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RICO ruling
wins applause
High court decision will limit
frivolous suits: Professionals

By DOUGLAS McLEOD

WASHINGTON-Accounting
firms and defense lawyers are
praising the U.S. Supreme
Court's ruling that sharply limits
the use of federal racketeering
laws against professional firms.

In a 7-2 ruling, the Supreme
Court earlier this month con-

cluded that professionals like
3:,diltside auditors cannot be held

liable for treble damages under
the federal Racketeer Influenced

and Corrupt Organizations stat-
ute unless they participated in
the operation or management of
an organization (BI, March 8).

The ruling will effectively bar
many civil RICO claims against
professional firms that do work

1 for failed companies like insur-
ers and savings & loans. Pre-
viously, such claims had been re-
latively easy to bring under rules
adopted by several federal
courts, legal experts say.

Hundreds of pending suits
could be affected by the ruling.

The ruling also represents a
change for the high court, which
previously has upheld broad in-
terpretations of the sweeping
RICO statute, lawyers say.

"It really is the first time the
Supreme Court has interpreted
RICO in a narrow rather than a

broad way,'' said Edward
Brodsky of Proskauer, Rose,
Goetz & Mendelsohn in New

York. "Up until now, the court
has read that statute very, very
broadly."

As a result, "you will not have
these frivolous suits brought
against professional people, or if
they are brought, they won't be
worth anything," Mr. Brodsky
added.

The National Assn. of Insur-

ance Commissioners and others

had fought any narrowing of
RICO, ai·guing that it would im-
pede their ability to recover
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"One is not liable

under (RICO) unless

one has participated
in the operation or
management of the
enterprise itself."

Justice Harry Blackmun

damages from professionals who
contribute to the failure of insur-

ance companies and other busin-
esses.

The Supreme Court's March 3
ruling came in a case brought
against Arthur Young & Co.-
now part of Ernst & Young-by

Continued on page 28

Update
Reinsurers' combined ratio

worsens to 117.4% in '92: RAA

WASHINGTON-U.S. reinsurers' corn-

bined ratio deteriorated dramatically to
117.4% in 1992 from 106.5% in 1991, ac-

cording to the Reinsurance Assn. of
America.

The 1992 combined ratio reflects an

85.8% loss ratio and a 31.6% expense ratio.
"The loss ratio reflects the fact that 1992

was the worst catastrophic year in history,"
said James Dwane, chairman of the Wash-
ington-based RAA and president of Pru-
dential Reinsurance Co. of Newark, N.J.

Continued on nest page

Fronting draft
would burden

more captives
By MEG FLETCHER

NASHVILLE, Tenn.-An ex-

tremely limited exemption for cap-
tive insurers in the latest version of

a proposed

NAIC law is expected
model fronting

to spur an out-
cry from businesses with captives.

The latest draft was hammered
out last week at the National Assn.

of Insurance Commissioners'

spring meeting.
The net result of the exemption

is that an overwhelming majority
of captives-including captives do-
miciled outside the United States

as well as all association captives
-would be subject to the disclo-
sure and reporting requirements of
the proposed model law.

Risk managers and captive rep-
resentatives predict the new draft
will cause a groundswell of criti-
cism because it will make operat-
ing captives more expensive and
require disclosure of data.

Members of the NAIC's Reinsur-

Benefits play role in IBM breakup
By LOUISE KERTESZ

PURCHASE, N.Y.-One little-noticed bit

player in the breakup of Big Blue has been its
corporate benefits department.

International Business Machines Corp. for-
merly employed 120 people to handle benefits
work at its headquarters; another 221 people
around the country spent part of their time
on benefits.

Now, IBM's entire central benefits opera-
lion has only 61 employees, all working for

7"Workforce Solutions Inc., a quasi-indepen-
dent company that once was IBM's human re-

sources operation and now is one of what
IBM calls its "confederation of companies."

By making its human resources division
quasi-independent and by making health
care plan changes-such as increasing the
use of case management and shifting some
costs to employees-the ailing computer giant
cut its per-capita health care costs by 5% in
1992.

IBM's per-employee health care costs of
$3,904 in 1992, down from $4,274 a year ear-
lier, were slightly less than the national aver-
age of $3,968 per employee in 1992 reported
earlier this month by A. Foster Higgins & Co.

Inc. (BI, March 1).
Still, even with the cuts, IBM's total health

carebill approached $1 billion last year.
Dramatic reductions are not expected this

year. In fact, per-capita costs are likely to
grow 7% to 8% in 1993, said Michael Tarre,
director of compensation and benefits at 9-
month-old Workforce Solutions in Purchase,
N.Y.

But IBM says it's confident that health care
plan cuts and the overall restructuring that
created WFS will continue to yield savings.
Each of IBM's 13 "federation" companies has

Continued on page 29

Mixed messages on benefits tax
By JERRY GEISEL

WASHINGTON-While Pres-

ident Clinton's health care re-

form package is not due until
May 1, the pace of reform ef-
forts is picking up.

Among the swirl of health
care-related events last week:

• Hillary Rodham Clinton
suggested the Task Force on
National Health Care Reform,
which she chairs, will not pro-
pose taxing workers on em-

Mrs. Clinton says tax not in cards;
HHS chief says decision not final

ployer-paid health care premi-
ums.

In an Associated Press inter-

view, Mrs. Clinton said the task
force would not-with one ex-

ception--propose ahy taxes
that broadly hit the middle
class to help pay for health care
coverage for the nation's 36.3
million uninsured.

The one exception, she said,
would be boosting cigarette
taxes. Higher cigarette taxes
would be an appropriate reve-
nue source because so many
health care problems and costs
are related to smoking, Mrs.
Clinton said, echoing comments
made earlier by her husband.

However, Donna Shalala,

secretary of health and human
services and one of six cabinet

members on the task force, said
a final decision has not been
made on benefit taxes.

In fact, Mrs. Clinton only was
saying the task force will be
"very careful" about adding a
tax burden on the middle class,
Ms. Shalala said in a television

interview.

• Two more business groups
proposed their own health care

Continued on page 30

ance Task Force last week unani-

mously agreed to release the
much-edited March 3 draft for

public comment, though two 7-4
votes during the drafting process
illustrate the lack of consensus on

the paneI on different issues.
New York regulators, for exam-

ple, continue to say that no cap-
tives should be exemfted. Other
opponents of parts of the draft in-
clude New Hampshire, North
Carolina:nd Virginia regulators.

NAIC st aff expect to nave copies
of the latest version of the model

"Fronting Disclosure and Regula-
tion Act' available soon.

Regulators say the model law is
Continued on page 27

New York's

accreditation

suspended
By MEG FLETCHER

NASHVILLE, Tenn.-The

New York Insurance Depart-
ment is the first to have its ac-

creditation

NAIC suspended
by the Na-
tional Assn.

of Insurance Commissioners.

The NAIC suspended New
York's accreditation last week,
citing the state Legislature's
failure to enact three model

laws that the regulators con-
sider essential to effective regu-
lation.

Stricter sanctions may be ap-
plied by year end, but until then
the suspension will have little
practical effect. « ·:

Still. New York presented the
first test of the NAIC's willing-
ness to enforce rules that re-

quire accredited states to adopt
-within two years-a growing
stream of new model laws. In-

cluding New York's. 19 state in-
surance departments have been
accredited (BI, Dec. 14, 1992).

On Capitol Hill, the accredi-
tation program hasicome under

; fire as "often undemanding and,
in some cases, inadequate" (BI,
Dec. 9, 1991).

Critics of state insurer sol-

vency regulation have noted
that state legislatures often

Contmued on page 27



Update-
Reinsurers' combined ratio up
Continued from previous page

The 54 reinsurers surveyed by the RAA posted $11.97 billion in net
written premiums last year, up 6.6% from $11.23 billion in 1991.

The companies surveyed had a net income of $1.05 billion: Policy-
holder surplus totaled $13.9 billion.

Court strikes COBRA eligibility
CHICAGO-An employer can deny COBRA benefits to a former

employee discharged for stealing, a federal court has ruled.
Part-time grocery clerk Judith A. Burke was covered under Ameri-

can Stores Co.'s self-insured health plan when she was fired for
retail theft. She was then receiving workers compensation benefits.

Jewel Food Stores Inc. in Joliet, Ill., a unit of American Stores,
determined that Ms. Burke's discharge voided her health benefits and
did not tell her she had a right to continue coverage under the Conso-
li(lated Omnibus Budget Reconciliation Act of 1985.

Ms. Burke sustained another injury after her termination and
ultimately filed $150,000 in medical bills. Jewel refused to pay
on the ground that she had engaged in "gross misconduct."

Ms. Burke sued Jewel, claiming the store wrongfully denied her
health benefits. She further alleged that she was discriminated
against under the Employee Retirement Income Security Act because
Jewel fired her while she had a workers comp claim pending.

In granting summary judgment Makh 2, Judge James F. Holder-
man said Ms. Burke's conduct constituted "gross rnisconduct" under
COBRA and ERISA. He did not explicitly define the term, but
instead deferred to the state law definition. He also rejected the dis-
crimination claim, saying Jewel's 1mowledge of the workers comp
claim and Ms. Burke's request for further health insurance did not
constitute discrimination.

The case is significant because there are "very few decisions in the
United States that define gross misconduct under COBRA or ERISA,"
said Gerald R. Maatman Jr., an attorney with Baker & McKenzie in
Chicago, which represented Jewel.

X.L. hikes chemical firm rates
HAMILTON, Bermuda-X.L. Insurance Co. is raising excess liabil-

ity rates at least 10% for policyholders in the chemical industry.
The increase, effective immediately, could be as high as 25%

for accounts with poor loss records.
Brian O'Hara, X.L.'s president and CEO, said the increase will

affect up to 80 policyholdens "in an industry that has given us the
majority of our large claims and losses." Chemical industry accounts
represent the biggest single industry on X.L.'s general excess liability
book, constituting 18% of total excess liability premiums written of
$382.3 million last year.

"Paid and case reserves in this sector have exceeded premium
income from our inception," he said.

The rate increase is the second of its kind at X.L., following an
across-the-board increase of 6% on average in 1991 (BI, Jan. 7, 1991).

CIGNA debt downgraded
CHICAGO-Duff & Phelps Credit Rating Co. has lowered CIGNA

Corp.'s senior debt rating to A+ from AA- and its subordinated
debt rating to A from A-, reflecting deterioration in property/ca-
sualty operations.

That deterioration-aftertax operating losses ballooned to $485
million in 1992 from $43 million in 1991-has pushed the operating
leverage of the property and casualty group "beyond prudent levels
given its business mix," said Duff & Phelps.

Contributing to CIGNA's poor 1992 results were $223 million in
pretax losses from hurricanes Andmw and Iniki, the December East
Coast winter storm and the Los Angeles riots. The losses also reflect
uncollectible reinsurance from the London reinsurance book of busi-
ness, Duff & Phelps said.

More than $1 billion in debt is affected by the downgrades.
CIGNA's exposure in the World Trade Center explosion will

not irnmediately affect its bond ratings, said Timothy A. Bienek, vp
of Duff & Phelps.

CIGNA wrote $130 million of a $290 million excess of $10 million
layer and $61 million of a $100 million layer above that for the Port
Authority of New York & New Jersey. CIGNA also writes property
insurance for the damaged Vista International Hotel (BI, March 8).

Meanwhile, CIGNA named Gerald A. Isom president of its do-
mestic property/casualty operation. The former Transamerica Corp.
executive replaces Caleb Fowler, who resigned (BI, March 1).

Clinton launches PBGC panel
WASHINGTON-The Clinton administration is launching a task

force to examine problems facing the Pension Benefit Guaranty Corp.
The task force, being organized by Labor Secretary Robert Reich,

will meet over the next six weeks to probe the PBGC's financial
problems, evaluate current proposals intended to shore up the agency
and consider new approaches, a Labor Department spokesman said.

The PBGC now has a $2.4 billion deficit, an amount agency officials
have said could soar by tens of billions of dollars if more employers
terminate large underfunded defined benefit plans.

Continued on page 30

Errors & omissions

• In a March 8 Update, "Cap on AIDS Benefits Upheld," Ri-
chard L. Robbins was incorrectly identified as the plaintiff's
attorney. Mr. Robbins represents defendant Storehouse Ipe.

Prudential trying to sell
reinsurance subsidiary

By DOUGLAS McLEOD

NEWARK, N.J.-Prudential
Insurance Co. of America is

seeking a buyer for its Prudential
Reinsurance Co. subsidiary.

Prudential last week hired fi-

nancial advisers J.P. Morgan &
Co. and Prudential Securities
Inc. to "evaluate strategic alter-
natives" for Pru Re, the fifth-
largest U.S. reinsurer and the
largest broker market company.

Noting that Prudential does
not consider reinsurance a -core
business," Prudential Chairman
Robert C. Winters said that
"given current investor interest
in the reinsurance sector, we feel
that now is an opportune time to

explore alternatives with respect
to the future of Prudential Re."

A Prudential spokesman said
the company is aiming for a pri-
vate sale of Pru Re and is not
now considering a public offer-
ing or management buyout.

The spokesman also said Pru-
dential would retain ownership
of Pru Re if it doesn't receive an

acceptable offer, though analysts
expressed doubts that Prudential
could continue operating the
unit successfully after putting it
on the block.

Prudential hopes to sell the
reinsurer for at least $1.2 billion,
the spokesman said. That would
amount to more than twice Pru
Re's year-end 1992 statutory

Greenmail' appeal
Reliance Group
challenges ruling
on D&0 coverage

By DAVE LENCKUS

NEW YORK-Reliance Group
Holdings Inc. will appeal a state
appellate court ruling that its
directors and officers liability
insurance does not cover a $21.1
million settlement of litigation
stemming from a "greenmail"
payment it received from a cor-
porate takeover target.

The 5-0 decision by the Appel-
late Division of the New York
Supreme Court, which overturns
a trial court ruling, "raises very
broad policy questions," said
Howard E. Steinberg, general
counsel for the insurance holding
company.

Those questions revolve
around the court's finding on
March 2 that the settlement
amounted to a determination of
wrongdoing by Reliance and that
the settlement amount is not a
loss because Reliance still made
a profit when it abandoned its
takeover attempt.

Language in the appellate
court ruling also may point to
future trouble for policyholders
over the insurability of D&0 de-
fense costs, according to an at-
torney who specializes in D&0
coverage disputes.

The litigation stems from Re-
liance's aborted hostile takeover
attempt of Walt Disney Produc-
tions Inc. in 1984.

After several Reliance subsi-
diaries had purchased about 12%
of Disney's common stock, Dis-
ney took various measures to
make itself a less attractive tar-

Continued on page 22

Reti rees get taste of future
By SALLY ROBERTS

COLUMBUS, Ohio--Retired state workers in Ohio might be the first re-
times to benefit from a managed competition model health care plan.

In an effort to give high-quality and cost-effective care to some of
its retirees, four Ohio retirement programs that cover most state workers
have banded together to form a large purchasing block.

The block, consisting of about 85,000 pre-Medicare-age retirees and
their dependents, has contracted with Aetna Health Plan and Blue Cross
& Blue Shield of Ohio.

Like the managed competition model the Clinton administration is con-
templating, the two providers will compete for plan participants on the
basis of quality, access, service and cost. According to the self-insured
retirement plans' benefit consultant, The Wyatt Co., the estimated initial
savings in the first two years of operation could be more than $100
million.

The retirement plans are: The Police & Firemen's Disability & Pension
Fund; The Highway Patrol Retirement System; the Public Employees Re-
tirement System; and the State Teachers Retirement System. Another

Continued on page 27

surplus of $519 million and rep-
resents an optimistic estimate of
the reinsurer's worth, especially
given its heavy exposure to pro-
rata property reinsurance, some
analysts say.

Pre Re has been reducing that
exposure since being hammered
by losses from Hurricane An-
drew last year, a spokesman
said.

Standard & Poor's Corp. last
week placed Pru Re's AA claims-
paying ability rating on Credit-
Watch following the announce-
ment. And Moody's Investors
Service Inc. placed its Aa3 finan-
cial strength rating of Pru Re
under review.

Continued on page 29

IPO to raise

capital for
new reinsurer

By JUDY GREENWALD

NEW YORK-Newly
formed Zurich Reinsurance

Centre Holdings Inc.'s capital
is expected to top $550 mil-
lion following an initial pub-
lie offering.

That would make the com-

pany the largest broker mar- $-
ket reinsurer in the United
States and the fifth-largest
U.S. reinsurer overall based
on surplus.

Both the IPO and the new

reinsurer are expected to be
received enthusiastically by
the stock and insurance mar-
kets. The IPO is expected to
be held during the second
quarter.

Zurich Reinsurance Centre

Holding's operating subsidi-
ary, Zurich Reinsurance
Centre Inc., will act princi-
pally as a lead writer of bro-

I kered, working-layer excess-
, of-loss and pro rata reinsur-
I ance treaties, according to a

prospectus filed last week.
ZRC will offer reinsurance

! primarily to commercial lia-
bility and personal lines in-

t surers and, to a lesser extent,
' commercial property insurers.
 Principal shareholders in

the new firm are Centre Rein-

surance Holdings Ltd. and
Fund American Enterprises
Holding Inc., which have al-
ready invested $300 million
and $40 million, respectively.
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Is too much knowledge
a bad thing for insurers?

By JOANNE WOJCIK

PHOENIX-Although policyholders need to be
up front with their insurers when negotiating cov-
erage, they should be less candid after a claim-is

filed, legal experts advise.
Sharing too much information with

insurers after a lawsuit has been filed

could come back to haunt policyhold-
ers when they later seek coverage for a claim,
warned Jean A. O'Hare, corporate counsel for
Pfizer Inc. in New York.

Policyholders also risk the possibility that any
sensitive information they share with their insurers
will end up in the hands of third-party claimants
who are certain to use it in obtaining a settlement,
according to Scott D. Gilbert, an attorney with Co-
vington & Burling in Washington who specializes in
insurance defense.

There is also the danger, particularly in the con-
text of joint and several liability, that co-defen-
dants will use the information to reduce their own

exposure in a lawsuit, he added.
Ms. O'Hare and Mr. Gilbert spoke during a meet-

ing of the Insurance Coverage Litigation Committee
of the American Bar Assn.'s Tort & Insurance Prac-

tice Section held last month in Phoenix.

While information sharing can help defeat claims
by third parties, determine the scope of insurance
coverage, expedite discovery and forge settlements,
policyholders must place significant controls and
limits on sharing that information, both speakers
agreed.

"Policyholders need to limit the information they
provide, to protect themselves, and insurers need to
respect that need," asserted Mr. Gilbert, who
served as moderator of a session on information

Continued on page 10

HMO competition escalates
Taking the pulse

of a competitive market
HMO growth picks up...

Enrollment in traditional HMOs climed 6.1% in 1992,
the largest gain since 1988.% increase

10 
mi-

1988 1989 1990 1991 1992

35%

32%

29%

23%
Source: Inte,Study

. . . as HMOs diversity offerings
Many HMOs last year offered other managed care

products to compete for clients.

also offer PPOs

oflera sell-insured product

offer a point-of-service plan

offer a managed fee-for-service product

New growth spurt
reported among
traditional plans

By CHRISTINE WOOLSEY

Enrollment in traditional health

maintenance organizations in-
creased in a recent 12-month period
at the fastest annual pace since
1988, a new survey finds.

The survey also found intense
competition among HMOs, which
benefit experts speculate may
prompt HMOs to offer a wider range
of managed care products to meet
employers' specific needs.

Enrollment in traditional HMOs

jumped 6.1% between July 1991 and
July 1992, reported InterStudy, a
managed care research firm in Ex-
celsior, Minn. As of July 1992,
roughly 37.2 million people were en-
rolled in traditional HMOs, up from
about 35.1 million in July 1991, ac-
cording to the latest "InterStudy
Competitive Edge" report, a bian-
nual survey of HMOs.

That level of growth is the highest
since 1988, when enrollment in tra-
ditional HMOs jumped nearly 10%
(see chart.)

However, semiannual enrollment
rates actually slowed in the second
half of that period, suggesting that

Continued on page 17GRAPHIC BY CHRIS ROY

Defined contribution plans boom
Cost control features, administrative ease fueling growth

By JERRY GEISEL

WASHINGTON-The most im-

portant pension development of
1 the next several years will be the

explosive growth of defined con-
tribution plans, says the former
top U.S. pension regulator,
David George Ball.

Mr. Ball served in the Bush ad-

ministration as assistant secre-

tary of labor in charge of the
Office of Pen-

GiC
sion and Wel-

fare Benefits

Administra-

tion.

ASSOCIATION Speaking
last week in

Washington at the 1993 GIC

Housecleaning begins
By JOANNE WOJCIK

WOODLAND HILLS, Calif.-The ax
has already begun to fall at Transamerica
Insurance Co., even though the insurer has
not yet received the green light to begin its
initial public offering.

Officials at the Woodland Hills, Calif.-
based property/casualty insurance subsid-
iary of Transamerica Corp. are mum
pending Securities and Exchange Com-
mission approval of its IPO.

But the insurer's new management has
already begun major changes.

Assn. National Forum, Mr. Ball,
now a partner with law firm
Williams, Mullen, Christian &
Dobbins, outlined several factors
that will propel future defined
contribution plan growth:

• Lower administrative costs.

Insurance premiums paid by em-
ployers with defined benefit

Continued on page 15
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AP/Wide World photo

A survivor is carried from the 1985 crash of a Japan Air Lines
flight, in which 501 people were killed. Japanese airlines' recent
move to remove liability caps was prompted by the JAL disaster.

Debate rages
on airline

liability caps
By STACY SHAPIRO

LONDON-Airlines, insurers and regulators are debating
passenger liability limits for international flights following Jap-
anese airlines' decision last year to abolish the limits.

Supporters of the Japanese initiative contend that removing
liability limits from international flights would reduce costly
and time-consuming litigation to recover more than currently is
allowed under the Warsaw Convention. In fact, a few nations-
including the United States-already set no limit of liability for
domestic flights.

But aviation underwriters believe that the removal of Warsaw

limits governing international flights will actually be more
costly, with higher awards being paid to plaintiffs. That's why
some underwriters plan to impose additional premiums on air-
lines that say they will not cap their liability for accidents on
international flights.

Meanwhile, the European Community does not favor re-
moving the Warsaw liability limits for international flights.
Instead, a recent European Commission document proposes in-
creasing liability limits for passengers on flights crossing E.C.
borders, although some observers say the limits would still be
too low. Some individual airlines around the world favor waiv-

ing or at least increasing the Warsaw liability limit. However,
U.S. airlines don't seem to be interested in raising the ceiling,
observers say.

Hundreds of airline risk managers, underwriters and brokers
addressed the complex issue of liability limits at two meetings
in London earlier this month: the Eighth Annual International
Airline Insurance conference sponsored by DYP Insurance &
Reinsurance Research Group Ltd.; and a lunchtime seminar
sponsored by the Insurance Institute of London.

These are "exciting new developments," said Peter Martin, a
senior partner for London law firm Frere Cholmeley. Mr. Mar-
tin, who specializes in aviation defense, addressed the DYP con-
ference.

"Hopefully it means a new beginning," added George N.
Tompkins Jr., senior partner for New York law firm Condon &
Forsyth, also an aviation defense lawyer. Mr. Tompkins spoke at
both the DYP and IIL meetings. "What the Japanese have done
is long overdue and should be done by' all airlines around the
world. . . .But U.S. carriers aren't in favor of doing it and no
one knows why," he said.

The Warsaw Convention was adopted by most nations and be-
came effective in 1929 for governing international air flights.
Article 22(1) in the convention restricted airlines' liability on
international flights for death or bodily injury of a passenger
unless willful misconduct of the airline could be proved. The
limit originally was about $8,300 per passenger. Aircraft manu-

Continued on page 11

at Transamericaquietly
Although the exit of Gerald A. Isom as lines operations.

president and chief executive officer was Transamerica announced last July that
made public when Transamerica an- it would divest Transamerica Insurance

nounced it was seeking to spin off its Group, which includes Transamerica Re-
property/casualty unit, other top execu- insurance Co., to focus on less cyclical
tives have since left the company with lit- and more profitable financial services and
tle or no fanfare. Mr. Isom last week was life insurance activities (BI, July 27,
named to head CIGNA Corp.'s domestic 1992).

property/casualty operations. The company later announced it would
The greatest casualties were suffered by sell the property/casualty unit to the pub-

Transamerica's specialty insurance divi- lie in spring 1993 to provide more ben-
sion, which underwrites coverage for en- efits to shareholders than selling to a sin-
tertainment and sporting events and other gle buyer (BI, Nov. 23, 1992)
leisure activities, and other commercial Transamerica Insurance Group has been

temporarily renamed TIG Holdings Inc. as
part of its separation agreement with
Transamerica. The company's permanent
new moniker has not yet been announced.

Under its current spinoff plan, TIG will
offer 30 million common shares to the

public for $21 a share. That would leave
47% of the company's ownership with its
former parent, which would receive ap-
proximately $419 million from the sale.
TIG would receive about $211 million.

Upon completion of the IPO, Jon Roten-
streich, former president of Torchmark

Continued on page 29



Dingell reintroduces bill with few changes
Multistate insurers would have to meet federal standards

By MARK A. HOFMANN

WASHINGTON-All insurers

operating in more than one state
would have to meet federal uni-

form solvency standards under a
bill introduced last week by U.S.
House Energy & Commerce
Committee Chairman John Din-

gell, D-Mich.
H.R. 1290, the Federal Insur-

ance Solvency Act of 1993, is
otherwise very similar to the
proposal, H.R. 4900, that Rep.
Dingell introduced last spring
(BI, April 13, 1992).

Like last year's bill, the new
bill would allow life/health and

property/casualty insurers to
choose whether to be subject to

t

S
Z

state or federal insurance sol-

vency regulation. Insurers that
received a federal solvency cer-
tificate would participate in a
new Federal Insurance Protec-

tion Corp., rather than state
guaranty funds, and be exempt
from state solvency regulation,
although most insurers would re-
main subject to state rate and
form regulation.

A partial exception would be
made for large commercial insur-
ers-defined as those with a net
worth of more than $50 million-
that sell policies to large com-
mercial buyers-defined as those
with a net worth of at least $10
million.

Such policies would not be

subject to rate and form regu-
lation and would not be covered
by the federal guaranty fund.

The new uniform solvency
standards for interstate insurers

would be determined by a Fed-
eral Insurance Solvency Com-
mission, which would set stan-
dards for insurers opting for
federal regulation.

State regulators would enforce
the standards for multistate in-
surers that choose state regula-
tion.

In a related development,
House Consumer Credit and In-
surance Subcommittee Chairman

Joseph Kennedy, D-Mass., intro-
duced H.R. 1257 to create a Fed-
eral Insurance Administration

Unique risks and specialty programs don't always, fit into the
traditional underwriting guidelines established by many in-
surance companies.

And often, when insurers encounter risks they aren't familiar
with, they impose all kinds of inflexible underwriting rules
rules that can leave producers feeling tied up in knots.

At United National Group-one of the largest surplus lines in-

that would monitor reports of il-
legal "redlining" in urban areas
and create a federal certification

program for foreign-owned in-
surers. Rep. Kennedy recently
began holding hearings on al-
leged redlining-or refusing to
sell insurance in minority or
inner city neighborhoods (BI,
March 1).

The National Assn. of Insur-
ance Commissioners condemned

both the Dingell and Kennedy
bills. They are "competing vi-
sions of how to establish a new

layer of federal bureaucracy,"
charged NAIC President Steven
T. Foster.

"One would think that the ex-

perience of the 198Os-when
cumbersome federal bureaucra-

cies creating conflict with state

surers in America our underwriters are adaptable and accom-
modating, and they work hard to help producers grow and
profit.

Our companies are resourceful, flexible, and inventive, and
when it comes to writing surplus lines risks, we never say never.

United National Group. Wise enough to listen, strong enough
to aa.

-   == united
======-- national

group
The open market for unique risks and specialty programs.

United National Insurance Company Diamond State Insurance Company Hallmark Insurance Company
Three Bala Plaza, East Suite 300 Bala Cynwyd, PA 19004 (215) 664-1500

United National Group companies rated A+, ViII by A.M. Best, eligible or surplus lines in 50 states, and admitted in 41 states.
United National Insurance Company's policyholders' surplus is $141,106,000.

regulators proved themselves in-
adequate to the task of regulat-
ing banks and thrifts-would
have cured policymakers from
the temptation to superimpose a
new federal bureaucracy upon an
existing state-based regulatory
system. Sadly, it would appear
that some have not yet learned
that painful and costly lesson,"
said Mr. Foster, who is Virginia's
insurance commissioner.

David M. Farmer, vp-federal
affairs for the Alliance of Ameri-

can Insurers, said the Dingell bill
would burden consumers and in-

surers with new costs for dupli-
cative regulation. He called the
approach "unworkable."

Lowell R. Beck, president of
the National Assn. of Indepen-
dent Insurers, also opposes the
Dingell bill, charging it would
create "an onerous, conflicting
and overlapping regulatory sys-
tem."

However, David Pratt, senior
vp-federal affairs for the Ameri-
can Insurance Assn., called the
proposed uniform solvency stan-
dards "a very positive develop-
ment." The AIA broke with other

insurance company groups more
than a year ago to support fed-
eral solvency regulation. 

Changes in
8/ edit staff

in Chicago
CHICAGO-Business Insur-

ance has made two editorial staff

changes in its Chicago office.
Copy Editor Nancy P. Johnson

has been named an associate edi-

tor, while Regis J. Coccia joins
the BI staff replacing Ms. John-
son.

Ms. Johnson, 38, is joining BI's
reporting staff after three years
as a copy editor. Since joining
the magazine in 1990, she has
been responsible for the Perspec-

Ms. Johnson

r

Mr. Coccia

'.4

tives and Insurer Topics sections.
She previously was an associ-

ate editor at Charles D. Spencer
& Associates in Chicago.

Ms. Johnson holds a bachelor's

degree in English from North
Dakota State University in w
Fargo.

In her new reporting position,
she will cover employee benefits
and health care issues, as well as
life/health insurance companies.
Ms. Johnson can be reached at
312-649-7784.

Mr. Coccia, 24, joined BI in
February. Previously, he worked
as the assistant city editor at The
Herald in Jasper, Ind.

He interned as a reporter and
copy editor at The South Bend,
Ind., Tribune while earning a
bachelor's degree in American
studies at the University of Notre
Dame in Notre Dame, Ind. He
also held internships with Dow
Jones Voice Information Services
in Princeton, N.J., and The Cou-
rier-News in Bridgewater, N.J.

Mr. Coccia can be reached at
312-649-5274. ial
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Foryears, Wausau has been one of a handful 6f insurers capable of
engineering, undenvriting and servicing Highly Protected Risks (HPR)
and Property Special Risk programs.

Now we have a determination to do it better than anyone else. We've
formed a special division to service property coverages for large businesses.

HPWProperty Special Risk underwriters are located in offices around
the country ready to focusenewy and resources on programs like:

• Primary and excess layers,
e Global coverages, and
• Special.service commitments for loss control and claim handling.
Some things haven't changed. Wausau has high capacity to handle

accounts of all sizes. Wausau can coordinate national accounts to pro-

vide consistent, high-quality service to your multiple locations. And
Wausau has an A+ AM. Best rating.

There should be no doubt that Wausau intends to be the premier
business property insurer.

For more information about Wausau's HPR/Property Special Risk
Division contact Paul Enos, senior vice president, (715) 842-6248, or
your local Wausau Insurance office.

SY WAIJSAU
3-r«INSURANCEF batli

Wausau Insurance Companies, 2000 Westwood Drive,Wausau, Wisconsin 54401 Telephone (715) 845-5211 A Member of the Nationwide® Group
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Dodgers put 401 (k) plan into their lineup
While Darryl Strawberry and

the rest of the Los Angeles
Dodgers are currently training in
Florida for another season, the
team's home office staff and

other non-Major League mem-
bers of the Dodgers organization
are beginning their first full sea-
son with a 401(k) savings plan
and an incremental retirement

program.

Last summer, as the Dodgers
struggled through an unusual
last-place season, not all was
blue in Dodgertown.

The Los Angeles Dodgers Inc.
unveiled its Hall of Fame Retire-

ment Plan featuring a generous
401(k) plan, bonuses and a
unique program that helps older
Dodger employees ease into re-
tirement.

About 325 Dodger employees,
including coaches, scouts, minor
league players and other front
office staff are eligible to partici-
pate in the plan.

Major League players have
their own savings and pension
plans through Major League
Baseball and the players' union.

At the center of the Dodgers'
retirement package is a 401(k)
savings plan that permits em-
ployees to annually allocate up
to 6% of their salary to the plan
with the Dodgers fully matching
the first 2% and contributing
50% of the next 4%.

In addition, the Dodgers or-
ganization contributes a flat 5%
of each employee's salary to the
fund at the end of each year as a
bonus, and an additional 2% of
salary to help participants pay
for future retiree medical cover-

age.

Employees have full invest-
ment control over their fund bal-

ance. Scudder, Stevens & Clark
Inc. administers the fund, which
allows employees to direct all or
a portion of their funds to a
cash/money market account, a
bond fund or an equities fund.

The 401(k) plan replaced a dis-
cretionary profit-sharing plan
that consistently contributed
15% of salary to Dodger employ-
ees. However, last year, facing
the probability of having to
greatly reduce the 15% contribu-
tion, the Dodgers decided to cre-
ate a plan that required em-
ployee participation, but still
provided rich contributions from
the organization, said Irene
Tanji, director of human re-
sources and administration.

"The club for years had a dis-
cretionary profit-sharing plan
that employees had counted on
because the contributions were

always there and always very
good. But last year, there was
going to be drastic change. The
company wasn't going to make a
contribution, but it still wanted
to do something," she explained,
adding that funds held in the
profit-sharing plan were trans-
ferred over to the 401(k) plan.

In addition to the 401(k) pro-
gram, the Dodgers implemented
what they call their RBI (retire-
ment by increment) plan.

The three-year plan requires
that employees work only half-
time during the first year. The
second year of the plan calls for
employees to reduce their work
load by two-thirds. The em-
ployee then retires in the third
year.

During the incremental retire-
ment period, the Dodgers pay
full benefits, and in cases where
an employee's reduced salary
leaves that person with insuffi-
cient money to live on, the

Benem Bes,

Dodgers allow the employee to
borrow money from the new
401(k) fund with no early with-
drawal penalties.

"The new plan is designed to
provide employees with safety
and profitable savings options.
They were never able to invest
their money before," said Ms.
Tanji.

The Hall of Fame plan satisfies
Major League Baseball's re-
quirement that every club par-
ticipate in a league-wide defined
benefit savings and profit-shar-
ing plan for non-uniformed staff
and minor leaguers, or offer a
similar plan that vests partici-

pants in five years.
The Dodgers have had their

own retirement plan-the profit-
sharing plan, and now the 401(k)
plan-since 1981, Ms. Tanji said.

-By Michael Schachner

'No frills' health plans
"No frills" health insurance

policies have not caught on as
well as expected, according to a
new study.

Although 24 states have au-
thorized the sale of such policies
since 1990, the policies currently
are being sold only in 11 states,
according to a study by the Blue
Cross & Blue Shield Assn.

Mandated benefits can be

costly. So several states now
allow private insurers to offer

"no frills" benefit policies that
waive coverage of all or some
mandated benefits.

These basic policies provide
basic primary and acute care, in-
cluding inpatient and outpatient
hospital benefits as well as phy-
sician and diagnostic services.
The policies generally exclude
costly mandated benefits such as
treatment for mental illness, al-
coholism or substance abuse.

These policies can be pur-
chased by small groups in eight
states and by individuals and
their families in seven states. All

but three of the states limit eligi-
bility to firms or individuals who
have been uninsured for a signif-
icant length of time.

"There are several legitimate
reasons why these policies have

not caught on as quickly as ini-
tially hoped," the report says:

• Even with lower premiums
than traditional insurance prod-
ucts, some small employers and
individuals still cannot afford
them. Several states that have

passed laws waiving mandated
benefits also enacted tax credits

to encourage small firms to offer
health insurance.

• The requirement that groups
or individuals have gone without
insurance for 12 months or

longer significantly reduces the
potential market. For example, it
is estimated that 40% of the un-

insured in Maryland have been
without coverage for less than 12
months, and, therefore, are auto-
matically excluded.

Continued on next page

When 88% of the cost goes
High transaction costs only add to the problem of waste.
Just what we don't need when only 5% of the Superfund
sites have been cleaned to date.

AM-RE SERVICES, INC., a wholly owned subsidiary of
American Re-Insurance Company, will work with insurers
to anticipate future environmental exposures and identify
ways to reduce them. We offer expertise in technical
underwriting, claims management and financial planning.

We have specially trained underwriters who can spot a
future liability before it happens and give you access
to the newest technologies in pollution prevention,
waste reduction and recycling. Litigation managers who
can suggest methods of dispute resolution to reduce
these frictional costs. Reinsurance professionals who
can structure E.I.L. programs to protect bottom line
results. We can even help unscramble the acronyms of



Continued from previous page
• Marketing insurance plans to

small employers is more difficult
and time-consuming than dealing
with large employers because of
high employee turnover, lack of so-
phistication in purchasing health
care coverage, and frequent busi-
ness-site relocation.

The study points out that it takes
time for any new policy to be intro-
duced to the market and for new

subscribers to step forward. Many
of the basic benetit policies have
only been available for a year or
less.

And, the report adds that some
small employers do not believe that
they need to offer health insurance
benefits to their workforce to at-

tract and retain qualified employ-
ees.

"To date, these basic benefit plans
have had mixed results," said the
report's author, Susan S. Laudicina,
director of research at the Blue

Cross & Blue Shield Assn. in Wash-

ington. But the plans have done well
in the states where they are mar-
keted well, she pointed out.

"These policies are useful for an
important segment of the popula-
tion. They help the individual and
employers who don't have anywhere
else to go.

"They aren't the solution to the
problem of the uninsured, but until
we get comprehensive health re-
form, this is one step that will help,"
Ms. Laudicina added.

-By Nancy P. Johnson

Retiree plan changes
Almost three-quarters of organi-

zations that provide medical bene-
fits to retirees have changed their
retiree medical plans during the last
three years, but the majority of these
firms grandfather current retirees
when changes are made, according

n

to a new survey.

Seventy-four percent of the 330
employers responding to a survey
conducted by New York-based Buck
Consultants Inc. said they have al-
ready modified their retiree medical
plans, and another 16% said they are
considering doing so.

However, 59% of the firms said
they either have or will exempt cur-
rent retirees from the changes, ac-
cording to the Survey released last
rnonth.

Predominantly, the most popular
changes require beneficiaries to
share a greater portion of their re-
tiree medical costs than they had
previously, according to the survey.

For example, more than one-third
of the employers that offer retiree
medical plans either have mcreased
or plan to increase deductible, the
survey found. More than one-third
of the employers also have increased
or plan to increase retiree contribu-
tions to health insurance premiums.
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And approximately one-third of
firms also have increased or plan to
increase out-of-pocket limits.

"Many employers are attempting
to balance their desire to provide
core medical benefits to retirees

with their need to reduce costs and

liabilities prior to the adoption of"
Financial Accounting Standard 106,
commented Marsha Venturi, a con-

sulting actuary in Buck's Secaucus,
N.J., office. "In most cases this re-

quires increasing participants'
costs."

To avoid legal challenges to an
employer's attempts to modify re-
tiree benefits, 87% of the firms spe-
cifically state in plan documents and
corporate communications that re-
tiree benefits are not guaranteed
and can be changed or terminated.
Eleven percent of the organizations
do not make such statements, while
2% guarantee retiree medical bene-
fits.

The 21-page study also covers the

for litigation, who cleans up?
governmental regulations so you can work toward
the most cost-effective means of compliance.

Pollution liabilities cost us all. If we work together,
we can ensure that the next generation doesn't
waste their energy paying for the fact that we didn't.

To find out how you can use our experience to better
manage your pollution exposures, call Corporate
Communications at 609-243-4339. *AM·RE SERVICES, INC.555 College Road East, Princeton, NJ 08543-5241 (609) 243-4200

Atlanta, Bermuda, Bogota, Boston, Brussels, Cairo, Chicago, Columbus, Dallas. Hartford, Kansas City, London,

Los Angeles, Melbourne, Mexico City, Minneapolis, Montreal, New York, Philadelphia, San Francisco, Santiago, Singapore, Sydney, Tokyo, Toronto, Vienna

prevalence of retiree non-pension
benefits, retiree medical benefit eli-
gibility requirements, coordinating
retiree medical benefits with Medi-

care, retiree medical benefit modifi-
cations and how firms communicate

retiree medical benefits.

"Postretirement Non-pension
Benefit Design: A Delicate Bal-
ance," is available for $75 from
Carolee Martin, Manager of Mar-
keting, Buck Consultants Inc., Se-
caucus, N.J. 07096-1533; 201-902-
2555.

-By Deborah Shatowitz

Insurance

program
via satellite
NEW YORK-"The Premium

Dollar Today," a half-hour cable
television series on insurance in-

dustry issues, will be available to
at least five million satellite

dishes across the country starting
April 5.

Access America will air the

programs at 12:30 p.m. and 11:30
p.m. EST Monday through Fri-
day on GE Americom Satellite
F-2 Transponder 7.

This marks the first time a

business show like "The Pre-

mium Dollar Today" has been
available on a mass market satel-

lite network, said Executive Pro-
ducer Rudy Marinelli.

Rebroadcasts of "The Premium

Dollar Today" will be available

on satellite through the end of
June in addition to the series'

current schedule on the USA

Network Tuesdays at 6 a.m.
EST.

"The Premium Dollar Today"
is co-sponsored by: A.M. Best
Co.; KPMG Peat Marwick Fi-

nancial Services; Reliance Na-
tional Insurance Co., a unit of
Reliance Group Holdings Inc.;
and The Society of Chartered
Property & Casualty Un-
derwriters.

Herbert E. Goodfriend, dime-
tor of insurance analysis with
KPMG Peat Marwick, is the
host.

Business Insurance provides
special editorial assistance to the
series.

In March, "The Premium Dol-

lar Today" will address alterna-
tive markets, insurance crime

and inner city insurance.

The schedule of programs
through March is:

• March 16, "Alternative Mar-

kets," including panelists John
Kessock Jr., chairman of Com-

monwealth Risk Services Inc.;
Thomas V. Hallett, senior vp of
Alexander & Alexander Services

Inc.; Tony Rodolakis, vp-risk
management & insurance at Hol-
iday Inn Worldwide. The pro-
gram is airing for the first time.

• March 23, "Insurance

Crime," featuring panelists Ar-
nold Schlossberg Jr., president
and CEO of the National Insur-

ance Crime Bureau; Bill Kizorek,
president of InPhoto Surveil-
lance; Evo Riguni Jr., director of
corporate security and consuiner
affairs for The Home Insurance

Co.; and Frank Doolittle, direc-
tor of Florida's Division of In-

surance Fraud. The program first
aired in 1992.

• March 30, "Inner City Insur-
ance" including panelists Selwyn
Whitehead, president of the Eco-
nomic Empowerment Fund; Ro-
bert M. Willis, superintendent of
insurance for the District of Co-

lumbia; and Robert M. Wallach,

president and CEO of the Robert
Plan Corp. The program is airing
for the first time.
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Reti rees' plight no sob sto ry
OU'D HAVE TO HAVE a heart of stone not to bemoved by the stories that retirees told a Senate
panel this month about the impact of losing their em-
ployer-provided health coverage.

Take Herman Fasching, who retired from Unisys

Corp. in 1988 after 33 years with the computer systems
manufacturer. Both Mr. Fasching and his wife have seri-
ous medical problems. When Unisys stops contributing
to its retiree health care plan in 1996, Mr. Fasching says
he will have to pay $8,000 for coverage that Unisys had
been providing. The cost of health care coverage alone
will just about wipe out his pension benefits, Mr. Fasch-
ing and other retirees told the Senate Labor and Human
Resources Committee (BI, March 15).

This story is not unique. Thousands of retirees whose
former employers either have or intend to eliminate
health care coverage live in fear and anxiety.

However, it would be easy to draw the wrong conclu-
sions after listening to these stories.

It would be wrong to conclude that employers cutting

or eliminating retiree care benefits are doing something
illegal or improper. Federal courts have consistently up-
held the right of employers to change or eliminate their
retiree health care programs as long as they reserved the
right-in plan documents-to make changes.

It also would be wrong to blame the Financial Ac-

counting Standards Board for the wave of retiree health
care plan cutbacks. Certainly, FAS 106 has resulted in

many employers reporting enormous losses. But FAS 106
only has changed the way retiree health care obligations
are reported. The liabilities would be just as large if
there was no FAS 106.

On the other hand, employers and legislators can learn

plenty from the victims of retiree health plan cutbacks.
Employers must re-examine plan documents to be

sure employees understand the limits of retiree health
care programs. How the programs work should be
spelled out clearly and prominently. These benefits are
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too important to be tersely mentioned on page 143 of a
benefits booklet.

For legislators, the lesson should be that employers
need more financial incentives to offer and maintain re-

tiree health care programs. Legislators recognize it is in
the public interest for employers to offer pension plans
and, correspondingly, allow companies to tax-effectively
prefund pension benefits. Retiree health care programs
are no less important and deserve the same tax treat-
ment.

Of course, if tax laws are changed to encourage em-
ployers to prefund retiree health care benefits, the gov-
ernment will force employers to promise that health care
coverage will be offered when workers retire. While em-
ployers are likely to resist such an obligation, it will be
a boon for retirees like Mr. Fasching.

Letters--

Self-insurance should be part of health care reform
To the editor: Two thumbs down for

Dr. Paul Ellwood's unfortunate views con-

cerning self-insurance (BI, Feb. 15). Dr.
Ellwood's opinion that employers will
abandon self-insured health plans if man-
aged competition is adopted ignores the
positive role of self-insurance in the cur-
rent health care system.

More than 65% of the workforce cur-

rently covered by group health care plans
participate in self-insured plans. The de-
sire to provide high-quality health care at
affordable cost has been the principal rea-
son ennployers have adopted self-funded
plans. Recent studies confirm that the ad-
ministrative costs of self-funded plans are
significantly less than the similar costs of
commercial insurers, HMOs and Blue

Cross/Blue Shield-type programs.
To write self-funded plans out of the

health system infrastructure is to over-
look the important factors that have con-
tributed to the phenomenal growth of
these plans during the 19805-a trend that
is continuing into the '905 as more and
more employers with fewer than 100 work-
ers utilize self-insurance.

Managed competition is not a proven
panacea for solving the nation's health
care problems. Although the concept has
been embraced by the California public
employee system, it remains an untested
concept in the private sector. Important
questions have been raised about the cost
containment and quality aspects of man-
aged competition. Indeed, a new Congres-
sional Budget Office study concludes that
managed competition would leave health
expenditures at the same level they would
reach without it (BI, Feb. 8), and Presi-

dent Clinton's transition team concluded

that managed competition would only pro-
vide minor cost reductions.

With regard to data collection, the self-
funding industry is light years ahead of
both traditional insurers and government.
The backbone of self-funding lies in ad-
ministration, creative plan design and data
management. Third-party administrators,
in conjunction with the computer industry,
are on the cutting edge of data collection
and outcome management.

If managed competition is implemented,
its goal should be to bring more, not less,
competition into the health care system
and give consumers more choice in select-
ing efficient, affordable health plans. The
challenge should be to combine managed
competition with the most efficient health
plans, not to discourage or eliminate such
plans. To work effectively, managed com-
petition must encompass a framework of
consumer choice among a variety of com-
peting health plans, including both insured
and self-insured plans that meet requisite
federal standards.

To do otherwise would be to ignore the
self-funding alternative in providing em-
ployers with a cost-efficient method of
managing heath care costs.

James A. Kinder

Executive Vp
Self-Insurance Institute of America

Irvine, Calif
***

To the editor: Who's kidding whom?
In my opinion, Dr. Ellwood's high and

mighty conclusions, as well as those of
some consultants, exhibit astonishing evi-
dence of ignorance and the appearance of

self-service that the powerful market force
of self-funding will dry up and fall back to
the de facto insurer monopoly.

One of the reasons managed care en-
tities have had difficulty cracking the self-
insured marketplace is the lack of ability
to provide employers with "outcomes and
costs" that independent third-party ad-
ministrators and case managers provide as
a matter of course. Why would anyone be-
lieve that capitated fees are easier to bud-
get than prospectively priced, fully insured
indemnity plans or self-funded employ-
ers with stop-loss coverage?

We all appreciate the exhilarating
beauty and splendor of Jackson Hole and
the beauty of the Pacific, but Dr. Ellwood's
group and similar-thinking benefit consul-
tants should respectively come out of the
thin air and fog to the "street" before
making inaccurate statements and innuen-
does about self-funding and its adminis-
trative capabilities.

Health reform should concentrate pro-
vider costs by leveling the public and pri-
vate playing field and preventing employ-
ers from having to revert to de facto
insurer monopoly and insured managed
competition or being forced into new-
breed risk transfer entities like HMOs. The

self-funding infrastructure has matured
and is poised to meet its responsibilities to
the national health care reform effort. If

not blown away by powerful forces that
fear its competitive presence, self-funding
will be the fmancing vehicle of choice.

Robert J. Percival
President

Advantage Underwtiters Inc.
Newport Beach, Calif.
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Philadelphia. (,
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Policyholder information
Continued from page 3
sharing between insurers and policyholders.

Ms. O'Hare follows this rule of thumb: "If a docu-

ment is sensitive, I don't want to give it to the
insurance company."

Among the information frequently requested by
an insurer, according to a paper distributed by Ms.
O'Hare, are:

• All other policies that might provide coverage,
including all policies above or below the insurer's
own layer.

• Legal bills.
• Pleadings, notes, memoranda and depositions

from legal files related to the underlying litigation.
• In environmental cases, site evaluations and

expert reports.
Policyholders should be careful not to release in-

ternal memoranda, notes and other material pro-
tected by attorney-client privilege, Ms. O'Hare ad-
monished. Otherwise, the attorney-client privilege
may be waived by the disclosure, she explained.

"This is particularly true when the insurance
company itself is not defending the suit," she said.

Policyholders also should make their insurers
aware of the time and expense necessary to provide
copies of requested documents.

For example, because continuous trigger cases
"can certainly result in a voluminous copying
job. .ask the insurer if they will accept just the
potentially applicable policies, such as policies in
their year or the policies underneath them," Ms.
O'Hare suggested.

Any potentially sensitive information released to
insurers should be protected from disclosure to
third parties by a confidentiality agreement, both
lawyers agreed.

In some cases, when insurers are made aware that
information a policyholder has on file could in-
crease its liability if released, "they will say they

don't want it in their files anyway," Ms. O'Hare
said.

When the policyholder retains its own counsel
and supervises the litigation, the policyholder
should provide its insurer with periodic updates on
cases that may result in large settlements or ver-
dicts, or in cases in which legal fees are substantial,
according to Ms. O'Hare.

Among the information that she advised policy-
holders to provide in these instances are: the
amount spent on defense and in settlements or
judgments; the product or products involved; rele-
vant history, such as when a subsidiary was ac-
quired or sold; and the status of the case.

"A policyholder does not need the insurance com-
pany's consent to settle if the insurance company
does not unconditionally assume liability under the
policy," she explained.

Reserves set for claims that fall within a com-

pany's self-insured retention also are protected
from the discovery process, she noted.

One easy way for policyholders to provide infor-
mation to insurers without taking up too much
time and expense is to hold an informational meet-
ing, Ms. O'Hare suggested.

"We did this with the heart valve case," she said,
referring to the numerous lawsuits filed against
Pfizer subsidiary Shiley Inc. of Irvine, Calif., for
fractures in its Bjork-Shiley Convexo/Concave
heart valves.

In the past year, Pfizer has negotiated a class-ac-
tion settlement with about 50,000 heart valve recip-
ients. However, about 850 plaintiffs have opted out
of the settlement. About 330 of these claims were
settled individually, leaving 520 cases open (BI,

Nov. 30, 1992).

"We held an informational meeting with the in-
surers after the class-action settlement was

reached," she recounted. "It was well-received by
the carriers and a good way to get a lot of infor-
mation out all at once." Eli
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Audits are useful tools

to control legal costs
By JOANNE WOJCIK

PHOENIX-Policyholders and
insurers both can benefit from

keeping tabs on their lawyers'
expenses, legal experts say.

But while an audit may some-
times be necessary when it seems
legal fees are getting out of hand,
selecting lawyers who under-

stand their clients'
business needs will

often ensure the

most cost-effective

legal representation, they add.
"The insured can benefit a

great deal from audits," asserted
James P. Schratz, vp of major
claims for Fireman's Fund Insur-

ance Co. in Santa Rosa, Calif.
However, the purpose of the

audit should be solely to verify
legal bills that have been sub-
mitted, not to conduct a witch
hunt, Mr. Schratz stressed.

"The goal of an audit is to find
cost-effective billing," concurred
John J. Marquess, chairman and
chief executive officer of Legal-
gard, a Philadelphia-based
legal-fee auditor.

And lawyers who learn how to
think like their clients "as if it

were their money and not some-
one else's" are less likely to pro-
voke an audit, said Michael E.
Bragg, an in-house attorney for
State Farm Fire & Casualty Co.
in Bloomington, Ill.

"Lawyers are more inclined to
think in terms of winning cases
than settling cases," he said.
"But lawyers have to start think-
ing like businesspeople" and
consider such things as "how
much they are willing to pay to
make a case go away."

Messrs. Schratz, Marquess and
Bragg spoke at separate sessions
held during last month's meeting
of the Insurance Coverage Liti-
gation Committee of the Ameri-
can Bar Assn.'s Tort & Insurance
Practice Section.

Audits are more likely to pro-
duce savings when they are used
to track expenses associated
with high-profile cases in which
legal fees exceed $500,000, ac-
cording to Mr. Schratz.

"We don't have a blacklist of

attorneys. It usually comes down
to the amount," he said.

Mr. Schratz spearheaded a
1990 investigation into fraudu-
lent billing practices by a group
of insurance defense attorneys in
Southern California.

Fireman's Fund and Allstate

Insurance Co. filed a massive

fraud suit three years ago charg-
ing the attorneys, known as "the
Alliance," with conspiring to in-
flate insurers' legal bills in law-
suits during the 19805, bilking
them of more than $200 million
in excessive legal fees (BI, April
2, 1990).

In addition, a federal grand
jury indicted several of the at-
torneys named in the suit on
charges of defrauding insurers of
up to $50 million by manipulat-
ing and prolonging litigation (BI,
April 30, 1990).

Other factors likely to point up
the need for a legal expense
audit are excessive billing on a
certain file or overstaffing on
certaincases.

For example, Fireman's Fund
audited one firm after learning
that a large number of attorneys
attended a deposition of a fa-
mous rock star.

"They clearly just wanted to go
and meet the rock star," he said.

Some of the typical problems
likely to turn up in an audit, ac-
cording to Legalgard's Mr. Mar-
guess, include:

• Inefficiency.
• Fraud.

• Charges for "tools of the
trade," such as law books or the
use of legal data bases.

• Costs of doing business, such
as rent, heating, training, etc.

• Deceptive billing practices,
such as charging paralegal prices
for secretarial work.

• Lack of lawyer accountabil-
ity, such as irregular tracking of
time spent on a particular case or
expenses associated with it.

Audits are aimed at trimming
the fat from legal expenses, not
at lawyer's pocketbooks, Mr.
Marquess assured the attorney
audience.

"We do not advocate the chea-

pest representation," he said.
"Just the most cost-effective."

And most audits can be

avoided if lawyers simply "open -
their books to clients so they can
justify their rates," he suggested.

What is required, by both law-
yers and purchasers of outside
legal services, is "a frank exami-
nation of the attorney-client re-
lationship and a commitment to
reaching an understanding of
how litigation is to be handled
and staffed, how services will be

billed and paid and what outside
counsel and claims professionals
alike truly expect of each other,"
said Mitchell A. Orpett, an attor-
ney with Tribler & Orpett in
Chicago, in a paper he presented
during the meeting.

While "ultimately the respon-
sibility of litigation cost man-
agement lies with the client," he
said, "it's necessary for lawyers
to be better businesspeople and
more sensitive to the business

needs of their clients." [al

ABA group
holds first
conference
PHOENIX-A total of 90

lawyers attended the Feb. 25-27
meeting of the Insurance Cover-
age Litigation Committee of the
American Bar Assn.'s Tort &

Insurance Prac-

/'A tice Section in

Phoenix.

The meeting
was the first to be held by the
newly formed TIPS committee.
Session topics included: infor-
mation sharing by insurers and
policyholders; insurance cover-
age for derivative liabilities of
successor corporations; alterna-
tive dispute resolution; litiga-
tion expense management; and
the structure of the London in-

surance market.

The committee targets plain-
tiff, defense, insurer and other
corporate attorneys who devote
a substantial portion of their
practice to insurance coverage
issues.

Details about next year's
meeting, to be held in Orlando,
Fla., are still being finalized.
For further information contact
committee Chairman Thomas J.

Minton, at Quinn, Ward & Ker-
shaw, 113 W. Monument St.,
Baltimore, Md. 21201; 410-685-
6700.



Unlimited liability
Continued from page 3
facturers were excluded from the

liability limit.
In 1955, most nations adopted the

Hague Protocol, which raised the
Warsaw limit to about $16,600 per
passenger.

In 1966, after the United States
threatened to withdraw from the
Warsaw Convention over dissatis-

faction with the limits, airlines
signed the Montreal Agreement,
which capped their liability to
$75,000 per passenger on flights to,
from and stopping in the United
States.

In the early 19704 another inter-
national agreement, the Montreal
Protocols, proposed changing the
Warsaw limit to 100,000 special
drawing rights ($137,500). SDRs are
a monetary unit based on the ex-
change rates for British, French,
German, Japanese and U.S. curren-
cies. The Montreal Protocols limit

was adopted by Japan and most Eu-
ropean countries, but the United
States has so far failed to ratify this
agreement.

In addition to the protocols, the
U.S. Department of Transportation
in 1989 proposed a supplemental
compensation plan that would pro-
vide U.S. citizens and residents on

international flights with unlimited
recovery for economic damages,
subject to a per-incident, per-air-
craft limit of $500 million (BI,
March 19, 1990; March 27, 1989).

But so far, "nothing has hap-
pened," said Mr. Tompkins.

And President Clinton's agenda is
unlikely to include adopting the
Montreal Protocols or the proposed
supplemental plan, he said, which
means it is unlikely that they will be
acted on by Congress.

In the meantime, the European
Commission last October published
a paper proposing that all airlines in
the European Community adopt a
per passenger liability limit of
250,000 SDRs ($343,750) for cross-
border flights within the commu-
nity, Mr. Martin said at the DYP
conference. The European Commis-
sion's suggestion also would make it
possible for passengers to buy first-
party insurance from the airline
above 250,000 SDRs.

"I suppose it has the benefit of
relative simplicity and a relatively
small (insurance) hike increase. And
given the anxiety of airlines about
the increase of insurance costs and

not going too far too quickly,
250,000 SDRs might have some ap-
peal. . . .But I think 250,000 is nickel
and diming it and is not enough. It
would be unpopular and instigate
more litigation."

As for first-party insurance, Mr.
Martin said airlines don't have the

mechanisms to provide this coverage
to passengers and, at the moment, it
would be too costly.

Yet while governments argue over
airline passenger liability limita-
tions, "the Japanese with the stroke
of a pen solved their problem," ob-
served Mr. Tompkins.

The Japanese airline industry's
concern about the liability limit for
international flights in their country
followed the 1985 crash of a Japan
Air Lines Boeing 747, which killed
all but one of the 502 people on
board. The disaster was one of the

worst in aviation history, and
awards averaging $800,000 per pas-
senger were paid, mainly by aircraft
manufacturer Boeing Corp.

The JAL disaster highlighted a
disparity in Japanese airline reg-
ulations. Passengers ticketed for a
domestic flight in Japan had unlim-
ited liability while passengers with
international tickets carried a liabil-

ity limitation, even if they were sit-
ting on the same plane.

After the JAL loss, the Japanese
"felt that they could no longer wait

for the U.S. and others to ratify (the
Montreal Protocols) and for their
own government to make a supple-
mental compensation plan," said
Mr. Martin.

After two years of preparation,
10 Japanese airlines-with govern-
ment approval-last November
adopted two paragraphs into their
conditions of carriage, which apply
to passenger liability on all interna-
tional flights. The paragraphs,
printed on each passenger ticket, say
that:

• Each airline shall not apply the
applicable limit of liability in Arti-

cle 22(1) of the Warsaw Convention
in defense of any claim arising out
of the death, wounding or other
bodily injury of a passenger within
the meaning of the convention.

• Each airline shall not use any
defense for negligence as stated in
Article 20(1) of the Warsaw Con-
vention up to 100,000 SDRs
($137,500), but will use those de-
fenses thereafter, excluding legal
costs awarded by a court.

The waiver is only intended for
Japanese airlines and does not apply
to other airlines involved in an

inter-airline ticket, said Mr. Tomp-

n elephant is a
fine animal, but

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

the insured, our producer
and our stockholders Our

goal is to provide the kind
of service that elicits

comments like these from

Dennis Randolph, of
McAlear Associates, Inc. in

Grand Rapids
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kins. For example, if a passenger
with a JAL ticket is injured during a
non-JAL airline connection, unlim-
ited liability would not apply.

At the end of last year, Japa-
nese airline AlNippon Airways
sought approval of this waiver from
the U.S. Department of Transporta-
tion. The other Japanese airlines are
expected to follow suit.

According to Mr. Tompkins, the
Department of Transportation in
agreeing to the exemption wrote:
"While the Montreal Agreement
binds the parties to a liability limit
of $75,000...it was not intended to

The art of individual

attention that's

what separates RLI
from the rest "

6<Operating as a wholesaler
for over 20 years, we

have learned to value

those markets that work

closely with us. RLI has

demonstrated a willingness

to help us succeed in

serving the needs of our

custonners. I especially

appreciate their capacity

for target marketing and

ability to research and

develop coverage for

specific products. RLI's

willingness to go the 'extra

step' has convinced us that

this is an excellent market

now and for the future.

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

preclude the waiver of limitations of
liability for higher amounts or to
unlimited liability as proposed...in
a manner which would benefit the

traveling public in the form of addi-
tional protection. Therefore, we find
the release sought by AINippon Air-
ways is consistent with the public
interest of the United States."

The Department of Transporta-
tion "has embraced and endorsed

what the Japanese have done," said
Mr. Tompkins.

But, while the department ap-
proves of this liability waiver,

Continued on nert page

Steve Lindell, Vice President
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using our underwriters'
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Unlimited liability
Continued from previous page
American airlines are reluctant to

follow the Japanese lead, he said.
Rather, he said, American airlines

are committed to pushing the Mon-
treal Protocols and supplemental
agreement through Congress.

"It doesn't make sense to me be-

cause I don't think any U.S. airline
insures based on a liability limit
applying," said Mr. Tompkins. U.S.
airlines already have unlimited lia-
bility on all domestic flights, he
pointed out.

However, airline insurers are con-

cerned that unlimited liability on
international flights will increase
their underwriting losses. Some of
the leading aviation underwriters
therefore plan to charge additional
premiums to airlines with unlimited
liability.

"While no one can produce pre-
cise figures to indicate the effect on
liability awards if the limitations
are removed, it is unrealistic to sug-
gest that in the majority of instances
such an action would not translate

into extra potential exposure to in-
surers," said Tony Medniuk, un-
derwriter for Lloyd's of London's
MLP Aviation Group. "Depending
on the detail, carriers should con-
template paying additional pre-
mium for additional exposure."

Mr. Medniuk also wants airlines

to make sure that limits of liability
are not removed for baggage and
cargo, which are separate from pas-
senger bodily injury limits under the

Warsaw Convention. Under the

convention, the limits basically are
about $9 per pound of checked bag-
gage and $400 per passenger for un-
checked baggage.

"My fear is that if there are no
liability limits on baggage claims,
then the prospect of every claim-
ant seeking compensation for loss
of Gucci shoes or designer suits will
rise dramatically," he said.

But Ralf Oelssner, director of cor-
porate insurance for Lufthansa Ger-
man Airlines of Cologne, Germany,
told aviation underwriters to look

on the bright side of this new trend.
"There is a chance of a lifetime

in the oncoming subject of doing
away with present liability limits,"
said Mr. Oelssner. "Don't just think
of the limits or possibly non-limits,
think of the potential savings."

The waiver of Warsaw liability

limits means that costly and lengthy
litigation to prove willful miscon-
duet in order to negate the Warsaw
Convention limits "won't be neces-

sary," according to Mr. Tomplcins
"If you get rid of it, you'll save
money as an insurer."

The costs of litigation will be re-
duced substantially, he argued.

Litigation by injured parties seek-
ing to void the Warsaw liability
limit has postponed compensation to
passengers and their relatives,
created anger against the airline,
and increased the costs to insurers

that pay for the litigation.
Take, for example, the ongoing

litigation between plaintiffs and the
aviation underwriters of defunct

Pan American World Airways Inc.
resulting from the 1988 explosion of
Flight 103 over Lockerbie, Scotland.

Last July-four years after the
disaster--a jury found Pan Am and
subsidiary Alert Management Sys-
tems Inc. guilty of willful miscon-
duet for failing to detect an unac-
companied bag carrying a terrorist
bomb on board Flight 103 (BI, July
13, 1992). This decision meant the
Warsaw liability limit of $75,000 per
passenger did not apply.

After the jury verdict, U.S. Dis-
trict Judge Thomas C. Platt heard
four damage cases out of 135 be-
fore allowing Pan Am to appeal the
jury verdict.

The awards to the families of the

victims ranged from $225,000 to
$9.2 million, said 1VIr. Tompkins.

In the appeal, to be heard April
26, Pan Am is challenging the judge
on the way he conducted the trial.

But Mr. Martin says he is con-
cerned about the Pan Am litiga-
tion, whichever way the appeal goes.
If the appellate court favors Pan
Am, then the Warsaw limit of

$75,000 will apply and "many say
that it is quite likely that the United
States will pull out of Warsaw alto-
gether" in the face of public criti-
cism over low awards, he specu-
lated.

"If the decision goes against Pan
American, then there may be an
enormous row over the length of
time that it will have taken the fa-

milies of the victims of the accident
to make recoveries because of the

complexity of the law," he said. m

More to Avianca crash than no fuel
Airline argues air traffic controllers contributed to crash

By STACY SHAPIRO

LONDON-When Avianca Airlines Flight 052
crashed on its second approach into John F. Ken-
nedy Airport in New York on Jan. 25, 1990, killing
73 of 149 on board, the reason looked simple.

"On the day it happened it looked obvious that
the aircraft ran out of fuel," said Avianca at-
torney George N. Tompkins Jr., senior partner with
Condon & Forsyth in New York.

The National Transportation Safety Board, which
investigated the disaster, began and ended with
that fact, he said.

But Avianca decided there was more to the crash

than fuel exhaustion, Mr. Tompkins told un-
derwriters and brokers in London at a special lee-
ture sponsored by his law firm at The Royal Aero-
nautical Society earlier this month.

The Colombian airline decided to try and find out
how and why the jet, which was en route from Bo-
gota to New York, crashed when landing.

As soon as it was appointed, Condon & Forsyth
made sure the "the passengers were taken care
of from a humanitarian viewpoint. Insurers paid all

the expenses for hospitals, doctors, funerals, every-
thing, with no strings attached," he said.

The airline also offered to pay the Warsaw Con-
vention liability of limitation for international
flights of $75,000 per passenger "with no strings
attached," he said.

A total of $8 million was paid for all of these
expenses.

But Avianca still believed that more than fuel ex-

haustion led to the crash, said Mr. Tompkins. "No
pilot would allow that to happen to him if he knew
it was happening."

Condon & Forsyth went immediately to court and
obtained information about the last hours of the

Avianca flight-from the New York air traffic con-
trol center and other air traffic control centers the

flight passed through. This included Miami, Jack-
sonville, Washington and all the centers in New
York.

The defense attorneys concluded that a Federal
Aviation Administration air traffic controller at

Kennedy Airport delayed the landing of the
Avianca flight despite the pilot's warning that he

Continued on next page

Hermitage Insurance Company

Atlanta

A Specialty Insurance Company
Serving Professional E&S

Wholesalers

A.M. Best Rating B +

« U

®

White Plains, NY
TEL. (914) 683.8008
FAX: (914) 683.8245

AAMGA,J
ASSOCIATE MEMBER

AMERICAN ASSOCIATION OF
MANAGING GENERAL AGENTS

Chicago

Aviation underwriters cry
"mayday"

Worldwide airline claims have outstripped premiums in each of the
past five years, a Lloyd's of London underwriting manager estimates.
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Aviation rate hike

vital to industry
By STACY SHAPIRO

LONDON-Worldwide airline

hull and liability insurance premi-
ums must rise 76% this year for
underwriters to make a profit, a
Lloyd's of London aviation un-
derwriter contends.

"If the insurance market is going
to have any realistic prospect of
making a profit in 1993," then it
will need to charge a premium close
to $1.5 billion, contends Tony Med-
niuk, Lloyd's aviation underwriter
for syndicates managed by MLP
Aviation Insurance Group.

The world's airlines last year gen-
erated an estimated $850 million in

premium, but incurred an estimated
$1.29 billion in claims, he said.

In fact, over the past five years,
aviation claims have totaled an es-

timated $6.42 billion, while premi-
ums were only an estimated $3
billion (see chart).

"Although still at an early stage,
rate increases are now being ap-

plied which do suggest the premium
target I referred to has a chance of
becoming a reality. Will we carry it
on throughout the year? There is no
alternative. We have to," Mr. Med-
niuk said.

Aviation underwriters will not

survive if they don't increase insur-
ance prices, he said at the Eighth
Annual International Airline Insur-

ance Conference sponsored by the
DYP Insurance & Reinsurance Re-

search Group Ltd. in London earlier
this month.

Underwriters charged an average
of 0.06% of the insured value for

hull coverage and seven cents per
1,000 revenue passenger lalometem
for liability insurance in 1990, he
said. RPKs are a unit of measure

that reflects an airline's passenger
volume and distances traveled.

In 1991, rates were increased to
0.12% on average for hulls and to
13.5 cents on average for liability.

Further efforts were made in 1992

to increase rates "but, it will be ap-
parent to you, they were far from
sufficient," he said. Hull rates in-
creased to 0.14% on average in 1992,
and liability rates increased to 17.5
cents on average.

However, to break even, un-
derwriters need to charge closer to
0.25% on average for hulls and 28
cents on average for liabilities, said
Mr. Medniuk.

"Pressure from management and
shareholders to take appropriate ac-
tion is becoming intense, and this is
backed up by a much flintier rein-
surance market which is not pre-

pared to support indefinitely
those markets which will not,

or cannot, grasp the nettle to in-
crease rates," he said.

Aviation underwriters are also

examining the scope of coverage
they provide.

For example, the London avia-
tion market is reviewing coverage
for leased aircraft.

The market introduced to brokers

a new clause'in airline coverage,
known as AVN67, which would re-

quire airlines to pay an additional
premium for leased aircraft to be
covered by their hull insurance, Mr.
Medniuk said. Many leased aircraft
are also covered by warranties from
leasing companies.

But following an outcry from air-
lines about the clause, it has not

been enforced and is going to be re-
viewed by the market, he said. He
did not elaborate on why the market
sought an additional premium.

"I do not recall the publication
of any other clause which has at-
traded so much heated comment,"

said Mr. Medniuk, who predicted
that in the future, about 85% of
new airline equipment will be
leased.

"We're not happy," said one air-
line source. "Either lessors' inter-

ests are not going to be protected
or it's going to cost us a lot more
money."

Underwriters also are question-
ing whether they should cover low-
level cargo and baggage losses of
airlines. "Many underwriters feel
that the level of liability coverage
offered in respect of cargo and bag-
gage comes down far too low," said
Mr. Medniuk. "Others feel that, save

for losses arising out of accidents to
aircraft, we should not cover these
aspects at all."

Perhaps this is an area where an
airline's risk management skills
could be deployed, he suggested. "I
feel that many airlines, when they
evaluate more carefully how they
handle baggage losses, may decide
there are better solutions than

opting to go down the insurance
route."

Meanwhile, the aviation market
is consolidating, although capacity
has not been diminished.

In the past four years, the num-
ber of underwriting organizations
that write airline insurance has

dropped to 134 companies from
about 200 in 1988, according to Mr.
Medniuk.

Despite the contraction in the
London market, aviation un-
denvriters can still provide enough
capacity for $150 million per air-
craft in hull insurance and liability
limits of more than $1 billion, he
said. Eli



Alternative risk financing
on horizon for airlines
By STACY SHAPIRO

LONDON-One day in the
not-so-distant future, many air-
lines could fly solo-navigating
their risk financing needs with-
out traditional means of insur-

ance.

As larger, stronger airlines
emerge from an industry con-
traction, they are likely turn to
self-insurance, captive insurers
and mutual insurance companies
for their coverage needs, observ-
ers predict.

At the same time, reinsurers
will offer a range of protections
-both aviation and non-aviation

oriented-directly to airlines,
circumventing insurers, they say.

Swiss Remsurance Co., for ex-
ample, recently opened a multin-
ational department in Zurich to
offer this type of package rein-
surance directly to all types of
companies.

The next step for the airline in-
dustry is globalization, said Jef-
frey M. Jackson, vp and trea-
surer of American Airlines, in
charge of insurance buying for
the airline. He spoke at the
Eighth International Airline In-
surance conference sponsored by
DYP Insurance & Reinsurance

Research Group Ltd. earlier this
month.

Non-U.S. airlines like British

Airways P.L.C. already are try-
ing to build global companies.
They are interested in buying
U.S. airlines because more than

half of the world's flights are in
the United States, said Mr. Jack-
son.

But U.S. airlines are disadvan-,

taged when trying to buy airlines
or acquire airport slots in some
overseas destinations because of

heavy regulation and restrictions

on foreign ownership.
This puts a stranglehold on de-

veloping a global airline net-
work. Instead, he said he favors
free trade worldwide, and a
"multilateral conference on civil

aviation" to sort out these prob-
lems.

Nevertheless, the wind of
change has blown already for the
airlines, said Ralf Oelssner,
director of corporation insurance
for Lufthansa German Airlines

of Cologne. The number of air-
lines already is decreasing fol-
lowing the $9.3 billion loss of
revenues from scheduled inter-

national flight services between
1990 and 1992. At least another

$600 million loss is expected for
1993.

Pressures from this "ocean of

red ink...will obviously lead to
fewer, considerably bigger air-
lines," said Mr. Oelssner. Some
forecasters predict there will
eventually be five major airlines
in Europe and another five in the
United States. This is not so far-

fetched when you look at the
three big U.S. airlines--Ameri-
can Airlines Inc., United Airlines
and Delta Air Lines Inc.-which

accounted for 56% of all U.S. air

traffic last year, he said.
As individual airlines become

bigger, "I am sure the airlines
will become much more con-

cerned with the thinking of the
ultimate risk-taker, and there
will be links with the reinsurers

directly," predicted Mr. Oelssner.
"The potential of self-retention
will certainly be used much more
fully to cut out money-swapping

exercises and to cut down on

premium volumes. Bigger boys
can take bigger bumps."

Captives and mutuals will be
used to retain layers of risk be-
tween a self-insured retention

and true catastrophe cover, said
Mr. Oelssner. Airline captives
also might become more involved
in other airlines' coverages. Al-
ready, British Airways captive
Speedbird Insurance Co. Ltd.
writes part of the hull and lia-
bility insurance of USAir Inc.,
said Mr. Oelssner. "The process
within the airline industry will
obviously reduce the premium
base of today."

Peter Lerwill, general man-
ager-risk management for Brit-
ish Airways, was in the audience
and did not contradict Mr.

Oelssner. But, Mr. LEwill com-
mented, "To expand and be
global you have to be innovative.
So watch this space."

"I'm beginning to know how
the dinosaurs felt when their

food supply ran out," said Brian
Beagley, a leading Lloyd's of
London aviation underwriter. "If

we do get to the global scenario
with only 15 airlines left, can
such a situation support a spe-
cialist aviation insurance indus-

try?"

"The simple answer is that the
airlines will own the un-

derwriters. If you get down to 15
mega-carriers and 15 un-
derwriters, my guess is that they
will own each other," said a dele-

gate to the DYP Airline Insur-
ance conference.

"The short-term future is not

15 airlines within the next year,
nor is it 15 mega-insurers within
the next year," said Tony Med-
niuk, Lloyd's aviation un-
derwriter for syndicated man-
aged by the MLP Aviation In-
surance Group. "There will be
fewer airlines and rather fewer

insurers, and I do think the spe-
cialist (aviation insurance) mar-

kets are better equipped to un-
derstand and make the technical

adjustments to coverages than a
generalist msurer."

Another London-based avia-

tion broker asked whether avia-

tion underwriters were equipped
to offer the whole gamut of cov-
erages that airlines need.

"All the problems we have had
m our business were when (un-
derwriters) dabbled in risks they
didn't understand," said Mr.
Medniuk. "I have no problem
with broadening the scope of
coverages that we give in a sim-
ple policy. I'm not sure, with the
structure of the market as it is at

the moment, if we can handle
it."

If an airline wanted to wrap
up its property/casualty pro-
grams with its hull and liability
and its workers compensation
coverages, aviation underwriters
might not know what exclusions
are relevant. Such all-risk insur-

ance can be priced, but aviation
underwriters would do so at their

peril without proper research, he
said.

Swiss Re, which just created a
department for multinational
risks, may offer the whole scope
of coverages and services to com-
panies like airlines "because we
think that is exactly what the eli-
ent is looking for," said Carol
Franklin Engler, head of Swiss
Re's aviation department. m

Avianca crash
Continued from previous page
was running out of fuel.

"We never tried to say that Avianca was comple-
tely free of fault," said Mr. Tompkins. But the FAA
alleged the disaster was created solely by pilot
error, "which was simply not credible," he said.

To get Avianca to pay more than the $75,000 per
passenger liability limits set by the Warsaw Con-
vention, plaintiffs' attorneys would have had to
prove willful misconduct. However, Avianca of-
fered to waive the liability limit if the trial would
be held in front of a judge rather than a jury, said
Mr. Tompkins.

After three days into the trial to assess damages,
the U.S. government agreed with Avianca's rein-
surers to pay part of the liabilities (BI, Nov. 23,
1992). Business Insurance learned last week that
the U.S. government's portion will be between 40%
and 45% of the claims.

At the time of the crash, Avianca had $600 mil-
lion of liability insurance written by La Nacional
de Seguros in Colombia, which was reinsured with
markets worldwide and led by British Aviation In-
surance Group (BI, Jan. 29, 1990).

Before the settlement was reached with the gov-
ernment, however, Avianca had a sophisticated
computer program produced to show how the air
traffic contr611er delayed the landing of Flight 052.

The product, known as the Aircraft Data Analysis
and Presentation System, was never used in the
trial. But Mr. Tompkins brought the system to show
to the London aviation insurance market.

The graphics and the sound tapes between air
traffic controllers, Avianca and several other air-

lines coming into Kennedy showed Avianca's case.
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On the day of the crash, the weather was bad over
Kennedy Airport. The FAA decided that morning
there would be 33 flights per hour, excluding inter-
national flights and only one runway would be
used, which was "the worst one to land on a bad

day," said Mr. Tompkins. "The winds were tremen-
dous."

Avianca left Bogota with 81,000 pounds of fuel on
board, enough for more than a six-hour flight. The
flight to New York was supposed to take four hours
and 40 minutes.

The trouble began when Avianca was told to hold
near Norfolk, Va. The flight from there to New York
should have taken 36 minutes, but it took two
hours and 40 minutes.

Several aircraft were told to fly into Kennedy be-
fore Avianca.

When Avianca made its approach, the pilot had to
abort the landing because the wind shear was rock-
ing the aircraft too much. The wind shear condi-
tions were not reported to the Avianca pilot al-
though the airport told other pilots about it, Mr.
Tompkins said.

After the aborted attempt, the controller told the
Avianca pilot to make a sweeping turn, during
which the jet's fuel ran out and it crashed.

During the viewing of the computer graphics,
London delegates heard an American Airlines pilot
ahead of Avianca tell Kennedy controllers he had
14 minutes before he would have to call an emer-

gency. He landed with six or seven minutes of fuel
left.

Mr. Tompkins contends the Avianca pilot told the
tower he also was running out of fuel, but "the con-
trollers didn't seem to pay attention to Avianca."

Avianca asked for priority, but never received an
answer from the controller, he said. lai

A BRIEF MESSAGE ABOUT INSURANCE

PLACEMENTS FOR

J

e Security Guards,

• Patrol Services,

• Detective Agencies,

• Armored Car Service,

• Alarm Monitoring and

• Alarm Installation

For more than a decade CoverX Corporation has
continuously provided a stable insurance product
for the Security Industry. During that time many
companies and agencies professing to
"specialize" in this industry have come and gone.
In today's difficult insurance marketplace most
are simply gone. COVERX CORPORATION IS
STILL HERE, providing that industry with custom
tailored GENERAL LIABILITY AND

PROFESSIONAL LIABILITY.

If you have current or potential clients in the security industry whose long range interests lie in
obtaining a quality insurance product in a stable market then you owe them a CoverX quotation.

For further information or applications call or write...

COVERX CORPORATION
P.O. Box 5096, Southfield, Michigan 48086
Telephone: (313) 358-4010
Facsimile: (313) 358-2459
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FHP adds workers comp underwriter, claims administrator
FOUNTAIN VALLEY, Calif - viously occupied by Frank B Hall Grayston Consulting Services tamed Mr Grayston to help ce-

FHP International Corp has bol- of Northern California Markets will focus on risk financing advi- velop its business
stered its drive into "24-hour cov- Nearly 250 RHH staff members sory services, supporting com- The consulting company is r.et
erage" by acquiring a workers work in San Francisco, with more panies that handle Bermuda's al- the first private venture for the 52-
compensation underwriter and than 100 in offices in Fresno, Sac- Grayston, the former head of ternative market Targeted clients year-old Bermu(han He formed
claims administrator ramento, Sallnas and San Jose Frank B Hall & Co Inc 's Ber- are companies offering manage- S H Grayston Management m July

FHP, a managed care firm based RHH of Northern Cahfornia wnll muda captive msurance and brok- ment, accounting, investment and 1977, selhng it eight >ears later to
in Southern California, late last be based at 1 Market Plaza, Spear erage operations, has formed his brokerage services, as well as com- Hanna Insurance However 17 e
month consummated the $23 mil- Street Tower, Suite 2100, San own consulting busmess panies providing capacity in the points out that unlike S,H. Grays-
lion cash acquisition of Great Francisco, Callf 94105, 415-543- Mr Grayston, who was president alternative risk transfer market ton Management, his new busmess
States Flnancial Corp and its two 9360, fax 415-543-5628 and chief executive officer of the Mr Grayston's first client, At- is purely a consultancy and is not
subsidiaries Great States Insur- Hall operation for four years, re- lantic Security Ltd,, the insurance offering Insurance management or
ance Co, a specialty workers com- Grayston launches firm signed in November, three months management and brokerage com- brokerage
pensation Insurer hcensed m Call- after Aon Corp acquired Hall (BI, pany, says it currently is putting For more information, contact
forma and Anzona, and Skandia HAMILTON, Bermuda-Stuart Aug 3, 1992) new products together and has re- Mr Grayston at 809-236-07'4 
Benefit Services Co, a workers

comp third-party admimstrator
Great States Insurance wlll re-

tam its name, but Skandia Benefit
Services w111 be renamed Intercare

-f '149"
Benefit Administrators Inc., said
FHP President and Chief Execu-

tive Officer Westcott W Price III
"An FHP affihate will now be

able to issue workers compensation
policies directly to customers, as Tbe RIMS Issues Of Business Insurance
well as provide adnumstrative ser-
vices for employers that self-insure
their workers compensation pro-
grams," he said

FHP Introduced a 24-hour man-

aged care program in January 1991
as a way to coordinate the admin-
istration of workers compensation
and health benefits The acquisi-
tion will eliminate some of the

costs associated with the initial

program, according to Mr Price
Anaheim-based Great States Fi-

nancial Corp has 85 employees /7'.-

and generated approximately $35
milhon in annual revenue It was a

subsidiary of Skandia Direct Oper-
1

ations Corp,aUS holding com- >

pany based m Miami and a mem- ·4
t 4

ber of the Stockholm-based 7/2.: 2 -
Skandia Group

- -1-

John G Pasqualetto w111 remain
as president and CEO of the new

-1
fFHP subsidiary and there are no +

*r.
plans to move Great States from its 14 1 4 1 111 1114

current location or to make staff- IMT I
1 t

ing changes, according to Mr
,

4 ,
Pnce

FHP International Corp is the *,SAI

health care services company
parent of FHP Inc, a managed + C

, AUd. . 44't-·, 1*f I ' If You Want 1

based in Fountain Valley, Calif Aff);

FHP's HMOs provide coverage to ·„- , - To Be Heard, ,< 0,
more than 805,000 enrollees

through some 4,000 employers in
-1 Ii'ft ,,,'„7,', ,s, 2<' You Have To > ' )'4

California, Arizona, Utah, New
I t

. 5,9.Mexico, Nevada and Guam The ..ri' '. 2 Be Seen.
company also manages UltraLlnk,
a national HMO network, and 7. S  y::5:. f#5
owns FHP Life Insurance Co,

.: '<91'45$ , IRS- 0.

an indemnity health and life m-
surer

.,

RHH consolidation T

. , 34"ji 44'Mt . 4
CHICAGO-Rollins Hudig Hall
wlll consohdate its San Francisco

operations this week at 1 Market
plaza

The move consolidates the of-

fices of the former Rollms Burdick

Hunter/Curtis Day and Frank B
Hall & Co Inc operations :rt,dltH| - - ' T, 41----

r'I '
Chicago-based Aon Corp , r 4-=Lrl_

-=11-

RHH's parent company, acquured
Frank B Hall, then the world's se-
venth-largest broker, and Curtis

:Zrsemt CnUnrragnWrACY{t r» A

...1992, Feb 3,1992) 1
7,#f-

41-

RHH's Northern California oper- '. r '/,# .

At .

ation includes employee benefit 11:, -3--tl

consultant Godwins Inc, which

has combmed operations with Palo --,

-

Alto-based Miller Mason & Dick-

enson, Rollins Technology Brokers
and a Rollins real estate and in-

vestment division
1

-Y

Richard S Schmidt serves as 1 1 7
1 9 4&*t' '

71 -tchairman of the consolidated op- - --* 1 11 - #/"/I'll-'' e-_ d, 10L
eration Phil Buchanan is vice -'lili 19,1-

Y + 1-

chairman and Russell Sands is 1

president
.

-1 -76 -
1

A new floor has been leased in ' r r

addition to the three floors pre-



GIC meeting draws 1 70
WASHINGTON-More than 170 people attended The 1993

GIC Assn. National Forum held March 8-9 in Washington.
The forum was co-sponsored by Business Insurance; Pensions

& Investments, another Crain Communications Inc. publication;
John Hancock Financial Services; and Prudential Asset Man-
agement Co. in conjunction with IBF Conferences.

The GIC Assn. Inc. represents employers with defined contri-
bution plans, providers of guaranteed investment contracts and
bank investment contracts as well as consultants.

For more information aboui the group, contact Larry Mylne-
chuk, Executive Director, The GIC Assn. Inc; at P.O. Box 1594.
9 Monroe Parkway, Suite 260, Lake Oswego, Ore. 97035; 503-
697-8616.

Spe
ails the

Pension outlook
Continued from page 3
plans to the financially struggling
Pension B€nefit Guaranty Corp.-a
big component of defined benefit
plan administrative expense-are
soaring and are likely to climb
higher m the future.

"You can abselutely count on
higher (PBGC) premiums in the fu-
ture," Mr. Ball said, refer*ng to the
agency's need for more revenue to
:und a growing deficit.

Over the last decade, th€ PBGC

premium-paid by all employers
with def med benefit plans-has
risen.sharply as the agency's finan-
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cial problems have worsened. For
example, in 1983, the annual pre-
mium was $2.60 per plan partici-
pant. Today, after several interim
increases, the premium is $19 per
participant for fully funded plans
and as much as $72 for severely un-
derfunded plans.

By contrast, defined contribution
plans are not insured by the PBGC
and thus plan sponsors are exempt
from paying PBGC premiums.

• Employer interest in controlling
their costs and liabilities. In defined

contribution plans, an employer's fi-
nancial obligation is to make a spe-
cific contribution, such as an
amount equal to a percentage of em-

ployees' salary.
The contribution can, for exam-

ple, be adjusted each year as com-
pany profitability fluctuates.

In defined benefit plans, employer
liability and costs are harder to con-
trol. For example, the cost of plans
whose benefits are based on final

average pay will soar during periods
of high inflation when salaries in-
crease.

• Employee appreciation. De-
fined contribution plan benefits are
highly visible and easy to under-
stand.

By contrast, the arcane benefit
formulas in many types of defined
benefit plans make them confusing
and mysterious to employees, Mr.
Ball said.

Employees also appreciate the tax
advantages of the most popular type
of defined contribution plan-401(k)
plans-which allow employees to
make pretax contributions. Defined
contribution plans also allow em-
ployees relative ease in transferring
account balances to individual re-

tirement accounts or to a new em-

ployer's defined contribution plan
when they terminate employment.

These advantages of defined con-
tribution plans have not gone unno-
ticed by employers.

After years of steady growth, total
enrollment, including retirees, in
private defined contribution plans
now exceeds the number of partici-
pants in defined benefit plans.

Last year, according to Labor De-
partment projections, 40 million
people, includmg retirees, were co-
vered by defined contribution plans
connpared with the 39 million par-
ticipants in defined benefit plans,
Mr. Ball said.

Defined benefit and defined con-

tribution plans each had about 39.5
million participants in 1990, he
said.

participation, the difference in cov-
erage between the two types of
plans is even more striking. In 1992,
there were 36 million active em-

ployee participants in defined con-
tribution plans and 25.6 million in
defined benefit plans.

Defined benefit plans' a=ets still
slightly exceed defined contribution
plans' assets. Last year private de-
fined benefit plans held $1.3 tril-
lion in assets, compared with $1
trillion in defined contribution plans
assets.

But by 1996, Mr. Ball said, the
$3 trillion in total private plan
assets are expected to be divided
equally between defined benefit and
defined contribution plans.

Defined contribution plan growth
also will be aided by new Labor De-
partment rules that make it easier
for employers to avoid fiduciary lia-
bility for employees' investment de-
cisions if they meet plan rules, Mr.
Ball said.

To comply with the Labor De-
partment's so-called 404(c) rules,
employers must give participants,
among other things, at least three
investment options, each with ma-
terially different risk and return
characteristics (BI, Oct. 12, 1992).

With the growing importance of
defined contribution plans in meet-
ing employees' retirement income
needs, employers need to do a better
job of educating employees on how
the plans work.

"I can't emphasize enough the im-
portance of employee communica-
tions. Employees need to be in-
formed and employees need to be
educated," Mr. Ball said.

If employees don't understand
their defined contribution plans and
make poor investment decisions,

employees will not perceive the pro-
grams as providing important bene-
fits, he said.

"It is in employers' interest to
educate employees," Mr. Ball con-
cluded. Ell
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Investors not informed about GICs: Study
By MARK A. HOFMANN

WASHINGTON-The over-

whelming majority of defined con-
tribution plan participants in a re-
cent national survey reported that
they had heard or read nothing
about guaranteed investment con-
tracts during the past year.

An even

GiC
larger majority
of those who

had come

across some in-

ASSOCIATION formation
about GICs

said that what they'd learned had no
impact on their investment strategy.
Those who did change investment
strategy because of information
about GICs were split between those
who increased and those who de-

creased their dependence on them.
The survey also found that plan

participants were unlikely to trans-
fer money from one investment fund
to another in any given year, and
those who did were far more likely
to say they did so to increase return
rather than to reduce risk. Never-

theless, a quarter of the sample said
they wished their employers offered
more investment options in their de-
fined contribution plans.

The results were released by Eliz-
abeth Akiba at the 1993 GIC Assn.

National Forum last week.

Ms. Akiba, research director-in-
vestment and pension marketing for
John Hancock Financial Services in

Boston, said the Gallup Organiza-
tion telephoned 802 defined contri-
bution plan participants nationwide
last September and asked them
about their investment plans. The
participants' ages ranged from 23 to
65 years. They represented a wide
income range, although relatively

few were hourly workers, she said.
Only 27% of the sample reported

that they had read or heard infor-
mation about GICs during the past
year. Eighty-nine percent of those
who had received information said
it had no effect on their investment

strategy. Ms. Akiba said that of the
11% who did change their strategy
in response to the information, half
increased their reliance on GICs and

half decreased their GIC exposure.
The survey found that partici-

pants in defined contribution plans
generally were not too anxious to
transfer funds among investment
options. Eighty-six percent of the
respondents said they had not trans-
ferred any money from one fund to
another during the previous year.
Twelve percent said they'd trans-
ferred money once during the year,
and 0492% said they'd switched
money two or more times.

The pattern of keeping money in
the same fund held true over the

long term as well. Sixg-seven per-
cent of the participants reported
having not switched money among
funds during the previous three
years. Sixteen percent said they had
done so once, 8% said they'd trans-
ferred twice and 9% reported having
made three or more transfers.

Of the 14% of all participants who
reported having transferred money
during the past year, 41% said
they'd put money into stock or eq-
uity funds, while 17% said they'd
reduced such exposures

In contrast, only 13% said they'd
switched money into fixed-income
funds, while 25% said they'd trans-
ferred money out of such funds.
Eight percent added money to
money market funds, while 13%
withdrew money. Seven percent
added to their company stock fund

and 10% said they had withdrawn
money from company stock.

Eighty-six percent of those who
transferred investments said they'd
done so to increase return, 62% said
they wanted to diversify their in-
vestment and only 36% said they
switched money to reduce risk.

"What it really shows (is that) be-
cause of the low interest rates, if

people did any movement at all, it's
because they wanted to take advan-
tage of better returns in the stock
market," said Ms. Akiba.

She also noted that the major-
ity of the survey participants-73%
-said they did not wish their em-
ployer offered more investment op-
tions, while 25% wanted more

options and 2% didn't know. Half of
those who said they wanted more
options didn't know which ones, she
said, indicating that "just throwing
more options at people doesn't ap-
pear to be the issue."

The survey also found that 98%
of the participants said they in-
tended to use their retirement sav-

ings plan assets for retirement; 27%
for education expenses; 27% for
medical and other emergency ex-
penses; 12% to buy a house; and 6%
for other reasons.

Participants aren't rushing to take
out loans from their plans, even
though about two-thirds of the
plans had loan provisions. Only 14%
percent of those whose plans had

loan provisions said they currently
had loans and an identical percent-
age said they planned to take out a
loan in the next two years.

GICs and fixed-income funds re-

main the most popular investment
options, with 47% of the respon-
dents having money invested in such
funds; stock and equity funds
ranked second with 42%; company
stock funds third at 40%; and money
market funds fourth at 37%.

For infonnation on obtaining a *ee
copy of "Insights Into Participant
Behavior," contact Lisa Cohen
Sha,#, John Hancock Financial Ser-
vices, P. O. Box 111, Boston, Mass.
02117; 617-572-9134.

Tax repeal prospects look dim
But burden of pension distribution withholding tax may be eased

By JERRY GEISEL

WASHINGTON--Congress is un-
likely to repeal an unpopular law
that imposes a 20% withholdmg tax
on certain pension distributions, a
Senate staffer says.

But legislators this year could
make technical changes to ease the

administrative

burdens the

GiC law imposes on
employers, ac-
cording to Rick

ASSOCIATION Grabneyer, mi-
nority tax

counsel with the Senate Finance

Committee.

Speaking last week in Washing-
ton at a forum sponsored by The
GIC Assn. Inc., Mr. Grafmeyer vir-
tually ruled out congressional or'
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Clinton administration action to re-

peal the withholding tax.
Within the Treasury Department,

the 20% withholding tax "is viewed
as a success story," Mr. Graftneyer
said.

The tax, which applies to many
types of pension distributions, such
as a lunnp-sunn paynnent frorn a
profit-sharing plan, can be avoided
if an employee has his or her em-
ployer directly transfer the distribu-
tion to an individual retirement ac-
count or to the defined contribution

plan sponsored by the worker's new
employer, assuming the new plan
accepts benefit transfers.

While definitive statistics are not

yet available, many more employees
are having their employers directly
transfer distributions to IRAs or de-

fined contribution plans, Mr. Graf-
meyer said.

That meets a key congressional
objective in passing the 20% with-
holding tax: discouraging workers
from taking pre-retirement distri-
butions in cash which diminishes
the funds available to them at re-
tirement.

However, Mr. Grafmeyer laid out
the possibility that legislators may
consider modest proposals to fix
technical glitches with the law.

"I think we could do some techni-

cals" on the 20% withholding tax, he
said.

While Mr. Gralmeyer did not de-
tail what those technical changes
might be, Congress last year passed
tax legislation with provisions that
would have exempted small distri-
butions-those less than $500-and
hardship withdrawals from the 20%
withholding tax.

However, President Bush later ve-
toed the tax bill for reasons unre-

lated to the pension provisions.
An array of pension simplification

provisions-approved by Congress
last year but vetoed by President
Bush-also are likely to be consid-
ered this year, Mr. Grafmeyer pre-
dicted.

Those provisions include giving
employers easier ways to run the
401(k) non-discrimination tests.

There also is congressional inter-
est in shoring up the financial base
of the Pension Benefit Guaranty
Corp. by giving the agency more
protection from terminations of big,
underfunded pension plans.

Over the last year, former PBGC
Executive James B. Lockhart III

"raised a lot of red flags (about the
PBGC's problems). That gets a lot of
press and generates a lot of member
interest," he said.

One key member of the Ways and
Means Comrnittee, Rep. J.J. Pickle,
D-Texas, already has held hearings
on the PBGC's problems and has in-
tr(lueed legislation to try to correct

those problems.
Rep. Pickle is very serious about

shoring up the PBGC, Mr. Graf-
meyer said.

Among other things, the Pickle
bill would require employers with
underfunded pension plans to make
annual contributions to the plans
that at least equal benefits that are
paid out.

That would prevent a pension
plan from being bled when, for ex-
ample, many workers retire early
and elect to take lump-sum distri-
butions.

Mr. Grafmeyer suggested that
Congress is not likely anytime soon
to boost insurance premiums
charged by the PBGC.

Congress last boosted the min-
imum PBGC premium in 1990, in-
creasing it to $19 per plan par-
ticipant from $16 effective in 1991.

That increase, which some em-
ployer groups said was part of a
series of congressional gimmicks to
mask the size of the federal budget
deficit, left a "lot of blood spilled,"
making legislators reluctant to try to
raise premiums in the near future,
Mr. Grafrneyer said.

He suggested that unless employ-
ers speak up, a Clinton administra-
tion proposal to slash the amount of
pension contributions employers
could make on behalf of highly
compensated employees could be-
come even tougher.

Under that proposal-included in
President Clinton's economic pack-
age-the amount of an employee's
"covered compensation" that could
be considered in setting benefit for-
mulas in defined benefit plans and
making contributions to defined
contribution plans would be slashed
to $150,000 from the current
$235,840 (BI, Feb. 22).

For example, assume an employer
allows employees to contribute up to
6% of their salary to their defined
contribution plan. Under current
law, an employee earning $200,000 a
year, could-assuming the plan
passed basic non-discrimination
tests-contribute $12,000. That
same employee under the Clinton
proposal only could contribute
$9,000.

Despite the impact that the slash-
ing of covered compensation would
have on highly compensated em-
ployees, a groundswell of opposition
has not developed.

"We have not heard from any-
one" opposing the reduction, Mr.
Grafrneyer said.

That lack of public opposition in-
creases the likelihood that legisla-
tors could consider even steeper re-
ductions in covered compensation,
he said. A $120,000 limit "might
sound good to some people," Mr.
Grafmeyer said.
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Doing some fancy footwork
Insurers, agents
try to keep in step
with each other

in tough market
By LOUISE KERTESZ

Insurers' strategies to survive the cur-
rent tough market do not bode well for
agents-at first glance.

In the long run, however, the agent/in-
surer relationships that survive are
stronger, and agents are prompting crea-
tion of new products and services.

As insurers revise their marketing stra-
tegies and "refocus on the areas they want
to concentrate on, there's a lot of disrup-
tion in the marketplace," explained Sean

Mooney, senior vp and
A economist at the In-

1:::NI
surance Information
Institute in New York.

Insurers are pulling

RELATION 2-at okfetlesoprcoofitcaebe
trate their capital in

areas with more profit potential. And
some insurers are reducing commissions in
markets where they do not enjoy enough
penetration.

"It's becoming very frustrating to those
agents affected," said Patricia Borowski,
senior vp-government and industry affairs
at the National Assn. of Professional In-

surance Agents in Alexandria, Va.
However, the good news for agents is

that insurers are developing new products
and improving services for the markets
they are focusing on, Mr. Mooney said.

Meanwhile, independent agents are
learning to make the best of a difficult sit-
uation and are becoming "more resilient,"
says Ms. Borowski.

Though problems remain for many
agents, "an inordinate focus is placed on
the negative aspects" of difficult market
conditions, she asserted.

In the face of many insurers "changing
their strategic marketing position an
awful lot," successful agents are keeping
their options open.

Even before an insurer pulls back from a
market, agents are starting to line up
other possibilities. "That's kind of excit-
ing," she said, "because. . .there are some
extraordinarily terrific (insurers) that
have recognized the opportunities out
there. They've got themselves involved in
absolutely quality agencies and developed
great relationships."

Travelers Corp. is one insurer that is
nurturing its partnership with agents.
"There's no question that these are tough
times for agents," said Michael Policastro,
vp of agency marketing at Travelers in
Hartford, Conn.

The extended soft market and the weak

economy-resulting in business failures,
mergers and lower payrolls for agents'
customers-are all "making it difficult for
independent agents to see revenue
growth," he said.

And, like other insurers, Travelers at-
tempts to reduce its exposures where it
doesn't see a long-term profit opportunity.
That means Travelers has "backed away
from certain lines or states" and is contin-
ually engaged in the "natural process. . .of

6
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weeding out" those producers without po-
tential, he said.

But by the same token, Travelers will
focus on those agents that will make a
major commitment to them in terms of
premium volume.

"We're selectively adding agents in
commercial lines," Mr. Policastro said,
and those chosen can avail themselves of

"a wide range of services to help them
grow, manage their operations better and
be financially stronger and more profes-
sional."

Other insurers are focusing on cultivat-
ing fewer and stronger partnerships as
well.

"We knew as a company that we
couldn't be all things to everybody, and
agents began to realize that too. So we
made some good partnerships," said Glen
Thompson, vp of marketing and agency
operations at Amerisure Cos., a unit of
Michigan Mutual Insurance Co. in Detroit.

"I firmly believe that a lot of regional
companies, particularly, are hearing that
we need to do things differently. I think
we've responded in the last few years to
what agents have been asking for. We've
been listening to agents and working more
closely with them," he said.

"The relationship has still got a way to
go, but it's a different relationship (than in
the past) especially for the regional com-
panies," Mr. Thompson continued.

Among insurers who say that respond-
ing to agents' needs has resulted in excel-
lent relations is SAFECO Insurance Cos.

in Seattle. "We probably have about as
good relations with our agents as we've
ever had and maybe better," said Stephen
Lease, assistant vp-property/casualty
marketing.

Even in the difficult California market-

place, "we have 800 agents, and outside of

Travelers' agents can
access 'a wide range

of services to help
them grow,' says

Michael Policastro.

California we've appointed over 1,000 new
agents in the last three years," he said.

Consequently, SAFECO has been stead-
ily increasing its share of business with its
independent agents over the past three
years, Mr. Lease added.

Consistency also leads to positive agent
relations. "We've been able to maintain

very strong relations with agents," said
Edward R. Buhl, vp of marketing at Cen-
tral Insurance Cos. in Van Wert, Ohio.
"One of the reasons for our success in

e*

agency relations is we've been very consis-
tent," making no major changes in com-
missions, underwriting programs or rate
levels.

By contrast, a company that has under-
gone a major restructuring-United States
Fidelity & Guaranty Co.-reports that it
was able to maintain good relations with
its producer plant by responding to
agents' needs.

Responding to agents' needs requires
good communications. Several insurers
endorse active agency councils, like the
one at Central Insurance. "A lot of in-

surers have some type of agents advisory
council. What is uncommon is for those

councils to have much impact on the com-
panies," asserts Mr. Buhl.

USF&G's national, regional and branch
office producer advisory councils were
"set up to provide feedback and inter-
action as to how we're doing with our
strategic initiatives, how our products are
meeting their customers' needs and on the
quality of our services," said Warren E.
Coupland, executive vp-field operations.

For example, agents told USF&G that
they would like to continue to provide
products for the small business owner.
"The obstacle is that this business can

be very expensive to process," Mr. Cou-
pland said.

So USF&G set up a specialized small
Continued on next Page



168 /Business Insurance, March 8, 1993

Insurer Topics

Agent relations Meeting shows there's no place like The Home
Continued from prevtous page
business unit to develop prod- By SALLY ROBERTS ber of people, there is less competi- 7
ucts for small business "that can tion for an executive's time than

be processed in a highly auto- NEW YORK-The element that there nught be at other meetings,
mated and streamlined fashion," sets The Home Insurance Co's an- he said
Mr Coupland said "We'11 be nual meeting with producers apart In February, Home held its an-
able to provide a competitive from those of other msurers lS the nual National Hall Mark meeting,
product and an improved prod- personal touch-the opportunity for with the theme "Facing the Chal-
uct, in response to customer agents and brokers to meet with lenges "

1

needs as identified by our A company ex- The theme changes every year, 5.:

agents " hINSUREHII- A- ecutives one- said John McCue, executive vp-cor-
It was in response to agents' on-one porate communications and publlc '

requests that SAFECO set up its
first customer service center in

In an effort affairs for Home Last year's theme
to increase was education, and this year's theme

California in 1985, Mr Lease RELATI 011 communica- reflected the huge losses mcurred m
said Through eight such centers 7 tion, Home's 1992

now in operation, SAFECO executives "Flnancial stability is important"
offers agents policyholder ser- and producers discuss current to everyone, he said
vices-such as changing an auto- issues, ideas and concerns During this year's meeting at the

mobile on a policy-at less than While many msurance companies LaCosta Resort and Spa in Carls-
what it costs the agent to do it hold similar get-togethers, Home's bad, Cahf, 54 producers and about

It's a way for agents to cope National Hall Mark Council meeting 20 Home executives broke up mto
with the reduced commission in- is different, according to the coun- flve "roundtable" groups
come brought on by the soft cil'schairman Home executives then made their The Home's meetings with its Hall Mark Council bring agents and
market They can take the sav- Home is a "little more dedicated," rounds to each of the groups of insurers together in a small-group atmosphere. Council officers
ings and redirect it toward the contends Gary Hambright, semor agent representatives to present spe- include Nick Munson, Gary Hambright and Norm Peterson.
sales effort," Mr Lease added vp-marketing for the Lockton In- cific issues

As a result of input from Tra- surance Agency in Prairie Village, The hve main sublects were in- After the discussions, a represen- At these meetings, a group of
velers' producer council, the in- Kan, refemng to the close personal dustry image, workforce resources, tative from each roundtable group about 10 agents discuss marketplace
surer "totally revamped every conversations Home executives con- social issues, information systems gwe feedback to the execubves issues, product needs and other

single product" in its life and duct with their agents and tomorrow's marketplace Bringing the group's responses to issues wlth Home branch managers
annuities lines in the past 24 The key mgredlent to the inter- Home executives "bare their the executives "puts it back m bro- The chairperson and vice chair-

months, Mr Policastro said personal relationships is the small- souls," Mr Hambright said Execu- ker-ese" Instead of "company-ese," person of each group of agents make
"Our agents are thrilled with group atmosphere, he said bves from the special Insurance de- Mr Hambnght contends up the national advisory council and

what we came up with They told At Home meetings, executives are partment to national accounts dis- In addition to the annual Hall then attend the Hall Mark meeting
us what changes we needed to available for Individual discussions, cuss their marketing objectives "It's Mark meeting, each of Home's 27 The agents are a "good cross-sec-

make-they were dramatic-and "which is different from other com- good to hear the goals from the peo- branch offices holds one or two sim- tion" of the mdustry, he said There
now our agents are selling these panies," he said ple who are directly responsible for ilar meetings every year, Mr McCue is a national geographic mix as well
products like crazy," he said 1 In addition, with a smaller num- them " said as an agent and broker mix Ell

Insurers hurt by Iniki storming out of Hawaii
By MICHAEL BRADFORD they are writing searching for markets to come here " or at least institute restrictions

"It is affecting the commercial property "We've been getting some feelers from For example, State Farm's new guide-
HONOLULU-The rebuilding after market," said Christopher G Oda, vp with carriers, but only on a non-admitted lines for ltS agents mirror the changes the

Hurricane Iniki swept through last year Alexander of Hawaii, a Honolulu subsidi- basis," said Mr Oda of Alexander of Ha- insurer made in Florida following Hum-
will one day be complete, but the storm's ary of Alexander & Alexander "There are waii "That makes us very wary because cane Andrew
damage to Hawaii's insurance landscape a lot of wind deductibles or wind exclu- they're not subject to the guaranty fund " The restrictions, which apply to new

may not be so easily repaired sions on renewals and new business There Mr Cavanah said lt'S hard to blame ln- business, call for agents to wnte no more
Insurers leery of a repeat of the storm lS some major re-underwriting going on " surers for leaving the market when taking than $750,000 each per month in personal

that caused $1 6 Ms Takayama said the insurance com- a look at the decisions underwriters must lines coverage for structures and contents
billion in insured munity is working hard toattract personal make and no more than $1 million per month in

INSUR d a mage mo s tly on lines insurers to Hawaii Many not only are absorbing losses from commercial property coverage for struc-
Kauai last fall are The Insurance Department will quickly the humcane but also face nsing reinsur- tures and their contents
abandoning the ho- approve applications to enter the market ance costs if they decide to remain No new personal or commercial lines

RELA , m eown e rs mark et, if they meet state requirements, she noted, "I've been working with a couple of policies will be written on a guaranteed
leaving policyholders, although those applications are not flood- companies trying to get them in," he said replacement cost basis by State Farm
agents and brokers ing in "I've seen their calculations They are agents

high and dry (BI, Sept 28, 1992) making business decisions and you can't In January, Pacific Insurance Co Ltd , a

The market for homeowners insurance blame them for protecting their com- subsidiary of ITT Hartford Insurance
began drying up in January, with high-

Iniki's fallout panies " Group, announced that it will stop writing
Ms Silva agreed that insurers are find- new and renewal policiespriced surplus lines insurers and a state Five of the nine largest homeowners

facility remaining virtually the last resort insurers in Hawaii (in bold) have restricted ing reinsurance "a major problem" with A letter to Ms Takayama concluded that
regard to Hawaii homeowners risks Pacific Insurance's "aggregate exposure

for buyers their coverage or dropped it entirely since
State Farm Group, the state's largest "When they enter a new market, they want was far in excess of (its) previously as-

the hurricane Market share is based on
homeowners insurer with 16 5% of the to make sure they can get enough reinsur- sessed hurricane potential "

1991 premiums. The insurer, which wrote about 18,000
market, continues to write coverage but

ance"

with restrictions identical to those lt Insurer Market share Insurers that left the market have all residential policies with premiums of
placed on agents in Florida after Hurri- given policyholders adequate notice ac- about $5 2 million, was also finding it dif-

State Farm 16.5%
cane Andrew hit (BI, Oct 19, 1992) cording to regulations, Ms Takayama ficult to obtain adequate reinsurance, said

Island Insurance Group 136 said Ron G Hashimoto, Pacific's president and
Agents' pleas to mainland underwriters

to enter the market have so far fallen Hawaiian Insurance Group 116 Hawaii's problems reached a critical chief operating officer
mostly on deaf ears Continental 113 point on Feb 19 when coverage for policy- Mr Hashimoto said the insurer "must

However, a plan to create a pool to fund Allstate 98 holders of Hawaiian Insurance Group's in- act responsibly to protect our company's
the hurricane portion of homeowners risks ITT/Hartford 84 solvent subsidiaries was canceled The long-term financial strength against po-
iS now before state lawmakers If ap- Transamerica 7.5

group was the third-largest underwriter of tentially very significant losses on the is-
proved, this would take the exposure away homeowners coverage in the state with lands "

USAA 66

from private insurers who may then recon- 116% of the market, according to A M First Insurance Co of Hawaii Ltd, a
Fireman's Fund 5.0

sider entering the market
Best Co subsidiary of Continental Insurance Cos

"We have an availability problem," Ha_ Source A M Best Co Hawaiian Insurance Group policyhold- and the fourth-largest homeowners in-
waii Insurance Commissioner Linda Chu

GRAPHIC BY JOHN J BOHORQUEZ ers joined thousands of others whose cov- surer with 11 3% of the market, exited Ha-
Takayama said "Homeowners insurance "Our agents have been very aggressively erage was not renewed by insurers leaving wan on Feb 1, leaving 16,000 policyhold-
is no longer easy to get, and what's out pursuing the mainland markets," said Ms the state ers to find replacement coverage

there is a lot more than what homeowners Silva "We've been visiting with them, en- "In the meantime, there are no new car- In addition, Allstate Insurance Co ,

are accustomed to paying " couraging them, telling them we will do riers and nobody else wants to take on which held 9 8% of the market, has
And if problems in the homeowners what we can to make Hawaii a more at- new values," Mr Cavanah said New en- stopped writing at least until April

market aren't bad enough, the crisis may tractive place to do business " trants in the market don't want to pay Allstate's decision was reached after a

be spreading But so far, those efforts have not been high reinsurance prices, and "the com- flood of new policy applications began
I've heard from some agents that it may fruitful panies that remain are in the same boat pouring in as insurers left the market

be filtering into the commercial lines mar- "I've heard of one member who may be They're not taking any new business " "We need to evaluate what's happening

ket," said Terry Silva, executive vp of the close to closing a deal with a market," said For agents, "the end result is, if we don't m the marketplace and its impact on our
Hawaii Independent Insurance Agents Ms Silva, declining to name the insurer have a company policy to sell, we can't sell customers," said Michael Clark, Allstate's
Assn "Especially in smaller commercial Agents and policyholders are finding a policy So we can't make a buck," he regional vice president in Seattle
lines risks " themselves with an "any-port-in-the- added The insurer began writing a "dispropor-

Ms Silva said there are reports that in- storm mentality," said Jim Cavanah, vp of Before the cancellation of Hawaiian In- tionate amount of new homeowners poli-
surers are "becoming more strict and more Cavanah & Associates Inc in Honolulu surance Group's policies, several insurers cies" at the beginning of the year and
selective" in the types of commercial risks and president of the HIIAA "We're really had already decided to leave the market, Continued on page 16D
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Hawaiian market

Continued from page 16B
began to worry about a strain on
its ability to service existing ac-
counts, according to Mr. Clark.

Liberty Mutual Insurance Co.
found itself in a similar position
and decided in February to stop
writing new policies except for
its existing customers.

Liberty Mutual, which held
2.9% of the homeowners market,
made its decision solely because
"we were unable to handle our

existing customers and their
needs," said a spokeswoman. It
was not due to the hurricane
losses: In the first four weeks

of 1993, the insurer had a 400%
increase in new applications over
the same period in 1992.

Agents and brokers in Hawaii

now find themselves turning to
the state's Fair Access to Insur-

ance Requirements plan, a facil-
ity established in 1991 to write
property coverage in areas on the
island of Hawaii threatened by
lava.

Expansion of the facility
means it now accepts home-
owners policies statewide as an
insurer of last resort. The cost

of up to $250,000 worth of cover-
age through the facility is
roughly three times the standard
cost of homeowners insurance.

FAIR plans are pools main-
tained by private insurers and
reinsured by the U.S. govern-
ment.

Ms. Takayama and others also
are working on a legislative so-
lution to the crisis.

The commissioner is proposing

Editorial
Index

Service
1993

The Business Insurance EditorialIndex Service is a valuable \
resource that directs you to all news \
reports and feature articles published
by Business Insurance newsmagazine
during the year.

The annual service includes threequarterly reports and a cumulative
annual volume. In addition, article

citations between publication of
quarterly reports are availble from BI's
Information Centers in New York and

Chicago... at no additional charge...
it's part of the service. Complete
alphabetical and chronological listings
by company, person, subject and
geographic location enables you to
access data quickly and accurately.

Please send me the following index(es):
Full Index Service at $100* for: [3 1993 0 1994
Softcover editions at $100* each:

0 1992 El 1991 [3 1990 0 1989 El 1988 El 1987 0 1986

Hardcover editions at $150* each:
E] 1985 03 1984 01983[3 1982 0 1981

* foreign postage additional

TOTAL ENCLOSED $

PAYMENT MUST ACCOMPANY ORDER -

E] Visa E] Mastercard [3 Optima E] American Express

El Check Enclosed (payable to Business Insurance)

Mail to:

Editorial Index Service
Business Insurance

220 East 42nd St.

New York, NY 10017

Or call: 212/210-0137

the state cieate a pool that would
insure hurricane exposures, free-
ing the private market to write
other homeowner coverages.

The pool would be funded by
premiums and a 2% assessment
against insurers' annual premi-
ums.

Additional funding for the fa-
cility would come from other
sources, she said, including an
increase in the state's convey-
ance tax on property transfer
and an increase in the fran-

chise tax paid by mortgage len-
ders.

Ms. Takayama pointed out,
however, that even if the pool
passes legislative muster, it will
likely be the end of the year be-
fore it begins operating.

Meanwhile, said Mr. Oda, "It's
a wait-and-see situation." 

Insurer stands out
where few stand

By LOUISE KERTESZ 1

LOS ANGELES-As a chorus

of-agents decries the abando,p-
ment of the inner city by majpr
insurers, a tiny Woodland Hills,
Calif.-based company ap¢y

named ClillI-
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sader Insur-

ance Co. has

been singled

AGE out for

praise.
RELATIO "They de-
/ serve it-for

h

f it's in Business Insurance,sit's in
the Editorial Indek. Uncov@r the

issues. Track the tre'nlis.;80110vthe)
If . -**

developments in riskimanagement,
employee benefits ardi'th*Omm;rcial
insurance industry - wilhttopics such
as self-insurance, cost 60KQ:61,.captives.
benefit plan,desigiT«& admiRiSation,
hylth»ca«jlternatiSes, hysjems'&-
analysisrsurplus lines, rei.,surance,
mafket conditions, financial
developments, claims settlements,
regulations & legislations, and more.

 he fee for the 1993 BusinessInsurance Editorial Index Service

is $100. Take advantage of this cost
effective tool and fill out the.coupon
today.

«sss«BusinessInsurance®

name

title

company

address

city

phone#

account#

signature

state zip

exp. date .

.Y

having the guts to write in the- -
inner city, said Morris Davis,
president of Morris Davis Jr. In-
surance Agency in Inglewood, a
working-class suburb south of
Los Angeles.

Following the Los Angeles
riots last April, insurance agents
decried the lack of markets -

available to inner-city busin-
esses.

But Crusader "basically has
proven that if you are really in-
terested in writing in the inner
city, you can turn a profit. It's
not impossible, it's not what tra-
ditionally has been thought of as
a losing proposition that has to
be subsidized. They have proven
the market wrong," said Javier
Rodriguez, president of the His-
panic Agents & Brokers Assn.
and of Rodriguez Insurance
Agency in South Gate, near Los ,
Angeles.

"We have used them in count-

less situations. Their service is

good, the turnaround is great, - I
it's almost like having a pre-
ferred market for the inner city.
They've done a splendid job and
the industry should take note."

Crusader, which grew from
$1.8 million in capital and sur-
plus in 1985 to $17.4 million in
1992, is the largest unit of Unico
American Corp., a holding com-
pany in Woodland Hills.

But Crusader has had to pull
back from the inner city as a re-
sult of riot-related losses.

The insurer sustained $21.5
million in losses, reduced to
$10.5 million after reinsurance
and tax write-offs, said Cary
Cheldin, executive vp.

"For the time being," Crusader
is cutting 75% of its property po-
licies-which include coverage
for damage caused by civil com-
motion-in the riot area through
non-renewals, Mr. Cheldin said.

It will maintain 25% of its

property coverage with riot ex-
posure, and will write some ad-
ditional property insurance cov-
erage excluding riot damage.

Crusader will also write gen-
eral liability insurance in the riot
area on a monoline basis.

"We have 1,500 businesses in-
sured there, but. . .if there's an-
other riot, that would be more
than we can handle. We're cut-

ting it down to something more

manageable. We're not comple- 1
tely quitting," said Mr. Cheldin.

Despite the company's out-
backs, Crusader's spirit and per-
formance sustain a loyal follow-
ing among independent
insurance agents.

"The guys over at Crusader
really do deserve applause.
They're making an attempt
where others are not," said Kerry
Wright, owner of Wright-Way
Financial Insurance Services in [
Westwood, an affluent area of
Los Angeles.

Mr. Wright recently moved his |
agency from the inner city be-
cause he could not get appoint- 1
ments with major insurance
companies from his previous 10-
cation, he said.

"Just like their name-they're ,
crusaders, they came in here and
stuck their necks out where no- i

body else did, they gave agents a ,
market with no volume require-
ments and no strenuous qualifi-

Continued on page 16F
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Insurer Topics

Crusader competitive pricing for a wide for independent brokers in the price problem Everybody would reimburse its members for all
range of commercial lines in the inner city," Mr. Davis asserted. be doing their fair share," Mr losses in excess of $3 million or

Continued from page 160 inner city," said Mr Rodriguez With Crusader pulling back, a lot Davis said 5% (whichever is greater) of each

cations and demands like most "There lS no other insurance of the coverage will be placed Because of its riot-incurred member's capital and surplus,
big companies make," Mr Davis company in this game right now with non-admitted insurers, he losses, Crusader has asked the resulting from claims from more
asserted with the same portfolio If there said California Department of Insur- than five different businesses

"Hartford, Fireman's Fund, was, we would roll it over" to Independent agents will place ance for a 25% rate increase, "Crusader's management be-

Mercury Casualty and CNA-all them business through wholesalers "but our heart's not in it," Mr lieves that adoption of this pro-
these people have so many re- The big insurers don't have with non-admitted insurers such Cheldin said posal would eliminate its cur-

quirements, you don't qualify no much presence in the inner city, as Scottsdale Insurance Co, but "It's not an issue of a rate in- rently perceived need to raise

matter what you do Three of us the independent agents say it will be more expensive, Mr crease We don't think the proper insurance premiums and would -
(inner-city agents) tried to pool "We're dealing with myths," Davis noted social response from the insur- create an incentive for other in-

our volume to get to CNA, but countered a Farmers' spokes- As a recourse, some coverage ance industry to racial rlotS 15 surance companies to transact
once we met that volume re- man, who said there were Farm- might be placed with offshore in- raising rates People who run bu- inner-city business at reasonably
quirement, we didn't meet other ers' agents in the riot-affected surers, though some have proven sinesses in the inner city should affordable prices "
requirements," he said areas "Our agents have an abso- unstable In that case, "you'll have the same opportunities to Independent agents agree "We

Mr Davis and other mdepen- lute incentive to write" coverage have to wait a week to get a buy insurance as other busin- have a lot of terrible legislation
dent agents interviewed say the in the inner city quote and another month to get esses being passed," Mr Rodriguez
solution for inner-city businesses "Industrywide there is no lack the policy," he added "It's not "We need to help inner-city said "I think this is one of the
is "an open broker system where of coverage available in the inner really being fair to the people in commerce to establish a stronger few good (proposals) In rebuild-
any broker would submit any city I have yet to hear of an in- the inner city It's throwing them foundation We should make ing the community, there's lots of
piece of qualified business to any surer refusing to write business to the dogs We're getting the changes in the law to spread the talk, but legislation like this has
company ' in the inner city," agreed a crumbs off the table, and we risk of riot so that companies not even been given a serious

"We always have offered our spokesman for the Msn of Call- have to sell tainted, products who support inner-city com- look
products and services to any fornia Insurance Companies in Then (regulators) squawk about merce can continue to do so," he "The main thing lS we need to
(broker) in good legal standing Sacramento putting people in a precarious said press the powers that be through

that possesses a proper license to "There is no shortage of cover- position " Accordingly, Crusader is pro- legislation or the Department of
sell insurance in California We age" though it is priced accord- Inner-city executives need posing the California Insurance Insurance to really take a good
don't qualify our producers other ing to risk factors, he noted agents in their neighborhoods Guarantee Assn provide riot re- look at Crusader and what
than that," said Mr Cheldin But malor insurers typically who can sell them good policies insurance to member companies they've done-it's an American

"We also work hard to provide write inner-city coverage from at reasonable prices, agents say In a letter last May to Insur- success story-and try to encour-
the products that agents ask us suburban agencies, the agents If all insurers "were forced to ance Commissioner John Gara- age a similar type of growth and
to That includes businesses with say do a certain percentage of busi- mendi, Mr Cheldin wrote, "If do whatever lS feasible to en-
no prior insurance or those in "It's a way to not be exposed ness with the local agents, we another riot occurs, the proposed courage this type of endeavor,"
low-income communities," he to all the problems here but to wouldn't have a market or a changes would require CIGA to Mr Rodriguez said
added suck out all the business," Mr

Mr Kerry pointed out that Davis said
Crusader's losses as a result of That discriminates against the A word from our counsel
the Los Angeles riots were rela- less savvy inner-city business ex-
tively large compared to losses ecutives who "turn to what lS fa-
by much bigger insurers For ex- miliar to try to solve their prob- Ads by lawyers seen as encouraging lawsuits, comp claims
ample, Farmers Insurance Group lems They go to the agent who
in Los Angeles sustained $50 belongs to their lodge, or whose By MARK A. HOFMANN thought lawyer advertising had threat and attitudes toward
million in riot-related losses kids go to the same school," Mr cut auto insurance rates, com- earthquake insurance

Farmers wrote $7 24 billion in Kerry explained OAK BROOK, Ill -A growing pared with 1% in 1989 Seven- Not surprisingly, awareness of

net premiums in 1991 That neighborhood agent is proportion of consumers think teen percent thought such adver- the earthquake peril was far
"After the riots, I sat in on a denied appointments by large in- attorney advertising is causing tising had no impact, a decline more acute in the western United

Los Angeles Board of Supervi- surers, the agents say an increase in the number of from 23% ln 1989 States than in other sections of

sors hearing on the lack of avail- "We're in an age of niche mar_ lawsuits Ten percent of last year's re- the country, even though each
able insurance in the inner city," keting and it's hard for the In addition, almost as many spondents and 13% of the 1989 region has some earthquake ex-
Mr Kerry said "Crusader and neighborhood broker to satisfy consumers believe that such ad- sample offered no opinion posure

much larger companies had simi- the commercial marketplace," vertising has helped raise their The survey also asked people Nearly nine out of 10 Wes-
lar levels of loss What this is affirmed Jerry O'Kane, executive auto liability insurance costs whether they regarded certain terners-89%-were aware they
telling me is that huge companies vp of the Independent Insurance The findings appear in "Public types of insurance fraud as ac- live in a region where a damag-
are not making an attempt to Agents and Brokers of California Attitude Monitor 1992," the most ceptable ing earthquake could occur, but

serve the inner city " in San Francisco recent in an ongoing series of an- About 8% of respondents think the awareness dropped dramati-
Besides, "the big companies It's very difficult for the small nual reports measuring public it is morally acceptable for some- cally among residents of other

will not insure the Mom-and-Pop broker to satisfy most Insurers' opinion on insurance-related one inlured at home to claim the regions
business" in the inner city, Mr appetite for volume, Mr O'Kane issues in]ury is work-related so he or Only 27% of the Midwesterners

Kerry said added The Roper Organization Inc she can collect workers compen- were aware they live in an earth-
Crusader has offered "the most "Crusader was the only market conducted the study on behalf of sation benefits And nearly 20% quake-prone zone, even thoughthe Oak Brook, Ill -based Insur- said a worker who still feels the New Madrid Fault-site of

ance Research Council, a non- some pain should stay at home the Great Earthquake of 1811-12
profit research group supported and collect workers comp bene- -runs along the Mississippi and
by the property/casualty insur- fits, even if the doctor says the Ohio rivers Among residents of
ance industry Roper interviewed inlured person can return to the East and South, awareness

This summer 1,976 adults during a one-week work dropped to 16%

period beginning June 6, 1992 The acceptance of fraud to ob- Only 23% of the respondents

show off more Seventy-eight percent of the tain benefits diminishes to 4% who said they live in an earth-
respondents to the newest survey when the perpetrator "know- quake-prone area said they had a
reported having seen or heard ingly" cooperates with lawyers, special earthquake insurance en-

than your tan. attorney advertisements, an in- doctors or chiropractors who file dorsement to their homeowners
crease from 72% in 1989, the last false and exaggerated claims to policy Nine percent of the total
year the question was asked tap into insurance money A sim- sample reported they had such

Of those who said they had ilar percentage found it accept- coverage
IM_(-A _ _ ./=J been exposed to lawyer advertis- able for someone collecting When asked why they did not

ing, 78% said they thought ad- workers comp benefits to work carry it, 36% of all respondents
vertising has increased the num- at another Job while receiving said they didn't need it, 36% said
ber of liability claims and the payments they don't live in an earthquake
lawsuits, compared with 73% in Ten percent of the respondents zone, 11% said they never heard

Pardjinnual 1989 Two percent thought ad- also said that claiming disability of such coverage and 8% said

|1 ,Il j);°mca.re«6 uy+s -111 vertising had decreased the num- benefits "in order to take a earthquake insurance costs too
ber of lawsuits, a doubling of month or so off work because much

ASHEVILLE, NORTH CAROLINA JUNE 22, 1993 1989's 1% response Only 13% you are feeling 'stressed out,' " lS Other reasons given for not
thought such advertising had no an acceptable practice buying earthquake insurance ln-

The IMCA Showcase Awards takes place at the Grove Park Inn in effect on the number of lawsuits, Four percent said they thought cluded simply having not gotten
down from 17% four years ear- lt acceptable for someone to around to doing so, believing

Asheville, North Carolina Tuesday, June 22 lier claim reimbursement under an earthquake damage was covered
We need to receive your entries before Apnl 20 Seven percent didn't know or employer-provided disability in- under existing homeowner's po-

had no opinion on the impact of surance policy for loss of wages licies, and believing the large de-
Good luck and we'll see you this summer lawyer advertising on the num- that had already been reim- ductibles contained in earth-
For more information contact ber of lawsuits, a slight drop bursed by the employer's work- quake policies make such

from 9% in 1989 ers comp insurer Also, 3% found coverage an "unattractive buy
Bill Hadley, Executive Director Attorney advertising also has it acceptable for a worker who for the money "
Insurance Marketing Communications Association increased the cost of auto insur- has been laid off or who lS facing .

344 Commercial Street ance, according to respondents a layoff to fraudulently file a dis- Public Attitude Monitor 1992
Boston, MA 02109-1174 Seven out of 10 of those who had ability claim costs $5 It can be ordered from

been exposed to such advertising In addition to determining the Insurance Research Council,
(617) 266-8400 said it helped increase auto in- moral attitudes, the survey also 1200 Harger Road, Suite 300,

surance rates, compared with attempted to uncover the pub- Oak Brook, Itt 60521, 708-572-
64% in 1989 Two percent lic's awareness of the earthquake 1177
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Quick reaction can nip workers comp fraud
By Ty Hutchison

AKING A BODILY INJURYand submitting a phony
workers compensation claim is,
unfortunately, big business.

Unscrupulous medieal clinics are
only too willing to "treat"
fraudulent injuries and pocket
income for services never rendered

or, if treatment was provided, to
greatly inflate the charges for these
services. In the fraud capital of the
world, Southern California,
millions of dollars a year are paid
out for phony workers
compensation claims.

A majority of fraudulent claims
stem from disgruntled employees
who were terminated or denied a

promotion or raise. Seizing the
opportunity, corrupt attorneys and
medical clinics approach these
employees with capping, kickback
or fee-splitting schemes that can
make a tidy profit f6r all involved.
As if that weren't enough, "injury
hot lines," constantly advertising
their services on television, radio
and in newspapers, are reaching a
growing number of individuals
looking for a quick way to riches.

Employers can help thwart this
growing tide of illegal activity.
Whenever an injury is claimed,
whether legitimate or suspicious,
the employer should act
immediately to document the
incident by completing the
necessary reports and interviewing
the injured employee and
witnesses to the alleged accident.
The employee should be
immediately examined at a
company-approved medical
facility. Employers should post
their injury and site investigation
policies in conspicuous locations in
the work area so all employees are
aware of the procedures.

Insurers are also beginning to
take a proactive approach to
fraudulent workers compensation
claims. Until recently, insurance
companies would regularly pay
medical bills without investigating
their legitimacy, believing this
policy to be the most cost-effective
means of disposing of these claims.
Many still adhere to this practice.
But more and more insurers are

fighting back.
Many insurance companies are

now aggressively investigating
suspicious medical costs and are
inspecting medical clinics and
their records for evidence of

fraudulent medical reports or
inflated medical bills.

When red flags appear that
make an injury suspicious, insurers
often use private investigators not
only to conduct an investigation
regarding the facts surrounding a
particular injury claim, but also to
inspect the medical facilities where
treatment supposedly took place.

Investigators normally follow an
investigative process that can put
the brakes on a medical clinic's

illegal activities. Before a workers
compensation claim is paid,
insurance investigators must verify
that the medical treatment was, in
fact, completed, the equipment
necessary to perform the treatment
is present at the clinic, the amount
billed by the medical facility was
consistent with the type of
treatment received by the claimant
and those performing the
treatment are appropriately
licensed or supervised.

In a classic example of overkill
in some unethical "multi-line"

clinics, a battery of specialists such
as internists, chiropractors,

orthopedists and neuralogists will
routinely see patients whether
necessary or not and dutifully bill
for their time, which, of course,
drives up the overall cost of
treatment. This also brings up the
question of how much time the
doctor actually spent with the
claimant (if the doctor saw the
claimant at all).

Additional "bill padding"
techniques include unwarranted or
unnecessary medication and
diagnostic tests.

Investigations of clinics should
include:

• Obtaining the claimant's
medical records.

The investigator's first order of

business when investigating a
medical clinic is to obtain a signed
medical authorization from the

claimant allowing the investigator
to photocopy the claimant's entire
medical file. This includes doctor's
notes or comments scribbled on the

file folder and patient sign-in
sheets (both in the medical file and
at the reception desk).

The investigator also checks to
see if information on the claimant

is stored in the clinic's computer
system and, if so, the investigator
obtains copies of these records as
well. Any logs or charts pertaining
to the injury that are not contained
in the claimant's files are retrieved.

Investigators should be on the

watch for computer-generated
"boiler plate" medical reports that
are used in high volume clinics.

• Inspecting the clinic itself.
While at the medical facility, the

investigator makes note of the way
patient treatment is conducted.

The therapy and X-ray rooms,
for example, should be inspected
to confirm the equipment that
would render the type of treatment
charged by the clinic actually
exists.

In addition, the investigator
verifies that any lab results,
including X-rays, are in the file
and are appropriately labeled with
the claimant's name, the date on
which the tests were taken, and the

reason for the lab work.

The investigator requests the
medical license numbers of the

doctors, chiropractors and physical
therapists associated with the
clinic. Alllicenses should be

verified as current with state

regulatory agencies or professional
organizations.

Sometimes, important medical
records can be forged or otherwise
illegally filled out. If there is a
question about a signature on a
medical record, log or sign-in
sheet, handwriting experts can
usually determine if the patient's
signature was forged.

• Obtaining a statement from
Continued on next page
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Quick reaction I
Continued from previous page
the claimant.

Ideally, the claimant's
statement should be taken after
the medical records have been w
obtained from the clinic. The at

medical documentation greatly to
improves the ability of the'
investigator to interview the an

claimant. b

The medical records must ag
support the injured party's ti
account of his/her course of it

treatment. By comparing the ce

claimant's testimony and the gr
medical records, the investigator a
should know if the claimant is

being truthful and, at this point, if
if the medical clinic overcharged p
or billed for services that were o
never rendered to the claimant. c

• Researching clinic
ownership. W

Researching the layers of c
ownership of a medical facility E
might reveal the name of an a
attorney or another non-medical d
person as part owner and W

thereby establish a connection C
between a claimant's legal
representation and the facility. a
Ownership information, such as 1
fictitious business filings, An

business licenses and s

corporation records, is obtained v
by contacting the appropriate c
government agency within the A
state and/or county in which the p
clinic is doing business. p

Real estate records can a
uncover a connection between m
the claimant's attorney and the m
clinic owner in property t
investments outside the clinic. A
search of these records can also m
establish that the doctor or

attorney own businesses
providing support services for
the clinic-such as interpreters,
court reporters, diagnostic
examiners, referral agencies and
rehabilitation counselors. These

searches can be done through
various online data bases.

If these records reveal

improper associations, the
investigator can often develop
enough evidence to close down a
shady medical operation and
bring professional misconduct or
even criminal charges against
the doctor or attorney.

Instead of eliminating one
phony claim, the investigation
can expose hundreds, if not
thousands, of fraudulent cases.

Insurers are beginning to
realize they are missing excellent
opportunities to uncover
fraudulent medical operations
when they investigate only the
facts pertaining directly to an
injury or accident and not the
following medical treatment.

With the tab for workers comp
at $70 billion a year (nearly
triple what was paid in 1980),
and the average workers comp
claim cost at more than $19,000,
it pays for insurers and
employers to thoroughly
investigate all aspects of
questionable claims. in

79 Hutchison is
'< 9 president/chief

investigator offi
T.B. Hutchison &

Associates, a
Westtake Village,
Calif., plivate
investigation
agency

specializing in
workers

compensation cases, auto insurance
fraud. internal corporate
investigations and sental
harassment claims.

nsurer not afraid to attack comp fraud
By NANCY P. JOHNSON Fremont took out full-page ads

in major California newspapers .
GLENDALE, Calif.-One announcing the results of a --I

orkers compensation insurer is major offensive on comp fraud. -'..--I.--

tacking comp fraud with every The ads noted that in one year,

lrtgadtioon.Insur- eorweeonl 'rtnudiolr L_#
ce Co. is using newspaper ads, were a direct result of informa- 1 1 COMP
es and an aggressive investiga- investigation unit. And, Fremont

illboards, consumer video pack- tion gathered by Fremont's fraud

on program to fight fraud. And, personnel trained the investiga- STOPS HERE.s fraud investigation unit re- tors in the 17th case, which in-
ntly helped the ABC news pro- volved the California Public Em-

am "PrimeTime Live" pull off ployee Retirement System.
comp sting operation. As of December 1992, Fremont Fremont C
Fraud is a big problem for Cal- had presented 78 fraud cases to v
ornia's $8 billion workers com- local prosecutors, and many
ensation industry, in which 20% more are under investigation.
f all claims involve fraud, ac- The ads also noted that Fre-

ording to state estimates. mont's anti-fraud campaign has :**sar-
"Southern California is the helped reduce total claims, re-
orkers compensation fraud sulting in an estimated $12 mil- Fremont Compensation Insurance Co. estimates its statewide 1993

apital of the world," says James lion savings for policyholders in billboard campaign was seen more than 13 million times per day.
. Little, Fremont's president just five months.
nd chief executive. The Glen- The ads make it clear how seri- program's narrator, Diane dering if they were going to be

ale, Calif.-based company ous Fremont is on pursuing Sawyer, confronted the doctors shown."

rites workers comp policies in fraud, saying: "We will aggressi- one by one with videotapes of Mr. Little found more proof of

alifornia and Arizona. vely contest every penny of every their proposals. Fremont's reputation as being

A turning point in the fight claim we suspect is fraudulent- One doctor, viewing his illegal tough on fraud. "We found dur-

gainst comp fraud came in in court, if necessary." deal, coolly remarked, "I don't ing the 'PrimeTime Live' investi-

991, when one of the major Los After the newspaper ad cam- remember saying that," but the gation that the team had a hard

geles TV news stations ran a paign, Fremont's post-employ- others immediately stormed out time getting unscrupulous pro-

eries on doctors and other pro- ment stress claims-a frequent of the clinic. viders to take Fremont claim-

iders taking part in workers source of comp fraud-fell to 10 "Forensic doctors are getting ants," he said.

omp fraud, said Mr. Little. to 12 per week from an earlier paid tremendous sums of money And, he noted, the number of

fter that, state lawmakers average of 25 to 30 per week. because of loopholes in the law," Fremont's reported workers

assed a workers comp reform The ads also offered a video for said Mr. Little. "The law permits compensation claims continues

rogram-S.B. 1218-that, non-policyholders, containing unlimited medical evaluations, to fall. Fremont's comp claims-

mong other things, set up a advice on how businesses can and these doctors are billing the dropped 40% from January 1992

echanism to provide up to $4 crack down on comp fraud. system as much as $40,000, even to January 1993, with the same

illion per year to local prosecu- Next, the insurer took to the when the claim is phony." amount of premium volume, he

ors to fight workers comp fraud. skies, with a statewide billboard Fremont's involvement with said.

"Fremont decided to take the campaign in early 1993. The "PrimeTime Live" came when Noting that workers comp

essage to the public, which is signs read, "Workers' Comp the TV show contacted the in- fraud will flourish as long as

as important as putting people in Fraud Stops Here," and show a surer for assistance, he said. "We criminals find it so easy and

jail," he said. grim black-and-white photo of worked with them and with poli- profitable, Mr. Little said comp

Fremont geared up for the three inmates in a jail cell. cyholders for about 10 months, fraud "is like narcotics. The pen-

fight by staffing its fraud inves- The two-month campaign used to steer them in the right di- alties include life imprisonment,

tigation unit with former law en- 613 billboards, which were esti- rection." but people still do it because so

forcement professionals and ex- mated to have been seen more Feedback on the "PrimeTime much money is involved."

pert fraud investigators, giving than 13 million times per day. Live" show was impressive, said Just how profitable is such

them authority to work with dis- But California's comp fraud Mr. Little. He has received calls fraud?

trict attorneys and law enforce- artists really took note last and letters from legislators, poli- If "PrimeTime Live's" phony

ment officials throughout Cali- month when "PrimeTime Live" cyholders and non-policyhold- clinic had accepted all the fraud-

fornia. And, rather than just aired a sting operation put to- ers. Plus, he has received calls ulent deals it had been offered in

filing the two-page forms re- gether with Fremont's help. from several high-profile indus- three months, it would have net-

quired by state law, Fremont in- "PrimeTime" set up a phony trial medical practitioners- ted $20 million in comp claims-

vestigators deliver fully pre- medical clinic, with hidden cam- whom ABC did not film-"won- about $666,666 per day. la,

pared cases to the Bureau of eras. The nameplate was barely
Fraudulent Claims so prosecu- on the door when doctors and

tors can act on them immedia- middlemen arrived with offers to

tely. arrange bogus insurance claims InSUFer TOPiCS
The insurer launched its attack by buying or selling patients for

on fraud with a newspaper ad- illegal kickbacks.
vertising campaign in late 1992. At the end of the segment, the ADVERTISER
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To the editor: I am wnting in
reference to your segment on em
ployee recruiting in the Feb. 15 In
surer Topics

I am a 22-year-old male who has
recently entered the reinsurance/in
surance field. What I find odd about
this industry is the overall lack of
recruiting of college graduates In
the story, "Insurers consider neces-
sity of MBAs," the statistic that only
2.5% of New York University MBAs
enter the insurance industry is truly
astonishing, if not embarrassing.
This statistic takes into considera-
tion that these students are concen-

trated in one of the largest insurance
areas of the world. The trend must
change.

The Independent Reinsurance
Underwriters Assn., based in Can-
ton, Ga., offers an internship pro-
gram each summer for college stu-
dents; students work with a
reinsurance intermediary, as well as

a reinsurance company. I was fortu
nate to be accepted for one of these
internships, and this program soli
dified my decision to enter the in
dustry

The insurance industry needs
more of these programs. Today's
students are literate in computer,
business and communication skills,
which are necessary if the industry
is to prosper. Many of my college
friends showed interest in the insur-
ance field, but were unaware of how
to get their foot in the door. They
have moved on to jobs in account-
ing, brokerage and law.

Insurance and reinsurance execu-
tives should do more to recruit col-
lege students. The IRUA program is
a step in the right direction, but
more should be done.

Andrew Pyle
Assistant Vp

Cypress Creek Intermediaries Inc.
Heathrow, Fla.

Munich Reinsurance Co.

North American Reinsurance

Prudential Reinsurance
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HMO enrollment
Continued from page 3
growth in traditional HMOs may be
leveling off. Between January 1992
and July 1992, traditional HMO en-
rollment growth slowed to 2.9%,
compared with 3.1% for the previ-
ous six months, the survey found.

In citing reasons for the current
slowdown, the authors note that
medium-sized HMOs-those with
between 5,000 and 50,000 members
-lost nearly 120,000 enrollees dur-
ing the 12-month period from July
1991 to July 1992. Those HMOs
"were less likely than others to re-
port new contracts with groups pre-
viously covered by other local
HMOs, PPOs, indemnity insurers or
self-insured arrangements."

The slowdown also may be ex-
plained by a change in employers'
behavior, said Richard L. Hamer,
director of publications at Inter-
Study and a co-author of the report.

"Employers are tlying to decrease
the number of health plan options
they offer employees and they are
looking for broad networks with lots
of flexibility," Mr. Hamer said. Em-
ployers "also are looking for in-
creased accountability, which leads
to the desire for one health plan that
agrees to the employer's reporting
requirements," among other things.

Midsize HMOs "are having trou-
ble competing in that environment,"
Mr. Hamer observed.

Meanwhile, open-ended HMO en-
rollment has slowed significantly
over the last few years, the study
found. "The annual rate of enroll-
ment growth for open-ended HMO
products has been dropping from its
peak of nearly 40% in 1990 to
14.8%" from July 1991 to July 1992,
the survey says. "During this period,
212,108 new enrollees were added to
open-ended plans, bringing the na-
tional total to about 1.6 million."

InterStudy defines an open-ended
HMO as one that allows partici-
pants to obtain services outside the
network at reduced benefit levels.
Traditional HMOs restrict partici-
pants to network providers.

The study also found wide vari-
ability in growth rates among the
556 HMOs surveyed. For example,
20% of HMOs reported a 10% or
greater decline in enrollment be-
tween July 1991 and July 1992,
while 9% reported growth between
4% and 10% and 42% reported
growth in excess of 10%.

"There is wide variability in HMO
performance, but we can't really
nail down the reason empirically,"
Mr. Hamer noted. "One factor,
though, may be the relationship be-
tween the health plan's managers or
administrators and the network
providers in the HMO. To the extent
that providers and administrators
can agree on the financial objectives
of the HMO-that is, how to con-
trol costs and such-HMOs are more
likely to be effective" and continue
to grow, he explained.

Eighty-six percent of the HMOs
surveyed reported that their enroll-
ment increase could be attributed to

an increase in the number of group
contracts held by their HMO. Of
those, 68% said their new groups
had originally contracted with an-
other local HMO; 65% said the new
groups were previously policyhold-
ers with indemnity insurers; and
42% said the new groups switched
from a local preferred provider or-
ganization. In addition, 35% of
HMOs reporting increased group
contracts said the business came
from formerly self-insured employ-
ers and 31% cited a gain from em-
ployers with groups enrolled in
"other managed care products." The
total exceeds 100% because HMOs
could cite more than one source.

"To maintain a competitive ad-
vantage in a dynamic marketplace,
many HMOs have worked toward

diversifying their product lines to
include a range of managed care
programs," the survey authors note.

According to the survey, 35% of
HMOs that offer additional man-
aged care products offer or are affi-
liated with a PPO; 32% offer a self-
insured product; 29% offer or are
affiliated with a point-of-service
product; and 23% offer a managed
fee-for-service product.

Marketing other managed care
products is a "lucrative business,"
Mr. Hamer said. But, it's too early to
tell whether there will be an in-
crease in such activity. And, the
survey found, over the last three
years some HMOs have actually de-
creased the nurnber of additional
managed care products they offer.

.

The "InterStudy Competitive Edge
Databook and HMO Directory" is
available for $100 from InterStudg
P.O. Box 4366, St. Paul, Minn.
55104; 612-474-1176.
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Fighting in the trenches e

Health care reform will be won through a grass-roots battle
By Peter Boland between his trusted family physician of 14 years or health care debate by orchestrating a full-fledged

signing up with a new managed care group that may public relations effort in the best sense of the word
ILL HILLARY RODHAM CLINTON be able provide more sophisticated care The American people are ready to hear a bold new
to wrestle the $900 billion health care gorilla? • A hospital administrator who must either lay agenda that links the objectives of economic

 If not, the beast will consume one out of every off more employees due to further Medicare and recovery and growth with the specifics of health
mE: five dollars of our nation's total economic output by Medicaid cutbacks or create turmoil throughout the care reform
5 the end of the decade The only certainty is that it organliation by redesigning work functions and Just as the Economic Summit in Little Rock set

I,y will be a bloody match clinical services to improve efficiency the stage for developing an overall economic
=R

To win this battle, the administration must frame • A 59-year-old electrical worker who is asked to strategy, serious roundtable discussions must set
the debate around the guiding principles of health accept a lower-cost HMO with reduced benefits, health care solutions, not positions, as the goal
care reform by orchestrating grass-roots support on although the expected savings may increase the This requires individuals and organizations to focus

S , a region-by-region basis A series of health care odds of protecting his retiree health care coverage on pragmatic answers that cut across narrow
m...

252 . summits in each part of the country should be • A newly trained cardiologist who must choose ideological and economic interests * 14
m» convened as a centerpiece of the national dialogue between using high-cost procedures she believes are If the process works well, no one will feel they
p on reform options and choices facing Americans essential for high-risk patients 6r following have won a clear victory But everyone should gain a

Health care is local, not national The real battle arbitrary health plan guidelines as a condition for clear understanding about what they had to give up lif

m#A is not in Washington-nly the first fight Health more patient referrals to achieve broader societal goals such as fairness,
 - care reform will be won or lost in the These are not easy choices No one likes to give up expanded access and cost control 4%

trenches-doctor's offices, hospitals, long-term care cherished beliefs, hard-won benefits, expected The administration must develop a nuts-and-bolts ..Ex
facilities, health maintenance organizations and payment levels or ingrained ways of doing business health care political strategy that is just as
preferred provider organizations-where hundreds But that is precisely what is called for to make relentless, comprehensive and demanding as the

e f of thousands of choices are made every day about health care reform work Otherwise, access to campaign that brought them to the White House f} 'SER
1  getting and giving medical care It is on these front affordable care will remain beyond the reach of too Without marshaling broad-based public 1&53

lines that the problem lies and these are the only many Americans understanding and support, special-interest views
, places where substantial savings can be wrung out To get the }ob done, three things must happen and entrenched congressional positions will shackle

of the system right away the health care reform debate And the president
Unless this reality is grasped early on, health care • Begin a serious dialogue about the practical might rue the day he enlisted his most trusted aide

reform efforts will fail and thereby derail economic consequences of health care reform trade-offs to fight what could be a losing battle
recovery • Seek the advice and counsel of a broad range of

For health care reform to generate enough savings people in the trenches outside the Beltway who
to cover the uninsured, Americans should be told understand the day-to-day implications of proposed 9, imm 1 '-4

soon that everyone must sacrifice The public must policies and how to actually implement them Peter Boland is president of
be educated about the trade-offs involved in reform • Mount a 50-state political campaign as the » Botand Healthcare Inc in

More importantly, how will health care reform vehicle to sell the principles of health care refornn Berkeley, Calif, editor of*Shl

4 trade-offs affect people with different needs and and build grass-roots support as a counterweight to "Managed Care Quarterly" and
priorities, such as powerful special-interest groups author of "Making Managed Care 15>

• The chronically 111 sales clerk who must choose Ms Clinton can put her personal stamp on the Work "

Unraveling family leave law
By Seth H. Tievsky Time, regulation needed to clarify answer is unclear

• Employer rights and employee r
Tn NACTMENT OF the controversial responsibilities.
IL and long-debated family leave law new law's impact on employers An employer may require that the
has left employers wondering exactly 12-week leave be taken all at once, in
what their obligations are unde the within a 75-mile radius of the the law will be interpreted as a the case of birth or adoption
new law employee's work site (BI, Feb 8) COBRA qualifying event The law Intermittent or reduced leave may be

The Family and Medical Leave Act A key element of the law is that the mandates that regular health benefits taken by employees when medically
of 1993, signed last month by 1worker must be allowed to return to continue, so returning employees necessary to care for themselves or

% President Clinton, is supposed to be the same }ob or an equivalent position would be unaffected But an employee children, spouses or parents
-: fairly straightforward in its
4 with equivalent benefits and pay who does not return presumably is Intermittent leave refers to leave on an ic

requirement that employers must give Previously accrued benefits may not entitled to elect COBRA coverage occasional basis Reduced leave lS

their workers 12 weeks of unpaid be forfeited But, the worker need not For example, if a sick employee 8%'*taken on a regular, reduced work
leave to care for newborns or attend to accrue any additional benefits or takes 12 weeks of family leave with schedule

ES family medical crises But the details seniority during the leave employer-provided health benefits, The law provides that if an employee
£: of the law, which lS effective Aug 5, For example, the worker apparently then terminates employment and requests intermittent or reduced leave

are far from simple And many issues may not forfeit unused vacation that elects COBRA coverage, would the 18 that is foreseeable based on planned
await clarification in regulations might otherwise be lost, though months of coverage run from the medical treatment, the employer may ,

For many employers, compliance additional vacation accruals are not beginning or the end of the family require the worker to transfer
will turn on the ability to mesh the required during the leave The same leave period? Let's hope government temporarily to an equivalent f

new federal law with state family holds true for pension benefits regulations will provide an answer alternative position that has the same
leave laws currently in place as well as Other issues raised by the law The law allows an employer to pay and benefits but might better
individual corporate policies State include recover health premiums (but appar- accommodate planned absences
laws that are more generous than the • Health insurance. ently not regular medical expenses) There was some controversy in

t I

federal law will continue to govern The employer must continue to paid on behalf of the worker during Congress surrounding the reduced
But any feature of the federal law that provide health benefits during the unpaid leave if that worker fails to leave requirements In the bill
is more liberal will apply Given the

l leave at the same level as if the worker return to the Job, unless that failure lS originally introduced in the House,
breadth of the federal law, it is all but had continued in his or her regular due to continuation of the medical reduced leave could only be taken by
certain that changes in virtually all position The worker must continue to condition or "other circumstances agreement between the worker and the
leave policies will be necessary pay appropriate premiums, beyond the (employee's) control " employer However, in the final

To be eligible for the family leave copayments and other out-of-pocket What those circumstances may be is version as enacted, no such agreement
benefit, an employee must have been costs required under the health plan unclear and could become a is required, it seems the worker can

*C J employed for at least one year and Though benefits are preserved, this contentious issue Would an employer simply opt to take the leave without
must have worked at least 1,250 hours would not prevent the ernployer frorn be entitled to reimbursement if the agreennent
during the past 12 months Also, an revising a health arrangement that employee quit for a higher-paying job An employer already providing paid
employee is only covered if his or her applies to employees generally.

Ser/*
and claimed it was necessary to pay family leave may offset such leave

employer has at least 50 employees It is not clear how leave taken under for uninsured medical expenses? The Continued on next page
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Family leave law
Continued from previous page
against the 12-week leave required by
the law. The employer also may ·
generally require the worker to use his

or her paid vacation, sick or personal
leave (if any) until exhausted, making
up the balance of the 12-week period
with unpaid leave.

But a close reading of the law

reveals that paid sick leave need not
be exhausted to care for a newborn or

adopted child. It isn't clear why this
distinction was made.

To support a claim for family leave,
the employer may require the worker
to obtain a physician's certification of
the existence of the health condition

of the employee, spouse, parent or

child. This may include a description
of the condition, its starting date and

expected duration. If the employer is
not satisfied with the certification, it

may require, at its own expense, a
second opinion. The employer may pay

for a third opinion if the first two
conflict. The third opinion is binding
on both parties.

Employees generally must dive their
employers at least 30 days' notice (or
less if this is not possible) of their

intention to take leave when the

precipitating event is foreseeable, such
as a birth, adoption or planned
medical treatment. The law is

ambiguous about failure to give
notice. Under one interpretation, leave
rights are forfeited, but this is far
from certain. A staffer on the Senate

Subcommittee on Children believes

there is no penalty.
• Whether highly paid employees

are excludable.

Contrary to early reports in the
general media, there is no automatic .
family leave exclusion for highly paid
employees. Rather, an employer may
deny re-employment to certain highly
paid employees whose absence could
cause substantial and grievous
economic injury to operations,
possibly a difficult standard for an
employer to satisfy.

And affected employees must have
prior notice of tkie risk of denied
re-employment before their leave
begins. Otherwise, the exception does
not apply. Regardless of whether
re-employment is available,
employer-provided health benefits
must continue during the leave.

The higher-paid employee exception

only applies to the highest-paid 10% of

salaried workers employed in a
75-mile radius of a work site. So an

employer with operations in widely
dispersed areas could have different
high-paid groups in each location. For
example, the 10% threshold would
likely cover a much higher-paid group
at an employer's headquarters than at
a manufacturing plant 100 miles away.

• Flexible benefits issues.

Unanswered by the new law are a
number of issues affecting flexible
benefit plans. For example, access to
medical flexible spending accounts
should still be available to a worker on

family leave, but could be a problem
for an employer if the worker exhausts
a flex account during leave and then
quits before all employee
contributions are made.

Also, if family leave overlaps the
start of a new flex plan year, would
the employee be entitled to a new FSA
election (and coverage) though there is
no assurance he or she will resume

employment and make employee
contributions? Separately, it appears
that health insurance premiums and
other cafeteria plan payments that are
normally paid with pretax dollars will
be required of the employee with
aftertax dollars during the leave.

• Penalties.

An employer found by a court to
violate the law will be liable to the

employee for up to double the amount
of lost wages and benefits. To ensure
employees are able to enforce their
rights, the law provides that the liable
employer will also have to pay the
employees' attorney fees and other
court costs.

All employers that employ at least
50 workers each day, including
part-time workers, over at least 20
calendar workweeks in the current or

prior year, are affected by the law.
Regulations are expected this June

from the Labor Department, but that
may be too late to help in forming
leave plans that workers can start to
take in early August. Employers
should plan now how they will
implement the law's requirements. 1

, r 1

Seth H. Tievsky is
a principal with

Ernst & Young in
Washington, D.C.
He specializes in the

legal, tax and

regulatory aspects
of employee benefits
consulting.

Underground storage tank coverage
State pollution funds

may be straining
from demand, claims

By Keith H. Cannon

N THE EARLY 1970s, when the Arab oil embargocaused a quadrupling of gasoline prices and long
lines at the pumps, many businesses decided to install

underground storage tanks in order to maintain a stock
of petroleum products. Unfortunately, that decision is
now coming back to haunt those same businesses.

Pollution from underground storage tanks has
become one of the largest liabilities companies face

today. A single loss could potentially bankrupt most
businesses.

With the last of the U.S. Environmental Protection

Agency leak-detection and financial responsibility
compliance deadlines approaching on Dec. 31, 1993,
many service stations, convenience store chains, and
other tank owners and operators will be turning to the
various state funds that insure the risks in the event

they have a leak from their underground tanks (BI,
Nov. 23, 1992).

With the potential for UST losses to jeopardize one's

business survival, companies should be aware of what
these state funds are covering or not covering, how
financially stable they are, and if they can be depended
upon. Will they be there when they are needed?

Many EPA-approved state funds, once promoted as
well-run and well-funded, are now in serious financial

straits and unable to provide the coverage on which
business owners have been depending.

Florida's Department of Environmental
Regulations-after recent changes in the state's storage
tank laws that increase gasoline taxes to 1.2 cents per

gallon, generating more than $100 million a year for
the trust fund-has decided to phase out coverage by
1994.

The Texas Petroleum Storage Reimbursement
Program, which has paid in excess of $170 million,
has stopped paying for some cleanups.

The Michigan UST Financial Assurance Act, which
generates more than $55 million a year and is now $164
million in the hole, sent certified letters in November

1992 to all registered UST owners, stating that
"funding will no longer be available for claims or other
requests received after Feb. 8, 1993." Requests in the

interim may be paid to the extent that money is
available.

Trust funds have been approved by the EPA in 29
states, including Michigan and Texas; seven others,
including Florida, have been submitted for approval
and are considered approved pending final review.
Additionally, seven other states operate funds that
have not yet applied for EPA certification. The
remaining states and the District of Columbia have
state regulations requiring proof of financial

responsibility for UST owners/operators, but have
elected not to develop financial assurance programs

primarily because of the availability of coverage from
the private insurance industry.

Although many petroleum and insurance industry
analysts predict that various trust funds will continue
to deteriorate, some contend that some state programs
are operating successfully and in fact have surplus
funds. However, in a May 1992 meeting of the Society
of Independent Gasoline Marketers Assn. of America,
Dave Ziegel of the EPA's Office of Underground
Storage Tanks commented that many of these
programs are not able to generate enough capital.
States in that position will not acknowledge they are
running out of money-they simply slow down
payments.

State fund solvency has always been a primary
concern of owners/operators and has now become a
major issue with the EPA. The agency is currently
reviewing the situation and has planned to issue a
statement advising of the telltale signs whether a state
fund is running low on cash.

In the meantime, businesses will have to closely
examine their own state programs, taking into
consideration more than just the current surplus levels.

For example, the Virginia Petroleum Storage Tank
Fund claimed a surplus of approximately $17 million
near the end of 1992. With deductibles of $50,000 for

cleanup and $150,000 for third-party liability, the
program has paid 42 claims totaling approximately
$2.2 million, averaging $52,380 per claim.

In July 1992, VPSTF deductibles were reduced,
ranging from as low as $5,000 for cleanup and $15,000
for third-party liability to as high as the original
deductibles, dependmg on the volume of products
stored annually by the owner/operator.

In addition, Virginia regulations will soon allow
access to the fund for an estimated 10,000

above-ground storage tank facilities containing oil, and
approximately 3 million farm/residential motor fuel
USTs and home-heating oil storage tanks previously

excluded from coverage.

Now, the state program will be under greater

demand because more tank leaks will be eligible for
coverage under VPSTF and a larger portion of these

claims will be reimbursed by the fund. Virginia
currently has approximately 50 claims pending at an

average of $66,000 per claim, for an estimated total of
$3.3 million.

The program is funded by a 0.2 cents per gallon
gasoline tax that generates about $10 million per year,
with provisions to increase the tax to 0.3 cents per
gallon, or $15 million per year, if the fund size drops
below $3 million.

Virginia state program officials currently know of

at least 5,000 locations with contamination, and expect
this figure to at least double in the near future.
Assuming only half of the known sites generate claims
at the current average of $52,380 per claim, the demand
would exceed $120 million. The number of

environmentally impaired sites will certainly increase

as the final EPA leak-detection and tank upgrade
regulations approach, forcing businesses to examine
their USTs. Thus, as the number of known sites and

average loss amount increase, demand on VPSTF could
very well exceed $200 million.

All state funds suffer other drawbacks besides

insufficient surplus and lack of funding. Many
programs do not offer third-party liability coverage.

In addition, very few funds provide any coverage for
legal defense costs. Some programs are now setting

caps on the amount they will pay for specific cleanup
work, often resulting in a net return of only 60 cents to
70 cents on the dollar.

The majority of funds are reimbursement programs
requiring the business owner to pay for the initial
cleanup and incur considerable delays awaiting

payment from the state, causing substantial cash flow
problems.

In summary, state funds alone will not provide the

protection that will ensure a company's survival. These
programs should not be considered a substitute for true
insurance. m

Keith H. Cannon is assistant up
in charge of environmental

programs and risk management
services for Henderson & Phillips

Insurance in Norfolk, Va.
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Law of large numbers holds down costs
By John C. Myre By treating each coverage + Improved cash flow.

The savings do not include any cash flow

LARGE NUMBERS are frequently used to calculations However, because any large casualty
measure the insurance industry-hundreds of as part of a larger program, loss will probably take several years to settle,

thousands of people employed, billions of dollars in significant net cash flow savings should occur by
premiums, trillions of dollars in coverage limits risk managers can realize raising the deductibles
One of the major keys to success for this industry is 1 Preference to stay with same insurers.
its ability to spread its risks over many companies significant overall savings Many factors, in addition to price, play a role in
using the law of large numbers-the broader the the choice of insurers We prefer to stay with the 4

base, the more predictable the losses significantly change the exposures The major current insurers because it takes a while for them to 6. 4

On a personal basis, many of us who have had the exposures involve automobile fleets and equipment become familiar with our operations But we
loy of insuring four to five cars at one time have locations These exposures have been the focus of recognize that by doing so we will eventually
used a simplified version of this theory We loss-prevention efforts through the years and pay for the losses in these lower layers, plus
normally use higher deductibles when we insure recently additional actions have been taken to the overhead of the insurers, over a period of
four to five cars than we would if we were only time This premise also drove us toward higher
insuring one to two cars because of the broader Original coverage deductibles

exposure base Using figures from the original and alternative
However, even with all these examples in front of programs, the analysis in the "Savings" chart shows

us, most organizations do not take advantage of this Coverage Deductible Premiums the significant savings that were possible by looking
theory in purchasing their own insurance A $1 million $691,000 at insurance on an overall basis as opposed to an

The purpose of this article is to point out the B 3 million 2.7 million individual coverage basis
value of considering each coverage as part of a total C 7.5 million 3.1 million The total increase in deductibles was determined

insurance program, not as an individual coverage D 10,000 849,000 by the following steps
E 250,000 1.5 millionThis approach means buying insurance as if there
F 250,000 155,000

• 1 The original premium for a particular
was only one policy to purchase, instead of the six G 250,000 185,000 coverage was divided by the total original premiums
to 10 that most of us buy As an example, H 0 478,000 to determine its percent, or weighting, of the total
Southwestern Bell Corp used this concept to reduce Total $9.6 million premiums

1ts insurance costs by more than $5 million • 2 This weighting was then multiplied by the
annually These savings include normal recurring GRAPHIC BY CHRIS ROY increase in the deductible to determine the weighted
losses increase in deductibles for that coverage

A summary of Southwestern Bell's original Alternative coverage • 3. The results of the calculations in step 2
program, excluding primary liability and workers were added to obtain the total increase in

compensation coverages, which are self-insured, is deductibles
Proposed

provided in the chart labeled "Original Coverage " Coverage deductible (millions) Premiums The final program that was selected reduced
For years we viewed each line of coverage as a A $10 $339,000 premiums by more than $5 million annually and

separate transaction We analyzed the losses, B 20 816,000 involved even higher deductibles
premiums and savings associated with various C 20 2.2 million On an individual coverage basis it would have

D 10 100,000deductibles For example, under one of the smaller
E 5 998,000

taken from nine to 48 years for the premium savings
exposures we could only save $23,000 by raising the F 5 55,000 to equal the deductible increase
deductible $500,000 G 5 50,000 However, on a combined basis we could

Invariably we came away thinking that there was H 0 478,000 experience up to $13.5 million in losses every three
a possibility, albeit remote, that at least once in the Total $5 million years for these coverages and layers and still make
next 10 to 25 years we could sustain a loss under a money, based on the premium savings of $4.5
particular coverage that would wipe out the GRAPHIC BY CHRIS ROY million annually This compares favorably
net cash flow premium savings associated to the largest losses in the last 25 years,
with the higher deductible Savings which as noted earlier, were less than $2 5

This left us with deductibles that were million

higher than most companies' and If a more comprehensive analysis isYears required for
comparable to those of our peers Deductible premium savings to required, cost of money calculations, tax
However, in relation to assets and earnings, Premium increase equal deductible rates, and estimates of the frequency and
the deductibles appeared to be small Coverage savings (millions) increase severity of large losses could be included

We felt that we needed to raise the A $352,000 $9 25.6 This approach recognizes the possibility of
deductibles, but we were not comfortable B 1.9 million 17 9.0 several large losses in a short time frame
with the facts we could marshal to lustify C 850,000 12 14.7

D 749,000 10 13.4
that could exceed the premium savings

increased deductibles to our senior
E 460,000 4.8 10.4 However, the purpose of this article is to

management on an individual coverage F 100,000 4.8 48.0 encourage organizations to look at their
basis We then decided to approach this G 135,000 4.8 35.6 coverages as part of an overall program

H 0 0 0issue on a comprehensive basis They should not focus on how high we might
A summary of an alternative program that Total $4.5 million $11.2 million 2.5 years have raised deductibles, but rather on how

was considered is shown in the chart labeled this approach might help them reduce their
"Alternative Coverage " GRAPHIC BY CHRIS ROY insurance costs

. The total differences in the proposed For example, other alternatives with smaller
deductibles are primarily due to regulatory concerns enhance these efforts increases in deductibles reduced the payoff time to
and internal considerations For most companies, + Financial impact from large loss. periods much less than three years
the regulatory concerns would not be an issue The major senior management concern regarding Determining deductibles is probably the most

In deciding to recommend higher deductibles, deductibles is the impact on earnings and stock difficult job of a risk manager The traditional
there were other factors, 1n addition to the premium price in the event of a large loss approach of analyzing each coverage as an island
savings, that supported the decision. These factors To allay that concern, we asked several unto itself usually leads to relatively low
would apply to any company. investment analysts for their opinion of what we deductibles. Ideally, a risk manager would like to

a,0 Loss-prevention efforts within the were considering buy one policy that would cover all of the company's
company. The analysts said they would not be concerned by exposures Because this is not possible, we feel the

The company has a long history of good a one-time loss of two to four times the highest next best thing is to analyze each coverage as a part
loss-prevention efforts Higher deductibles reinforce deductible under consideration, unless it was of the whole insurance package and use the law of
the need to continue these efforts, because the something that fundamentally changed the business the large numbers to the company's advantage I
managers realize there is much more at stake if a (for instance, Union Carbide's 1984 toxic gas leak in
malor loss occurs Bhopal, India, or the cyanide poisoning of Tylenol

,/ Loss history for the company and the capsules in 1982) or was part of a series of bad
industry. management decisions

The company and the industry both had good loss However, several simultaneous large losses in the
histories during the last 25 years During this same year is a real possibility under this program * *;0 John C Myre :sthe former director
period, the company's largest liability loss was $2 4 and must be given careful consideration when , I ofnsk management at Southwestern
million, and the largest property loss was $2 2 recommending higher deductibles Aggregate -I .A,Id- Belt Co,p He now owns Safety Line
million coverages must be considered for coverages with Consultants, a safety consulting flnn

In looking ahead, no issues are arising that should high deductibles. m Chested:eld, Mo

,4
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UNI Storebrand million kronor ($78 7 million),
compared with a profit of 64

Continued from previous page million kronor in 1991 ($10 7 Pleas for credit risk help
government made an effort to million) Gross premium volume
reimburse the shareholders' for this subsidiary increased by More reinsurance capacity a necessity: Trade Indemnity
losses by 6 5% to 4.70 billion kronor

• Injecting money into UNI ($677 7 million) The poor result By MARIA KIELMAS Trade Indemnity's paper adds that under a pro-
Storebrand to recapitalize it was partly due to a loss of 164 posed credit insurance directive from the Euro-

• Guaranteeing payment for million kronor ($23 6 million) LONDON-Trade Indemnity PLC is calling for pean Commission, coverage for political risks out-
UNI Storebrand creditors from Hurricane Andrew, UNI a partnership between the British government and side of the European Community would essentially

• Or abolishing restrictions on Storebrand said the private insurance sector to increase political remain the responsibility of individual govern-
foreign investment in the Norwe- UNI Storebrand Chief Execu- risk reinsurance capacity for U K exporters ments Coverage for credit and political risks
man insurance sector, making it tive Per Terle Vold said that in- The U K credit insurer believes that tighter rem- within the European Community would be largely
possible for a foreign investor to ternational operations will focus surance capacity in the private sector will become reinsured in the private sector
buy out UNI Storebrand exclusively on reinsurance The "serious" and could place U K exporters seeking While governments could continue to provide

Currently, foreigners can buy marine, oil, satellite and liability coverage at a severe disadvantage with competitors cover for E C risks, they would have to be com-
only 10% of a Norwegian finan- insurance lines will transfer to in other European Community nations petitive with private markets Member states would
cial institution But the govern- the non-life unit As an interim measure, Trade Indemnity also is have to withdraw hidden subsidies, such as tax ex-
ment is considering raising this The company's major goal is seeking government reinsurance support for its own emptions, loans at favorable rates and other exclu-
cap to 33% (BI, Feb 8) high, stable earnings, Mr Vold operations sive arrangements, from private exporters

Detailing the UNI Storebrand said, which will be achieved The United Kingdom lS the only major trading The net effect of this proposed directive would be
results, the holding company through an effective use of cam- nation not to provide state-backed insurance and that E C member governments would be free to
said it took a 1 28 billion Norwe- tal, greater concentration on in- reinsurance for short-term credit risks continue supporting their own exporters for politi-
gian kronor charge ($184 6 mil- surance in Norway and a consoli- This threat to capacity emerged after the 1991 cal risks outside the European Community This
lion) in the write-down, and the dation of international privatization of the Insurance Services Group, could put U K insurers without such support at a
new holding company took a 1 35 operations The company "will which was the short-term credit division of the Ex- competitive disadvantage, particularly if the pri-
billion charge ($194 7 million) strive to sell the Skandia shares port Credit Guarantee Department, the U K gov- vate reinsurance market cannot meet all capacity

Both the life and non-life as soon as possible at the best ernment's credit and political risk agency needs

operating subsidiaries improved possible price," he said ISG was acquired by Holland's Nederlandsche "Private reinsurers have. in any event, a problem
their operating results in 1992, A UNI Storebrand spokesman Credietverzekering Mil N V and renamed NCM with providing capacity, and their own weakened
according to the company The denied that the intention to sell Credit Insurance (U K ) Ltd (BI, Dec 23, 1991) To balance sheets make this area unattractive to them
pretax profit for the life insur- the Skandia stake was an- aid the transition to the private sector, the U K when placed alongside other categories which de-
ance company, UNI Storebrand nounced so prominently in the government agreed to provide some reinsurance mand a greater amount of their time and effort and
Livsforsikring A/S, increased annual report because the com- support for NCM (U.K) for three years, which will generate greater amounts of premium income It lS
75% to 191 billion kronor pany has had difficulty selling end in late 1994 probable that reinsurers will eventually withdraw
($275 4 billion) from 1 09 billion the stake He would not comment In a position paper addressed to the government their support from the U K 's two main credit in-
kronor in 1991 ($182 7 million) on potential buyers on the future of short-term export credit insurance surers and thus from a significant portion of the
Gross premium volume rose by According to Mike Wheel- in the United Kingdom, Trade Indemnity argued U K export effort," Trade Indemnity contends
90 million kronor ($13 million) to house, insurance analyst at Lon- that lt and NCM (U K) are the only insurers pro- To solve the problem, Trade Indemnity proposes
476 billion kronor ($6864 mil- don stockbrokers Hoare Govett, viding a full range of commercial and political risk establishing a partnership between the U K gov-
lion) But the share portfolio was UNI Storebrand will only be able protection to U K exporters ernment and private-sector credit insurers to pro-

written down by 537 million to sell its Skandia shares as a Other markets-Lloyd's of London and American vi(ie reinsurance of political risk both inside and
kronor ($77 4 million) package to another insurer But International Group Inc for instance-provide cov- outside the European Community

Of the life company's aftertax another insurance company may erage for segments of the U K market, but these ac- Estimation and pricing of the risks should be left
profit of 1 84 billion kronor only agree to buy these shares if count for less than 5% of total insured exports. with the private sector, ensuring that underwriting
($265 3 million), approximately Skandia changes ltS current lim- Trade Indemnity says is on a commercial basis, the proposal suggests
1.64 billion kronor ($236 5 mil- itations on shareholder voting In terms of volume of U K exports covered, NCM Trade Indemnity also recommends that in the in-
lion) was transferred to policy- rights, he noted (U K ) claims to insure 14 billion pounds ($20 19 terim, government reinsurance support should be
holder surplus "We are examining ways of al- billion) of exports annually, while Trade Indemnity made available to all private-sector insurers that

The non-life company reported tering the present voting rights covers 4 billion pounds ($5 77 billion) underwrite export insurance, not Just to NCM
a pretax profit of 345 billion with the hope of creating a better Furthermore, Trade Indemnity and NCM (U K ) (U K )
kronor for 1992 ($49 7 billion), balance between capital and vot- together purchase about 80% to 85% of the total British Industry Minister Richard Needham said
up 22 8% from 281 billion kronor ing power," said Skandia Vp private-sector reinsurance capacity worldwide for last month before Parliament that the U K govern-
in 1991 ($47 1 billion) The non- Johan Bergenstlerna At present, political risk in the export credit field, the paper ment will continue to provide reinsurance for
life company, UNI Storebrand all Skandia shareholders have claims short-term political risks until the end of 1994 Af-
Skadeforsikring A/S, reported the same voting power, regard- In many other countries, governments reinsure terward, the government will provide reinsurance
that premium volume fell by less of their share size state agencies providing export credit insurance coverage for "cases in the national interest," he
2 5% to 6.87 billion kronor In a separate development, Trade Indemnity has had extensive discussions said
($9907 million) Its losses in- Danish insurer Baltica Holdings with reinsurers on the need for additional capacity A spokeswoman for Trade Indemnity said that
cluded 124 million kronor ($17 9 A/S lS expected to report a large in the private sector The two largest private rein- the minister's statement does not alter its posi-
million) due to the hurncane that 1992 loss after ltS 23% share- surance markets for political risk reinsurance- tion, since the "national interest" case to which he
struck western Norway, and 168 holder, France's Compagnie Fin- Swiss Reinsurance Co and Munich Reinsurance Co referred is an exclusive arrangement between NCM
million kronor ($24 2 million) in anciere du Suez, announced lt -are adamant that they will not increase capacity, (U K ) and the government and does not include
realized losses and write-downs had lost 500 million French and an additional nine major reinsurance com- Trade Indemnity
on the securities portfolio francs in 1992 ($90 5 million) panies have a similar view, according to Trade A spokesman for NCM (U K ) in Cardiff, Wales,

The non-life company's mar- from ltS Baltica investment Indemnity said that the insurer was not consulted about the

ket share fell to 40 8% from Stock analysts have calculated The spokeswoman for Trade Indemnity said this Trade Indemnity position paper However, he said
42 2% that would imply a loss for Bal- is due to the the recession hitting reinsurers' bal- NCM (U K ) also hopes the British government will

The UNI Storebrand Interna- tica Holding of 2 47 billion Dan- ance sheets as much as their lack of appetite for be able to provide some political risk reinsurance
tional A/S reported a loss of 546 ish kronor ($392 7 million) Ell political risk business facility beyond 1994

Bercanus
ADV ERTIS E R

Continued from previous page Judge Kendall declared the priated assets of the Avis Cos by muda's liquidators pursue
erty Special Services Co, Secu- Portermains took money under means of a sham in order to per- wrongdoers both here and over-
rity Exchange Co, Taylored In- false pretenses, carried out a petrate a fraud on Bercanus and/ seas and that these people cannot INDEX
vestors Development Co, and fraud and breached fiduciary or to avoid the personal liability come to the Jurisdiction and op-
Western Home & Overseas Ex- duties to Bercanus in causing the they had on notes due to the Avis erate with impunity," according
change Bermuda company to enter into Cos," the judgment said to Mr Whittle Issue of March 15

The Bercanus liquidation team the South Rock producer agree- Judge Kendall ruled the Por- "But the hard part will be en-

alleged that all six companies ment and the management termains owed fiduciary duties forcing this judgment and col- Advertiser Page #

were owned by Plano Real Prop- agreement to Bercanus, requiring "directors lecting the award," he added American Re-Insurance Co 6-7

erty Investments Inc, a Texas He ruled Bercanus suffered and officers to act, in all man- Mr. Whittle's attorney, Jeff

company owned by the Porter- damages of almost $2 6 million ners affecting the corporation, Ford of the Dallas law firm Win- Business Insurance 14-15,17,22

mains under the producers agreement solely with an eye to the cor- stead Sechrest & Minick, said he Cover X 13

The team further contended and nearly $17 million under the poration's best interest, unham- believed the Portermains also
that all reinsurance premiums management contract pered by any pecuniary interest still have to pay aUS Tax Court Crawforrl & Company 18

received by the Avis Cos from "The reasonable value of the of their own " award Duncanson & Holt 32

Bercanus Insurance were services that South Rock ac- The court awarded Bercanus That award relates to the 1979
Hermitage Insurance Company 12

"promptly distributed as unse- tually performed for Bercanus Insurance Co about $734 mil- sale of Mr Portermain's 90%
cured personal loans to (Ber- under the management agree- lion in damages and a preludg- stake in the managing agency, Industnal Risk Insurers 28

canus director) Florence M Por- ment was not more than $30,000 ment interest of about $10 29 South Rock The tax court rul- ITI'/Hartford 9

termain and other business per year," according to the judg- million. ing was handed down in January
acquaintances or entities of the ment Mr Whittle, who is a co-liqui- 1991 and was upheld by the 5th Phoenix Re Corp 16

Portermains and were never re- The ruling also said that Ber- dator of Bercanus with Ernst & U.S Circuit Court of Appeals in RLI Corp 11

paid" canus lost at least $3 1 million as Young accountant Gil Tucker, June 1991
Judge Kendall, who heard tes- a result of the Portermains' false said the award is a contingent Mr Ford said the couple's Skan(lia Amenca Group 10

timony from Mr Whittle and an pretenses, fraud and breach of fi- asset of the insolvent company, whereabouts are not known He United National Group 4

expert witness on reinsurance duciary duties in connection whose only current asset is about said there are "some indications
transactions, handed down his with arrangements with the Avis $1 5 million in cash. that the Portermains are in an- Wausau Insurance Company 5

decision in a seven-page final Cos "The message that should go other country" but declined to
judgment "The Portermains misappro- out from this matter is that Ber- elaborate

--

1 ple"Le bucu & Appaw..

First Department, No. 46624
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Allianz unit posts underwriting loss, sees job cuts
MUNICH, Germany-Non-life insurer Al-

lianz Versicherungs A.G. suffered its worst
year in decades in 1992 as claims soared and
operating costs drained resources.

Rate hikes and drastic personnel cuts are
necessary because of the poor claims situa-
tion, said Uwe Haasen, chairman of the non-
life group of Allianz AG. Holdings.

While an across-the-board rate hike is not

planned, Allianz Versicherungs plans double-
digit rate hikes in several sectors.

Allianz Versicherungs plans "considerable
rate hikes" for companies that don't fulfill
requirements for better risk management.
"That is the case in fire, industrial fire and
business interruption," a spokesman said. "Ei-
ther that or we will not insure the risk."

Allianz Versicherungs posted 1992 under-
writing losses of 137 million deutsche marks
($82.3 million) after an underwriting profit of
145.9 million deutsche marks ($87.6 million)
in 1991.

Group premium volume at Allianz Versi-
cherungs increased 6.1% to 12.1 billion deut-
sche marks ($7.99 billion) last year from 11.4
billion deutsche marks ($6.84 billion) in 1991.

Despite the underwriting losses, pretax
profits in 1992 totaled 540 million deutsche
marks ($356.5 million), down only 1.4% from
548 million deutsche marks ($329 million) in
1991.

In an effort to control costs, Allianz Versi-
cherungs' east German subsidiary, Deutsche
Versicherungs A.G., will reduce its staff by
1,000, in addition to the 8,500 positions that
were cut in 1991. It also plans to cut its ad-
ministration centers to 20 from 200.

Last year, premium volume for Deutsche
Versicherungs A.G., which was the East Ger-
man state-owned insurer before Allianz ac-
quired it, was 2.3 billion deutsche marks ($1.52
billion), up 21% from 1991's 1.9 billion deut-
sche marks ($1.25 billion).

Catastrophes, auto insurance claims and
criminal damage to property were the primary
causes for Allianz Versicherungs' overall poor
year in the property casualty market, Mr.
Haasen said.

"That's the way it looks for the whole indus-
try," he said. "This isn't a one-time phenome-
non, but a long-term development."

Mr. Haasen expects much of the same for

LONDON

Continued from page 23
rough times that lie ahead for
Lloyd's agencies, said Ralph Sharp,
chief executive of Castle.

Under the terms of the acquisi-
tion, Castle shareholders will receive
12.5 million Archer shares in ex-

change for their shares in Castle.
The formula gives Castle a value of
about 5 million pounds ($7.2 mil-
lion).

Castle manages eight syndicates
in the non-marine, motor, life and
personal accident markets. The syn-
dicates have a combined 1993 ca-
pacity of about 190 million pounds
($287.8 million).

Castle also acts as members' agent
to more than 500 Lloyd's members.
The members' agency will be
merged with Archer's members'
agent, which handles 140 members.
The Castle managing agency will
continue to operate as a separate en-
tity.

Castle needed to become part of a
bigger agency group to face up to
the changes that will take place at
Lloyd's in the next few years, Mr.
Sharp said.

"We have to be realistic and real-

ize the next two to three years are
going to be tough for names and
agents at Lloyd's," he pointed
Out.

If a market solution is found for

the open-year problem at Lloyd's,
agents are bound to be asked to con-
tribute funds to enable it to be im-

plemented. Also, the poor results
due to be published this June for

GLOBAL BRIEFS

1993. Allianz Versicherungs expects a 5% in-
crease in premium volume due to rate hikes,
despite pressure on premium growth from the
reression.

"The amount of claims will likely increase
before they decrease," he said. "Property dam-
age will rise. We can expect losses. But we'll
save where we can. It's going to be a year of
lean operation."

Despite personnel cutbacks and under-
writing losses at Allianz Versicherungs, Mr.
Haasen said the insurance group is pushing
to strengthen its foothold in European mar-
kets.

"Eumpean and domestic insurance markets
are changing," Mr. Haasen said.

"By 1994, we'll see the end of insurance
supervisory authorities and decontrol of prices
and insurance conditions. It has increased the

need for good working networks. Our new
structure focuses on induSUy, business and
private clients. Decentralization and more on-
the-spot decision-making is better for the cli-
ent."

To avoid environmental accidents, Allianz
is campaigning for improvements of safety
standards in shipping. A claim for a tanker
spill near Sumatra, Indonesia, last year cost
the company 40 rnillion deutsche marks ($24
million).

"The situation demands that shipping com-
panies and government establish a worldwide
safety inspection authority," Mr. Haasen said.
"Fifty-three percent of the world fleet is over
15 years old and we can count on a large in-
crease in future claims."

Environment liability will be a future focus,
says Mr. Haasen. As of April 1, Allianz will
0Efer a German environmental liability insur-
ance policy to cover liability for pollution
damage to the environment.

Allianz last year played a central role in the
development of a new model German environ-
mental liability policy for HUK-Verband, the
German Assn. of Liability & Casualty Insurers.
(BI, Oct. 12, 1992). The model was approved
late last year.

-By Don Lewis Kirk

1990 will lead to a further reduction

in capacity at Lloyd's, Mr. Sharp
said.

"Agents at Lloyd's need to be
large economic units so as to po-
sition themselves to deal with the

structural changes that will become
necessary dunng 1993 and 1994," he
said.

"The acquisition of Castle con-
tinues the strategy of developing a
strong, broadly based agency group
to take advantage of the recovery in
underwriting performance in the
Lloyd's market," said Bryan Kellett,
chief executive of Archer.

Last year Archer acquired B.P.D.
Kellett & Co. Ltd. It also attempted
to acquire Cuthbert Heath Under-
writing Ltd., but the acquisition fell
through when the agencies failed to
agree to terms.

Ralph Sharp will join Archer's
board along with Alec Sharp, the
chairman of Castle.

The acquisition is expected to
take place in May, subject to
Lloyd's and Archer shareholders'
approval.

Zurich to buy MMI
Zurich Insurance Group has

sealed its agreement to buy defunct
British insurer Municipal Mutual
Insurance Ltd.

Although Zurich will continue to
offer renewal terms to MMI's poli-
cyholders, it will not take on the
company's past liabilities.

MMI was Britain's largest local
authority insurer and the business
accounted for more than half of its

premium income.

Colombian terrorism cover
BOGOTA, Colombia-The Colombian gov-

ernment has introduced a state-sponsored in-
surance program to cover bodily injury, death
or public transportation vehicle damage from
terrorist attacks.

The program comes after a wave of at-
tacks and car bombings in Bogota and other
major cities, which have been perpetrated by
so-called "narco-terrorists" associated with
the drug trade.

The attacks have escalated as Colombian

law-enforcement officials claim to be moving
in to capture Pablos Escobar, the country's
No. 1 drug baron, who escaped from prison
last July.

Compania de Seguros La Previsora, which
is 95% state owned, will administer the pro-
gram. According to La Previsora's president,
Hernando Gomez, the program has two parts:
Terrorism victims who are incapacitated, or
the dependents of those killed by terrorists,
will be compensated 8 million pesos ($12,400),
and public transportation vehicles will be in-
sured for the replacement value against ter-
rorist attacks.

The government-backed insurance is a stop-
loss program under which the government re-
tains the first $2 million. A second layer of $3
million has been covered by a number of syn-
dicates in the Lloyd's of London market.

The reinsurance premium for the second
layer, which was placed by London brokers
Holman Wade Reinsurance Brokers Ltd., was
$600,000, according to Mr. Gomez.

The Colombian government considered co-
vering some commercial risks through the
program, but discarded the idea because of
high costs.

Reliable loss statistics also proved prohibi-
tive. "We have very good statistics for people
(who have suffered from terrorist attacks),but
no records for material damage," Mr. Gomez
said. But he stressed that terrorism insurance

coverage exists in the Colombian market as an
endorsement to the standard fire insurance

policies.
La Previsora is one of Colombia's largest

insurers with gross annual premium volume
of 46 billion pesos ($71.2 million). It is the
largest in terms of paid-in capital, which is 6

The mutual insurer ran into trou-

ble last year after suffering large
public liability claims. A previous
attempt to save the company failed
after its proposed European part-
ners pulled out of the deal (BI, Oct.
5, 1992).

Zurich began offering renewal
terms to MMI policyholders last Oc-
tober when negotiations with the
company began.

Terms of the deal have not been
revealed.

However, future payments to
MMI will be linked to the profit-
ability of the MMI business that
Zurich takes on, an MMI spokesman
said.

The new Zurich division, Zurich
Municipal, will administer the run-
off of MMI but it will not take on

the liabilities from before Sept. 30,
1992, when MMI stopped under-
writing.

At year-end 1991, MMI had assets
of 1.4 billion pounds ($2.62 billion)
and liabilities of 1.2 billion ($2.24
billion).

Merger authorities with the Euro-
pean Commission in Brussels are
currently investigating the merger of
the companies.

ILU, LIRMA to unite
Marine and non-marine insur-

Hong Kong pensions
Continued from page 23
probably rose to about 13,000 at
year end.

Still, pension plans in Hong
Kong are much less common than
in the United States or the United

Kingdom.

"Some people work for years and
then are left with no money," said
Les Parry, a consultant at Hong
Kong-based Swire Life Consul-
tants, which caters to individual
pension plans rather than corpo-
rate.

In the past, expatriates were the
only workers in Hong Kong who
benefited from any sort of retire-
ment plan. These plans usually
provided a lump-sum payment
upon retirement.

Only in recent years has the in-
digenous population also begun to
receive private retirement income

benefits.

Hong Kong employers sponsor
both defined benefit and defined

contribution plans.
Upon retirement, benefits under

both plans generally are provided
in one or two payments.

The government currently is dis-
cussing legislation that would re-
quire employers in Hong Kong to
offer retirement plans, but most
likely would not change the type of
retirement plans they offer.

ManuLife's Mr. Duggins expects
that new legislation might man-
date the percentage of income em-
ployers would have to contribute to
plans.

At the end of last year, the Hong
Kong government solicited com-
ments about retirement plans from
both industry and the public. It is
expected that once the government

billion pesos ($9.3 million).
The largest insurer in Colombia is Colse-

guros S.A., with annual premium volume of 80
billion pesos ($123.8 million). Colseguros is
part of Grupo Santo Domingo, a family-owned
conglomerate.

Colombian insurers should see improved re-
sults in 1993, because reinsurance rates have
haI,dened and the increases have been passed
on to the direct clients, Mr. Gomez said.

-By Mana Kietmas

Hudson Re runoff moving
HAMILTON, Bermuda-Skandia Group is

moving the runoff of business written by
treaty reinsurance subsidiary Hudson Rein-
surance Co. Ltd. to Toronto from Bermuda.

The runoff will now be handled by Skan-
dia Canada Reinsurance Co., which also is in
runoff.

Hudson Re President Nichols Dove said the
decision to move the runoff was made last

month by senior management at the group's
Swedish headquarters and will result in the
loss of 17 jobs at the Bermuda company.

Hudson Re stopped writing third-party
business in 1991 and has since put up $30
million of reserves for running off its world-
wide property/casualty business.

The reinsurer continues to be used for rent-
a-captive activities in Bermuda.

Meanwhile, Mr. Dove said that affiliate
Skandia International Risk Management Ltd.,
a captive management company employing 23
staff members, will remain in Bermuda. How-
ever, Skandia International will become part
of the Swedish parent's European insurance
management subsidiary, Sinser Group, which
has offices in Dublin, Luxembourg and Stock-
holm.

"The Bermuda company is going to have
a more global approach in the future," he
said. "Because of the relationship with Sinser,
we'll have a more effective worldwide market-

ing effort than before and we'll be able to pro-
vide seamless services to those who need cap-
tive management facilities in more than one
jurisdiction.

Skandia manages about 80 captives from
Bermuda.

-By Roger Scotton

ance companies in the London
market are merging their policy
signing, central accounting and
information technology opera-
tions.

The Institute of London Un-
derwriters and the London In-
surance & Reinsurance Market

Assn. will phase in the merger
over two years.

The decision follows the com-

pletion of a feasibility study on
the merger by consultant KPMG
Peat Marwick.

The combined ILU-LIRMA op-
erations will be based at the

ILU's existing office in Folk-
stone, Kent. iii

has fully reviewed the comments it
received, legislation will be deve-
loped and presented for further
connnnent.

This means any change still is
a while off, as it takes at least two
or three years to finalize a new or-
dinance. Mr. Duggins predicts no
new legislation will emerge until at
least 1995.

Meanwhile, the retirement plan
market continues the growth trend
that began five years ago, says
economist K.K. Chan of the Hong
Kong Shanghai Bank Corp., which
manages retirement funds under
its HSBC Life division.

Mr. Duggins agrees. Between
1987 and 1992, the annual growth
in retirement plans managed by
ManuLife was 20%, both in terms
of plans managed and assets under
management. lei
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- The Professional Marketplace -
RATES AND CLOSING TIME:

Rates: Display class*ed is $130.00 per column inch, minimum of one inch. Straight class#ied is
$11.50 per line, minimum Of 5 lines. Count 34 characters per line (include each space and
punctuation as a character). Additional $17.50 charge /br all blind box ads. Only those reponses
which fit into a business size envelope wiU be forwarded. Responses are fonuarded daily.

Exec. Vice Pres: Negotiate contracts & generate quotes.
Formulate methodology & terms of reinsurance contracts. Calcu-
late premiums/reserves relating to group life & group health rein-
surance. Negotiate retrocession treaties. Supervise mktg. staff.
40 hrs., Job in Stamford CT, 9-5, BS Math, Actuarial Science,
Statistics OR Mktg., 10 yrs. Exp. in job offered or 10 yrs. as
reinsurance marketer, underwriter, or actuary in Group AND Ordi-
nary Insurance. Exp. using PC based actuarial software & in
treaty negotiations. If exp. is as reinsurance marketer, must be a
Marketing Chartered Life Underwriter, if exp. is as underwriter,
must be a Fellow Life Mgt. Institute, if exp. is as Actuary, must be
Society of Actuaries Fellow. $145,000/yr. Send resume to: CT
Dept. of Labor, Job Service Tech. Unit, 200 Folly Brook Blvd.,
Wethersfield, CT 06109. JO#3109999.

SEEKING BLOCKS OF
HEALTH ADMINISTRATION BuSINESS

Large, national company is seeking to acquire one
or more blocks of health/dental/LTD/STD

or life business to administer.

Willing to work with existing risk bearer or
to arrange new underwriting for the block.

Interested parties, write to Business Insurance,
Box 2782,740 N. Rush St., Chicago, IL 60611-2590.

e
James J. Kerasiotes

Secretuy of the Massachusetts
Executive Office of Tmmportation

Laurinda T. Bedingfield
Maasachusetts Highwgy Department Comminioner

Central Artery/Tunnel
The largest public works project of its kind in the U.S. today,
Boston's $6 billion Central Artery/THNKe; will Create a #«fer, more
e#icient highway. improve airport access, mui create acres of open

spacewhenan elguated roadway now stands.

Risk Manager
The Risk Manager is responsible for the development,
implementation and coordination of insurance and other risk
management programs that will provide protection for various
partidpants in the CA/T Project from potential loss. Further
responsibilities will indude the identification and evaluadon of
loss potential; recommendation of the means to protect reduoe
and eliminate such loss and recommendation of insurance cost

oontainment measures Additionally, the Risk Manager will bear
responsibility for the analysis, layout and recommendation of
the comprehensive project business insurance ooverages, broken
negotiations and liaison as well as the development 0oordinator
and administrator of self insurance programs and other
alternative Risk Management programs.

Must have a solid working knowledge of risk, insurance,
liability, finance, accounting, and actuarial principles and
concepts. Knowledge of overall risk and insurance
arrangements and their applicability in Project risk
considerations. Knowledge of insurance marketing and
underwriting principles. Demonstrated skill in project4evel
oontractual negotiations and administration.

Please send resume and salary history o.

BECHTEL/PARSONS BRINCKERHOFF
(A Joint Ventwe of Beckul Co,po,glit», 04
Apwa B,6,96'hotIG,ed, & Dough.h,cj

Human Resources, Dept BB0308/315
One South Station, Boston, MA 02110

An Equal Opportunity Employer
M/F/D/V Principals Only

MARKETING

EXECUTIVE
Major Dallas retailer seeks
marketing professional with

•2+yrprimary or E& S
underwriting experience.

• Direct to London.

• 2 + yr. retail marketing.
• Degree.
• Professional Designation.

INSURANCE EMPLOYMENT
SPECIALISTS

8214 Westchester #500

Dallas, TX 75225

Closing: Published every Monday. Copy must be in typewritten form by noon Tuesday, 6
days preceding publishing date. No verbal phone copy accepted. Prepayment required for
all advertisements. Mail ads to Margaret Hikido, Classified Advertising, 740 N. Rush
St. Chicago. IL 60611. For more infornmtion call 312-649-5340. FAX 312-649-7799.

CHIEF ADMINISTRATIVE OFFICER
Lm Angeles Regionalized Insurance Services Authority is seeking a
CAO with outstanding leadership skill to serve an exciting and stable
joint powers authority which serves the employee benefits needs of
nearly 90 school districts. The CAO provides leadership in long term
planning and development and implementation of health and welfare
programs. This is in a high profile position which represents the
Executive Committee in meetings with the school districts, vendors,
and others. Requires a strong and successful administrative level
background, and an in-depth knowledge of principles & practices of
risk mgmt, insurance admin, self-funding. and pooling. Prefer ARM or
related designation. Compensation DBQ $75K range, multi-yr
employee contract. For additional infonnation please call:

 Ms. Anita Johnson, DirectorExecutive Search Center

(714) 455-7000

NOTICE
The Kansas State Employees Health Care Commission of the State of
Kansas intends to issue a request for proposal(s) (RFP) on April 1,
1993 for its insured indemnity medical, prescription drug, dental and
HMO plans. The medical and drug plans will be insured. Both insured
and self funded arrangements will be considered for the dental plan.

They are presently 38,465 employees and 7,990 retirees participating
in various health plans. The 1993 premium for this plan is expected to
exceed $159,000,000. The indemnity plan has been substantially
strengthened over the last few years by lessening adverse selection
and including a managed care component. As a result, the claims
experience has become much more predictable.

If interested in receiving a copy of the RFP, please forward your
request to:

Kansas Department of Administration
Division of Purchases

900 S.W. Jackson St. - Room 102-N, Topeka, Kansas 66612-1251
Phone: (913) 296-2376 Fax: (913) 296-7240

WORKERS' COMPENSATION
CLAIMS ADMINISTRATOR

(Up to $4OK)
(Cleveland Based)

We are a national leader in our service oriented industry headquartered
in the eastern suburbs of Cleveland.

We are currently seeking a Workers' Compensation Claims Adminis-
trator in our insurance Department to work with insurers, service pro-
viders and company personnel.

The individual we seek has a minimum of 5 years experience managing
multi-state workers' compensation claims in heavy industrialized
states.

This position requires some travel. Some supervisory experience would
be a plus.

We offer an attractive compensation and benefits package. Our staff is
aware of this opening. Please send your resume in confidence to:

Human Resources Manager
P.O. Box 6317

Cleveland, Ohio 44101

An Equal Opportunity Employer

ADVANCED UNDERWRITING
CONSULTANTS

join the company that
towers above the rest:

Metlife

Metlife has an opportunity only an industry leader could provide.
As an Advanced Underwriting Consultant, you will provide technical sup-
port to the industry's most sophisticated Field Force of dedicated agents. You
will answer technicaVmarketing questions via our telephone hotline relative
to products and sales strategies. Your areas of involvement will include
business insurance (including large cases), estate, retirement, and financial
planning, and various income tax implications.

This position requires a comprehensive knowledge of advanced under-
writing relative to advanced markets and personal insurance products.
Effective communications skills and pleasant manner are essential. A Law
Degree or CLU, ChFC and FLMI is helpful. This position provides training
on industry and company products and guidelines.

We offer a competitive salary and benefits program. For consideration, send
your resume with salary requirements, to: MetLife, Professional Recruiting
and Development Programs. Area IMVW, Dept.JH, One Madision Avenue,
New York, NY 10010. Qualified cadidates selected for further consideration
will be contacted.Equal Opportunity Employer.

O MetLife

HELP WANTED

RISK MANAGER

TO $75,000

Growing Fortune 500 corporation
headquartered in Memphis is seeking a
RISK MANAGER. Qualified applicants
must have a minimum of 10 years risk
management experience in all Prop-
erty/casualty coverages. Experience
with loss sensilive programs including
retros, high dollar deductibles, and risk
financing for self-insured contracts is
required. This Senior Manager will be
responsible for plan design, contract
negotiations, claim settlement and loss
control for workers compensation, gen-
eral liability, and all property/casualty
coverages in a high volume environ-
ment encompassing nine states. Excel-
tent pay and benefits. Please send
resume and salary requirements to:

Personnel & Benefits Manager
TPI Restaurants, Inc.

P.O. Box 41379

Memphis, TN 38174-1379

HELP WANTED

JAPANESE PRODUCER

Leading global insurance broker seeks
experienced Japanese business devel-
opment producer/resource for Southern
California. Must be a graduate of a
ma]or Japanese University, preferably
with a U.S. obtained MBA. Candidate
must have a minimum of 10 years large
account insurance production expen-
ence (preferably both in Japan and the
U.S,) and be fully bilingual in English
and Japanese. Position ts based in Los
Angeles. Attractive salary and benefits.
Interested candidate should forward, in
confidence, their resume with a hand-
written letter in English outlining ca-
reer goals, etc to: Willis Corroon Inter-
national/Americas, "Los Angeles
Japanese Resource", Wall Street Plaza,
NY NY 10005, Attention: L. Chappell

RISK MANAGER
CITY OF SHREVEPORT

Requires bachelor degree in business,
finance or related field, plus a combi-
nation of five years experience in prop-
erty and casualty insurance, risk man-
agement, claims administration or loss
control with at least two years of
supervisory experience. Requires
knowledge of risk management princi-
ples and practices to oversee self-
insurance programs for all municipal
departments and to monitor and en-
force third party contract responsibili-
ties. Witi supervise Claims and Safety
Offices.

Knowledge of Personal Computers and
municipal experience preferred. Salary
from low $30's to mid $40's depending
on qualifications.

Send resume to: City of Shreveport,
Personnel Department,

Re: Risk Manager, P.O. Box 31109,
Shreveport, LA 71130.

Upon receipt of resume, qualified ap-
plicants will be sent an applicalion
package for completion. We are an
equal opportunity employer.

Closing date April 16, 1993.

FAX or mail

CLASSIFIED ORDER BLANK

Business Insurance
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Display: $130.00 per inch. Frequency rates available.
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Captive proposal
Continued from page 1
needed to protect policyholders and
ceding companies participating in
fronted programs with unauthorized
reinsurers that may not have suffi-
cient financial incentives to stay
solvent.

Specifically, the proposal seeks to
ensure proper disclosure and regula-
tion of reinsurance transactions in

which an insurer delegates under-
writing or claim settlement au-
thority to an unauthorized rein-
surer.

The act does so by establishing
requirements for reporting, record-
keeping and reinsurance contracts,
among other things. A handful of
transactions, including those with
"a captive insurer," would be ex-
empt from the reporting and disclo-
sure requirement.

But "captive" was narrowly de-
fined. The original March 3 draft
definition included "an insurance

company domiciled in the United
States which is owned by one or
more affiliated persons and which
writes directly or reinsures only:
risks of the owners of such insur-

ance company and affiliates of such
owners; or risks related to or arising
out of the business or operations of
such owners and affiliates."

Commissioner Elizabeth Costle of

Vermont, the largest U.S. captive
domicile, told members of the task
force: 'Vf you don't allow pooling,
you don't have a single-parent cap-
tive exemption"

The majority of task force mem-
bers agreed to broaden the captive
exemption to include risks shared
by a pool of single-parent captive
as long as the risks were homogene-
ous and each captive retained rnore
than 50% of its business.

The task force also limited the

exemption to captives based in a
state or territory that has been ac-
credited by the NAIC.

The final definition effectively ex-

cludes offshore and association cap-
tives from the exemption.

The exclusion of offshore captives
sparked criticism from representa-
tives of Bermuda, the world's largest
captive domicile, and the Risk & In-

surance Management Society Inc.
"Any captive exemption should

be done on a unilateral basis and

make no distinction between off-

shore and onshore," argued Malcolm
Butterfield, Bermuda's registrar of
companies. Such a distinction is
"protectionist" and not necessary
because Bermuda can provide regu-
lators with certificates of compli-
ance with U.S. regulations, he said.

NAIC President Stephen Foster,
who chairs the task force, re-
sponded, "It may appear on its face

New York suspension
Continued from page 1
refuse to give insurance departments the tools-both fi-
nancial and legal-they need to do an adequate job.

However, the suspension "shows we are serious" about
beefing up state regulation through the accreditation
process, said NAIC President Stephen T. Foster during
the group's spring meeting last week in Nashville.

"New York has been--and continues to be-a leader in

insurance regulation," said William H. McCartney, the
chairmah of the NAIC's Committee on Financial Regula-
tion Standards and Accreditation.

The suspension was made because New York regula-
tors lack a few "tools" required to do the job, said
NAIC Vp David Walsh of Alaska.

Specifically, New York lawmakers did not enact a De-
cember 1990 requirement that accredited states have
more control over managing general agents and reinsur-
ance intermediaries. The Legislature also did not enact a
portion of a model law on insurer financial examina-
tions designed to make it easier for regulators and law
enforcement agencies to exchange sensitive information.

The measures are contained in two bills now pending
in the insurance committees of both the New York Sen-

ate-S. 8166 and S. 8176--and Assembly-A. 11006 and
A. 10922.

"I don't know of any strong opposition to any of the
bills," said a New York Insurance Department spokes-
man.

"Under the circumstances, we do not disagree with,
nor object to the NAIC's action and we recognize that
the action was necessary to maintain the effectiveness
and the credibility of the NAIC's accreditation pro-

Ohio retiree plan
Continued from page 2

plan, the School Employees Retire-
ment System, may join the block
later.

The idea of having one provider
compete against another for the
same group of people is that if "net-
work A" is not increasing enroll-
ment, it will improve the quality of
health care it provides to become
more competitive, said John V. Cal-
darella, a Wyatt consultant who as-
sisted in the project.

In addition, when listening to the
national health care debate, retirees

under age 65 are not mentioned
often, he said. The plan is distinc-
tive not only because of its competi-
tive structure, but because it was

developed for a group of these re-
tirees, Mr. Caldarella said.

The plan, which becomes effective
April 1, will provide coverage
through Aetna and BC/BS preferred
provider networks. For retirees in a
given retirement plan, the benefits
provided by Aetna and BC/BS PPOs
will be the same. But, among the
four retirement plans, the benefits

to be protectionism, but I believe
there really is a valid financial regu-
lation basis for it."

He cited problems in obtaining
financial information from many
offshore jurisdictions. But, Mr. Fos-
ter said it may be possible to craft
some language that would allow al-
ternate treatment for Bermuda.

Paul Brown, RIMS' director of

government and public affairs, also
opposed the geographic distinction.

"Of the 3,000 captives out there,
about 10% are located in the U.S.,"
he said. "U.S. industry is watching
this very closely."

Meanwhile, Ms. Costle noted in

an interview that association cap-
tives also would be subject to the
provisions of the fronting law. How-
ever, she noted that association cap-
tives generally are less involved with
fronting than single-parent captives.

Businesses with captives are
likely to initiate a letter-writing and
calling campaign to regulators, Mr.
Brown said. Also, any controversy
will be conveyed to state lawmakers,
which could threaten the viability of
the NAIC's accreditation program.

But Mr. Foster said "it was not a

slam dunk" that adoption of the
fronting bill will become part of the
NAIC's accreditation standards.

And in a heated exchange, he took
exception to what he described as
"overstatements" by Mr. Brown:

gram," said Insurance Superintendent Salvatore R.
Curiale. The program "has done a great deal to raise the
quality and uniformity of state regulation of insurance
throughout the country," he said.

Under NAIC rules, states undergo a full certification
review every five years after they have been accre-
dited and a desk audit every year. However, the Com-
mittee on Financial Regulation Standards and Accredi-
tation has the authority to suspend a state's accreditation
at any time, following notice and a hearing.

Sanctions against unaccredited departments become
tougher beginning next year. For example, accredited
state departments may refuse to accept an insurer exam-
ination performed by a non-accredited state, so insurers
domiciled in non-accredited states could face exami-

nations by several other states.
If and when the legislation is enacted, New York's

suspension will be reviewed and its accreditation rein-
stated.

"We expect New York to rejoin the 18 other accredited
states within the coming months," Mr. McCartney said.

Meanwhile, the Wisconsin Insurance Department nar-
rowly avoided suspension last week by administratively
changing its rules. Managing general agents and reinsur-
ance intermediaries now are required to be licensed in
Wisconsin, said Randy Blumer, assistant deputy commis-
sioner. The state department had been waiting to de-
velop a formal testing program before it began licensing
MGAs and intermediaries.

"I don't think it will have major ramifications," be-
cause few people are affected by the change, Mr. Blumer
said. ial

will vary slightly, Mr. Caldarella
said. Generally, though, all four
plans will require retirees to pay
higher deductibles and copayments
if they choose to go outside the net-
work for medical services, he said.

To avoid added administrative

hassles, Wyatt earlier this year as-
signed the retirees to one of the
two competing providers, Mr. Cal-

darella said. "We didn't want to say,
'Pick your own network' and have
85,000 responses come to us."

The benefit consultant studied

claims data and assigned retirees
to a network according to their phy-
sician relationships, hospital rela-
tionships or geographic regions, ex-
plained Deborah Young, medical
benefits supervisor for the Co-
lumbus-based Police & Firemen's

Disability & Pension Fund.
For example, if a retiree's cur-

rent physician participates in one of
the two networks, he or she was ini-
tially assigned to that PPO. The
same initial assignment was made if
a retiree received care from a hospi-
tal that was part of one of the net-

works. If neither the retiree's physi-
cian nor preferred hospital is in a
network, he or she was then initially
assigned according to geographical
regions, Ms. Young said.

After the initial PPO assignments
were made, retirees had the oppor-
tunity to change networks, Mr. Cal-
darella said. Less than 10% chose to

do so, though, he said.
In addition to having the initial

opportunity to switch networks, re-
tirees will be offered a chance to

change their network once each
year, he said. Retirees will be an-
nually provided with comparative
data on cost and quality results of
the two networks to help make their
decisions.

Quality studies like outcomes re-
search on morbidity and mortality
rates, as well as length-of-stay rates,
will be conducted to determine per-
formance levels, Ms. Young said.

In addition, the four retirement
plans will analyze quality data col-
lected by Aetna and BC/BS and the
changes they make in response to
the data, Mr. Caldarella said. 11
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"Please don't sit here and tell us that

we are telling Corporate America
that they can't have offshore cap-
tives because of this regulation."

Mr. Brown said, "I didn't say they
can't have them; I said it would
make it more difficult for them."

Sandra M. Siegel, assistant dep-
uty superintendent with the New
York Insurance Department, closely
questioned Mr. Brown on what new
burdens the model law would create

for businesses with captives.
"The (fronting) programs that the

captives set up will become more
expensive," and ceding companies
will pass that cost on to the captives,
Mr. Brown said. In addition, he said

the model act calls for the reporting
of some information captive owners
now consider confidential, though
he did not elaborate.

In addition to changing the defini-
tion of an exempt captive, regulators
spelled out technical requirements
for limited circumstances in which a

reinsurance transaction could re-

quire prior approval.
The draft says the regulator

granting such approval would be
the domiciliary regulator of the ced-
ing company or, at most, one other
regulator that has a "stake" in
keeping the company solvent would
also be given authority for keeping
the company solvent-for example
residents of that state pay at least
15% of the insurer's annual gross
written premium.

Comments on the fronting pro-
posal should be sent to Edward Kel-
ley at the NAIC's office in Kan-
sas City, Mo. The deadline is three
weeks before the NAIC's summer

meeting in Chicago, June 20.
In other action at the spring

meeting, regulators agreed to:
• Eliminate insurance industry-

sponsored and funded events at
NAIC meetings, following criticisms
about the perception of impropriety.

• Stop using formal advisory
committees, though regulators plan
to hold public hearings and will still
use technical assistance groups.

• Add seven new requirements to
the NAIC's financial regulation
standards.

In addition, regulators acting in
subgroups:

• Received for comment an out-

line of a industry-written draft of
risk-based capital standards for
property/casualty insurers.

• Required guaranty funds to
treat policyholders more uniformly
by requiring each fund to cover all
the policyholders in its state, re-
gardless of where the insolvent in-
surer is located.

The NAIC is expected to vote in
June on making that part of its
accreditation standard.

• Released for public comment
proposed regulations on 24-hour
coverage pilot projects and on ad-
ding consumer representatives to all
guaranty funds. ial
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InPhoto Surveillance
Expens in long range
video surveillance.

Our agents are sta-

sau tioned within a 3 hour

drive of 80% of the

U.S. populadon

Call 800-822-8220 FAX 800-752-0720

For help with plan distributions and

Trustee to Trustee Transfers

Call Annuity Shopper Services

800-872-6684 Fax 908-521-5110

The Most Comprehensive Risk
Management PC Software Ever!

Call for an On-Line
Demonstration. You

Must See It to Believe It!

FasTrack RMIS™

For DOS, Windows and Novell

RUTI insurance
Software

Solutions

700 Old Roswell Lakes Pkwy. #300
Roswell, Georgia 30076
(404) 992-9383 FAX (404) 992-9377
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Investigate the new generation of quality software solutions for
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liability, and medical cost containment.
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RICO ruling
Continued from page 1
the bankruptcy trustee of the Farrn-
ers' Cooperative of Arkansas &
Oklahoma Inc. The trustee filed the
suit on behalf of farmers who held

promissory notes issued by the co-
op, which declared bankruptcy in
1984.

Among other things, the suit
charged that an Ernst & Young au-
ditor accepted an inflated valuation
of a co-op-owned plant that was
provided by a co-op accountant who
had been convicted of tax fraud.

While the auditor valued the plant
at $4.5 million, its fair market value

was at most $1.5 million, and the
co-op would have been insolvent
based on the lower valuation, court
papers say.

A federal court jury found that
Ernst & Young had committed state
and federal securities fraud. This

verdict survived appeals, though a
$6.1 million damage award was
thrown out by the 8th U.S. Circuit
Court of Appeals, which ordered a
new trial on the damages issue.

Meanwhile, a federal judge had
earlier granted partial summary
judgment in Ernst & Young's favor,
dismissing a RICO claim. A federal
appeals panel later upheld the rul-
ing, and the high court amrmed it.

The Supreme Court majority noted
that RICO makes it unlawful "for

any person employed by or asso-
ciated with any enterprise...to con-
duct or participate, directly or in-
directly, in the conduct of such
enterprise's affairs through a pat-
tem of racketeering activity."

Interpreting this section, the ma-
jority concluded that the double use
of the word "conduct" requires that
a person be involved in managing or
directing a company's affairs for
RICO liability to apply.

"Congress could easily have writ-
ten 'participate, directly or in-
directly, in (an) enterprise's affairs,'
but it chose to repeat the word 'con-

duet.' We conclude, therefore,
that..:conduct' requires an element
of direction," Justice Harry Black-
mun wrote for the majority. The ma-
jority further found that "participa-
tion" must be in the direction of a

company's affairs.
RICO's legislative history also

supports the conclusion that "one is
not liable under (RICO) unless one
has participated in the operation or
management of the enterprise it-
self." The "operation or manage-
ment" test can be applied despite
Congress's directive that RICO be li-
berally interpreted by courts, the
majority also found.

RICO's "liberal construction"

The IRI Difference:Continuous, 100-Year Relationship StaysStrong during Changing Business Cycles
$30 Million in New
Technology Saves Jobs,
Creates Steady Work

 STAFFORD SPRINGS, CT-1 Warren Corporation and Indus- trial Risk Insurers began doingbusiness together just before(' the gold panic of 1893 and havecontinued their association for100 years-a period of unusual: stability through decades ofchanging business conditions.Both IRI and Warren have) grown beyond-but never lostf touch with - their originalroots "Warren, now owned by Italian-based Loro Piana, is po-f sitioning itself to become the{ manufacturer of the highest. a quality fabrics in the U.S.," saidJ Robert Modica, Vice President
4 ofoperations

4 j

The autocone,; which transfers yarn kom a bobbin toaconeand ties itsown knots, is just one labor-saving device used by Warren Corporation.'s Hartford District Omce.
The formula for Loro Piana's "For a century, 1RI repre-

success worldwide is to con-vert textile manufacture from a sentatives have worked wi*labor intensive to a capital in- Warren Corporation and its in- ftensive operation. "Modern surance agent to develop loss jproduction technology helped preventionprograms and installus expand our product line and equipment to help keep the ,
save jobs," said Mr. Modica.

plant productive and its people
The formula for IRI's suc- employed continuously," Mr.cessisalso the same in 70 coun- Tinetti added.

tries across the globe:
Loss prevention, customer

dedication to property conser- service, financial strength,vation through superior loss claim handling and market sta-
prevention principles.

bility are all part of The IRI
"Warren has always kept its Difference, which works tofacilities and risk management conserve millions of dollars ofprograms up-to-date," said property and save thousands ofe.
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clause "obviously seeks to ensure
that Congress's intent is not frus-
trated by an overly narrow reading
of the statute, but it is not an invita-
tion to apply RICO to new purposes
that Congress never intended," the
opinion reads.

Reviewing Ernst & Young's role
in preparing the co-op's financial
statements, the majority found that
its failure to reflect the plant's fair
market value "is not sufficient to

give rise to liability" under RICO.
In a dissenting opinion, Justice

David Souter, joined by Justice
Byron White, disputed the major-
ity's reading of the statute.

"It is hard to imagine how the'op-
eration or management' test would
leave the statute with the capacity
to reach the indirect participation of
someone merely associated with an
enterprise," Justice Souter wrote. "I
think, then, that this contextual ex-
amination shows 'conduct' to have a

long arm, unlimited by any require-
ment to prove that the activity in-
cludes an element of direction."

Business interests and others

praised the ruling. "This is a step in
restoring some sort of balance and
defmition to RICO," said Jed S. Ra-
koff, a lawyer with Fried, Frank,
Harris, Shriver & Jacobson in New
York. He helped draft a friend-of-
the-court brief filed by the AFL-
CIO supporting Ernst & Young.

"People have abused the statute,
have used it as a weapon for extrav-
agant claims and extortionate set-
tlement demands, and have per-
verted its intended purpose in
literally hundreds of instances," Mr.
Rakoff said. "That cannot have been
Congress's intention and it's time
the court called a halt to it."

The "operation and management"
test does away with much easier
tests applied by courts in several
federal appellate circuits where
most RICO claims are filed, includ-
ing circuits covering New York,
Chicago and California, said Gary
Elden, a lawyer with Grippo &
Elden in Chicago, representing the
plaintiffs in the suit against Ernst &
Young.

The ruling represents a loss for
the NAIC and others.

"The key actors in successful
frauds involving the illegal opera-
tion of insurance companies invari-
ably include independent entities,
such as insurance agencies, brokers
and reinsurers, and consultants,
such as accountants, actuaries and
attorneys," the NAIC argued in a
friend-of-the-court brief.

The "operation or management"
test would effectively immunize
these parties from RICO liability
even though they contributed to in-
surer failures, regulators argued.

Nevertheless, the ruling does not
preclude RICO suits against outsid-
ers, noted North Carolina Insurance
Commissioner James Long, who has
testified before Congress against
proposed limitations of RICO.

But the ruling will require reg-
ulators to show that outside pro-
fessionals exercised control over
failed companies, he said.

The U.S. Department of Justice
also filed a friend-of-the-court brief

supporting the plaintiffs. The de-
partment was concerned that limit-
ing RICO claims against profes-
sionals could harm the government's
civil and criminal RICO actions

against those connected with S&L
failures and others, experts say.

Still, the Supreme Court's ruling
will not affect a variety of other
charges that can be brought against
professionals, including negligence
and fraud claims.

"They are off the hook for tre-
ble damages" under RICO, noted
Arthur F. Mathews, a partner with
Wilmer, Cutler & Pickering in
Washington. "They are still on the
hook for punitive damages on state
common law fraud claims."
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IBM benefits Tane, a partner with benefit consultant program Mr Coluccl would not identify service network, we do have a preferred
Kwasha Lipton in Fort Lee, N J those custonners provider organization managed for us by

Continued from page l Setting up quasi-independent com- However, WFS eventually hopes to de- Intracorp "
substantial freedom to pursue strategies panies "is part of a trend we see with a lot sign, establish and administer employee Also holding down COStS 15 a home
that will make them competitive within of our larger clients to make sure that benefit programs for outside companies, health care program-an alternative to
their own industries, Mr Tarre explained. they're getting cost-effective, high-qual- though lt won't say which ones "In terms costly hospitalization or nursing home

Formed in June 1992, WFS has already 1ty services from their staff functions," of our target markets, at this point any care-also managed by Intracorp, a unit of
saved IBM more than $45 million in Mr Tane said company that can use outsourced human CIGNA Corp The home care, which in-
streamlined operations alone, said WFS Take American Telephone & Telegraph resource assistance is a potential cus- cludes skilled nursing care and respiratory
President Bill Colucci Co, for example Since 1985, ltS Actuarial tomer," a spokesman said therapy, must be prescribed by a physi-

For example, group health care benefit Sciences Associates Inc unit has been And as it evolves, WFS will gradually cian to be eligible for coverage, Ms Claus
administration has been consolidated at a providing benefit services both to its par- offer IBM business units a broader array said
national service center in Raleigh, N C. ent company and to outside customers (BI, of human resource services-including IBM has also introduced a managed
State-of-the-art technology at the center April 1, 1991) various health care plans aside from the dental program as an alternative to its
includes automated voice-response com- Based in Piscataway, N.J., the subsidi- current IBM program-and allow them to regular dental plan "an HMO for teeth,"
munications systems, Mr Tarre said ary grew out of AT&T's pre-divestiture customize those services for the needs of Ms Claus said "Six major carriers man-

The human resources unlt 15 not a sepa- actuarial organization It provides em- their employees and their own business age the program, and in any given geogra-
rate business in the same sense as the ployee benefit and compensation consult- strategies, Mr. Colucci said phic area, employees can use one or two
manufacturing units "But we operate as ing services to 1ts natural client base-the "The real advantage" of this system is networks
though we're a company," Mr Colucci divested "Baby Bells"-and to a growing that the individual IBM units will decide "The other major strategy is to revisit
said WFS handles all the specialized number of outside companies like W R "how much human resource services they cost sharing," Ms Claus continued "The
human resources services for the other Grace & Co and Florida Power & Light want and how much they're willing to pay focus of this is we want our employees to
business units, including research, con- Co., said Michael J Gulotta, ASA's presi- for them, instead of having a bunch of become informed, involved health care
sulting, and developing and designing dent and chief executive officer human resources people saying, "You need consumers "

benefit programs IBM employs 158,000 "Our competitors are the TPF&Cs, the this and that service,' " Mr Tane said Effective Jan 1, 1991, full reim-
workers nationwide Hewitts, the Wyatts and the Mercers of the Along with IBM's corporate restructur- bursement of all eligible services for acci-

For now, there lS little risk to WFS All world, and we compete very effectively," mg, two ma]or steps in 1990 to 1992 have dental injury within 72 hours was discon-
IBM units are required to use WFS for he asserted "We've consistently achieved contributed to lower per-capita health tinued, with those services now
their human resources services, including high revenue growth " costs, said Sherril Claus, manager of reimbursed at 80%, she said
compensation and benefits design and ad- Obtaining employee benefit services health and wellness programs at WFS The medical plan deductible carryover
ministration, Mr. Colucci said from a subsidiary that is gaining "a "One, we are managing the expensive provision was also eliminated in January

By 1994, though, "all of the IBM busm- breadth of experience" in many industries kinds of care-such as mental health and 1991 Previously, the portion of the de-
esses will be free to choose their human has worked to the advantage of AT&T and substance abuse, catastrophic medical and ductible that was satisfied during the
resources support from wherever they all of ASA's clients, Mr Gulotta said home health care," she explained And fourth quarter of one year counted toward
wish," he said "Our intention, of course, At IBM, the human resources unit was secondly, some costs were shifted to work- both the current and following year's de-
is to be demonstrably the provider of formed as part of an overall move toward ers through higher deductibles ductible, Ms Claus said
choice " decentralization "It became clear to us In the mental health and substance Beginning last July, the hospitalization

In this new entrepreneurial role, Mr that the one-size-fits-all mentality was abuse area, "we have literally reduced deductible under IBM's Indemnity plan
Colucci says he is confident that WFS will not going to be appropriate" in designing costs through case management and use of was increased to 100% of the first day's
retain the business "The worst way you human resource programs for the various networks," she said Both services are room and board charges, up from 40%
can have a customer is by fiat " units, Mr Colucci explained provided by Amencan PsychManagement Also beginning in July, a $40 per-person

And, by the same token, WFS is also As it gained experience in customizing Inc. of Arlington, Va Employees use a deductible was instituted for employees in
confident ltS services will become more services for its sister organizations, WFS point-of-service mental health and sub- IBM's regular dental plan
marketable to outside customers, he said decided it could also provide these ser- stance abuse network, while their claims Stricter coordination of benefits provi-

IBM is not alone in making this move vices to outside companies are paid through IBM's indemnity plan. sions also were adopted.

"Internal staff services have previously Among the services it currently provides "We've done similar things with cata- IBM employees have a choice of IBM's
Just got a free ride," without having to to outside clients are recruiting, screening strophic medical-primarily case manage- self-insured indemnity plan and more
compete for customers, agreed Lance and assisting with a corporate downsizing ment Though we don't have a point-of- than 129 HMOs across the country

Transamerica
Cont:nued from page 3 plan, citing SEC rules limiting its venue department, which tions," the statement says And TIG's stricter, more
Corp, a Birmingham, Ala -based their comments to the contents of handles coverage for sports and And even though "Ruben has profit-oriented underwriting
life and health insurer, will be- their securities registration fil- concert arenas not indicated to TIG whether lt policy has already begun to take
come chairman and chief execu- mg "We still place business with will exercise such termination shape
tive officer According to the SEC filing, Transamerica on a daily basis," rights," the filing adds, "man- 44They have been very selective

Don Hutson, chairman, presi- Transamerica's new management he said agement believes that the termi- about what business they will
dent and chief executive officer is developing a business plan But the SEC filing suggests nation of the Ruben contract accept," observed Alice Prine,
of American Eagle Group, a Dal- that will be made final after the that Ruben's exclusive contract would not have a material ad- vp-casualty manager of Marsh &
las-based specialty insurer, will closing with Transamerica may be verse effect on TIG " MeLennan Inc 's sports and en-
become president and chief "Preliminary plans include, voided by the change in owner- Meanwhile, other insurance tertainment division
operating officer but are not limited to, centraliz- ship brokers say they have been given TIG's premium quotes also

Among those who are no ing certain functions and conso- The Ruben contract is "subject the green light to begin placing have become comparable to ltS
longer with the company are lidating operations to reduce ex- to certain rights of termination entertainment coverage directly competitors, Ms Prine noted

• Richard W Wratten, presi- penses and reducing or upon the occurrence of certain with the insurer or through ltS "If they love the business,
dent of the commercial insurance eliminating business operations events," some of which "have oc- sports and leisure MGA, Fort they'll go after it," but generally,
division and products that do not offer, in curred in connection with the of- Wayne, Ind -based K&K Insur- "they're not buying the business

new management's Judgment, fering and the related transac- ance Group anymore," she said
prospects for earning a satisfac-

TIG has'been very tory rate of return on invested Prudential Re
capital," the securities statement

selective about what says Cont:nued from page 2 Zurich Reinsurance Co of New "The strategic fit (with Pru-

business they will One of those operations ap- Prudential's move follows York prove successful (see story, dential's other operations) has
parently is Transamerica's enter- Aetna Life & Casualty Cos ' $1 3 page 2) never been there," he observed of

accept,' says M&M's tainment division, which last billion sale of American Re-In- The Prudential spokesman the reinsurance unit
year posted a combined ratio of surance Co to leveraged buyout denied that hurricane losses suf- Hurricane losses and the fa-Alice Prine.
146 2% specialist Kohlberg Kravis Ro- fered by Pru Re and affiliate vorable view investors currently

"As a result, specialty com- berts last year American Re Prudential Property & Casualty have of the reinsurance business
mercial has chosen not to meet Corp, the reinsurer's new hold- Insurance Co led to the decision have given Prudential "a much

• Glenn S Thomas, senlor vp competitive pnces in certain ele- ing company, successfully raised to seek a buyer for its reinsur- better reason for jettisoning the
of commercial property/casualty ments of the entertainment bum- $359 6 million in an initial pub- ance unit "We started to look property," Mr Snyder said
underwriting ness," according to the SEC fil- lic offering in January (BI, Feb into this situation months before He also expressed doubts that

• William Palgutt, president of ing 1, Aug 24, 1992) the humcane " Prudential will end up retaining
the specialty insurance division In addition, Transamerica has Pru Re recorded gross written Rumors of Pru Re's sale were Pru Re, saying that Prudential

• Michael E Grady, senior vP taken the underwriting pen away premiums of $7409 million in rife after the hurncane, though, would probably consider a pub-
of excess and special risks from Albert G Ruben & Co , the 1992 and net written premiums and analysts suggest that the lic offering or management

• Joseph K Saad, senior vp of Los Angeles-based managing of $704 2 million losses along with other factors buyout to shed the reinsurer if a
specialty claims general agent Hit hard by the hurricane may have accelerated Pruden- private buyer can't be found

• Robert Anders, resident vp Ruben had an exclusive con- losses, the reinsurer suffered a tial's decision "The die has been cast They

at Transamerica Entertainment tract with the insurer to produce net underwriting loss of $320 4 "Hurricane losses may have have (announced) that this no
Insurance business from the entertainment million last year Partially offset been a catalyst to their thinking, longer fits in the Prudential fam-

Calls to Mr Wratten are being industry, including major motion by investment gains of $238 7 but not the cause," said Michael ily," Mr Snyder said
referred to Bill Ehlers, senior vp pictures and television produc- million, Pru Re ended the year Smith, an analyst with Shearson Noting the reinsurance mar-
of commercial property/liability tions with a net loss of $546 million, Lehman Brothers Inc in New kers "hypersensitivity" to par-
operations, or Kenneth M Fu- Although officials at Ruben compared with net income of York ent company financial commit-
lino, president and chief operat- declined to comment on whether $62 6 million in 1991 Prudential probably weighed ment, he observed that Pru Re
ing officer of the workers com- its MGA contract had been su- The reinsurer's assets totaled the capital it would have to allo- would suffer a slow drain of cli-
pensation division spended, citing the insurer's IPO, $2 8 billion at year end cate to the reinsurance business ents and personnel if it remains a

While spokesmen for the in- they insisted that they were still While Pru Re is currently the and the related rates of return Prudential subsidiary
surer will confirm these individ- placing business with the in- largest broker market reinsurer and decided it no longer wanted "This company has to be sold
uals are no longer with the com- surer in the United States, it may be to be in that business, said John come hell or high water," he
pany, they will not acknowledge Ruben President Bob Chellan surpassed if plans by Centre Re- H Snyder, senior vp with the said "It will be perceived as da-
whether their departures are also declined to confirm reports insurance Co Ltd and Fund property/casualty division of maged goods if they do not sell
part of a larger reorganization that the broker had mothballed American Cos to recapitalize A M Best Co in Oldwick, N J this company " lai
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Regulators to yank licenses
of three surplus lines brokers

SAN FRANCISCO--California regulators are moving
to revoke the licenses of three surplus lines brokers that
helped place millions of dollars of business with several
offshore insurers, some associated with Alan Teale, who
has been jailed on multiple insurance fraud charges.

The California Insurance Department also issued a
cease-and-desist order against a Washington state man-
aging general agency that allegedly "rented" licenses
from the three brokers to produce business illegally
for the offshore companies.

The cease and desist order names International Insur-
ance Underwriters of Washington State Inc., based in
Lynnwood, Wash.; and John D. Nordstrom, Lawrence R.
Hoehne and Robert Thul, IIU's chairman, vice chairman
and president, respectively.

Also named in the order are: Toma Surplus Lines In-
surance Brokers Inc., a Marina Del Rey, Calif., broker
that is 90% owned by Mr. Nordstrom; and Thomas W.
Whitaker Jr., 10% owner and president of Toma.

California regulators separately filed complaints to re-
voke the licenses of Toma; Response Insurance Bro-
kers Inc. of Glendale, Calif., and President Chester
Zalewski; and Great Republic Insurance Agency of San
Diego.

Regulators accuse the three brokers of allowing IIU to
rubber-stamp the brokers' names on policies it issued for
offshore insurers to make it appear the coverage was le-
gally placed by a licensed broker.

The complaint against Toma charges it continued
to place business with two insurers-United States &
Continental Remsurance Co. of Belgium and Trelawney
Insurances Ltd. of Ireland-after California barred bro-
kers from doing business with the companies.

Mr. Whitaker also told Insurance Department investi-
gators he knew of no claim problems with Trelaw-

Health reform developments
Continued from page 1
reform packages.

In a change of policy, the U.S.
Chamber of Commerce proposed
that employers must make at least
some contribution toward their em-

ployees' health care benefits. How-
ever, the Chamber did not go as far
as to say that employers should
sponsor health care plans.

The Chamber also said it would

not oppose taxing employees on a
portion of employer-paid health
care premiums.

In addition, the Chamber en-
dorsed managed competition and
the creation of regional purchasing
groups to give small employers more
buying clout.

Meanwhile, the ERISA Industry
Committee also endorsed health

care purchasing cooperatives and
requiring that all individuals be co-
vered either under government
health plans, employer plans or pur-
chasing cooperatives.

Neither proposal, though, goes as
far as a package advanced last year
by the Assn. of Private Pension &
Welfare Plans. Among other things,
the APPWP proposed that all em-
ployers must offer health care plans
and pay for a substantial portion of
their cost (BI, Dec. 21, 1992).

• A federal judge in Washington
ruled that members of the health
care reform task force and advisers

can continue to meet privately with
lobbyists, but that the task force
must open formal, information-
gathering hearings to the public.

U.S. District Court Judge Royce
Lamberth's ruling is considered a
victory for the administration.

The conflicting messages the ad-
ministration sent out last week on
benefit taxation continue a trend of
confusion on the issue.

Last month, for example, the
White House quickly scrambled to
deny a newspaper report that the
task force would not recommend

workers be taxed on employer-paid
health care premiums.

First, a White House spokeswo-
man denied the report, saying a de-
cision on health care benefit taxa-
tion had not been made.

President Clinton later said no

ney at the same time Toma was sending form letters to
claimants apologizing for claims payment delays. Toma
also had lettens from Trelawney's claims processor say-
ing the insurer lacked funds to pay claims in full and
offering nominal payments instead, regulators allege.

California regulators identified six offshore insurers
for which IIU acted as MGA:

• US&C, which Mr. Teale allegedly controlled.
Mr. Teale and his wife, Charlotte C. Rentz, were ar-

rested in January on multiple fraud charges arising
from their operation of US&C and about 20 other alleg-
edly fraudulent offshore insurers (BI, Jan. 25).

• Trelawney, also allegedly controlled by Mr. Teale
and which Mr. Hoehne last year said he was acquiring
(BI, May 4, 1992).

• Domestic Insurance Co. Inc. of the Philippines.
• Financial Services Insurance Ltd. of Bermuda.
• Universal Insurance& Reinsurance Co. of Panama.

• Provident Capital Indemnity Co. Ltd. of Dominica,
which California regulators barred last year after alleg-
ing that its financial statements included $75 million in
bogus assets (BI, Nov. 2, 1992)

Combined, the three brokerages reported $72.5 million
in premium volume from various periods since 1990, the
majority of it with IIU-managed companies.

Mr. Hoehne referred questions to his lawyer, who
could not be reached.

Mr. Zalewski denied IIU was operating illegally as an
MGA through Response, saying Response was using IIU
as a "service center." He also said Response voluntarily
discontinued its auto insurance programs in December
1991 and is now handling only aviation risks.

"We had no involvement with Teale," he added.
The other respondents could not be reached.

-By Douglas MeLeod

final decision had been reached, ad-
ding that he looked favorably on
higher cigarette taxes as a revenue
source to help fund coverage for the
uninsured.

All the confusion on health care

benefit taxation probably indicates
the task force hasn't made a de-
cision, noted James Klein, executive
director of the APPWP.

Others caution in reading too
much into Mrs. Clinton's statement.

Nothing she said would rule out
taxes on "ultra-rich" health care

benefits, said Henry Saveth, a prin-
cipal with A. Foster Higgins & Co.
Inc. in New York.

Others offer another interpreta-
tion of NIrs. Clinton's statement: In-

stead of taxing employees on em-
ployer-paid health care premiums,
the task force might propose limit-
ing employers' tax deduction for
health care expenses.

"Employers should be real careful
on how they read her (Mrs. Clin-
ton's) statement. It does not mean
that benefit taxation is off the table.

It probably means the task force is
focusing on taxing employers, such
as limiting company tax deductions
for health care COStS, instead of tax-
ing employees," said Frank McAr-
dle, a consultant with Hewitt Asso-
ciates in Washington.

Currently, employer-paid health
care expenses are fully deductible.

On the open meetings issue, Judge
Lamberth's ruling came in a suit
filed by several health care groups
that argued federal law barred the
task force from meeting privately.

Judge Lamberth agreed that for-
mal task force meetings must be
public for the purpose of informa-
tion-gathering. "The public has the
right to know what information is
being presented to the task force
and by whom it is being given."

But decisions can be made in pri-
vate to ensure that presidential ad-
visers can speak freely and candidly,
the judge ruled.

In addition, the mling allows task
force members and advisers to con-

tinue to meet informally in private
with lobbyists and other health care
experts to help shape the president's
plan. Eli

ZRC offering
Continued from page 2

Centre Re, whose main operating
subsidiary is finite risk reinsurer
Centre Reinsurance (Bermuda) Ltd.,
is 74% owned by the Zurich Insur-
ance Co. of Switzerland.

Fund American, whose chairman
is John J. Byrne, owned Fireman's
Fund Corp. before it was sold to Al-
lianz A.G. Holding in 1991.

Once the IPO is completed, Centre
Re is expected to own about 55% of
ZRC Holding's common stock.

Stephen M. Gluckstem, who now
is president and CEO of Centre Re,
will become chairman, president
and CEO of ZRC and the holding
company on March 23.

Richard E. Smith, formerly senior
vp of Centre Re, has been named
ZRC's executive vp and chief
operating officer, while Peter Por-
lino, formerly a partner at Ernst &
Young, will serve as senior vp, chief
financial officer and treasurer.

Mr. Gluckstern will remain presi-
dent and CEO of Centre Reinsur-

ance Holdings, while Michael Palm,
Centre Re executive vp, will replace
him as president and CEO of the
Bermuda reinsumr.

ZRC is expected to receive a
warm welcome from brokers and

ceding companies.
Centre Re is "creating the General

Re of the brokered market," said
John H. Snyder, senior vp with A.M.
Best Co. General Reinsurance Corp.,
the largest U.S. property/casualty
reinsurer, is a direct writer.

And given the growing sensitivity
to security-both real and perceived
-in the reinsurance market, "this
company is going to be like a large
magnet and it's going to attract a lot
of business," he predicted.

"I think another leading reinsurer
definitely has a place in the mar-
ket," said Joanne Momssey, princi-
pal with Firemark Consultants Inc.
in Parsippany, N.J.

"This is a very good time to be
coming into the market with that
kind of capacity," agreed Kirk
Roeser, president of Gill & Roeser
Inc. in New York, a reinsurance bro-
ker. However, he noted that prop-
erty catastrophe reinsurance is what
is needed most, and ZRC will only

Update
Clinton launches PBGC panel
Continued from page 2

The task force will comprise high-ranking officials from the PBGC,
the Commerce, Labor and Treasury departments, and the Office of
Management and Budget.

Employer lobbying groups welcome the formation of the task force
as a sign that the administration is aware of the agency's massive
problems and may propose remedies.

GM seeks retrial in pickup case
ATLANTA--General Motors Corp. filed a motion for a new trial

last week in the case that resulted in a $105.2 million award to the
parents of a teen-ager killed when his GMC pickup truck crashed.

The parents of Shannon Moseley, 17, were awarded $101 million in
punitive damages and $4.2 million in actual damages (BI, Feb. 8).

General Motors says it has uncovered two new witnesses who
say the teen-ager died before the truck burst into flames and did
not suffer in the fire.

Meanwhile, the state of Georgia has appealed a judge's ruling
that a law giving the state 75% of punitive damage awards in certain
product liability cases is unconstitutional.

The Feb. 26 ruling cost Georgia $75.8 million it was seeking as its
portion of the $101 million punitive award to the Moseleys.

Judge Albert L. Thompson of the State Court for Fulton County
said the Products Liability Punitive Damages Statute discriminated
against product liability plaintiffs because plaintiffs in other tort
cases are allowed to keep all damages.

Private bank deposit insurance
STAMFORD, Conn.-Bank depositors will be able to buy pri-

vate deposit insurance to cover deposits exceeding the $100,000
limit insured by the federal government under a new program
underwritten by General Star Indemnity Co.

Kevin P. Brooks, chairman of General Star Indemnity, a unit
of General Re Corp., said the surplus lines insurer is now taking
applications for the new policies, which will be effective April 1.
Under the program, depositors can buy a minimum $200,000 policy to
cover deposits of more than $100,000, the maximum insurable by the
Federal Deposit Insurance Corp. Mr. Brooks said Gen Star will limit
its exposure in any one bank and its branches to $5 million.

He said the program is aimed at firms like insurance agencies
and travel agencies "where someone is acting as a fiduciary" and
could at any given time have more than $100,000 on deposit in one
bank.

The program was developed by Veribanc, a Wakefield, Mass.,
banking research firm, and Centrex Underwriters, a Memphis, Tenn.,
insurance agency specializing in liquor liability.

Briefly noted
Peter T. Pruitt, the former president of Frank B. Hall & Co. Inc.,

has retired as chairman of Rollins Hudig Hall of New York. . . .Wind,
hail and tornadoes caused an estimated $75 million in insured prop-
erty damage to portions of Georgia, Kentucky and Tennessee Feb.
22-23, reports the Property Claim Services division of the American
Insurance Services Group. The severe weather was assigned Catastro-
phe No. 43... .Fremont Compensation Insurance Co. says it will
prosecute cases of alleged workers comp fraud featured on ABC's
"PrimeTime Live" last month....In an attempt to break the dead-
lock on workers comp reform, California Gov. Pete Wilson will
create an advisory work comp task force of business and labor repre-
sentatives. The panel will be modeled after an Oregon panel that
produced a successful law.. -.A former Lloyd's of Inndon broker
killed himself last month due to the uncertainty of his potential
losses at Lloyd's, a coroner ruled last week. Richard Burgoyne, 53,
sold his brokerage, Burgoyne Alford, in 1984. . . Ben Lytle, chairman
and CEO of brokerage Acordia Inc., recently assumed the additional
position of president....New Jersey officials last week reached a
$42.7 million settlement with Hanover Insurance Co., Selective Insur-
ance Co., Continental Casualty Co. and Newark Insurance Co.-four
of 15 insurers it alleges mishandled claims under the defunct Joint
Underwriting Assn. The agreement brings to seven the number of
companies named in a 1990 lawsuit that have settled with the state.

be able to write a limited amount of
that business.

Willis T. King Jr., president of
Wilcox Inc. in New York, was more
cautious. "They'll certainly have the
financial capability. Will they have
the underwriting staff to do it? I
don't know."

The stock market also likely will
receive the IPO warmly.

ZRC is registering 9.45 million
shares at a proposed maximum
price of $28 per sham.

The market "will be highly recep-
tive to a reinsurance company," said
Charles Ronson, an analyst with
Balestra Capital in New York.

"There's an appetite for high
quality (reinsurance) companies that
do a good job," said Herbert E.
Goodfriend, a consultant with
KPMG Peat Marwick in New York.

Michael Smith, an analyst with

Lehman Bros. in New York, said:
"They clearly recognized that size
counts in this market, and if you're
doing a public offering of a reinsur-
ance entity, you'd better do it when
investors have some interest."

In today's stock market, even in-
surance offerings of "variable qual-
ity" are selling, said Joyce Cult)ert of
Chicago Corp. "It's amazing."

Observers said they are also
pleased that Mr. Gluckstern will be
running the company.

"He's maniacal, but he's very,
very good," said Ms. Morrissey.

"Steven Gluckstern is one of the
most original thinkers in the insur-
ance business, and he has created a
new way of looking at the insurance
business that is very healthy," said
Russell Miller, chairman of invest-
ment banker Russell Miller Inc. in
San Francisco. ial
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Brokers hopeful market will firm up Bi Insurance Index

By LEONARD M. WILSON sures, though, were generally soft in the Inc through its Gallagher-Bassett divi- 1,050
fourth quarterSpecial to Business Insurance mon, has not abated Gallagher recorded a

If we calculate domestic commission 27% rise in fees, principally from varied 1,030 4

pUBLICLY OWNED insurance brokers growth at 3% as an average for the public aspects of self-insurance services during '11 1 4
-L reported fourth-quarter and full-year brokers, we can then derive the extent of the fourth quarter Soft markets usually ,1,010
1992 results several weeks ago without rate reductions as a residual To our esti- do not favor self-insurance, but the so- +1+
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much fanfare (BI, March 1) Most of the mate of net new business of 5%, we reckon phistication of the insurance buyer has A»*ty@=1&
fireworks from an investor's standpoint underlying growth in the existing book of rendered this axiom obsolete  1. 7» *-"'IF''revolved around rising expectations of a business at 3%, combining both increased Investment income for the brokers suf- 970

change in premium rates And itt is clear units of exposure and any rise in insurable fered from the low level of short-term in-
that investors already have raised their values We think this is a reasonable num- terest rates and modest growth in the .4 -. -11*i '

sights on prospects for 1993 This opti- ber despite the lingering effects of the throughput of premiums I.

mism is yet to be fully validated, but no sluggish economy and the slowing rate of As for total revenues, gains were in the , 930 K_*4•tl•'-·,4*0|Ni ' 41,*,•64,:*-4 6,1 1
assessment as to upcoming developments Inflation area of 5%, except for Gallagher, whose k f'*'5«§#f/»
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would be complete without a passing re- These three drivers of commissions- comparisons were bolstered by self-insur- 1 910 '- + ..8!-4- , N.' 1 1

view of results for the latest reporting pe- new business, units and values-add up to ance Expenses mostly advanced a bit fas-
nod 8% against estimated actual commission ter than revenues, with resultant continu-

Not surprisingly, little evidence of firm- growth of 3% Premium rate reductions ing slippage of profit margins The erosion '
Base = 100 on Dec 29,1978

ing rates could be discerned in the fourth- across the book of business then must have of profit margins has been a repetitive 1 source No-rdby Interational Inc
1]
-jquarter numbers Revenue growth was been about 5% This calculation seems theme of the soft market, an outcome that

generally on the weak side and expense consistent with what contacts have indi- leaves the broker little recourse but to do Insurance industry stocks rose last week as the
control continued as the front line against cated during the fourth quarter about the the best possible Job of cost control Business insurance Index climbed 22.7 points
profit deterioration Overall, earnings general tenor of price-cutting still com- Did the fourth quarter offer any insights to 979.8 March 12 from 957.1 on March 5. Ad-

progress in both the quarter and the full petitive, but perhaps somewhat more se- into the hoped-for development of a vancing issues for the week were led by States-
year was lackluster, as expected lective firmer market? Most contacts were man Group, up 15.9%; FHP international, up

Direct brokerage business in the United Gains for reinsurance brokerage are dif- queried well after the close of the year, 15.1%; and U.S. Healthcare, up 12.1%. Declin-

States generated modest year-over-year ficult to encapsulate simply because there and at a time when many renewals were ing issues for the week followed Seibels Bruce,

gains for the quarter, typically in the low is considerable variation in business mix still being shopped Evidence on premium down 24.2%; American Indemnity/Financial,

single-digit range Several brokers sug- from one broker to another. Alexander & rates remained ambiguous outside of the down 5.6%; and Guaranty National Corp.,down
4.2%. The most active issue was U.S. Health-

gested that commissions had accelerated Alexander Services Inc likely achieved property area, and even there rate changes care 10.6 million shares traded. The Bl Index
slightly, compared with the first nine double-digit increases in reinsurance bro- appeared to be selective We conclude was up 2.496; the NYSE Composite was up
months of 1992 But the source of this kerage, but advances of this magnitude from the fourth quarter that brokers are 0.9%; the Standard & Poor's 500 was up 0.8%;
marginal additional strength was not were not uniform Rising premium rates in still prepared for tough market conditions and the Dow Jones 30 Industrials rose 0.7%.
ascribed to premium rates Marsh & the reinsurance area have in many in- even though they are hopeful Cost reduc-
MeLennan Cos Inc, for example, posted stances been offset by shortages of capac- tion, cautious expansion of staff and tight
an estimated 6% advance in direct domes- 1ty, thereby restricting top-line growth. British Issues

controls on non-employment costs persist
tic brokerage Commissions in the fourth Contacts uniformly attested to better as ingrained initiatives. 1 Week

quarter pricing outside the United States, citing Judging by the action of stock prices, March 11 Price P/E Div Yield High--Low

Net new business ran at about 5% to 6% the United Kingdom, continental Europe the detached observer might conclude that Companies pence pence % pencepence

of the prior year's commissions, with total and even Australia As a result, we think the turn in the market lS ln the bag Insur- Comml Union 612 14/M 32 5 53 635-612

Genl Accident 601 N/M 35 7 59 603-594
new business at 10% to 12% by our esti- international brokerage probably out- ance brokerage managers, however, are G€in Royal Exch 186 N/M 93 50 192-186
mate Lost business was in the area of 5% stripped domestic gains The strength in still tuned to the as-yet-unforgiving Royal 300 NAv[ 67 22 304-300

These quarterly figures are thoroughly the dollar against the pound diluted the operating environment 11  Sun Alliance 338 14/M 190 56 346-333
consistent with the performance for all of year-over-year Increase in dollar-deno- Brokers

1992 New business was a mainstay during minated revenues and earnings Bradstock 140 165 68 49 140-140

the year and clearly ranked with expense Benefits consulting posted moderate CEHeath 359 208 21 3* 5 9 363-359

control as a critical preserver of operating gains throughout the year Recession, un- Hogg Group 185 177 109 59 185-185

profits certainty posed by the new administration JB G/oup 183 139 100 55 183-183

We ordinarily back into our estimates of and possibly a degree of temporary satu- Lloyd lhompson 295 237 75 25 295-295
Leonard M Wdson ts a Lowndes Lmbrt 349 138 168 48 351-348

premium rate changes for any quarter ration in immediate client needs ac-
ji senior up with Lazard PWS Holdings 64 95 53 83 64-60

The movement in rates prior to the effect counted for the less-robust showing in
1#

Asset Management Inc Sedgwick Gip 182 21 9 80 44 182-168

of Hurricane Andrew was centered in ma- 1992 He ts a member of the Steel Brri Jones 244 119 177 73 244-244

rine, aviation, workers compensation and Willis Con·oon 208 19 4 88 42 208-190Self-insurance demand, gauged by the New York Society of
in some specialty lines Mainstream expo- performance of Arthur J Gallagher & Co Secunty Analysts Source Ph* Olsen, l.ondon 'Eshmated

r--- -

Bi Industry Stock Report
'r

1
MARCH 8, 1993 THROUGH MARCH 12,1993

-

Weekly Year to Date Annual Mkt/Bk

BROKERS
Weekly Year to Date Annual Mkt/Bk

Pnce % change % change High Low Vol (000) $ Ow % Yield P/E Book value value Price % change % change High Low Vol (000) $ Div % Yield P/E Book value value

Acordia inc NYS 2450 889 1395 24.75 15.13 118 036 147 16 701 350 Mutual Risk Mgmt Ltd NYS 3900 2.19 3.70 4600 2575 111 028 072 22 751 5.19

Alexander & Alexander NYS 2550 4 49 3 77 2888 1800 1204 100 392 19 1000 2 55 NAC Re Corp OTC 41.75 277 309 44 75 21 75 233 016 038 73 1360 3.07

Gallagher Arthur J & Co NYS 3325 327 17 70 3500 21 00 151 072 217 21 635 5 24 National Re Corp NYS 3588 399 21.10 3900 1700 132 0.12 0.33 20 N/A N/A

Hilb Rogal & Hamilton NYS 1575 382 080 1688 1100 173 044 279 22 311 506 Navigators Group OTC 3325 3 91 2 31 4700 2850 47 000 000 23 1569 2.12
Marsh & Mclennan NYS 9250 413 123 97 63 71 25 391 268 290 22 1440 642 Nobel Insurance LTD OTC 750 526 2766 825 425 280 000 000 5 3 91 192

Poe & Associates OTC 1650 294 149 1900 11.25 13 040 242 21 264 625 NWNL Companies NYS 6338 742 2457 6338 2988 274 1.48 2.34 15 46 21 137

BROKERS AVERAGE 43 47 22 17 Ohio Casualty Corp OTC 6700 152 614 6875 4900 147 284 424 12 4308 1.56

CONGLOMERATES & HOLDING COMPANIES Old Republic Int I NYS 2550 -049 251 27 38 18 75 289 040 1 57 8 1863 137

Onon Captai Corp NYS 44.13 173 2473 44.13 23.19 110 0 80 1.81 10 2862 154

Berkiey W R Corp OTC 46.25 107 756 5050 3100 671 036 078 18 2351 1.97 Phoenix RE Corp OTC 2600 000 6508 2700 888 265 020 077 40 1332 195

Berkshire Hathaway Inc NYS 127000 -086 809 129000 867500 1 000 000 51 6437.25 1 97 Provident LIfe NYS 2800 132 1.75 31.50 2000 162 104 371 11 3038 092

ITT (Hartford Group) NYS 7800 065 833 7850 6250 1906 1.96 2 51 30 6823 1 14 Re Capital Corp ASE 1488 085 985 1663 1225 38 0 24 1.61 71 1688 088

Sears (Allstate) NYS 5225 1.42 1484 54 75 37 75 3580 1.60 306 9 40.18 1 30 Reliance Group Holdings NYS 688 1000 1224 7.13 4.13 1250 032 465 3 294 234

CONGLOMERATES AVERAGE 47 97 16 7 RU Corp NYS 27.13 136 960 2863 1775 24 052 192 12 1792 151

St Paul Companies NYS 8000 306 390 8325 6650 516 280 350
INSURERS/REINSURERS

14 5979 1.34

SAFECO Corp OTC 6225 119 969 6463 4200 733 164 263 14 3537 176

AEGON N V NYS SCOR U S Corp NYS
46.88 0.27

2050 000 1714
1261 4763 3300 47 0.68 1.45 8 3406 138

2063 13.13 3 028 137 85 14 39 1.42

Aetna L,le & Casualty NYS
Se,bels Bruce Group OTC

4763 104 2.42 5375 3800
138 2416 2667 6.13

799 276 580
038

87 67 GB 0 71
123 000 0.00 0 6.22 022

Selective Ins Group OTC 2500
, Allied Geup Inc OTC 4125 237 2992

000 1364
4250 1875 110 072 175 10 1129 365

25 75 16 75 88 1.12 448 12 2022 124

Allmerica Prop & Casualty NYS
Statesman Group Inc OTC

5675 044 1238 6025 3475 252
1638 1593 3646 1638

044 078 9 4044
500 1109

140
005 031 9 6.71 2.44

Tok,o Manne & Fire OTC
Amencan General NYS 31 63

4800 132
630 -44.52 31 63 20 25

000
2204 108 3.42 13 3989 079

52 63 32.25 2 000 000 96 7093 068

American Hentage Lite Ins NYS
Torchrnark Corp NYS 60.13

3325 4 31 992
143

3388 2488 11
595

084 253 16 1651
64 75 3600

201
386 1 04 1 73 17 1487 404

Amencan indemnity/Fin t OTC
Transamenca NYS

850 556
49.13 1.81

41.67 9.75
234

475 1 008 0.94 5
5100 4000

1443 059
691 200 407 12 3586 137

i Amencan International NYS Transatiantic Holdings NYS
12263 051 5 71

51 75 448 780 5675 2938 114
12788 8200 028 0541460 0.56 0 46 16 5421 226

17 21 85 237

, American RE Corp NYS
Travelers Corp NYS 27.38

3925 329 608
234 046 3075 17.13 120741 75 34 25

160 584
269 000 000 39 N/A 14/A

3 4385 0.62

Aon Corp NYS Tienwick Group Inc OTC 4875
5425 236 046

130
55 50 39.75 319 1 68 310

1963
18 27.17 200

4875 2500 114 080 164 19 2387 204

Argonaut Group
United Fire & Casualty OTC

OTC 3275 565
3775 203

738
904

3325 2550 133 084 256 10 2170 151
4300 3566 1 1.00 265 108 28.47 1.33

AVEMCO Corp NYS
Ungnn OTC 4275 059 000 4400 3275

24 25 451 374 28 00 21.00 37 0 40 165 30 733 331
227 1 20 281 13 3651 117

Baldwin & Lyons Inc OTC
UNUMCoip NYS 5663

3600 000 137
022 684

3650 2650 0 048 133 9
5800 32 00

3085 117 819 0 64 113 15 21.83 259

US Facilities Corp OTC 838 635
c 6 Chandler Insurance OTC 388 3.13 1842 763

1625
388 0 000 000 18

1700 650
863 045

892 000 000 11 964 087

,; Chubb Corp NYS USF&G Corp NYS 1363
9175 069 3.23

1.87 1010
9550 6238

1500
530 172 187 13 40.67

800
226

968 020 1 47 80 1029 132  
1 F CIGNA Corp NYS USLICO Corp NYS 1650

6025
4.76

105 2.77 6800 47.13
833 2000 1500

882 304 505 ' 11 8173 074
45 024 145 5 2980 0551 1

USLIFE Corp NYS 3888 000 724 CNA Financial Corp NYS 9200 110 6.12 10288 7975 91 000 000 ,9 8024 115
42 63 28.41 338 1 20 3 09 13 64.90 0.60 1 

Washington National
j ; Continental Corp

NYS
NYS

2788
2625 -047

569 21 20
233 3475 2000 704 1 00 381 12 3832 069

2788 1688 61 1.08 387 16 30.27 092

1 i EXEL Ud
Zenith National Ins NYS

NYS 4763
2588 049

053 079
3101

51 00 32.13 283 1 00 2 10 9 N/A N/A
2588 1550 192 100 386 27 1481 175'

' Fund American Corp NYS 7738 438 747
INSURERS/REINSURERS AVERAGE 12

7750 6250 98 000 000
70

56 81.85 095
24 204

Fremont General Corp OTC 39.75 -0.93 1522 3975 1700 174 108 272 9 2562 155

 Frontier Insurance Group NYS 4700 330 805 4700 2703 66 0 60 1.28 16 1397 336

Gainsco Inc ASE 1825 -068 2920 1950 778 174 004 022 23 265 689
HEALTH MAINTENANCE ORGANIZATIONS

General RE Corp NYS 116 75 -043 086 13050 7750 592 188 161 17 4607 253 FHP International OTC 21 88 15.13 938 2900 12.50 1663 000 000 20 9 61 228
Guaranty National Corp NYS 22.75 4.21 1519 24 00 13 50 40 048 211 14 912 2 49 Paciticare Health Sys OTC 3575 752 2990 5750 2525 399 000 000 19 390 917

i Harleysville Group OTC 2875 7.48 177 3275 1775 263 064 223 13 1677 1 71 Safeguard Health Enter OTC 900 1.41 769 1475 700 13 000 000 11
Hantord Steam Boiler

403 223
NYS 5850 000 1.30 5988 4675 77 212 362 22 1974 2 96 Sierra Health Services ASE 1588 6.72 2659 21 69 806 302 000 000 14 2.01 790

1 Kemper Corp NYS 3125 081 549 3525 2075 592 092 294 9 3766 083 United Healthcare Corp NYS 5025 691

Lawrence Insurance Group
1165 6800 3425 2442 003 006 30 468 1074

ASE 763 000 1159 1025 700 1 048 630 17 466 1 64 United Medical Corp ASE 913 000 43.14 975 6.13 2 020 219 22 1030 089
Liberty Corp NYS 3150 244 1150 3288 2225 98 056 1.78 13 1843 1 71 U S Healthcare OTC 47 63 12.06 672 5975 2900 10584 0 52 1 09 26 360 13.23
Lincoln National NYS 7625 1.33 427 7825 5050 454 304 399 10 5892 1.29 HMOS AVERAGE 71 24 04 18

Market Corp OTC 3525 000 1280 3600 2300 63 000 000 8 1544 228 ALL COMPANIES AVERAGE 18 48 21 19

System design Nordby Intemational Inc



It's a risky
world ...

but Duncanson & Holt has it covered.

We create innovative reinsurance products to cover the challenges
of an ever-changing world. As North America's largest accident
and health reinsurer, we offer a wide range of treaty and facultative
products including:

Special Risk/Personal Accident

Occupational Accident

Excess Portfolio Medical

Specific & Aggregate Stop Loss

Long Term Disability

Long Term Care

We're known for financial strength and sound management, with
over $400 million in annualized premium and a per occurrence
capacity of $100 million.

In a world of risk, Duncanson & Holt is the reinsurance partner
you can trust.

db
Duncanson & Holt Group

Atlanta, Chicago, Dallas, Hartford, London, New York, Philadelphia,
Portland (Me), San Francisco, Seattle, Singapore, Toronto


