expensive if costs are not managed
properly. Take, for example, the

effect on agencies that broker
business (i.e., at a 50% commission
rate) with no control of, or
ownership interest in, the
accounts. The servicing costs
allocated to these accounts become

very expensive, leaving little room
for profit.

Moving to managing costs, it
takes an average agency six years
to recover the initial costs of

writing a new commercial lines
account. These initial costs include

the production cost (producer
commission and selling expenses)
and the first year servicing cost .
(customer service representative
payroll and operating expenses).

ATTENTION WOMEN

High-performing agencies recover
these costs in four years.

Our studies have proven that
production costs average $3 to $4
per new commission dollar written
in an agency that properly
manages its costs. Many agencies,
however, do not do a good job of
managing costs. Those agencies
that don't will have a much longer
cost recovery period.

If agencies pay too much to
producers-both for new and
renewal business-the agency will
not be able to earn the kind of

profit that is needed to provide an
adequate return to owners for
their investment in the agency.
Also, the agency may not have the
income it needs to pay for
competent service personnel or to
cover ever-increasing operating

YOU MAY BE ENTITLED TO A COURT AWARD OF AT LEAST $15,575.00 TO
$420,822.00 PLUS INTEREST IF YOU SUCCESSFULLY PROVE IN A SPECIAL
CLAIM PROCEDURE THAT THE STATE FARM INSURANCE COMPANIES DENIED
YOU AN INSURANCE SALES JOB IN CALIFORNIA AVrER JUIX 5, 1974 ON THE
BASIS OF YOUR SEX.

YOU ALSO MAY BE ENTITLED TO FILE A CLAIM IF YOU WERE DISCOURAGED
FROM APPLYING TO BECOME A STATE FARM INSURANCE SALES AGENT IN CALI-
FORNIA AFTER JULY 5,1974 ON THE BASIS OF YOUR SEX.

The History of the Case
In April 1985, three California
women, Muriel Kraszewski, Daisy
Jackson, and Wilda Tipton, won a
class action suit filed in 1979. The

United States District Court ruled that

State Farm had engaged in sex dis-
crimination in its recruitment, selec-
tion and hiring of insurance sales
agents in California.

Even before the Court issued its ruling,
State Farm had increased the number

of female sales agents in California.
In each of the last two years, half of
State Farm's newly-appointed sales
agents in California have been women.
State Farm has also pledged half of
the new sales agent positions in
California to qualified women for the
next ten years. Thus, the opportunity
to sell State Farm insurance is avail-

able on an equal basis to qualified
men and women in California.

The Court is now looking for other
women who may have been discrimi-
nated against by State Farm. The
Court wants these women to have the

chance to prove their entitlement to an
award in claim proceedings in which
State Farm will have the right to
oppose their claims.

Who is Entitled to File a Claim?

You may be entitled to file a claim
for an award if you are female and
you had any one of these experiences
with State Farm in California:

between July 5,1974 and Decem-
ber 31. 1987, I applied, orally or in
writing, to be a State Farm insur-
ance sales agent in California, but
was not hired.

between July 5,1974 and Decem-
ber 31, 1987, I applied for a non-
sales agent job at State Farm in
California and would have applied
to be an insurance sales agent,
but did not because I believed that
State Farm would not hire me.

between July 5,1974 and Decem-
ber 31, 1987, I worked for State
Farm or for a State Farm agent in
California, and would have applied
to be an insurance sales agent,
but did not because I believed that

State Farm would not hire me.

between July 5,1974 and Decem-
ber 31, 1987, I worked for State
Farm or for a State Farm agent
in California, and I applied, orally
or in writing, to be a State Farm
insurance agent before July 5,
1974, and did not reapply after
July 5,1974 because I believed that
State Farm would not hire me.

I think I qualify under one of the
four statements above, but I am
not sure which one.

If you said "yes" to any of these
experiences, you may file a claim for
a back pay award. If you successfully
prove that you were not hired because
you are female, you also may receive
priority consideration for a job with
State Farm as an insurance sales

agent. Individuals who have been

If you believe you were one of the
women discriminated against by State
Farm, you must file a claim form by
August 31,1988. 8 receive a claim form,
call toll-free 1-800-822-5000 or send

this coupon to:

Farnsworth, Saperstein & Seligman
505 Fourteenth Street, Suite 850
Oakland, CA 94612

1-800-822-5000

State Farm agents for seven years earn
a median gross income of $126,553
per year and a median net income of
$75,923 per year (after deducting
$50,621 in expenses). Earnings vary
depending upon the amount of insur-
ance that agents sell.

Name

«H*at is yourclaim worthY"
In 1988, Muriel Kraszewski, Wilda
Tipton, and the Estate of Daisy Jack-
son each received $420,822.00. (As
named plaintiffs, they were not required
to file a claim or become involved

in a claim procedure as you will be.)
We don't know what your claim

may be worth, but it definitely will
be worth nothing if you do not file
a claim.

Free consultation available

by toll-free call.
The law firm that won this law suit,

Farnsworth, Saperstein & Seligman,
is available to you for consultation
about your rights and eligibility to file
a claim.

Just call 1-800-822-5000 between

9:00 a.m. and 8:00 pm. (California
time) seven days a week. There
is no charge or obligation for this
consultation.

Completed claims must be received by
August 31, 1988. Call or write today
for free information and a claim form.

O I have reason to believe I was

discriminated against by State Farm.
Please send information and a Claim

Form so I can find out how I might
qualify for an award.

Address

City

litephone Number

State Zip

expenses. In all cases, the
profitability of the firm-and thus
the value of the agency-is
affected. Producers who are paid
too much become complacent
faster. This is particularly true
when renewal commissions are too

lucrative.

What is an ideal compensation
plan for an agency? There is no
cut-and-dried plan that will work
for every firm. It must be designed
to fit the needs of the individual

agency and should take into
consideration what specifically
motivates that firm's producers.

Based on experience consulting
with hundreds of firms and

performing studies of our clientele,
here are some tips to keep in mind
when designing your firm's
compensation plan:

• Security needs.
Most non-owner producers want

some type of security. Older
producers often bring to our
attention how important a good
retirement plan is to them,
especially due to their age and
need for income when they retire.
Younger non-owner producers
want to feel they are building some
equity. This can be accomplished

Most importantly, the
plan needs to be

designed to add to
the profitability of

the firm.

in various ways, the most common
being vesting in their book of
business or being able to purchase
agency stock.

A sale of stock should only be
considered if the producer has
been with the agency for a
minimum of three years. In this
time, the owner should be able to
tell if this prospective
perpetuation candidate has the
ability to run the agency
profitably-or could at least make
a significant contribution-in the
owner's absence.

An owner also must be sure that

the agency will have the necessary
cash to help fund the buy-out of
the owner's stock, when he or she
wants to retire.

Those producers chosen for
succession will be responsible for
generating the growth, cash and
profits necessary in a perpetuation
plan. Many owners do not look at
the issue of selling producers a
minority interest of stock in this 
light.

• Producer expenses.
If benefits and selling expenses

are paid to producers, the
commission split should be less
than if the producer were
personally covering these costs. On
average, the percent of revenues
attributable to paying these
expenses for a producer is about
5% of revenues.

If paid by the agency, producer
selling expenses need to be
controlled. Expense accounts can
be hard to manage and frequently
invite abuse. It is easier and often
more equitable to give the
producer a percentage of his or her
existing book to use for selling
expenses (i.e., 3% to 5%).

Producers should be productive
with their time and their Costs.
Those who are most efficient can
be rewarded if an additional
commission allowance will cover

selling costs. While this makes all
kinds of sense for the agency and
its producers, the Tax Reform Act
may have thrown us a curve. A
good portion of the producer's
expenses may not be deductible if

Continued on net Page



Continued from previous page
not directly reimbursed by the
agency. You should seek tax
guidance on this issue.

• Who is doing the work?
A customer service

representative's role varies from
agency to agency. Some CSRs act
like account executives and handle

most service for producers once
the account is on the books. Some

CSRs are more like processors and
handle mostly clerical work on the
accounts for producers. Variations
exist between these two extremes

in every agency and are often
based on the experience levels of
CSRs and/or the ability and desire
of producers to delegate service
work on their accounts.,

The amount of commissions paid
should be based on who is doing
the work and upon how well they
are doing it. If producers are
heavily involved in marketing,
renewal information-gathering
and day-to-day service of their
accounts, then the producers may
deserve more commission for these

efforts. However, if the additional
workload is simply due to an
unwillingness to delegate to
qualified people, a low renewal
commission and high new business
commission is in order.

In all cases, little or no renewal
commission should be paid to
commercial producers for personal
lines or small commercial

accounts. CSRs handle the

majority of the work once these
accounts are written, especially if
they are written on a direct bill
basis, as we suggest.

• Central marketing.
If an agency decides to set up a

central marketing department to
assist producers with new business
marketing and renewal
re-marketing, then less producer
commission is justified. Central
marketing should free up the
producer's time for new
production. That's what it's
supposed to do. This assumes the
department is set up properly and
the agency has hired the right
individual to handle the marketing
function.

Promoting the most experienced
and respected commercial CSR in
the agency to the marketing
position can help producers feel
confident that their accounts will

be marketed properly. Paying
marketers a bonus based on new

business placed will help as well.
• Compensation methodologies.
Salaries do not motivate

producers. If an agency uses the
salary-only method, the annual
salary should be retroactively
based on a commission percentage
of the individual's book-such as

25% to 30%-with up or down
adjustments to the salary made
periodically throughout the year.
These adjustments should be based
on the retention of the producer's
existing book of business and on
the new business produced.

If a base salary is utilized and
the existing book remains intact,
then the producer should
periodically receive bonuses for
new business production. This will
help motivate the producer since
his or her efforts will pay off when
earned, instead of having to wait
until the end of the year for the
new annual salary to be
established.

Experienced producers with a
proven record often feel
comfortable on a commission-only
compensation plan.
Commission-based plans justify a
higher percentage paid because the
producer is assuming risk and the
agency is shedding risk. New
business production should be
worth more than renewal

commission due to the agency's
need for new business. Also, in

most agencies the majority of
renewal work is handled by CSRs.

Variations of the "salary plus
incentive" plan or "commission
only" plan described exist;

Experienced
producers oftenfeel

comfortable on a

commission-only

compensation plan.

however, we feel these two options
are the most effective. It is

generally true that producers who
are willing to assume risk in a
compensation plan are most
capable of taking risk in a
perpetuation plan.

• New producers.
Production efforts of new

producers need to be monitored to
make sure the investment thK

agency has made-both in salary
and time spent with the
producer-is paying off.

Most agency owners do not know
Continued on next page
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Compensation
Continued from previous page
what is an acceptable level of
performance for either new or
experienced producers. They feel
guilty when new producers do not
succeed. New producers are
usually promised that they will be
trained by one of the owners or
experienced producers. Passing at
least a small book of business to

the producer to service and
develop and supplying him/her
with some leads (at least in the
beginning) would be helpful. A
new producer needs direction and
some assistance to get started,
especially if the producer is new to
insurance sales.

A new producer might typically
be put on a salary for the first two
years but should be required to
validate that salary with a certain
amount of production. The
producer should be passed
$30,000-$40,000 of commercial

commission volume from

experienced producers to service
and round out over a three-year
period. If the producer can also
write $20,000 to $25,000 of new
business per year, then he or she
should have a $100,000
commission book of business after
three years.

The experienced producers
-including owners-who pass
their smaller commercial accounts
on to new producers should then
have more time available to

produce new business to replace
those accounts passed on to the
new agent.

• Performance standards.

Experienced producers in
average agencies should handle a
book of business of at least

$250,000 to $350,000 of
commission income. With a book
this size, these producers should
also have time to produce some
new business if the producer can
delegate a good deal of the service

Agent/Broker Topia Perspedive

work to competent CSRs.
Experienced producers in

high-performing agencies service
books of business in the S350,000
to $500,000 commission income
range. At this level they are
delegating service regularly to
competent CSRs, handling fewer
customers and writing larger
accounts than the average agency.

• Keep producers out of smaller
accounts.

The agency should keep
commercial producers out of
personal and small commercial
lines production and service. CSRs
in any agency should be able to
handle the writing and servicing of
these accounts. This is usually
much more cost-effective for the

agency involved vs. paying
producers for the work done by
CSRs, especially renewal work.
It will also free up the producer's
time, enabling him to write new
accounts.

• Grandfathering.

If the agency's existing producer
compensation plan is changed, it
may be necessary to "grandfather"
the existing arrangement for at
least a period of time. This would
enable producers to make up the
commissions lost with new
production. Any new arrangement
can begin for new business
produced after a specified date.

Over time, the producer's entire
book would be under the new plan
due to attrition, which averages
8% to 12% in most agencies.

Some agencies only grandfather
existing business for two or three
years. This depends on how
profitable the agency is and how
drastic a change is necessary.

• How much can you afford?
The average well-run agency is

not ablt to afford or willing to pay
more than a range of 25% to 35%
commercial renewal commission,
depending on whether benefits
and/or selling expenses of the
producer are paid by the agency.

SEVEN OUT OF TEN AGENTS
ARE GUILTY OF NOT TAKING
THEIR OWN ADVICE.

How often have you recommended a client
go for the policy that offers the best coverage?
Cautioned against sacrificing important protection
to get the cheapest price? Or stressed the impor-
tance of comparing apples to apples when it comes
to comparison shopping? Odds are, frequently.
Yet all too often, agents are so wrapped up in advis-
ing their clients, they fail to apply this same good
sense when it comes to purchasing their own errors
& omissions coverage.

Are you guilty? If you're not insured through
PIA's Errors & Omissions Insurance Program,
chances are, the answer is yes. PIA's E&0 Insurance
Program is one of the most comprehensive policies
available to independent agents. It offers you
a combination of coverages you won't find else-

Ill/A
NATIONAL ASSOCISION OF

PROFESSIONAL
INSURANCE
AGENTS

400 N. WASHINGTON ST.

ALEXANDRIA, VA 22314 703/836-9350

where... First dollar defense coverage with no
deductible... Prior acts coverage... And much
more. Most important, PIA's E&0 Insurance Pro-
gram has been a consistent force in the market-
place for over 25 years.

So compare PIA's E&O Insurance Program
with your present program. Dollar for dollar, you'll
be hard pressed to find a program that offers you
better protection. But don't take our word for it.
Call or complete the attached coupon and com-
pare for yourself. Then take your own advice.
Underwritten by the Utica Mutual Insurance Company.

1 WANT TO COMPARE FOR MYSELF.
Send me more information on PIA's E&0 Insurance Program.

Name

Agency Name

Address

Zip

Phone ( )

Policy Expiration Date

Clip and return to: PIA's Errors & Omissions Dept.,
Professional Insurance Agents, 400 N. Washington St.,
Alexandria, VA 22314* 1-388BI

*In Wyoming contact: Nelson Insurance Agency,
P.O. Box 311, Powell, Wyoming 82435

This range assumes that the agency
would like to make at least a 20%
profit, which serves as a return on
investment to the owners.

Agencies that are not well-run
usually can afford less but most
likely would not be able to attract
or retain good producers.
Therefore, their return is less,
which is probably what you would
expect in a poorly run agency.
High-performing agencies often
pay the producers an added
commission or incentive for new

business production. This helps
motivate producers to write new
accounts and encourages them to
delegate service work to the CSRs,
due to the lower renewal
commission paid.

It is imperative that owners
consider all of the key points
outlined above to determine what
the agency can afford to pay; what
should be paid based on the
amount of service work the

producers are performing; and
what the competition is paying in
the agency's locale.

In any case, the important issue
is: Can the agency make a profit on
the producer compensation plan in
place? If not, then the agency
would be better off without

employed producers or brokered
business.

Without the non-owner

producers, owners would have to
carry the burden of all new
business production. This could
especially be a problem as the
owners get older and/or when they
are already handling a significant
book of business.

What motivates your agency's
producers? How much can you
afford to pay? What contribution
to the agency's profitability are
producers making in light of the
costs involved? These are all key
questions that need to be answered
in designing the ideal producer
compensation plan for the agency,
taking into consideration each of
the issues we have addressed.

In the final analysis, the key to
motivation will lie with the

individual. If the agency provides
a motivating climate for its
producers, has a good
compensation plan in place and
properly manages producer
performance, then there should be
no problem. If there is still a
problem, then the key issue
becomes whether or not you hired
the right person for the sales
position in the agency.

Testing of new producers by the
agency is key before hiring. This
will help determine if the producer
has the necessary characteristics to
be a good salesperson: ego drive,
empathy, leadership, delegation,
etc.

Each agency situation is unique.
The key issues discussed in this
article will help you in your
thinking as you design the ideal
compensation plan for your
agency. As you do, remember that
you are running a business. As the
owner of that business, you
deserve a fair return. If a producer
compensation plan prevents that
return, or fails to achieve it, the
time has probably come for
change: Change the plan or change
the producers.

Catherine C. Oak is a partner
and consultant for Marsh. Berry &
Co. Inc., a
Mentor,

Ohio-based

national

consulting firm
for independent
agents. Ms. Oak
opened the

firm's San
Francisco office
and specializes
in financiat Ms. Oak

management,

appraisals, agency operations,
compensation and strategic
planning consulting services.



Lloyd's liability
Continued from page 3

"I don't see that. The Council

doesn't see that," Mr. Lawrence
said.

The issue of limiting liability is
being raised because of the huge
losses some syndicates are suf-
fering and concern over whether
Lloyd's "can continue to attract
names," Mr. Lawrence explained.

Suggesting that Lloyd's limit
members' liability is "a nice, easy"
solution, but "I don't know if many
have thought through what it
would mean," he said.

The Lloyd's chairman listed
problems that would have to be
solved before Lloyd's could limit
liability for names. For example,
"what do you do with 300 years of
trading with unlimited liability?
You would have to run off all the

unlimited liability syndicates."
Also, limiting members' liability

and then switching to a one-year
accounting system and eliminating
reinsurance to close the previous
year's account would "change for-
ever our tax position worldwide,"
Mr. Lawrence said. Lloyd's would
be treated as any other insurance
company for tax purposes. How-
ever, he said, this would not neces-
sarily increase the taxes paid on
business conducted at Lloyd's.

Also, Mr. Lawrence said, under a
limited liability system, would lia-
bility be limited at the syndicate
level or at the name's level? If one

syndicate exhausted its capital,
could a name trade on other syndi-
cates? And would there be a

Lloyd's Central Fund?
And how would Lloyd's "prove

to policyholders that they were in
an equally good position with lim-
ited liability" as under unlimited
liability, Mr. Lawrence questioned.

"I am not saying that it isn't re-
solvable, but it raises major prob-
lems," he said.

Paul Archard, managing director
of Murray Lawrence & Partners,
who has "mixed views" about li-

miting liability, observed: "I don't
think it would do Lloyd's percep-
tion much good in America."

Nevertheless, serious discussions
are going on at conferences, mar-
ket meetings and in the hallways of
the world's oldest insurance insti-

tution on changing the basis of
Lloyd's security.

In fact, Messrs. Hiscox, Cooper
and Springbett say they will advo-
cate limited liability openly at a
conference on the future of Lloyd's
to be held by Insurance Risk & Re-
search Group on June 20.

At the moment, the security be-
hind Lloyd's policies consists of
two main elements: The financial

resources of Lloyd's members and
the controls exercised by Lloyd's
that come into play when Lloyd's
members' financial resources are
not available.

When a claim is filed, it is first
paid by the technical reserves of
the syndicates, which are techni-
cally owned by the members. The
reserves include the reinsurance

premiums paid to close prior years
and the underwriting balances of
the last two underwriting years,
which remain open under Lloyd's
accounting system.

The reserves are held in trust for

members and pay for underwriting
losses and expenses of the mem-
bers' underwriting business.

Once the reserves are depleted
for each member, a member's de-
posit, which is held in trust by
Lloyd's "as security," pays the
loss. The amount of each Lloyd's
members' deposit is determined by
the amount of premium the mem-
ber underwrites.

Currently, a member must de-
posit between 28% and 40% of his
or her annual premium income.
However, Lloyd's plans to increase
required deposits this year.

Members also have personal re-
serve funds held in trust by mem-
bers' agents to pay for losses once
reserves and deposits are depleted.

The fund size is based on the mem-

ber's premium income.
If the technical reserves, deposits

and personal reserve funds are
wiped out by losses, the member
becomes unlimitedly liable for any
added losses in proportion to his
share of the syndicate's business.

Each prospective member must
provide independent verification
to the Council of Lloyd's that he or
she has a minimum level of wealth

of at least 100,000 pounds to pay
for losses, although Lloyd's will
review that amount.

Should a member's assets or per-
sonal wealth prove insufficient to
meet liabilities, the Lloyd's Central
Fund and the assets of the Cor-

poration of Lloyd's will pay
claims.

The Central Fund, however, is
the ultimate safeguard for the poli-
cyholder-not the Lloyd's member
-and theoretically does not pay
claims until all other avenues to

pay the losses are depleted.
The Central Fund will pay unmet

claims whether or not the claims

are made by other Lloyd's syndi-
cates or policyholders outside
Lloyd's.

Not in living memory, according
to Lloyd's, has a name gone bank-
rupt due to losses at Lloyd's.

However, two past settlements
and current losses show just how
vulnerable the unlimited liability
system is when losses exceed the
expectations of Lloyd's members,
proponents of limited liability say.

Twice since 1980 Lloyd's has
been obliged to bail out members
and pay claims in unprecedented
settlements because the members
refused to meet their unlimited lia-

bility responsibilities.
In 1980, the Corporation of

Lloyd's paid 16 million pounds
($29.4 million at current exchange
rates) of losses from the 1976 and
1977 accounting years of Sasse
syndicate 762 in a settlement with
Sasse syndicate members. The
members had sued the Corporation
of Lloyd's, charging that Lloyd's
had not properly regulated Sasse's
activities. In return, the members
paid 6.25 million pounds ($11.5
million) and dropped the suit.

And, last year, to avoid long liti-
gation, Lloyd's paid members of
non-marine syndicates formerly
managed by PCW Underwriting
Agencies Ltd. a 103 million-pound
($165.8 million at the appropriate
exchange rate) settlement and
granted them immunity from any
further losses.

Lloyd's contributed 45 million
pounds ($72.5 million) from its
Central Fund and 37 other organi-
zations contributed 55 million

pounds ($88.6 million) of the set-
tlement.

In return, the PCW members

paid 34 million pounds ($54.7 mil-
lion) and relinquished their rights
to sue Lloyd's and other parties
to the settlement (BI, April 13,
1987).

Current problems in the market
also make the viability of unlim-
ited liability for Lloyd's members
questionable, proponents of lim-
ited liability point out.

For example:
• Lloyd's may seize the deposits

of members of loss-riddled syndi-
cates formerly managed by Oake-
ley Vaughan (Underwriting) Ltd.
unless the members pay assess-
ments within the next month to

cover losses dating from the early
1980s. Losses from Oakeley
Vaughan total at least 20 million
pounds ($36.8 million at current
exchange rates), and many of the
190 syndicate members are refus-
ing to pay. About 50 members are
embroiled in litigation with
Lloyd's over the losses (BI, May 9).

• As much as $150 million of
losses on runoff reinsurance poli-
cies are plaguing members of the
open 1982 year of syndicate 317/
661, which is managed by R.H.M.
Outhwaite (Underwriting Agen-
cies) Ltd.

Continued on next page

, uptcy ... bombing
rage ...terrorism ...

ant Oilllq
insur

... taxation .. legislation ... war risk -
associations ... superbowl ... HMOs ... P
B ical ... renewal ... retirement ... p<

drug ...asbestos ...employee ... en

nE*¥.,rBitime ... nuclear ... a
ea,em ... ispers ... civil justice
THE*OURCEdon...Zg

Yuija-County ... Dankruptcy ... bom

Need the facts fast?

Order Bl's

Editorial Index now!

Uncover the issues. Track the trends. Follow the changes
and developments in risk management, employee benefits
and the commercial insurance industry.

· all news reports and feature articles published
· indexed alphabetically, chronologically and geographically
· indexed by people, companies mentioned, and subjects
• continuous access--3 quarterly reports plus a cumulative

annual edition

Whatever your needs, interests or curiosities, Business
/nsurance provides a wealth of news and information. Let
Bl's Editorial Index take you there in seconds.

/

DU5676666 1766-U, UNCe, J Ulle 0, 1;100 / *d

Business Insurance Editorial Index

220 East 42nd Street, New York, NY 10017

Please send me the following Index(es):
Annual Index (hardcover) ONLY $150* each:
01981 01982 ¤ 1983 El 1984 01985

Annual Index (softcover) $100*: 01986 0 1987
Full Index Service at $100*: 0 1988

*Foreign PostaKe Additional

PAYMENT MUST ACCOMPANY ORDER

0 Visa O Mastercard 0 Check Enclosed

Account #

Signature

Name

Title

Company

Address

Citv

Exp. Date

Phone

State Zip
El 6/6

Write Up
Your Street.

-1

-

Marinco is the best way to go for Municipalities,
Schools, Park Districts and Water & Sewer Districts! The Public
Entity Program encompasses multi-line insurance coverages, offered and managed by
Marinco, Inc, through the Reliance Insurance Companies (A + Best Rated).
Customize specific insurance plans with the following coverages:

* Commercial General Liability * Public Officials Liability
(Occurrence Form) * Excess Liability

* Property * Inland Marine

* Auto Liability and Physical Damage * Law Enforcement Liability
* Self Insured Retention Plans for Larger Risks * School Board Legal Liability

Marinco, Inc has streamlined procedures to closely evaluate risks and effectively service
you and your public entity clients. An application packet with greater program detail
is availghle immediately. Call or write for yours today:

1-800-367-7777

Marinco INC.

Marinco, Inc. PO. Box 17800 San Antonio, 'has 78217

Available in all states except AZ, CA, FL, ID, LA, NV, NI, OR, PA & WA



Lloy s liability people w©{ild invest u3 Lloyd S, woul,1 he able to closr theit ac-
whjids would strengthen its capital counts an-' ' and would be less At least 11 syndiCommaed from prammr P<}ffe base, sind Mr Hiscox. likely to Acep irmr rj:i·licate ar-

cates
The maAnitticle of I h* losses- .

I believe thal buyers of insur- c.,mt.s open, the exerit , »«ree
whleh pinnanly stem hem U S pnY ance are unpressed by the security Even if Lloyd'c .1, ·,, .1 n s
lution and asbestoms claims frum of the Lloyd's r„,1 rv, 1!iree-y©a.r *©ecuriiaii»g Syslf'm and won t close '85 accounts
rears pnor to 1982-ptompted 192 Lloyd's has C.r «...:.it ' p -1 syndicates left accounts op:n at
14*yd's membes' agencies tomvesti- da - aitd not because 02 w ,,- least Ll, i members - By STACY SHAPIRO and CAROLYN ALDREDgate whether a eourt or aibit,mtion {,,· 1,.bility," be said thri# il'IN, 1, Josses

inbucal m ilkely to tiojd th41 MA- 7 here wvul d be a ef- „. cl,e U S litigat,on m,1 Fia- LONDON--4 }u Iclactice of keeping opeb Lloyd's of Londen syndicate
raite was m bread *,1 f{ 1,11,3 01 M feet" 04, the security oft  -yd's bility©lin-ars.st the moment, aithe accounts abec<,ismg "epwdenae,"Lloyd's executives say
breach of eoatract pr.]1*ey, Mr Pettitt said very maimuiki ][tly, 1,»» 1 liability More and mme syndicates are unable to close ukerr accounts cr *,me,

Tie report, pr©]pa ©d by Load©r} li e expj Bined that Lloyd's, which should bi considerc, ' Al· l'ettitt pruniT#ly ht«eatee of new U S polloition and asbestosis claim, eci-j,+401 : '2
iaw firm lkeshfields, advised Chat the writes nlity 2% of thr world's pro- aaid "Thr·re should be a «tudy in dispultes hs t:ween : 1, (it' 1 os over runoff N Annira nce poheles.
members vvuld be unikely to wm a mium income, is tha oitly macket what Wit problems :vr u d be It .1 ,<1 the new 1., , ull mean a 675*: drop m prnhts Zor Lloyd's
Bugifient, ' t sr :318 nanagers (tat wnles w#h 11,11,miled bal,jUUS needs a jol of ¢1 2} 1 =111 and exam;- unil , 45,76:tnalystyv, dlets
ft,i breact I duty '/ ', .y 233 And would mwive with limited ha- nution Ttie losses and disput·,1 -7.·.„:r jinlicies wrill foree p' least 11 sysidicates 14

reve aeless, more than 50 ma- bilils hucause it abeady ts "writ- "But there shr,Ild L© no argu- keep thelr syndlet,1,4 ac©olir ·s open for 1985-'-e Ill,aerwntlng n#w elosiag
bo, 5 las. week appomted law firm mg on a proper solvency basis." mont to say that , ,-, 300 years, it under Lloyd's three-year accounizrzg EJwm
Richards Butler m London to adpise In addition, Lloyd's syndicates shouidn 't be c,-,1.· dued." Commued orr Red page
th©m „f j }imr , i ' ions

• 'f}r I i, membets of the 1984
-**2-lz

underwr.1 1, ; vear of Syndicale
553, formct.y liliderwrittcn by
Cyril Warrilow and n.tranaged by
C J W (Underwr Iting Agencies)
Ltsi, face totaj lusses of more tha,ti
71 million powids (9130 6 milltion# t

acd have bees: fisk, d to pay 22.3
million pou}ads {>,41 milll©M this

f18.

year to help cover losses on the ,
open :u-count

Th, 10*c

J

" rife will be left f
/«r'.» I

Open "mOU' . members have
fiereed 1 0 mum=mn London law
Ii,m Elborne Mitchell & Co and
accountants Pest Marwick &
MeL.mfork to study the losses.

'I'he a , les of s limited 1 '

ily · ·,• 1-p Say Uint 16.

habil,v „C Lloyd's members we·+,d
encourage Lloyd's to move from its
three-year accounting systeni fo a
one-yeal accounting system and
allow more Lloyd's syndicates to
close their accounts each year

f

Because of ui,ilimited Jxability,
underwriters keep syndicate ae-
coun* - open for th roe years before )
deter „in nr: profils or f isses are
for each year Howev, Lloyd'a
15A«  liers point out 11 , , 14$u
- pollution .ind asbestos losses,
three years is not ],ing enntigh to
determine ihe ultmt,itc losses or
M ofits fi,r one aecr i ,, , vear

As s result of 1 jus .1 c.' , -· ';
more and more Ll- d s un-

derwnters are keep, 7 2 melr ae-
counts open and ler T x the mem-
bers expose ei.,1 , - losses

stemming - _ - at year
As (,1 Dec. 31, 1986, 90 *ndieste

jaccouict yeais were open through
Ihe 1984 accotint year accoidrug to
Mr Lawrenc€

To date, al least 11 Lloyd' - -vn-
dicates a ie keepmi

"

©izints open, and B L *j

m<ty,7 predicts that as many as 60
syndicates will leave their 1985 ae-
counts open Mee story, pas© ',·,

However, i f Lloyd's hiu, ·.d the 1 -*

liability of mbers, ni,iny nf
Lloyd's curze., 1 5 · ablems couid be
elimuiated, the advocates say

A Lloyd's member would mvest a
certain amount m ' uney into a

r 1

syn/,ente, 90(11 as 1 1 1,000 pounds
- 1

Or suid wi,i.,· maintain de-

pi .. :nid persori t eserves
And, mstead o" r vestmg indivi- ,
41¥ m as manj as 38 syndwatf.5, r r..

am 2 members do now T.103 d's
113, mbers e.©uld mvest m .i portfolio
of syndicates manat:cd by a mrm-
ber' s af, ocy, said Mr. Coopes 4

49 :l , SU]lt, embers would .
.

..r

inVest 14 l iuse , y would knoxp ,..fe & '.9...

$.... 36. e - t st.that they would uot lose morf than I
e I .

their stated ilivestment m I«loyd's. 1 '"

This would increase the capital
base of Lloyd'sand allow syndi-

7eates to write muze uon-marine

business,, fry-1*ives say It's a matter of defense.
"Shoti 1,1 11„ ,. jose their capital in san=Y and service.

.

Lloyd 's i ,· rould be more likely To do battle 72,1111,1 loss anc] liability Like a monthly loss report i = as easy
to put m more ca l,· 191 with linated I
liability ' ·, , n tl i Fent member= you'vegot to be ai ined blitheright inf i to read as it is coniplehensive. Orcuslz ' Led
r h i r, with unbm ·· 11 0 ,bility," Mr. 1 tion. Whic h is why you >11,,dic] midFe Han _v..1 Cl- ---:ils thkit can give - ..„Betchok1/ 14 , /x sald

.'
1 1»K lay. there may not bea need pechil picture.

for new capital, but there w111 be a

a,1

ty your ally.
bme when there i: 7 need fur Mew \\ ] Let] ler Volli any pir i oil mimbers \Vith our Customer Allocation System
c.ipaeity," 851,2 lt<,> T; th t, char- 100 or 10(1, 0(JO. Hartl . Speculty can meet you can assigil medical, indeimilly. rmt'
man of T 1„.cls brokeng( Mincl

your loss and clatii] information needs. Will) expense dollars to profit centers-ilidividc -.
The security of 1.,lord's policy just the rifyht combination of Sy,1 011-1.,wn[.1,1 "a]160 be b,trf i , 'th, r , d" by or in any combillation.

linittinc liability b, 1 411ht Diore I



OUM#eu //n Unr 0 1 1 fl n / 4 4

C,)17?mied frorn pr,1 1-)1 ' peqe ($236 9 million at year-rnd 1487 I#eaving a ,$; ticlicato afeoilnt bers in subcoquent accounting open thril 1985 accounts alf.
11„u, z· 1 2 LI<,Acis .pokexman exchaner rates), mt .f 1-,nflt er'm- open alv) mt ,in. that the past years, her.plain (i • Sindicate 418/417, Lloyd

prod li h that a indjrn as 60 of mi.:,r,1, that min,ial'ir 144 11, in Yearc .iw ts alidliabilitirK are no' '*The i,{,linhf,!(li i is totally and laigest An,llc,,ti undeiwgitten by
Li„,Ii'. 400 gndicat may leave chag,· mrnli,ch fii,ril 2115 million rolled ,vir 1nto future accc,unts utterly uriaffected, ' Mr. Lawrence Stephen Mineu and managed by
th, 11 1483 aCL„zintr fT(·n pouricis fi,299 3 million ,it ,*·ir-end throuith li,insuratter-to-cloge pre- said "The qu(*dion is only w]hith ME,rrett Undprwrit,ing A*tone>

At I)(·c 31,1'lib j{} 4Jndi,Tito 19PG f'\l h,ingf, 1 ,th'.) 11, 1414 mijujms Le.ix ing a syndicate ac- names will pay " Management Ltd Althwigh 1 hf
account 7.,1 h id bsen left open Hi in 11,5.i . p.liti ul,irlv those Count open mrang that an un- Previourly, members angry over Finduale's accounts will b, f.i,k
throuch 1'104, tho vi'ar which surhlitibysyndicutr· rii,ii,iged by der-wi-iter can stait a new the huge losses the, faced when €wn MUAM is questionine thi
014,971 n 1486, eld L , %(1'-. Ciwit- C J W (Underwriting '4wneles) undeiwitting year with a clean vndicate accounts weere loft open lf,ss ©Fill,7,1tf>% On ll runoff ]),IlkieR
man Murrdr La wrene Ltd a)nd R H M Outhv,tile (Un- flate, with no paqi obligatiocid ir) have digputed -thr r- ·nt of that feita,uze ficht 1 tr,vd's suidi-

i-10 noted that the 90 acti,unt demilting Ast-ticIDS) Lt,i, air le- worry about flaung and some have :- 8 to cates and three ]Infild,]10© crum-
rran in©Fucied syndicate. that h,id spoir>ible f u l,de flimi  profits, "No one wajnts to keep a mear pay pant# for acer,unting yrafh plt,)1
left op, n mor(. ilian ont, account Chatset Mays open" borause mombers do not like In tight r·f the pfoblem of leaving to 1985
yeal Leaving 6 5-- -]catc· account it, Mr Lawrener said Accounts avndir,,ti ,ilcountA open and the MUAM already has ieserpec

13, ea,15© of thc, El(,ss(,s that are op(in means th:. -0-, or profit. in are k- open only to eirate "eq- subci,lui t:L coniern of niembers $100 million to pay for the esti-
forciia.Oh·syndicatectokrop their the Jeai loft opon and bom pa.t uity bc ..n namos" breause {,lof- fatitig such huf·· Iri,%505 Sc - 7 mated k)85( r but haf discoverec
aCCO,Unth (,pit » lili-Pt tidrnl svndi 98.5 will b diducted hom 01 ing anal. mt whendalms cannot Lloyd's fic cultre, want Lir .0 dlinng Srvt r.il audits on the con-
cate, anal,0' c hdly_·t Llcl picdlet·. added to the piofilts of 1_*Ifird f be acc'urn I ©stunated would not limit meml,<,1, hdbility i . storb, tiaets that the logs ©flim,ite9 fron]
that Lloid s Drfifith f,r 1986 will membrrs of th, hvndicato dullog be fan to thal y(·a, s grnd.-11, page 3) the eedinc f „Il).init 4 11*1,> 111«1Vt
cal] 99',t ti. 125 nilla in pounds that year mornbeiS, or the 4 yndicati + mejm- Th<, Maidicates. that arcy keeping beentlw l,li;h .,n,I,(imqto MUAM

Manapng Di,044 k,n Randall
Afair.tilt Multtl'smembrimap
frern; a credit next Tray u }i, 11 th(

1 IgHTr acwunt 1< r-xtxt, d to (1..'.

0 Mannc, 4 mlic,itr 334, man-

aged by 1#lim,nk I ndenultinB
Managenit rit i,ld .i .iih:idi.i,5 01

Mt il< d reinsurance poliey writti u In
1981 to svndicate 418/417

A, . 2f. r .
The policv prot far tq the s>ndicak

t.

Mitiott Pulbi, I,k L I,kclan litihill-

for all 1al,i li Li€ s excess of .12 mil=

3

1*3*'&.L** 1

t

I lion thrit may arK) hom th 140

1 4 and e:,Ille, accountingyears
4 1'. - - *Z:- 1 Howeive:, MUAM , A quos:tion:nB

41 1 Ir 'b- '244' wlic·the, tlie *1 nit leate dielosed
malltid luffm mall„ri at the time

1 1hc I),)11(r ,a.placed

Itt
1 1

+

1

f Mill thi Hhitte! A re«Ved, "th€
t , 1 Only COUr., ,)f,li tion 15, t„leave thi
4, "14-4

1 't -15 T «1986 aeroun( ,94*Amc furt]he
S .- 5-- a.er elarification (,f thi· po,itic,n hom

the r©insurer, said John it<,bs(,n ol134. i
f

J Merrett Syndicates Ltd m a M.0
--2*-1 1

I -1*1, f

/' 12 letter
h

j • 6ndicato 553, forrr, un-

r,41 9 1 d©r-writit n by Cyi 11 Wan

ts'*· jrtanaged tiv CJW (Una-_ „ Ling„ 1'4
- 1

and

*FE '
ly. - r
L

ojpriationlri:1 f f.,1 1 (*,ses for 148%
1

010 estimated al 2 2 million i„,und.
''*891 ', 4';i * ($4 million at the current (·uhange

/ .1 k
i ate), 01 about 8% of 1989 . 1.7 mil-
lion pounri 1.imp rap , in,

Tht, aitt•114 i IS 85&111* mi rlibl'lf 01
LL thi .Kndit .iti birthr 1481 -irc„1,111=

Ing boar to pay a further 22 , intl-

44*  lion pounds ($41 million, bv ihc
ond of Jun© to holp c.; 4 r los,fw

' now e,tiinated at more than 71

million pounds (5130 6 millionj
(81 May 23) The 1 ,452 members
were tut with a 45 million eash

c all (58 5 mithfmfl at the ,%<wi -fnE
1987 exchance 1.,te) last yeai

• Non-nairin© syndicate 384

underwzittin by C.iaham Potter
wjho M,dencd in Apill and majn-
aged bz Afagorn Agencle' Ltd
A i it:(,i n will asik mcmtic i , foi

ah.nt 2 jmillion poundr 57 7 mil-
hon;, 01 20*jb of membu s plemium
capaciti, to help pay losses be-
heved to total 40% of the syndi-

eate's 1985 premium (dpac -/

The 5„,di.te <lirfered ..

*5.'i10©9*>S Arl .1 1 L tdill l 4..$1011611 ,-

COV©Zing I l.ks underwritten L,f
Wainlm in 1984 f MI, May 21

* Foul 'nndli.ihi thal plaef'f
digpilted runoff ]}(,1 li 10% Wlth Syn-
dicate 217/661, Rhich 15 managed
by Onthwaite Thrv aie non-ma-

1-1.3 rinc enciteate 38 ujndrrwi itten bY
IN ih,mivin and managed by Ro-

4
r cote 4[14, undex witttru br Seamuf

brita & 111%0x Ltd., marine svndi-

Cowley and man'ii.,1 b,1 Kellinii-
ton Undetwnting Agencirs I.1,1
mallile syndicate 448, under-
written bs David A Beaumont .md
manaeed by Wellinjflon. Til,1411

4 aeached a %0ttlejmont iii' h c ),ith-

-waite conforning the iwivff 1.11=

Our interactive, on-line OSCAR system expertise tempered by nearly two centuries cies afte, the accountr wric' kepl
opon (MI Mnv 2. April 25), and

1014 you specify the type of report you of experience.
want-or evencreate your own - from _fTestOur For more information contact

non-md, m, .ildicate 484, undel-
written be R E Thomson and man-

aged by Methuen (Lloyd g Under-
a data base that's 24-hours current. Response sjur broker or the nearest Hartford  writing Agen ts) Ltd

* Non-marme syndicato 105:It's all bact-ed by the same supe- 5p 4- -tv office. We'].1 be glad to do
nor service thats inade The Hartford Ability . -et.di , underwrilit n bv K Theobald and

sonic reconnaissance. managed be John Poland & Co
which iS asking members to pay

a leader in the insurance industry.
HARTFORD UY

Why wait? In the never- dbout 4 million pounds ($74 mil-

Challenge ws. You'll find that ending battle to manage risk, lion) to help cover losses of about 9

we respond with innovation and SPECIALTY,d mlhong pounds ($1 6 6 milhon) fm
we're your best defense. the 1985 underwritilig s uar

ITT *SNI
* Motor synd i utes 647 ant]

1 325



28 / Business Insurance, June 6, 1988

Section 89
Continued from page 3

"It is difficult to expect employers to
comply if the Treasury hasn't even released
all of the guidelines," said Massachusetts
Mutual Life Insurance Co. in Springfield,
Mass.

"Without regulations (i.e., values, etc.) it
is impossible to accurately perform the
tests," said Southeast Banking Corp. in
Miami.

, "Without further guidance on separate
lines of business, we find it difficult to de-
termine how best to comply with the regu-
lations," said United Technologies Corp. in
Hartford, Conn.

"Compliance should not be required until
the regulations are complete and final and
with appropriate lead time," the company
said.

Many of the 80 employers responding to
the APPWP survey said it would only be
fair to delay Section 89 until after the
Treasury Department has published com-
pliance rules.

"Three to six months (after publication of
regulations) with nothing else on our

INSURANCE FOR
BANK AUTOMOBILE
LEASING

plates," said Xerox Corp. in Stamford,
Conn.

"To set up systems and compile extensive
data from multiple division locations, we
estimate it will take over one year," said
United Technologies.

"There must be a minimum of six to eight

result, employers have had more than two
years to prepare for the law.

Those observations have angered employ-
ers responding to the APPWP survey. Em-
ployers note that their hands have been full
trying to comply with the mass of other
benefit laws that Congress has enacted re-

'Without further guidance on separate lines of business, we
find it difficult to determine how best to comply with the

regulations,' says United Technologies Corp. in Hartford, Conn.
'Compliance should not be required until the regulations are

complete and final and with appropriate lead time.'

months as a window for implementation
after the regs are issued," said Stouffer
Foods Corp. in Solon, Ohio.

So far, employer pleas for delaying Sec-
tion 89 have fallen on unsympathetic ears
at the Treasury Department.

Treasury Department staff members have
pointed out that Section 89 was made part
of the Tax Reform Act of 1986, and, as a

Allied with major carriers, we have extensive n»*4experience with this difficult-to-place insurance.
We make it easier for you with a quality bank auto Lmul
leasing insurance program that provides broader
coverages at substantial savings. Ofxx

0 Lessors Excess Liability
0 0

0 Lessors Contingent Liability

0 Lessors Contingent Physical Damage
• Interim Car Coverages • Residual Value Insurance

We invite your inquiry and your business.AAX Write or call Ron Ruane.4,u
PAIGE-RUANE, INC.
INSURANCE The Irwin Building · P.O. Box 1562

King of Prussia, PA 19406
(215) 265-4170 · FAX # (215) 265-1240

Physical Damage bY

*Imur#**r.t,s

cently, giving them little time to focus on a
new section of the tax code for which the

Treasury Department has yet to issue regu-
lations.

For example, Occidental College in Los
Angeles said it hasn't begun to focus on
Section 89 yet because it has been waiting
for Treasury Department regulations and
because it has been concentrating on the

Tax Reform Act's non-discrimination rules
for retirement plans.

One of the major problems employers
face in complying with Section 89 is that
the rules enormously expand what is con-
sidered a "benefit plan."

For example, under Section 89, each ben-
efit option-such as family or individual
coverage, different deductible and coin-
surance levels and different health mainte-

nance organizations-are considered dis-
tinct plans and will. have to be tested
separately.

Indeed, the 80 companies said they have a
total of 3,431 welfare plans. However, for
purposes of Section 89, the surveyed firms
estimated that they might have as many as
13,989 plans for which they will have to
compile data and run the non-discrimina-
tion tests, according to the APPWP.

For example, Kraft Inc. in Glenview, Ill.,
estimated that it has 380 welfare-type
plans under Section 89, compared with 95
plans without regard to Section 89.

In addition, Litton Industries Inc. in Be-
verly Hills, Calif., says it has 450 plans for
Section 89 purposes and 260 plans without
regard to Section 89.

Employers should use muscle
to control health costs: Duva

By JERRY GEISEL

WASHINGTON-Employers
have to use their buying clout to
put the brakes on soaring health
care costs, a benefit manager says.

"To escape the cost avalanche,
we've got to take a wholly new ap-
proach to purchasing medical ben-
efits-an approach aimed at in-
creasing market pressure on the
health care providers," said Joseph
Duva, corporate director of em-
ployee benefits at Allied-Signal
Inc. in Morristown, N.J.

Speaking last month before the
annual Washington conference of
the Assn. of Private Pension &

Welfare Plans, Mr. Duva said that
most company cost containment
programs have fallen short because

The Crump Companies has divested
Southern American Insurance Company,

an insurance underwriting subsidiary.

Southern American is now independently
owned and based in Provo, Utah.

The Crump Companies

they have focused exclusively on
attempting to influence employee
consumers of health care.

Allied-Signal, for example, has
given employees incentives to use
cost-efficient health care services,
such as outpatient surgery for
minor procedures.

"But we soon learned that the

only way to achieve meaningful
cost control was to give providers
themselves a reason to work for

this goal," Mr. Duva said.
Allied-Signal has done just that.
It has joined forces with CIGNA

Corp. to create a single, nationwide
plan administered by CIGNA that
guarantees to contain the com-
pany's health care costs over the
next three years (BI, Feb. 22).

Under the arrangement, CIGNA
guarantees that Allied-Signal's
health care costs will not increase

more than a stipulated percentage
in each of the next three plans.

If Allied-Signal's health care
costs increase by a greater amount,
CIGNA will absorb the added cost.

Under the program, Allied-Sig-
nal employees will be enrolled in
CIGNA Healthplan HMOs nation-
wide, though employees also can
use non-network providers with
significantly reduced coverage.

Allied-Signal's "Health Care
Connection" managed health care
network will replace more than
100 HMOs and indemnity plans the
company had been offering to em-
ployees at various units.

By offering this huge volume of
business to CIGNA, Allied-Signal
was able to negotiate more reason-
able terms in the health care mar-

ketplace, Mr. Duva said.
CIGNA, in turn, is able to share

Allied-Signal's health care risk be-
c ause it has contracted with a net-

work of health care providers to
provide services on a more favor-
able financial basis, he said.

"The new plan shields our com-
pany from dangerously ballooning
costs for the three-year period.
We're not looking for reductions in
our health care bill, but we do ex-

pect to slow its growth enough to
generate savings in the $200 mil-
lion range over the next three
years," Mr. Duva said.

Previously, Mr. Duva had pro-
jected that Allied-Signal's health
care costs would climb 58.9% over

the next three years if no changes
were made. In 1987, Allied-Sig-
nal's health care costs were $355
million, or about 3% of estimated
1987 sales of $11 billion.

Mr. Duva noted that while the

new Allied-Signal program pro-
vides a complete package of high-
quality health care, it does have
one shortcoming: In some areas of
the country, providers that em-
ployees want to use have not joined
the CIGNA network.

"This will take time. The only
way to get the majority of provid-
ers participating in cost-effective
networks is for many more organi-
zations to demand such arrange-
ments," Mr. Duva said.

Indeed, the momentum is build-
ing in that direction, he said.

For example, several large Mil-
waukee-area employers, including
Allis-Chalmers Corp., the city of
Milwaukee and Miller Brewing
Co., have banded together to nego-
tiate favorable rates with 13 hospi-
tals in a four-county area (BI,
April 4). In addition, at least 15
other companies are considering
adopting Allied-Signal's approach
to purchasing an insurer's provider
network, Mr. Duva said.

"Companies throughout industry
need to start making better use of
their bargaining power-to stop
watering it down by dealing with
many diverse insurers and HMOs,"
Mr. Duva said.

"We need to make U.S. industry
a customer that has to be reckoned

with in the health care market-

place. If we're serious about this
goal, it shoul(in't take handstands
to accomplish it. After all, collec-
tively, we pay the health care in-
surance bill for 69% of the popula-
tion," he added.

Continued on next page

APPWP draws 200
WASHINGTON-More than 200 people attended the Assn. of Pri-

vate Pension & Welfare Plans' conference held May 25-26 in Wash-
ington.

The APPWP is a Washington-based benefits lobbying organiza-
tion whose more than 400 members include employers, benefit con-
sultants, attorneys, actuaries and insurers. Howard Weizmann is
the organization's executive director.

For more information, contact the APPWP, 1331 Pennsylvania
Ave. N.W., Suite 719, Washington, D.C. 20004; 202-737-6666.
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Quayle suggests alternatives to Kennedy bill
WASHINGTON-Congress should consider alternatives to

mandatory group health care coverage before taking the
drastic move of requiring all employers to offer health care
plans, a U.S. senator says.

Congress should launch several experimental projects to
try to increase access to health care, suggested Sen. Dan
Quayle, R-Ind.

"Let's try to figure out what works and what does not,"
said Sen. Quayle during a speech at the annual meeting of the
Assn. of Private Pension & Welfare Plans last month.

The Republican senator from Indiana suggested several al-
ternatives to mandatory employer-provided health care cov-
erage, including:

• Expanding the Medicaid program to give workers the
opportunity to buy coverage. Currently, only the very poor
are eligible for Medicaid.

• Giving the self-employed the opportunity to deduct
100% of their health care costs as a business expense. Cur-
rently, the self-employed can only take a tax deduction for
23% of their health care expenses.

• Making it easier for employers in different industries to
band together to self-fund their health care risks through

Allied-Signal cost control
Continued from previous page

Employers shouldn't expect health care providers-
without pressure from employers-to lead the charge
for health care cost containment.

"We hear talk about cost control from doctors and

hospitals-but let's face it: We're not likely to get
real help from that quarter. So we've got to help our-
selves," Mr. Duva said.

Mr. Duva does not believesurging health care costs
are the result of new problems, such as the increased
use of expensive medical technology, the growing
numbers of older people or the spread of acquired
immune deficiency syndrome.

Instead, the key problem of health care inflation is a
familiar one: "Medical providers have such a market-
place advantage over consumers that they can vir-
tually dictate what services are delivered at what
price," Mr. Duva said.

In some areas of the country where there is a surplus
of doctors and hospitals it's possible to negotiate lower
rates, he noted.

"But, unfortunately, most companies purchasing
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multiple employer trusts, or Mers.
The Labor Department, however, has issued a series of ad-

visory opinions saying that it would not recognize a self-
funded MET if, among other things, group members lack a
common business relationship.

'Let's experiment. Let's find out what
works. We have to provide incentives for
the private sector to expand coverage,'

Sen. Quayle told those attending
the APPWP's meeting last month.

The department issued these opinions after several self-
funded METs comprised of small employers in different in-
dustries collapsed in the 1970s leavmg thousands of people
with unpaid health care claims (BI, Aug. 6, 1979).

"Let's experiment. Let's find out what works. We have

health care still aren't cost-conscious buyers and those
who are haven't taken the steps to use their bar-
gaining power effectively," Mr. Duva said.

The result: Health care providers aren't offering
more financial arrangements, while those that do often
recover those discount arrangements by increasing
services and charges for other consumers, he said.

For example, after Medicare in 1983 began to set
fixed fees it would pay hospitals based on patient
diagnosis, a factor that has led to shorter hospital
stays,. hospitals made up the lost funds by raising
charges for private patients, Mr. Duva said.

At the same time hospitals and doctors have in-
creased their volume of services delivered on an out-

patient basis because there are fewer controls on those
kinds of services, he said.

Health care providers will join in the cost contain-
ment movement only if they are prodded by buyers
using their purchasing clout more effectively.

"Then we will be able to bring health care cost infla-
tion more in line with that for products and services in
other sectors," Mr. Duva concluded. I

A

S

to provide incentives for the private sector to expand
coverage," Sen. Quayle told those attending the APPWP
meeting.

Sen. Quayle, who has been one of the strongest critics of
legislation introduced by Sen. Edward Kennedy, D-Mass.,
that would require employers to offer group health care cov-
erage, said consideration of the bill is premature.

"There is no data to see if this (federal benefit) mandate
will work," he said.

Sen. Quayle dismissed as irrelevant the fact that univer-
sal health care coverage now exists in most European coun-
tries.

"Why should we start to copy Europe?" he asked, noting
that European countries tend to have much higher unem-
ployment rates than the United States.

Sen. Quayle, though, said employers will help to decide the
outcome of the battle in Congress over mandated benefits.

"The battle over mandated benefits is much more in your
hands than mine. Public officials respond to pressure. Con-
gress will be influenced by what it hears from employers and
others," he said.

-By Jerry Geis€l
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Insurers' first-quarter results i "More of the same" is in store for the rest of the year,
'There was evidence of a more with prices continuing to remain under pressure, accordingContinued from page 1

to Mr Cohen "I certainly don't see a turn up in the cycle in
in underwriting profits for the corresponding period competitive underwriting cycle than we '88 "

Multiline insurers' bottom lines were further depressed by expected,' says Smith Barney's Mr. "I think it will get progressively worse as the year goes on,"continuing group health insurance losses agreed Myron M Picoult, senior vp and senior insurance an-
Including other operations, the insurers surveyed by BI re- Snyder. 'We still are not concerned that alyst with Oppenheimer & Co in New York

ported that aftertax operating income declined by 7 4% in the
there is going to be all that bloodshed.' Among other results posted ln the first quarter by the 27

first quarter to $1 7 billion from $1 9 billion This compares insurers surveyed by Business Insurance
with a 37 6% increase in aftertax operating earnings in all of • With price competition intensifying, net premiums writ-
1987 and a 72 3% increase in last year's first quarter (see ten increased a mere 2 2% to $2 2 billion, less than a third of
chart) said David Seifer, vp with the First Boston Corp in New the 7.6% premium boost reported for all of 1987

Overall, the U S property/casualty industry's aftertax net York "It's a negative set of trends " Premium growth among individual companies varied wi-
income fell 154% to $3 3 billion in the first quarter of this "You've certainly seen a deceleration in momentum in dely, with Reliance Insurance Co and its subsidiaries posting
year from $39 billion m the first quarter of 1987, according commercial lines results," said Udayan D Ghose, an analyst a 19 3% increase in premium growth and Fireman's Fund
to the Insurance Services Office Inc and the National Assn with Shearson Lehman Hutton Inc m New York Corp posting a 19 1% declineof Independent Insurers "There's really only handful of companies that showed • Investment income increased 11 2% to $2 8 billion

Some observers say the property/casualty insurance mar- strong earnings growth in the quarter," Mr Ghose said, This compares with a 12 3% increase in all of 1987
ket softened more than they thought it would during the first referring specifically to American International Group • The aggregate combined ratio stood at 105 8% for the
quarter and at least one predicts that competition will heat Inc, Chubb Corp and General Re Corp, which reported first quarter, a slight deterioration from both the 105 3%up as the year unfolds operating income increases of 31 3%, 285% and 174% re- combined ratio reported for first quarter of 1987 and the

"There was evidence of a more competitive underwriting spectively 105 1% combined ratio reported for all of 1987cycle than we expected," commented John Snyder, an analyst Others' results, Mr Ghose said , Were "much more lacklus- • Policyholder surplus for the 21 insurers reporting the
with Smith Barney Harris Upham & Co in New York. How- ter " data for the first quarters of both 1988 and 1987 increased
ever, "We still are not concerned that there is going to be all "I think that competition is worse than company manage- 4 4% to $26 5 billion from $254 billion Policyholder surplus
that bloodshed in the underwriting cycle " ments are willing to admit," said Jeffrey Cohen, senior ana- had increased 8 5% in 1987

The underwriting trends "were worse than we had hoped," lyst with Goldman Sachs & Co in New York Continued on next Page
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Summary of major property/casualty insurers' first.quarter results
(All amounts in thousands of dollars)

(Ranked by change in aftertax operating income)

Corporate 1 Property/casualty operations

Altertaxl Percent Net Percent Pretax Percent Pretax Percent Percent

Consolidated operating increase Combined' Combined' premiums increase unde,writing increase investment Increase Policyholders increase
Rank revenues income (decline) ratio ¥nmen (decrease) Income (loss) (dectine) income (decrease) surplus (decrease)
1988 1988 1988 19874988 1988 1987 1988 1987-1988 1988 1987-1988 1988 1987-1988 1988 1987-1988

1 CIGNA Corp. 4,252,700 51,300 55.0 106.5 108.0 1,545,000 4.9 (93,100) 16.4 196,100 2.9 2,040,000 10.7

2 Fremont Insurance Group 77,778 6,001 377 106.5 105.3 68,151 3.6 (4,326) (31.4) 11,074 33.4 112,810 13.7

3 American International Group 3,223,000 272,425 31.3 10062 2,120,647 11.9 18,071 182.1 198,003 28.5 N/A N/A

4 CNA Financial Corp. 1,929,000 103,900 30.5 106.02 112.32 1,299,000' 8.8 (101,00Or 38.0 203,300 14.3 2,144,000 12.4

5 Chubb Corp. 969,100 101,100 28.5 96.0 979 674,300 5.5 26,800 125.2 85,300 36.0 1,300,000 18.2

6 The St. Paul Cos. Inc. 847,701 83,312 18.9 103.71 10682 648,262 (0.4) (25,150) 37.7 130,058 8.8 1,284,609 18.4

7 Crum & Forster Inc. 1,074,700 91,400 18.5 108.4 1082 820,500 5.9 (65,600) 12.2 131,000 9.7 1,249,800 (2.1)
8 General Re Corp. 843,390 131,450 17.4 99.02 10092 512,400 (14.3) (3,083) 216 129,248 14.1 2,064,975 (1.5)
9 Hanford Steam Boiler 107,417 14,445 10.5 84.1 853 70,640 0.2 11,384 10.7 8,185 9.3 231,287 5.0

10 Hartford Insurance Group 2,553,635 73,529 6.1 104.5 1036 1,634,957 0.6 (79,946) (0.6) 174,917 18.0 2,618,324 16.3

11 SAFECO Corp. 695,458 55,612 2J 99.3 988 374,130 5.8 2,424 (40.8) 51,450 23.1 762,969 4.9

12 Reliance Ins. Co. & subs. 875,205 37,979 2.4 100.12 10402 427,201 19.3 (5,945) 63.0 48,765 3.9 N/A N/A

13 Continental Corp. 1,374,500 82,000 (3.5) 103.7 102.12 1,184,9002 (1.8) (49,900) - (132.1) 139,900 8.3 1,602,300 N/A

14 Kemper Corp. 1,003,416 53,760 103.7' 98 f 202,050 3.3 (9,394) (223.4) 20,590 9.4 473,587 18.1

15 Old Republic Int'1 (incl. life)' 250,100 _ 21,400 o.m N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

16 Ohio Casualty Corp. 391,815 23,579 (9.3) 104.12 10052 336,2622 (4.8) (18,216) (358.1) 42,655 14.6 452,741 (13.0)
17 Travelers Corp. 6,108,000 90,200 (17.1) 105.3 1030 1,369,500 (1.4) (66,000) (58.3) 149,800 13.7 1,822,000 1.9

18 The Home Group Inc. 674,000 24,900 (20.7) 106.02 10992 556,100 3.4 (42,600) 26.9 85,300 (14.2) 769,200 (8.2)
19 American General Corp. 1,891,000 113,000 (23.6) 107.12 10422 462,000 18.4 (30,000) (172.7) 44,000 7.3 893,000 g.2)

20 USF&G Corp. 1,321,989 71,902 (24.2) 106.F 10452 881,3172 (6.0) (58,635) (93.7) 156,020 6.4 1,311,800 (1.3)

21 Aetna Life & Casualty Co. 5,969,600 127,500 (29.9) 111.8 1087 1,611,700 - (186,600) (46.4) 217,100 11.0 2,139,174 8.2

22 Royal Group (U.S. subs.r N/A 19,900 (42.8) 109.7 101 6 539,600 0.7 (37,300) (6,116.7) 70,200 3.7 N/A N/A

23 Fireman's Fund Ins. Cos. 956,622 75,629 (48.7) 107.5 1077 772,488 (19.1) (59,741) 12.8 115,731 3.2 1,376,471 (13.9)
24 Sentry Insurance Cos.' 321,988 1,141 (90.7) 107.4 1036 297,499 5.4 (28,683) (79.1) 31,622 8.8 489,702 22.2

- Nationwide Mutual Ins. Co.' N/A N/A N/A 106.2 1048 1,426,557 1.7 95746) (48.5) 151,425 10.6 2,455,168 2.3

- Commercial Union Ins. (U.S.): N/A IIA N/A 106.83 10793 318,700 11.6 (30,200) 5.9 37,200 (5.0) 529,400 2.9

- Liberty Mutual Ins. Co.2 N/A N/A N/A 116.0 111.7 1,862,696 3.9 (212,092) (31.4) 216,969 18.0 N/A N/A

Cumulative 37,712,114 1,727,364 (7.4)  105.8 105.3 22,016,557 2.2 (1,224,578) (9.7) 2,845,912 11.2 26,521,017 4.4
1 After dividends. 2 Sttory. 3 Before dividends. N/A--Company did not provide data

Cont:nued from preutous page While tax reform's impact on insurers has not been very at all "
Tax reform is influencing many insurers' investment port- noticeable so far, "It's going to mean a malor increase in our Others, however, believe unrecoverable reinsurance re-

folios income tax bill over the years," said Bernard C Hlavac, vp mains a major mdustry issue
Since insurers now are subject to the alternative mini- and treasurer at Sentry Insurance Cos, adding that Sentry is "I don't think the reinsurance recoverable problem has

mum tax, some are switching to higher-yielding taxable in- trying to layer in additional price adjustments "to reflect the gone away at all I think it's still looming out there," said Mr
vestments from tax-exempts since they must pay some tax, increase in income taxes we're gomg to be paying. Branche

even if they have no "taxable" Income Another factor that could Influence insurers' 1988 results is "There's still a lot of uncollectible reinsurance out there,"
"To avoid being penalized by the AMT, a lot of com- the weather The U S property/casualty industry reported an said Ms Mornssey

panies need to generate taxable Income," said Shearson's Mr unusually low level of natural catastrophe losses last year Most analysts, however, believe loss reserves are relatively
Ghose "We just haven't had any catastrophes," said Firemark's adequate

"Companies are putting more into taxables at this point Ms. Morrissey "Once it gets back to a normal incidence of If they can Just maintain their present level of reserving,
than they ordinarily would be," said Brown Bros ' Mr Luce catastrophe losses, lt'S going to have a major impact on the it would be a good sign" in light of the softening market, said

"There's more of a tendency towards taxables than tax-ex- bottom lme " Mr Snyder
empts," agreed David P Wells, an insurance analyst with "In general, weather lS going to be less helpful," said "I'm more comfortable with the reserves than I've been for
Merrill Lynch Pierce Fenner & Smith Inc in New York First Boston's Mr Seifer "I would think that catastro- a long time," said Firemark's Ms Morrissey

Insurers also are seeking flexibility in their investment phes and weather-related losses have to trend higher for the Toxic tort and environmental claims, however, remain po-
portfolios. industry " tential problems

"I think they want to become more liquid so in case Stock buyback programs introduced last year generally "I think we're going to see a lot more claims coming
they want to go from tax-exempts or taxables they can will contmue, most analysts predict down the road," said Shearson's Mr Ghose, refernng to these
do so more easily," said First Boston s Mr Seifer "I think it's a great opportunity for most companies that two areas

"Everyone's going more short-term and, in fact, lots of are overcapitalized to reduce their capital base and enhance "I'm not sure we'll see additional reserves slow down
companies are sitting on cash right now," according to Gloria their returns," said Smith Barney's Mr Snyder by as much as people expect because certain companies have
Vogel, associate director at Bear, Stearns & Co in New York Insurers buying back their stock have made the judgment to reserve for environmental hazards," Mr Ghose said

"Because of the change in the tax law they've got to that their own stock lS worth more than that of other com- Mr Cohen believes the insurance Industry is Still underre-
be more flexible," said Goldman's Mr Cohen panies, said Ms Vogel, adding she considers these programs a served for losses, but in light of the softening market, re-

The October stock market crash has also had an im- plus because otherwise "they would be using that capital to serves are "probably in as good a shape as they're going to
pact on companies' investment strategy chase after market share." get this cycle "

"A lot of companies are a lot more cautious about their "It doesn't make sense for someone else to buy them," Insurers have added significantly to reserves for claims
equity investments m light of the stock market crash," said commented Firemark's Ms Momssey prior to the mid-1970s and also have strengthened reserves
Mr. Ghose "I think the (buyback programs) that are in place will substantially for the "bad" years of the down cycle, particu-

"People are just too scared of the stock market," agreed probably continue The market has been so dull in these larly 1982-85, he said But, "Our analysis suggests the indus-
Joanne Momssey, a principal with Firemark m Momstown, stocks," said Mr Branche Insurers that should continue to try is still underreserved," Mr Cohen added
N J. buy back their stock include those whose stock is selling "It' s a meaningful amount," he added

"We're still very cautious on the equity portfolio, and we below book value, he said Meanwhile, group health insurance losses could worsen for
continue to hedge that portfolio," said the USF&G spokes- However, he pointed out that some insurers introduce buy- multiline insurers, predicted First Boston's Mr Seifer (BI,
man. About $2 billion of the company's $8 5 billion portfolio back programs merely to prop up the price of their stock but March 21). "In '89, we would hope it would get better, but not
is now in equities without any economic lustification "I don't know if they dramatically so," he said, adding, "We're very nervous "

The tax law lS expected to have consequences for the should continue," he said "There are some signs things should be getting better,"
property/casualty market far beyond affecting investment While SAFECO, Continental Corp. and Fireman's Fund said Mr Cohen "I'm concerned the recovery may not be as
strategy have mtroduced "very significant" stock buyback programs sharp as people are hoping.

"I think we're gomg to see a lot of changes taking place" to that will continue, most msurers' buyback programs are only Ms Vogel was more optimistic, noting that group health
lessen the impact of the tax act, noted Robert Branche, a "token efforts" that account for no more than 5% of the com- insurance rates have improved dramatically, "It's only a
principal at Branche Insurance Research Group in Morris- pany's stock, commented Shearson's Mr Ghose (BI, Oct 26, question of time before it begms to be reflected "
ville, Pa. 1987, Aug. 31, 1987) Insurers also believe that group health insurance results

Smce the tax law Increases insurers' tax liability, it will Analysts disagree over how serious the issue of unre- should improve next year
have a negative impact on cash flow, said Ms Vogel coverable reinsurance is, with some believing the problem "We, like everyone else in the industry, were chasing

The tax law also will require msurers to produce a larger has largely been contained, particularly among the larger, medical cost Inflation," said the spokesman from CIGNA,
underwriting profit to achieve the same bottom-lme results, well-managed insurers whose employee life and health benefits segment posted a
she said "For the major players, reinsurance recoverables are a $55 7 million operating loss for the first quarter of 1988 com-

"I think in order for companies to have satisfactory under- problem that's been around long enough. At this point I think pared with $14 2 million in operating income for 1987's first
writing results going forward, prices will have to be in- it's no longer a material item," said Mr Snyder. quarter.

creased to reflect the taxes the industry now has to pay," said Mr Luce said that while unrecoverable reinsurance may be But while results in this segment this year are expected to
the CIGNA spokesman, addmg· "It's part of the cost struc- a problem for smaller msurers, but for the larger insurers contmue to be worse than last year's, results in 1989 "have a
ture" whose results he follows, "I don't thmk it's a malor problem fighting chance to be good," the spokesman said .
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California insurance reform Launch insurance
Commercial launch companies will

Continued from page 3 Continued from page 3

hikes largely to a 29% statewide surge in lawsuits involving auto. which will show that "damages in space are relatively find it difficult to 'entice casualty
accidents during 1986, responded with a no-fault auto insurance minor," said Mr Stadd The analysis, which has never

before been conducted by the government or un-petition of its own Dubbed "No-Fault Two," the initiative would
cut auto msurance premiums an average of 20% under a new no- derwriters, will show that there have never been any

underwriters to enter this business
with any degree of enthusiasm,'

fault system third-party claims from commercial space launches says Donald Kenney of A&A.
The insurers' initiative, which was bolstered with an $85 million The analysis "gives us comfort that the probable

maximum loss is well within $500 million for thirdlobbying budget, was delivered to county recorders' offices
throughout the state late last month with approximately 700,000 parties and $100 million for government damage," he

said
signatures-far more than the 341,000 needed to place the issue on By providing indemnification for losses above this
the Nov 7 general election ballot Meanwhile, the Senate Commerce, Science and reasonable insurance limit, we can help make both the

t

A separate insurer-sponsored initiative that would limit attorneys Transportation Committee is examining the availabil- providers of launch services and the payload manufac-
fees in auto cases also was filed last week with about 560,000 signa- ity and cost of liability insurance for commercial space turers more competitive, guarantee the continued
tures It would limit fees to 25% of the first $50,000 of an award, launch companies The conclusions, expected this growth and development of this essential industry, and
15% of the next $50,000, and 10% of amounts more than $100,000 month, could affect the Senate committee's decision on strengthen our national security by insuring a contin-

The trial lawyers' association, which dropped its own Good the bill, according to Mr Stadd ued U S access to space," he said
Driver Rate Reduction Initiative several months ago (BI, April 18), Commercial space launch companies are new ven- In addition, insurers are reluctant to assume the risk
has thrown ltS support behind a similar measure presented by the tures created after the shuttle Challenger exploded on of an industry that could destroy years of underwriting
Insurance Consumers Action Network Jan 28, 1986, killmg all seven astronauts on board profits with one accident, as well as an industry that

While the trial lawyers' initiative would have cut premiums Seven months after the tragedy, the president an- could go bankrupt because there was not enough in-
nounced that the National Aeronautics and Space Ad- surance to cover the losses25% for "good drivers" on Oct 31, 1988, the ICAN initiative

would mandate a minimum 20% discount for drivers with good rec- mmistration would no longer provide launch services In a prepared statement, Donald Kenny, vp with
ords and roll back rates to 20% below January 1988 levels It also for commercial satellite customers According to Sen- broker Alexander & Alexander Inc ln New York, told
would require prior approval for rate changes that exceed 7 5% for ate testimony, President Reagan's decision left the Senate committee that insurers "need to know that
personal lines and 15% for commercial lines stranded 44 commercial satellites there will be a future commercial space industry "

The initiative also calls for repeal of insurance company exemp- Several U S companies responded to this problem "Even with the cap in the legislation, underwriters
tions from state antitrust laws and would allow banks to underwrite by movmg mto the private-sector launch market, in- might stand to lose as much as $500 million for each
insurance cluding McDonnell Douglas Astronautics Co of Hun- loss It would take them over 16 years to have suffi-

The ICAN initiative received about 680,000 signatures and has tington Beach, Calif, which builds Thor Delta rockets, cient premium to pay for any one loss," the statement
generated broad support from attorneys, consumer groups, labor and Martin Marietta Commercial Inc of Denver, which said

organizations and bankers, Mr Glennon said
builds Titan rockets

Mr Kenny said that commercial launch companies
Other initiatives for which petitions have been filed with the state Both companies hope to launch satellites on a com- will find lt "extremely difficult, if not impossible,

include mercial basis by 1989 (BI, Dec 14, 1987) to entice casualty underwriters to enter this business
• An initiative sponsored by state Assemblyman Richard Po- At a Senate Commerce, Science & Transportation with any degree of enthusiasm "

Committee subcommittee hearing May 17, commerciallanco, D-Los Angeles, that would cut auto bodily m}ury insurance However, government officials are balking at the
rates in half and limit rate increases to annual increases in the launch industry representatives said that without a 11- thought of indemnifying the new launch industry for
Consumer Price Index, which received 715,000 signatures ability cap and indemnification from the government, any risks despite the fact that NASA had offered this

0 A sweeping proposal called Voters Revolt to Cut Insurance the costs of insurance and potential losses would be kind of mdemnification to satellite launch manufac-
too high and might force them out of businessRates presented by Santa Monica-based Access to Justice, which turers before the 1986 Challenger explosion

was filed May 18 with 525,000 signatures. "Faced with the requirement to compete ln an Inter- "We believe that the most effective way to (promote
The initiative calls for rolling back all property/casualty insur- national market where our competitors received sub- the U S commercial launch industry) is through policy

ance rates in the state for one year to 20% below November 1987 stantial direct and indirect support from their govern- initiatives that will allow the commercial motive to
levels unless an insurer can prove serious financial hardship> After ments, U S commercial launch contractors, such as predominate," Mr Stadd told the Senate committee
the rollback, insurers would be subject to a modified prior approval McDonnell Douglas, may be forced out of the commer- "Companies have been able to sign contracts It is
ratmg system. cial space transportation market," said John Yardley, not apparent that the absence of this indemnification

Support for the Access to Justice initiative was boosted by president of McDonnell Douglas Astronautics is a show stopper," he said
a recent California appearance by consumer advocate Ralph Nader, "If such legislation is not enacted, we may be forced Furthermore, Mr Stadd pointed out that the DOT
said Harvey Rosenfield, executive director of the group to reassess our decision to expand our business in this has regulatory authority over the hazardous shipping

Two other initiatives that were proposed earlier this year failed to market," said Roger Chamberlain, a vp with Martin and aviation industries, both of which operate without
Marietta

gain enough support to be circulated for signatures to put them on a government indemnification program
the ballot: Sen Wirth warned when he introduced the legisla- 44

The government should not expose the U S Trea-
• The Consumers Union Initiative, which would have removed tion that without indemnification, the commercial sun, to claims," Mr Stadd said

insurers' antitrust exemptions and created a state-admmistered au- launch companies will lose business to launch pro- Edward Frankle, deputy general counsel for NASA,
tomobile liability insurance program financed by fees collected grams in other nations, whose governments have added "I have not seen it demonstrated that (in-
with vehicle registrations agreed to pay third-party and government damage demnification) is what needs to be done,"

claims
• The Burton initiative, sponsored by Los Angeles resident Adam One senator pointed out that supporters of the bill

Burton, which would have given the Insurance Department au- That would mean losing an $800 million annual con- have to convince Congress of the need for the law
thonty to regulate auto insurance rates. It also would have rolled tribution to the U S balance of payments, he said "I think two things have to be established if this
back auto rates to July 1987 levels and prohibited insurers from It also could mean the loss of 8,000 new jobs that the legislation is to become law," said Sen John Dan-
chargmg rates based on where policyholders live commercial launch industry will provide, he added forth, R-Mo "One is that but for governmental indem-

Mr. Burton also had proposed that the msurance commissioner be "Our domestic ELV (expendable launch vehicle) nification, the industry will not be able to compete
elected and that Insurers be subject to state antitrust laws. manufacturers must be able to compete successfully (Also), lt has to be established that indemnification is

with the growing number of overseas competitors," not a slippery slope that lS going to be applied to a
said Sen Wirth whole variety of industries " .

New regulators appointed in two states
New insurance regulators have been

named by governors m two states, while a Around the states man said, "We will be working with the leg-
state insurance commission re-elected a vet- islature discussing the governor's recom-
eran regulator in a third state mendation of a $250,000 cap on

0 Susan Gallinger is Arizona's new direc- non-economic injuries "

tor of insurance Ms Gallinger, who served The bill, S B 430, would establish a life Iowa malpractice fund -By Bngitte Mazey

as deputy director for the department in and health guaranty fund effective Aug 13, DES MOINES, Iowa-A proposal that
1986-87, was previously an attorney with said Calvin Call, associate executive director would have created a state medical malprac- Hawaii's captive law
the firm of Jones, Skelton & Hochuli in of the Life Insurance Assn of Missouri The tice insurance fund was vetoed by Gov Terry HONOLULU-The Hawaii Legislature hasPhoenix, Ariz Her six-year term expires m assoclation worked closely with the Missouri Branstad for "philosophical reasons "
January 1994 Division of Insurance in drafting the bill passed a package of revisions to the state's

The governor rejected the bill last month captive law in April
Ms Gallinger replaces Vern Pierson, who Under S B 430, the fund would assess in- primarily because it did not limit the size of Gov John Waihee is expected to sign thewill remain with the department as acting surers operating in the state for funds to pay malpractice awards, a spokesman for the law

deputy director during a transition period claims against an insolvent company, said governor said
• Fabian Chavez Jr was recently named Mr Call However, the mechanism would be "We think we have a fairly competent set

"The governor believes the passage of that of laws for anyone interested in doing bum-superintendent of insurance for New Mexico divided into life, health and annuity sec- proposal would have weakened tort reform," ness in Hawaii," said Robin Campaniano,Mr Chavez previously served as a federal tions, so that if a life insurer became insol- the spokesman said
tourism official and the New Mexico secre- vent, only companies writing life insurance

Hawall's insurance commissioner
The fund, which would have covered The revisions establish a premium tax oftary of economic development and tourism in the state would be assessed claims between $500,000 and $5 million, 025% for single-parent captives and a 1%He is a former state senator and representa-

tive Gov John D Ashcroft, who is expected to would have been financed through a 1% sur- premium tax for group captives and risk re-
sign the bill, has until June 29 to take action charge on all hospital bills and on medical tention groups Under the previous law, cap-Mr Chavez replaces Vicente Jasso, who If approved, the proposed guaranty fund, malpractice insurance premiums paid to tives were required to pay the same premiumretired
like the state's existing FAIR-Fair Access to commercial insurers by doctors and hospi- taxes as commercial Insurers

• The South Carolina Insurance Commis- Insurance Requirements-and its property/ tals (BI, May 16) In addition to the premium tax provision,sion recently re-elected John G Richards to casualty guaranty fund, would be adminis- The surcharge would have raised $7 mil- under the revised law
a four-year term, which begins July 10 Mr tered by the Insurance Department unit a lion from hospital consumers, which the • Captives can write only parent-company
Richards was first selected for the post in board is appointed to administer the fund, spokesman said the governor regarded as risks
March 1985 said a spokesman "fiscally unwise " • The assumption and cession of reinsur--By Meg Fletcher In addition, the bill would establish con- The governor had pointed out that if the ance by captives is subject to approval by the

tmuing education requirements for agents, fund ran dry, the state would have to tap insurance commissioner
Missouri guaranty fund effective in 1990 general revenues to cover claims

Those licensed to sell only life/health or • Captive insurers may write credit life
The governor also cited five of 10 states and credit disability insurance related toJEFFERSON CITY, Mo.-The Missouri property/casualty insurance would be re- with malpractice funds that are "actuarially loans or other credit transactions between

General Assembly passed an insurance-in- quired to take 15 hours of class work every insolvent " The problem with the five trou- parent companies and affiliates
dustry supported bill that would establish a three years, while producers with multiline bled state funds lS that they also lack a cap • For regulatory purposes, rlsk retention
life and health insurance guaranty fund and licenses would have to take 24 hours of on damage awards, he added groups will be treated the same as associa-set mandatory continuing education require- courses every three years Regarding a possible reintroduction of the tion captives
ments for insurance agents. -By Laura Mazzuca proposal in next year's session, the spokes- -By Glenn Huntley
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• First Horizon and Crum & it participated on three layers ofACIC arbitrations Forster last June agreed to com- the AEGIS program It reinsured Update-
Continued from page 2 mute their obligations to ACIC, ac- 100% of a first layer of $15 million
book included cording to Mr Brandes, who would excess of $1 million and acted as a

• Unione Italiana Reinsurance not disclose the amount of the retrocessionaire of Swiss Relnsur- Westinghouse appeals ruling
Co of America Inc of New York commutation payments, citing ance Co. on portions of a second

• Anon Insurance Co Ltd of confidentiality agreements layer of $25 million excess of $25 TRENTON, N J -Westinghouse Electric Corp and Thermo Klng
Berrnuda Corp are appealmg a state court rulmg breaking up their massive• Chiyoda, Dowa and Nippon million and a third layer of $5 mil-

coverage litigation agamst more than 140 insurers• Bluewater Insurance Ltd of have agreed to withdraw their ar- lion excess of $5 million
Union County Superior Court Judge Lawrence Weiss m MarchBermuda bitration demands and bring bal- None of the five reinsurers in the

• Chiyoda Fire & Marine Insur- ances due to ACIC current ACIC arbitrations assumed any of the dismissed all parts of the litigation not mvolvmg New Jersey haz-

ance Co Ltd of Tokyo
ardous waste sites or bodily inlury claims (BI, March 28)may discuss commutations with first- or second-layer AEGIS bum-

• Crum & Forster Insurance Co the Japanese reinsurers in the fu- ness, Mr Brandes said Four of the "Agamst the wishes-explicit or implied-of an overwhelming
malority of the 146 parties, the (court) has fractured this litigation(Bermuda) Ltd ture, Mr Brandes said. five had small participations on

• Dowa Fire & Marine Insur- • Paladin has also withdrawn the third layer, and Bluewater as- into 28 duplicative pieces," said Westinghouse and Thermo King in

ance Co Ltd of Tokyo its arbitration demand and sumed no AEGIS-related risks at their May 27 appeal "For virtually identical toxic tort and en-
vironmental claims, Westinghouse will now have to conduct simul-• Employers Insurance of Wau- brought ltS balances current, all, he said.
taneously 28 duplicative contract actions-each involving most orsau of Wausau, Wis though the reinsurer has said it ACIC-which alleges in its law-

• First Horizon Insurance Co of does not want to commute its par- suit against The Underwriters that all of the same 400 insurance policies, most or all of the same 146

Mmneapolis, now known as Cargill ticipations, according to Mr it was fraudulently induced to
parties, most or all of the same legal issues and most or all of the
same factual issues "

Reinsurance Co Brandes reinsure the first AEGIS layer-
• Imperial Casualty & Indem- • ACIC won a judgment of has never argued that it was simi- Westinghouse and Thermo Kmg also argue that splitting the case

would tie up courts around the country without reheving the bur-
nity Co of Omaha, Neb $425,000 against Universal Marine, larly Induced to write the second-

den on the New Jersey court and could deter policyholders from• Nippon Fire & Marine Insur- which it will try to collect through and third-layer retrocessions, he
suing their insurers in the future

ance Co Ltd of Tokyo the reinsurer's hquidator said
In an amicus curiae brief, SCM Corp, AT&T Technologies Inc,

• Paladin Reinsurance Corp of • River Plate lost its arbitration In addition, only two paid losses
New York Allied-Signal Inc, Avco Corp, Chemical Manufacturers Assn , In-against ACIC in February 1987 and for the policy years in question had

• Republic Western Insurance was ordered to pay $48,799 m paid penetrated the third layer as of ternational Business Machines Corp, Monsanto Co , NL Industries

Co of Phoenix, Ariz Inc , Textron Inc. and United Technologies Corp also argued thatlosses and interest and post a April 1, with three other losses re-
• River Plate Reinsurance Co $120,644 letter of credit (BI, Aug served for, Mr Brandes said the decision to split the case should be reversed because it "will

Ltd of Bermuda, which is now in 31,1987) Mr Brandes also denied that severely Inconvenience litigating parties and witnesses, signifi-

liquidation (BI, March 14) Mr Kerstein said that ACIC re- ACIC lost control of The Un- cantly increase the burden of coverage litigation on courts in New

• Universal Marine Insurance ceived payments from River Plate derwnters, maintaining that ACIC Jersey and across the country and significantly discourage policy-
holders from enforcing their contractual rights "

Co Ltd of Bermuda, which was before lt entered liquidation, supervised ltS MGA on a daily
placed in liquidation in April (BI, though he would not say how much basis to the point where The Un-
April 18) ACIC received derwriters' Mr Kraeutler accused EPIC mortgage insurer settles

All of the above reinsurers, with Elliott M Kroll, a partner with the insurer of "harassment " CHICAGO-Republic Mortgage Insurance Co. has reached a
the exceptions of Unione and River Kroll & Tract, refused to confirm ACIC's reinsurers also received

Plate, were represented by the law any of the judgments and settle- all the premium due them under
court-approved settlement on the coverage it Will pay home mort-

firm of Kroll & Tract in New York ments or discuss details of the up- the treaty agreements regardless of
gage lenders involved in the Equity Programs Investment Corp de-
bacle, says A C. Zucaro, president of parent Old Republic Interna-

coming arbitrations, saying he did whether ACIC itself received pre-
Unione accounted for between not want to try his cases in the miums due from The Underwriters,

tional Corp

$24 million and $32 million of re- press
Mr Zucaro refused to reveal the settlement figure but noted that

Mr. Brandes said
it was less than the $478 million that Old Republic International

insurance recoverables on The Un- The five reinsurers represented While arbitration hearings with reported as extraordinary losses in 1985 and 1986
derwriters book, including in- by Kroll & Tract still pursuing ar- the five reinsurers go forward, Republic Mortgage was one of three primary mortgage insurers
curred-but-not-reported loss bitrations are Arion, Bluewater, ACIC lS also facing two separate that insured the lenders issulng mortgages to EPIC Another was
reserves, while the other reinsurers Employers of Wausau, Imperial arbitrations with Commonwealth

TMIC Insurance Co , whose liquidation earlier this year was attri-
demanding arbitration on the Casualty and Republic Western, over its refusal to pay losses aris- buted in large part to the EPIC bankruptcy (BI, Feb 29)
MGA's business were estimated in according to Mr Brandes mg from business produced by The EPIC, a defunct real estate syndicate, sold tax shelters through
court papers to account for as Together, these reinsurers repre- Underwriters and another MGA, 352 partnerships that bought about 22,000 homes The partnerships
much as $40 million in recover- sent roughly $7 1 million in recov- Barrett Treaty Corp. of Hunting-
ables erables for ACIC, including paid ton, N Y

filed for bankruptcy in 1985 after defaulting on $14 billion in
mortgages on the properties

Actual paid losses owed to ACIC and outstanding losses and IBNR The Barrett book of business in-

amount to far less, however Court losses, with Employers of Wausau cluded a large volume of excess-
papers show that 10 of the rein- and Imperial Casualty accounting of-loss reinsurance Judges consolidate PCB cases
surers represented by Kroll & for the largest amounts recover- No date has been set for arbitra-

CHICAGO-For the first time in a massive hazardous substance
Tract paid roughly $3 million able, Mr Brandes said tion relating to The Underwriters case, a multidistrict panel of federal judges has ordered the consoli-
-representing paid losses and loss The arbitrations were triggered business Arbitrators have been

dation of pre-trial proceedings
adlustment expenses due to ACIC by ACIC's own lawsuit against The chosen for the Barrett arbitration The Judicial Panel on Multidistrict Litigation in Chicago last
as of June 30, 1987-into escrow Underwriters and others involved -which involves the larger week ordered that litigation between Texas Eastern Transmission
accounts in February, pending the in the AEGIS program That law- amount of losses-and oral argu- Corp of Houston and 29 of its insurers over the costs to clean 89
outcome of the arbitrations suit, still in discovery proceedings, ments are scheduled for mid-July, PCB-contaminated sites be heard in a Pennsylvania federal court

Arbitration hearings for five of charges that the MGA and others Mr Brandes said
Of the 89 sites, Pennsylvania has the largest number, said Leon-

the reinsurers represented by Kroll conspired to blnd ACIC to portions Meanwhile, ACIC has demanded
ard Rivkm, an attorney with Rivkin, Radler, Dunne & Bayh in

& Tract are scheduled to begin of the AEGIS risk without the in- arbitration with Kansa General In-
Uniondale,NY,who represents Aegis Insurance Co He said it will

June 13 surer's knowledge and to divert surance Co Ltd of Fmland, which cost more than $100 million to clean the Pennsylvania sites
The rest of Kroll & Tract's eli- AEGIS premiums by rakmg off ex- reinsured ACIC on the Barrett Texas Eastern, which has agreed to pay $400 million for the gov-

ents have either settled their dis- cessive brokerage commissions and book and retroceded the bulk of
ernment-mandated cleanups, argued that while the case did not

putes with ACIC or have been or- by placing ACIC's own retroces- the business to Commonwealth belong in federal court, federal court in Houston would be more
dered by arbitrators to make sions with reinsurers the defen- through Commonwealth's Ber- appropriate than Pennsylvania
payments to the ceding company, dants controlled muda-based MGA, Fordingbridge
Mr Brandes reported ACIC's Mr Kerstein said the five International Undervmters Ltd.

Before arbitration hearings got reinsurers still pursuing arbitra- Kansa owes ACIC about $3 mil- Legal mal practice sult settled
underway, Unione agreed in April tion are seeking recission of their lion on paid and some outstandmg SAN ANTONIO, Texas-A Texas msurer has agreed to pay $43
to pay ACIC $15 3 million to settle treaty participations on several losses, a figure that could balloon million to settle legal malpractice litigation filed by a widow
all claims arising from The Un- grounds, including that ACIC to about $13 million if IBNR losses

who claimed her late husband's estate was mismanaged by a
derwriters book • Was fraudulently induced to is included, according to Mr Ker- San Antonio law firm

The payment was part of a global accept portions of the AEGIS risk stein, Texas Lawyers Insurance Exchange, an Austin-based reciprocal
settlement of all business between by The Underwriters, which sub- After ACIC demanded arbitra-

formed m 1978 by the State Bar of Texas, agreed to pay the award
Unione and ACIC, according to mitted false loss Information tion, Kansa earlier this year filed a for the defendant law firm, Foster, Lewis, Langley, Gardner &
John Nonna, a lawyer with the • Improperly accepted and lawsuit in Bermuda Supreme Banack, rather than face the possible appeal of a $16 7 million
New York firm of Werner, Ken- ceded risks through The Un- Court against ACIC, Common- court award That award was reduced from $24 4 million, which a
nedy & French, which represented derwriters that were prohibited wealth and Fordingbridge, seeking jury awarded in March 1987 to the plaintiff, Emma Willeford
Unione under the treaties recission of the reinsurance agree- Ms Willeford charged in her original suit that Foster, Lewis

The net amount of Unione's set- • Concealed the fact that The ment, accordmg to Mr Brandes acted negllgently in drafting her husband's will by allowing its
tlement-including loss payments Underwriters was writing risks ACIC last week filed a motion to

own lawyer to act as executor She charged that mismanage-
on The Underwriters business and that were beyond the scope of ltS stay the Bermuda litigation pend- ment of Mr Willeford's estate led its value to fall $13 million
amounts owed to Unione by ACIC MGA agreement ing arbitration between ACIC and But, Oliver Heard Jr, a San Antonio attorney who represented
-was $14 9 million, said Mr • Accepted business at less than Kansa, Mr Brandes said. the law firm, said "It is standard practice in Texas for an executor
Nonna market rates, failed to collect and Separately, ACIC won another to be a member of the law firm that draws up the will " He also

The Underwriters book consisted pay premiums and failed to cancel arbitration m Apnl with CNA Re- pointed out that Mr Willeford insisted on naming his executor
mainly of reinsurance, including policies for which premium was insurance Co of London Ltd , Mr. Heard also said the decline in value of Mr Willeford's estate
the AEGIS business, and high-ex- not received which was denied recission of its

was due to the deterioration of prices for Texas real estate and 011
cess casualty insurance business However, in its arbitration with quota-share participation on the and gas, which made up a large portion of the estate

In addition the five reinsurers, ACIC notes that Barrett book

Florida benefit trust Briefly noted
The state of Missouri on May 26 asked the U S Supreme Court to

Continued from page 2 U S District Court in Orlando. That suit-which seeks
review a decision by the entire 8th U S Circuit Court of Appeals

said The suits charge, in part, that the Longwood, an unspecified amount of damages from Hill, Richards
that Continental Insurance Co does not have to pay for the

Fla -based company mismanaged the fund and the other defendants-contains allegations similar cleanup of a dioxin-contaminated site in Times Beach, Mo. (BI,
A suit filed by the association in February in Leon to those in the suit filed m state court March 7) Consumers Union of U S Inc, publisher of Consumer

County Circuit Court seeks $25 million in compensa- Hill, Richards, in turn, has sued the business asso-
Reports magazine, asked the federal government last week to recall

tory damages and $100 million in punitive damages ciation, charging AIF interfered with business rela- the Suzuki Samurai four-wheel-drive utility vehicle, charging
from Hill, Richards and other defendants Charges m tionships That suit seeks $10 million that the Samurai is prone to roll over The members of the As-
the suit include breach of contract, negligence, theft of Officials at Hill, Richards could not be reached bestos Claims Facility postponed a vote on a proposal to dissolve
proprietary information and violation of the Florida Florida requires vendors like Hill, Richards to pur- the facility until June 15 to fine-tune the proposal's wording (BI,
Racketeer Influenced and Corrupt Organization Act chase errors and omissions coverage with limits equal May 30) London members will have until June 30 to vote

A class-action suit on behalf of the trust and other to 10% of the value of funds handled by the company
plaintiffs, including policyholders, was filed in May in and a fidelity bond with the same limits. .
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Guaranty fund bled by $124 million: Suit
By JUDY GREENWALD Named as defendants m both suits are James P Corcoran, 1982, Mr Feinberg said "Apparently, it was just done," he

New York's superintendent of insurance, and Roderick G W said "It wasn't until the $87 million (appropriation) that this
ALBANY, N Y -New York's general revenue fund si- Chu, commissioner of New York's department of taxation became a real problem "

phoned more than $37 million from the state's guaranty fund and finance Insurance associations bringing the suit are the Alliance of
between 1979 and 1982 in addition to the $87 million it ap- A spokesman for the Insurance Department said "The de- American Insurers, the National Assn of Independent Insur-
propriated in 1982, according to court papers filed by in- partment feels what it's done is its responsibility under the ers, the New York State Insurance Assn , the National Assn
surers seeking return of the funds law as it's written " of Mutual Insurance Cos and the New York Cooperative In-

A suit filed by six insurance associations and more than 60 New York is the only state that maintains a pre-assessment surance Assn
insurers in New York Supreme Court in Albany lS asking for guaranty fund The suit brought by the State Farm units is similar to the
return of the roughly $124 million, as well as interest the Insurers unsuccessfully sued six years ago for the return of associations' suit, except that lt focuses solely 6n the $87
state's Property/Casualty Insurance Security fund would the $87 million (BI, April 19, 1982) million appropriation, says Jim Tuite, State Farm's counsel
have earned if the money had not been appropriated The appropriation of the $37 million was not discovered Mr Tuite pointed out that one of the State Farm com-

In addition, a separate suit filed last week in Albany by until legal research began in preparation for the most recent panies-State Farm General Insurance Co -did not pay last
three State Farm Group units seeks the return of the $87 suit, said Kenneth Feinberg, with Kaye, Scholer, Fierman, month's guaranty fund assessment This presents the court
million plus interest Hays & Handler in Washington, who is handling the suit filed with a "cleaner test case" by putting the insurer's license at

Both suits also seek the return of a $15 million assessment by the six associations and 60 insurers risk, he explained
insurers were required to pay last month because the guar- Mr Feinberg explained that under a 1979 statute, when the The two other State Farm companies that are plaintiffs in
anty fund had fallen below ltS required $150 million mini- guaranty fund exceeds $240 million, the state can claim reve- the suit, State Farm Mutual Automobile Insurance Co and
mum-partly as a result of the state's appropriations (BI, nues that exceed that level State Farm Fire & Casualty Co, paid their assessments under
May 23, May 9) The state "skimmed" off the $37 million between 1979 and protest, he said .
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lections and Insolvency seminar m New York clency and Safety m the Workplace course in tion in Kansas City, Mo, sponsored by Impact 1741 Reglstration Department, International
City, sponsored by the Tort & Insurance Practice Los Angeles, sponsored by the University of JUNE 13-13. Techniques of Risk Manage- Heal·ng Conservation Inc, $125 Later confer- Foundation of Employee Beneht Plans, P 0 Box
Section of the American Bar Assn, $395 for Southern California, Institute of Safety and ment course m Seattle, sponsored by the Risk & ences, $150. Aug 2 in Milwaukee, Aug 16 m 69, Brookfield, Wis 53008-0069, 414-786-6700
TIPS members, $425 for ABA members, $450 for Systems Management, Professional Programs, Insurance Management Society Inc , $540 for Nashville, Tenn , Sept 20 in San Antonio,
non-members, $345 for ABA Young Lawyers, $300 The University of Southern California, RIMS members, $640 for non-members Risk & Texas, Oct. 4 1 Ogden, Utah, Nov 1 ul M - JUNE 22-24. CAOHC Approved Training

$100 for government employees/academics, $75 3500 S Figueroa St, Suite 202, Los Angeles, Insurance Management Societ Inc, Education waukee, Dec 1 in Kansas City, Mo Impact Course in Hearing Conservation in Kansas
for law students American Bar Assn, Division Callf 90007, 213-743-6523 Department, 205 E 42nd St, New York, N Y Heanng Conservation Inc, 406 W 34th St, City, Mo, sponsored by Impact Heanng Conser-
for Professional Education, Dept N1504,750 N 10017, 212-986-9716 Suite 400, Kansas City, Mo 64111, 800-346- vation Inc , $295 Laterconferences; $325
Lake Shore Dnve, Chicago, Ill 60611, 312-988- JUNE 13-14. EAO Risk Management. A Pro- 2139, 816-531-4848 July 20-22 m Chicago, Aug 3-5 m Milwaukee,
6200 cedural Approach semmar in New York City, JUNE 13-17. Modern Safety Management Aug 17-19 in Nashvule, Tenn, Sept. 21-23 13

course m San Francisco, sponsored by the Inter- JUNE 16-17. Hazardous Waste Litigation San Antonio, Texas, Oct 5-7 in Ogden, Utah,
national Loss Control Institute, $675 for ILCI Current Problems and Practical Solutions Nov 2-4 in Milwaukee Impact Heanng Con-
members, $750 for non-members International seminar in New York City, sponsored by the servation Inc , 406 W 34th St, Suite 400, Kan-

uss Control Institute, P O Box 345, Loganville, Practising Law Institute, $425, $45 for course- sas City, Mo 64111, 800-346-2139, 816-531-

Ga 30249, 404-466-2208, 800-554-6001 book only Practising Law Institute, 810 Seventh 4848Insurance services guide Ave, New York, N Y 10019, 212-765-5700
JUNE 14. Making the Right Benent Choices Policy and Trends seminar in Boston, co-
for the 19905 symposium m Parsippany, NJ, JUNE 16-17 AIDS· Confronting the Emerg- sponsored by The Boston Globe, Massachusetts
sponsored by TPF&C, a division of Towers Per- ing Legal Challenges seminar in Chicago, Health Data Consortium Inc, WBUR Radio,
rm, Forster & Crosby Inc, no charge Also June sponsored by the Defense Research Institute WNEV-TV and the Challenge to Leadership

CASUALTY ACTUARIES, INC. 16 m Tarrytown, N Y Liz Guthridge, 212-309- Inc, $345 for DRI members, $370 for non-mem- Project, $75 Massachusetts Health Data Con-
Use the Insurance 3591 bers Defense Research Institute. 750 N Lake sortium Inc , 400-1 Totten Pond Road, Waltham,· Loss Reserve and Rate Evaluations for Shore Dnve, Suite 500, Chicago, Ill 60611, 312- Mass 02154

Insurance Companies and Self-Insureds 944-0575Services Guide to JUNE 14. How to Comply With Section 89 se-
· Statutory letters of opinion on loss and mmar in New York City, sponsored by Kwasha AUG. 1-2 Business insurance Employee

JUNE 17 Communications/Education and Benefits Communication Conference m Newloss expense reserves reach your best Lipton, $25 Kwasha Lipton, P O Box 1400,
Advanced Cost Containment Workshops m York, sponsored by Business Insurance, $65012115 Lackland Road, Suite 370 Fort Lee, N J 07024,201-592-1300
Dallas. sponsored by Health Research Institute, for first registrant, 10% discount for multipleSt. Louis, Missouri 631464012 prospects. $250 Also June 20 in San Antonio, Texas registrants from same company Registrar, Bust-

(314) 878-5002 JUNE 14-17. Mobile Cranes and Rigging
Workshop coordinator, Health Research Insti- ness Insurance, 220 E 42nd St, New York, N YPractices Safety Training in Orlando, Fla, tute, 1600 S Main Plaza, Suite 170, Walnut 10017,212-210-0780

sponsored by the Crane Institute of America, Creek, Calif 94596, 415-676-2320
$445 Crane Institute of An*nca, 455 Douglas

The Datebook w compited from notices sent toAve, Suite 2255A, Altamonte Springs, Fla JUNE 19-22. American Society of Safety En- Business Insurance Notices should be sent at
RISKMASTERTM Software 32714 407-682-0073

gineers' 27¢h Annual Professional Develop- least eight weeks m advance to Datebook, Bust-
ment Conference and Exposition in Las ness Insurance, 740 N Rush St, Chicago, m

by JUNE 15-16. Health Care Cost Containment Vegas, Nev , $445 for ASSE members, $505 for 60611-2590 Please include the pnce, if any, o'
•GENERAL CLAIMS Workshop in Dallas, sponsored by Health Re- non-members, $155 for ASSE students and the meeting and mformatton on regutration for

Tillingbast • WORKERS' COMP search Institute, $495 Also June 21-22 in San members ementus ASSE Conference Registrar, :nterested readers Business Insurance reserves

•VEHCLE ACCIDENTS Antonio, Texas Workshop coordinator, Health 1800 E Oakton St, Des Plaines, Ill 60018-2187, the nght to select meettngs of most interest to its
Research Institute, 1600 S Main Plaza, Suite 312-692-4121 Teaders"i"'I"' a To,p,r, 1rn, company • CHECK WRITING

ONSITE TRAINING
• EXP. MODIFICATION FACTORS

• ACTUARIAL REPORTING Medicare refunds
ONGOING SUPPORT

FOR PCIMINUMAINF Continued from page 1 be addressed through regulation, on other questions
Installed in Over 38 States & Canada sponsor of the maintenance of effort provision they have raised since October when Sen Riegle at-

For Marketing Questions or to Attend a Free Seminar, Call (313) 567-6616 Just as possible confusion over the period of time tached the maintenance of effort provision to the Sen-
that savings will have to be extended to retirees was ate version of the Medicare bill
clarified, other issues were settled Those questions include

The news release says that employers will have a • At what point in the year will employers be re-
Temporary Claims Examiners choice of using tables to be developed by the sec- quired to rebate savings to retirees?

Qualified, experienced medical & dental claims examiners are available retary of health and human services to determine the • Will employees who retire during the middle of
value of the duplicative benefits or using their own 1989 and 1990 be entitled to the same amount ofnationwide to assist you with claims processing.
methods based on HHS guidelines savings as those who were retired as of Jan 19On-site or off-site staff is available during regular hours, after hours and In addition, the news release says that employers • Will the survivors of retirees be entitled to a por-on weekends. Employee skills are exactly matched to your requirements whose current retiree health care benefits pay less tion or all of the savings if a retiree dies in 1989 orin either group or individual claims on both manual and on-line pro- than 50% of the value of the expanded Medicare bene- 19909

cessing systems. fits will not have to return any savings to retirees Once the maintenance of effort provision expires, it
However, most retiree health care plans offered by lS possible that unions will demand that employers ex-As the leading national firm devoted exclusively to temporary assistance

large employers will not qualify for exemption under pand other retiree health care benefits or pay a greaterin claims processing, we have been the proven answer to claim backlog
this 50% test because the expanded Medicare program share of the Medicare Part B premium or the new sup-problems for over 300 companies. Call us to find out about how we can be
will duplicate much of the benefits currently offered plemental Medicare premium established by the newa part of your solution.
by the plans, consultants said law That premium will be tied to the amount of re-Claim Services Resource Group, Inc. Under the Medicare expansion, the maximum out- tirees' tax liability

800-331-5039 • 214-701-0606 (In Texas) of-pocket expense for hospital bills under Medicare "How hard unions will seek other benefit improve-
Part A would be set in 1989 at about $580 per year ments for retirees will much depend on the health of a
Currently, a retiree can be liable for tens of thousands particular industry and what they are seeking for ac-

WORKERS' COMPENSATION RISK MANAGEMENT SYSTEM of dollars in hospital bills. As a result, many em- tive employees," said John O'Donnell, a managing
ployer-provided retiree health care plans are struc- consultant with A Foster Higgins Co Inc in New

FOR S€U INSUR€DS, TPR'S, ASSOCIATIONS IND CIRRICRS tured to pay these huge expenses York

In addition, in 1990, Medicare Part B will be ex- It is doubtful, though, that employers on their own
• PREPARESSTATEREGULATORYREPORTS&FORMS •TRACKS RESERVES panded to limit retirees' physician expenses to about will look for new ways to add new retiree health
• HANDLES MULTIPLE EMPLOYERS •PROCESSESCLAIMPAYMENTS & CHECKS $1,400 per year Currently, Part B-after a $75 deduct- care benefits
• CALCULATES BENEFIT AMOUNTS • PERFORMS ON LINE INQUIRIES ible-pays 80% of physician bills with no annual stop- "Employers already are frightened about retiree
• ADJUSTSBILLSAGAINSTMEDICALFEE SCHEDULES • MANAGEMENT & AD HOC REPORTS loss cap health care costs and liabilities They are not in the
• PROVIDES SAFETY AND OSHA REPORTS • MONITORS ClAIMS DUE REVIEW There still are issues that employers will have to re- market at all to expand benefits," said Janice Hand, a

solve for themselves in complymg with the mainte- consultant with Hewitt Associates in Lincolnshire, Ill
VALUE LEADERS IN RISK MANAGEMENT SOFTWARE nance of effort provision The Medicare legislation also calls for the establish-

INSTALLATIONS FROMCOASTTOCOAST • CALL FORA FREE DEMO DISKETTE For example, the legislation says that employers ment of a commission to study and recommend to Con-
have a choice of giving retirees cash or other bene- gress ways to finance comprehensive long-term care to

INSURANCE SOFTUIRRIE PACKAGES, INC. fits that are equivalent in value to the duplicative ben- the elderly and disabled
5118 N. 56TH ST. TAMPA, Fl 33610 800-237-8133 {US) 813-621-6069 (Fl) 212408-1674 (NY)

efits The commission also would study ways of improving
For employers that require retirees to pay part of the access to comprehensive health care for the non-el-

premium for their retiree health care plans, it may be derly
For advertsing Information in the INSURANCE SERVICES. GUIDE easier for the companies to pay more of the premium The report on long-term health care would be due
Contact: Margaret H,kido, 740 Rush Street, Chicago, Illinois 60611. than to distribute thousands of checks to retirees, said six months after the Medicare legislation lS enacted,

Telephone (312) 649-5340 Buck's Mr Ferruggia while the report on comprehensive health care would
Employers still are waiting for answers, possibly to be due a year after enactment of the legislation .
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Product liability bill or a defendant for frivolous actions in a These amendments are "the opening  Bl insurance index product liability lawsuit salvo" in an effort to engage the federal gov-
Cont:nued frompage l The penalty could be dismissal of the law- ernment in regulation of the insurance in-

. 486And Rep W J (Billy) Tauzin, D-La , suit, dismissal of a party to the suit or mak- dustry, declared Rep William Dannemeyer,
agreed that "there is very little m this bill ing the party that acted frivolously pay for R-Calif
that will actually reduce insurance rates." expenses incurred by the opposition in con- Rep Norman Lent, R-N Y., pointed out

430While the legislation is expected to be ap- nection with the suit. that the state insurance departments already
proved this week, lt lS unlikely the full A frivolous pleading is defined as having have information on product liability in-
House will consider the bill this year pri- no basis in fact and brought in bad faith or surance rates, claims and losses, so the
marily due to time constramts for harassment. amendments are 44completely unnecessary "

Under the Synar amendment, a plaintiff An amendment by Rep. Joe Barton, R- But Rep Henry Waxman, D-Calif, opined
could sue a manufacturer for acting negli- Texas, allows damage awards m a product that "the insurance industry ought not to be
gently or if ltS product was unreasonably hability lawsuit to be reduced by the amount immune from the watchful eye of the fed-
dangerous attributable to misuse or alteration of a eral government "

The Richardson/Florio compromise bill product And Rep Waxman warned the insurance
permitted product liability suits only if a The amendment, which prompted signifi- industry that "this isn't going to be the end
product was unreasonably dangerous-de- cant discussion, was approved by a 22-20 of the fight" to extend federal oversight of
fined as containing a construction or design vote, It allows damages in a product liabil- the insurance industry
defect, a breach of express warranty or inad- ity lawsuit to be reduced if the product was During markup on Wednesday and Thurs-
equate warnings misused or altered in a way contrary to the day, the committee also voted down seven Aff# 22 42

The Synar amendment also defines a con- manufacturer's or product seller's warnings pro-consumer amendments offered by Rep
struction defect as any deviation whatsoever or mstructions or m a way that an ordmary Waxman
from a manufacturer's design specifications, person should have known would bring a The bill, as currently crafted, also would.

Insurance industry stocks rose last week as theformulations or performance standards risk of harm • Prohibit punitive damages in cases in-
Business insurance index jumped 8.8 points toThe Richardson/Florio compromise had Rep Philip Sharp, D-Ind, in support of volvmg drugs and medical devices that were

defined a construction defect as a deviation the amendment, noted that "a user should approved by the federal Food and Drug Ad- 430.1 on June 6, from 421.3 on May 27. Advanc-
ing issues were led by Frank B. Hall & Co., up"in a material way" from a manufacturer's not be absolved of any responsibility for the ministration

specifications 9.5%; Transamerica Corp., up 8.996; Belvederesafe use of a product " • Allow damages to be reduced if a plain-
Corp., up 8.4%; Zenith National InsuranceThe Synar amendment also establishes a Much to the relief of the insurance indus- tiff was under the influence of drugs or alco-
Corp., up 8.4%; CNA Financial Corp., up 7.996;state-of-the-art defense for manufacturers try, the committee approved 25-17 an hol and that was determined tobemore than

that could prove that a product's danger amendment by Rep. Al Swift, D-Wash, di- 50% responsible for the harm Nobel Insurance Ltd., up 7.696; and American
Indemnity Financial Corp., up 796. Decliningcould not have been known at the time it was recting the Commerce Department to collect • Establish a 25-year time limit on bring-

made or an alternative safer design was not insurance information from state insurance ing lawsuits for capital goods used in the issues were led by Tokio Marine & Fire Insur-
feasible departments and re]ected 23-19 an amend- workplace ance Co. Ltd., down 4.796; Lawrence Insurance

Group, down 3.396; Baldwin & Lyons Inc., downThe Synar amendment also clarifies that a ment by Rep Edward Markey, D-Mass, di- • Prohibit plaintiffs from suing product
3.296; Uberty Corp., down 3%; Durham Corp.,product, like a knife, that by its nature car- recting the federal government to collect in- sellers unless the product seller was negh-

ries a risk of causing harm would not be formation directly from insurers. gent
down 2.8%; Poe & Associates Inc., down 2.7%;
and Hilb, Rogal & Hamilton, down 2.196. Issuesconsidered defective In a spirited discussion of the two amend- • Require manufacturers to provide

Committee members on Thursday ap- ments, legislators disagreed about whether warnmgs to consumers about dangers disco- showing the most activity were: Sears, Roe-
buck & Co. (Allstate), 2.9 million shares traded;proved two amendments supported by man- allowmg the federal government to collect vered after a product has been sold

ufacturers information directly from Insurers is the • Require a plaintiff to file a lawsuit ITT Corp. (Hartford Group), 1.8 million shares
traded; and American International Group Inc.,An amendment by Rep Ralph M. Hall, D- first step toward federal regulation of the against a manufacturer within two years of
1.4 million shares traded. The Business /nsur-Texas, allows a court to penalize a plaintiff industry discovering the harm and its cause
ance index gained 2.1% for the period, lagging

Insurers pay bulk of Savitch settlement
behind the leading market indicators: The Dow
Jones 30 Industrials gained 4.4%; the Standard
& Poors 500 gained 4.296; and the New York
Stock Exchange Composite saw a 3.896 rise.

By MARK A. HOFMANN excess liability policy written by Lloyd's of London underwriters,
said Mr Scaricamazza, who represented the Post Brmsh Issues

ofantdLnlmsZI22Yerreachiedtith'MeelepostedMiohnenews- semonTohnatlthheo ysltast;Mtwedbyllivto plytirome 1 Welt

June 2 P- P/E Div. YI'ld Hg,4/#
easter Jessica Savitch. its Tort Claims General Fund, which was established under a sov- Comp.'Ves p.nee pillo % P./I©.P.'0.

Ms Savitch died in 1983 while a passenger in a car driven by Post ereign immunity statute in 1978 CommIUrion 370 140 219 58 370-359

Vp Martin Fischbein The restaurant, Chez Odette in New Hope, Pa, contributed GU,1 Accidant 883 102 47 9 53 886.-883

The settlement was reached in January after a Philadelphia Com- $650,000 to the settlement, all of which was covered by 1ts liability Gdn R- Exch 874 130 552 6.3 877-874
mon Pleas Court Judge had relected the Post's contention that it insurance, according to James Hilley of the Philadelphia law firm of RO0 400 106 264 6.4 400-391

Sam A-= 913 149 431 4 5 920-913should not be held liable because Mr. Fischbein and Ms Savitch LaBrum & Doak, which represented the restaurant. However, he
were together socially rather than professionally. declined to discuss details of the coverage Brokers

Also contributing to the settlement were the Commonwealth of Mr Fischbein and Ms Savitch cited on Oct 23, 1983, when the car 8/.Gllock 222 12.5 68 3.0 225-222

Pennsylvan:a, the estate of Mr Fischbein and the restaurant at Mr. Fischbein was driving plunged into a canal in New Hope, Pa CEHe/h 409 151 345 8.1 410-404
which Ms. Savitch and Mr Fischbein had dined on the evening of The fatal accident occurred as Mr Fischbein attempted to leave Hogg Roblmon 148 11 8 96 63 152-148
their deaths the fog-shrouded restaurant parking lot and accidentally pulled Uoyd Tholriplan 155 135 68 4.3 155-155

The Post's $7 1 million share of the award was covered by primary onto an old tow path running next to the canal The car flipped into PWS Hokmngs 188 79 144 74 188-187

and excess liability insurance, according to Angelo Scaricamazza the water and overturned, trapping both passengers, who drowned Sedgilick Grp 225 14 0 164 71 229--225

with the Philadelphia law firm of Naulte, Scaricamazza & McI)evitt Sllienl Jo- 194 120 137 69 195-194According to Mr Hilley, a similar incident occurred at the same
WI'*Fab= 251 131 15.4 6.1 254-251

The Post was covered by a $1 million primary occurrence liabil- place four years earlier; resulting in the death of one man Despite
Source. Phllip Olsen/Alan Clifton, Insurance Industryity insurance policy issued to News America Publishing Inc, the that, the state Department of Environmental Resources did not Specialists Kitcat & Aitken Stockbrokers,

Post's New York-based parent company, by Atlantic Mutual Insur- erect bamers at the entrance to the tow path, for which the state has London

ance Cos. of New York. The Post also was covered by a $99 million maintenance responsibility .

Bl Industry Stock Report JUNE 2,1988 5/27/88 THRU 6/2/88

Weekly Year to Date Annual Mkt/Bk. Weekly Year to Date Annual Mid/Bk.

Price % change % change High Low Vol (000) $ Div % Yield P/E Book value value Prloe % change % change High Low Vel (000) 3 01, 96 Yield P/1 Book value Vakle

BROKERS Fireman's Fund Corp 1*SE 2825 22 87 31.00 2575 316 0 50 18 4708 2617 1.08

Fremont Gen Corp OTC 1000 53 38 1350 875 35 060 60 4708 16 75 060

Alexander & Alexander Svcs NYSE 2213 11 247 2450 1775 292 1.00 45 140 340 6 51 Home Group Inc NYSE 1188 33 00 1438 1150 160 020 17 25 1765 067

Baldmn & Lyons Inc OTC 1500 42 250 1550 1200 0 020 13 58 1831 082 Hanover Ins Co OTC 2300 22 11 2625 2050 44 036 16 51 2510 092

Corroon & Black Corp NYSE 31 00 08 97 34 75 2800 356 108 35 47 543 5 71 Harteyswai Group Inc OTC 1513 48 153 1638 1338 6 040 26 67 1665 0 91

Gallagher Arthur J & Co NYSEE 1688 55 55 1800 1388 35 048 28 112 516 327 Hartford Steam Boller OTC 2600 30 130 2925 2250 85 120 46 97 1065 244

Hall Frank B & Co NYSE 425 95 476 550 288 93 000 00 112 000 N/A Kans City Lite OTC 3050 00 162 3075 2525 0 000 00 97 000 N/A

Hilb Rogal & Harnmon OTC 1175 21 205 1275 975 1 000 00 112 000 WA Kemper Corp OTC 2400 21 171 2525 2075 303 0 72 30 7S 2650 091

Marsh & Mclennan Cos Inc NYSE 5325 45 76 5563 4525 420 240 45 130 6.74 7 go l.awrence Ins Group AMEX 1488 -33 1204 1588 688 2 032 22 153 435 342

Poe & Assoc In c OTC 900 -27 286 925 675 0 040 44 87 0 57 15 79 bberty Corp S C NYSE 4000 30 12 7 4725 3450 5 080 20 148 1740 230

BROKERS AVERAGE 11 212 26 95 Lincoln Nan Corp NYSE 4550 46 134 48,75 4025 121 236 52 88 3662 1.24

CONGLOMERATES & HOLDING COMPANIES NAC Re Corp OTC 2375 56 338 2450 1850 28 000 00 138 1992 119
Nobel Ins Ltd OTC 525 76 -400 950 450 32 044 84 250 937 056

Berkley W R Corp OTC 2525 00 52 2900 2350 44 036 14 62 1763 1.43 Northwestern Nat·1 Life OTC 27.00 19 180 2925 2263 30 112 41 69 3505 0 77
Berkshire Hathaway Inc OTC 402500 52 364 405000 275500 142 000 00 196 6938 10 90 Ohio Cas Com OTC 3375 15 69 3825 3225 201 1.88 56 80 2786 121

CIGNA Corp NYSE 47 75 70 88 51 88 4275 569 2 96 62 65 49.19 0 97 Old Rep Intl Corp OTC 2288 40 144 2463 19.13 241 074 32 53 2782 082

CNA Fin I Corp NYSE 5838 79 49 6425 51 00 206 000 00 84 4640 1 26 Onon Cap Corp NYSE 1650 15 222 1725 1313 5 076 46 58 934 177

General Re Corp NYSE 5488 53 -18 56.38 45 50 1350 120 22 109 2621 2 09 Phoenix Re Corp OTC 825 00 269 875 675 92 000 00 59 11.08 074

ITT (Hartford Group) NYSE 4800 21 67 4925 4325 1827 125 26 61 5223 092 Protective Ute Corp OTC 1288 30 51 1513 1225 16 070 54 123 1725 075

Sears Roebuck & Co (Allstate) NYSE 3513 26 45 3988 3225 2941 200 57 86 3474 101 Provident ble & Acc Ins Co OTC 2025 45 296 21 88 15 63 125 084 41 1558 2745 074

Transamenca Corp NYSE 3375 89 134 3675 2975 528 184 55 67 2494 1.35 St Paul Cos Inc OTC 4275 30 71 51.00 3825 914 200 47 61 3583 119
CONGLOMERATES AVERAGE 49 98 30 91 SAFECO Corp OTC 2475 53 108 3000 2275 461 108 44 79 21.39 116

INSURERS SCOR US Corp OTC 925 00 00 950 725 106 000 00 67 920 101

Sebels Bruce Group Inc OTC 1300 00 156 1425 1100 31 080 62 84 1251 1.04
Aetna ble & Cas Co NYSEi 4450 56 17 4988 3960 1013 2 76 62 63 5356 083 Selectrve Ins Group Inc OTC 2375 11 250 23 75 1925 208 124 52 54 1952 122

American General Corp NYSE 3013 48 -51 3638 2750 792 140 46 82 2799 108 Statesman Group Inc OTC 394 15 160 275 1 81 17 005 13 54 348 113

Amer Hentage Ute Invt NYSE 2475 45 21 2600 2400 2 108 44 112 2098 118 Tok,0 Manne & Fire Ins OTC 7625 -47 157 8588 6325 45 0.19 02 681 000 14/A

Arner Indly An I Corp OTC 1150 70 278 1175 825 4 056 49 177 1526 0 75 Torchmark Corp NYSE 3088 04 260 3125 24.50 240 100 32 99 12.24 252

Amencan Int I Group NYSE 5663 51 -56 6538 4900 1386 040 07 93 33 56 1 69 Travelers Corp NYSE 3538 33 07 4000 3300 547 240 6.8 91 4528 078
Aneco Rems Ltd OTC 3.13 00 74 400 3.13 3 000 00 43 251 1 25 Trenwik Group Inc OTC 1200 00 171 1250 975 11 0.16 13 103 1541 078

Aon Corp NYSE 2488 26 87 2700 21 88 121 128 51 87 1513 164 United Fire & Cas Co OTC 2550 00 19 2700 2400 0 108 42 48 2256 113

Argonaut Group OTC 4425 -11 487 4900 2950 100 000 00 72 2919 1.52 Unmed States Flo & Gty NYSE 3225 28 132 34 38 28 88 732 264 82 72 1953 165
AVEMCO Com NYSE 24.13 10 229 2525 1788 4 034 14 117 774 312 UNUM Corp NYSEE 21 75 61 176 2275 1788 337 048 22 108 2853 076

Betvedere Corp AMEX 488 84 114 600 438 7 004 08 71 787 0 62 USLIFE Corp NYSE 3550 44 246 3900 2800 94 128 36 92 4677 076

Business Mens Assum Co OTC 3525 14 31 8 3600 2550 69 120 34 641 2739 1 29 Washington Nat I Corp NYSE 2763 09 157 2863 2400 12 1.08 39 21 8 3233 085

Chubb Corp NYSE 5725 22 25 6338 51 25 371 2.16 38 66 4613 1 24 Zenith Nat I Ins Corp NYSE 2250 84 500 2388 1500 67 088 39 100 1226 184
Continental Corp NYSE 3763 17 -29 41 63 3475 90 260 69 72 42.10 089 INSURERS AVERAGE 23 140 34 247

arham Corp OTC 2625 28 221 2800 21 50 3 092 35 271 2600 101 ALL COMPANIES AVERAGE 24 144 33 21 3

Farmers Group Inc OTC 61 13 29 51 9 6575 4050 1337 144 24 149 2202 278
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Isyour medical
case management projAm

onsite or out of sight?

Intracorp believes that serious medical
cases should be evaluated by a specialty
RN on site, not over the telephone.

See if you agree.

A baby is born late one night at a rural
hospital. He weighs 2 pounds, 11 ounces
and is three months premature.

The next morning, an Intracorp RN
specializing in neonatology arrives at the
hospital. She assesses the baby's condition
and meets with the primary physician and
parents. Her recommendation: move the
baby to an urban neonatal care unit a hundred
miles away. All agree and she arranges for
an air ambulance staffed by a neonatal flight
team to transfer the baby that morning.

That afternoon, Intracorp's RN locates
housing for the baby's mother convenient
to the hospital so that she can be in continual
contact with the medical treatment team.

Over the next few weeks, with complications
always a threat, the baby's care must be
continually monitored.

By the end of week six, the baby is stabi-
lized and allowed to go home. Anticipating this
step, Intracorp's RN has already arranged
for home care and seen that the mother
is instructed in all necessary care techniques.

Result The family is once again reunited
at home-two months earlier than expected.

A visiting nurse stops by two hours a day
for the next few weeks and Intracorp
continues to evaluate the quality and cost
effectiveness of the home care. By his first
birthday, the baby is totally caught up with
his age group and well on the way to a
normal childhood.

For this baby, and others with catastrophic
and chronic illnesses, Intracorp's on site case
management spares them the trauma of
potentially life-threatening complications.
And assures employers and insurers cost-
effective quality care.

If you would like to know more about how
Intracorp's on site medical case management is
saving hundreds of thousands of dollars for com-

panies across America, call toll free, 1-800-
345-1075. (In PA, HI and AK,.call collect,
1-215-687-9450.) Or return the coupon.

And see what a difference an Intracorp
medical case manager can make. Just
by being there.

Mr. Greg Riedi
Director of Marketing rri=J %.H
Intracorp 1 1 1 InTracorp701 Lee Road

Wayne, PA 19087 l/(_57
Please send me inforniation on
Intracorp's Medical Case Management Progrwn.

Name Title

Cointany

Street

Cio' State Zip

Phcme Ext.


