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Employers support
Oregon health plan
Could lead to medical rationing

By LOUISE KERTESZ

SALEM, Ore.-Large employers
in Oregon are lending their support
to a complex-and potentially far-
reaching-plan to widen access to
Medicaid coverage while prioritiz-
ing and rationing medical care
available under the government
program.

Withholding payment under
Medicaid for certain high-risk,
high-cost services will make more
funds available to extend basic

health care coverage to all the
state's uninsured, low-income in-

dividuals, lawmakers say.
Large employers believe the plan

-which is the most recent phase of
the Oregon Basic Health Services
Act of 1989-will help stop health
care providers from shifting the
cost of health care for the 400,000
Oregonians without health insur-
ance to employer-paid plans. And,
employers hope the plan eventually
will check the proliferation of
state-mandated benefits in insured

health care plans. Both of these
problems drive up employer's

health care costs.

State officials also say they in-
tend to use the prioritized list of
services as the basis for determin-

ing a basic benefit package to be
mandated first for companies par-
ticipating in a small-business
health insurance program and later
as a minimum package for all em-
ployed Oregonians, even those co-
vered by self-insured plans.

That will require a waiver of the
Employee Retirement Income Se-
curity Act of 1974, though at least
one Oregon business group main-
tains its self-insured members

would not oppose such a move.
ERISA pre-empts states from im-
posing specific benefit require-
ments on self-funded health care
plans.

Many employers support the
broad application of the priori-
tized list of services because they
expect the basic benefit package
developed from the priority list to
replace the current list of 23 state-
mandated coverages in Oregon.

The large number of mandated
Continued on page 52

Blues tout savings
of precertification
aided by computer

By JERRY GEISEL

CHICAGO-A new precertification system that combines a com-
puter program with nurse and physician reviews is spotting inap-
propriate procedures, improving the quality of care and saving
money, according to a new study.

An American Medical Assn. official, though, criticized what he
called the secrecy of the review system. Without knowing what cri-
teria were used, he said, it is impossible to draw conclusions about
how much treatment is inappropriate.

According to the system, physicians proposed inappropriate
treatment in more than 11% of 9,125. reviewed cases involving 21
surgical and diagnostic procedures.

The study, coordinated by the Blue Cross & Blue Shield Assn.,
is among the first to measure whether UR software packages are
an effective tool in identifying inappropriate treatment before ex-
pensive surgery or diagnostic tests are conducted.

"This is an important study. It tells us that medical review can be
done telephonically," said Dr. Roger Taylor, national leader for
health care consulting with The Wyatt Co. in Washington, D.C.

"The program has taught us that pre-authorization procedures
can be an effective quality utilization and cost management tool,"
added Mary Ellen O'Donnell, director of utilization management

Continued on page 62

Targeting fraudulent MEWAs
is government official's goal
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Louisiana insurance regulator
convicted on 31 criminal charges

NEW ORLEANS-A federal jury has
convicted Louisiana Insurance Commis-

sioner Doug Green on money laundering,
mail fraud and conspiracy charges stem-
ming from his 1987 election campaign.

The jury took about three hours last
Wednesday to convict Mr. Green on 31
of 40 charges: three counts of money laun-
dering, 27 counts of mail fraud and one
count of conspiracy.

He was acquitted of seven mail fraud
charges, and a mistrial was declared on

Continued on nezt page
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Brokers and underwriters in London already are
assembling insurance facilities for contractors
seeking to help reconstruct Kuwaiti buildings
and oil installations damaged by Iraqi forces.

Capacity
is plentiful
for Kuwait

reconstruction
Companies eager to help rebuild

war-torn Kuwait probably won't
have to worry about the availabil-
ity of insurance.

Capacity for construction-re-
lated risks remains plentiful and
brokers say close ties between the
U.S. and Kuwaiti governments
after the war mean contractors will

have few problems securing politi-
cal risk coverage.

However, the concentration of

high-priced projects in one nation
could deplete political risk capac-
ity, one insurer warns.

With estimates of rebuilding
costs running up to $100 billion,
underwriters and brokers world-

wide already are attempting to
seize opportunities. London bro-
kers and underwriters, for exam-

ple, are assembling facilities to un-
derwrite construction risks.

However, the contractors-many
of which will be U.S. companies-
may be able to tap their existing
construction all-risk insurance

packages to cover Kuwaiti
projects.

An insurance official in Kuwait

says that the government will

Supporters predict approval
of product liability reform bill

Page 2

again enforce a rule, which pre-
dates the Aug. 2 Iraqi invasion, re-
quiring all Kuwaiti-domiciled
assets to be covered by Kuwaiti in-
surers.

If that is the case, then almost all
coverage for companies registered
in Kuwait-but not necessarily
foreign companies operating there
-will have to be written through
Kuwait's four insurers.

Foreign underwriters could rein-
sure the coverage, after it was
ceded by the Kuwaiti insurers to
Kuwait Reinsurance Co.

Many insurance arrangements
for the rebuilding will not be made
for some time, brokers and un-
derwriters agree.

However, Alexander & Alex-
ander Services Inc. is close to fina-

lizing a brokerage contract with
the Kuwaiti government under
which A&A will place marine and
war risk insurance for cargo to be
shipped from the United States to
Kuwait, said another broker in-
volved in the negotiations.

CSX/Sealand Logistics, a sub-
sidiary of CSX Corp. in Richmond,
Va., has the contract to supervise

4

shipment of emergency relief ma-
terials from the United States to

Kuwait, a CSX spokeswoman said.
But before major reconstruction

can begin in Kuwait, mines and
booby traps left by the Iraqis must
be cleared, pointed out Ronnie
Capel Cure, a director with broker
C.T. Bowring & Co. Ltd. in Lon-
don, a Marsh & McLennan Cos.

Inc. subsidiary.
"It will be months before any-

thing is insured," agreed a Lloyd's
of London underwriter. "The dam-

age has to be assessed first, and the
mines have to be cleared before

you can get any idea of what can be
insured. . .But there's no shortage
of capacity."

It will be "months rather than

weeks" before contractors can

even consider what insurance they
need, added Ian Agnew, a Lloyd's
marine underwriter for syndicates
managed by I.C. Agnew Under-
writing Ltd. "No one's geared up
today to commence rebuilding."

One brokerage executive points
out that Kuwaiti officials could

reassess their country's needs, thus
changing the type of risks needing
insurance.

"They may not wish to recon-
struct all that there was before be-

cause their needs may have
changed. For example, they may
want to use offshore oil refineries

rather than rebuild onshore ones,"
Continued on page 61

Call for asbestos legal reform
expected to fall on deaf ears

Page 3
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Update
Product liability bill has

Green convicted by federal jury
Continued from previous page
two additional charges

Sentencing is scheduled for June 12 for Mr Green, who faces a bright future: Supporters
maximum prison term of 200 years and fines up to $7 75 million,
according to Assistant U S Attorney Robert Boitmann By ADRIENNE C. LOCKE bility cases and place time limits tims of a system that's supposed to

Louisiana Attorney General Wdliam J Guste Jr notihed Mr Green on when a product liability suit protect them It's a rip-off, and
last week that he was automatically suspended without pay. If the WASHINGTON-Supporters of can be filed Those limits would it'S got to change," he said
conviction is overturned before Mr Green's term expires next year, he federal product liability reform are depend on the age of the product Sen Kasten said he believes that
would be entitled to reinstatement with full back pay, Mr Guste m- confident they can push through and when the injury or its cause all of the issues surrounding this
formed Gov Charles E Roemer III reform legislation Introduced last was discovered bill were well debated last year, so

Mr Green and his lawyer could not be reached for comment week that mirrors a bill that In addition, the bill would give he does not expect delays in push-
A federal grand Jury indicted Mr Green last year, charging him gained support in the Senate dur- greater protection to wholesalers ing the bill through the Senate

with acceptmg more than $2 million in campaign contributions from the ing the last session of Congress and distributors as well as fe- Commerce, Science and Transpor-
owners of the now-defunct Champion Insurance Co in exchange for Because S 1400 cleared several derally certified products tation Committee to the Senate
regulatory favors His trial began Feb 19 (BI, Feb 18, Dec 10, 1990) Senate committees during the last The bill also would make It floor for a vote

Mr Green still faces state criminal charges related to Champion session, its supporters contend the harder for plaintiffs to recover pu- "Unless some individual feels
in Louisiana and Alabama new measure, S 640, will move nitive damages (BI, July 31, 1989) there is some new information out

more quickly through the legisla- In announcing the introduction there, I think it would be unneces-
Philadelphia fire coverage tive process of S 640, Sen Kasten said there lS sary and counterproductive to have

Like ltS predecessor, the legisla- something wrong with a product a long, drawn-out process calling
PHILADELPHIA-The owners of the downtown Philadelphia sky- tion-again introduced by Sen Ro- liability system that discourages back witnesses we have already

scraper ravaged last month by a spectacular 19-hour fire have at least bert W Kasten, R-Wis , with 29 the development of new and safer heard from," Sen Kasten said
$100 milhon of habihty insurance written by five different msurers, co-sponsors-would eliminate products, while increasing the James A Anderson, senior
Bus:ness Insurance has learned joint and several liability for non- costs of other goods director of government relations

As of late last week, five sults seekmg class-action status have been economic damages in product lia- "Consumers are being made vie- Contznued on page 63
filed in Phla(ielphia County Court against the building owners Two
suits seek recovery for umnsured property damage and economic losses, Coalition leader stresses employer roleone on behalf of tenants and their chents and one on behalf of tenants m
surroundmg buildings damaged by smoke and water Among the other
suits, two seek recovery for economic losses only, one on behalf of
neighboring busmesses away from the disaster area and one on behalf Health care reform urgedof those that serviced affected buildings

Aetna Casualty & Surety Co is the lead writer of the multi-layered
coverage, writing a $1 million primary layer and the first excess layer By CHRISTINE WOOLSEY so those projects can serve as that broad system fixes are neces-
(BI, March 4) In addition, Federal Insurance Co, a unit of Chubb Corp, models for an improved health care sary
wrote $25 million excess of $10 milhon, BI learned last week The next ROSEMONT, Ill -Real and last- system Eighty-seven percent said the
$15 million layer excess of $35 million is written by Aetna, with $10 ing changes to the troubled U S Ms England, who replaced current level of health care spend-
minion, and The Home Insurance Co, with $5 million health care system require a na- Willis Goldbeck as president in ing 15 sufficient to provide health

The Home also wrote the next $25 million excess layer as well as $10 tional reform strategy that incor- February, spoke care to all Americans And 90%
milhon of a $25 million excess of $75 mllhon layer Fireman's Fund porates state, local and private-
Insurance Co insures the other $15 milhon of the $25 million excess of sector-as well as federal-initia- MBGH last week at a said employers should continue to

conference in be the major suppliers of health
$75 million layer tives, says the president of a lead- Rosemont 111 benefits to employees

Aetna is the sole insurer of the building owners' $1 billion blanket ing employer health care coalition sponsored by the Midwest Business In addition, 71% strongly oI
property policy An Aetna spokesman said the building has an esti- "At the Washington Business Group on Health somewhat strongly oppose legisla-
mated Insured value of $131 million However, all of the blanket pohcy Group on Health, we're convinced Discussing some preliminary re- tion that would require employers
limits could be apphed to losses stemming from the fire that the local employer coalitions sults from a member survey to be to offer health care benefits, and

The building, One Meridian Plaza, lS owned by E/R Assoc Inc, are important in making a differ- released later this month, Ms En- 87% said managed care should be a
a partnership consisting of Richard I Rubin & Co, a Philadelphia ence in national health strategy," gland said, "corporate America (is) part of health care reform
real estate firm that also manages the building, Equitable Real Estate said Mary Jane England, the so frustrated with the current The survey revealed that em-
Investment Management Inc and a Dutch pension fund group's new president (health care) situation that it is ployers' health care priorities in-

Three firefighters were killed and 12 others injured battling the And, she said, employers have to willing to consider vast changes " clude universal access to health
12-alarm blaze Feb 23-24, considered one of the worst high-rise offlce try to educate congressional lead- For example, she noted that 89% care, quality outcome measure-
building fires in U S history Eight floors of the 38-story building were ers about the private sector health of respondents said limited re- ment, preventive medicine and a
destroyed, and 27 tenants have been forced to relocate, as have tenants care initiatives that are working forms would not be sufficient and Continued on page 39
in one neighboring large building and several smaller buildings

Hardy contests liquidators X.L.'s O»lara to address WIC
HAMILTON, Bermuda-Mark Hardy, the chairman of Forum Re

Group (Bermuda) Ltd, lS callmg for the resignation of three of the four
hquidators for two afhliated companies X L Insurance Co Ltd Presi- The 1991 World Insurance

Mr Hardy contends that the hquidators of Forum Remsurance Co dent and Chief Operating Officer Congress is being sponsored
Ltd and Focus Insurance Co Ltd have "a horrendous confhct-of-inter- Brian M O'Hara will address the jointly July 1-3 in London by
est problem" because they work for the same firm and the two hquidat- 1991 World Insurance Congress Bustness Insurance and Lloyd's1ng companies owe each other money (see earher story, page 45) on the role of private insurers in of London Press Ltd, an inde-

Forum liquidator Kirk Cooper and Focus hquidators David Lines the commercial insurance mar- pendent subsidiary of Lloyd's of
and Peter Mitchell are with Coopers & Lybrand in Bermuda The Ber- ketplace London Forty-six speakers from
muda Registrar of Companies is acting m the Forum hquidation Mr O'Hara replaces John Cox, 10 countries will address a host

"These liquidators have a legal duty to maximize the estate of the retired chairman of ACE of issues confronting insurers,
each company," Mr Hardy said late last week "They wall be pro- Ltd , who withdrew from the 6rld Insurdnce Congless brokers and risk managers
ceedmg against each other while working in the same office, which, program due to a conflict worldwide (BI, March 4, Dec 31,
of course, is ludicrous " Mr O'Hara has been an execu- 1990)

Forum Re Group (Bermuda) owns 57% of Forum, with the rest tive of X L since 1986 Ber- For complete program and reg-
held by Mr Hardy, his Bermuda-domiciled family trust and Pana- muda-based X L underwrites excess liability in- istration information, write to " 1991 World Insur-
manian-registered Magnolia Tradmg, according to Mr Hardy Forum surance for corporations worldwide, offering up to ance Congress" at either Bustness Insurance, 220 E
owns Focus, reinsured Focus and also mvested m subsidiaries of Mr $100 million in limits excess of $25 million for 42nd St, New York, N Y 10017, phone 212-210-
Hardy's U S holdmg company, The Group Inc U S -based corporations and excess of $15 million 0299, fax 212-210-0704, or Lloyd's of London Press,

As an owner of the two hquidatmg companies, Mr Hardy says he for European corporations Its gross premiums 1 Singer St, London, EC2A 4LQ, England, phone
wants to maximize recovenes and suggests that the Bermuda Registrar written in 1990 totaled $394 5 million 071-250-1500, fax 071-253-9907
of Companies take over both liquidations and hire consultants

Exxon settles in Valdez case Inside
WASHINGTON-Exxon Corp has agreed to pay a record $1 1 bilhon

1,0 The concept of 24-hour coverage deserves fair analy- Benefit beat 6-mcludmg a $100 milhon criminal fine, the largest ever for environ-
sm and exploration, this week's editorial says PAGE 8 Bermuda 45mental crimes-to settle Alaska's civil suit and federal cnmmal charges

Classifieds....... . ....... ....................58over the massive Valdez 011 spill
/A state Judge has thrown out a $14 7 million award Comings & goings: buyers......... ........44However, hundreds of civil suits still pending agamst Dallas-based
against a rensurer, ruling It ts not 1,able for claims under Comings & goings: industry 19Exxon are not included in the settlement

AUS Distnct Court order that the parties guarantee the nghts of contracts obtained through misrepresentation PAGE 16 Datebook K8

5,000 native Alaskans in any settlement briefly stymied talks last Insurance services guide ................... .........59

00 An attempt to cut employees' benefits after the sale of a International ............................ .45Continued on page 62
subsidiary violates federal law, a judge ruled PAGE 17 Legal briek ..38

Errors and omissions Letters........... .........8

A••' In Perspectives attorney Peter H Bickford challenges London...... ......................... ......... 45

some of the myths surrounding ,nsurance liquidations in Opinions ......................................................................8• The March 4 directory of risk management consultants incor-
light of new pressures placed on regulators PAGE 35 Perspectives ...............................................................35rectly listed Commercial Risk Consultants Inc as accepting com-

RMIS commentarymissions The Company is compensated by the proiect, on retainer
00'Employers should reward doctors who practice effective Washington K9and by the hour
medicine, a human resources executive says PAGE 42Also in that directory, Margaret W Tiller was omitted from the

Vol 25, No 11-Business /nsurance (ISSN 0007-6864) is published weeklylisting of principal officers of Tiller Consulting Departments by Crain Communications Inc, 740 N Rush St, Chicago, Ill 60611-2590
• UniPsych Corp is located in Plantation, Fla, not in North Second·class postage is paid at Chicago, 111, and at addmonal mailing of-

fices Postmaster Send address changes to Business Insurance, CirculationMiami Beach as the Feb 18 directory of utilization review firms Advertiser index .....................46
Department, 965 E Jefferson Ave, Detroit, Mich 48207-3185, 800-678-incorrectly stated At issue .....................................-*-..... -......12 9595 or 313-446-1611 Copyright 1991 by Crain Communications Inc
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Combining comp, health benefits
Interest grows. However, workers compensation Some workers compensation ex- hour insurance coverage illness, whether or not the problem

experts point out there are many perts maintain that the two cover- Others use the term to describe is job-related (see story, page 55)

but problems roadblocks that must be cleared ages should remain separate They insurance polices that pay medi- "There are lots of possible defi-
before employers can begin to add that the time being spent ex- cal bills-but not disability bene- nitions" of 24-hour coverage, ex-
merge their workers compensation ploring the practicality of 24-hour fits-for both occupational and plained Richard A Victor, execu-

still unresolved coverage with their group health coverage should instead be devoted non-occupational inluries and 111- tive director of the Workers
care plans to trying to solve the many prob- nesses Under such a scenario, an Compensation Research Institute

For example, numerous state and lems plagulng state workers com- employer would buy a separate in- m Cambridge, Mass
By MEG FLETCHER federal laws governing workers pensation systems surance policy-or establish a self- "It's a multifaceted concept It's

compensation and group health While the concept of 24-hour insured program-to pay disability still a developing concept," said
CAMBRIDGE, Mass -Interest m care plans would have to be coverage has been discussed for benefits to workers injured on the Mr Victor, who directed a roundt-

merging workers compensation amended or repealed to allow wi- years, there is no agreed-upon def- ]ob, but not to workers injured able discussion of 24-hour cover-
and group health care coverages de-scale use of 24-hour programs inition of what it ls outside the workplace age at the WCRI's annual issues
into "24-hour" insurance programs In addition, employers that do Some consider consolidated Still others define 24-hour cov- and research conference, held last
is heating up among employers, in- not now currently offer health care administration of claims for sepa- erage as a single insurance product month in Cambridge
surers, labor unions and public of- benefits to their workers would rate workers comp and group that pays both medical and dis- To examine the pros and cons of
ficials probably resist the idea health insurance policies to be 24- ability benefits for any injury or Continued on page 54

1,

U.S. official seeks MEWA crackdown
Ja

By ADRIENNE C. LOCKE General Juhan W De La Rosa says tion of fraudulent plans Those agencies include the Pen-
The former FBI mvestigator, who However, the Justice Department sion and Welfare Benefits Admin-

WASHINGTON-The U S Labor was sworn in as Inspector general and the Labor Department's own istration, the Occupational Safety
Department has tools to crack down last August, also wants OIG mvesti- general counsel oppose Mr De La and Health Administration, the Mine 4

on fraudulent multiple employer gators to have greater authority, sim- Rosa's plan, m part because he wants Safety and Health Administration
welfare plans, but they are ineffective ilar to the authority that U S Cus- to use his investigators for more than and the Employment and Training :; 4 9
unless the department overhauls how toms Service and Drug Enforcement trackmg down MEWA fraud Administration

it conducts investigations, says the Administration agents have While the OIG lS specifically That would allow the department
department's mspector general Mr De La Rosa also wants to facil- charged with investigating employee to pursue more criminal investiga-

Give the Office of Inspector Gen- itate state Insurance department in- benefits-related fraud and corruption tions into fraud and abuse in areas it
eral authority to use all 196 inves- vestigations of fraudulent MEWAs under the Inspector General Act of regulates, Mr De La Rosa says
tigators under its supervision, espe- As part of that plan, the OIG would 1978, Mr De La Rosa contends the Topping his priority list, though,
cially the 88 who are assigned to only establish and maintain a list of fed- OIG also should begin conducting is MEWA fraud
internal investigations at the Labor eral- and state-regulated MEWAs criminal investigations into alleged The MEWA situation is very serl-
Department, and the office can make nationwide to forestall jurisdictional violations of regulations issued by ous and becommg more of a prob-
a big dent in MEWA fraud, Inspector disputes, which can impede prosecu- other Labor Department agencies Cont:nued on page 50 Julian De La Rosa

Judges askFinancial reinsurance
for solution

Not Ga function of witchcraft': Centre Re chief to asbestos
By JUDY GREENWALD were John C Burville, a consultant and prin- financial reinsurance, "it's not a function of

cipal in Bermuda with the Tillinghast division witchcraft," Mr Gluckstern said "These are case jam/"\. HAMILTON, Bermuda-Al- of Towers, Perrin, Forster & Crosby Inc , and economic transactions They're not some kind
A \ 14 though there are plenty of good Tom Dixon, a Centre Re underwriter, who of magic formula "
f -;30+ 3 reasons to use financial reinsur- presented examples of how financial reinsur- Mr Gluckstern said his concept of financial By STACY ADLER\,j 1 V ance, it should not be mistaken ance works reinsurance falls somewhere along a "natural

1, for a cure-all, warns the prest- While there are a lot of good reasons to use continuum" between pure banking and tradi- WASHINGTON-The recent rec-

dent of the largest tional reinsurance ommendation of the U S Judicial
, 7financial reinsurer in Bermuda Time-and-distance policies, for Conference that legislation is

"A lot of things have been at- I I
1 example, fall toward the banking needed to cure the mounting back-

tributed to it as a panacea" when Al.1 11 end Mr Gluckstern said log of asbestos personal injury
financial reinsurance is no such 1 El533ia *LICIAI K*ir j i. Particularly popular at Lloyd's cases is expected to fall on deaf
thing, said Steven M Gluckstern,
president and chief executive of- In of London, these policies guaran- ears in Congress

tee ce(ling companies specific "There is not the slightest chance
ficer of Centre Reinsurance payments at specific times based Congress will enact legislation,"
Holdings Ltd, which, with $1 3 ;M| on the initial premium paid and asserted attorney Kenneth R Fein-
billion in assets, lS considered investment returns expected by berg, who assists judges in han-

ES,1=2= E the reinsurers However, they are dling asbestos litigation
"not really" reinsurance, Mr "Congress has been looking at
Gluckstern said this problem for 15 years" and has

as finite risk reinsurance be- "We look to position our prod- steadfastly refused to enter the
cause, although its ultimate risk

-

ucts along the risk continuum," fray, said Mr Feinberg, who is
and profit are capped, it assumes

.--
he said of Centre Re "We believe with Kaye, Scholer, Fierman, Hays

substantial underwriting risk in risk-taking We lust believe in & Handler in Washington, DC,
(BI, April 30, 1990) being paid for risk-taking " and has served as a special master

Mr Gluckstern spoke during a Financial reinsurers can cover in asbeste# litigation involving
wide-ranging session at the 15th both past losses and those that Eagle-Picher Industries Inc and as
International Captive Insurance have not yet occurred, Mr a consultant in the Manville Corp
& Reinsurance Forum in Ber- Gluckstern said reorganization
muda earlier this month Retrospective financial rein- Attorney Victor Schwartz, who

Also speaking about financial Photo by Kathryn Mcintyre surance, f or example, can represents forrner asbestos pro-
reinsurance at a separate session The Hamilton Princess Hotel hosted the forum earlier this month. Contznued on page 19 ducer Eagle-Picher Industries Inc

in legislative matters, agreed that

Captives can reinsure underground tanks lt 15 unlikely the Judges' report
would stimulate congressional ac-
tion

" Unless there is significant po-
By MICHAEL BRADFORD ber of tanks, owners will have to carry at least retention groups litical pressure from the Bush ad-

$500,000 in per-occurrence coverage with a The EPA lS considering a rule that a "ge- ministration and others, such as
HAMILTON, Bermuda-A $1 million aggregate Some owners are re- neric" public entity risk pooling arrangement the former asbestos producers and

62»\ fronting arrangement reinsured quired to carry limits of $1 million in per-oc- would not satisfy the standards representatives of labor Congress

*i#4 tyas :r:,21:1 5%:205:; c;;;rr folvgeae with a $2 million aggregate While risk retention groups are allowed to will not act,- said Mr Schwartz,fund the financial responsibility requirements who is with Crowell & Moring in

-35 y storage tanks to meet federal fl- The insurance must cover cleanup costs and under EPA regulations, captives "per se" are Washington, D C
nancial responsibility guide- third-party liability under a combined single not, Mr Blinn said The 27-judge U S Judicial Con-
lines, a risk management con- limit Defense costs must fall outside policy "A captive does not directly meet financial ference voted 26-to-1 last week to

sultant says limits responsibility requirements," he said recommend that Congress consider
Environmental Protection Agency regula- Owners have several options for meeting Mr Blinn noted that the experience of some creating a national system of com-

tions spec.fy how much pollution liability in- those financial responsibllIty standards, Mr risk retention groups has not been encourag- pensating present and future vic-
surance tank owners must have and how they Blinn pointed out at the 15th International ing The Petroleum Marketers Mutual Insur- tims of illness caused by exposure
must fund their pollution exposures, said Captive Insurance & Reinsurance Forum ear- ance Co A Risk Retention Group entered vol- to asbestos

James D Blinn, a principal in Chicago with her this month in Bermuda untary rehabilitation (BI, April 16, 1990), and The recommendation stemmed
Tillinghast, a division of Towers, Perrin, For- Fronting arrangements are one option, Environmental Protection Insurance Co Risk frorn a report prepared by a panel
ster & Crosby Inc Mr Blinn said, along with state funds, self-in- Retention Group ceased operations after a of six federal judges appointed in

Depending on the type of business and num- surance, conventional insurance and risk Contmued on page 18 September 1990 by Supieme Court
Continued on nert Page
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Asbestos report
Continued from previous page
Justice William H. Rehnquist to
study the problems created by the
more than 60,000 asbestos personal
injury cases now pending in fed-
eral courts.

The judges met three times be-
fore issuing their report to the
public March 12.

The 43-page report, which in-
cluded one dissenting opinion,
calls for:

• Congress to consider "legisla-
tion recognizing the national pro-
portions of the problem in both
federal and state courts and creat-

ing a national asbestos dispute res-
olution scheme that permits con-
solidation of all asbestos claims in

a single forum-whether judicial
or administrative-with jurisdic-
tion over all defendants and appro-
priate assets."

• Congress to review the role of
repetitive punitive damage awards
in multiple asbestos litigation

against a company for the same
conduct.

• Congress to enact "back-up"
legislation that would expressly
authorize federal judges to consoli-
date asbestos personal injury
cases.

• The director of the adminis-

trative office of the federal courts

to monitor asbestos litigation
and collect materials that could

assist judges overseeing asbestos
trials.

• The establishment of an as-

bestos litigation clearinghouse to
monitor asbestos personal injury
cases.

• Amendments to the procedures
for creating class-action lawsuits
in federal courts to better accom-
modate the demands of mass tort

litigation.
The committee appointed by Jus-

tice Rehnquist was led by 5th U.S.
Circuit Court of Appeals Judge
Thomas M. Reavley, who supported
the recommendations. The other

concurring judges were: Senior

66

'What has been a

frustrating problem is
becoming a disaster

of major proportions,'
the report says.

Judge John F. Nangle of the East-
ern District of Missouri; Chief
Judge Robert M. Parker of Eastern
District of Texas; David D. Dowd
Jr. of the Northern District of

Ohio; and Chief Judge Sam C.
Pointer Jr. of the Northern District
of Alabama.

U.S. District Judge Thomas F.
Hogan of the District of Columbia
filed a dissenting opinion in the
report. Judge Hogan objected to
proposed changes in the proce-
dures for creating a class-action
lawsuit.

The judges' report describes the
ever-increasing number of asbestos

44Never."

«No way."
*Under no circumstances."

«By no means."
«On no account."

«No how." ·

«Not by a long shot."

«Not at any price."

«Not for love or money."
«Nosiree."

«Nope."
UNIX"

«Negatory."
«Fat chance."

«Nothing doing."
«No thanks."

«Forget it."

Never say never."
No matter what words an insurance companyuses to decline

a surplus lines risk, producers get the message loud and clear.

United Narional Group - one of the largest independently-

owned surplus lines insurers in America-says "yes" by using

its versatile underwriting policies to find answers to placement
dilemmas.

Our companies are flexible, resourceful and inventive, and

when it comes to writing surplus lines risks, we never say never.

United National Group. Wise enough to listen, and strong

enough to act.

UNrrED NATIONAL GROUP
Tbe open market,for unique risks and specialty programs

United National Insurance Company Diamond State Insurance Company Hallmark Insurance Company
1737 Chestnut Street Philadelphia, PA 19103 (215) 568-6200

personal injury cases as a "sit-la-
tion that has reached critical di-

mensions and is getting worse."
"What has been a frustrating

problem is becoming a disaster of
major proportions to both the vic-
tims and the producers of asbestos,
which the courts are ill-equipped
to meet effectively," the report
says.

The judges summarized the
problems surrounding asbestos lit-
igation: "Dockets in both federal
and state courts continue to grow,
long delays are routine, trials are
too long, the same issues are liti-
gated over and over; transaction
costs exceed the victims' recovery
by nearly two to one; exhaustion of
assets threatens and distorts the

process and future claimants may
lose altogether."

However, the judges admitted
that it is easier to describe the

problem than fashion an appropri-
ate remedy.

Current techniques being used
by judges are not sufficient to cure

United National Group companies rated A+, V[II by A.M. Best, eligible for surplus lines in 50 states, and admitted in 24 states.
United National Insurance Company's policyholders' surplus is $114,016,914.

the problem, the judges say.
Procedures used by judges to

streamline pre-trial litigation and
trials have met with some success

in current cases "but have not re-

solved the problem of the growing
backlog of cases," they say.

In addition, attempts by federal
and state judges to consolidate as-
bestos cases "have not provided
any long-term solution to the
asbestos problems," the judges
say.

Other attempts by federal and
state judges to create class-action
asbestos lawsuits have been re-

jected by appellate 'courts, the
judges say.

"Although appellate courts have
rejected use of the class-action
proceedings in the context of as-
bestos cases, that format has great
appeal," the judges say. "Class ac-
tion proceedings have the advan-
tages of promoting efficiency and
consistency."

The judges also found that at-
tempts by the Judicial Panel on
Multidistrict Litigation to consoli-
date cases for pre-trial purpose are
not sufficient to reduce the backlog
of asbestos cases.

In addition, the judges found
that while legal procedures used to
avoid the re-litigation of recurring
issues in asbestos litigation are
helpful, they are not enough.

And, the judges said that vol-
untary dispute resolution would
not be a cure since a party who is
not satisfied with the outcome still
can demand a trial.

Thus, the judges concluded: "No
adequate procedures exist to en-
able the justice system to deal with
the unique nature of asbestos
cases. . . .Congressional action is
necessary to enable courts to meet
the unique problems presented by
asbestos litigation."

However, the committee did not
think it was appropriate for mem-
bers of the judiciary to make more
specific recommendations to Con-
gress other than asking lawmakers
to consider a method for consoli-

dating all asbestos cases.
But, if Congress does not enact

such legislation, it should enact
back-up procedures that would
allow federal judges to consolidate
all of the asbestos cases on their

dockets, the judges urged.
The judges also suggested limit-

ing the ability of plaintiffs to re-
cover multiple punitive damage
awards from asbestos producers
for the same conduct.

"Although there may be grounds
to support an award, multiple
judgments for the punitive dam-
ages in the mass tort context
against a finite number of defen-
dants with limited assets threaten

fair compensation to pending
claimants and future claimants

who await their recovery and
threaten the economic viability
of the defendants," the judges
say.

The report noted that 11 of the
approximately 25 major asbestos
defendants have filed for bank-

ruptcy.

"Congress might well review the
role of punitive damages in the
mass tort context," according to
the report. "Two approaches Con-
gress might consider are provisions
to limit or eliminate exposure
to punitive damages or to channel
punitive damage awards into a
trust fund to fund compensatory
damages f6r other asbestos vic-
tims."

Asbestos plaintiffs' attorney
generally oppose all attempts to
consolidate asbestos personal in-
jury cases, believing each plaintiff
is entitled to a jury trial.

"There is no need for federal leg-
islation in this area," said plain-
tiffs attorney Paul Gillenwater of
Gillenwater, Nichol & Ames in
Knoxville, Tenn.

"The courts are capable of han-
dling this problem," Mr. Gillen-
water said. "Congress should not
interfere with plaintiffs's rights"
to a jury trial. I
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A SMALL,

ELITE

There are only afew major players in the property
Highly Protected Risk (HPR) and Special Risk

markets. Wausau is among the few who can engineer,
underwrite and service HPR And we're willing and

able to do Special Risk undenvriting, including

primary and excess layers. Rk have national capabili-

ties, capacity, and an A+ (Superior) A. M. Best

rating. When you add it all up, the group may be
even smaller than you thought
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5INSURANCE

-PROPERTY HPR SPECIAL RISK



6 / Business Insurance, March 18, 1991

LIf '

Tool maker adopts point-of-service plan
By MICHAEL SCHACHNER

Black & Decker Corp. expects a
new self-funded managed health care
plan with a point-of-service option to
save the company about $23 million
over the next three years.

Black & Decker and plan adminis-
trator CIGNA Corp. of Philadell:hia
will use the results from the Fro-
gram's first year to develop a
guaranteed savings plan under which
CIGNA will be at risk if costs esca-

late beyond an agreed-upon amount,
said Ray Brusca, employee benefits
director at Black & Decker.

"Because the plan is so new and
because we have a diversified pop-
ulation that includes employees from
a recently acquired company, it is too

hard to say what our costs would
have been without tne change, ' he
said. "So, Year One will be our base,

Benefit beat

and significant guarantees from
CIGNA will come after this year."

Black & Decker in 1989 purchased
Emhan Corp., a diversified manufac-
turer where health care costs were

rismg 30% a year. Black & Decker's
own health care costs have been ris-

ing about 22% a year since 1988.
Black & Decker implemented the

new plan for 15,000 non-union em-
ployees and their 25,000 dependents
Jan. 1 Another 2,500 employees are
unicn members covered by many dif-

ferer.t collectively bargained health
care arrangements.

The new plan, known as Employee
Choice allows Black & Decker's

non-union employees and dependents
to enro[1 in either:

• A self-insured point-of-service
plan administered by CIGNA, under
which employees are allowed to opt
out of CIGNA's provider network in
exchange for paying deductibles and
significantly higher copayments.

• The company's traditional self-
insured indemnity plan, which
CIGNA also administers. Travelers

Corp. previously administered the
plan.

In implementing the plan, Towson,
Md.-based Black & Decker elimin-

ated nearly 100 health maintenance
organization contracts. All its em-
ployees will now be covered under
one health care program, something
Mr. Brusca said is very important.

"Altogether, we spent about $67
million on health care last year for
about 40,000 employees and their de-
pendents in various coverage ar-
rangements. What we really wanted

was to get everyone into one man-
aged care plan. We wanted to consol-
idate, use one insurer and eliminate
the adverse selection from our

HMOs," he said.
Mr. Brusca said Black & Decker is

continuing to offer a traditional in-
demnity plan with its new point-oY-
service plan because 5,000 workers
do not have access to Employe.e
Choice and the company wanted :o
make sure all employees had the in-
demnity plan option.

Approximately 8,000 of the 10,000
employees with access to the CIGNA
network opted for the point-of-ser-
vice plan during enrollment last year,
Mr. Brusca said.

About 2,000 opted for the indem-
nity plan, and the remaining 5,000
work in areas where there is no:c-

cess to the CIGNA network.

The monthly employee premium

Imitation can be the
sincerest form of trouble

If one company follows another's
recipe forsuccess, it can easily wind up in
the pan. And quite often, the imitator and
its advertising agency are slapped with an
infringement lawsuit quicker than they can
say "laIge order offries"

But most of the time, the advertiser

or agency doesit know its ingmdients
may be someone else's trademark or copy-
right Infringement lawsuits am on the rise
and even the innocent infringer has to
pay to defend a suit and may still have
to pay damages.

That's why Media/Professional
Insurance offers copyright and trademark
infringement coverage for qualified adver-
tisers and advertising agencies as a mglliar
pan of our Media Special Pedls policy
Media/Professional's highly specia}ized
in-house legal department, superior daims
handlingandaffiliation withA+ "Superior"
rated SAFECO are only part of the reason
why we're the leading media insurance
underwriter

Remind your media clients that
imitation isn'tjust the sincerest form of
[lattery It's sheer folly Then call the experts
at Media/Professional Insurance.

Media/Professional Insurance, Inc.
Two Pershing Square, Suite 800 · 2300 Main Street
Kansas City, Missouti 64108 · 816-411 6118

America's E &0 Authorily

.

for coverage through Employee
Choice is $15 for individuals and $50
for families.

Employee Choice enrollees seeking
care through a network provider pay
no deductibles, a $10 copayment per
office visit, and a $5 copayment for
generic prescription drugs or a $10
copayment for name-brand drugs.

For those who are enrolled but opt
out at the point of service, the annual
deductible for individual coverage is
equal to 2% of salary, but not less
than $300 and not more than $1,000.

Families that opt for coverage out-
side the network must meet twice the

individual deductible.

After individuals and families meet

opt-out deductibles, they are respon-
sible for 30% of costs up to an annual
out-of-pocket maximum equal to
four times the deductible. The com-

pany then pays 100% of costs.
The company's indemnity plan

offers two benefit levels.

Under the high option, which in-
cludes a prescription drug card and
vision and wellness benefits, the

monthly charge is $25 for individual
coverage and $65 for family cover-
age.

The deductible for individuals

equals 1% of salary, while the fam-
ily deductible equals 2% of salary.

After deductibles are met, Black
& Decker covers 80% of medical costs

up to four times the deductible. The
company then picks up 100% of
costs.

Mr. Brusca said about 98% of those

opting for indemnity plan coverage
selected the high-option plan.

Under the low option, the monthly
charge is $15 for individual coverage
and $50 for family coverage.

There is a deductible equal to 2%
of pay for individual coverage and
4% of pay for family coverage.

After deductibles are met, Black
& Decker will pay for 70% of costs,
up to four times the deductible.

This option has no wellness, vision
or prescription drug benefits.

Mr. Brusca said it is clear why
80% of Black & Decker's employees
with access to the point-of-service
plan enrolled in it.

"We structured the plans so ben-
efits are highest through the network
and monthly costs are less. Also, if
you're in the network, vision benefits
are free," he said.

Black & Decker also provides den-
tal benefits to its 15,000 non-union

employees and their dependents. All
except the 5,000 without access to

Employee Choice can elect coverage
through either the CIGNA Dental
Health network or a traditional self-

insured dental indemnity plan that
CIGNA administers. The remaining
5,000 employees and their depen-
dents are covered by only the dental
indemnity plan.

Benefits levels through the net-
work and the indemnity plan are
nearly identical, Mr. Brusca said.

Thus, about 70% of the company's
non-union employees with a choice of
plans are enrolled in the indemnity
plan. "CIGNA's benefit levels just
weren't that much different nor were

the costs. I guess people, including
myself, figured why change?"

Black & Decker also has carved
out mental health and substance

abuse treatment from its comprehen-
sive health care program. This pro-
gram is managed by MCC Inc., a
CIGNA unit.

All Employee Choice and indem-
nity plan enrollees are entitled to
benefits through MCC network pro-
viders.

Under the plan, all inpatient care is
covered at 90%, and there are no de-

ductibles. Outpatient substance
abuse therapy requires a $5 copay-
ment per visit, while group psychoth-
erapy carries a $10 per-visit copay-
ment and individual psychotherapy
requires a $15 per-visit copayment.

Employees must seek mental
health care through network provid-
ers to receive benefits. I
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TheWorkers Compensation System
Helps Some People Get Back To Work.

And Others Get Back To Life.

The Boston Elbow is a remarkable piece of science that actually
helps replace an injured worker's physical strength.

And personal worth.
It's living proof that today's Workers Compensation System is

helping injured workers receive exactly what they need to get back on
their feet, back to work, back to the business of life.

It's the same system that has also helped generations of workers
avoid injury- thanks to extensive injury prevention programs.

What You Should Know

Right nov in many states, Workers Compensation is being
threatened by out-of-control costs, unnecessary litigation and under-
funded, understaffed state-administered agencies. Obstacles that are
spreading, state by state.

Obstacles that could hinder effective worker rehabilitation-

like the example you see here. Something we can't let happen.
You should also know that the workplace is changing, and work

habits are changing along with it.
For example, heavy machinery injuries are less common today

while back problems, repetitive motion disorders and cumulative
trauma are more common. This means we should help implement
programs to help workers avoid these injuries.

Why You Should Care
America works best when American workers don't get hurt on

the job. But if they do, everyone benefits when they return to work
quickly

Which is why we should learn to prevent more occupational
diseases and injuries. We should work closely with workers on-site,
so they can be trained in the very latest safety procedures.

We should also give more attention to quality rehabilitation and
suitable alternative employment- in the event a worker can't return
to his or her original job.

Most importantly we should get injured workers into the
system faster from the very beginning-and insure more efficient,
personalized follow-through.

All these things are possible, if we work together to support the
system that's been supporting our workers for over 75 years.

What You Should Do

You can help by doing one of two things.
One: Be aware. Find out what's happening in your state, how

you're affected, and what you can doto help. Talk to your insurance
company or business trade association.

Or two: Share your views by writing to Gary Countryman,
President and CEO of Liberty Mutual, 175 Berkeley Street, Boston,
MA 0211Z We'll help you get in touch with people in your state who
can help.

Remember, for 75 years Workers Compensation has been here
for all of us.

Today it's time we returned the favor.

LIBERTY MIrl

MUTUAL.*F
Help Strengthen Workers Compensation. Because When A Worker Has An Accident, Everybody Gets Hurt.

©Liberty Mutual Insurance Group/Boston. 1990.
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Opinions Business

Time to study 24-hour cover Insurance®
Reporting weekly for corporate r,sk,

employee benefit and financial executives

SUGGESTIONS FOR controlling the cost and
Publisher: Alfred Malecki (New York)improving the efficiency of the workers com- f

pensation and group health systems deserve fair  <'5- fAKE A Associate Publisher/Editor· Kathryn J Mcintyre,ARM

analysis and exploration (Chicago)

One very intriguing idea that deserves this atten- NOMEQ. Managing Edftor: James M Burcke (Chicago)

tion is so-called 24-hour coverage-meshing work- NOV SWN#18 Senior Editor: Jerry Geisel (Washington)

Assistant Managing Editor: Dave Lenckus (Chicago)
ers comp and group health coverages, and perhaps Assistant Managing Editor/Graphics: Jeanne M Bartels

even group disability and workers comp disability *E3 ---< *_ *3 1/11 (Chicago)

CHICAGO: Karen Armagan,an (Ed/tonal Assistant)programs

The idea has been bandied about for years, but C_1 C>tr Karen Brown (Ass,stant to the Editor)
r I 7/-7 Meg Fletcher, ARM (Associate Editor)Just recently some efforts to see whether some type Iz FL / 4 Sara J Harty (Staff Reporter)

of 24-hour coverage will work have been launched Mark A Hofmann (Associate Editor)

(see stories, pages 3 and 56) 1, A li, Colleen Johnson (Associate Editor)

We are concerned that these exploratory efforts iu21 ' '. -El_ (99 Nancy Johnson (Copy Editor)

Kathryn M Larrabee (Copy Editor)are being greeted with too much skepticism and % ill-4 Laura Mazzuca (Agent/Broker Topics Associate
commitment to preserve the status quo for those ¥--who earn their livelihood from the workers comp '' 'Kl # 6 Editor)

Sarah E Polster (Directory Ed,tor)

systern 1 Roger Schillerstrom (Ed,tonal Carfoon,st)

Granted, there are plenty of obstacles to making ISDA|OEI 1 , Deborah Shalowitz (Associate Editor)

Timothy Stanton (Copy Editor)a 24-hour coverage program work, as the Alliance I 1.0i--
of American Insurers describes in its new report 2 inpa Paul Winston (Copy Desk Chief)

-r
A:£55 (U Christine Woolsey (Associate Editor)

, · (see story, page 55) @ 9/
DALLAS. Michael Bradford (Associate Editor)

But, we do not want to see enthusiasm for trying ployers and workers. LONDON. Stacy Shapiro (international Editor)

something completely new to solve the problem of Investigations Into 24-hour coverage and efforts Gavin Souter (Assoc,ate Editor)
LOS ANGELES: Joanne Wolcik (Bureau Chief)1 rising workers comp and group health plan costs to reform the current workers comp system are not Louise Kertesz (Associate Editor)

smothered by a concentration on why it would be mutually exclusive. NEW YORK: Douglas McLeod (Bureau Chief)
difficult to accomplish The efforts can and should be carried on simul- Stacy Adler (Associate Editor)

We also are concerned that workers not be prelu- taneously Judy Greenwald (Assoctate Ed,tor)

diced against this effort by an initial analysis by If 24-hour coverage is not the panacea for the Michael Schachner (Associate Editor)

WASHINGTON. Adrienne C Locke (Assouate Editor)some that it would result in diminished benefits for problems confronting the two systems, the research
workers and development efforts applied to the Idea could Advertising Director: Martin J Ross (New York)

Midwest Sales Manager· Robert L Niesse (Ch,cago)Rather, we want to encourage those involved m result in other viable solutions
CHICAGO: Deborah D Neale (D,strict Manager)

the workers comp and group health systems to in- Sfate regulators should permit pilot 24-hour Margaret Hiki(jo (Distnct Manager/

vest substantial research and development into programs to determine what advantages they offer Classified Sales)

how a 24-hour type of program could benefit em- employers and employees Elmer Kerstowske (Production Manager)

NEW YORK: Charles A Horvath (Distnct Manager)
Jack Forrest (Distnct Manager)

Letters Kathryn Premetz (Distnct Manager)

Cynthia Bykowski (District Manager)
LOS ANGELES. Michael J Sharpe (Western Advertising

Belco ruling not as influential as suggested Manager)

Director of Communications· Ronnie I Drachman

(New York)
To the editor I fear that your readers case dismissed the punitive damages It may be that Belco will later be able

may have been somewhat misled by pleading and stated that if Belco repled, to frame a satisfactory pleading in puni- EDITORIAL. Chicago 312-649-5398
Dallas 214-363-1066counsel for the plaintiff in the case of a new pleading must "disclose the tive damages, but the standard to which

Belco Petroleum et ano us AIG et al sources of (Belco's) information and be- it will be held has not changed London 71 -404-4228

Los Angeles 213-651-3710dealing with the question of first-party lief and otherwise come forward with Arthur N. Brook
New York 212-210-0140punitive damages against property insur- whatever evidence (Belco) has of the al- Mound, Cotton & Wollan
Washington 202-662-7200ers (BI, Feb 4) leged pattern and practice " New York ADVERTISING: New York 212-210-0228

Our firm represented the various insur-
i Chicago 312-649-5276

ers in the principal cases upon which the Time has come for limiting provider fees Los Angeles 213-651-3710New York Appellate Division relied in COMMUNICATIONS: New York 212-210-0132
the Belco cases for ltS decision to grant To the editor While reading the article of care and restrict "pre-existing condi- CIRCULATION· Detroit 313-446-1611
the insurer's motion to strike the pu- "Doctors Vieu Ethics of Cost Control" in tions" and "self-inflicted injuries/under-

Published by Crain Communications Inc, Chicagonitive damages allegation in the com- the Feb 25 issue, I found very little to the-influence injuries" and others from
plaint To suggest, as does counsel, that agree with from the two physicians coverage? G D CRAIN JR MERRILEE P CRAIN

the Belco decision in any way really quoted Not until Dr Ralph Muller, pres- I can swap horror stories with the best Founder (1885-1973) Secretary

changes the state of the law on the sub- ident of the University of Chicago Hospi- of benefit administrators about hospital MRS G D CRAIN WILLIAM A MORROW
Chairman Executive Vp-operationsJect is not quite accurate tals, said, "There has to be some limits on and physician overcharges for services,

S.R BERNSTEIN WILLIAM STRONGThe New York courts have always held what hospitals and doctors make," did I double bill.ng outrageous prices for items
Chairman-executive committee Vice pres,denkirculationthat a policyholder may bring a punitive snap out of my terminal boredom at the from hospitals and pharmacies, etc RANCE CRAIN ROBERT C ADAMS

damage claim against its first-party in- drivel I had been reading and nearly I certainly agree with Dr Muller on li- President Vice president-production
surer provided that the policyholder shout, "God bless Americal " miting hospital and doctor fees We've KEITH E CRAIN H L STEVENSON

could plead ultimate facts, and later on When one has installed every cost con- done all we can to our employees without Vice chairman Corporate editor

prove that the insurer engaged in con- tainment feature known to humankind, seriously affecting their access to neces- MARY KAY CRAIN PENELOPE A GEISMAR

duet of such a nature as to constitute a tweaked and manipulated administrative sary health care It is time now to turn Treasurer Corporate communications mgr

gross and wanton fraud not only on the fees, assumed more specific risk than the the spotlight on the hospital and doctor Published weekly at 740 Rush St, Chicago, 111 60611-2590, Telex
suing policyhol(leI' but upon the public as company can afford, begged, threatened, fees and make them more accountable to 6871241, Fax 312/280-3174, Cable CRAINCOM Omces 220 E 42nd St,

well (See Royal Globe Insurance Co us cried at employee meetings to hold down those who pay the bills New York, N Y 10017-5806, Telex 640207, Fax 212/210-0704. CRAIN
COM NYK, 1 Northpark, East Suite 114, 8950 N Central Expressway,Chock Fun O'Nuts, 449 N Y Supp 2d 740, costs (at what risk?) and driven a really Douglas F. Salensky Dallas, Texas, 75231-6415, Fax 214/696-1936, Suite 814, National Press

Samovar Of Russ:a Jewelry us General:, nice insurance agent to mainhne tran- Human Resources Manager Bullding,Washington,DC 20045-1801, Fax 202/638-3155,6500 Wilshire

476 NYS2d 869, Holoness Reatty us quilizers, what else is left but to transfer Michigan Rubber Products Inc Blvd, Suite 2300 Los Angeles, Calif 90048-4947, Fax 213/655-8157,
20-22 Bedford Row, London WC1R 4EB, England, Fax 71/430-2176New York Property Insurance Under- some costs to employees, limit some areas Cadillac, Mich $200 a copy $80 a year in US Canada and all other foreign add $38 forwrztzng Assn , 427 NYS2d 264, and surface mall Europe and Middle East only add $105 for air delivery

Man,ex Processing & Fzn:shing vs Allen- American Airlines, MetLife program on track First-class mall to U S, add $95, to Canada add $105 Bermuda only,
dale, 398 NYS2d 464 ) $180 per year expedited delivery SHEILA GORMLEY, circulation

manager Four weeks' notice required for change of address SendCiting Holoness, the court in the Belco To the editor In the Jan 28 article, failed to perform"), but American Air- subscnption correspondence to Circulation Department, Busness
"Exploring Ways to Improve TPA Ser- lines and MetLife have been working to- Insurance, 965 E Jefferson Ave, Detroit, Mich. 48207-3185. or phone

800-678-9595 or 313-446-1611, Fax 313/446-1650 Microfilm copies arevices," the statements regarding Metro- gether to address any problems that arise
Business Insurance welcomes Let- available from University Microfilms, 300 Zeeb Road, Ann Arbor, Michpolitan Life Insurance Co's lack of per- This cooperative approach has proven 48013 Microfiche copies available Bell & Howell, Micro Photo Division,ters from its readers Please keep formance were taken out of context successful for improving and maintaining Old Mansfield Road, Wooster, Ohio 44691 Portions of the ed,tonal content

your comments as brief as possible Although lt 15 true that the transition to MetLife's performance at desired levels of this issue are available for repnnt or reproduction in other media For
We reserve the right to edit letters MetLife in 1989 was difficult, this was Mary B. Jordan Information and rates to reproduce In general circulation media, contact

ART MERTZ, The Crain Syndicate, 740 Rush St, Chicago, Illfor danty or space We wdi not primarily due to the large number of Managing Director- 60611-2590, 312-649-5303 For repnnts or repnnt permission contactpublish unsigned letters Send your American Airlines employees and the re- Compensation & Benefits Repnnt Department, Business Insurance, 220 E 42nd St, New York, N Y
comments to Letters to the Editor, quired claim record transfer American Airlines Inc 10017-5806, 212-210-0229, Fax 212/210-0704

Business Insurance, 740 N Rush The performance standards were not Fort Worth, Texas TBPA Member of Business
St . Chicago, Itt, 60611 always met (which is quite different from Publications Audit of Circulation ARP

the interpretation that MetLife "often Letters continued on page 12
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WE'D LIKETOLLEARUP
SOME FAR-FLUNG
MISCONCEPTIONS

ABOUT
FINANCIAL RE INSURANCE

Everywhere you turn, it seems, someone is

launching a new financial reinsurance product.

While this dramatically increases an insurer's

reinsurance options, it also breeds confusion.

Centre Re would like to clear the ain

Since 1988, we've written $1.2 billion in finite risk,

reinsurance.* While we are proud of this achieve-

ment, it is our creativity and ability to complete

complex transactions that distinguishes Centre

Re as the leading financial reinsurer in the world.

"Finite risk" doesn't mean "no risk." We look for

opportunities where risk is ample, but clearly

defined and fairly priced. Often, these can be

complicated situations that traditional reinsur-

ance cannot adequately address.

We structure contracts that are flexible and effi-

cient, so that our clients derive, over the term of

our relationship, the most financial stability and

capacity their reinsurance premium can buy.

We limit our liability in these transactions but, in

exchange, offer our clients the possibility of shar-

ing in the profitability of a contract.

These and other financial benefits of finite risk

reinsurance are explained in our 1990 annual

report, "The Changing Face of Reinsurance."

For your copy, please call us at 809-295-8501:

In London, call 071-283-8049.

*Reins,trance volum€for 1990 totalled $61 7 million.

Assets at 12/31/90 exceeded $1.3 billion.

Centre Re
Innovationin Reinsurance
For more information, contact us through your reinstranee intermediary.
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At issue ......=---- Letters
Are you reducing the number of HMOs your company offers?

f -rell/%* Employers
Linda B. Roy Leet Steven N R. Craig
Roskosky Director- Schrenzel Reynolds are victims,
Employee Ser- Benefits Directcr- Manager-*

vices Repre- Ameritech,
f

Compensa.on Employee Ben-
4-0

sentative 112=4---8 Chicago
not villains

& Benefits 1&.Ps- I ef Its & Group
Polychrome The Rocke-  Insurance To the editor Scapegoating is
Corp,

Yonkers, N i 41 feller Group U.1. ' ... 1 H. Briggs & getting rampant in the general
Stratton Corp., press and on television

New York , - ' Milwaukee There is an epidemic of gee-whiz,
tear-lerker stories about employee

We are cutting down on the number Ameritech has reduced the number 0- We let our employees' preference: as Tte fewer HMOs you offer, the benefit plans and insurance com-
of HMOs we are offering due to the HMOs of ered over the past fer well as our own Judgment guide us greater your barganning clout In our panies leaving people uncovered
fact that aomintsrration is a real bur- years This is a response k reduced An HMO has to meet our rinancial case, we have found that by having and on the brink of financial ruin
den Also, rates tor some of the employee Interest As we Irrplement and operatonal standards, but be- an exclusive arrangement with a sin- The situations are sad, of course,
HMOs became very exorbitant, our point-of-service managed care yold that we look at employee palic,- gle HMO, we've been able to secure but instead of being reported as
higher than rates we were payirg on plan over the next couple c,f years, pation in a plan Our emploiees have multiyear rate guarantees that fit our isolated human interest stories,
our major mecical plan offered tc em- ttis trend is likely to continie, wphdrawn from a number of 1*105 ccst management strategy they often appear as business or
ployees By default, we have reduced the num- economic news with the implica-

ber we are currently offenng by ap- tion that they are representative of

proximately one-third a vast trend

The usual storyline is that the

Compiled by Sara Harty
plan has run cut of money and the
employer or Flan manager is cast
in the role of being guilty of negli-
gence or inadequate funding

Much of the blame, of course,
rests with the current recession,

Irf... (91 _1( _® f ° _ -1-- 5--- -1 0, a 4, /1 1 which is hurting businesses across
a

. the country However the real vil-
r.7 r-

f.- lains are never mentioned (and

iqi.&%*4*4„ .'fLSI-1 h-.'
probably are unknown by the re-

1+ 41 porters) This trend of disinforma-
:41- tion needs to be challengedl

Insufficient reserves? The Inter-

#i«  -TE ;Tfk<, -:- 9 .:: --: nal Revenue Service and Congress

1%45VEK445¢R**b<4 - 2 , 2<.7.
13 d have dictated that self-funded

' LS&9- welfare benefit plans should not

..5171:fr.61'r i : .... . .F':2.
ri*2 -* have reserves adequate to carry

them through hard times
.'r-Y¢

If employers and plans had puti.
aside reserves during the booming

-,4 4*4-4 '8Os for the current hard times,
..

* Pj, , .
they would have been penalized It

4.*4,<,e..#24' ; :
I .=a..;

7 is not carelessness nor poor man-
agement on the part of the em-

4 t

2.1
ployer or benefit plan, it's the lawl

19

(Section 511 of the Deficit Reduc-
tion Act of 1984 also known as the

'191, •' 62*:. '' 77 4, 1 4
Tax Reform Act of 1984 and Sec-

54#7)7 4</ : 11' .
1>

hon 419 of -.he Internal Revenue.<

Code ) The IRS and the tax com-
mittees of Congress viewed plan

- .

*- ,·*A r· rhf'7lr
F - & 0 , A./.$A * **i'fl

as a loophole and revenue loss

-f*
%*

1

4 reserves helc in tax exempt trusts
1

Congress and the IRS plugged that
f & loophole, and now the citizens suf-

fer

The general media reporters also
..,-a

fail to recognize that Congress and
.· the states have continually under-

.

I ./- I tl.K t cut and loaded extra costs onto

private employee benefit plans By
I -

-. 4 . making itself secondary payer for
„

Medicare and veterans, govern-
ment has raised the costs for pri-
vate plans Meanwhile, repeated

% cuts in Medicaid and Medicare

payments to medical providers
1'.f-. f have further fanned the flames of

2 1. phenomenal medical inflation
- .. 2

Congress and the states have also
.

added and extended mandated1 J..b.:4.. I
. -'.-7=u·:'1_-1 benefits, which also raise the costs

of providing health care coverage
As costs have gone up, employ-

El'.1 ers have had to cut benefits and

workers or raise copayments
4 Employers and plan profes-

,4*Yjf,tz!.-'-f«le- Lo' - sionals are victims, not villains!

r The trade press usually under-...-6 1"3 &&24 - -n-$
9 '' %67 stands that This letter is a call for

. those being slandered to respond
in the general press Write articles

Aon
t

$ 6 and letters to the editort Ask for

gen*y, Int.
te- >t .5

public relations might of the insur-
ance/benefits Industry toward self-
defense If you don't, these sad an-

4 ,.0, equal time for fairness on the TV
news Focus some of the massive

Servi
ecdotes will be absorbed as repre-

dlhe5*dly *mi, sentative fact into public opinion
and political views That s the

.- F 1,9-19 quickest path to some hasty, 111-

123 North Chicago, Illinois • 60606 '9 I

turing of the health benefits sys-

7900 r
tem Congress loves to legislate

4*3Mr·* I -=:r

conceived revolutionary restruc-

based on emotional isolated anec-

dotes It's put up or shut up time
Son Froncisco ; ew f Sea#le

3:
for all of ual

j Frederick D. Hunt Jr.
i AH Reinsuronce Agency, Inc. 5. 3 n RInc. $ j Aon Reinsurance Agency, Inc. President
r 415/546-3180 21 5873323 5 206/343-3541 Society of Professional
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Chevy Chase, Md



Protection for the Past ...

Security for the Future.

SCORRE®

SCOR®

Strengthening the foundations of
our reinsureds and intermediaries.

Photo by Elliott Erwitt

I o the uninitiated, loss reserving can seem like hocus-pocus. Or crystal gazing.
1 Or sleight of hand

A[ Scor Re, our actuarial wizards peer into the past, discover the unknown,
find hidden patterns and interpret the future. Using the tools of actuarial science,
they continually refine our sophisticated reserving formulas.

Our actuaries also work hand-in-hand with our expert underwriting, claims,
accounting and investment teams to find long-term solutions for todayk complex
risk exposures. And their keen, exacting insights underpin our assurance of
financial stabilit,i profitability and the power to pay losses.

So, when your needs are reinsurance, call Scor Re. When time past and time
present are time future.

Rated'K by AM. Best Company

Scor Reinsurance Company
110 William Street • New Y6rk, NY 10038 • 212-513-1777

Chicago 312-346-2189 • Dallas 214-401-1066
Hartford 203-525-2300
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In 1938, when a Martian invasion threatened the world,
Was it really happening? Or was it a ruse? One insurer for 103 years.

thing was certain. The resulting mass hysteria had In a changing world where events like this shape
proven the power of radio in America. history, this is our way ofreminding you ofone progres-

But on that uncertain October evening back in'38 sive, stable company that's been around since 1835.
when Orson Welles' incredible broadcast shocked Today at Allendale, we continue to shape the his-
the world, Allendale had been a credible property tory of loss control with engineering, training, research

t
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Allendale had been insuring planet Earth for103 years.
and testing, responsiveness and fairness in the way After a century and a half, that part of our philos-
we do business. ophy is not about to change. Allendale Insurance,

Throughout the years we've been more than an or- P.O. Box 7500, Johnston, Rhode Island 02919.
dinary insurance company. Commit-
ment to our insureds goes well beyond Allendale Insurance/Factory Mutual System
the property coverages we provide. Over 150 years of progress and stability.
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Tank coverage
Continued from page 3
lack of interest from buyers (BI,
Jan. 15,1990).

Tank owners, though, could also
make arrangements with fronting
insurers to provide a certificate of
insurance and cede the risk to a

captive, said Mr. Blinn.

Simplified administration is one
advantage of such a fronting ar-
rangement, he noted. "Rather than
trying to apply for self-insurance
on a state-by-state basis" and han-
dling the ensuing administrative
chores, one insurer can handle all
administrative duties in a fronted

program, Mr. Blinn said.
Higher limits than those re-

quired by the EPA may be avail-
able through a fronted program,
said Mr. Blinn.

"In addition, you've got the ad-
vantage of uniform nationwide
coverage. You know that you can
have the sarne coverage, say a $5
million limit, for all states in which
you do business by using the front-
inginsurer backed up by a cap-
tive."

And coverage can be broadened
to include insurance for above-

ground tanks, he said.
Mr. Blinn noted that there are

some disadvantages to using a cap-
tive, including the cost of using the
fronting insurer.

Another drawback is that a firm

has to pay a premium up front to a
captive, creating a disadvanta-
geous cash-flow situation com-
pared with self-insurance, under
which losses can be funded on a

"pay-as-you-go basis," he said.
Other alternatives have their

own disadvantages, Mr. Blinn said.
State funds offering coverage for

underground storage tank expo-
sures are the creation of "very ef-
fective lobbying of petroleum mar-
keters in various states," he said.

Many states have created the
funds as "mini-insurance com-

panies. .to cover the liabilities of
owners and operators" of under-
ground tanks, Mr. Blinn explained.
Several of the state funds have

been approved by the EPA to sat-
isfy financial responsibility re-
quirements, while others are under
review (BI, Oct. 8, 1990).

A state fund is "virtually an in-
surance company set up and run by
the state," Mr. Blinn said. They are
often under the jurisdiction of in-
surance or environmental authori-

ties.

While the state funds appear to
be a potential solution for tank
owners, there are questions re-
garding whether they are properly
funded.

The insurers are generally
funded through premiums or taxes,
said Mr. Blinn, and the amounts

being collected are far short of
what could be needed to pay
clairns.

To illustrate, he said some states

could require around $6,000 per
tank to fund potential liabilities
and "the most a state is collecting
is around $1,500 per tank. Texas is
collecting about $100 per tank per
year for its fund."

Another problem with the funds
is the inexperience of some of the
administrators in charge of the in-
surers, he added.

Tank owners and operators that
meet net worth requirements can
self-insure to meet the EPA re-

quirements, but it means quali-
fying annually in all states where
tanks are located. "As you can
imagine, it can be a bit of a head-
ache to self-insure these liabili-

ties," Mr. Blinn said.

An alternative to self-insuring,
of course, is to buy coverage in the
conventional market, he said.

However, there are a limited
number of key markets and "fringe
players" that offer insurance to
meet underground storage tank fi-
nancial responsibility require-
ments, and some are not "name
brand" companies," he said.

Owners of underground storage

tanks will fiEld varying .evels of
regulatory scrutiny, depending on
which states :hey operate in, said
Mr. Blinn.

The structure devised to monitor

compliance with the EPA financial
standards is the first example of
franchising :he government agency
has adopted Mr. Blinn said.

Because only a handfu: of EPA
employees staff the department
that mor.itrs underground storage
tanks, he exp. ained, they have "set
up in effect a franchise operation
in which -h€y have given all the re-
sponsibility and all the authority

A state fund is

'virtually an
insurance company

set up and run by the

state,' Mr. Blinn says.

to regulate the tanks to the indi-
vidual states."

"That may sound great until you
see. . .the nightmare that has been
created," Mr. Blinn said. "It also

grants states independent rights to
set up what is appropriate for
cleanups, too."

That means that some states

have more stringent rules than
others, he pointed out.

'Having 50 separate states en-
forcing these regulations is giving
rise to 50 different levels of en-

forcement," Mr. Blinn noted. "To
one extreme, we've got the state of
Maryland, where we've got 27 peo-
ple that are out making sure people
are buying the right insurance and
are following the technical re-
quirements."

Yet some states have put only a
couple of people in charge of that
oversight.

"In addition, you've got a bit of a
political problem associated with
what is called the world distribu-

tion network," he said.

He explained that shutting down
a gas station in a small town with
only one station presents a hard-
ship to residents. "There is a con-
cern among politicians that if we
enforce these regulations too
strongly, we're going to fragment
and ultimately destroy this world
distribution network." I
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,/einsurance for Tomorrow,
S# 1* Calls for Sorema N.A. Today

Today, more than ever, the financial stability and underwriting professional-
ism of the world's reinsurers will be tested. The ups and downs of the
insurance cycle combined with the vagaries of weather conditions worldwide
are focusing attention on the soundness of reinsurance companies' balance
sheets and plans for the future. Those who live for today, won't be here
tomorrow.

At Sorema N.A., we are committed to meeting and servicing the needs of
the insurance industry for the long term. Our shareholders include one of
the largest French insurance groups, Groupama, and one of the world's
oldest reinsurance companies, Copenhagen Re. A solid market for both
facultative and treaty reinsurance, Sorema N.A. offers in excess of $100
million in capital and surplus, and an A- (excellent) rating from A.M. Best.

Sorema N.A. is licensed or authorized to do business in 38 states. In
addition to standard property and casualty reinsurance, we offer specialized
expertise in the following areas:

• Facultative Casualty: buffer or gap layers, commercial general liability
including products liability, commercial automobile, excess liability,
commercial and personal umbrella

e Facuttative Property: petroleum, chemical, utility, construction,
manufacturing, mercantile and institutional risks

• Special Risks: (1[teaty and Facultative) agricultural, surety and fidelity and
other specialty lines

For more information about Sorema N.A. and how we can help solve your
reinsurance needs, contact one of the offices listed below.

Chicago

Tel: (312) 4444119 • Fac/Cas: Gregory Shives • FadProp: Mark Seelen
Dallas

Tel: (214) 387-3942 • Fac/Cas: Kathleen Hickok • Fac/Prop: Stephen M. Lanier
Hartford

Tel: (203) 241-4080 • FadCas: Craig Tirrell

Iks Angeles

Tel: (818) 761-6755 • Fac/Cas: David Kirk • Fhc/Prop: Jeff Price
New York

Tel: (212) 509-3238 • Fac/Cas: Jeff Hickey • Fac/Prop: Jay Kubinak

SOREMA N.A.
SOREMA NORTH AMERICA REINSURANCE COMPANY

199 Water Street • New York, NY 10038-3526 • (212) 4804900



Financial reinsurance
Continued from page 3
cover past exposures like long-la-
tent diseases, pollution or inade-
quate reserving, he said. "Few in-
surers or captives overreserve," he
pointed out.

Prospective policies can cover
such future exposures as unfore-
seen catastrophes, changes in regu-
lations and bad underwriting by
insurers, Mr. Gluckstern said. No

insurers believe they are guilty of
bad underwriting; "unfortunately,
we all do it," he said. And both un-

(591.tf:'i ,

foreseen catastrophes and changes
in regulations can deplete reserves.

The classical treatment of finan-

cial reinsurance today, according
to Mr. Gluckstern, is to use future

good underwriting to pay for his-
torie bad underwriting.

He noted that a policy recently
written by Centre Re for Home In-
surance Co. will protect it on both
a past and future basis over the
next few years. The Home was ac-

qu:red last month by a group of in-
vestors, including Centre Reinsur-
ance (Barbados) Ltd., from
AmBase Corp. (BI, Feb. 18).

"Stability is extremely impor-
tant" in financial reinsurance, Mr.
Gluckstern said. If you enter into

an agreement with somebody, you
must know they are going to be
there in the future: he said.

Clients need a long-term, stable
product, said Mr. Gluckstern, not-
ing that Cent.re Re enters into few
one-year deals.

Another important element of fi-
nancial reinsurance is risk trans-

fer, he said, adding that true finan-
cial reinsurance is accepted for
regulatory and other purposes.

Flexibility is another key. he
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said. "These are tailor-made. man-

uscripted deals."
Mr. Gluckstern also discussed

why Bermuda has become such a
successful domicile for financial

reinsurance. Among the reasons he
cited were

• Bermuda-based financial rein-

surers do not need to use statutory
accounting methods, which require
that liabilities be stated at their

ultimate value, without taking in-
vestment income into account.

Otherwise, liabilities "would

consume statutory capital at a very
alarming rate," he said.

• The better tax situation in

Bermuda. Exempt companies in
Bermuda will not pay income taxes
until 2016.

• The quality of Bermuda's in-
surance support services.

• The proximity to United States
time zones. It would be very diffi-
cult, for instance, to work out of
Hong Kong, "where when you are
awake, they are sleeping," Mr.
Gluckstern said.

After speaking, Mr. Gluckstern
fielded several questions from the
audience.

Asked how much risk constitutes

transfer of risk, Mr. Gluckstern
said, "I believe you have to have a
certain amount of underwriting
risk."

In a financial reinsurance trans-

action there should be a gap be-
tween the premium income and the
ultimate possible payout that can-
not be closed by the timing risk
alone, he said.

For instance, a deal where an in-

surer receives $1, but could pay up
to $2 in just a year would qualify
as financial reinsurance, he said.

-Underwriting risk is a compo-
nent of every financial reinsurance
transaction," Mr. Gluckstern said.

Mr. Gluckstern also was asked

why accountants seem to have dif-
ficulty with financial reinsurance.
"I think accountants are confused

about it," he responded.
Clearly, people have been con-

cerned about abuses in some finan-

cial reinsurance transactions that

apparently instantly transform
sick companies into healthy ones,
Mr. Gluckstern said.

Insurers should educate the ac-

counting, tax and rdgulatory com-
munities about financial reinsur-

ance, and demonstrate to them that
there are significant risk transfer
elements to these transactions that

involve more than just "depository
relationships," he said.

Asked about the recent develop-
ment of insurance futures con-

tracts (BI, Feb. 11), Mr. Gluckstern
said he does not believe the con-

tracts, which have been compared
to financial reinsurance, will work.

Insurance futures are compli-
cated, he said, "and pretty compli-
cated things don't work in gen-
eral," he said.

Meanwhile, at a separate work-
shop on financial reinsurance,
Messrs. Burville and Dixon dis-

cussed what financial reinsurance

is and how to use it, providing
some practical examples.

"Financial reinsurance is not

cash-flow underwriting," said Til-
linghast's Mr. Burville. He said his
definition of a financial reinsur-

ance or finite risk contract is "a

contract where most of the pre-
mium is the present value of most
of the aggregate limit."

The "risk spectrum" for finan-
cial reinsurance includes asset and

credit risk; timing risk; and finite
risk, he said.

Asset and credit risk, he noted, is
embodied in time-and-distance

policies, where "there are no un-
knowns in actual fact," he said.

However, the investments made by
the reinsurer could fail to produce
the expected results.

British tax authorities have ac-

cepted time-and-distance policies
for Lloyd's syndicates.

Timing risk involves setting ex-
pected losses at an aggregate limit,
although it's not certain when
losses will occur, he said. The fi-
nancial reinsurer runs the risk that

claims will be paid more quickly
than expected, depleting funds
available to earn interest on the

contract.

Finite risk, he explained, occurs
when expected losses can fall
below or above the aggregate limit
established, and there is a timing
risk as well.

Among the reasons to use finan-
cial reinsurance, according to Mr.
Burville, are:

• It permits discounting.
• It demonstrates coverage when

Continued on nezt page
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Financial reinsurance
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Continued from previous page
required by regulatory authorities.

• Earnings can be realized by
transferring current losses.

"You can get the incurred liabil-
ity off your balance sheet," said
Mr. Burville.

Financial reinsurance also

allows a company to recognize its
true net worth while protecting it
from liabilities, said Mr. Burville,
who noted that most contracts are

written by and for companies in
the United Kingdom, the United
States or Bermuda. Elsewhere, he
said, "it's very undeveloped and
unsophisticated."

Centre Re's Mr. Dixon in partic-
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ular discussed the uses of financial

reinsurance by captives. Financial
reinsurance can be used to manage
a captive's net retained liability to
reduce volatility, he said.

Also, a loss portfolio arrange-
ment, where an insurer cedes loss
reserves for known losses on a dis-

counted basis to a reinsurer, can
remove old business that sits on

the balance sheet but produces no
current income, he said.

Prospective "stop-loss covers"
also can be useful to captives, said
Mr. Dixon. These transactions can

protect the captives' loss and in-
come statements, he said.

Mr. Dixon noted that captives
tend to develop in stages. During
their first two or three years, for

The Patchwork QuiltVs.
Our$ZMillionBlanket

A single policy of $75 million over $25 million in excess liability coverage is available today
from the American Excess Insurance Association,* a facility comprised entirely of domestically
admitted insurance companies. Within our policy you can avoid missing layers, inconsistent lan-
guage, offshore captives or disputes among multiple carriers.

You enjoy the benefits of one claim manager, one underwriting facility, one policy of $75
million beginning at $25 million. You may choose $50 million or $25 million policies (also in
excess of $25 million) if they representyour top layer of coverage:

The members of the American Excess Insurance Association (you may have heard us called
the Ymerican Slip") are among the nationk largest and strongest insurance institutions, with the
capacity to bring stability, consistency and permanence to excess liability coverage. The association
is qualified to do business in almost every state of the union.

Your premiums are tax deductible, and therek no added investment or "reserve premium"
to lock you in. Our undeiwriting standards are designed to satisfj, a broad spectrum of North
American business.

If youre interested in the advantages of stable and uniform excess
liability coverage, ask your broker or company agent to call this number:
(203) 528-2155. yet,
'Note. A few classes are restric,ed to $50 million in excess of $5C million. American Excess
Each memberis severaly and not Jointly Imble forits share, as specified in ihe policy, of any assumed risk. Terms andconditionsof Insurance Association
coverage are as stated in the policy.

/Etna Life & Casually; American International Group, CNA Insurance Companies; Chubb Group of Insurance Companies;
The Continental Corp.; Crum and Fomer Insurance Organizations, General Star National Insurance Company, Subsidiary of General Re:

The Home Insurance Company, Insurance Company of North America, a CIGNA company; Maryland Casualty Company;
NAC Re Corp. Royal Insurance Company of America, a member company of Royal insurance group; The Travelers; Zurich-American insurance Group.
(Underwriting member companies· Thektia Casualty and Surety Company; American Home Assurance Company; Continental Casualty Company;

Federal insurance Company; The Continentai Insurance Company; United States Fire insurance Company; General Star National Insurance Company;
The Home Insurance Company, insurance Company of North America: Maryland Casualty Company; NAC Reinsurance Corporation; Royal insurance Companyof America;

The Trawlers Indemnity Company, Zurich Insurance Company U.1 Branch.)

instance, captives tend to buy lots
of reinsurance. "It really is trying
to avoid disruption in a lot of
ways," he explained.

Until that stage is passed, he
said, captives have little use for fi-
nancial reinsurance. At that point,
however, they start to manage
their financial condition and be-

come potential financial reinsur-
ance clients, he said.

Mr. Burville also presented sev-
eral sample financial reinsurance
contracts for self-insured clients

that are based on actual policies.
One example, which illustrated a

" structured settlement," involved
a U.S. manufacturer that wanted

to insure a product liability class
of business covering claims made
over five years.

The contract, which had an in-
ception date of Jan. 1, 1989, had an
aggregate limit of $4.75 million ex-
cess of $250,000. The premium was
$4.25 million payable in Yive an-
nual installments of $850,000.

"There's not a large expectation
of investment income," Mr. Bur-
ville said of this deal. "That's a

fairly straightforward, traditional
financial reinsurance contract."

A second example involved a loss
portfolio transfer. The policy-
holder is a racehorse owners' asso-

ciation with a self-insured credit

guarantee class of business. The
contract's period is Jan. 1, 1989, to
Dec. 31,1993.

The limits are $5 million per loss
per horse excess of $250,000 per
buyer per auction. The policy is
subject to a $5 million aggregate.
The premium is $4.5 million pay-
able in five annual installments of
$900,000 each.

This was a case in which insur-

ance coverage is required, and is
being provided through this loss
portfolio contract, Mr. Burville
said. "I don't believe they expect to
lose $5 million of coverage," said
Mr. Burville. "This is really to
prove insurance coverage."

The third example was a pros-
pective aggregate, finite risk con-
tract. The policyholder in this case
is a manufacturer with a self-in-

sured general liability class of
business and a contract period
from Jan. 1, 1989, to Dec. 31, 1989.

The limits are $750,000 excess of
$250,000 per occurrence, subject to
a $10 million aggregate. The pre-
mium is $6.1 million payable in
quarterly installments.

Breaking down the premium, Mr.
Burville said this reflects $8 mil-
lion in expected losses that have an
expected present value of $5.4 mil-
lion.

Added to the $5.4 million is
$200,000 charged for expenses and
profit along with a risk charge to-
taling $500,000 for the $2 million
in coverage excess of $8 million in
expected losses. All this adds up to
a total premium of $6.1 million.

Unless these losses pay out over
a 20- to 30-year period, there will
never be enough investment in-
come to pay for the potential loses,
said Mr. Burville, explaining the
risk element involved.

Mr. Dixon also presented an ex-
ample of a captive reinsurance
program that was modeled on an
actual Centre Re contract.

In this example, a captive has
assets of $15 million in cash and
investments, Its liabilities include

$12 million in loss reserves plus $3
million in shareholders' equity,
which represents primarily a sur-
plus contribution plus some in-
vestment income generated by the
reserves.

The captive issues $5 million
policy limits for directors and offi-
cers, errors and omissions, general
liability, and other types of ca-
sualty coverages. There fs no prop-
erty or short-term liability insured.
The captive retains $3 million per
occurrence per insured.

Reinsurance is purchased each
year for $2 million excess of $3
million per occurrence. The aggre-
gate limit for this reinsurance is

Continued on page 22



////f

LLI ./

' 1- 75''t /' 24' 1. 4

DEPA FR-T-4 NT
A INNOVATIVE UNDERWRITING

A BEST'S'A'RATED CAPACITY

A CAPTIVE MANAGEMENT

A RENT-A-CAPTIVES

A GLOBAL RESOURCES

»K ANDIA/-»
AME)GA
G R 0-U P

SKANDIA AMERICA VIEWS THE ALTERNATIVE RISK TRANSFER ("ART") MARKET AS TRADITIONAL BUSINESS FROM NON-TRADITIONAL

SOURCES. WE RECOGNIZE THAT CAPTIVES, RISK RETENTION GROUPS, POOLS AND OTHER SELF-INSURANCE PROGRAMS REPRESENT

PRUDENT AND ECONOMICALLY SOUND STRATEGIC SOLUTIONS TO TODAY'S COMPLEX RISK MANAGEMENT PROBLEMS.

AS YOUR PARTNER, THE ART DEPARTMENT WILL HELP DESIGN YOUR RISK FINANCING PROGRAM, WITH A STEADY HAND AND

A DISCERNING EYE FOR THE CREATIVE, COST EFFECTIVE SOLUTION THAT BEST MEETS YOUR NEEDS.

IN NEW YORK

SKANDIA AMERICA GROUP

TEL: 212-978-4700

FAX: 212-385-2169

ALBERT J. BEER,

SENIOR VICE PRESIDENT,

DIRECTOR OF

ALTERNATIVE RISK TRANSFER

IN BERMUDA

SKANDIA INTERNATIONAL

RISK MANAGEMENT LTD.

TEL: 809-295-2185

FAX: 809-292-8637

ROBERT J. ROSSER,

VICE PRESIDENT, MARKETING

SKANDIA AMERICA GROUP /e,\ STRETCHING THE LEAD.

IN VERMONT

SKANDIA INTERNATIONAL

RISK MANAGEMENT INC.

TEL: 802-658-1474

FAX: 802-658-0541

GEORGE CHAFFEE,

PRESIDENT
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Financial reinsurance to cover catastrophes
By JUDY GREENWALD

HAMILTON, Ber-
/f-% muda-Major rein-

 surers can and will

e;-4 providing financialr»4 play an active role in

reinsurance to help
corporations cope

with the impact of major catastro-
phes, says a Swiss Reinsurance Co.
official.

Ernst Baumann, who is deputy to
the head of reinsurance at Swiss

Re in Zurich, Switzerland, made
his remarks in the light of a recent
Swiss Re study that shows an in-
creasing number of major catastro-
phes in recent years.

Mr. Baumann spoke at the 15th
International Captive Insurance &
Reinsurance Forum sponsored by
Tillinghast earlier this month in
Bermuda.

"The main area in comprehen-
sive management of catastrophe
risks for a major corporation is loss
financing," said Mr. Baumann.
"Here the strong professional rein-
surer can and will play a major
role."

Traditional insurance and rein-

surance is less important to mul-
tinational corporations in their
long-term loss financing strategies,
Mr. Baumann noted.

"This is true to a certain extent

because of the volatility and finan-
cial instability of certain insurance
markets, as well as the lack of
cover, capacity and services for
hazardous risks and a costly distri-
bution system," he explained.

Pointing to new loss financing
concepts, Mr. Baumann said that
"apart from a wide range of ser-
vices including captive manage-
ment and claims service, the pro-
fessional reinsurer will continue to

provide long-term capacity for
large risks, based on their own fi-
nancial resources.

Financial reinsurance
Continued from page 20
$10 million.

For the limit of the excess-of-

loss reinsurance to be reached, the

captive would first have to sustain
net losses equal to five times its re-
tention of $3 million for a total of
$15 million.

In addition, assuming there are
some other underlying losses as
well, this means the captive, with
its $15 million in assets, would be
out of business before it reaches

that point, Mr. Dixon said.
Another factor to be taken into

consideration would be the cost of

reinsurance. The reinsurance now

costs $1.2 million a year, although
it is scheduled to go up to $1.4 mil-
lion the following year.

Under an alternative reinsurance

structure, there would be a three-

year program for the $2 million ex-
cess of $3 million per occurrence
layer, with an aggregate limit of
$12 million over the three-year pe-
riod. The total premium over the

three-year period would be $6 mil-
lion to $7 million.

The profit commission would be

based on premium, less a margin
and paid losses, plus an interest
credit on the average cash balance.

Among the advantages of this
approach, Mr. Dixon said, is that it
provides budgetable reinsurance
costs over three years.

And with the profit commission,
the reinsured takes part in the pro-
gram's profitability, which lowers
the reinsured's net cost.

In addition, the reinsurance limit
purchased is more consistent with
the economics and loss expecta-

tions of the captive.
"This can be an extremely low-

cost way for the captive to buy re-
insurance," Mr. Dixon said. It also

protects the captive regardless of
whether the market is hard or soft,
he said: •

"Stable capacity. . .will become
more important in the future
transfer of the catastrophe type of
risk where in the past very often
some high cover limits have been
cobbled together on a very wobbly
construction of insurance, multiple
reinsurance and retrocessions

which did not necessarily corre-

spond to the security expectations
of a corporation," he said.

"With the increase of uncer-

tainty, a corporation should be
more inclined to buy stability. This
means more careful study of the fi-
nancial situation of insurers and

reinsurers and more long-term
contracts," said Mr. Baumann.

Some reinsurers can offer a wide

range of "very valuable" alterna-

tive loss financing arrangements
for special risk situations, unex-
pected claims developments, unin-
surable exposures or specific busi-

ness sitiations, said Mr. Baumann.
Examples of the latter would in-

clude the sale or acquisition of
companies, mergers, and changes
in-or termination of-business

activities, he said.
The eharacteristics of financial

reinsurance alternatives, said Mr.
Baumann, are:

• A risk transfer that could con-

sist of a timing risk, an investment
risk, a credit risk and limited un-
derwriting risk that is in excess of
the expected losses.

• The inclusion of investment

income to fund or pay losses.
• A structured plan for premi-

ums and claims payments and re-
serves for incurred losses on a eu-

mulative basis, spreading losses
over a longer period.

"Since these programs have to be
structured according to the spe-
cific needs of a client, prospective

{ ''{(.'VT.

covers in particular can be very
flexible to follow any business
and/or risk developments; for ex-
ample, the inclusion of new risks.

coverage of gaps and so on," he
said.

Because these alternative risk

financing contracts are long-term
arrangements and very often in-
volve substantial payments, "the
security and the confidence and
the confidentiality of the partner
are of vital importance," he said.

Mr. Baumann also discussed a

1990 study by Swiss Re of natural
catastrophes and major losses for

the period 1970-1989 (BI, Dec. 17,
1990).

"The study shows clearly the
number of large and very large in-
sured events of more than $100
million has increased in recent

years, particularly in the case of

natural catastrophes, but major

man-made losses have also become

more numerous," he said.

The extent of damage has also
risen more sharply than the actual
number of events, he added.

"This latest trend shows that the

large corporation not only is more
vulnerable to large and heavy risks
but seems also to become more ex-

posed to catastrophes due to
changes in manufacturing tech-
niques; optimization of plant out-

put governed by the principle of
economies of scale; the more inten-
sive use of land prone to natural
calamities like flood, windstorm,

earthquake; and, last but not least,
an increased awareness of the en-

vironmental situation and also of

product safety.
"Some of these exposures cannot

be transferred at all or only partly
to the insurers and reinsurers," Mr.
Baumann said. m
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You know what self insurance costs you
Whether your self insurance program is

voluntary or involun-ary, you have to be prepared
for what lies ahead.

AM-RE MANAGERS can help you plan for
future liabilities now We have professionals who are
trained to identify potent al problems and look
beyond the obvious. We will put together a team
of specialists to foc-Is on concerns like unrecover-

ables, adverse loss development, coverage
restrictions, multinational exposures, and environ-
mental issues-whatever problems you are facing
-to give you solutions that are customized to meet
your needs.

No matter what your business is, we'll make
It our business to help. For more information, call
AM-RE MANAGERS.
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Shake-up foreseen in Canadian market
By JUDY GREENWALD Mr Belton, who is based m To- upswing in premium rates or a dra- grave" because many companies the past several years after invest-

ronto, spoke at the 15th annual In- matic shortage (in the) market m will no longer be viable ment income is taken into account
HAMILTON, Ber- ternational Captive Insurance & the near future " "There is bound to be a major, "We Just came to the conclusion we

muda-The Ontario Reinsurance Forum sponsored by But, he added, "one dark cloud" major shake-up," with insurers ei- had enough, and we wanted to de-
1 CL'*71 government's threa- Tillinghast earlier this month in iS the chaos that could result in 18 ther merging or withdrawing from vote our resources elsewhere "\. 7*52/ tened takeover of the Bermuda to 24 months if the Ontario provin- the market, he said Canadian operations generate

province's automo- Also speaking during the session cial government takes over auto in- One insurer-SAFECO Corp of slightly less than 10% of the in-
bile insurance indus- was William E Toyne, director of surance in the province Seattle-has already announced its surer's total business, he added
try could cause the risk services for Sedgwick James Mr Belton explained that the plans to leave the market Con- Mr Belton said he bases his pre-

entire Canadian property/casualty Inc in Toronto, who recommended newly elected socialist government ce(ling that there lS "obviously dictions on several assumptions
market to "crash and burn" rather that Canadian captives change in Ontario, Canada's largest prov- some degree of optimism," Mr • That Ontario's government
than make the "soft landing" that their approach from risk financers mee, 18 dedicated to some form of Belton said that six to eight in- will only take over the personal in-
might normally be expected, warns to risk takers auto insurance natlonallzatlon surers are lining up to acquire its Jury portion of automobile insur-
a consultant In his remarks, Mr Belton said The reform has been promised for portfolio of business ance; rather than the physical

The additional insurer capital that "there has been and will con- many years, and with the election SAFECO acknowledged that the damage portion as well This busi-
that would be freed by such a take- tinue to be a disturbing degree of of the new government, "they're Ontario government was one of ness alone, however, accounts for
over could, at least initially, pro- volatility in the (Canadian) mar- going to have to do something to several reasons for ltS withdrawal 15% of all property/casualty insur-
long the extremely soft property/ ketplace" until supply and demand fulfill the promise " "It was a factor, but it certainly ance written nationwide, he said
casualty market in Canada, said "come into better balance " The options range from a partial wasn't the only factor,' said Rod • That the takeover's effective

Edward T Belton, a risk manage- Based on his analysis of current to a complete takeover of auto- Pierson, vp and controller date will be Jan 1, 1993
ment consultant with the Tillingh- conditions, he concluded that the mobile insurance In either case, After a period of losses, Mr • That the amount of premium
ast unit of Towers, Perrin, Forster current soft market in Canada "is he said, "the implications for the Pierson said, the company came income lost to the industry will be
& Crosby Inc not likely to culminate in a violent (insurance) industry are very close to breaking even in Canada about $1 8 billion Canadian ($1 56

billion US)

• That this will free up about $1
r , billion Canadian ($8643 million

U S ) of insurers' capital and sur-
plus

In an "ideal world," said Mr
Belton, given these assumptions,
shareholders would decide

1, 4 "enough is enough" and withdraw
the freed-up capital from the mar-

,

ketplace And "while they are in

'0, the mood," they would remove a
'.4: big chunk of the excess capital that
. has kept the Canadian marketplace

oversupplied, hypercompetitive
and unprofitable

The result of all this, said Mr
Belton, would be "nirvana " The

remaining companies would be
under little pressure to leverage

.

their excess capital and competi-
4'

,
tion would continue, "but not vi-

gorously or unreasonably so "
Under this scenario, the market-

4.1./ place would be stable and cycles
would be all but eliminated be-

cause prices would not get ham-
mered down to unrealistic levels

that require big increases to cor-
rect, Mr Belton explained

.

14 Reasonable prices would keep
the public happy Brokers would

4 be happy because the market is re-
latively open, regulators would be

,

happy because solvency iS not
1-:$%1 threatened and the governnnent

A -/

would be happy because there are
no complaints from the public, he
summed up

But, "the problem with this sce-
nario is that it requires a degree
of wisdom, foresight and discipline
which the owners of insurance

companies in Canada have never,
ever displayed in the 200-year his-

i tory of the business," he said
He quoted one }ournalist, Writing

in the Montreal Gazette in 1983, as

commenting that the Canadian in-
surance "business is going to the
dogs because of broad policies, low
rates and unbridled competition "

.Virtually nothing has changed
in the interim," Mr Belton said

.t' 157' "There is truly nothing new under
, I 3. the sun "

Under Mr Belton's "crash and

burn" scenario for the Canadian
t

* market, the $1 billion of freed-up
capital is not withdrawn Instead it
is added to the $5 billion of surplus

r I I. ....... /

that already exists in the market-
place

now, but what about 10 years from now?
At the center of this scenario,

said Mr Belton, lS a prolonged
price war Insurers would fight for
market share and, to properly lev-
erage their capital, try to replace
the premium volume taken over by
the Ontario government

Competition would grow more

1FraAM·RE MANAGERS* vigorous than ever, he said And

11'mr TheAmerican Re·Source
results would deteriorate rapidly,
with weaker companies faring so

4 Subsidiary 01 American Re Insurance Company badly that regulators are forced to
step in and wind them up

555 College Road East Princeton NJ 08543 5241 (609) 275 2100
Insurers will subsequently merge

RESOURCES AND CREATIVITY DELIVERING SOLUTIONS. or be bought out by better-capital-
ized companies, Mr Belton contin-
ued "During the price war, a great

Atlanta Bermuda Bogota Boston Brussels Cairo Chicago Columbus Dallas Hartford Kansas City
London Los Angeles Melbourne Mexico City Minneapolis Montreal New trk Philadelphia San Frarcisco Santiago Singapore Sydney Tokyo Toronto big chunk of capital would be lost,

Continued on next page
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Strong Markets for Private
Country Clubs
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As we face anothertigrt market in the 90 s,
Brownvard stands on its record of stability

Country Clubs, fo- exarr pie: Insurance for all

buildings -even without sbrinklers, Liability
roverage for Liquor. Pol ution, Swimming Dools

and more. Plus D&C. Plus Umbrella Plus

coverage for greens. carts, tennis cours,

bridges, spnnkler systems, food spcilage
members equipment fine arts, antiques. EDF

aid more! And irs underwritten oy ar
AM. Best Rated A+ (Class XV) corrpany

Thafs strength your clients need
Poised For the 90'S

THE BRWNYARD GROUP21 Maple Ave., CN*75
Bay Shore, New York 11705-9175

In NY: (5161 666-5050, Outside: (800) 6*3820, FM: (516) 665-5723

THERE WHEN IT COUNTS.

Canadian market
Continued from previous page

return on equity would be negative
and shareholders also would take a

terrible beating."

Insurers then will do what they
should have done in the first place,
Mr. Belton said: They will remove
whatever excess capital is left, and

a leaner, more disciplined market-
place will evolve. A smaller num-
ber of much larger players will re-
main, he predicted.

The prolonged price-cutting in

Canada would put companies so
deep in the hole that survival
would depend on immediate and
substantial price increases, tight-

ened underwriting standards and
all the corrective measures that ac-

company a hard market cycle, he
said.

In shock, commercial buyers and
risk managers will flock to cap-

tives, reciprocals and other alter-
native risk financing methods, said
Mr. Belton.

Even after being extinguished,
fires-especially industrial fires-
can remain life threatening.
Because during a blaze, substances
such as mercury, formaldehyde
and acids used in industry can be
released into the air in deadly
concentrations.

"It's a case of

what you can't
see or smell

being able to
kill you;' warns
industrial hygien-
ist Dr. Roger
Hallstein.

-.

I . 9

DI Hallstein, who manages our
industrial hygiene laboratory-
one of the few labs of its kind in

the country-heads up a highly
qualified team ready to work
days, nights and weekends. Using
state-of-the-art equipment, they
analyze air samples whenever
necessary And provide crucial
data and recommendations
to deal with harmful or lethal

contamination. In short, they
save lives.

Continental has a lot of dedi-

cated people like Dr. Hallstein.
People who are there when it
counts. People who have helped
make us a leading property/
casualty insurer and a strong,
solid compan¥They're why, for
over 135 years, we've met our
obligations to our insureds, our
employees, our distributors and
shareholders.

4Insurance®Continental

He further warned of an "un-

thinkable" scenario if the govern-
ment takes over the entire automo-

bile insurance business, rather

than just bodily injury coverage. In
this case, the amount of premium
volume lost to the industry would
jump to $4 billion and the amount
of capital freed up would total $2
billion.

"It would turn out to be an abso-

lute blood bath," said Mr. Belton.

"If consistency and stability and
predictability are important to
you, then you're not likely to find

them in the marketplace."
Any marketplace that is sensi-

tive to the supply-and-demand re-
lationship, like the Canadian in-

surance marketplace, will experi-
ence relatively severe cycles until
the source of instability-excess
capital-is eliminated, he said.

"However, no matter how insur-

ers respond to the loss of Ontario
auto (insurance), the longer-term
outlook for the marketplace is that
there will be far fewer, bigger,
stronger insurers and a more or-
derly and disciplined market-
place," he predicted.

Under a "nirvana" scenario, this
transformation would occur with

relatively little trauma. Under the
"crash and burn" scenario, mar-

ket convulsions would eventually
lead to stability.

But, depending on how the fu-
ture unfolds, "there could be a cri-

sis which is equal to, or worse
than, that which was experienced
in 1985-1986," Mr. Belton said.

Mr. Belton also discussed the

current oversupply of capital in the
Canadian market: As of September
1990, the market had capital and
surplus amounting to $10 billion,
which would support $25 billion in
premium volume, assuming a pre-
mium-to-surplus ratio of 2.5-to-1.

Actual net premiums written to-
taled $13.4 billion, which means
the market has $11.6 billion in sur-

plus capacity, or a 53.6% capacity
utilization rate, he said.

Mr. Belton also calculated the

amount of excess capital. With an
estimated $5.4 billion of capital re-
quired to support $13.4 billion of
net premiums written, and actual
capital of $10 billion, the market
has $4.6 billion in surplus capital.

Meanwhile, Sedgwick James' Mr.
Toyne said in his presentation that

Canada has a relatively small in-
digenous property/casualty insur-
ance market.

For example, he noted that the
42 reinsurers licensed in Canada

only account for about 7.3% of the
total market. Of those, the three
reinsurers that are Canadian

owned write only 0.59% of the
property/casualty market, he said.

In addition, less than 5% of the

direct writing companies in Can-
ada are Canadian-owned.

The result, said Mr. Toyne, is
that Canadians have little control

over a market that is "very much

subject to the vagaries of insurance
around the world."

One of the major objectives that
Canadian companies have when
forming captives is to stabilize
their costs.

"Can a captive really do this?"
Mr. Toyne asked.

While Canadian companies use
their captives primarily to finance
predictable losses, Mr. Toyne pre-
dicted that when the market hard-

ens, captives' traditional role will

be challenged. The opportunity
will emerge, he said, for captives to
participate in the upper levels of
risk financing programs.

Only through this approach, said
Mr. Toyne, will captives meet the
objective of stabilizing cost of risk.

This will require "new thought,"
however, on the part of brokers,
risk managers and corporate chief
financial officers, said Mr. Toyne.

Captives will never be totally
able to moderate the market's fluc-

tuations, "but I'm convinced we're
going to have to do a lot more of
this than we have in the past," he
said. I
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' attention paid to us serves more to confirm

the soundness of a corporate strategy laid

down in 1982. From the beginning, our policy

has always been to seek out good, strong,

independent insurance agencies as affiliates.

Once on board, all we do is streamline their

accounting methods, take a look at their em-

ployee benefits program, and that's about it.

It seems the longer
you stay in the black,
the more you end up

in the spotlight.

After all, they were doing well enough before

we came along, so why interfere?

This simple philosophy enables us to

strengthen our national presence with each

new acquisition, while at the same time

offering our affiliates an increasingly broad

network of expertise with which to attract

and service more customers.

With over 40 offices across the country

our initial plan seems to be working fairly well.

And, much the same as when we take on a

new affiliate, we see little point in changing a

successful formula at this stage.
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Retiree health benefits, captives may not mix
By MICHAEL BRADFORD

HAMILTON, Ber-

muda-Captive insur-
ers may be of little

value to employers
facing stricter require-
ments for funding re-
tiree health care bene-

fits, a tax expert points out.
The accounting rule that scraps

"pay-as-you-go" accounting for re-
tiree health care costs also appears to
limit the use of captives as a way to
fund the benefits, said Jeffrey Eidson,
senior tax manager with KPMG Peat
Marwick in Bermuda.

In addition, only captives based in
U.S. domiciles-defined as the 50

states, the District of Columbia and

the U.S. Virgin Islands-can directly
insure retiree health care benefits.

The Employee Retirement Income
Security Act does not allow employee
benefits for U.S. workers to be

funded through captives in non-U.S.

domiciles and limits the types of cap-
tives based in U.S. domiciles that can

insure employee benefit plans.
For purposes of its retiree health

benefit accounting rule, the Financial
Accounting Standards Board does
not consider contracts with captives
to be "insurance contracts," Mr. Eid-
son said at the 15th International

Captive Insurance & Reinsurance
Forum, sponsored by Tillinghast ear-
her this month in Bermuda.

Last year, the board passed its
long-awaited rule, FASB 106. Begin-
ning in 1993, large companies will be
required to accrue retiree health care
liabilities as an expense from the date
employees are hired until they are el-
igible for benefits (BI, Dec. 17, 1990).

That rule was not particularly good
news for employers hoping to use
captives to finance the liability, said
Mr. Eidson.

The accounting rule defines an in-
surance contract as one "in which an

insurance company unconditionally
undertakes a legal obligation to pro-
vide specified benefits to specific in-

dividuals" in return for a premium.
"And that's what we all know an

insurance contract to be. However,

they go on to say that an insurance
contract must be irrevocable and

must involve the transfer of signif-
icant risk from the employer to the
insurance company."

In a footnote, Mr. Eidson added,
FASB states that contracts with an

insurer that does business primarily
with the employer and related em-
ployers-in other words, contracts
with a captive-will not be consid-
ered insurance contracts.

That language may not completely
close the door on the use of captives
to finance retiree health care liabili-

ties, he said. "You may still be able to
treat that contract as a plan asset."

Assets, however, are subject to
other regulations. FASB requires em-

ployers to have no control over plan
assets and requires assets to be struc-
tured as a trust or similar vehicle.

"There is some flexibility there, but
it is somewhat restricted for having
an insurance contract in itself qualify
as a settlement of a post-retirement

benefit liability," he said.
It is not entirely clear whether an

insurance contract could be used to

fund the liability if it were fronted
by a commercial insurer and then
reinsured with the employer's cap-
tive whether the captive is located
in a U.S. or some other domicile,
Mr. Eidson said. But "it's our feel-

ing at this point that fronting ar-
rangements would be treated very
similarly to direct programs."

Businesses that participate in mul-
tiple-owner captives may have better
luck financing retiree health care lia-
bilities through captives than busin-
esses with wholly owned captives,
according to Mr. Eidson.

FASB 106 addresses captives only
in "very broad terms," he said. "It
appears that under the statement a
wholly owned insurance company
would be considered a captive, but a

multi-owned insurance company may
not be."

He warned, however, that the regu-
lation is still open to interpretation.

Several other retiree health care

liability funding alternatives are
more clear-cut than captives, he said.

A company could increase pension
benefits for retirees and then make

retirees responsible for purchasing
their own health insurance, rather

than furnish employer-paid retiree
health care coverage, he noted. That
way, the company can fully deduct

its contribution and earnings on the
pension contributions can accumu-
late tax-free.

But, that approach has at least two
drawbacks, he said. Pension regula-
tions do not permit firms to reduce
pension benefits once they are in-
creased, and employees would be
taxed on the added benefits.

Other funding options include:

• Funding retiree health care ben-
efits through qualified retirement ac-
counts under Section 401(h) of the
Internal Revenue Code.

Advantages include the fact that
contributions are deductible for the

employer and retirees receive bene-
fits tax-free. But the cost of medical

and death benefits under a 401(h)

plan cannot exceed 25% of pension
plan costs, which might nnean that
the plans would not be adequate to
fully fund medical benefits.

Also, contributions can be made to
retiree health care costs funded

through a 401(h) account only if pen-
sion contributions also are made

through the account. If the pension
plan is fully funded, retiree health
care contributions cannot be made.

• Voluntary employee beneficiary

associations, also known as 501(c)(9)
trusts.

VEBAs permit employers to make

tax-deductible contributions to re-

tiree health care costs-within cer-

tain limits. However, investment in-
come on those contributions

generally is subject to tax.

• Funding through medical reim-
bursement insurance contracts or

other arrangements with insurers.
General problems with funding

post-retirement benefits have
mushroomed, Mr. Eidson noted.

"The issue can be likened to a

storm gathering on the horizon. CEOs
and CFOs in American corporations
have seen it coming for a number of
years, but they have been very wary
to deal with it. For whatever reason,

they have ignored the problem."
Escalating medical costs pose the

primary threat to employers offer-
ing post-retirement health care ber.e-
fits, Mr. Eidson remarked. Not only
have health care costs risen dramati-

cally, he added, but the nunnber of

retirees also continues to climb,
"both in actual number and in rela-

tion to active employees."
Mr. Eidson referred to a 1984 es-

timate that total unfunded medical

liabilities of the Fortune 500 com-

panies amounted to about $2 trillion.
Total assets available to fund these

benefits at that time wtre only an es-
timated $1.3 trillion.

Employers have several options for
limiting their liability for post-retire-
ment benefits, Mr. Eidson said.

Companies could reduce or cap
benefits, he pointed out, or require
payments from employees or retirees.

While some companies have at-
tempted to terminate retiree health
care benefit programs, promises
made in labor agreements can make

that impossible in some situations
and courts have generally upheld em-
ployees' rights to the benefits, Mr.
Eidson said. I
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Few insurers have Gstomach'for EIL
By MICHAEL BRADFORD

HAMILTON, Ber-
muda-Insurers' re-

luctance to under-

write environmental

exposures is creating
opportunities for al-
ternative risk financ-

ing markets, says an environmental
specialist.

If capacity for environmental
impairment liability insurance is
shrinking in the conventional mar-
ket, "it has to go someplace," said
Amy S. Bouska, a consultant in
Bermuda with the Tillinghast divi-
sion of Towers, Perrin, Forster &
Crosby Inc.

"This is sort of like the carrion

opportunity, but don't overlook it.
Somebody has to write that busi-
ness" she advised.

Some insurers are reluctant to

write environmental liability po-
licies because the demand for the

coverage doesn't always live up to
expectations, she said earlier this
month at the 15th International

Captive Insurance and Reinsur-
ance Forum in Bermuda.

"It seems like whenever some-

body comes along and wants to
write it, the demand doesn't really
quite come up to expectations,"
Ms. Bouska said.

As an example, she cited En-
vironmental Protection Insurance

Co. Risk Retention Group, which
stopped underwriting the coverage
in December 1989 (BI, Jan. 15,
1990)."EPIC stopped writing not
because they had a financial prob-
lem, as far as I know, but because
nobody wanted to buy it," she
said.

Tillinghast's Ms. Bouska cites estimates that
environmental services and support service firms

have annual sales of $98 billion and provide 3
million U.S. jobs. 'That means there is $98 billion

out there that needs insurance,' she says.

Other property/casualty insurers
are reluctant to write EIL coverage
because they are reserving their
capacity for some other line of in-
surance business, Ms. Bouska said.

Some large insurers and Lloyd's
of London syndicates are the rare
exceptions. "There are people who
are willing to take a chance on it,"
she said.

There appear to be three types of
insurers that are writing EIL cov-

H PS
LONG-

Loss prevention is essential to every enterprise
and Arkwright offers its customers formidable
resources.

In addition to our own engineers, Arkwright
draws on the expertise of its Factory Mutual
Engineering Organization and Factory Mutual
International affiliates.

Factory Mutual engineers conduct regular
facilities inspections to help customers identify,
evaluate and control risk. By developing knowl-
edge of each customer's operations, we are able
to tailor our services to meet individual needs.

Customers also benefit from Amwright's

extensive training capabilities. Each year we
train thousands of employees in modern loss
prevention techniques.

Arkwright's Factory Mutual research affiliate
operates the largest full-scale fire test facility
in North America. The knowledge gained
here makes our engineers uniquely qualified
to advise you on the installation of sprinklers
and other safety devices.

Finally, through Factory Mutual International,
Arkwright is able to offer customers consis-
tently high-quality engineering services on
a worldwide basis.

IGHT
Arkwright Mutual Insurance Company

Hobbs Group, Inc.

erage or could benefit from current
market conditions, Ms. Bouskd ob-
served.

"The first is people with iron
stomachs who are willing to write
true environmental impairment
coverage," she said.

"Everyone we talk to who is
doing that says it must be highly
engineered and it must be very spe-
cific-either to the tank or to the

site. You don't just go out and tell

people: 'You're covered,' " accord-
ing to Ms. Bouska.

Insurers willing to write cover-
age in that manner tend to impose
major underwriting restrictions,
Ms. Bouska noted.

Other types of insurers willing to
accept EIL risks are those who Ms.
Bouska says write "very specia-
lized coverage related to something
you understand very well."

She referred, for example, to
Steel Tank Insurance Co., a Ver-

mont-based captive.
Its association parent, the Steel

Tank Institute, felt it had the ex-

pertise to set standards for the
manufacture of underground tanks
and therefore the expertise to enter
the EIL insurance market.

In addition, there is an opportu-

nity for insurers to write what Ms.
Bouska described as "eco-support"
insurance for companies that pro-
vide support services, like com-
puter programming, for businesses
with EIL exposures.

With some additional expertise
like engineering and legal help,
those insurers might be able to
enter the EIL marketplace, Ms.
Bouska said.

The size of the "eco-business,"

including companies that provide
some form of environmental ser-

vices and those that provide them
with support services, is "quite as-
tonishing," she said.

Ms. Bouska cited estimates that

those companies have annual sales
of $98 billion and provide 3 million
U.S. jobs.

"That means there is $98 billion
out there that needs insurance,"

she pointed out.
So why aren't insurers scram-

bling to write coverage for "eco-
support" companies? "You don't
just do it on your own. You've got
to be backed by engineering and
legal expertise," Ms. Bouska re-
marked.

Recent developments related to

the Superfund law have made the
need for EIL coverage particularly
obvious, Ms. Bouska pointed out.
Estimates of the cost to clean up
the sites identified under the law

range from $60 billion to $750
billion.

"When you start with a basic fig-
ure. . .and there is a swing of a fac-
tor of 10, things are a little uncer-
tain," she said.

Legal fees and pre-cleanup stu-
dies push the total cleanup costs
even higher, she noted.

And there is the potential of
third-party lawsuits-as opposed
to government cleanup actions-

related to pollution sites, Ms.
Bouska remarked.

Because suits will be filed only
after pollution-related diseases de-
velop, final costs for third-party
suits are unknown, she said.

Also, suits calling for polluters to
restore damaged natural resources

are beginning to appear, Ms.
Bouska said.

"The first natural resource case,

to the best of my knowledge, was
filed about a year ago," she said.

Natural resource suits call for

polluters to restore a site to a pris-
tine condition, she said. Such suits

have been filed by the U.S. govern-
ment, among others, she said.

Despite the growth of those ex-
posures, Ms. Bouska said risk man-

agement consultants still are en-
countering stubbornness among
some businesses about purchasing
EIL coverage.

Some businesses that don't have

EIL insurance simply settle for a

site assessment. They say, "Why
should I bother" with insurance

after paying $3,000 to $5,000 for a
study that showed the site to be
clean, Ms. Bouska said.

Business owners remark: "I just
had someone tell me my site is
clean. I don't need insurance," she
related. I
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Get the advantages of Vermont's largest
and most experienced independent

captive manager. Full service from
formation to operation, reg-latory
reporting, accounting. rein-
surance, investment. Exclusive
providersofthemostcomprehen-
sive and timely financial reporting

available. Plus the choices and cost
savings available only through an

independent.
H. Uncoln Miller. CEO Michael T. Rogers, COO

Experts in alternative markel mechanisms. Prime Movers of Law.

Vermont Insurance Management
P.O Box 306, Montpelier, Vermont 05601

V V ithout doubt,
7 7 there's no

industry that comes

closer to touching the

lives of every citizen

of our country than

the insurance

industry. And yet,
most consumers

believe insurers are

ripping them off. A

recent Gallup poll
found that more than

two out of three

respondents think

P & C insurers earn

"excessive" profits,

but fudge figures to

hide profitability.

Now, we all know

that, in fact,

insurance companies

are less profitable
than other kinds of

companies and our

state regulators and

public accountants

aren't going to let us

"fudge" the numbers.

Where does this

misperception come
from? And more

importantly, what can

we do to change it?

I think the answer to

both of these

questions boils down

to one word: service.

It's service, or the

lack of it, that causes

consumers to be

disillusioned and it's

service that can

change that
disillusionment into

satisfaction.

When I take off my
hat as "insurance

company president"

and put on my
"insurance consumer"

hat, I'm appalled by

what I see. I buy a

commercial policy
and it takes three or

four months to get it.

When I get it, my

Unrelated business comes

in many forms: Attorney
By JUDY GREENWALD

HAMILTON, Ber-
6 muda-Foll owing

li -4 Court rulings, wholly
/9 owned captives
VI) should try to secure

as much unrelated

business as possible without be-

coming "innocent capacity," says a
tax attorney.

James R. Cameron, of Baker &

McKenzie in New York, discussed
what firms should do in light of re-
cent rulings on the deductibility of
premiums paid to captives at the
15th International Captive Insur-
ance & Reinsurance Forum earlier

this month in Bermuda.

Gerald D. Stephens, CPCU
President & CEO, RLI Corp.

Why does turnaround
for an insurance policy

have to take 60-90 days?
At RLI, it takes fifteen."

college education isn't

enough for me to

wade through the

confusing verbiage.
It's about time we

started doing

something about

consumers' problems.
It's time we started to

demonstrate our care

and compassion

through our service.

At RLI, that's just

what we're doing.

And we begin with
fast service. There's

no reason policy

turnaround should be

as high as 90 days.
Our underwriters

consistently succeed

RLI

in making that

figure fifteen days.

Why can't other

insurance companies
do the same?

Speed isn't the only

thing.we're concerned
about at RLI.

Compassion and

caring are what this

business is all about.

We need to be there,

showing our support
when our customers'

business or home

burns down. We need

to work to change the

300 year old tort

system that ends up

making the insurance

company the ultimate

loser. We need to let

the public know what

the insurance industry

does for their safety

and well-being. Work

with RLI in making

the changes we need

to make. I challenge

you to be the best

you can be.

9025 N. Lindbergh Drive
Peoria, IL 61615

800/445-5468

The three rulings allowed fed-
eral income tax deductions for pre-
miums paid to wholly owned cap-
tives if the captives write signifi-
cant amounts of third-party busi-
ness (BI, Feb. 4).

Because the court did not de-

fine unrelated business, companies
could have some latitude in doing
so, Mr. Cameron said.

In a memo distributed at the

conference, he said that "unrelated

risks are insurance risks of persons
or entities which are unrelated by
ownership to the insurance com-
pany-that is, risk from outside the
affiliated group. The Tax Court ac-
cepted as unrelated risks of cus-
tomers and business associates

(e.g. franchisees and distributors)
of the affiliated group.

"It is also p6ssible that the Tax
Court would accept employee risks
(e.g. life and health insurance or

directors and officers liability) as
unrelated risks, although this
question was not before the court,"
Mr. Cameron noted.

In pending tax audits, he said,
corporations with wholly owned
captives should review any unre-
lated business the captives write.

" 'Hidden' premiums in rental
fees, service fees, shipping ar-
rangements and commissions
charged to customers and business
associates may qualify as unre-

lated premiums," he wrote.
The three Tax Court decisions,

released simultaneously on Jan. 24,
involved:

• Los Angeles-based AMERCO,
the parent of an affiliated group of
corporations that comprise the U-
Haul rental system and its Phoe-
nix-based subsidiary, Republic
Western Insurance Co.

Half of Republic Western's busi-
ness is unrelated to AMERCO.

Among relevant facts in this
case, Mr. Cameron said, is that the
U-Haul system had 250 subsi-
diaries. Republic Western's busi-
ness was licensed in 45 states, with
capital and surplus rising from $15
million to $51 million, he said.

Business that the court either

said was related or did not rule on

included U-Haul corporate policies
and insurance on owned trailers.

• San Francisco-based Harper
Group and its Hong Kong captive,
Rampart Insurance Co. Ltd., whose
capital had been increased from
$40,000 to $10 million.

The captive, which was owned
through two subsidiaries, insured
customers, affiliated "brother/sis-
ter" companies and the parent
company.

Coverage provided to Harper
group's customers alone accounted
for about 30% of its gross premi-
ums during the years under consid-
eration. That portion, the court de-
cided, was sufficient to allow

premiums to be deducted.
• Chicago-based Sears, Roebuck

& Co. and its Allstate Insurance

Co. unit. About 99.75% of All-

state's business is unrelated to

Sears.

Allstate, which is licensed in all
states, has capital and surplus ex-
ceeding $2 billion.

Discussing the elements of non-
related business found by the tax
court, Mr. Cameron said in
AMERCO's case, the court consid-
ered non-owned trailers in the U-

Haul system and pay-ments by cus-
tomers for its leased traileri or

self-storage units to be unrelated
business.

It also considered payments by
Harper customers to cover air
shipments to be unrelated.

Mr. Cameron said that in its de-

cisions, the tax court established a
new three-prong test to determine
whether premiums paid to an affi-

Continued on page 30
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Captive taxes
Continued from page 28
liated insurance company will be
treated as insurance premiums for
tax purposes.

Such an arrangement, he said, will
be treated as insurance for tax pur-
poses if:

• It involves the existence of an

insurance risk.

In the memo distributed at the con-

ness was diverse, multifaceted and,
as stated, involved a substantial
amount of risk."

• The arrangement between par-
ent and captive was to provide in-
surance in its commonly accepted
sense.

In the memo, Mr. Cameron noted
that the Tax Court gave weight to
the fact that regulators treated the
companies in question as commer-
cial, not captive, insurers. Allstate

'Basic to any insurance transaction must be risk. An
insured faces some hazard; an insurer accepts a

premium and agrees to perform some act if or when
the loss event occurs. If no risk exists, then insurance

cannot be present,' a Tax Court ruling says.

ference, Mr. Cameron said the court
explamed this prong in the AMERCO
decision the following way: "Basic to
any insurance transaction must be
risk. An insured faces some hazard;
an insurer accepts a premium and
agrees to perform some act if or when
the loss event occurs.

"If no risk exists, then insurance

cannot be present '
• There was both risk-shifting and

risk distribution.

In the AMERCO decision, Mr. Ca-

meron said in the memo, the Tax
Court said: "That there was tech-

nical risk-shifting is apparent from
the face of the transaction. Insur-

ance contracts were written, premi-
ums were transferred and losses
paid.

"Republic Western (U-Haul's in-
surance subsidiary). .was a sepa-
rate, viable entity, financially capa-
ble of meeting its obligation."

Discussing risk distribution in the
same decision, the court said, "The
concept of risk distribution empha-
sizes the pooling concept of insur-
ance; that it is in the nature of an
insurance contract to be part of a
larger collection of coverage, com-
bined to distribute risks among in-
sureds.

"Risk distribution was clearly
present in the transactions at issue;
Republic Western's insurance busi-
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and Republic Western were regulated
as commercial insurers by Illinois
and Arizona respectively. And Ram-
part was subject to supervision by

Hong Kong regulators.
Based on those rulings, Mr. Ca-

meron said, parents of wholly owned
captives should be entitled to deduct
premiums paid to their captives if
30% of the captives' business is unre-
lated to the parent.

Companies should develop non-re-
lated business to qualify for that de-
duction, he said.

Mr. Cameron also recommended

that corporations with captives push
premium deductibility as an issue in
the tax courts.

Meanwhile, the Internal Revenue
Service could still appeal the Tax
Court rulings to federal appellate
courts.

Appeals are "almost certain" in the
Harper and AMERCO cases, both of
which would be handled by the 9th
U.S. Circuit Court of Appeals, said
Mr. Cameron.

He said he is not sure whether the

Sears case would be appealed to the
7th Circuit.

Though he didn't explain why an
appeal was less likely, other observ-

ers note the huge percentage of unre-
lated business written by Allstate.

Supreme Court review of the de-
ductibility of taxes paid to captives
has been an "avowed goal" of the

IRS, he noted. Mr. Cameron added
that the IRS may seek federal legisla-
tion that would effectively repeal the
rulings, eliminating deductions for
premiums paid to captives I

War, economy hit attendance
HAMILTON, Bermuda-The recession in the United States and

the fighting in the Persian Gulf took their toll on the 15th Interna-
tional Captive Insurance & Reinsurance Forum earlier this month.

Those that did attend the conference-sponsored by the Tilling-
hast division of Towers, Perrin, Forster & Crosby Inc.-speculated
that many companies' travel restrictions still in effect from the Gulf
war helped trim attendance to about 115. That is only half the
1990 figure.

Recession-inspired belt-tightening by many U.S. companies also
was blamed for the low attendance figure.

At the March 5-8 conference at the Hamilton Princess in Ber-
muda, speakers discussed the impact of the current world economy
on the insurance market. Other topics included financial reinsur-
ance, captive investments and the future of captive insurers.

Information on next year's conference is available from Eileen
Callahan at TPF&C, 100 Summit Lake Drive, Valhalla, N.Y. 10595;
914-745-4611.
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Because we're experts in surety, you don't have to be.
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U.S. economic recovery
Prosperity has good,
bad side for insurers

By MICHAEL BRADFORD

rl HAMILTON, Ber-

/'f\A dfoveArny ein onte
United States would

be a mixed blessing
for insurers, an in-

surance company
economist says.

Some types of losses are less fre-
quent when the economy is robust,
while other losses show up more
often during those periods, accord-
ing to Edward Guay, chief econo-
mist with CIGNA Corp. in Hart-
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ford, Conn.

"We have a historic pattern of
certain types of losses related to
high economic activity," Mr. Guay
said at the 15th International Cap-
tive Insurance & Reinsurance

Forum in Bermuda earlier this

month.

At manufacturing facilities, for
example, machinery tends to break
down more often during prosper-
ous times than when production
slows during an economic down-
turn.

In contrast, during an economic
slump losses are likely to occur
more frequently among businesses
like retail shops and restaurants
"that tend to burn," Mr. Guay
added. "As the economy recovers,
those types of stresses will be re-
duced."

Despite the 1,- .=:3!I
higher fre- 1
quency of some ,5RS]
types of losses, g,47,126£-

itable economy
tend to be an

improving en-
vironment for

the insurance Mr. Guay
industry in

terms of premiums" and the qual-
ity of risks, Mr. Guay remarked.

Mr. Guay said he expects insur-
ance companies to share in the
benefits of an economy that he says
is on the verge of improving.

As the United States heads into

spring, interest in housing has
surged considerably, which indi-
cates confidence in the economy,
according to Mr. Guay.

"Part of the problem was just
getting through the winter," a time
of year when consumers are less
active, he said.

Manufacturing production
should begin to pick up this sum
mer, as shoppers purchase more
items like home furnishings and
appliances, Mr. Guay said.

On another topic, Mr. Guay said
that as the United States heads to

ward the 21st century, insurance
companies can anticipate that

banks will compete with them for
insurance customers.

A recent banking reform pro-
posal from the Bush administra
tion would let banks establish a

universal financial system and
provide a range of products, Mr.
Guay noted (BI, Jan. 28).

Such a system, though, remains
several years away, he said. "I
don't believe it is going to be a
quick development."

Congress could pass a "midnight
reform bill" sometime this year,
Mr. Guay speculated. "We will
wake up some morning and read in
the paper that Congress passed. . .a
banking reform bill" that includes
parts of the administration's pro
posals.

But such a bill will likely not in-

clude removing in the near future
barriers between insurance and

banking, Mr. Guay said. "Even-
tually that will happen, but that is
five to seven years away, when the

banking industry has a healthier
and better structure," Mr. Guay
added.

He also commented that the

much-heralded removal of trade

barriers throughout the European
Community in 1992 has in a sense,
already arrived.

"It's no longer something that is
coming, but for all practical pur-
poses has been achieved," he
noted.

b In fact, Mr. Guay added, "Eu-
rope 1992" already is creating

problems on the continent.
"Five years ago, when we began

to talk about Europe 1992, Euro-
pean businessmen began to posi-
tion themselves. Businesses began
to look at the market as a single
market and they began to plan
their. . .business strategies for a
combined market."

During that time, Europe added
significantly to its industrial ca-
pacity, driving its "greatest capi-
tal spending boom relative to nor-

During a slump,

losses are more likely

to occur among firms
'that tend to burn,'

Mr. Guay says.

mal needs" since World War II, he
said.

"Every major industry group of
which I am familiar in Europe has
already assumed it will gain mar-
ket share in 1993," said Mr. Guay,
"and has planned capacity accord-
ingly."

He pointed out that the "capac-
ity plan for the major industry
groups in Europe. . .for some
strange reason is very much like
insurance share-of-market plan-
ning. It adds up to more than
100%" of real needs.

Eventually, the excess capacity
can be absorbed, but it will likely
mean courting Eastern European
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customers to absorb some of the

excess, said Mr. Guay
A more impressive industrial al-

liance than that which will be

forged in Europe will result from
U.S. free trade agreements with
Canada and Mexico, Mr. Guay
said.

A trilateral free trade agreement
is expected to be signed in October
1992, he pointed out.

A demographic comparison of
the North American countries with

the European Community indicates
that the market in the United

States, Canada and Mexico will be
more "dynamic and more suc-

cessful in the long run," he said.
Mr. Guay explained that the

population of the North American
countries will reach 404 million by
the year 2000 and will have a 1%
total growth rate annually. Of the
population, 26% will be under the

age of 15 and 9% will be over age
65, he said.

"It will be the ideal distribution

that you would derive from an ac-
tuarial table that for all practical
purposes doesn't exist in any coun-
try in North America," he said.

By comparison, the population in
Europe, including eastern Ger-
many, is expected to reach 345
million by 2000, Mr. Guay said.

Nineteen percent of the population
will be under 15 and 14% will be

over 65 with an underlying growth
rate of zero.

With those demographics, the
European market will have to de-
pend on exports if it is to thrive,
Mr. Guay noted. I
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Captive owners cautioned
to choose brokers wisely

By JUDY GREENWALD

HAMILTON, Bermuda-Captive

owners and managers must take
precautions when selecting a bro-
ker, not the least of which is en-
suring that the broker will be
around when it is needed, a rein-
surer advises.

Nicholas S. Dove, president of
Hudson Reinsurance Co. Ltd. of

Bermuda, presented the captive's

ONE WAY

ONE WAY

......

WAY ONE WAY

f.

ONE WAY

E WAY

ONE WAY

ONE WAY

0 e.

perspective on the relationship be-
tween a captive, an intermediary
and a reinsurer at the 15th Int2r-

national Captive In-
h: Cri surance & Reinsur-
.#4» , E_ 1, ance Forum in

Bermuda earlier this

month.

In addition, Julian
Griffiths of Griffiths

& Wanklyn, a Bermuda-based bro-
ker, presented the intermediary's

ONE

ONE WA3

\444
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ONE WAJ
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But it doesn'l end there. We believe in close

Available directly or through an intermediary

communication with all our clients, large or
small. Because you never know when we may
have a new idea for you, or vice versa.

So if you've reached a dead end with your
reinsurance compan* find another one.
Prudential Re.
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© 1990 Prudential Reinsuraice Company, a subsidiary of The Prudential Insurance Company of America, Newark, New Jersey.
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perspective on the relationship.
And Bruce Jones, an underwriter
with Sphere Drake Underwriting
Management (Bermuda) Ltd., pre-
sented the reinsurer's perspective.

Large captive parents with so-
phisticated risk management de-
partments do not necessarily need
intermediaries and can work with

reinsurers directly, Mr. Dove said.

But most captives "simply don't
have that expertise" and an inter-
mediary becomes necessary, he
said.

As a captive manager, Mr. Dove
said, "I need someone who's going
to be my advocate, who under-
stands the business and its risks."

There are pitfalls to be avoided
in choosing a reinsurance interme-
diary, Mr. Dove warned. He pre-
sented three actual examples of an
intermediary failing in its duties.

The first case involved a captive
that had written a high excess-
layer medical malpractice policy
that was not expected to be trig-
gered.

The intermediary placed reinsur-
ance for the coverage with eight to
12 reinsurers, ranging from well-
known firms to obscure South

American companies.
Then, the medical malpractice

crisis hit and the excess layer was
penetrated, Mr. Dove said. The
captive had since hired another in-
termediary and some of the rein-
surers lined up by the previous
broker "could no longer be found."

The captive manager spent con-
siderable time tracking down the
reinsurers, with no success. As a

result, "the captive had a catastro-
phe on its hands."

In another instance, said Mr.

Dove, an intermediary "literally
went fishing" and, as a result,
questions about the captive's rein-
surance program went unans-
wered. The situation was exacer-

bated by turnoverin the parent
company's risk management de-
partment, he added.

In the third instance, a large bro-
ker consolidated its offices, which
resulted in "total confusion" as to

where the account was being ser-
viced and by whom, Mr. Dove said.
There was also a "complete loss of
records."

Thus, it is important to deter-
mine that the intermediary will be
there when you need it, he said.

However, "not all disasters are

totally avoidable," said Mr. Grif-
fiths, commenting from the inter-
mediary's perspective. But most
can be partially avoided or miti-
gated, he noted.

For example, some basic ques-
tions should have been asked about

the "disappearing" South Ameri-
can reinsurers before the coverage
was placed. "This situation still
happens frequently today," Mr.
Griffiths commented.

To avoid potential problems,
spread risk among three or four
reinsurers, ask to see reinsurers' fi-
nancial statements before the cov-

erage is placed and see who has
audited the reinsurers, Mr, Grif-
fiths advised. If the information is

not sufficient, do not place cover-
age with them, he said.

As to the second and third cases,
Mr. Griffiths said the situations

were inconvenient, but not disas-
trous, if the contracts had been
worded properly and the captive
had proper documentation.

Mr. Dove also commented that
whether or not it uses an interme-

diary, the captive must still judge
the security and pricing of its rein-
surance.

While rating agencies can be
helpful in determining which rein-
surers to avoid, a captive should
never rely totally on a rating

Continued on next page
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Examining strained relations
A small group of agents causes big headaches, insurers say

By MARK A. HOFMANN and began a total withdrawal from about insurer withdrawals, insur- cfr of Branch,ille, N J -based Se- the product," he said
personal lines insurance, he said ers say agents are withdrawing lective Insurance Group Inc, a re- "It's a common phenomenon

While freely admitting they have Mr Vairo estimated that less from the business uithout plan- gional insurer that writes Quote all companies," agreed Tra-
faults of their own, property/ca- than 20% of the agents handling ning for their agencies' survival primarily in the mid-Atlantic and velers' Mr Policastro But as Mr
sualty insurers complain that a the insurer's commercial business As a result, insurers have had to southeastern s:ates Policastro sees it, the agent 15 Only
small group of agents seems bent also represented the personal lines compete more vigorously for the "The problem is the owner who hurting himself
on impainng agent/insurer rela- division Crum & Forster had split survivors, said Charles Dudek, vp- refuses to admit ne's mortal," he "When you're selling just on
tions its commercial and personal lines marketing for the commercial in- observed price, that client's going to leave

These are the agents who do not business into separate divisions ln surance division of Zurich-Amerl- Agency perpetuation is crucial, the agent when he gets a better
• Prepare perpetuation plans 1982, Mr Vairo explained can Insrance Group. a Zurich In- agreed Loren Shoemaker, vp- price," Mr Policastro said The
• Differentiate among insurers Despite the impact on personal surance Co unit in Schaumburg, agency and brokerage group for agent and the company }ust end up

and instead sell strictly on price lines agents, "we got a lot of un- Ill "We need to grow our producer Continental Corp in Cranbury, wasting time and money, he said
• Understand an insurer's mar- derstan(ling of why we had to pull plant," he said N J "Who are we going to do busi- Zurich has tried attacking the

keting goals out of personal lines" from com- "Carriers spend a let of time and ness with in the year 20009" he problem by sending an un-
• Provide value-added service mercial agents, he said These dollars in the development of indi- asked "We-want taat book of busi- derwriter/marketing representa-
• Try to understand that insur- agents realized that if we had to vidual producers," he said But if ness to thripe over the years " tive and sometimes a claims

ers need agent support in the legis- sell our product at a loss, we're not an agent dies or r€ tires without a Insurers also complain that some handler or loss control specialist
lative arena going to do it," Mr Valro said perpetuation plan, those years of agents who sell strictly on price with producers to explain the in-

Insurers believe that the over- Travelers has made every effort investment can disappear quickly assure that neither their agencies surer's product
whelming malority of the indepen- to make its intentions known long if the agency is acquired by an- nar the insurers they represent will The approach lets the insurer sell
dent agents who represent them before lt actually withdraws from other agency that t ransfers the thrive its value-added services to large
are competent, hard-working pro- lines of business in certain states, purchased agenc>'s book of bum- 'Many producers really don't insurance buyers-like large-scale
fessionals Mr Policastro said "We give a lot ness to other insurers he said sell one company against another," commercial farms, apparel manu-

It is the remainder that cause the of notice We have agent meet- "We're looking for survivor Zurich's Mr Dude.K said facturers and }ewelry manufactur-
majority of headaches 1ngs " agents," he said, exolaining that Those agents present a customer ers-that would generate annual

"I think the relationship is But despite giving agents 120 survivors have botb perpetuation with five insurers that charge five premiums in excess of $50,000, Mr
changing," observed Mike Policas- days' notice that the insurer will and business plans "They need a prices for the same amount of cov- Dudek said
tro, vp-agency support for Tra- not write any more new business in road map to where they're going erage and tell the customer to de- The success rate has been about
velers Corp in Hartford, Conn a market as well as writing a year with their business cide, Mr Dudek said 90% on new and renewal accounts,
Good agents are trying to get of renewal business after that, "it's -Perpetuation is a significant Customers are left to decide he said

closer to their companies, while not an easy thing for any agent," problem in the industr>," agreed based on one criterion price, Mr Selective's Mr Jarvis also noted
not-so-good agents are taking Mr Policastro said. Frederick H Jarvis. chairman, Dudek commented that when the same agents and un-
anti-insurer stands, he said Countering agent complaints president and chief ekecutive offi- "They realb dcn t understand derwriters work together over an

The relationship lS "somewhat extended period, they develop re-
strained" because of marketplace =i- I

pressures, regulatory burdens and €F * _•_. --' f -1 4 -*t» -
lationships that enhance under-

5.:A+----=D \4 standing And, agents come to bet-
consumer activists, said Robert J ter understand products, he said
Vairo, chairman of Crum & For-
ster Inc of Basking Ridge, N J

Such stability may give regional

Meanwhile, while most agents 3
insurers like Selective, an advan-
tage in relations with agents, Mr

say they are satisfied with hou .
Jarvis said

their insurers treat them, they still 5 * - '.* --- . Selective has exported that phi-
have many gripes (see stories be-

"

ginning on page 328) f-

Insurers will take some blame for

losophy from the home office to

a deterioration in certain agent/in-

its branches, Mr Jarvis said

But, a proliferation of branch of-

surer relationships Some insurers r Yi.\
fices can mean the creation of new

4 :
freely admit that withdrawing  >* 4:NBY corporate subcultures that long-

a-_zr----
;'f

time agents may find unresponsive,
from certain lines of business and he said

territories has put strains on their "As regional companies grow, we
relationships with agents t

,,
However, insurers point out that 1, 6 run the risk of becoming part of

/....
4 the large gray mass," he said

agents are not necessarily angels,
either

. .f ' Failing to prepare for the inevi-

Many companies have concluded
table and taking a lazy approach to
sales were only two of the most

they cannot afford to do business common agent failings insurers
with agents who will not meet
company volume requirements, Mr i''.m di every area of the agent/company
Policastro said.

f \1 "Remember, the company is the 7 /. 7 4

cited The list touches on virtually

relationship

'. 4.1i For example, Zurich's Mr Dudek
one that accepts the long-term said some agents run "off track"
risk," Mr Vairo said 1

jk with target marketing though he
Some agents seemed to under- admits that in large part the prob-

stand this economic fact of life t

.
lem stems from the insurer not

s totarwhdraftaltfrompnedYM 4 specifying just what target mar-
hi keting entails

lines insurance last spring, he said
"Obviously, the personal lines

agents weren't pleased," he said

1 rf -' ' ,l'r ,A; To illustrate a poor target mar-

P.V keting program Mr Dudek offered
/.11, the example of an insurer that

lines business was sold to Metro-
Although some of the personal presents an agent with a list of

three classes of business lt consid-
politan Property & Casualty Insur- le /. P,liAT#4
ance Co, a Metropolitan Life In-

ers target markets No explanation
1 4\surance Co unit in Warwick, RI,

agents had to replace much of the f ; : 1 2 ,\liti]!, ' '' , 'MF/1 8, A\. ''\
is given

With only the list and no expla-
i- nation, the agent thinks the insurer

Crum & Forster coverage with 1 it N T. -*11 1 1 g%  .\ s.p"2 , is interested in writing only those
other insurers, he said

1'1 R id / 16,/ classes But the agent soon real-
Mr Vairo said the decision was izes that there is no great market,

made after Crum & Forster decided
.

.
\/

.I f UNIP) "'p a *3 or maybe no market at all for
it could no longer afford to stay in A.. , J

Ppersonal automobile insurance F' h
these classes of business in his or

1 1 1%'' .: £2 ' j her community
Taking the analysis one step fur- Under the mistaken impression
ther, the company decided that it U ' %2 \ \fili"'4111 k/, i , , 1.

can't make a personal lines mar- Et ' 7
that the insurer does not want any

ket without personal automobile" 4: ' d :
business not on the list, the agent

Contznued on next page
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Agents both praise, criticize insurers
By LAURA MAZZUCA select quicker than we can get a cor- |

rect pollcy from most companies" How many insurers do you represent?
While the disgruntled partners Even preferred agency contracts, Prompteo by both a soft market and a worsening economy, many agencies

complamed about betrayal, insensi- popular with many agent respon-
tivity, lack of trust and bad com- dents, were not universally liked are representing fewer insurers.

munlcations, they are not taking part They do nothmg to "correct poor ser-
in mamage or group counseling vice or poor training of underwnters 40%

They are agents and brokers re- and staff," groused the principal at a
sponding to a Business Insurance small Pennsylvama agency (see story,  1988  1990  Current -
survey on the relationships between page 32H) S 30
msurers and agents and brokers The "attitudes" of insurers also

And the variety of agent and bro- generally did not sit well with some
ker comments called to mind Tol- agents and brokers
stoy's observation that "all happy fa- "They are unresponsive, mconsls- 2 20

milies resemble one another, every tent and arrogantly belligerent,"
unhappy family lS unhappy in its wrote the president of a Californ.a , I
own way" agency with $15 milhon m annual 5 10

alMost of the agents and brokers re- premium volume 1

spondmg to the survey said they were "Compames question my commit- 
satisfied with how insurers treated ment, but will not establish a real
them (see story, page 32D) commitment or a true bridge them-

0

1

Their reasons were straightfor- selves," said another producer 1-5 6-10 11-15 16-20 21+

ward good claims service and un- Notions of "equal partnership" be- 1 Number of insurers representedderwriting, responsible pricing, re- tween insurers and agencies were 11 1
sponsiveness and flexibility roundly dismissed  Source 8/ survey

GRAPHIC BY HOLLY SEGUINE
One broker put lt succinctly In- "It stinks' It's a glorified 'em-

surers "offer me the opportunity to ployer-employee' relationship," Borowski, vp of government affairs for them to stay " at Insurance companies Rather than
earn a good living," wrote Jeffrey griped the president and CEO of a for the National Assn of Professional Explaining such a move can be send their experienced field reps to
H Jenmngs, president of Chfton Bro- Virginia agency with $20 million in Insurance Agents m Alexan(ina, Va critical For agents and brokers, com- agents, Insurers now send out mar-
kerage Corp m Greenwich, Conn annual premium volume "But it's not change they hate, lt'S munications often determine how an keting personnel with httle author·ty

He and other satisfied producers "We are the company's customer, upheaval that lS poorly timed and insurer will be perceived on what amounts to a "social vlsit,"
said they could hve with lower com- and should be treated accordmgly," implemented," Ms Borowski added Respected insurers share one im- he said
missions and other facts of hfe m a wrote the vp of a New York agency Dissatisfied agents say they are portant trait, Ms Borowski said "a Cutbacks at large Insurers may ex-
recession, as long as insurers hstened with $25 milhon in annual premium more concerned about inconsistency keen sense of who they are, what thev plain why communication with re-
to them and treated them fairly volume "Some companies act as and lack of communication than with want to do, and who they want to do gional insurers goes comparatively

"While commissions are smaller, though we are subservient and not lower commissions it with," coupled with a solid way of well, he added
they are consistent, and this is far equals " Agents can respect even "hard- communicating this to their agents But even the best relationships can
better a state of affairs than many And the general manager at an nosed" insurers that take a ' my way Insurers that are well-respected by sour Partners can change goals and
industries are experiencing," he Ohio agency with $25 milhon m an- or the highway" approach, Ms their producers also listen to what grow distant So agents and brokers
added nual premium volume criticized the Borowski said "An agent will put up they have to say about market condl- would be wise to represent more than

"Our companies are responsive to "dime-a-dozen mentahty" of insur- with that, even if it's irritating, be- tions and other topics ]ust a few insurers, Ms Borowski
agency needs and market condi- ers "Good agents and brokers are cause it's consistent," she noted But "They recognize that agents haFe said
tions," wrote Douglas R Mahon, ex- hard to find and keep, and turnover they w111 not take kmdly to wishy- market-floor expertise and they can Many agencies pared down their
ecutive vp of SPWM Insurance Bro- ratios are too high " washy msurers that lack clear market take advantage of that for free," Ms offerings m an early-1980s house-
kers in Sonoma, Calif "They are Like a spouse ready to throttle his plans, she added Borowski said cleaning They focused on the re-
eager to retain renewal business m or her mate for leavmg the toothpaste Shoddy planning especially rankles But few do Often agency vlsits- maining few But when capacity
the soft market and they look at risk uncapped, producers were even agencies that carefully chart their roundly criticized in the BI survey- began to shrink in the middle of the
more openly than in prior years " peeved about minutiae Impersonal own futures are the only forum for such give-and- decade "too many people realized

Most importantly, wrote the un- phone mall systems and huffy recep- "The agency plan has made efforts take between insurers and producers they made the wrong choice," she
derwriting manager at a New York tionists both came under fire to perpetuate," wrote the president of "A lot of carriers are only in- said
agency with $80 million in annual But scratch the surface, and it ap- an $85 milhon annual premium vol- terested in their bottom line," wrote Most of those responding to the
prermum volume, "We can work to- pears that producers and insurers ume agency m New York "The com- the prmcipal of a Texas agency with BI survey say they represent six to 10
gether They have positive rather both want the same things good panies are not doing anything to $3 5 milhon in annual premium vol- Insurers That figure has neither m-
than negative attitudes " business, stable markets and a way to brmg m new talent and kam" ume "They visit and tell us what creased nor decreased significantly m

Unhappy agents were less reserved build solid relationships, said Mr O'Day, who represents the Al- great things they can do for us, then the last three years
They vented their spleens about Thomas A O'Day, associate vp of the hance on the Independent Insurance they go home and forget all about it" And today agencies find them-
nuts-and-bolts everyday matters, but Alliance of American Insurers in Agents of America's Future One Most agents and brokers respond- selves unable to hone down the num-
their gripes also touched on emo- Washington, D C panel, agrees that problems can arise mg to the survey reported they met ber of insurers they represent Dolng
tional areas hke trust and betrayal, A "series of coverage, cost and when an insurer is unclear on its with insurers quarterly Others met so would be more efficient, but with
partnership and lack of common availability problems over the last growth plans and expands mto unfa- to discuss common concerns an- companies pullmg out of markets and
goals (see story, page 32E) 10 years has created bad feelings" miliar markets Examples Include nually, biannually or monthly Only hnes, agencies are forced to add in-

"Terrible" policy service, fraught toward insurers, Mr O'Day said, but Mission Insurance Co and other three of the 117 respondents said surens, she said
with delays and issuance errors, is "some compames provided markets, spectacular insurer failures they never met with msurer represen- Direct wnters have picked up some
the "rule rather than the exception," tried to stabilize rates, and stuck But "sometimes what happens lS tatives of the slack Companies like Allstate
wrote J Chff McCurry, president of with their agents through thick and nobody's fault," he said, noting that Most reported meeting at the Insurance Co and Nationwide Mu-
Jones, Hill, Mercer & Sheehan Insur- thin" insurers cited tough operating en- agency Others, though, met at an tual Insurance Co are taking some
ance Services, a Hilb, Rogal & Ham- And although "God knows there vironments when withdrawing from insurance company office or a less auto and homeowners business that
11ton Co unit m Savannah, Ga "You are a lot of very upset agents," m- states like Cahfornia, Massachusetts formal setting like at a restaurant, other property/casualty companies
can special-order an automobile surers have their beefs, too, espe- and New Jersey "It wasn't that (m- golf course or Industry event don't want, said Mr Kasylanski
through a dealer and have lt built cially about recalcitrant agents who surers) didn't like the agents, but the Respondents primarily met with Business Link, a PIA agency-in-
and delivered with the options you fear change, said Patricia A legal atmosphere made lt impossible branch managers or agency haisons surer referral program begun last

to discuss topics hke market condi- year, was designed to help agents

Insurer complaints tions, niches, contract structure, new cope with Insurer withdrawals from
products and loss ratios or loss con- various markets Participants include

Contmued from previous page lack of sales management so agents insurance-related legislation will trols 1,500 agents and 15 domestic and m-
ignores that insurer and starts set their own agenda, and high affect them They also must con- But such meetings may only ap- ternational insurers, including two
pushing the products of a competi- ratios of unsuccessful closes sider how lt W111 affect insurance pear to be a step in the right di- direct writers
tor, Mr Dudek said "We all seem to be doing busi- companies, since agents depend on rection They may often be a "drain "It was put together to address

Producers also must start taking ness with less," he said With soft them for their livehhood, Mr on the agent's time, because the com- the 'change of partners' issue," she
a value-added approach to their market conditions persisting, both Jarvis said pany reps have no authority and said "We realize it's golng to go on
agencies, said Greg Gerogieff, na- insurers and agents have had to "I'd like to see more aggressive don't know what's going on," Ms for awhile "
tional marketing manager for the work more closely together or both activities on the state level," Mr Borowski said Set up as a "last resort," the sys-
property/casualty units of Warren, lose, he said Shoemaker agreed Agents have Many survey respondents agree tem is now primarily used by agents
N J -based Chubb Corp But, insurers should be ap- more impact on state legislatures "These meetings are not really con- "looking for a better deal," Ms

To that end, agents must focus proaching agents with solutions to than insurance companies do, he structlve, they're a routine, a hction Borowski said
on customer needs better, become soft market pressures, Mr Shoe- said they go through," wrote the principal Insurer-agency relations can grow
better problem solvers and work maker said Travelers' Mr Policastro also of a $65 million annual premium tenuous But surveyed agents and
more with insurers to customize There should be more face-to- complained that a minority of volume agency in Wisconsin brokers said they recognize that they,
products and services to meet cus- face meetings between agents and agents "promote an anti-company "This seems to be a lost art," wrote too, have a duty to keep the lines of
tomer needs, according to Mr insurer branch office representa- atmosphere " They fail to educate Otto Wahlrab, president of John P communication open
Gerogieff, who is also senior vp tives, so that both sides can better the public on factors that drive up Slade Insurance, a $46 milhon an- "The critical point has been
and managing director of Chubb & understand the other's concerns, the cost of insurance, he said nual premium volume agency m Fall reached, cooperation, dialogue, and
Son Inc he said "Sometimes they blame the com- River, Mass "At best we would get creative solutions are needed, not

"You have to decide 'What is my Another area in which insurers pany for things they know is not an inexperienced field person who umlateral action and ostrich-like be-
agency prepared to offer?' " he would like to see a strengthening the company's fault " really doesn't know much ' havior," wrote the president of a $14
said of agent/insurer relations is the Agents can help by be.ng advo- What accounts for such fumbling million annual premium volume

"The greatest need most com- legislative and regulatory arena cates for the insurance industry, attempts at communication? agency in California
panies see is the need for more "I'd like to see the agent associa- Mr Policastro said Richard A Kasyjanski, president Insurers, wrote the vp of a New
sales discipline," according to tions take a more statesmanlike "It's the agents who have to be of the Member Services Inc unit of York agency with $8 million m an-
Continental's Mr Shoemaker A view of the Industry," Selective's the advocates with legislators, reg- the Independent Insurance Agents of nual premium volume, "need to rec-
lack of discipline is reflected in a Mr Jarvis said ulators and the public;' Mr Poli- America m Alexandria, Va, attnb- ognize agents as partners, not ene-
lack of focus on targeted classes, a Agents cannot only look at how castro added . utes much of the problem to cutbacks nues " .
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Agents, brokers laud insurers' 6positive attitudes'
By LAURA MAZZUCA

Hard work by brokers and
agents in cultivating relationships
with insurers is paying off, accord-
ing to a Business Insurance sur-
vey.

Even while mired in both a re-

cession and a soft market,
58.19-r 60-of 117 respondents
say they generally are satisfied
with their relationships with in-
surers.

"There's a willingness to wri:e
business and a posisive attitude to-
ward a partnership future," re-
sponded Bruce Christensen, presi-
dent of the Christensen Agency .n
Minneapolis, whi:h has annual
premium volume of $6.5 million.

Many successful partnerships
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have been built over years of solid
communications and clear goals
shared by insurers and agents.
Those relationships now are help-
ing many agents and brokers who
might otherwise be suffering
through the cuts in commissions
and other problems endemic to the
current marketplace (see story,
page 32E).

"In times of adversity. . .com-
panies remain commit:ed to work-
ing closely and effectively with
their agents, to maintain and ex-
pand profitable business," wrote
Albert R. Counselman, president
and chief executive officer of

Riggs, Counselman, Michaels &
Downes Inc. in Baltimore. -Natu-

rally, unprofitable relationships
are in jeopardy."

Many satisfied agents and bro-
kers praised insurers both for what
they have done for agents-and for
what they haven't done.

"Service is continuing well and
not deteriorating in quality and
speed," according to the president
of an $8 million annual premium
volume agency in Washington.

"For good risks, there is generally
plenty of positive responsiveness to
submissions. Although some (in-
surers) appear to be out of the
competitive market, enough others
are there."

Other respondents were happy
that insurers had not cut their

commissions or contingencies or
withdrawn from particular mar-
kets.

"None of our primary carriers

Compensation & Incentives

Agency principals are becoming innovative when it comes to luring new
producers to their firms. And they're putting as much creative effort into
designing packages to retain their current employees. BI will review

r these innovations, look at compensation packages and the employee
benefits most often offered to producers.
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has completely withdrawn from a
given market segment or inflicted a
serious commission reducticn in

1990," commented a vp of an
agency with $13 million in annual
premium volume.

"Those (insurers) I am satisfied
with have maintained markets, not
cut commissions and maintained

an ongoing communication about
their abilities," wrote the presi-
dent of a Pennsylvania agency with
$4.7 million in annual premium
volume.

Some insurers' generally "posi-
tive attitudes" were lauded by
agents and brokers, as were specif-
ics like professional underwriting,
sufficient capacity, good products
and quick response time on sub-
missions. But open minds were
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what agents and brokers seemed to
value most.

"Most company people are sin-
cerely interested in the agent and
his problems or needs," wrote the
president of a Wisconsin agency
with $6.5 million in annual pre-
mium volume.

His counterpart at a Pennsylva-
nia agency said, "There is a wil-
lingness to listen, talk and be rea-
sonable."

Insurers "are working to make
things work for our clients; they
are looking for ways to do things,"
wrote Malcolm Bernstein, owner

and partner of Circular Planning/
Bernstein & Co. in Cincinnati.

And how do good insurers "make
things work?" Many agents put a
good deal of stock in careful plan-
ning, especially when targeting
business.

"Our agency and the companies
we represent have a common target
market," wrote David Kendrick,

vp of Landers Insurance Inc. in
Birmingham, Ala. "We call on the
type of business they want to
write, therefore limiting the resis-
tance from our underwriters."

Despite all the hearts and flow-
ers, agents and brokers know that
such cooperation is more prosaic
than altruistic.

"Because of the size and reputa-
tion of our agency, we find that
most of our companies take initia-
tives to aggressively pursue busi-
ness from us," wrote J. Cliff

McCurry, president of Jones, Hill,
Mercer & Sheehan Insurance Ser-

vices, a Hilb, Rogal & Hamilton Co.
unit in Savannah, Ga.

Being affiliated with a major
brokerage, "definitely makes a dif-
ference," said Mr. McCurry, whose
agency was bought by HRH in
1988.

As agencies grow larger, insurers
find that cooperation serves them
well, respondents said.

"Insurers wanting to do business
with the more successful agencies
are going to have to back off on
their demands for life insurance,
and their demands to be No. 1 or 2

in the agency," wrote R. S. DiMat-
teo, executive vp of Clauss & Co. in
Buffalo, N.Y. Insurers will instead

have to "agree on certain volume
commitments to warrant preferred
agency status, which benefits both
agency and insurer."

Communications are very impor-
tant to agents and brokers.

"A few of our larger carriers re-
main committed to their chosen

marketplace and communicate
well with their agents regarding
what their plans for growth are,"
wrote the principal of a $30 million
annual premium volume agency in
Minnesota.

Others said they believed agents
and brokers need more of a voice

when insurers develop plans that
affect agents.

"Agents' input on decision-ma-
king and planning should be uti-
lized much more and on a contin-

uing basis," wrote the president of
a Pennsylvania agency with $4.7
million in annual premium volume.
"Most companies only give agents'
input token lip service."

Preferred agency contracts
proved popular in the BI survey.

Many said making such deals
with a few companies was a good
way for both sides to show their
commitment. And more than

half-64 of 117-of the responding
agents and brokers said that pre-
ferred agency contracts generally
help agents.

"Relationships are still a key
part of effective placements, and
respective roles and needs are ty-
pically better defined in a pre-
ferred agency contract," wrote the
principal of a $100 million annual

Continued on next page
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Agents enumerate insurer shortcomings
By LAURA MAZZUCA

Many agents and brokers have
no shortage of practical gripes
about insurers: Underwriting is
shoddy, they say, claims processing
is slow and inaccurate and market-

ing strategies inconsistent.
But beneath that pragmatic sur-

face bubbles a witches' cauldron of

ethical, moral and philosophical
divisions.

Some of them emerged in a Busi-
ness Insurance survey on agent-in-
surer relations.

Loss of trust and lack of di-

rection were common refrains

among agents.
Another was losing sight of the

company's reason for existence.
Too many insurers slight their un-
derwriting roots, instead styling
themselves "financial institu-

tions," wrote one agent.

Agency praise
Continued from previous page
premium volume agency in Ten-
nessee.

"It creates a partnership and
commitment to each other which

enables us to meet goals and write
business on a profitable basis,"
wrote Brad Stammler, president of
General Insurance Agency Inc. in
Columbus, Ohio.

At its most basic level, a pre-
ferred agency contract makes it
easier for an agency to place busi-
ness with a given insurer. "No
doubt, we are given special consid-
eration on our risks that other

companies would not always nec-
essarily give, even though our
commercial book has a consistently
excellent loss ratio of 30% to 35%,"
commented Dennis Young, presi-
dent of Dennis Young Insurance in
Texarkana, Texas.

"They take more notice of you,:'
agreed Mr. Bernstein. "Manage-
ment makes the underwriting staff
work with our files."

By offering producers under-
writing authority and otherwise
recognizing "our capability and
skills," preferred agency programs
bolster relations even more, said
William Cuellar, director of pro-
grams for Richter Robb Insurance
Services of San Francisco.

Preferred agency contracts also
help both parties establish goals
for growth, said Bill Thomas,
owner of Thomas Consulting
Group in Dallas. "It gives you a
feeling of being and of longevity.
You feel more protected and an in-
tegral part of the companies you
represent."

The contracts also solidify
agency-insurer relations "by mak-
ing everyone-underwriters and
producers-aware of production
and loss ratio objectives which re-
sult in commission incentives,"
wrote Mr. McCurry of the HRH af-
filiate in Savannah.

Through these programs, insur-
ers offer agents and brokers exper-
tise and financial help in areas like
advertising, automation and mar-
keting, pointed out John Kinn,
president of Kinn & Theobald
Agencies of Northwest Ohio Inc. in
Fostoria, Ohio.

Preferred agency programs seem
most effective for agents when lim-
ited to a few insurers. Of the agents
and brokers that answered the BI

survey question, 55% had preferred
contracts with one to three insur-

ers; only 19% had preferred con-
tracts with four or more.

"To secure a preferred agency
contract, the insurer needs and
wants to be (No. 1 or No. 2) in your
agency. We cannot do business
with only one or two companies.
Obviously all our companies can-
not be No. 1 or 2," wrote Mr. Di-
Matteo of Clauss & Co. I

Still other agents bemoaned an
"ivory-tower" aloofness of top
management. "There are too many
layers of management, and they're
all trying to cover each other's
tails," complained a Michigan
agent.

Nearly a third-36 of 117-of re-
sponding agents and brokers said
they were predominantly dissatis-
fied with the relationships they
have with insurers.

Even those who were generally
satisfied had their beefs. For ex-

ample, complaints about poor un-
derwriting and slipshod service
were common.

And respondents on both sides of
the question recalled bad feelings
toward some insurers that they felt
had betrayed them in spite of their

trust and their efforts to satisfy
their demands.

"Some (insurers) are still honor-
ing the commitments carriers have
maintained for 100 years or more,"
wrote the chairman of an Indiana

agency with annual premium vol-
ume of $10 million. "But most are
not and, in fact, appear to be
working hard at tearing apart the
American agency system."

"The primary area of deteriora-
tion is in moral attitudes. With

nearly 100% of our contract car-
riers, adherence is barely within
the letter of the contract language.
I am referring to commitments of
substance as to the 'partnership'
relationship, not to claims han-
dling or adjusting," he wrote.

"I believe we are at the low ebb
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of company-agency relationship,"
said William H. Scott Jr., president
of Henry Holland Inc,, an agency in
Buffalo, N.Y. "I wish companies
had more empathy for the job the
agents and brokers do. Most nine-
to-five company employees don't
have a clue."

"There is no longer any such
thing as agency consideration, re-
gardless of the contribution of the
agency in terms of profit or vol-
ume," wrote the principal of a $13
million annual premium volume
agency.

"The carriers only appear to
have their best interest in mind
and not that of their agents," wrote
the president of a $4 million an-
nual premium volume agency in
Pennsylvania. "They have quickly

forgotten that it is their agency
force that has made them what

they are today. How soon they for-
get."

Agents claim that cavalier atti-
tudes by insurers have created a
whole range of problems.

The president of a Florida
agency enumerated them: "Com-
mission reductions without ade-

quate notice or documented jus-
tification; putting much more work
onto agents; reducing volume al-
lowances without warning; pro-
viding less adequate profit-sharing
ability to recoup commission
losses; broken promises made by
CEOs who vowed they would be
around through thick and thin;
and (an attitude) that agents were

Continued on next page

Munich Re Group in the USA: MARC and MARC-Ufe

d

MARC

Munich Re Group
New York • Chicago • Atlanta
San Francisco • Dallas • Boston
Columbus • Hartford

Philadelphia



--

32F / Business Insurance, March 18, 1991

Insurer Topics

Agency criticisms "They're not responsive to the Poor organization often means Insurers "forget their only rea- million in annual premium volume
needs of the agency or our in- underwriters have "quiet" times son for existence is claims," he We are losing new business op-

Continued from previous page sureds," wrote a vp with a $25 mil- when they take no calls and travel wrote "There are too many layers portunities due to high declination
foolish to represent more than sev- lion annual pi emium volume schedules that keep them away of management, and they're all ratios," agreed the principal of an
eral companies " agency in New York from their offices too much, wrote trying to cover each other's tails " Illinois brokerage with $300 mil-

Small and medium-sized agen- With that unresponsiveness re- David Kendrick, vp of Landers In- Many dissatisfied respondents lion in annual premium volume
cles, especially in rural areas, are flecting poorly on the whole indus- surance Inc in Birmingham, Ala attributed such problems to top in- brokerage "(Although) we submit
hit particularly hard by insurers' try, pressure from consumers and Recent cutbacks have also left surance company managers targeted business in a timely man-
changing attitudes, said the com- legislators will only increase, many many underwriters overworked, he Top managers are "too bureau- ner, our declination still remains at
mercial department manager of a agents and brokers said said cratic and insensitive to their cus- an undesirable level "
mid-sized California agency Such "Insurers are slowly destroying A lack of underwriting authority tomers, who are really the agents Many large stock companies are
agencies are "becoming less and agents' credibility through poor at the local level was also targeted who represent them," wrote Mr targeting small to medium-sized
less important" to insurers, he service, both to the insured and to in the BI poll McCurry of Jones, Hill, Mercer & low-risk accounts, but do not know
wrote the agent," wrote the vp of a Mich- J Cliff McCurry, president of Sheehan in Savannah "It 15 diffi- or understand this market, which

"We are in a small population igan agency with $3 5 million in Jones, Hill, Mercer & Sheehan In- cult to build and maintain rela- lS dominated by regionals, mutuals
area where target and/or niche annual premium volume surance Services, a Hilb, Rogal & tionships with companies" that and direct writers," commented a
marketing opportunities are But rather than working with Hamilton unit in Savannah, Ga, don't make efforts to know their vp with a Minnesota agency that
scarce," wrote the chairman of a agents and brokers to improve the lamented the frequency of "home agents well has $30 million in annual premium
$10 million annual premium vol- system, many insurers "appear to office 'referral; which lS often Just I believe the upper echelon of volume "They are poor at com-
ume agency in rural Indiana "This be moving away from the agency an excuse (not to write business) " company personnel do not really municating with their Independent
translates in most of our carrier's system," said Michael M Cavin, Claims service and other insurer understand the market at street agent sales force '
attitudes as, 'Who needs you?' In president of Cameron & Roberts office functions also came under level," agreed David M Under- Agents are thus forced to "look
fact, they are cooperating with Insurance Agency Inc in Lithonia, to some smaller regional com-
big-town tele-niche marketing Ga panies, since some of the larger
agencies to pick off our accounts " "Many companies are Just not Insurers employ incompetent personnel and companies are not involving agents

"Companies have very little in- committed to the insurance busi- and brokeis in their 'practical fu-'forget their only reason for existence is claims,terest in the rural areas like South ness They consider themselves fi-
,

ture plans,' " wrote the president
Dakota," agreed Gary Palmer, vp nancial institutions," wrote a vp at says the president of a Michigan agency. 'There of a New York-based agency with
and manager of South Dakota a Delaware agency with $20 mil- $4 3 million in annual premium
Bankers Insurance Services in lion in annual premium volume are too many layers of management, and they're volume

Pierre, S D "We have numerous "Rather than resisting the social all trying to cover each other's tails.' In fact, regional insurers won ae-
small or low-volume locations, and and political pressures brought colades among respondents to the
finding providers is a problem " against us, they discontinue writ- survey

Even many of the "benefits" that ing business " Despite what they saw as signifi-
insurers say they offer to agents Another agent added that the fire from the survey respondents wood, corporate secretary of the cant problems with insurers, many
are a sham, respondents said (see "political arena, with the push "Service is absolutely horrible Charles Richmond Agency Inc in agents said they were partly at
story, page 32H) from insurance companies and fed- Our Industry should be ashamed of Jackson, Mich fault for soured relations

"There is no sense of partner- eral (taxes), will help to change the very poor standards for qual- "Home offices exercise too much Dialogue between the two sides
ship, no matter what they say," how insurance is delivered " By the ity, speed and accuracy of deli- field control without knowing "is rarely sane or even-handed,"
said the chief operating officer of year 2000, the agent predicted, very," wrote a vp with a $15 mil- what they are doing," wrote W said a vp with a New York agency
an $8 million annual premium vol- self-insurance programs will con- lion in premium volume agency in VanDerwill, senior vp of Saginaw with $12 6 million in annual pre-
un* agency "Agent panels are a trol 50% of the traditional insur- New Jersey Bay Underwriters in Saginaw, mium volume "Both seem to blame
joke, as are lead programs, which ance marketplace, and software "I wish they would pay their Mich The result, he added, is each other for failures, but little
are about as useful as a telephone will enable Insurers to deal claims as quickly as they require "non-competitive pricing and little credit is given for successes "
book It would be unfair to single directly with risk managers and their premiums," wrote Graham G or no flexibility to respond to Clearer communication would
out one or two (insurers as unre- consultants Producers would be Grice, vp of Keenan & Associates, agents' needs " definitely help, many respondents
sponsive) when the field is so bad " completely bypassed, he predicted a $50 million annual premium vol- -Strained insurance com- agreed

Worse, agents and brokers are No matter what type of service ume agency in Torrance, Calif panies have poor executive lead- "Carriers need to 'over-commu-
not the only victims, said several insurers will provide in the future, "Occasionally you find an excep- ership and few officers with a nicate' with brokers on client
respondents With some insurers, today's offerings have room for im- tional individual or depart- strong insurance background,' problems, even if information is
the cavaller attitude extends to provement, said most agents and ment but most insurers display wrote the chairman of a $2 million bad," noted Dennis Brewick, bene-
policyholders, they said brokers responding to the BI sur- an arrogant attitude," said the annual premium volume agency in fits consultant for Alexander Con-

"None (of the insurers) have any vey president of a Texas agency with Pennsylvania sulting Group in Dallas, a unit of
concerns for the insured beyond Heading the list of complaints $12 million in annual premium Victims of an "ivory-tower syn- Alexander & Alexander Services
their legal requirements-and were poor underwriting and bad volume "Few of them encourage drome," many managers think they Inc "Then we can salvage the ac-
some don't even care about that," service professionalism within their own can run the whole show from com- count for the carrier "
wrote the principal of a $13 million "Inadequate and inexperienced" ranks They make no attempt to pany headquarters, wrote the pres- But agents and brokers need to
agency was how Albert R Counselman, build well-trained and motivated ident of a $6 million annual pre- shoulder their share of the burden

president and chief executive offi- staffs mium volume agency in Ohio "Too as well
cer of Riggs, Counselman, Michaels "They may want to be responsive many companies spend their ef- Agents are going to have to be-

Survey polls & Downes Inc in Baltimore, la- but can't, because the talent level forts on programs and systems that come better salesmen, promoting
beled many ins.lrers' underwriting of their staff has sunk to a deplor- don't work They don't seem to product and service, and put less

117 brokers
departments able level," wrote the agency presi- have any direction " demand on price," commented Mr

"Very few 'underwriters' have dent Most bad insurer-agency rela- Palmer of South Dakota Bankers
any general business acurnen and "

Too many times items are 'lost' tionships are attributable to con- Insurance Services "Company re-

and agents (they) have extremely superficial in the system, especially endorse- flicting marketing strategies, said lationships will become very im-
technical knowledge of their own ments," wrote the commercial de- Mr Kendrick of Landers Insurance portant "
business," agreed the chief operat- partment manager of a $20 million in Birmingham "The best solution "Companies invariably take the

The Business Insurance Sur- ing officer of an $8 million annual annual premium volume agency in would be to find markets which are attitude that the agent 15 not to be
vey on Producer/Insurer Rela- premium volume agency California "Policies are being lS- compatible with the type of busi- trusted The resulting relationship
tions was mailed to 1,000 agents They "lack imagination and a sued later and later ness the agent writes " ts not based on trust and a mutual
and brokers across the country sense of urgency," wrote William Asked what he lS dissatisfied Many of our large stock com- desire to bring a really good prod-
The 117 responses represent an Cuellar, director of programs for with, the general manager of a $5 panies simply haven't defined their uct to the buying public," wrote
11 7% reply rate Richter-Robb Insurance Services million annual premium volume own marketing goals with any de- the president of a $12 million an-

Nineteen questions included in San Francisco "Insurers should agency in New York cited "audit gree of depth and planning," re- nual premium volume agency in
Inquiries about which insurers staff their companies with un- errors, ac2ounting errors, unre- marked the principal of a Minne- Texas
were the most and least respon- derwriters who are authorized and sponsive service issues and lack of sota agency with $30 million in "Few professional agents exist,"
sive to producer needs, whether empowered to make decisions, and clear direction " annual premium volume the agent noted But "even fewer
or not insurers had changed not the 'Veg-0-matics' many of And the president of a $6 million "Companies publish target risks, professional company people exist
contract terms, how often in- them now have," he wrote annual premium volume agency in and then when presented with such Until this changes, the industry
surers contact producers, and Adequately trained underwriters Michigan complained about "in- risks, they seem to find excuses deserves every bit of the criticism
what topics are discussed, how were far from immune from criti- competent personnel that we have why it doesn't fit," complained the that it is receiving from the media,
many insurers producers repre- cisrn to deal with on a daily basis " vp of an Indiana agency with $10 politicians and public "
sent, compared with a year ago
and three years ago, and the /=)
status of preferred agency con- une-third of agents report canceled contractstracts

Responses came from a wide
range of agents and brokers Outright cancellations were not Royal Insurance Group "can- is 'downsizing ' " help us, so I placed the volume
They ranged from large-city nearly as frequent as contract celed because of low volume, they Many insurers, agents and bro- with other carriers to strengthen
branches of major alphabet bro- changes, but more than a third of had no products to sell Ohio Ca- kers charged, ran away from un- our position (with them)," said
kerages like Marsh & McLen- agents and brokers m a BI survey sualty Co wouldn't appoint us as profitable lines, regardless of their William H Scott Jr, president of
nan Cos Inc and large regional said an insurer contract had been an agent after we bought a small agency contracts Henry Holland Inc in Buffalo,
brokers like Hilb, Rogal & terminated in the past year agency because they want to de- Insurers are "retracting from N Y
Hamilton Co to rural agencies Forty-three of the 117 respon- crease California writings," wrote property/casualty coverage in In- We have too many markets to
with less than $1 million annual dents-36 7%-reported cancella- the president of a $14 million an- diana," commented the principal satisfy them," commented J Cliff
premium volume The average tions A majority of those-27, or nual premium volume agency in of a $10 million annual premium McCurry, president of HRH/Jones,
respondent had annual pre- 62 8%-were initiated by the in- California volume agency in the state Hill, Mercer & Sheehan Insurance
mium volume of $1 million to $5 surer, but another 11 respondents, Other insurers simply discontin- But for the 255% of the respon- Services in Savannah, Ga
million or 255%, said the agency was re- ued certain lines dents who initiated a cancellation, "We are evaluating all of our

Responses came from 30 sponsible Travelers Corp "withdrew their the shoe was on the other foot companies with less than $500,000
states, with California, New Another five, or 116%, said the personal lines because of a change "They were just not responsive volume to see if we really have a
York, Pennsylvania, Texas and cancellation was bilateral of company direction," wrote the or aggressive enough," wrote the relationship to build on Contin-
Ohio providing the most re- Insurers canceled contracts for a president of a Florida agency "We president of a $4 million annual gency income is very important to
sponses variety of reasons, including low were very profitable (for them), premium volume agency in Penn- us, and this volume may help us

-By Laura Mazzuca volume and poor loss ratios, re- and they were No 2 behind (Aetna sylvania with someone else," he said
spondents wrote Life & Casualty Co ) But Travelers "They didn't have an> niche to -By Laura Mazzuea
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Contract changes strain agent-insurer relations
By LAURA MAZZUCA

Increased volume requirements,
the elimination of lines like work-

ers compensation and other changes
in agency-insurer contracts appear to
be several major reasons for agent
dissatisfaction with insurer relations.

Reduced commissions and outright
contract cancellations were also

mentioned frequently in a Business
Insurance survey.

"Th€re has been a total withdrawal

from some of the major multiple peril
programs that had been their stron-
gest suit," wrote the president of an
$8 million annual premium volume
agency in Washington.

And the principal of a $2 million
annual premium volume agency in
Pennsylvania cited "freezing mar-
kets, canceling and non-renewal of
all personal auto insurance and dis-
missing workers compensation."

A slight majority of respondents-
59 of 115, or 51.79-said at least one

insurer changed contract terms or re-
quirements in 1990. Slightly less-55,
or 48.3%-said no changes were
made. Reasons cited for those

changes vary by agency location and
size. But many agents and brokers
said insurers are becoming extremely
selective about which lines they
write. Workers comp and personal
auto appeared to be the most unpop-
ular coverages.

"They want homeowners but not
automobile insurance," wrote the
president of a $4.3 million annual
premium volume agency in New
York. "They also reduced their mar-
ket niches to industries of no interest

to us."

At Kemper National Insurance
Cos., the "regular accounts division
doesn't want to write unsupported
workers compensation," wrote a se-
nior vp of a $100 million annual pre-
mium volume agency in California.

And Continental Corp. has reduced
both commercial general liability and
workers comp, wrote the president of
an $8.5 million annual premium vol-
ume agency in New York.

Respondents complained of re-
duced commissions, though they said
the cuts appeared to be tied to "un-
desirable" lines of business rather

than across the board.

"There are lower commissions on

personal lines auto via Aetna Life
& Casualty Co.," wrote W. VanDer-
will, senior vp, Saginaw Bay Un-
derwriters in Saginaw, Mich.

Contract
terminations

Have any insurer contracts
been cancelled in the last

year?

f 2 36.7% )
No'51*

Who cancelled them?

/ \1.6% AgenCY\
/ \ 25.6% \

Insurer
62.8%

Source: 8/ survey
GRAPHIC BY JOHN SMITHER

"We've seen a reduction in com-

mission scale on personal auto and
excess coverage,': wrote Jeffrey H.
Jennings, president of Clifton Bro-
kerage Corp. in Greenwich, Conn.

And Transamerica Corp. "reduced
personal auto commissions in Michi-
gan to an unacceptable level for
agents to handle business profitably,"
said David M. Underwood, corporate
secretary of Charles Richmond
Agency Inc. in Jackson, Mich.

"We have had commission cuts in

workers comp and personal auto,"
wrote the president of a $4.7 million
annual premium volume agency in
Pennsylvania. "They are now only
interested in writing one line of busi-
ness instead of a full line."

Some respondents said profit-shar-
ing, contingency and other income

une

pril

-ay

Tm
 nsi
11

r er

opics

have all suffered.

"While (Hanover Insurance Co.) re-
duced workers compensation com-
missions, Aetna penalized contingent
based on life insurance writmgs, and
(Utica Mutual National Life Insur-
ance Co.) penalized contingent for
lack of 'across- the-board' writing,"
wrote the principal of a $13 million
annual premium volume agency.

Insurers then added insult to in-

jury, complained many agents and
brokers, by expecting them to do
more work even while their com-

missions and perks were lowered.
"Many have increased production

demands and tie-in sales require-
ments, but for their part have poor
support facilities, incompetent staffs
and unresponsiveness," wrote the
commercial manager of a $21 million

annual premium volume Pennsylva-
nia agency.

"Carriers tend to push more ad-
ministrative service onto the agent,
yet continue to push for less com-
missions. They want more volume to
validate, but they're not willing to
compete," wrote Mr. VanDerwill.

Some respondents said insurers ex-
ercise caution by requiring extensive
loss information from agents and
brokers. At Travelers Corp., "per-
sonal auto commission is tied to loss

ratio," wrote John Kinn, president of
Kinn & Theobald Agencies of N.W.
Ohio Inc. in Fostoria, Ohio.

Another common complaint: con-
tinuing requirements for greater sales
of life insurance.

"Only one insurer reduced com-
missions, but several are pushing life

Loss Control & Catastrophe Planning

insurance," wrote the president of a
$6 million annual premium volume
agency in Ohio.

However, in spite of the many
gripes, some producers were more
concerned about their insurers than

angry with them.
Royal Insurance Group "is going

through some tough times in Pitts-
burgh and across the country," wrote
the president of a $4 million annual
premium volume . agency. "They're
our lead carrier, and we're concerned
about their future."

While many agents and brokers
were not pleased with the contract
changes, most who answered the
question said insurers had explained
the new terms satisfactorily. Forty, or
67.7%, approved of the explanations;
only 17, or 28.8%, did not. I

Dry run for disaster... property/casualty insurers were prepared for New
Madrid - the quake that didn't happen in December. This preparedness
came from the hard lessons learned after 1989's disasters ... the San

Francisco earthquake and Hurricane Hugo. BI will look at loss control
methods used today to plan for tomorrow's catastrophes.

Automation: Underwriting &
Policy Management

Issue: April 15
Ad Closing: April 3

From underwriting to marketing strategies, insurance company executives
have the advantage of technology to help them sharpen their skills.
Editors will report on the emerging technologies - like expert systems
and image processing - and how insurers are putting these to good use.

Advertising, Marketing &
Sales Promotion

Issue: May 20
Ad Closing: May 8

Recession. A slumping commercial property/casualty insurance market.
BI editors analyze how these current conditions affect marketing
strategies for insurance companies. They'll report on traditional forms of
advertising as well as non-traditional marketing alternatives including
special events promotion.

Issue: June 17

Ad Closing: June 5

Insurer Topics is a monthly demographic section published within the pages of
Business /nsurance, and sent exclusively to BI's insurance and reinsurance company
subscribers.

Advertisers in Insurer Topics are positioned within an unparalleled editorial enviroment
and reach an undiluted audience representing a wealth of purchasing power for a broad
range of products and services. 85%* of the influential executives who read
Insurer Topics take action as a direct result of the articles or advertisements they
see in Business Insurance.

* An Audience Profile of the Business insurance 'Insurance & Reinsurance Company' Subscriber, 1990.
.

Inness
New York: 220 East 42nd Street, NY 10017 ' 212/210-0228

Chicago: 740 Rush Street, IL 60611 ' 312/649-5276 Insurance
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Preferred agency contracts criticized Preferred agency
contracts 1

By LAURA MAZZUCA $100 milhon annual premium volume areas like advertising, automation wheel gets the grease, and I haven'I
agency in Tennessee and marketing, pointed out John squeaked " The agency, with $4 6 How many insurers do you

The popularity of preferred agency have preferred agencyIt creates a partnership and com- Kinn, president of Kmn & Theobald million in annual premium volume,
contracts, once hailed as an agency mitment to each other which enables Agencies of Northwest Ohio Inc in has only one contract with an in- contracts with?

savior, appears to be wanmg, a Bust- us to meet goals and write business Fostoria, Ohio surer
SIX-10 11 or more

ness Insurance survey found on a profitable basis," wrote Brad Preferred agency programs seem Allowing that preferred agency
10% / 3%

Nearly two-thirds-62 of 98-of Stammler, president of General In- most effective for agents when lim- contracts can offer improved under- Five .r,
those answering a question about surance Agency Inc in Columbus, ited to a few insurers Of the agents wrltmg capabilities, higher commis- 4% A \ No\preferred agency contracts still said Ohio and brokers that answered the BI sions and other advantages, some AX \ 19% \
they were generally beneficial But a At its most basic level, a preferred survey question, 55% had preferred agents and brokers said there was in-
fifth of the respondents were ambiva- agency contract makes lt easier for contracts with one to three insur- evitably a caveat Higher volume re- <Fourj I
lent about the contracts and among an agency to place busmess with a ers, only 26% had them with four quirements were mentioned often
the 15% who disapproved, hostihties given insurer "No doubt, we are or more msurers "We had one with CIGNA Corp,
ran deep given special consideration on our "To secure a preferred agency con- but it blew up," wrote the princi-

Many agents and brokers said pre- nsks that other companies would not tract, the insurer needs and wants to pal of an $8 mlillon annual premium
ferred agency contracts are a good always necessanly give, even thoujh be (No l or No 2) in your agency We volume agency in Washington "Such .. Two 1
way for both sides to demonstrate our commercial book has a consis- cannot do business with only one or contracts require a disproportiona-
their commitment tently excellent loss ratio of 30% to two companies Obviously all our tely high volume with that insurer to

"Relationships are still a key part 3596," commented Dennis Young, companies cannot be No 1 or 2," maintain it We have philosophical
of effective placements, and respec- president of Dennis Young Insurance wrote R S DiMatteo, executive vp of problems with that" Do they help?
tive roles and needs are typically bet- m Texarkana, Texas Clauss & Co in Buffalo, N Y Because volume standards are
ter defined in a preferred agency "They take more notice of you," And about 15% of respondents said especially tough on small and me-
contract," wrote the principal of a agreed Malcolm Bernstein, owner the contracts generally did httle for dium-sized agencies, they are less

and partner of Circular Planning/ agents and brokers Many were blunt likely to get preferred agency con- No Yes

Northbrook Bernstein & Co m Cmcinnati "Man- m their assessments tracts, wrote the managing princt- 15% 65%
agement makes the underwriting "There are benefits to the extent pal of a $3 5 million Texas agency
staff work with our files" that they treat you better than those which had no preferred agency con-

offers agents By offering producers under- who are not 'preferred,' which isn't tracts 1  Not sure
wnting authonty and otherwise re- saying much," said the chief operat- Other agents said such commit- L 20%
cognizing "our capabillty and skills," ing officer of an Ohio agency with $8 ment to a single insurer can be sul- ,on-line news 1
preferred agency programs bolster m milhon annual premium volume cidal in today's rocky marketplace 1

relations even more, said William "It's mostly lip service They prom- "The market in general has 1
SOUTH BARRINGTON, Ill _ Cuellar, director of programs for ise better service, but we don't see changed so much in the last five to 1 Soum-BUOrvey

Northbrook Property & Casualty In_ Richter Robb Insurance Services of any difference," wrote the vp of a $15 10 years that an agent has to ha,e GRAPHIC BY JOHN SMITHER

surance Co recently launched a pro- San Francisco milhon agency m New Jersey, which flexibility to survive the swings," are better," wrote W VanDerwill, se-
gram it hopes will set a new standard Preferred agency contracts also maintains three preferred agency wrote the general manager of a $25 mor vp of Saginaw Bay Underwriters
for electronic communication be_ help both parties estabhsh goals for contracts million annual premium volume in Saginaw, Mich

growth, said Bill Thomas, owner oftween msurers and agents "We recently terminated two such agency in Ohio The companies offering special
The program, Northbrook ON_ Thomas Consulting Group in Dallas contracts because one was not bene- A few producers said they objected programs seem to be committed to

LINE, is a Joint software venture of "It glves you a feehng of being and of ficial to us and the other placed too to preferred agency deals on princi- providing greater levels of service,
the Sears, Roebuck & Co commercial longevity You feel more protected much pressure on life insurance pro- ple but it doesn't always occur," wrote
property/casualty insurance unit and and an mtegral part of the companies duction," wrote David M Under- "We don't want false alleglance to Albert R Counselman, president and
White Plains, N Y -based Prodigy YoU represent " wood, corporate secretary of Charles carriers, my allegiance is wlth the eli- chief executive officer of Riggs,
Services Co Prodigy is a Joint ven- The contracts also sollchfy agency- Richmond Agency Inc m Jackson, ents," said the president and CEO of Counselman, Michaels & Downes Inc
ture of Sears and Armonk, NY- insurer relations "by making every- Mich He added that "the commission a $20 milhon annual premium vol- in Baltimore
based International Business Ma- one--underwriters and producers- Incentive is not as good for agents as ume agency in Virginia which main- Others thought -he benefits of pre-
chines Corp aware of production and loss ratio lt should be " tained no preferred agency contracts ferred agency contracts lie m areas

Cathenne E Buxton, Northbrook oblectives which result in commis- Nmeteen percent of the survey re- "I don't want to feel 'owned ' If that other than increased commissions or
vp-marketing, product and customer sion incentives," wrote J Cliff spondents maintained no preferred was the case, then I should not be profit shanng
development, said that the system is McCurry, president of Jones, Hill, agency contracts, either by fate or by self-employed'" " The principal advantage lS ln
designed to provide agents with on- Mercer & Sheehan Insurance Ser- choice One producer had a simple Fully a fifth of respondents were educational opportunities, not in any
line access to news, training, sales vices, a Hilb, Rogal & Hamilton Co reason "None of our lead companies amblvalent about the overall bene- special underwriting considerations
and marketing information Agents unit in Savannah, Ga offer one " fits of preferred agency contracts or advantages,' commented the
can also use the system to communi- Through preferred agency pro- Otto Wahlrab, president of John "There is not much benefit m mar- chairman of an Indiana agency with
cate with each other or with North- grams, insurers offer agents and bro- P Slade Insurance in Fall River, keting or deallng with underwnters, $10 million in annual premium vol-
brook, she said kers expertise and financial help m Mass, wrote "I imagine the squeaky but commissions and profit-shanng ume .

The system also offers Northbrook
a means by which to poll its agents
on market conditions and on specific Reinsurance group relocates, elects officers
products, Ms Buxton said

Laurie Gama, the ONLINE edi- NEW YORK-The Brokers & Re- Plummer has been named a special Sears, Roebuck & Co unit in
tor, said that about 40 agencies were insurance Markets Assn has a new IT briefs consultant on regulatory affairs to Northbrook, Ill He is also co-au-
hooked up to the system by the end of address and a new president the Alliance of American Insurers thor of "Property-Liability Insur-
February The first hook-ups were BRMA moved ltS headquarters to m Schaumburg, Ill ance Accounting "
completed in early January, and 1 Liberty Plaza, 45th Floor, New and how to act m the classroom Mr Plummer, who has served on In his new role as a special con-
Northbrook's goal ts to have more York, NY 10006 The organize- For example, the guide stresses advisory committees of the Na- sultant to the Alliance, Mr Plum-
than 200 agencies participating by tion, formed five years ago as a "Avoid a sales pitch You should be tional Assn of Insurance Comnis- mer will deal with the financial
the end of the year, Ms Gama said forum for treaty reinsurance pro- 'selling' concepts and ideas, not sioners for two decades, lS a former regulation of property/casualty in-
She said that the actual Installation fessionals, had been in Olympia policies Teachers and students vp with Allstate Insurance Co, a surance .

of the equipment needed to gam ac- Fields, Ill The new telephone num- will be wary of commercialism As
cess to the service is the most time- ber is 212-732-6200 a guest teacher, you are imparting
consuming aspect of the process In addition, BRMA's board of knowledge and solid information "

Ms Gama said that the insurer directors as expected elected Ward The guide also warns readers to .-Cnlaip-
has received "very positive feedback" B Gordon to succeed William Gil- be prepared for skepticism and -

from users, although the level of martin as president (BI, Nov 12, gives advice on how to deal with it
users' personal computer slalls seems 1990) Mr Gordon lS the former The "Choice-Chance-Control" .to have a direct bearing on which chairman of Intere Intermediaries program was launched by the Indi- S Velljoumf
functions they prefer Inc of New York Mr Gilmartin, a anapolis-based foundation

"People who are more PC literate former senior executive with Chi- The National Assn of Mutual In-

seem to be enjoying the electronic cago-based CNA Financial Corp, surance Cos, also based in India- 77)sm= %71*communications aspect," she said, announ ced his retirement as napolis, established the foundation
and other agents find the on-line BRMA president late last year in 1988 to help high school teach-
news summaries useful In fact, Also elected was Robert L Gilli- ers explain how insurance works Issue of March 18
Northbrook plans to expand its own gan II, a former associate in the (IT, Aug 20, 1990, Aug 21, 1989)
in-house news services An industry structured finance group at Bear, The " Choice-Chance-Con trol"

ADVERTISERnews service is currently updated Stearns & Co Inc of New York, to program consists of printed and PAGE #

daily, while a special Northbrook the new position of executive vp video materials that can be used in

news service describing products and business, economics, social sci-
Agent/Broker Topics 32Dservices is updated each Monday, IEF classroom guide ences or other classes

Wednesday and Friday, she said Single copies of the "Insurance
Bill Ieuter of Secure Futures In- INDIANAPOLIS-The Insurance Professionals' How-to Guide for Insurer Topics 32G

surance Agency in Des Plaines, Ill, Education Foundation has pre- Classroom Involvement" are avail-
which lS one of the first agencies to pared a guide for Insurance profes- able without charge from the IEF Munich Reinsurance Co. 32E
have the system installed, said he sionals who wish to become in- Classroom "Choice-Chance-Con-
thinks the electronic marketplace volved with its "Choice-Chance- trol" packages cost $50 For fur-
function may prove to be the most Control" high school insurance ther information, contact the In- North American Reinsurance 32C
useful facet of the system once more education program surance Education Foundation,
agents are hooked up He said the The guide explains how people P O Box 68700, Indianapolis, Ind,
pool of agents tied mto the system who work in the insurance indus- 46268-0700, 317-875-5250 i · ry-r»1-v-v-y .
now ts too small to provide much try should approach school offi- " 1' 1-0 Ill 19-->3
help in finding markets for difficult- cials about making an insurance- Alliance consultant fl 'i  j
to-place risks related presentation to a class, how

-By Mark A Hofmann they should prepare a presentation SCHAUMBURG, Ill -Daniel C
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Dowd promoted to new posts at Skandia
James F. Dowd has been named

president and chief executive offi-
cer of Skandia U.S. Holding Corp.
of New York and a member of the

management committee at parent
Skandia Insurance Co. Ltd. of

Stockholm, Sweden.

He succeeds Hans Dalborg, who
resigned to become president of a
Swedish banking group (BI, Jan.
28).

Mr. Dowd, who had been presi-
dent and CEO of Skandia America

Reinsurance Corp, also was named

Intermediaries
Continued from previous page
agency, Mr. Dove said. Instead, the
agency should be used as a means
to make an informed judgment.

Reinsurers can dramatically
change their book of business, give
their pen to a managing general
agent, consolidate or become in-
volved in mergers and acquisitions,
Mr. Dove noted. But the captive
manager must still be sure the
reinsurer is there to pay the claim.

A captive's reinsurance program
-and the price it is willing to pay
for reinsurance-"should flow

from corporate objectives," Mr.
Dove said.

A $10 million loss, for instance,
won't affect a Fortune 500 com-

pany, while one product liability
award could put a small manufac-
turer out of busin-ess. Thus, the

parent company's and the captive's
ability to absorb loss should be
considered, said Mr. Dove.

The captive manager should also
ask himself, "Do I know what I

bought?' Mr. Dove said. It sounds
simple, but, as a captive manager,
"I must understand what my pro-
gram is," he said.

"Use the knowledge of your in-
termediary, your reinsurer and
your manager," he recommended.

Choose people who have an in-

terest in your business and who
will go out of their way to under-
stand the risk, he advised. And

choose companies that will be here
"today and tomorrow."

Mr. Griffiths commented, half

jokingly, that some people say the
reinsurance broker's function is to

take the abuse of both the ceding
company and the reinsurer.

In actuality, the broker's role is
to engage the reinsurer, as well as
provide assistance and improve the
confidence level of the client "and

then make sure both parties are

happy with the arrangement," Mr.
Griffiths explained.

Sphere Drake's Mr. Jones said
that a reinsurer of a captive must
be flexible and find out exactly
what a parent wants to do with the
captive, "and how we can help in
structuring a reinsurance program
for them."

"Reinsurance is a long-term re-
lationship and can only work sue-
cessfully on that basis," Mr. Jones

explained.
The reinsurer's most important

role, he said, is to protect captive
assets. "We are here to insure (its)
financial viability," he said.

A reinsurer must learn the com-

mitment the parent company has to
its captive, which can be shown by
the extent to which the captive is
used to provide coverage to the
parent, Mr. Jones said.

By directing more coverage to
the captive, the parent shows its
confidence. That, in turn, provides
significant comfort to the reinsurer
in analyzing the captive risk, he
said.

Mr. Jones also commented that

the alternative risk financing mar-
ket-including captives-has been
a success because of connrnunica-

tion and cooperation of all parties.
"We are all working together to

achieve the mutual benefits," Mr.

Jones said. This enhances options
and opportunities for captives and
their parents, he added. .1

Comings & goings: industry
chairman and CEO of Skandia

America.

Also at Skandia America, Ste-
ven J. Bensinger was named to

succeed Mr. Dowd as president and
chief operating officer. He had
been executive vp and chief finan-
cial officer.

Other reinsurer changes:
Dorothy Combes, vp of F&G Re

Inc., the reinsurance underwriting
subsidiary of United States Fidel-
ity & Guaranty Co., has retired.
Ms. Combes was the Msn. of Pro-
fessional Insurance Women's In-

surance Woman of the Year in

1979.

Robert T. McLaughlin named
vp in the claims division of Ameri-
can Re-Insurance Co. in Columbus,

.

Ohio. He had been an assistant vp
for the Princeton, N.J.-based com-

pany.

James B. Wynn named vp in At-
lanta with U.S. Re Corp. He had
been an assistant vp with Employ-
ers Reinsurance Co. in Atlanta.

North American Reinsurance

Corp. of New York announced
these promotions: George Casale,
formerly vp and director of claims,
named senior vp; Donald L. Mad-
sen, formerly vp and director of
facultative casualty, named senior
vp; Darrius G. Baker, formerly
group vp, named executive vp-fa-
cultative; and William H. Stemp-
son, formerly group vp, named ex-
ecutive vp-treaty.

Also promoted at North Ameri-

can Re were: Maureen B. Moreau

to vp and chief underwriter;
Arthur P. Nanney, who manages
facultative operations in Dallas, to
vp; Andrew W. Kaye, who man-
ages facultative casualty opera-
tions in San Francisco, to vp; and

Raymond L. Osterhout, formerly
senior vp-marketing, to group vp.
Carla D. Shenkman, former se-

nior vp with Sedgwick James of
New York Inc., joined the company
as vp and director of alternative
markets.

Agent/Broker
Aviation Insurance Services Inc.

of Los Angeles announced these
changes: Linda M. Crosby pro-
moted to president of the Houston
office; A. Stuart Case, vp, ap-
pointed head of a new property/ca-
sualty brokerage division in Seat-

tle; and David D. Barder, a
former vp of aviation with Alex-
ander & Alexander Services Inc.,

joined as vp in Seattle.
Hilb, Rogal & Hamilton Co. an-

nounced these promotions: John
C. Adams Jr. and Andrew L.

Rogal to executive vp; Carolyn
Jones to vp and controller; and
Walter L. Smith to vp and general
counsel. The brokerage, based in
Glen Allen, Va., also announced

that Ronald J. Schexnaydre,
president of the New Orleans unit,
was named a vp of the company.

Johnson & Higgins announced
these promotions to vp at its New
York headquarters: Jossie E. Bar-
celona, aviation department;
Dean E. Barnett, casualty depart-
ment; John P. Castro, interna-

tional department; and Chris-
topher Dover, general adminis-
tration. I

Are All Workers Compensation
Provider Bill Audits The Same?
A Newly Released Study Says "No"

An independent research firm recently sent photocopies of the same 156 medical bills to 5 different
vendors of fee schedule provider bill audits. Each vendor's performance was tracked and compiled in a
side-by-side comparison that's yielded some surprising results.

These results are the basis of an important new report that's now
available free of charge from Crawford & Company.

Among its findings, the report reveals that provider bill audits
are not a "commodity service"-the quality and effectiveness of
these audits varies dramatically depending on which vendor is
reviewing the bills. The report backs up this finding with a series
of charts that compare vendor performance in areas such as...

TOTAL REDUCTIONS-On the same bills, one vendor

found reductions ofjust $5,206.24 while another found over
twice that, producing savings of $13,837.74.

NET PERCENT SAVED-These numbers varied greatly,
from a low of 14.4% to a high of 34.8%.

RETURN ON INVESTMENT-Returns ranged from as
little as $3.50 for every dollar spent to the study's best
return-$9.70 to $1.

To see this report in its entirety, please return the coupon below.

Thm Es more to a Wedm CompProuidi blt Auda than Iimply rompaying a bitl
of evaluation,

The Evaluation of Workers CompProvider Bill Audit Results
by Christopher Wh,924„. Ph.D.Director, Commimic/,1.Cr,wford & Corn

Atlanta. Georgia
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0 Workers compensation medical cost containment is important to me
please send me a copy of this free report.

Please also send me copies of Crawford's reports on the following subjects
0 Reforms in the Texas workers comp system
0 The impact of Senate Bill 198 on California's employers
0 California workers compensation reform
0 Changes in Florida's workers comp law

Name:

Title:

Company:
Address:

City:

Phone:

State: Zip:

PROVIDER BILL AUDITS LSED ASACOST CONrAINMENT COMPIJANCE TOOL

Km + h/11:r h ing /he n·.p«in.ihilit, 4/ Iht

Please send your requests to:
John Potter

Vice President

HealthCare Management
Crawford & Company

P.O. Box 5047

Atlanta, GA 30302

Crawford
CRAWFORD & COMPANY

HEAUHCARE MANAGEMENT
BI
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IECS and Reliance National
Have Just ken
Environmental Insurance

Coverage toNewHeights.
New $5/10 Million Limits on Pol]ution Liability Coverages.
Every year the price tag of disaster increases.

= - Coverage amounts that might have fully pro-
tected a company from pollution incidents
a while back today could send a company into
a tailspin. That's why ECS and Reliance Nation-
at now provide companies with higher limits
to meet today's higher risks-Pollution Legal
Liability and Contractors Pollution Liability
project coverages of $5 million for each loss

f· 41

OFFERING: Pollution Legal Liability · Contractors Pollution
Liability • General and Automobile Liability · Pollution.
Clean-up Coverage · Errors & Omissions • All Risk Property
Coverage

Title

ECS THECHOICE

Underwnu% Reliance National
inc.

An ECS Company

Environmental insurance protection for American industry.

Name

Company

i Address

t .

4

5,

, City State Zip

Telephone

This program is underwritten by Planet insumnce
Company, Philodelphm. PA, o member of

the Reliance Insuranceroup

..14
-6/*Uk----.-*
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Insurer solvency regulation
By Peter H. Bickford

VERYONE IS CLAMORING FOR more effectiveaction to detect and rid the market of insolvent

insurers. The report compiled last year by the House
Oversight and Investigations Subcommittee, chaired
by Rep. John D. Dingell, D-Mich., "Failed
Promises-Insurance Company Insolvencies," (BI,
Feb. 26,1990), warns of a savings and loan-sized
debacle unless strong action is taken, hinting that
the task may be beyond the ability of state
regulation.

The National Assn. of Insurance Commissioners

responds by adopting a number of measures
designed to help state regulators detect financially
troubled insurers sooner and by adopting minimum
standards of proficiency for each state's insurance
department to make full and effective use of all
these new detection techniques.

Many trade associations and some industry
leaders, sensing the political importance of the

issue, have publicly supported the cries for greater
efforts in solvency detection and action, including
the possibility of a federal role in this effort.

Presumably this increased attention to the

"insolvency problem" will result in even more
companies being declared insolvent and placed in
receivership, rehabilitation or liquidation, and the

industry critics will be sanguine in the knowledge
that they have made the insurance market a better,
safer place. But is the detection of insolvent insurers
and their swift removal from the market such a

panacea? While we are spending all this time

looking at the issues of detection and action, are we
ignoring the equally important process of dealing
with those entities after their removal from the

market? Is it enough to look at guaranty funds to
cover any shortfall?

Perhaps we need to look more closely at the
present system and begin to ask a few basic
questions: Is liquidation the best or only answer in

dealing with insolvent insurers? Should we be
examining methods other than liquidation to deal
with insolvent insurers? Are there better, more
efficient alternatives to a state-run liquidation?

Before we can look for answers, we must first

examine the myths surrounding insurance
liquidations-myths that must now be challenged in
light of the new pressures being placed on
regulators to detect and act upon insolvencies much
more rapidly and forcefully than ever before.

• Myth: Liquidators are regulators.
Reality: The winding-up of the affairs of an

insolvent insurer after it has been removed from the

marketplace is a management function, not a
regulatory function.

Look at the tasks that a liquidator must perform,
and compare them to the definition of the conduct
of the business of insurance under any state
insurance law. With the exception of underwriting
new or renewal business, the job of a liquidator is
the conduct of the business of insurance. The

liquidator is essentially managing assets, keeping
records, pursuing contractual rights of the insolvent
company against others and determining the
validity of claims against it. Clearly, these are not
regulatory functions, which may explain why
regulators find it necessary to hire so many
consultants in carrying out their function as
liquidators.

• Myth: Regulators are the best parties to act

Destroying myths
that now surround

the solvency issue
as liquidators.

Reality: Regulators, by the nature of their
purpose, are not and should not be expected to be
trained in the business and management skills
necessary for the efficient and fair marshaling,
management and distribution of assets of an
insolvent insurer.

In fact, the background and training of the
regulator is not necessarily conducive to good
management skills. This is not a criticism of the

regulator. Rather, it is a recognition that the skills
necessary for the conduct of the business of

insurance are quite different from the skills
necessary to regulate the business of insurance.

Historically, state insurance commissioners were
designated by state insurance laws to act as
liquidator as part of an overall scheme of state
regulation of the business of insurance. The
liquidation of insurers was an infrequent and
relatively modest effort that did not raise the

necessity for questioning the role of the
commissioner as liquidator. The current age of
mega-insolvencies necessarily requires that we
re-examine this structure. Huge sums of assets still
exist even in insolvent estates, and we must ensure
that those assets are maximized for the benefit of

the policyholders and creditors of the insolvent
insurer.

If the commissioners are to continue to act as both

regulator and liquidator, we must also review the
relative objectives of each to ensure that one
function does not interfere with the other.

• Myth: The interests of liquidators are the
same as the interests of regulators.

Reality: The primary responsibility of the
regulator is to regulate the health of the "living"
insurer, and protect the interests of policyholders.
When a healthy insurer is a debtor or creditor (or

both) of an insolvent insurer, their interests may be
in direct conflict.

The current offset issue is an example of this
inherent conflict of interest. A healthy insurer with
large offsets against an insolvent insurer could
suffer serious financial difficulties if offsets are not

allowed.

Is it appropriate for a commissioner in his role as
liquidator to argue against offsets, when in his role
as regulator he should be seeking to preserve the
health of a solvent company? The issue is not the
propriety of offsets, but the conflicting interests of

the two roles of the commissioner. Why should the
regulator be a primary litigant on a legal issue

between contracting parties? Yet that is exactly the
position insurance commissioners have assumed
regarding the offset issue, and the position they
have assumed is contrary to their primary function
as regulators.

There are numerous other examples of the
interests of the liquidator being contrary to or in
conflict with the interests of the regulator. Since the
business of winding up an insolvent insurer is akin
to the business of insurance, these tensions are

nothing more than the natural order of things-the
expected interaction between regulators and the
entities they regulate.

• Myth: Liquidators are properly accountable
for their actions.

Reality: Liquidators conduct an insurance
business substantially free of all generally
recognized standard reporting requirements, and
are subject only to limited review and oversight by
non-insurance entities: the courts. Thus, the

business of liquidation of insurance companies is, in
effect, unregulated.

Professionals in liquidation bureaus get quite
upset at the suggestion that they are not
accountable for their actions. This observation is

not intended as criticism of the professionalism or
the integrity of the liquidation professional. It is
merely a recognition that the system does not
engender appropriate management or regulatory
accountability.

The courts are certainly in no position to spend
any significant time in reviewing the actions of the
liquidator. Almost all matters considered by the
courts are brought to the court's attention by the
liquidator, who controls the flow of information to
the court. When others bring matters before the
court, the court's attention is usually focused by the
regulator because of the restraints of time and the
court's limited knowledge of the business of
insurance.

Furthermore, the court only has one case before it

at a time. From this perspective, it is not possible

for any one court to review overall policy issues
with regard to a particular state's liquidation

process. Although a court may be able to respond to
specific legal issues in a particular estate, it is not
possible for a court to adequately oversee an entire

state's liquidation process from the vantage point of
only one estate, particularly when the liquidation
bureau may be controlling dozens of these
proceedings.

• Myth: Liquidation is in the best interests of
the policyholders of an insolvent insurer.

Reality: Liquidation is often the least effective
method of maximizing the available assets of an
insurer to meet the claims of its policyholders. Yet
most other options-managed runoff,
reorganization, spinoff, sale, commutation,

reinsurance supervision or rehabilitation-are
either not considered or are viewed as mere interim

steps before liquidation.
Many, if not most, insolvencies involve companies

that are currently able to meet their obligations as

they accrue. They are deemed insolvent because the
estimate of future liabilities is in excess of their

current assets. If the effort to detect and act against

solvent companies is meaningful and fruitful, the
number of companies that are declared insolvent

though still able to meet their current obligations
will increase as a percentage of the total. In view of
that fact, liquidation as an option for the efficient

management of assets should decrease
proportionately, not increase.

However, most liquidators, by the nature of their

charge, are not necessarily focused on restoring
companies to the marketplace or in maximizing the
return of assets to policyholders or creditors, or to
restore companies to financial viability. If anything,
the incentives that do exist tend to avoid conclusion

of insolvent estates and to keep them open for
extraordinarily long periods of time.

The liquidation process need not continue to be an
inefficient, time-consuming and costly addition to
the problem of insurer insolvencies. The process can
be changed to compliment and enhance the effort to

detect and deal with insolvencies sooner. Not only
would this strengthen the resolve of regulators to

deal with the problems of insolvency, it would also
demonstrate the ability of state regulation to control
and supervise the conduct of the business of

Continued on net page



National health care proposals
Examining
four faulty
assumptions

By Rebecca S. Fahrlander

ITH HEALTH CARE COSTSrising faster than the overall
cost of living, and with about 31
million Americans unemployed, we
have seen a proliferation of proposals
to address cost and access to health

care. Most Americans are probably in
agreement with the goals of universal
access and cost containment.

Consensus breaks down, of course,
when we discuss what means we will

use to achieve these goals.
Various groups argue for mandated

benefits, a national health system,
federal or state administration or

improving the existing system, which
rests on a public-private partnership.
Proposals for some sort of national
health system have become more
widespread and have captured the
attention of consumer and

congressional advocates. Many of the
proposals are patterned after the
Canadian system, the pros and cons of
which have been widely discussed.

Advocates of a national health

system, while diverging on the
specifics of their proposals, generally
form their arguments around several
common assumptions. It is these
assumptions that I feel we need to
examine more closely before we can

Liquidation process

effectively make any changes to our
health care "system."

• Assumption: Health care in the
United States costs too much.

How much is too much? We've all

read the statistics comparing the
percentages of gross national product
spent on health care in the United
States, Canada and other countries.
While there may be a case for some
reduction in expenditures (almost any
system has some waste and
overutilization), I'm not sure the
comparison of GNP percentages is all
that meaningful. While Canada spends
a smaller proportion of its GNP on
health care than does the United

States, recent articles have pointed to
evidence that costs are rising at a
higher rate in Canada than in the
United States and that overutilization

is a problem north of the border as
well as here at home (BI, Jan. 7).

Perhaps the most important
question is how do we control costs
effectively? That is, what are the steps
we can take to eliminate true waste,
yet not reduce needed quality care?
The whole cost issue is indeed a

complex one, and one that I believe
national health proposals have not
adequately addressed.

• Assumption: Current insurance
administrative costs are too high.

National health proposals and
consumerist articles frequently make
this argument, often making
inappropriate statistical comparisons.
While administrative costs will vary
among insurers, typical administrative
costs for efficient group insurers
(excluding premium taxes) range

Continued from previous page
insurance.

The basis for the re-examination and

restructuring is simple: Recognize the liquidator as
a manager of an insurance business. This would
have three major consequences:

4 The liquidator must be a separate entity from
the regulator.

A state insurance commissioner should not act as

the liquidator of an insurance company. There
should be a separate liquidator for each insolvent
estate. The court or the commissioner could be given
authority to appoint a specific liquidator for each
liquidation occurring in its jurisdiction.

Liquidators could be appointed from any number
of sources. Accountants, actuaries, lawyers, former
insurance executives and consultants are being
hired by liquidators to perform services like those
necessary for liquidation. They could easily be the
pool from which the courts or the commissioners
could select appropriate liquidators for each estate.

These people are currently hired to do the work
anyway, but without any of the responsibility for
the result. By making them the actual liquidator,
rather than a paid consultant, a system of
accountability with separation of regulator and
liquidator could readily be established from existing
pools of talent.

4* The liquidator should be a regulated entity.
Not only should the liquidator be an entity

separate from the regulator, but the estate of an
insolvent insurer should be a regulated entity. In
other words, companies in liquidation should be
required to continue to file statutory statements
with insurance regulators and be subject to review
and examination by the regulator. These filings
would have to be modified to emphasize the status
of assets and liabilities rather than such things as

between 6% and 7%. Would a state or

federal bureaucracy really administer
a health care plan for less than this?

• Assumption: Despite a high
level of spending on health care,
the United States ranks poorly on
many health indicators.

In looking abroad for answers to our
health care problems, we must
exercise caution. Apples-to-apples
comparisons are complicated by
different cultures, each with different
values and expectations. Also, other
countries calculate their health care

expenditures differently. Comparisons
of national mortality and infant
mortality data can be misleading,
because many factors other than the
availability of health care affect these
outcomes. Nor can quality of life
issues be addressed by mortality data
alone. Also, if macro-level factors in
the economy affect health care
expenditures as studies have
indicated, we would have to look at
economic growth to make accurate
comparisons.

• Assumption: A national health
plan would provide universal
access to health care.

First of all, we need to address what
we mean by universal access.
Universal access can mean many
things: Everyone has access to the care
he or she needs; equal access without
regard to socioeconomic status, but
not necessarily universal access; equal
access without regard to any variables
like socioeconomic status or age.

Truly universal access is a more
complicated issue than it appears to be
on the surface and is inextricably tied

adequacy of reserves, premium income and other
ongoing business portions of the existing
statements.

Presently, there is no adequate means by which
policyholders and creditors can ascertain the status
of the assets in an estate, the scope and nature of
claims against it or the expenses of administering
the estate. Examples abound of creditors and
policyholders frustrated in their efforts to ascertain
the status of estates in liquidation. It is no answer
that the courts are overseeing these estates and
protecting their interests since the courts do not
have the expertise or resources to adequately
perform this function. In many instances, no reports
are filed with the court at all until there is a

distribution, which could be many years after the
order of liquidation, and the reports that are filed
are usually of minimal value at best.

/ With accountability goes rewards.
Managers of insurance companies in liquidation

should be rewarded for the effectiveness of that

management. Systems should be discussed and
devised to reward managers for success in
marshaling and distributing assets, or in otherwise
restoring insolvent companies to financial viability.

It may be abhorrent to regulators to consider such
a reward system in the management of insolvent
estates. However, if you accept the premise that
liquidators are managers and you would like to
develop as efficient a system of management as
possible, it is necessary to reward those who do so
most efficiently.

It also would be a marvelous opportunity to take
advantage of all of those "experts" who are offering
their services for substantial fees to do the

management work for the liquidator without any of
the responsibility. Perhaps it's time to let these
experts assume some responsibility for their work.

to the cost issue. And none of the

national health proposals I have yet
seen adequately addresses costs.
Shifting the financing of health care
from the private sector to the
government sector will not necessarily
result in universal access. Indeed, if
the federal or state health care budget
becomes constrained, will we ration by
some means-like age-other than
socioeconomic status? Would this type
of rationing be less reprehensible to
us than rationing by socioeconomic
status? Will budget constraints mean
equal access to care, but with
reductions in overall quality of care?

As our nation continues to debate

the issues of health care, we must look
beyond the rhetoric, unexamined
assumptions and easy answers. We
must understand the history of health
care in this country, the multiple
variables that affect health care

outcomes, the root causes of the cost
spiral and the workable options
available to us.

In theory, universal access could be
achieved by a national health care
system. But as long as costs challenge
governmental budgets' limited
resources, the reality could be far from
thetheory.

Rebecca S.

Fahrlander, Ph.D., is
manager Of group
market research and

planning for Mutual
of Omaha Insurance
Cos. in Omaha, Neb.

If the industry were to develop a system of
liquidation based on the separation of liquidator
from regulator, proper accountability and reward
for effective management, we would see far more
ingenuity and effectiveness in the management of
insolvent estates for the benefit of their

policyholders and creditors. Such effective
management could lead to more companies actually
being saved with a greater return to policyholders
and creditors, and would allow the regulators to
concentrate on what they do best: regulation. The
regulators would also be less likely to be looking
over their shoulders in determining whether to take
action against a particular entity that may be
insolvent, knowing that the responsibility for the
management of that entity in liquidation will fall on
someone else.

Free to perform their primary functions, state
regulators would be better equipped to carry out
their primary function, and further confirm the
effectiveness of state regulation and the lack of need
for a federal system. Pressures on the funding of
guaranty funds by solvent, well-managed insurers
should also be reduced since such funds will be less

likely to have to pay for the inefficiencies and waste
inherent in the present system. These benefits could
ultimately help sustain a healthier, more energetic
insurance industry.

Peter H. Bickford is an attorney
with the New York law firm
Bickford Hahn & Haley. He has
been active in the liquidation and
rehabilitation of insolvent insurers
in New York.
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Analyzing claims management
RMIS 6mini-audit' checks claims processing performance

'OR MANY BELEAGUERED riskmanagers today, claims
management is the "kingpin" in
controlling overall corporate cost of
risk. The variety of exposures,
complicated by different state laws,
surging medical costs and increased
litigation, make this a challenging
task. The equation is further
complicated by the claims industry
itself, which, for many reasons, does
not provide the necessary service that
clients so desperately need. Claims
examiners are buried under caseloads

exceeding 300 to 500 claims per
person, which turn those individuals
into paper processors, not claims
adjusters.

How does a risk management
information system fit in with this
discussion? As we saw last month (BI,

Feb. 18), the RMIS is a powerful and
effective tool in claims management
and is touted as such by the RMIS
vendor community.

Today, however, I would like to
discuss use of an RMIS' claims

management analysis ability. Any
firm, self-administered or serviced by
an insurer claims department or a
third-party administrator, can make
use of this very powerful application
of the RMIS' claims monitoring system
function-the ability to conduct
periodic performance audits. This is
one of the most effective ways of doing
unannounced "gut" checks on the
claim organization's performance.

In fact, when I do claim
management audits for clients, I will
utilize the client's RMIS (if it is set up
properly) to conduct these reviews as
part of a larger analysis. The objective
is to check a few critical points in a
claims program to get a read on how
well or poorly things are going.

In this "mini-audit," one should
focus on the following areas, which
are easily tracked by an RMIS:

• Claim reporting and responding
time.

• Adjuster/examiner productivity
(self-administered organizations).

• File closure analysis.
The major missing area is reserve

analysis, which I will discuss in an
upcoming column because of its
importance. Also important are
expense analysis (legal, medical),
subrogation analysis, as well as the
actual process of establishing and
resolving the claim itself. These
factors also will be discussed in future
columns.

The first area where the RMIS can
assist in these audits is in claims

reporting analysis. A risR manager can
use the RMIS to check the critical path
of a claim: from its date of occurrence

to when the employee reports it to his
immediate supervisor, to when that
supervisor competes the form and
submits it to either another internal

department or to the claims
organization. Finally, the claims
organization receives the claim and
actually begins working it.

Depending on the organization,
there may be many separate time
segments to measure. The bottom line
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RMIS -
Commentary

1 By David A. Tweedy

Industry experts note
that claims and wine

are not alike. 'Wine

improves with age;
claims do not.'

is that the longer it takes for the
injured employee to be contacted by
the claims organization, the greater
the possibility that the claim will go
out of control. The claimant may
retain an attorney, or become
increasingly hostile to any attempt by
the employer to return him to light
duty.

Frequently, risk managers will level
the blame for tardy claim handling at
the claims organization. However, we
have found that it is often a problem
of late reporting by the employer
itself, especially if it is a large
multi-state, multi-office organization
with layers of reporting requirements.

An RMIS is well-suited to this type
of analysis. Most claims monitoring
systems allow this time lag analysis on
an ad hoc reporting basis. For
example, one could measure the
reporting efficiency of a company's
Western division

against the Eastern
division, comparing
the date of claim to

the date submitted to

the claims

organization. In fact,
this could be done at

the lowest possible 
reporting

hierarchy-like a district or local
office-and not just a macro view.

Once the claim is received by the
claims organization, it is important to
note the date received by the claim
office (usually seen by a date stamp)
and entered into the claims monitoring
system as date of claim file setup or
"date reported." This date is then
compared against "date of first
action," which usually is a telephone
call by the examiner to the injured
worker to check progress, take a
recorded statement or make an

appointment to interview the injured
worker in person.

Again, I cannot overestimate the
importance of this time analysis. To
coin a common saying in the claims
profession: "Claims and wine are not
alike; whereas wine improves with
age, claims do not." In fact, study of
the time reporting lag, especially of
the 24 to 48 hours after the accident, is
most critical in understanding the
claims exposure of an organization.
This is a subject for another column,
but there are consulting firms that are
dedicated to performing such studies
and charting the financial impact of a

delayed response by both management
and the claims organization to an
injured worker. There is a direct
financial correlation.

For the purposes of the mini-audit,
it does show a risk manager very
quickly where the problems are and
may partially answer why claims costs
are rising.

This is another very critical area
that can be easily evaluated via the
RMIS. There is a direct correlation
between the effectiveness of a claims

examiner/adjuster and his caseload.
The industry average in the casualty
claims industry is 250 to 300 claims
per inside examiner (using the
telephone as the primary element of
investigation).

However, in many audits that we
have done, we have seen TPAs and
insured claim departments with
average caseloads exceeding 350 per

examiner (in one case

we saw 700 to 800 per
examiner), which
essentially reduces
that claims

professional to a mere
processor. Many
claims organizations

- place such burdens on
their claims

professionals because of competitive
pricing pressures. Most clients, in a
self-destructive fashion, force their
TPAs to lower their charges with the
thought that they will get the best
overall price; in fact, the reverse is
often true as claims costs rise with
the examiner's workload.

The RMIS in a self-administered

organization usually charts the
caseloads of each examiner on a

monthly basis. The risk manager or
claims manager of an organization
should regularly check this to measure
effectiveness.

A second function that the RMIS

can perform is analysis of the
case turnover ratio. This is defined

as cases closed divided by cases
received.

The ideal in the industry is to
achieve a 1-to-1 ratio, meaning as
many claims were closed as were
received within a given time period,
usually a month. Although there are
likely to be aberrations on a
month-to-month basis (an adjuster
may assume the workload of someone
else for a short time), the overall ratio
should be one of the accurate

indicators of performance.
If the case turnover ratio is well over

1-to-1 (say, 1.5-to-1), then that may
signal a problem with the adjuster
settling cases too quickly with not
enough investigation or abusing his
authority level.

On the other hand, a turnover ratio
of significantly less than 1-to-1 (say,
0.6-to-1), may indicate an excessive
workload that is getting worse since
more cases are coming in than are
being resolved. A ratio like this may
also be a signal that some of the cases
coming in are more difficult and,
therefore, are taking longer to get off
the company's pending caseload.

These ratios, as well as caseload

count, should not be overemphasized
or taken at face value. Indeed, there
may be good explanations as to why
there are aberrations. However, taken
collectively, these ratios may point out
symptoms of a malady that needs
immediate correction from the

company.

The final area in which the RMIS

can be of assistance is to analyze the
accuracy of the claims count, as
compared against the loss runs
received every month.

Although it is somewhat difficult to
reconcile the total insureds/total

paid/total outstanding columns that
appear on the loss reports from the
TPA/insurer against the RMIS figures
(due to different cutoff times in the
systems), a macro analysis of the
outstanding claims can be done in the
open vs. closed area.

For example, if a company is under
an incurred loss retrospectively-rated
program, and the time for calculating
the new retro figures for the upcoming
year is approaching, it is critical to
make an evaluation of the open and
closed cases.

The last thing you want to have are
closed cases still appearing as open
when the calculations are done, which
overstates the total incurred losses at
the time and, therefore, costs more
money.

These are a few of the critical areas
that can be done from the RMIS claims

monitoring system on a regular basis.
Risk managers who pay careful
attention to the information revealed

by these mini-reviews can save their
company many thousands of dollars in
claims costs.

Next month, we will look at how an
RMIS will assist the risk manager in
performing a reserve analysis.

David A. Tweedy is a senior
consultant for Betterley Risk
Consultants Inc. in Worcester, Mass.
He is the editor Of Betterley Risk
Management Commentary and the
author of RMIS Update, a yearly

publication analyzing
s major risk

management
information systems
and vendors. Mr.

Tweedy's column on
risk management

2 information systems
appears the third
Monday of the month.



Health care reform
Continued from page 2
solution to long-term care prob-
lems, Ms. England said.

The need for reform is evident

from the ever-increasing share of
the gross national product that
goes toward health care, Ms. En-
gland said.

According to the Commerce De-
partment, the nation spent $675
billion-or 12% of GNP-on health

care last year. By the year 2000,
the total amount of expenditure is
projected to more than double to
$1.5 trillion.

These figures illustrate the fact
that "health care really is big busi-
ness today," according to Ms. En-
gland.

"We certainly need to convince
our colleagues in the health care
profession that now that they are
part of big business, they need to
conduct their business in the same

way that we conduct ours in Cor-
porate America-and that is that
they are (responsive) to purchas-
ers," she said.

Health care inflation has hit bu-

sinesses, the nation's largest pur-
chaser of health care, especially
hard, Ms. England said.

"When you begin to look at the
impact that rising health care costs
have had, you see a dramatic in-
crease not only in GNP, but also-
as we've seen in our businesses-in

spending on health care as a per-
centage of corporate profits," she
said.

Employers' health care costs in-
creased an average of 21% in 1990,
Ms. England said, noting that costs
rose up to 40% for some employers
last year.

And, mental health and sub-
stance abuse costs have increased

dramatically, rising "somewhere
around 47% in 1990," according to
Ms. England.

That health care cost inflation

has fueled group medical indem-
nity plan costs. For the first time
ever, group health care costs now
exteed an average of $3,000 per
employee per year, according to A.
Foster Higgins & Co. Inc. (BI, Jan.
28).

ing to Ms. England.
There is no doubt that employer-

based health insurance programs
are picking up the tab for these
trends, Ms. England said.

During the 1980s, employers
sought relief by introducing bene-
fit plan cost controls and shifting

Employers must convince health care
professionals that'now that they are part of

big business, they need to conduct their business
in the same way that we conduct ours in
Corporate America,' says Ms. England.

Total health care costs-includ-

ing medical indemnity plans,
health maintenance organizations,
dental and vision plans-leapt
17.1% in 1990 to $3,217 per em-
ployee on average from $2,748 in
1989, according to a Foster Higgins
survey.

Ms. England explained that cost-
shifting probably accounts for
about one-third of the increases.

For example, decreased payments
from government programs like
Medicare and Medicaid have

translated into increased costs for

employer-based indemnity health
care plans, according to Ms. En-
gland.

In addition, the aging population
is contributing to the problem
since "there are fewer workers to

support the retiree," Ms. England
said.

Ten years ago there were ap-
proximately 15 active employees
available to support one retiree,
Ms. England said. "Now, in For-
tune 500 companies, there are only
three active workers to support one
retiree. And, in the steel industry,
it's estimated that there is only one
active worker per retiree," accord-

E

BASES
LOADED.

Hear the pitch.

costs to employees. And most em-
ployers have tried using managed
care arrangements to control rising
health care costs.

However, in the 1990s, employ-
ers will have to work even more

closely with employees by sending
them the message that they should
become prudent purchasers of
health care, Ms. England cam-
mented.

"This is an area we all have to

improve on," she said. "We need to
teach our employees that fhey are
part of the purchasing community
and they should exercise care as we
do as corporations when we pur-
chase other goods."

A handful of employers have in-
troduced some unique solutions,
Ms. England said.

But "much of the good news
about what employers are doing to
solve the health care cost problem
is unknown in Washington." she
said. "Very few people in Congress
and the administration know of lhe

creative and innovative programs

you've developed in your corpora-
tions."

The lack of communication be-

tween employers and government

Headquarters. One Liberty Plaza. New ,brk. NY 10006. Branch Offices: Atlanta. Chicaga New Ybrk. San Francisca
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is a problem "I'm very concerned
with," Ms. England remarked.

"There are a number of innova-

tive programs across the country
that deserve attention," she noted.

Ms. England described the man-
aged care approach that South-
western Bell Corp. of St. Louis-
and several other "Baby Bells '-
have embraced (BI, Feb. 18; Sept.
25. 1989). And she noted the sav-
ings realized from a corporate
medical program at Southern Cali-
fornia Edison Co. in Rosemead,
Calif. (BI, March 5, 1990).

Ms. England suggested that com-
panies make a major effort to train
executives who have been involved

in designing and implementing in-
novative programs so they can tes-
tify about those programs before
Congress.

' We need to tell them about the

innovative ideas employers around
the country are putting into place '
so that they can be used as a model
for health care system reform, Ms.

England said.
However, according to Ms. En-

gland, "even if leading employers,
like Southwestern Bell and South-

ern California Edison, manage
their own costs, their success is
temporary and not sufficient in
solving the problem in the long
terrn.

"These realities have led the

Washington Business Group on
Health to the conclusion that we

should develop our own strategy,
predicated upon three assump-
tions," she said:

• Real lasting change requires a
national health system reform
strategy that involves state, local
and private sector initiatives as
well as federal government initia-
tives.

• Reform should be based upon
established, long-term principles.

• Reform that will minimize the

level of governmental control is not
incompatible with a national re-
form strategy. •

Solid Waste Service
The National Solid Wastes Management Association can
provide liability and worker's compensation coverage
for private-sector waste service firms.

• Haulers

• Recyclers
I Landfill

' Station

Operators
Contact:

Charles A. Johnson, NSWMA 1730 Rhode Island Avenue, NW
Suite 1000-B, Washington: DC 20036
800/424-2869 or 202/659-4613 N A

Capital

People.
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Does health promotion promote savings?
By CHRISTINE WOOLSEY

ROSEMONT, Ill -Health pro- One firm's plan holds down claims costs panded further to include sreen-
ing: for high blood pressure body
fa: assessments, st-ength and ilexi-

motion and wellnesz prograirs can bil_ty programs and lectures on
help contain costs, but only if cer- Vince Pelle:t:ere, director of Superior Ccffee examinec tealth During :he first year, these prc- women's health issues The pro-
tain steps are taken, says a na- human resou-ces for the Bensen- care disabillty and workers com- grams primarily consisted cf lec- gram's costs ir creased to Sle,000,
tional wellness council director ville, Ill -based company Mr Pel- Deisation c-aims to identify fre- U.res anc seminars in the com- ard again claims costs rose cnly

To be effective, tcp management lettiere woilc not give any specific quency and severity trends, he ex- pany's main office Only Chicago 3%
has to be committed to the concept figure plained Employees were given area emp oyees could attend, kit At this stage, some proolems
of wellness and must build health As a way to help benefit man- 'r_sk appraisals" to identify high- eventuall, a 24-hour hot line let arose Participaticn in in-house se-
promotion into its 1cng-term plans agers start their own programs, risk behavior like smoking The other emNloyees listen to recorced m nars and lectures declined, and
said Harold S Mr Pellettiere ,offered a " full dis- pricess pror ides "a good snapshot m€ssages emoloyees seemed more interested
Kahler Jr , exec-
utive director of M3GH closure report ' on his company's )f tte risks you are exposed tl" he Dependents were not allowed in the financia- incentives from the

wellness plan experience sa.d into the programs, n)r were umon we.ght loss prcgram and the walk-
Wellness Coun- Superior Col fee is a division of employee: as they had not been ing clubs, Mr Pellettiere eA-
cils of America of Omaha, Neo Sara Lee Corp About 950 employ- 1 affected by cost control measu -es plained

Mr Kahler spok€ at a Midwest ees are spread throughout 17 loca- Superior wanted 'a in the benef-t plan And employees tr. other locat_on:
Business Group on Health confer- :ions, thoigh 40% of the workers After tte first year, claims cos-s began questicnir g why the pro-
ence earlier this month in Rose- are in the Chicago area blend of a reactive dropped 10% at Superior Coffee gram was available only in Chi-
mcnt, Ill During tie early 1980s, the ccm- program and a However, :hat decrease "may not c:go, he noted

He explained that researin on pany dab ilic in "trendy" cost be entirel / due to the wellness p -0- Yet no changes vere made
the cost-effectiveness of health containment techniques, Mr Pel- preventive prOgram,' g. am," according to Mr Pell.==- In 1988, when the wellness pro-
promotion programs is, at bes:, in- lettiere sa d Deductibles and co- Mr. Pellettiere says.

tiere gram budget tctaled $41,000
conclusive Health promotion can payments 've-€ increased and scme In 198f, the company added a claims costs slot up 23% X vear
be an effective way to control health benefits were cut The com- nutritional counse_ing program later, costs rose to $42,00), anc
costs, but "you car have the best pany als) intriduced precertifica- and weigit loss and smoking ces- claims costs rose :0%
health promotion program 'n the tion of hospi. 2tal stays and required Employees also underwent pen- sa:lon ir c entives Overweight em- ' In 1990 we came to reah-ze we
world and your (health care costs employees to seek second surgical odle physical examinations 50 cre- pliyees were given $2 for every needed to make a change " Mr
may go up " opinions a-e a current health status baseline pound tte> lost And a walk r g Pe.lettieresaic

Benefit managers that must Jus- About $ 30,0)0 1t had saved was that could be monitored over a pe- c-nb, whien awarded incenti,es for First, the program was opened
tify costs to top management then pu: -oward a new wellness nod of time, according to Mr Pel- employees aho walked a certa n uo to employees at all locations
sh,uld emphasize that the goal l: program lettlere number of miles, was added ''We made a commitment tha«
to improve emplob ee health Mr Given e "charter" to put to- Cnce the highest healtn risk The company's wellness program wt atever we 1ness progr:-n we
Kahler said And better health gether a Trogram, Mr Pellettiere cists were identified, Superior expendift-res increased to $33,000 were going to int-oduce wo ilc in-
should-in the lor g run-reduce sought ad,lce from his insurance Coffee put :ogether weight control, while clal:ns costs increased only vilve all emolo, ees, no w atter
griup medical plan costs broker, ecrporate medical doctor smoking cessa.ion and stress man- 3% in 1986, Mr Pellettiere said where they ere located," Mr Pel-

Since beginning a wellness pro- and staffers at parent Sara Lee ag€ment programs, along with an Ffedback =rom employees was pos- lettlere said
gram in 1985, Superior Coffee Cc Prelim nan steps included employee assistance program, Mr 111Ve, he said Spouses and cependents were
has saved money according to claims an: lysi: and risk appraisal Pellettiere said In 1987, the program was ex- Coitanued on nec- paga
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Continued from previous page
included, and less emphasis was
put on lecture-style programs. Em-
ployees instead were encouraged to
get involved in the incentive pro-
grams, he said.

Two new programs were deve-
loped: the Healthier Employee
Lifestyle Program-or H.E.L.P.-
and the Facility Incentives Toward

After revising the
program, the firm's
health claims costs

fe1111% in 1990, Mr.

Pellettiere says.

Nutritional Eating and Stop
Smoking-or F.I.T.N.E.S.S.

Under the H.E.L.P. program, the
company required employees to
use money earned through weight
loss or smoking cessation to pay

for medical expenses or fitness-re-
lated costs.

Under the F.I.T.N.E.S.S. pro-
gram, every facility was provided
with a scale, and participating em-
ployees were weighed monthly. At
the end of the year, the facility
with the most pounds lost was
given a special gift. A similar facil-
ity-wide program was set up for
smoking cessation.

In 1990, Superior Coffee's health
care claims Costs declined 11%,
while the wellness program budget
totaled $50,000, Mr. Pellettiere
said. About 75% of the full-time,

non-union employees eligible for
the programs utilized some part of
the program, he added.

However, the company made fur-
ther changes to both programs in
1991.

"We realized we were missing

some very important groups. We
were missing employees already
practicing a healthy lifestyle" and
employees not in the company
health plan, he noted.

Even though those employees did
not affect company health costs,
their morale was suffering because
they were ineligible for incentive
programs, he said.

As a result, the company
changed the H.E.L.P. and
F.I.T.N.E.S. S programs to award
all employees and dependents who

Health coalition

meeting draws
130 attendees

ROSEMONT, Ill.-About 130

employee benefit and senior
human resource managers at-
tended the 11th annual Midwest

Business Group on Health con-
ference, held here March 7-8.

The conference featured

speakers from the business,
labor, government and medical
communities. Panel discussions

focused on consumer health

care education, employer-em-
ployee trust and ways to get or-
ganized labor involved in health
care programs.

Topics at concurrent work-
shops included corporate well-
ness and employee health edu-
cation programs, claims
analysis strategies, outcomes
measurements to assess health

care quality and retiree medical
issues.

The Chicago-based Midwest
Business Group on Health is an
employer coalition with about
140 members in Illinois, Indi-

ana, Iowa, Michigan, Minne-
sota, Missouri, Nebraska, Ohio
and Wisconsin.

For more information, contact

Chuck Ripp, Midwest Business
Group on Health, 8303 W. Hig-
gins Road, Suite 200, Chicago,
Ill. 60631; 708-380-9090.

-By Christine Wootsey

practiced healthy lifestyles. Partic-
ipants were required to have an
annual physical which was paid
for by the company. The physical
included six health screening tests:
height/weight, total cholesterol,
triglycerides, glucose, blood
pressure and blood lipids.

Each employee or spouse who
successfully passes five of the six
tests is awarded $200 to use in a

special H.E.L.P. account, which
includes the rewards for weight
loss and smoking cessation, Mr.
Pellettiere explained. If both the
employee and the spouse pass the
tests, they are awarded $400 to-
ward the account. Employees not
covered under the company health
plan are awarded $100 toward the
account.

Currently, 30% of the H.E.L.P.
accounts must be used for medical-

related expenses. The rernaining
70% can be used for certain non-

medical expenses, like membership
fees for health clubs and the pur-
chase of exercise equipment. I

Editorial
Index

Service

The Business Insurance Editorial Index Servicedirects you to all news reports and feature articles
published by Business Insurance newsmagazine.

T he annual service includes 3 quarterly reports and acumulative annual volume. In addition, article
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listings by company, person, subject and geographic
location enables you to access data quickly and
accurately.
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call 212/210-013Z insurance

Business Insurance, March 18, 1991 / 41

Editorial Index Service Sus/mes, Immil=te

220 East 42nd Street, New York, NY 10017

Please send me the following index(es):
Full Index Service at $100* 0 1991

Softcover editions at $100* each:

019860 19870 1988 019890 1990
Hardcover editions at $150* each:

01981 0 1982 0 1983 019840 1985
• foreign postage additional

TOTAL ENCLOSED $

PAYMENT MUST ACCOMPANY ORDER -

O Visa O Mastercard O Optima O American Express
0 Check Enclosed (payable to Business Insurance)

Account #

Signature

Name

Title

Company

Address

City

Exp. Date

Phone

State Zip

THE STATE OF THE ART IN

INSU :liNCE INFO :7 VA ION

Smm
Insumnce

Laws

Alabama
Alaska

Arizona

Arkansas
California
Colorado

Connecticut

Delaware
District of Columbia

Florida

a3a
Idaho
Illinois

Indiana

Iowa

Kansas

Kentucky
Louisiana

Maine

Maryland
Massachusetts

Michigan
Minnesota .

Mississippi
Missouri

Montana

Nebraska
Nevada

New Hampshire
New Jersey
New Mexico

New York
North Carolina

North Dakota

Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina

South Dakota
Tennessee

Texas

Utah
Vermont

Virginia

Westgoinnia
Wisconsin

Wyoming
Commonwealth of Puerto Rico

Virgin Islands

Stale

Insurance

Regulations
Alabama
Alaska

Arizona

Arkansas
Calitornia

Colorado
Connecticut
Delaware
District of Columbia
Florida

Georgia
Hawaii

Idaho
Illinois

Indiana

Iowa

Kansas

Kentucky
Louisiana

Maine

Maryland
Massachusetts

Michigan
Minnesota

Mississippi
Missouri

Montana
Nebraska

Nevada

New Hampshire
New Jersey
New Mexico

New York
North Carolina
North Dakota
Ohio

Oklahoma

Oregon
Pennsylvania
Rhode Island

South Carolina
South Dakota
Tennessee

Texas

Utah
Vermont

Virginia
Washington
West Virginia
Wisconsin

Wyoming
Commonwealth of Puerto Rico

Virgin Islands

Na#onal 1
msupance 1

_*___ LaW Serviae '1
from NILS Publishing Company 
For more information, call I
TOLL FREE 1.800423·5910 1
(Outside the U.S., call 818-998-8830.) 

1
OR send this coupon to:
NILS Publishing Company 1
PO. Box 2507

Chatsworth, California 91313-2507

Olher Imporkinl
Regul-ry
Informolion*
Alabama Bulletins and Fire Marshal Regulations
Alabama Selected Attorney General Opinions
Alaska Bulletins and Orders

Alaska Selected Attorney General Opinions
Arizona Circular Letters and Orders
Arizona Selected Attorney General Opinions
Arkansas Rules of Practice and Pfocedure

Arkansas Bulletins and Directives
California Bulletins
Colorado Bulletins and Notices

Connecticut Bulletins
Connecticut Selected Attorney General Opinions
Delaware Bulletins and Circular Letters

Delaware Selected Attorney General Opinions
Florida Bulletins and Fire Marshal News

Florida Selected Attorney General Opinions
Georgia Bulletins and Directives
Georgia Selected Attorney General Opinions
Hawaii Selected Attorney General Opinions
Idaho Bulletins

Idaho Selected Attorney General Opinions
Indiana Bulletins

Indiana Selected Attorney General Opinions
Iowa Bulletins and Directives

Iowa Selected Attorney General Opinions
Kansas Bulletins

Kansas Selected Attorney General Opinions
Kentucky Bulletins and Miscellaneous Reference
Kentucky Selected Attorney General Opinions
Louisiana Directives
Louisiana Rules of Practice and Procedure

Louisiana Department of Public Safety Rules
Louisiana Special Letters of the Rating Commission
Louisiana Selected Attorney General Opinions
Maine Bulletins

Maine Selected Attorney General Opinions
Maryland Notices, Orders and Guidelines
Maryland Selected Attorney General Opinions
Michigan Bulletins
Michigan Selected Attorney General Opinions
Minnesota Bulletins and Circular Letters

Minnesota Selected Attorney General Opinions
Mississippi Bulletins and Circular Letters
Mississippi Selected Attorney General Opinions
Missouri Bulletins

Missouri Selected Attorney General Opinions
Montana Bulletins
Montana Selected Attorney General Opinions
Nebraska Bulletins
Nebraska Selected Attorney General Opinions
Nevada Bulletins

Nevada Selected Attorney General Opinions

New Hampshire Securities Laws and Regulations
New Hampshire Selected Attorney General Opinions
New Jersey Circular Letters and Bulletins
New Jersey Selected Attorney General Opinions
New Mexico Advice of the General Counsel
New Mexico Selected Attorney General Opinions
New Ybrk Circular Letters

New York Opinions of the General Counsel
North Carolina Bulletins and Directives
North Carolina Selected Attorney General Opinions
North Dakota Bulletins
North Dakota Selected Attorney General Opinions
Ohio Bulletins

Ohio Selected Attorney General Opinions
Oklahoma State Board for Property and

Casualty Rates Regulations
Oklahoma Selected Attorney General Opinions
Oregon Bulletins
Oregon Selected Attorney General Opinions
Pennsylvania Bulletins, Notices and Orders
Pennsylvania Selected Attorney General Opinions
South Carolina Bulletins and Orders
South Carolina Selected Attorney General Opinions
South Dakota Bulletins

South Dakota Selected Attorney General Opinions
Tennessee Selected Attorney General Opinions
Texas Selected Attorney General Opinions
Utah Bulletins

Utah Selected Attorney General Opinions
Vermont Bulletins

Vermont Selected Attorney' General Opinions
Virginia Administrative Letters
Virginia Selected Attorney General Opinions
Washington Bulletins and Fire Marshal Regulations
Washington Selected Attorney General Opinions
West Virginia Informational Letters
West Virginia Selected Attorney General Opinions
Wisconsin Bulletins
Wisconsin Selected Attorney General Opinions
Wyoming Selected Attorney General Opinions
Commonwealth of Puerto Rico Rulings
Commonwealth of Puerto Rico Circular Letters

*The above is only a listing of the important regula-
tory information included in the National Insur-
ance Law Service. For a complete list of available
volumes, please fill out and mail in the coupon
below OR call our Telemarketing Department
TOLL-FREE at 1-800-423-5910 (Outside the U.S.,
please call 818-998-8830).

-------- Detach and return today! .----_--

YES!!! 0102270391

Send me more information about the volumes available in the National
Insurance Law Service...the one source for State Insurance Laws,
Regulations and Other Important Regulatory Information.

Name

Title

Company
(Street address necessary for delivery )

Aricireqq

City State 7ip

Phone (-) Ext.

NILS Publishing Company · RO. Box 2507 · Chatsworth,CA 91313-2507



42 /Business Insurance, March 18, 1991

Pooling can improve health care efficiency
By MICHAEL SCHACHNER

NEW YORK-To hold dcwn

health care costs and improve effi-
ciency, companies should try to
better reward those doctors that

practice conservative, effective
medicine, a human resources Exec-
utive says.

One good way to identify and
take advantage of such doctors is
through employer eonsortiums,
said Powell Woods, vp for human
resources and community affairs at
Nestle Enterprises Inc. in Solon,
Ohio. Such pools increase com-
panies' bargaining power, he
added.

"There's an enormous opfortu-
nity out there to save a large
amount of money by rewarding
higher levels of provider efficiency.
We should be paying for wha: pro-

viders do for people, and not to
people," Mr. Woods said last
month at an employee ben2fits
conference in New York sponsored
by The Conference Board.

H2 faulted the cur-

ren: payment system

0 for reward.ng doctors
and hospitals that per-
forn the most services.

e have tradition-

ally reimbursed pro-
viders for servi zes rendered; thus,
the provider who does the most is
rewarded. Meanwhile, the low-vol-
ume producer is punished. Tbe
conservative doctor who may be
the most effect.ve is the one who

gets punished which is totally
wrong," he said.

Mr. Woods urged employers to
"replace quantity rewards with €f-
ficiency and quality rewards.'

1

The conservative

doctor'who may be
the most effective

. . .gets punished,'
says Powell Woods.

Even modest improvemnts in
efficiency could bring major bene-
fits, he said. "A 10% improvement
in efficiency could save as much as
$75 billion, which could be used to
cover the more than 30 milIion un-

insured people in the United
States."

To ensure that they get the most
for their health care dollar, he sug-
gested that employers form coali-
tions. These regional coalitions

The Lockwood Company
thru one of it's underwriting affiliates, provides

a wide range of Reinsurance services. We specialize in:
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we can now provide expertise
in both Treaty and Facultative
Reinsurance for Accident Spe-
cial Risk, Occupational Accident
and Workers Comp Carve Out.
SRRF underwrises A&H re-

insurance on behalf of 19 "A"

ratedNorth American insurance

companies, $30,000,000 any one
occurrence, $3,000:000 anyone
person, we can satisfy almost
all your reinsurance needs.

C?D
uDG Reinsurance Under-

writers Incorporated pro-
vides facultative A&H

underwriting through our
Lloyd's binding authority.
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A

should purchase only top-quality.
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For example, since 1989, Carr.p-
bell Soup Co. has helped form such
health care coalitions in two states,
aceordng to John J Hague, corpo-
rate benefits director for the Cam-

den, N.J.-based food processor.
Plans are set to form two more em-

ployer coalitions in the near zu-
tunE.

Mr. Hague. who also spoke at she
conference, explained that throigh
muitiemployer coalitions, Camp-
bell has created pr mary care net-
works with local general practi-
tioners. The goal: :O dramatically
reduce what he cal-ed unnecessary
visits ro specialists.

At these networks-now operat-
ins in Texas, 01·..0 and North
Carolina-overall ec·sts range from
l E % to 34% below the cost of

Medical Reinsurance

Underwriters Incorpo-
rated (MRU) reinsures

all forms of proportional
and excess medical

business-incluiling METs,
Specific and Aggregate and
Whole Account Portfolios.

We act as underwriting
managers for the Manu-
facturers Life Insurance
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Woburn, Mass., (617)938-9010 • New York, N.Y.. (212) 921-5869 •Minneapolis, Minn.. (612!927-0808
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l'h,· 1.ockwood Comp:uni,%

Campbell's traditional indemnity
plans in these areas.

"The key to success in these pro-
grams is found in the referral pro-
cess," Mr. Hague said. Under the
network system, the primary phys-
ician and the specialist hold con-
sultations regarding the patient's
care and arrive at a specific treat-
ment plan, he said. All subsequent
care by the specialist (beyond the
initial visit) must then be approved
by the primary physician, Mr.
Hague said.

Primary care physicians in these
networks also place 10% to 20% of
their annual fees at risk. Only doc-
tors meeting an annual budget get
paid that portion. This gives doc-
tors a large incentive not to make
unnecessary referrals to more ex-
pensive specialists, Mr. Hague

Continued on net page

In benefits,
one size
won't fit all

By MICHAEL SCHACHNER

NEW YORK-Companies are
taking a new approach to employee
benefits-they're thinking of
workers as family-says an em-
ployee benefits consultant.

Having realized that "one size
fits all" no longer makes sense as a
benefit philosophy, companies are
turning to an array of life cycle
benefits that help employees bal-
ance work and family, said Wendy
Gray, a consultant with Ernst &
Young in New York.

And to help attract
and retain quality
workers, employers
will probably keep in- 0
troducing such non-
traditional benefits,
Ms. Gray predicted last month at
an employee benefits conference in
New York sponsored by the Con-
ference Board.

Benefit planners for two large
corporations with growing work
and family benefit programs also
offered their views on the evolving
life cycle benefit market.

"Life cycle benefits help remove
the barriers associated with sched-

ules and stereotypes," said De-
borah Holt, director of human re-
source policies and strategic
planning for U.S. Sprint, the long-
distance subsidiary of United Tele-
communications Inc. "It delivers a

message to current and future em-
ployees that the company cares
and is willing to be flexible."

Over the past several years, Wes-
twood, Kan.-based Sprint has in-
troduced several common work

and family benefits. It has had to
offer a wide range of benefits to
satisfy diverse workforce needs,
said Ms. Holt.

Among the communication com-
pany's 42,000 employees, a quarter
are minorities and the average age
is 35. "Since nobody has our demo-
graphics, we couldn't find (a model
for) our life cycle programs. So, in
order to make sure all benefits

were equitable we introduced our
own plan," she said.

Sprint recently introduced com-
pany-paid child and elder care re-
source and referral networks, a
working partners relocation pro-
gram, family leave, an employee
assistance program and flexible
scheduling.

Usage rates for each now exceed
national averages for all of the of-
ferings, Ms. Holt added.

More than 5% of workers have
used the child care referral net-
work and 4.5% have used the elder

Continued on next page

1



Continued from previous page
said.

He said the network plans, which
are voluntary for employees who
have access to them, are similar

to Campbell's self-insured indem-
nity plan.

The only major difference is that
100% of an employee's primary
physician care is covered in the
network, as is 100% of the cost of a

first visit to a specialist. Subse-
quent visits to the specialist are
80% covered. Under Campbell's
regular plan, employees pay 20% of
costs above deductibles, Mr. Hague
said.

From the company's standpoint,
he said, the new plan is by no
means a "takeaway" for employ-
ees. "In fact, participants get a
higher level of benefits. And, for
the doctors, they get an increased

Life cycle benefits
Continued from previous page
care services, she said. And 8.5%
of ennployees have used the con-
fidential employee assistance pro-
gram, primarily to resolve marital
and personal conflicts, Ms. Holt
added.

Another popular offering is the
working partners relocation plan,
according to Ms. Holt. About 900
people have used the program,
which provides spouses of relo-
cated Sprint employees resources
to help them find work in a new
area.

Life cycle benefits are also grow-
ing in number at Levi Strauss &
CO.

The San Francisco-based ap-
parel company, which already
offers free elder and child care re-

source and referral services and

contracts with retiree coordinators

'Productivity and
results are not tied to

presence in the

office,' says U.S.

Sprint's Ms. Holt.

in various communities, plans to
implement up to 30 new work and
family benefits over the next sev-
eral years, according to Margaret
Franklin, manager of benefits ser-
vices.

One current offering is a job-
sharing arrangement through
which employees who need to take
care of older relatives and/or

young children can, in essence,
work part-time, according to Ms.
Franklin.

In addition, Levi Strauss allows
all workers-both male and female

-to take up to five months of un-
paid leave to care for a new child.
The jobs of the employees on leave
are guaranteed.

Ms. Holt said Sprint, which has a
similar family leave plan, would
prefer to hold a job for an em-
ployee rather than hire someone
new. She said the leaves average
only 45 to 90 days, and it takes
at least that long to train a new
ennployee.

For companies not sure whether
to implement certain life cycle
benefits, Ms. Franklin recom-
mended starting with pilot pro-
grams.

"This is the best way to convince
top management that a program is
worthwhile. It can show how turn-

over becomes lower, which keeps
trainfing costs down, Ms. Franklin
said. "At Levis, we figure one turn-
over costs between $4,000 and
$10,000 in training," said Ms.
Franklin.

Higher productivity is one ad- '
vantage of flexible scheduling, ac-
cording to Ms. Holt. "Productivity
and results are not tied to presence
in the office. An employer cannot
arbitrarily tie face time in the
workplace to results," Ms. Holt
said. •

patient load that will return again
and again; their fees aren't capi-
tated like in many network pro-
grams; they're in complete control
of referrals"; and payments are re-
liable.

In Ohio and North Carolina,

Campbell employees share the net-
work with workers from five other

large companies. Only in Texas
does Campbell run the network
alone.

Savings through the networks
have been considerable, Mr. Hague
said. Network health care costs in

North Carolina are running about
34% below indemnity plan costs;
network costs are 23% lower in

Ohio; and 15% lower in Texas.

"Partnerships provide employers
with pricing leverage with physic-
ians, which leads to cost savings,"
he said.

Joseph Rosmann, national prac-
tice director of managed health
care consulting services with Coo-
pers & Lybrand in Chicago, mo-
derated the session. I
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Insurer names Belton

to top benefits post
Erline Belton, 47, has been named

senior vp-human resources of
Progressive Corp. of Mayfield
Heights, Ohio. She is responsible for
managing the human resources de-
partment, including employee bene-
fits, health services and emplcyee
communications. Ms. Belton replaces
Norton Rose who left the company
to form his own consulting prac-:ice.
She reports to Peter B. Lewis, presi
dent and chief executive officer. Be

fore joining Progressive Corp an
insurance and financial services

holding company Ms. Belton was
corporate employee relations man-
ager for Digital Equipment Corp. of

Dry eyes and no corpse
Health and life insurance fraud isn't

only a world-wide industry, it's at least a
$60 billion a year business in North America
alone

From the flctional "Dry Eye Syndrome"
disease in the U.S., to false death claims
in the Caribbean and non-meritous hospital
claims in Asia, insurance companies are
getting hit for billions of dollars in avoid-
able losses.

Pinkerton is taking dead aim on insurance
fraud world-wide We have been for some
time now. With agents in over 90 countries,
we investigate claims quickly, efficiently
and accurately.

Because our clients in business, industry
and government are international in scope,
Pinkerton's services are designed to offer
tangible benefits in remarkable time frames
anywhere in the world.

The Pinkerton legend was born in
America's wild west 140 years ago. Today,
our quiet presence is international, with
a range of trend-setting investigation and
security services.

Don't let health care fraud blink away
billions of dollars. No matter where in the

world you send us, we'll get them before
they take you. Call our International Head-
quarters, 514-933-2028, or your nearest
Pinkerton ofhce

04 PINKERTON
'1-A INTERNATIONAL

 SECURB & NVESIGNION SERVICES

For us, tbe world's a small place.

.

Maynard, Mass. Before that, she
served as project director for the
Center for Social Policy and Change
at Harvard University in Cambridge,
Mass. Ms. Belton holds a bachelor's

and a master's degree in education
from Tufts University in Medford,
Mass. Ms. Belton serves on the board
of directors of the National AIDS Co-
alition.

***

Greg Benefield, 28, has been
named director-risk management at
Shoney's Inc. of Nashville, Tenn. He
is responsible for managing the com-
pany's insurance program, including
risk assessment and control. Mr.

Benefield replaces George Davis,
who left the company. He reports to
Craig Barber, treasurer. Mr. Bene-
field joined the company last year as
assistant risk manager. Before join-
mg Shoney'$- restaurant and motel
operator--he was director of risk
management at Dollar General Corp.,
a Nashville-based chain of discount

stores. Mr. Benefield holds a bache-

lor's degree in education from West-
ern Kentucky University in Bowling
Green. He is secretary of the Cum-
berland chapter of the Risk & Insur-
ance Management Society Inc. and is
a member of the National Restaurant

Assn. Risk & Safety Managers.
***

Martin Hernandez, 49, has been
named vp-risk management at Gen-
eral Rent-A-Car in Hollywood, Fla.
In this newly created position, he is
responsible for property/casualty in-
surance, claims management and loss
prevention programs. He reports to F.
Paul Silicato, president. Before join-
ing the firm, Mr. Hernandez was cor-
porate director of insurance- at Bud-
get Rent-A-Car Corp. of Miami. He is
a deputy member of RIMS.

***

Terry W. Little, 27, has been
named casualty insurance adminis-
trator at CF Industries Inc. of Long
Grove, Ill. Mr. Little is responsible
for all aspects of the firm's casualty
insurance program. He replaces Bob
Eck, who left the company. Mr. Lit-
tle reports to David Haight, director-
risk management. Before joining CF
Industries-a chemical and fertilizer

manufacturer-he was assistant risk

manager at Flint Industries Inc., a di-
versified manufacturer in Tulsa,
Okla. He holds a bachelor's degree in
business administration from the

University of Georgia in Athens. Mr.
Little is a deputy member of RIMS.

***

Renee Schivera, 30, has been
named assistant vp-human resources
at Frontier Insurance Co. of Monti-

cello, N.Y. In this newly created posi-
tion, she is responsible for all em-
ployee relations, recruitment and
employee benefit programs. Ms.
Schivera reports to Walter A Rhulen,
president. She had joined Frontier in
1986 as a consultant and was most

recently human resources adminis-
trator for Frontier as well as Rhulen

Agency Inc., an affiliate that was sold
in 1989. Before that, she was execu-
tive director of Big Brothers/Big Sis-
ters of Northeast Alabama in Gad-

sten, Ala. She holds a bachelor's
degree in human resource inanage-
ment and sociology from Jacksonville
State University in Jacksonville, Ala.

Ms. Schivera is a member of the

Society for Human Resource Man-
agement.

.

We'd like to report on staff changes
in your company's risk manage-
ment, safety and employee benefits
departments. Just drop a note to
Nancy Johnson, Copy Editor, Busi-
ness Insurance, 740 N. Rush St.,

Chicago, Ill. 60611-2590, or call
312-649-7784. Please send a photo-
graph, too.
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Wariness of South Africa lingers
Political, economic woes deter trade said Jorg Keel, chairman of Johan- hannesburg-based Munich Rein-

nesburg-based Swiss South Africa surance Co of South Africa, a sub-
Reinsurance Co, a subsidiary of sidiary of Munich Reinsurance Co 1By MARIA KIELMAS manager of Commercial Union Swiss Reinsurance Co of Zurich "I think most groups are waiting

P L C of London Foreign insurers' interest in the to see how the political situation 3

JOHANNESBURG, South Africa "It depends on what happens in- South African market probably develops and what will actually
-The downturn in the South Afri- side the country and if there will would not increase even if trade take place," he said
can economy and political uncer- be a breakdown of law and order sanctions against South Africa "There have been some U S mul-

tainty are making foreign prop- South African business was profit- were removed because of the depth tinationals around, but we don't
erty/casualty insurers wary of able up until last year, but now of economic recession in the coun- expect a flood until the investment
writing business in South Africa, there has been a downturn on the try, Mr Keel thinks climate stabilizes," said Russell
despite moves by President F W de commercial/industrial side," he And, even in better economic and Dickson, insurance manager for AP/Wide World Photo

Klerk to dismantle remaining said political times, it would be diffi- Rio Tinto Management Services
apartheid laws, insurers say "There has been a lot of interest cult to establish a new insurer in South Africa (Pty ) Ltd in Johan- Despite South African President

"It's difficult to see companies from foreign insurers over the last South Africa, because the market nesburg, the holding company for F.W. de Klerk's efforts to dis-
rushing in there," said Bill Hazel- few years, but this is less so now, already is well-served, said Ernst- the South Africa mining operations mantle apartheid, insurers re-
den, assistant group insurance as we do not expect good results," Friedrich Kahle, chairman of Jo- Cont:nued on page 48 main wary of the market.

LONDON BERMUDAExxon cleanup spurs
Weather

P&1 club surcharge
Forum Re

losses put By GAVIN SOUTER But the main reason behind the surcharge is the Iquidaton
need to uphold the principal of mutuality on which

Fremont LONDON-The Exxon Valdez 011 spill iS hitting P&I clubs are founded, said Luke Readman, a
the pockets of all tanker owners transporting oil to director of Thomas Miller & Co, which manages the

ordered
U S ports U K P&I Club

into runoff Protection and indemnity clubs are imposing a "The surcharge iS something that the clubs have
blanket per-voyage surcharge for oil pollution cov- done to preserve the principle that one member by court
erage for tankers that visit US ports should not subsidize another," he said

By STACY SHAPIRO A general worldwide increase in marine liability Meanwhile, general liability rates for P&I club By ROGER SCOTTON
and GAVIN SOUTER rates also is increasing insurance costs for tanker members have risen anywhere between 10% and

owners 80% in renewal this year HAMILTON, Bermuda-Forum
LONDON-Huge weather catas- The surcharge, which was included in February All renewals are made on Feb 20, which was his- Reinsurance Co Ltd, a financial

trophe losses have forced another P&I renewals, reflects the conclusion that pollu- torically the earliest date the Baltic Sea was con- reinsurance specialist controlled
property excess-of-loss under- tion cleanup costs are significantly higher in the sidered sufficiently free of ice for a ship to Cross it by Mark Hardy, is in liquidation
writer out of the London market United States than elsewhere, especially in light of Movement by club members also characterized for failing to pay a bill for about

Fremont Insurance Compan> Strict cleanup legislation enacted by Congress fol- this year's renewal "It has been a bit of a merry- $17,000 from a local travel agent
(UK) Ltd , the London subsidiark lowing the 1989 Exxon Valdez spill in Alaska, said go-round," said one broker The uncontested order was made

of Los Angeles-based Fremont one London broker The main beneficiary has been the London Club, March 8 by the Bermuda Supreme
General Corp , went into runoff The surcharge is set at 32 cents per gross ton per which is thought to have retrieved 4 million tons of Court during the hearing of a
March 7 after suffering large ca- voyage, up to a maximum of 10 voyages a year business previously lost winding-up action filed by Frank-
tastrophe losses from Hurricane "Put simply, it is recognized that tankers that go Last year, the club lost 75 million tons after it lin Travel of Bermuda

Hugo in 1989 and the European to the United States need to pay more money be- imposed hefty supplementary calls on members The court's decision comes as

storms in January and February cause of the fallout after the Exxon Valdez spill," "We have done rather better this year because of good news not only for the travel
1990 said Brian Gaze, financial director of A Bilborough the refinancing of the club, which put us ahead of agency but also for a group of four

Although Fremont said its 1990 & Co Ltd, managers of the London Steamship the game," said Mr Gaze or five interested parties described
results show a pretax loss, it would Owners' Mutual Insurance Assn Ltd While P&I clubs have agreed not to offer poten- in the liquidation proceedings as
not disclose the amount of loss The Oil Pollution Act, signed into law by Presi- tial members lower rates than they pay at their cur- "supporting creditors " The group
The company reported a pretax dent Bush in August, increased a shipowner's lia- rent clubs, the London Club lS attracting members included the Bermuda Registrar of
profit of 2 14 million pounds in bility to $1,200 per gross ton from $150 Individual because they feel that the supplementary call pro- Companies and the Ohio Insurance
1989 ($3 44 million) and 369 mil- states, however, are allowed to set higher liability vided the club with a sound financial base, said Mr Department
lion pounds in 1988 ($6 64 million) limits (BI, Aug 27,1990) Gaze The Ohio department-acting in

"We sustained losses from 1989 Rising reinsurance costs are another reason for The Gard Club has gained an extra 2 million tons, its capacity as liquidator of 011 &
and 1990 underwriting years which the new surcharge, Mr Gaze said Broker say rein- say brokers Gas Insurance Co, formerly part of
have impacted on our capital, and surance costs for P&I clubs have risen nearly 50% The Standard Club canceled 2 million tons of the U S insurance group con-
at the moment people are looking this year poor quality ships, said Director John Rowe trolled by Mr Hardy-says that it
for increased security, and it was may have a "substantial claim"
felt that it was no longer viable to against Forum Re
continue trading," said Finance OGICO which ceded reinsurance

Director Richard Williams, who is

administering the runoff Tranquilizer lawsuits to Forum Re, was placed in reha-
bilitation in May 1990 It was or-

Fremont has consistently gen- dered into liquidation in August
erated gross premium income of Patients say they companies is being coordinated in tions have been decided," Justice (BI, July 23,1990, May 21,1989)
around 20 million pounds ($37 2 Scotland And in Northern Ireland Kennedy said It was not clear why the Ber-
million) for the past three years, he were never warned plaintiffs attorneys are closely He added that plaintiffs' solici- muda officials were involved Mal-
said watching the outcome of these tors should be sure to include any colm Butterfield, the registrar of

Fremont, which was established against addiction cases before bringing suit additional claimants before the companies, whom the court has
in London in 1979, had a staff of 22 The plaintiffs' solicitors in the deadline, which iS to be set some- appointed joint provisional hqui-
when it ceased trading By GAVIN SOUTER England and Wales litigation say time in the spring dator of Forum Re along with Kirk

The bulk of the losses are short- more claimants may get involved, The plaintiffs' main allegation in Cooper of Coopers & Lybrand, de-
term property catastrophe losses, LONDON-Coordinated litiga- noting they the case before Justice Kennedy lS clined to explain why he favored
Mr Williams said, adding that the tion alleging that two tranquilizer i United have been that the drug manufacturers failed the liquidation
company has no long-term ca- manufacturers negligently failed to contacted by to warn doctors of the addictive Mr Butterfield pointed out that
sualty exposures warn doctors of the addictive qua- more than effects of the drugs, said Paul Bermuda's 1978 Insurance Act

The two underwriters and their titles of their benzodiazepine prod- 3,000 poten- Balen, a partner at Nottingham so- provides that the registrar "shall
eight support staff have been laid ucts is under way in Britain's High 1 - -VG- - tial claim- licitors Freeth Cartwright be entitled to be heard" on wind-

off Underwriter Geoffrey Wright- Court -· 24 -- 4 + --- -- ants Accord- The Benzodiazepine Solicitors ing up petitions brought by per-
man, who headed the London oper- The drug manu facturers may -5 r'*Sr U - ing to some Group, which Mr Balen set up in sons other than the registrar
ation, has already left the com- face millions of pounds of liability, estimates, up 1988, coordinates the 620 English Forum Re's 1990 results were not

pany since some plaintiffs are seeking in to 1 million law firms representing 3,000 available last week But, according
The 12 remaining staff will ad- excess of 10,000 pounds ($18,580 at - +4 1 people in claimants to estimates made last year, Forum

minister the runoff current exchange rate) Britain may "We allege that the drug com- Re wrote about $34 6 million in fi-
This litigation, said one defense have been dependant on tranquil- panies could have known or ought nancial reinsurance business in

Unusual risk contest solicitor, "is bigger than any izers at some point in their lives to have known that the drugs were 1989, down from about $50 million
(products liability case) that has However, British High Court addictive But they gave doctors in 1988 (BI, April 30, 1990) The

To mark the recent opening of gone before or is in the pipeline" in Judge Ian Kennedy in an initial insufficient warnings," Mr Balen company had an estimated $40 8
its new champagne bar at Lloyd's the United Kingdom stage of the case said that new said million in capital and surplus, $160
of London, restaurateur Corney & Both companies-Roche Prod- claimants would soon be barred Both Roche's product, Valium, million in assets and $3 8 million
Barrow is holding a competition ucts Ltd , which manufactured Va- from joining the case and Wyeth's product, Ativan, are in net income as of year-end 1989
for the most unusual risk placed in hum, and John Wyeth & Brother ''Within the next few benzodiazepine drugs Introduced Mr Hardy did not not appear at
Lloyd's during the month of Ltd, which made Ativan-deny al- months a shutter will come in the early 1960s, benzodiazepines the winding-up hearing He has yet
March legations by the nearly 900 plain- down and lately arriving plaintiffs were widely prescribed for anxiety to say why he allowed what was

Winners will receive magnums of tim in England and Wales will be unable to have their case problems By the late 1970s and the once his flagship company to go
Continued on next page Separate litigation against the carried forward until the lead ac- Contznued on page 47 Contznued on page 49
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Continued from previous page
champagne. "We anticipate some

intriguing entries, bearing in mind
that Lloyd's has insured items like
the world's most valuable dia-

mond, 'Premier Rose,' worth 5 mil-

lion pounds ($9.3 million); Betty
Grable's legs; the Olympic Games;

and the world's longest cigar," said
Chris Brown, managing director of
Corney & Barrow.

Most recently, unusual risks
have been rumored to include an

American doctor wanting to insure
his life against being hit by a Scud
missile in the United States and a

woman who insured her heart from

being broken by her boyfriend.
The new champagne bar comes

complete with a Lloyd's loud-
speaker message system, special
storage for brokers' slip cases, a
satellite television, a videocassette
recorder and a facsimile machine.

New EIL policy
A new policy covering sudden

and accidental pollution for firms
that are finding it difficult to buy

any pollution coverage is now
available at Lloyd's of London.

The "controlled risk pollution

cover facility" was designed by

Lloyd's broker Heath Oil & Gas
Ltd., a subsidiary of C.E. Heath
P.L.C., and is led in the market by
underwriters S.R.P. Edwards of

syndicate 207 and Ian Agnew of
syndicate 406.

However, the coverage can be ac-
cessed by all Lloyd's brokers, said
John Wallace, chairman of Heath
Oil & Gas.

The claims-made policy offers
cleanup and/or third-party liabil-
ity coverage up to $50 million for
damages from land-based pollu-
tion that happens suddenly and ac-
cidentally. Only current risks-not
historical activities or pollution-
are covered. Gradual pollution is
excluded.

Interested companies must fill
out a questionnaire that will be re-
viewed by environmental engineer
Noble Denton Goren Ltd. If NDG

agrees that the risk is insurable,
the policyholder will go through a
detailed evaluation by NDG. The
engineer's report and recommen-
dation will then be submitted to

the underwriters for review before

issuing a policy.
Mr. Wallace noted that several

other insurers offer this type of
coverage.

"We're not competing against
what's already being written," Mr.
Wallace explained. "This is for
people who can't get cover any-
where else."

INTERNATIONAL

First Equity windup
British Secretary of State for

Trade and Industry Peter Lilley
has petitioned for the windup of
First Equity Insurance Corp. Ltd.
following an investigation into the
company.

The windup petition was pre-
sented to the London High Court
last month. The official receiver

was appointed provisional liquida-
tor until the petition is heard in
court April 10.

First Equity, incorporated as an
insurer in the British Virgin Es-
lands in September 1989, shortly
thereafter acquired all the issued
share capital of an unnamed Pana-
manian asset management com-
pany, stated the British Depart-
ment of Trade and Industry.

"The company operated in this
country as an insurance company
issuing surety and performance
bonds, credit guarantee policies
and writing other forms of insur-
ance," the DTI said. The company
also acted as an agent for the Pan-
amanian asset management com-
pany offering large mortgage loans
which were dependent on advance
payment of substantial commit-
ment fees, the department said.

The company was based in Hove,
East Sussex, England. However,
"the company was not au:horized

in any way to carry on any class of

A BRIEF MESSAGE ABOUT INSURANCE

PLACEMENTS FOR

L.

W 11 • 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
forthe Security Industry. During that time many
companies and agencies professing to
"specialize" in this industry have come and gone.
In today's difficult insurance marketplace most
are simply gone. COVERX CORPORATION IS
STILL HERE, providing that industry with custom
tailored GENERAL LIABILITY AND

PROFESSIONAL LIABILITY.

I f you have current or potential clients in the security industry whose long range interests lie in
obtaining a quality insu-ance product in a stable market then you owe them a CoverX quotation.

For further information or applications call or write...

COV ER  C 'C )1 4 1,( )14 AT ION
P.O. Box 5096, Southfield, Michigan 48086
Telephone: (313) 358-4010

Facsimile: (313) 358-2459

insurance business in the U.K.,"

according to the DTI.
All inquiries about First Equity

should be sent to The Official Re-

ceiver, Department of Trade and
Industry, 21 Bloomsbury St., Lon-
don WClB 3SS, England.

S&L crisis studied
The concern in the London mar-

ket about the potential liabilities
from the U.S. savings and loan cri-
sis extends beyond Lloyd's fir.an-
cial institution underwriters.

Also concerned about the prob-
lem is London-based CNA Rein-

surance of London Ltd., a unit of
Chicago-based CNA Financial
Corp. and one of the leading U.S.
liability underwriters in the com-
pany market.

According to a spokesman, CNA
Re has played an active part in set-
ting up an informal committee of
leading Lloyd's financial institu-
tion underwriters to examine the

S&L crisis and its underwriting
implications (BI, Feb. 25).

Other London insurance com-

panies may become involved a. a
later stage following the London
Insurance & Reinsurance Market

Assn.'s study of the market, said
the spokesman.

Lloyd's informal committee will
discuss at its next meeting whether
to extend the committee to make it
a London-wide concern or to leave

it as a committee of Lloyd's un-
derwriters which may consult with
other insurers, said Stephen Burn-
hope, the head of the committee.

Minster chairman

Anthony Lancaster has left his
post as senior vp of CIGNA Insur-

ance Co. (U.K.) Ltd. after 18 years
with the CIGNA group to become
chairman and chief executive of

the Minster Insurance Co. Ltd.

"I'm sad to have left CIGNA,"
said Mr. Lancaster at his new Min-

ster office. "They've been very
kind to me."

Alan L. May, who formdrly
served as president of CIGNA In-
surance Co. of Canada will assume

Mr. Lancaster's duties.

Mr. Lancaster said he felt that

he'd done all he could at CIGNA

and joining Minster "was an amaz-
ing opportunity."

Minster, which currently writes
about 165 million pounds in pre-
mium income annually ($306.9
million), is owned by France's fifth
largest insurance group, Groupe
des Assurances Nationales.

"I am going to help them expand
their international positions (and
also) reposition Minster to make it
a major force in the U.K. insurance
company market," Mr. Lancaster
said.

Joining Mr. Lancaster at Minster
are Keith Morris, former assistant
vp at CIGNA U.K. and now general
manager for Minster's U.K. opera-
tions excluding business derived
from its office at the Institute of

London Underwriters; and Nick
Parry, who left CIGNA U.K. ear-
lier last year as European room
manager, who is now Minster's ma-
rine and aviation underwriting
manager. I
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Tranquilizer suits manufacturers of benzodiazepines, as Ireland that benzochazepmes only be used for would like, he added
other claimants contact the lawyers That group is relymg heavily on the two- to four-week periods, he added "If you are looking at a company

Continued from page 45 Michael Napier, a partner with English research "The experts which Roche has product liabillty msur- with U S exposures, they could buy
1980s, studies indicated that the plaintiff litigation specialists Pan- we have approached m Northern Ire- ance through its parent company, F up to $500 million" m coverage, said
drugs might be addictive none Napier, heads the steermg com- land have refused to help, mainly be- Hoffmann-La Roche of Basel, Sunt- Mr Jones

Malcolm Lader, professor of phar- mittee of solicitors that is coordinat- cause there are very few independent zerland Zurich Insurance Co leads It ts too early to predict what the
macology at the Institute of Psychia- ing the litigation Both Mr Napier experts m Northern Ireland, most of the coverage, said a spokesman at the total compensation claim will be,
try In London, said Valium and Ati- and Mr Balen said it is too early to them work for the Health Boards," insurer's Swiss headquarters He said Ian Dodds-Smith, a partner at
van can become addictive after a few estimate the potential size of claims said Mr Fitzpatrick would glve no other details solicitors MeKenna & Co, which is
weeks "Trying to get off the tran- Plaintiff's attorney Anthony Scriv- Negotiations are now under way A spokeswoman for Roche added representing John Wyeth Labora-
quilizers can be a problem you get ener said that some could exceed with plaintiffs' lawyers in England that its msurance "arrangements en- tories Ltd "We have only limited in-
anxious, you can't sleep, you get 10,000 pounds and Wales to use their research The sure that we can meet all our fi- formation on the majority of those
over-sensitive to light and you feel Mr Napier would only glve broad Northern Ireland group probably will nancial arrangements " people who are mtimating damages "
physically 111 like you have 'flu,' " he details of the plaintiffs' allegations be able to use that evidence, said Mr Zurich would normally insist on Most product liabllity suits in the
said 'The producers' warnmgs were not Fitzpatnck higher deductibles for pharmaceuti- United Kingdom have involved

Although Valium has been pre- adequate It is a very complex his- "Afterwards, we will be no more cal companies taking product liabil- health care products, Mr Dodds-
scI'ibed since 1963 and Ativan since :ory that has to be examined and unll than two steps behind the English ity coverage than most other com- Smith noted "But the benzodiaze-
1972, it 13 only within the last 10 be examined " group," he added panies, noted Jonathan Harradine, pines litigation is bigger than any-
years that scientists have suspected The htigation in the Enghsh courts Although he said it is too early to marketing manager for Zurich Inter- thing that has gone before or is in
their addictive qualities, said Mr is accompanied by a parallel action estimate damages to be sought by national m London the pipeline," he added
Lader "Before, people did not realize m Scotland, which has its own sepa- Northern Ireland plaintiffs, Mr Fitz- "It is unhkely that we would offer So far, John Wyeth has received
that the symptoms were a result of rate legal system patrick said damages could be sub- coverage for a pharmaceutical com- 170 individual statements of claim,
trying to stop usmg the tranqudizers The drug companies had an "obll- stantially higher than those in En- pany with a deductible of less than Mr Dodds-Smith said
They thought it was Just the anxiety gation to research the long-term ef- gland and Wales 25,000 pounds ($46,450)," he said Wyeth refused to comment on its
coming back " fects of the drugs before they mar- "Our damages are higher than m Although he would not comment msurance program

Following warnings m 1988 about keted them, and if they had done that England and Wales because we only on Roche's coverage, Mr Harradme In a written statement, the com-
the addictive qualities of the tran- they would have known of the with- abolished junes for personal injury noted that one drug company covered pany said, "The benefits of any drug
quilizers by the Committee for the drawal symptoms," said Kenneth litigation awards in the mid-1980s, by Zurich self-msures up to 25 mil- have to be balanced agamst possible
Safety of Medicines, a government Hogg, partner at Caesar & Howle and whereas in England and Wales they hon pounds ($46 5 million) adverse effects and knowledge about
advisory board, the drugs now are chairman of the group coordinating were abolished in the 1950s As a Malor drug companies do retain, both benefits and risks is constantly
prescribed only for up to four weeks, the Scottish litigation consequence of this, our general by choice, up to and sometimes more growmg as a result of research and
said Mr Lader Theoretically, this would mean damages tend to be two to three than 25 million pounds of risk, said experience"

Prescriptions for the drugs that Scottish plaintiffs who had times higher," said Mr Fltzpatnck Michael Jones, a director in the Lon- Wyeth said lt "firmly believes that
dropped sharply following the warn- taken tranquilizers as far back as The two drug manufacturers don casualty division of broker Ativan lS safe and effective when
ings, said Ron Lacey, a former assis- 1960 could have a claim But such strongly deny the allegations m the Bowrmg U K Ltd used in accordance with the com-

tant director of MIND, a mental cases would probably be difficult to various suits And the ma]or firms usually can- pany's recommendations and good
health charity, and author of a 1983 prove because of the time lag, Mr "Roche took adequate steps to not buy as much coverage as they medical practice " .

report on benzodiazepines Hogg added warn doctors, and through doctors
"In 1990, there were 22 million Plamtiffs who were prescnbed the it warned patients," says its lawyer,

benzodiazepines prescribed, com- drugs m the late 1970s, though, may Ann Ware, who is a partner at Davies
pared with 40 million in 1977 when have a strong case, he said Arnold Cooper INSURANCE FOR
they were at their height," he said The Scottish lawyers have lodged Roche had received 53 writs co-

"Not everybody is gomg to get ad- summonses for more than 200 plain- verlng 270 plaintiffs, she said BANK AUTOMOBILE
dicted But if you took a conservative tiffs The summonses are bemg sifted, A spokesman for Roche Products
estimate, around 1 million people Bhich means that the plaintiffs law- Ltd said the company has not made LEASING
could have been addicted," he said yers are assessing the claims and de- any special provisions to pay com-

In the High Court htigation, the termming the maximum claim each pensation awards because lt believes Allied with major carriers, we have extensive
crucial date is 1980 when the Com- plaintiff should make Under Scot- it w111 be vindicated m court experience with this difficult-to-place insurance rip=**
mittee for the Review of Medicines, tish law, the figure for each damage "Benzodiazepines were first intro- We make it easter for you with a quality bank auto Ljul
another government advisory body, claim is inserted Into the summons duced in 1960, and over the years leasing insurance program that provides broader
warned of the possible addictive and any subsequent award may not there were many studies which con- coverages at substantial savings

qualities, said Mr Lacey e> ceed the amount sought firmed both their efficacy and • Lessors Excess Liability
After 1980, the manufacturers Mr Hogg would say only that the safety," he said I Lessors Contingent Liability

must have known of those quallties Scottish claims would be significant That changed in the late 1970s 0 Lessors Contingent Physical Damage
and should have warned doctors, said He added that the group of 100 Scot- Studies then Indicated that tranquil- • Interim Car Coverages 0 Residual Value Insurance
Mr Lacey tish lawyers had been notified of a izers may be addictive, he acknow-

"From 1980 right up until relati- further 250 potential claimants and ledged
We invite your inquiry and your business

Write or call Ron Ruane

vely recently the drug companies' were receiving more mqulrles every- "In March 1980, we sent a 'dear
data sheets on the drugs have not day doctor' letter to all United Kingdom
been all that they should have been," A group of 30 lawyers m North- doctors warmng them of the possible I.El
he said ern Ireland have not yet started any addictive qualities of Valium," he

Currently the legal actions are just legal action on behalf of upwards said PAIGE-RUANE, INC.
directed against Roche and Wyeth of 250 potential claimants, said Cor- After the Committee for the Safety Suite 616-The Woods•PO Box 6745 Reliance Specialty

Wayne, PA 19087But Mr Balen of the Benzodiazepine mac Fitzpatrick, a partner m Vmcent of Medicme's 1988 report, the com- Programs, Inc. e
Solicitors Group said that the allega- P Fitzpatrick and secretary to the pany Included m its data sheet both (215) 254-9890 • FAX # (215) 254-9893

tions may Rell be extended to other plaintiffs' attorney group m Northern the warning and the recommendation
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South Africa 1979, it was not until 1986 that for- to insurers South African insurers were but we did not have full value to
eign insurers operating in South But while British companies eager to grab 420 million rand our loss limit We managed toContznued from page 45 Africa were obliged to react to in- were under no governmental ($160 7 million at current ex- cover our maximum probable loss

of RTZ Corp of London ternational political pressure pressure at the time to pull out of change rates) of premium that with the loss limit, but now we are
"In the medium term, when the against apartheid South Africa, it was impossible to flooded into the market virtually back to full value "

economy recovers and hopefully After enactment of the Compre- ignore pressure from shareholders, overnight Total premium income But, within a year, some foreign
sanctions are lifted, it will be any- hensive Anti-Apartheid Act of said Mr Hazelden of Commercial last year in the South African mar- insurers that had left tried to re-
body's guess, but there could be a 1986 in the United States and simi- Union So Commercial Union cut ket was 7 billion rand ($2.68 enter the South African market
lull period before foreign insurers lar laws in the Scandinavian coun- its stake in Cape Town-based com- billion at current exchange rates), London insurance sources sayreturn," Mr Dickson said tries of Norway, Sweden, Finland posite insurer Commercial Union about 20% of which is ceded over- Scandinavian companies entered

However, given that the South and Denmark, insurers in those Assurance Co of South Africa Ltd seas as reinsurance into fronting arrangements withAfrican mining industry poses countries pulled out of South to 36% "Trade sanctions against South other insurers in E C countries tosome of the largest risks in the Africa (BI, July 25,1988) In South Africa, the terrn "com- Africa have never affected reinsur- maintain their South African busi-
world and cannot be absorbed by There were no equivalent laws posite Insurer" refers to companies ance cessions," observed the ness These arrangements still are
the small local insurance market, enacted by the European Commu- that write both non-life and life SAIA's Mr Scheeberger in force today, they saylt lS only to be expected that for- nity, which instead attempted to coverage But, given the boost to the South According to Swiss South Africaeign insurers will be interested in "discourage" companies in E C But Mr Hazelden acknowledges African insurance market in 1986, Re's Mr Keel, foreign insurersthe country, he said nations from expanding business that this was a painless procedure, South African insurers were eager were keen to target the South Afl·1-

Rodney Scheeberger, chief exec- links with South Africa and left because one of South Africa's lar- to buy the interest of U S and can market in 1988-1990 Until it
utive of the South Africa Insurance further action to individual gov- gest financial groups, the United Scandinavian insurers coming into became engulfed m a rate-cutting
Assn, is more optimistic "We ex- ernments, said an E C official in Building Society, was very eager to the market as distress sales, Mr war last year
pect the market to expand gradu- Brussels buy an interest in the company He Scheeberger said "This created Now, South African direct insur-
ally over the next few years be- However, Denmark was the only explained that the main reason for another hundred South African ers are cutting staff, and some
cause of a swiftly evolving black E C country that took such steps this was the collapse the same year millionaires," he said small insurers reportedly are in fi-
middle class, which lS financ-ally to curb business links with South of another composite insurer, AA Still, the withdrawal of foreign nancial difficulty, Mr Keel saidbetter off " Africa, and it did so as a Scandina- Mutual Insurance Assn Ltd insurers from the South African Munich Re South Africa's Mr

Although sanctions like the in- vian-rather than an E C -state The collapse of AA Mutual has market in the mid-1980s causea Kahle said the greatest rate war
ternational oil embargo were first As a result, the traditional role spawned legislation that would re- Rio Tinto some temporary prob- last year was in personal lines, re-
proposed by the Organization of of the London and German mar- form South Africa's insurance law, lems in acquiring sufficient insur- sulting in direct insurers showing a
African Unity in the late 1960s anc kets as South Africa's main rein- Including banning composite in- ance, Mr Dickson said "We used substantial loss on their net ac-
adopted by the United Nations ir. surers was strengthened, according surers (see related story) different techniques of layering, counts

"The reinsurance results are not

South African insurance changes sought exactly positive but not exactly
negative," he said

South Africa's economic prob-
By MARIA KIELMAS shareholders drawn premiums The SAIA adds that lems are caused ln part by low

In addition, two members of the • Lloyd's agents must keep sepa- Lloyd's agents should be sublect to world prices for gold, the nation's
JOHANNESBURG, South Africa board must be executifes with the rate books on their different acti- a tax greater than 25% of gross pre- chief export

-South African insurers and gov- company This recommendation or·- vities The provision does not elab- mium volume In addition, the country has to
ernment officials are discussing two ginated with the Melamet Commls- orate about this requirement • There should be no restrictions maintain a balance of payment
new draft insurance laws designed b mon, which noted that AA Mutual's • Intermediaries' commissions on payments of premiums to foreign surplus to service its $20 billion
replace the existing Insurance Act of board was not properly mformed of could not exceed 12 5% of personal reinsurers, even though the SAIA foreign debt Because of the U S
1943 The Short Term Insurance Law the company's affairs 1mes gross premium volume and 20% favors that premiums remain in anti-apartheid law and U S 1nflu-
and the Life Insurance Law • Insurers must hold technical re- of all other business South Africa ence on international lending

The term "short term" in Soutn serves equal to 15% of gross pre- • Direct insurers could not pay In written comments to the Reg- agencies, South Africa cannot tapAfrica means non-llfe insurance mium income Direct insurers may more than 50% of their premiums istrar of Insurance, the South Afn- funds from the World Bank or In-
The impetus for the new law came deduct from this an amount equal to reinsurers not registered in South can Risk & Insurance Management ternational Monetary Fund

as a result of the collapse of the AA to the reinsurance cessions to na- Africa Assn said the draft legislation would Sources say trade and lending
Mutual Insurance Assn Ltd in 1986 tional reinsurers Cessions to foreign 0 All insurers and agents would provide required levels of protection restrictions against South Africa
The laws Include recommendations reinsurers are not deductible be assessed a monthly tax of 25% for insurance buyers without overre- will not be lifted until all apart-
by the Melamet Commission, which • Insurers must hold contingency of gross premium volume gulating insurers heid laws are repealed and a newwas established to wind up AA ML- reserves equal to 10% of gross pre- The South African Insurance Assn However, it complained that constitution ts m placetual mium Income complains aoout the draft proposals • Insurers' and relnsurers' cessions European bankers also are un-Under the draft laws • The Council of Llokd's must ap- to its members In a document ob- abroad should not be limited The willing to make loans because, in

• Composite insurance companies, point two individuals-ne official tained by Bustness Insurance the Registrar of Insurance though, addition to political pressure from
which wnte life and non-hfe cover- and one alternate-to act as repre- SAIA argues that should be able to question "excessive shareholders, government require-
age, will no longer be authorized In sentatives for it and Lloyd's of Lon- • The powers granted to the Regis- overseas treaty participations," lt ments make the process unprofit-
South Africa don underwnters m South Africa trar of Insurance are too wide In- added able, said an international banker

Existing composite Insurers would • The Lloyd's representative stead, the msurance industry wants • The draft law does not address in London
have to set up separate hfe and non- would have to deposit monthly mto to set up a self-regulatory mecha- the issue of onshore captives However, the SAIA's Mr Schee-
life msurance units a trust account at a South African nism • There should be more consumer berger said a large number of for-

This provision would apply to in- bank in the name of Lloyd's an • The 130% deposit required by protection provisions elgn insurers already are eyeing asurers and reinsurers amount equal to 130% of gross pre- Lloyd's agents should be closer to • There should be an intermediary future role in the South African
• Insurers would have to appoint miums received by Lloyd's agents m 200% given that non-Lloyd's insur- self-regulatory mechanism on com- market, both by reinsuring South

two auditors m an effort to provide the country The provision does not ers have to to estabhsh a contin- missions rather than the proposed African risks and by ceding rein-
extra secunty for pollcyholders and state when the funds can be with- gency reserve equal to 10% of gross limits on commissions • surance to South African un-
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Swiss South Africa Re's Mr Keel

disagrees He said the weakness of
the rand makes it very unwise for a
South African company to acquire

Have You Seen RIMSNET® Lately? foreign liability "Quite a few di-
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risks until we get a political settle-
ment," he said
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and Mozambique " Munich Re
manages its interests in those

Risk and Botswana in particular is be-ill'"1 ill",1 1,1,"
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Societ*InG® cial center for Southern Africa be-

cause of its stable, democratic
government, as well as foreign ex-
change surplus resulting from the
country's healthy mining and live-

Continued on next page
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Continued from previous page
stock industries.

In addition, it is a stopping point
for much of the capital that has
been withdrawn from South

Africa, insurers say privately, par-
ticularly since the financial sector
in Botswana is controlled by South
Africa.

Prospects for expansion into
West African countries are less

certain, Mr. Kahle said. Although

there are increasing numbers of
contacts between South African

government ministers and officials
and their counterparts in West
African oil-producing states like
Angola and Gabon (with the aim of
initiating trade with a post-apart-
heid South Africa), insurance links
are unlikely to follow the energy
links, he said.

"These markets are controlled by
European countries," he said. I

BERMUDA

Continued from page 45
down, ostensibly, for $17,000 in un-
paid air fares.

One theory is that this action was
the proverbial straw that broke the
camel's back. Mr. Hardy recently has
been embroiled in a variety of legal
scraps. These include a defamation
suit against insurance executive Mer-
ton Segal (BI, Nov. 19, 1990), and a
fraud suit filed March 6 against Jon-
athan Crawley, a former associate,
and others (BI, March 11).

In addition, Mr. Hardy recently
reached a settlement of a mareva in-

junction that froze the assets of his
Aneco Reinsurance Co. unit, which is
running off its business (BI, March
11; Feb. 18). And, he has been bat-
tling the liquidators of his Focus In-
surance Co. subsidiary, which was
recently ordered into court super-
vised liquidation (BI, Feb. 11).

Bermuda sources cite one other

possible reason for Mr. Hardy's lack
of opposition: Forum Re's business
was secured and its clients protected
by U.S. trust funds-money that poli-
cyholders may have access to in the
event of Forum Re's liquidation.

However, Dana Rudmosc, assistant.
director of the Ohio Insurance De-

partment, said last week that one of
the mam reasons OGICO went into

liquidation was that it had placed
"lots" of reinsurance with Forum Re.

"I seem to recall we found that

between $15 million and $20 mil-
lion of OGICO reserves had been

ceded to Forum," he said. "But
Forum had taken down its letters

of credit and not replaced them with
what we considered to be acceptable
security. We also found that this
company was replete with inter-com-
pany transactions and advances to
The Group Inc.," a Concord, Mass.-
based holding company that was
controlled by Mr. Hardy and that was
OGICO's parent.

Mr. Hardy refused to comment on
the Forum Re liquidation.

Forum Re is not just any failed
business venture. It is Mr. Hardy's
personal creation, his answer to Ber-
muda financial reinsurer Pinnacle

Reinsurance Co. Ltd.

Incorporated in 1985, Forum Re
was modeled after Pinnacle, which is

regarded as a highly successful finan-
cial reinsurance subsidiary of broker
C.E. Heath P.L.C. As treasurer of

Heath until 1981, Mr. Hardy assem-
bled the tax and corporate structure
of Pinnacle.

At first writing a very limited num-
ber of financial reinsurance contracts

-mostly time-and-distance policies
-Forum Re built up both its client
base and balance sheet. In 1987, it
went on the acquisition trail. By the
end of 1988 had acquired Focus In-
surance Co. Ltd., the former Tren---
wick Reinsurance Co. Ltd., and had

bought a 22% stake in Aneco Rein-
surance Co. Ltd. It also entered into

an underwriting agreement whereby
Aneco underwrote certain captive re-
insurance business on behalf of

Forum Re (BI, April 18, 1988).
Forum Re also is believed to have

been used to help finance a string
of purchases in the United States,
starting with OGICO in June 1987.

Forum Re, through a Bermuda-
based investment subsidiary, on
March 16, 1988, launched a full

tender offer for Aneco Re. By July
1988, the takeover was complete and
Forum Re held about 72% of Aneco.

The shareholding relationships and

corporate structures have since
changed.

Currently, according to Mr. Hardy,
Aneco's parent, Forum Re Group
(Bermuda) Ltd., now owns 57% of
Forum Reinsurance Co., with the rest
held by Mr. Hardy, his Bermuda-do-
miciled family trust and Panama-
nian-registered Magnolia Trading. I
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MEWA probes tor general greater discretion m as- nal standpomt and another agency 15 the 0IG on the enforcement question sists states with multi-jurisdictional
signing duties to OIG investigators, doing a civil investigation The President's Council on Integ- Investigations

Continued from page 3 he says However, other federal agencies rity and Efficiency concurred in July Mr De La Rosa says that the m-
lem as the OIG and state msurance Under the Inspector General Act hke the Justice Department, have 1990 The eight-member council of dictments of six officials of employee
regulators become more aware of of 1978, the OIG can mvestigate alle- multilevel mvestigations going on at representatives from vanous federal leasing firm Cap Staffing Inc of
them, he says, adding that he is not gations of corruption, fraud and once, he said "You lust need a great agencies is charged with identifying, Charlotte, NC, last year is a perfect
overstatmg the problem abuse as they relate to employee ben- deal of coordination reviewing and discussing govern- example of how well state regulators

Indeed, he notes that the 0IG has efits However, the act stipulates that "What we want to do lS to make mentwide vulnerability to fraud, and the federal government can work
completed at least three criminal in- those investigations must be con- sure that the egregious cases where waste and abuse Its decisions are together on fighting the MEWA
vestigations of MEWAs and that the ducted by the OIG's Office of Labor particular actions are taken for crim- only advisory problem (BI, Dec 17, 1990)
cases have been turned over to the Racketeering mal Intent are recognized and pur- Judy Kramer, the Labor Depart- According to court papers filed by
U S Attorney's Office in Washington, As a result, Mr De La Rosa said he sued," he said ment's deputy sohcitor for planning the Office of Labor Racketeering,D C, for action is "precluded from usmg the 80-plus "If we hit them m the pocketbook and coordmation, says the sollcitor s Cap Staffmg and affiliated firms de-

Self-funded MEWAs generally are investigators m the Office of Investi- as well as threaten their freedom, office accepts Mr Kmiec's ruling frauded more than 120 businesses by
designed to offer health insurance to gations," who are charged under the then I think that we wtll reduce the Ms Kramer says it is only prac- causmg them to believe the employ-
small employers that often are unable act with investigating only alleged number of people who are mterested tical that the powers of the 0IG be ees they leased were covered by
to purchase coverage from commer- fraud or abuse by Labor Departm- m becoming cnminally involved with limited to the authority it was health insurance written by Travelers
cial Insurers or do not have the re- ent employees "I thmk that it iS a programs administered" by the granted under the 1978 Inspector Insurance Co But Travelers only
sources to self-fund their own plans disservice to the clientele out there Labor Department, he said General Act provided claims administration ser-

However, there has been a growing that are suffering the abuse of these Currently, "there is no deterrent If the OIG were given the broader vices (BI, May 21, 1990)
problem with unscrupulous MEWA fraudulent plans that we can't put because (violators) see the civil ac- enforcement authority, then "who Cap Staffing improperly diverted
promoters These promoters offer un- more resources against them and tion and the resultmg flne as a cost would be the watchdog-who would most premiums that were to be for-
usually low premiums to entice em- protect the An·encan public as much of doing business," he said look over their shoulders to make warded to Travelers, leaving more
ployers to participate and initially as we can " Mr De La Rosa insists the OIG sure that they are domg their }ob9. than $2 million of unpaid claims,
pay small claims out from their cash Mr De La Rosa also is seeking does not want regulatory authorly she asked DOL officials said

flow But, after a time, premiums broader authority that would allow over other Labor Department agen- However, Mr De La Rosa said It also may take some federal legis-
that should be set aside for reserves the 0IG to conduct criminal and civil cies there are enough reviews, checks lation to get the job done, according
and to purchase stop-loss insurance investigations in cases that would Scott Kyle, assistant director of the and balances to ensure that we don't to Mr De La Rosa
are diverted by the promoters and the usually be handled by other Labor Texas State Board of Insurance's di- abuse our authonty or our responsi- Fraudulent MEWAs often fight
MEWAs collapse with unpaid claims Department agencies vision of unauthorized insurance, bility " state regulatory action by claiming

While many fraudulent MEWAs "I think it is Still necessary for us thinks the OIG should have the For example, the Justice Depart- that they are exempt from state laws
have been discovered in recent years to clarify the investigative respon- powers Mr De La Rosa is seeking ment gives the OIG direction during under the Employee Retirement In-
m the Southeast and Southwest, the sibilities of the OIG as being one "Somewhere in the DOL there the course of all of its investigations, come Security Act of 1974 But, by
problem is far from a regional con- that requires that we look into all should be someone with the broad and the OIG would be held account- the time the DOL can make a rulmg
cern, Mr De La Rosa says New cases areas" for which the Labor Depart- enforcement powers to help us The able to the Justice Department for or a court can decide on the legiti-
are popping up in other parts of the ment is responsible, he said "We OIG is more equated to the kind of any inappropriate practices during macy of such a claim, many MEWAs
country, says Mr De La Rosa, whose have the expertise to do so " investigations we need and are more an investigation, he explained go bankrupt or set up shop in another
plan to tackle this problem m large "Sometimes it's much easier for adequately tramed The (Pension and The OIG also answers directly to state
part is adopted from the course set by them to pursue what they know Welfare Benefits Administration i just the secretary of labor "With that ability to move inter-
Raymond Maria, who was acting in- best," which is civil violations of isn't equipped to do that," he said The OIG, the secretary of labor state, I think that it is necessary to
spector general from October 1989 to their agency regulations, he said However, both the Labor Depart- and the Justice Department's Office have some federal legislation to as-
August 1990 Mr De La Rosa says he does not ment's Office of the Sohcitor--which of Legal Counsel continue attempts sist states in controlling the prob-

Neither state nor federal regulators see as many cnminal mvestigations acts as the department's general to resolve the issue, Mr De La Rosa lem," Mr De La Rosa said
have any idea how many MEWAs are as there should be, mainly because of counsel-and the Office of Legal said Last October, for example, the
operational and how many lives they the inexperience of investigators Counsel at the Justice Department- But, Ms Kramer belleves that only Labor Department recommended
cover, according to Mr De La Rosa hired by various Labor Department which mediates mteragency disputes an amendment to existing law could that MEWAs be required to register

And, the varying levels of MEWA agencies to conduct comphance-type for federal departments-oppose Mr give the OIG the authority it wants with the department (BI, May 21,
regulation among the states also audits to recognize criminal activity De La Rosa's plan Others are neutral m the debate 1990)
make fraudulent plans difficult to Mr De La Rosa says the result In a March 1989 opinion, requested 'TIn just a country lawyer-I don't The NAIC supports the recommen-
uncover, he says could be overlapping investigations by Actmg Labor Department Sohci- get involved with interagency dis- dation

A key initial step m handlmg the among agencies, particularly if the tor Jeny Thorn, Assistant Attorney putes All I want is the resources out "If we could ever establish a reg-
problem should be giving the inspec- OIG is looking at a case from a crimi- General Douglas Kmlec ruled against of the DOL to help me do my Job It 1Stry of DOL plans and a similar reg-

doesn't matter to me which agency istry for state plans, we can eliminate
they come from as long as they are much of the dispute over jurisdic-
available," said James E Long, presi- tion," said Mr Long of North Caro-
dent of the National Assn of Insar- lina

Tbis announcement appears as a matter of record only. ance Commissioners and North Caro- "Its a wonderful step in the right
hna insurance commissioner direction," said Oklahoma Deputy

"That's an issue that I think is Insurance Commissioner Burt Mar-

January 1991 best left up to the Office of Legal shall in Oklahoma City
Counsel and the Justice Depart- State insurance regulators ac-
ment," said Christopher Bowlin, as- knowledge the improvement m their
sociate director of employee benefits relationship with the OIG and their
and compensation at the National MEWA investigations during the ten-
Assn of Manufacturers m Washmg- ures of Messrs Maria and De La

$22,201,200
ton, D C Rosa

Mr De La Rosa also wants OIG "In the last two years we have
investigators to have the same crum- have seen a great deal of mforma-
nal investigative authority as Invest- tion and support from the Depart-
gators in other federal departments ment of Labor and, in particular, the
to execute warrants, make arrests Office of the Inspector General," Mr

DISCOVER RE MANAGERS, INC. and carry guns without bemg depu- Long said
tized by the Justice Department "The information sharing has been

Investigators for the Customs Ser- a great deal of help to us at the state
vice, the Internal Revenue Service, level and we have a regular dialogue
and the Drug Enforcement Adminis- with the OIG," he said
tration have these powers, he pomted Mr Marshall of the Oklahoma de-

$16,184,100 out "We do not have this law en- partment agreed "I would concur
forcement empowerment, and that that there has been an improvement
hampers our ability to perform as ef- within the last two years "Class A Convertible Preferred Stock fectively and efficiently as we could " After Mr Maria started to "express

Rep Harley O Staggers Jr, D- his concerns and publicizing his posi-

$4,017,100 W Va, this month introduced legisla- tion on MEWAs, we immediately
tion, H R 1361, that would give OIG began to get information" about
Investigators those powers The bill MEWAs from the OIG, said Mr KyleClass A Convertible Non-Voting Preferred Stock has eight co-sponsors of the Texas State Board "Now we

He introduced almost identical leg- have a good working relationship,"

$2,000,000
islation-H R 4149-last Congress he said
with more than 32 co-sponsors How- Before then, however, there was
ever, no Committee action was taken little interaction or assistance from

11% Senior Notes Due 1998 Mr De La Rosa also envisions the OIG, Mr Kyle said
greater cooperation between the OIG "Up until one-and-a-half yearsWarrant to Purchase 10,072 Shares of Common Stock and state Insurance departments ago, not to my knowledge have we

If federal and state regulators are had a relationship with the OIG I
going to stop MEWA fraud, ' lt'S would say that cooperation and in-
gomg to take a consolidated effort, terest was minimal," he said
it's going to take a high degree of co- Mr Marshall of the Oklahoma de-

The undersigned acted as exclusive agent in tbe operation, and its going to take a partment remembers sending state
pnvate placement of these securities. willingness to recognize that the msurance representatives to the OIG

(MEWA) problem is m fact severe to ask for help with MEWA problems
and national in scope," he said and coming back empty-handed be-

Northington For example, he plans to contmue fore Mr Maria's tenure
a program Mr Maria Initiated under However, while Oklahoma's con-
which the OIG conducts educational tact with the OIG is "fairly exten-

Capital Markets, Inc. sermnars for state insurance depart- sive" now, the agency should not rest
ment investigators on patterns to on its laurels, Mr Marshall said
look for that might mdicate criminal "Our positlon is to keep worlong
behavior m MEWAs on it They are not where they should

The OIG also is continuing another be with their performance " Mr De
program Mr Maria initiated that as- Continued on next page
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De La Rosa prefers quieter approach
WASHINGTON-Labor Depart-

ment Inspector General Julian De La
Rosa supports much of the plan of
action outlined by his predecessor.

Yet he tries not to compare himself
to his outspoken predecessor, Ray-
mond Maria, or others that have held
the office.

"I have taken the position that the
issues will define what it is that I do,
and if th€ issues are clear-cut and

well-established, then I will pursue
them," he said.

Mr. De La Rosa says he takes a
quieter approach than his predeces-
sor did.

His handling of outside criminal
investigations is one example. The
office, he says, is now more willing to
sit down and discuss its authority to
handle the investigations with other
agencies within the department.

"However, if we feel very strongly
about our position and we cannot
achieve some mutual understanding
with the other agency, then we will
publish our position" without hes-
itation in the OIG's semi-annual

report to the labor secretary that

Study MEWAs,
official suggests

WASHINGTON-Julian De La

Rosa has a simple message for com-
panies entering into multiple em-
ployer welfare arrangements: Buyer
beware.

"The warning that we give is:
'When you are presented with an in-
surance plan that does seern to be
more than you would normally ex-
pect to receive from anyone else, re-
search it very carefully; " said Mr.
De La Rosa, the U.S. Labor Depart-
ment's inspector general.

"Consumers must be aware of what

the plan is offering and what they are
paying for. All these things can no
longer be taken for granted," he said.

He also advises employers to:
• Know the broker they are deal-

ing with.
• Check with the state insurance

commissioner to determine the his-

tory of the plan, its reserve level and
whether there is a reinsurance mech-

anism to fall back on in case of cata-

strophic events.
• Investigate the background of

the plan.
• Insist that the terms of the plan

are very carefully and clearly ex-
plained so there is a full awareness of
what the policyholder is receiving.

-By Adrienne C. Locke

MEWA probes
Continued from previous page
La Rosa explained that the "limited"
budget of the OIG prevents him from
doing as much as he would like.

For example, he would like to open
an Office of Labor Racketeering in
Texas, but the OIG lacks funding and
Office of Labor Racketeering lacks
the staff to do so. Instead, he has
temporarily reassigned investigators
from other OIG offices in Texas to

investigate employee benefits-related
fraud in the state.

"With those limited resources, we
can only do so much. We try to focus
on issues that most affect the major
labor programs and might have to
leave some other things uncovered
because of the lack of resources," he
said.

The OIG is asking for a $51.3 mil-
lion budget for fiscal 1992, which
begins Oct. 1., a 5.2% increase from
$48.8 million during fiscal 1991. The
DOL's total 1992 budget request is
$33.2 billion. The OIG's budget was
increased 3.6% in 1991 and 3% in

1990.

The OIG has 553 personnel, 196
of whom are investigators. Although
overall staff has grown slightly from
547 since 19E9, the number of inves-
tigators has remained the same. •

is publicly available.
"I will not accommodate for the

sake of merely appearing to be a
good fellow," he said.

As an FBI agent, Mr. De La Rosa
says, he gained a reputation for being
"tenacious and aggressive." Having
broken in as a special agent m San
Antonio in 1959, he retired 30 years
later as agent-in-charge in St. Louis.

After that, Mr. De La Rosa was ap-
pointed to the Board of Police Com-
missioners in St. Louis.

"It is the IG's job to keep everyone
on their toes, and he is doing that and
in a very professionally manner,"
said David G. Ball, the assistant sec-
retary of labor who heads the Pen-
sion Welfare Benefit Administration.

He calls Mr. De La Rosa's ap-
proach much more "measured and
reasonable" than Mr. Maria's.

"One major thing that I have seen
recently is that he has been very con-

structive. There was a time when the

0IG took a very high profile ap-
proach and made allegations that
were simply not supportable," Mr.
Ball said.

Charges in a 1990 report, for ex-
ample, still rankle many observers.
Warning of potential widescale pen-
sion fraud, Mr. Maria drew an anal-
ogy between pension plan regulation
and auditing practices and those of
savings and loans.

Charging that Mr. Maria "hyped"
his claims, Mr. Ball asserts that
"there is no evidence to support that
allegation. Pension liabilities have
little to do with criminal activities-a

fact that Mr. Maria did not point out.
Those and other remarks by Mr.

Maria "probably weren't the most
productive for the pension industry,"
agreed Christopher Bowlin, associate
director of employee benefits and
compensation at the National Assn.

of Manufactures in Washington, D.C.
"They generated a lot of unneces-

sary concern from beneficiaries"
about the safety of their benefits.

But, Mr. De La Rosa defends the
statement. Mr. Maria said "that there

needs to be a greater regulation, a
greater alertness and awareness of
the condition of our pension funds to
ensure that those funds don't fall

jeopardy to the same problems we
saw in the S&L industry. I think
those concerns are still valid."

Mr. De La Rosa adds that "we have

a history of taking our fiduciary re-
sponsibilities for granted. We pre-
sume that somebody is taking care of
it and, as a result, we have to be more
concerned about our investments in

our individual plans, who is monitor-
ing these plans, whether they are in
good hands, and whether they are
properly guarded."

According to Mr. Maria, the state-

EDS ANALYSIS

ment was blown out of proportion.
The 0IG drew the same parallels

about pension regulation that the
General Accounting Office drew in a
study of S&L failures in the South-
west, said Mr. Maria, who now is a
partner with the Washington, D.C.-
based Philip Manuel Resource Group
Ltd., which specializes in investiga-
tions, asset recovery and litigation
support for corporate victims of
fraud and misrepresentation.

"The patterns they found were the
patterns we found," Mr. Maria said.

Despite this difference in opinion,
Mr. Ball-recalling somewhat adver-
sarial relations with Mr. Maria-calls

working with his successor a "re-
freshing change."

Mr. De La Rosa "is not exaggerat-
ing, and not hyping. He has a job to
do and is going about it in a reason-
able, responsible way," Mr. Ball said.

-By Adrienne C Locke

661'm about to do what I said
I'd never do again:'

Remember the last soft market? Plenty of capacity at low rates
and lots of reinsurers ready to write it. Then the market hardened
and many reinsurers disappeared.

Think long term. Choose a relationship that will outlast the under-
writing cycles. Think American Re.

Our Whole Account Concept provides a dynamic, integrated
approach to client service: A Needs Analysis, A Multidisciplined
Team, Customized Solutions.

Call: (609) 275-2100 THE WHOLE ACCOUNT CONCEPL

FAMERICANRE-INSURANCE COMPANY
American Re Plaza, 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
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Oregon plan treating acute conditions that are ministrator of the Insurance Pool viduals But, if a benefit mandate going to be better off," Mr Nieu-
fatal, where treatment often leads Governing Board, which oversees lS triggered in 1994, the pool Will buurt said

Cont:nued from page l to full recovery, maternity care, the small-business program The have to be expanded because some Referring to ERISA, he added, "a
benefits in the state is one reason and preventive care for children insurers in the program are Blue employees will not be able to ob- federal requirement that started 25
even smaller employers in Oregon The lowest-ranking categories Cross & Blue Shield of Oregon, tain coverage under the prioritized years ago for pension plans
seek to self-insure their health care are "non-fatal conditions or self- Greater Oregon Health Service benefit plan, Mr King said shouldn't get in the way, especially
benefits, points out Jeffrey Fur. limiting conditions where treat- Inc, National Dental Health, Good However, "insurance reform" since the feds have told the states
nish, manager of The Wyatt Co 's ment would provide minimum or Health Plan of Oregon, PACC legislation is expected to be intro- to solve the problem of health
Portland office no improvement in the quality of Health Plan, Preferred Health duced that would require health care "

However, while large employers life," said commission member Dr Northwest, a ioint venture of BC/ insurers in the state to make cover- Hawaii so far lS the only state
may not have much to fear from Paul Kirk, professor and chairman BS of Oregon and Capitol Health age available to some individuals that is exempted from the ERISA
the implementation of the Oregon of the Department of Obstetrics Care, and Kaiser Permanente Med- who now must obtain coverage provision pre-empting state regu-
plan, small employers have a lot to and Gynecology at Oregon Health ical Care Program from the high-risk pool, he said lation

lose, said Joe Gilliam, Oregon Sciences University m Portland About 1,825 employers now par- Not all Oregon employers oppose But consultants are cautious
director for the National Federa- For example, the lowest-ranking ticipate in the small-business a mandate on employers in the about the proposed waiver of
tion of Independent Business in category of service on the list is life health insurance program, provid- state-including those with self- ERISA pre-emption
Salem, which represents 15,000 support for infants born with se- ing coverage to about 7,500 em- insured benefits-to either provide "I would hope that any removal
small businesses in the state The vere deformities of the brain ployees and dependents, accor ding a basic package of health benefits of ERISA pre-emption would be a
costs of a universal health-care Actuaries are currently pricing to Mr King or pay the state to do so, a business limited one" and not leave self-in-
mandate would be "crushing to the 800 items on the list, and their To encourage more small busin- lobbying group says sured employers vulnerable to
small business," he said report will be sent to the Legisla- esses to voluntarily provide cover- Associated Oregon Industiies- other state benefit mandates, said

The Oregon Basic Health Ser- ture next month, which will then age, the Insurance Pool Governing which represents 1,800 large com- TPF&C's Mr Post
vices Act, introduced by state Sen- determine what services will be Board has recommended that the panies in the state, employing "My thinking at the moment is
ate President John Kitzhaber, D- funded under Medicaid program also be made available to about 50% of Oregon s private that the self-insured companies
Roseburg, was enacted in 1989 However, before Oregon can businesses employing 25 to 50 workforce-"has certainly raised would prefer to see how this plays
The act is being implemented limit the services it provides under workers, said Ed Nieubuurt, chair- the eyebrows of a number of our out before they give up their
through three interrelated pieces Medicaid, the state must obtain a man of the Insurance Pool Gov- sister associations across the na- ERISA exemption," said Dr Roger
of legislation-S B 27, S B 935 waiver from the federal govern- erning Board and employee bene- tion," since "employers don't like Taylor, national leader of health
and S B 534 ment to suspend certain federal fits manager of Tektronix Inc, an being 'required' to do anything," care consulting for The Wyatt Co

S B 27 authorized revamping rules that govern the services that electronic equipment manufac- said Karl Frederick, the AOI's vp in Washington, D C
the state's Medicaid program to must be provided under Medicaid turer in Beaverton and director of legislation If the Oregon plan "can notice-
extend eligibility to families liv- A second component of the Ore- In addition to creating the small- But the AOI notes that most ably result in better access and
ing at 100% of the federal poverty g0n Basic Health Services Act, S B business health plan, S B 935 also large employers in the state al- cost control without undue cost
level Currently only those whose 935, created a small-business stipulated that if 150,000 addi- ready provide richer benefits tnan shifting to the private sector, we
income is lower than 58% of the health insurance program in tional Oregonians are not covered would be required by a mandated will see a fair amount of support
federal poverty level are eligible which businesses employing 25 or by health insurance by October basic package, particularly one developing for universal applica-

S B 27 also created the commis- fewer workers can buy a "bare- 1993, all employers in the state that mcorporates the pnontized hon in the state," he said
sion that lS reviewing health ser- bones" health insurance plan-ex- that do not provide health inst.r- list of services And since employers "don't have
vices and ranking them in order of empt from state benefit mandates ance will be required to pay a pay- In adaition, many employers be- any models or solutions for the
importance To obtain funding for -from one of seven insurance roll tax beginning in 1994 The lieve the mandate will eliminate problem of 20% annual increases in
the increased number of people eli- companies selected by the state proceeds of the tax would be used cost-shifting, which is driving up health care costs, they shouldn't be
gible for Medicaid under the bill, Small employers participating in by the state to purchase the cover- premiums for employers that pro- afraid of the fact that this is an ex-
the measure calls for the Legisla- the program also receive tax cred- age for non-covered employees (BI, vide coverage periment," Dr Taylor maintained
ture to cut off Medicaid funding its, which began at $25 per en- June 19, 1989) "Most of the clients Be talked to Nevertheless, Wyatt's Mr Fur-
for lowest-ranked services rolled employee in 1989 The cred- Since most observers do not ex- don't really have a problem" with rush cautions that a prioritized list

The prioritized list was released its are now $18 75 per employee pect the deadline to be met, the the Oregon plan, said Laird Post, of services originally developed for
last month by the commission and and will be scaled down to $6 25 clause effectively mandates that group practice leader in the Seattle Medicaid that will undergo peri-
ranks health services "according to per employee in 1993 employers will provide coverage or office of benefit consultant oclie revision might not be a good
their benefit to the entire popula- Each of the seven insurers pro- pay for the state to provide it TPF&C, a unit of Towers, Perrin, fit for employers The priority list
tion," according to the state vides a different benefit package The payroll tax would be calcu- Forster & Crosby Inc is scheduled to be updated every

Among the categories of services for the small-business program, lated so that employers pay 75% of Mr Post characterized the Ore- two years
ranking high on the list are those said Howard "Rocky" King, ad- employee premiums and 50% of gon plan as "a neat, aggressive ap- Since many employers want to

dependent premiums for basic proach to managing health care in offer catastrophic coverage and the
benefit coverage The coverage a proactive way," adding, "I would prioritized list emphasizes preven-
purchased by the state would con- think most ma]or employers would tive care, Mr Furnish noted, "em-
form to the basic benefit package embrace this kind of effort " ployer priorities tend to stand the
that the Legislature plans to de- "Self-insureds already provide list on its head "

.. velop from the priority list their employees benefits that are Besides, "as they determine the

... Another part of the Oregon Basic far beyond" those in the proposed list of priorities, the (cut-off) line
Health Services Act, S B 534, basic package, said Lowell Inch- can move up and down the list

... made a high-risk health insurance tenberg, principal and head of the from year to year, so you can abso-
... pool in Oregon a state agency The Portland, Ore, office of William M lutely have situations where a pro-
.. pool was created in 1987 to provide Mercer Inc cedure is covered one year and not

coverage for individuals consid- And, some self-insured employ- the next," he explained That is not
ered uninsurable because of pre- ers in the state even support the standard practice with employer-
existing health conditions effort to waive ERISA pre-emp- provided insurance coverage, he

STOCKHOLM The high-risk pool is funded par- tion of state regulation of self-in- said
tially by the state and partially by sured plans, according to Mr ' ' Another point the scheme
assessments on insurers and poli- Nieubuurt of Tektronix, which misses," maintains Mr Furnish, "is

MANAGEMENT LTD. eyholders The premium for the self-insures ltS health care bene- that Medicaid pays in full and vir-
high-risk coverage, though, is lim- fits tually all employers have deduct-
ited under its original charter to "Large employers are continuing ibles and co-pays " Mr Furnish

BERMUDA 150% of the average premium for to carry the freight for all she un- said he wonders how that differ-
health coverage in the state insured, and they feel if the state ence will be worked out

The pool now writes about 1,000 can pl.t a well-structured state- Another consideration for em-
(FORMERLY REGATTA MANAGEMENT LTD)

policies covering about 1,200 indi- wide program in effect, they're Continued on next page
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Continued from previous page
ployers, he said, is that limiting
funds for certain types of medical
procedures, especially "where
treatments are more rare and ex-

otic," may force some medical spe-
cialists to leave the state.

That will result in an accessibil-

ity problem for employees covered
by private health insurance plans,
he contended.

But Dr. Kirk of the Oregon
Health Sciences University coun-
tered that the prioritized list
would not cut off any one category
of physician. No category of spe-
cialists would need to leave the

state to maintain a volume prac-
tice, he maintained.

Tektronix' Mr. Nieubuurt agreed
that the withdrawal of Medicaid

funding for certain services would
not have a major impact on any
health care specialty, since Medic-
aid recipients are and will be a
small percentage of the popula-
tion.

And, Larry Leisure, a vp with
TPF&C in San Francisco, said Ore-

gonians are "a fairly mobile popu-
lation," and those that may need
services not performed in the state
"will go over to Seattle" in neigh-
boring Washington state.

"It's theoretically possible that
some services will leave the state,
but certain services are so rare, I'm

not sure that every state needs the
service," Wyatt's Dr. Taylor said.

Several such services, like those
for treating specialized spinal cord
injuries, already are only available
on a regional basis, he added.

"It's time in America that we

learn to share services between

communities. Right now we have
so much unnecessary duplication,
we have a fair amount of room to

move before we have to worry
about being in trouble," he said.

The economics of the Oregon
plan "will force a concentration of
certain rare services," Dr. Taylor
said. "But, in terms of availability
and quality of care, studies have
shown that the more those services

are concentrated, the better they
(providers) get at it."

"Some services may not be reim-
bursed, but the practice of health
care will not be adversely af-
fected" by implementing the prior-
ity list, said Paige Sipes-Metzler,
executive director of the Oregon
Health Services Commission.

"The whole program will have a
strong emphasis on quality of care
and it will be monitored care-

fully," she said. "The list will be
revised every two years, so if prob-
lems arise, they can be quickly
corrected."

Physicians in the state do not
believe that applying the priority
list would adversely affect the
quality of health care delivery in
the state, according to Scott Gal-
lant, director of government affairs
at the Oregon Medical Assn. in
Portland.

"Often physicians will provide
services though they may not be
compensated for them," Mr. Gal-
lant pointed out. About $240 mil-
lion in uncompensated health care
services are provided in Oregon
annually, he said.

"For a little state like ours with a

population of 2.8 million, that's
significant," Mr. Gallant said.

While providing care not covered
by Medicaid under the priority
system would create costs eligible
for cost-shifting to employers,
others don't think that will be a

problem.
Mr. Lichtenberg of Mercer con-

tends that health care providers
will receive more compensation
because they will be providing care
to new Medicaid beneficiaries-an

estimated 60,000 to 120,000 peo-
ple.

The NFIB's Mr. Gilliam, how-

ever, maintains the Oregon plan is
"missing the point, because you've
got to address the cost of services
from doctors and hospitals before
you increase access to the system."

Mr. Gilliam noted that in the last

six months in Oregon, health in-
surance premiums for small busin-
esses insured by Blue Cross & Blue
Shield Assn. plans increased 34%.
"You can bet they will be even
higher in 1994," when the em-
ployer benefit mandate would be
triggered, he said.

Most employers represented by
the NFIB choose not to participate
in the small business program
under S.B. 935, even though they
meet the size requirements, he
said. On average, businesses repre-
sented by the NFIB employ 12 peo-
ple and generate revenues of about
$400,000 annually, he said.

Mr. Gilliam said that the policies
offered by the seven insurers under
S.B. 935 were "hard to work with."

Some insurers required "deduct-
ibles of $3,000 to $5,000 for some
people," he said.

"The managed care programs
(offered under S.B. 935) are good,
but they're only available in the
Portland area," he noted.

The payroll tax to fund coverage

for uninsured employees will eat
into small employers' already-thin
profit margins, Mr. Gilliam also
asserted.

Meanwhile, refinements of the
Oregon law already are in the
works, according to Mark Gibson,
executive assistant to Sen. Kitz-

haber. "Housekeeping" legislation
"to ensure there are no situations

where we will not be able to imple-
ment" the Oregon Basic Health
Services Act is being drafted, he
said.

That will include "making sure
sufficient mechanisms are in place
to provide coverage for part-time
and seasonal workers" under S.B.

27, he explained.
S.B. 935 will be "further re-

fined" with "small-group insur-
ance reform" legislation designed
"to make the administration and

availability of the basic package
more efficient," Mr. Gibson said.

"Mostly what we want to do is
move the insurance industry back
into the premise of spreading risk

DuSlnesS insu·runce, Marcn 16, 1331 / 00

instead of avoiding it," he said.
That will involve "requiring in-

surers to sell policies by removing
ways they can avoid doing so-
such as pre-existing conditions,"
Mr. Gibson explained.

In addition, legislation, S.B. 790,
was introduced last month in the

state Senate that would create a

single payer, Canadian-style
health plan for Oregon to take ef-
feet in January 1994.

Sponsored by the Oregon Health
Action Campaign, a coalition of
labor, senior and community
groups, S.B. 790 calls for the crea-
tion of a 17-member Oregon Health
Board that would administer a sin-

gle-payer system that "consoli-
dates collection and dispersal of
health care dollars," according to
Oregon Health Action Campaign
documents.

The system would be funded
through employer and employee
insurance premiums; assessments
on non-earned income, including
rent and interest; and a pooling of

NEEDS ANALYSIS

GGif Only lknew
what I needed"

state and federal health care dol-

lars, including Medicare and Med-
icaid funds, according to the docu-
ments.

S.B. 790, dubbed the Health Care

for All Act, "builds from compo-
nents" of the Oregon Basic Health
Services Act "and solves its two

glaring omissions: cost-contain-
ment and the inequities of the pri-
vate health insurance market," the
Oregon Health Action Campaign
said.

Another piece of related legisla-
tion still in draft form is a bill that

would set up an Oregon Health
Care Authority to be "chaired by
the governor to better coordinate
and give direction to the various
health programs in the state," Tek-
tronix' Mr. Nieubuurt said.

A tax of less than 0.01% of pay-
roll, levied equally against employ-
ers and employees, was proposed
to pay for that authority as well as
for operating the small-business
program and the high-risk pool, he
explained. I
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24-hour coverage sured individuals diac ailments, he said "You are talking about restruc- of Insurance Joseph Edwards
Implementing 24-hour coverage Adoption of an integrated health turing the social contract" by lIn- However, Ecward Welch, former

Continued from page 3 would mean that employers that do care/workers comp system-simi- plementing provisions like deduct- director of the Michigan Bureau of
24-hour coverage, Mr Victor asked not now offer health care coverage lar to Canada's-in the United 1bles and coinsurance require- Workers' Compensation Disability,
the discussion participants to pre- to their workers would have to States would meet "the moral and ments for medical care for inlured questioned the need for rate regu-
tend they were advising a new gov- offer a health care plan economic imperatives" of provid- workers, said Mr Elisburg lation for 24-hour coverage
ernor-from the hypothetical state • Containing cos ts through ing for all citizens' health care Such a trade-off by employees Providing 24-hour coverage may
of "New Logic"-who wants to greater utilization review and em- needs with less duplication of ser- may require changes in the exclu- be "a real problem" for small em-
know if the concept of 24-hour ployee cost sharing vices and at less cost, said Dr Ro- sive remedy doctrine in state work- ployers, Frank B Hall's Mr Grant
coverage is worth considering in For example, under some 24- bert Elgie, chairman of Ontario's ers compensation laws, especially said For example, some small em-
light of the state's problems The hour coverage proposals, like one Workers' Compensation Board when an employer's actions in ployers do not now offer group
state's problems include a fiscal included in a Florida workers com- However, public officials need to some way contribute to a worker's health care benefits
crisis, rising health care costs, a pensation law passed last year, em- engage in extensive "consensus injury, he added In addition, such a program
growing number of individuals ployees injured on the Job would be building" before considering any Under exclusive remedy provi- could be "a false solution" to the
without health insurance, the need responsible for deductibles and co- radical new plan, he said sions in workers comp laws, em- workers comp and health care cri-
for workers compensation reform payments when they seek medical Several participants were ployees generally give up their sis because the cost savings are
and the need to keep the state com- treatment (see story, page 56) equally vocal in airing the obsta- right to sue employers for work- questionable, said William C Al-
petitive with other states in at- Currently, employees do not pay cles to-and disadvantages of-a place injuries in exchange for drich, vp-government affairs for
tracting business workers comp benefits Hartford Insurance Group in Hart-

For the sake of the discussion, 1
In addition,'implementing 24- ford, Conn

Mr Victor defined "24-hour" cov- 'Working people see 24-hour coverage as a hour coverage would require a A move to 24-hour coverage may
erage as a broad, new, privately

euphemism for takeaways,' says Donald E. long-term commitment of funds "jeopardize" safety incentives,
financed program that provides and may create a need for a which the workers comp insurance
medical and disability benefits to Elisburg, executive director of the "health ombudsman" or some pricing system now provides, and
ailing individuals, without regard other neutral party to resolve dis- dilute efforts to collect data that
to whether their inlury or illness is Occupational Health Foundation in Washington, putes, Mr Elisburg said help pinpoint what drives the costs
work-related D.C., which is funded by the AFL-CIO. Also, a state vs federal regula- 1n the system, he added

In addition, he said federal pro- tory conflict could emerge because A switch to 24-hour coverage
grams like Social Security should • - the group health insurance compo- also could mean an upheaval in the
be considered primary sources of nent of 24-hour coverage currently way insurers regulators and ad-
recovery, if applicable for medical care for lob-related in- 24-hour approach is regulated under the federal Em- ministrators do their jobs, Mr Al-

Nearly all of the 13 people parti- juries Problems with adopting a 24- ployee Retirement Income Security drich said
cipating in the discussion said 24- Other participants .n the discus- hour coverage plan, according to Act, while the workers compensa- Public officials should focus on
hour coverage was topical enough sion cited other advantages to 24- Mr Burton, Include tion portion is the province of state the core problems m workers com-
that the governor should consider hour programs • Convincing insurers, lawyers, regulators, said Oregon state Rep pensation systems before deciding
it and its potential advantages Polaroid Corp in Cambridge, doctors and others m the workers James Edmunson, D-Eugene to convert to a new structure,

However, several critics empha- Mass, offers generous disability comp arena to change the way they It is not clear if 24-hour coverage though 24-hour coverage could be
sized the disadvantages of consid- benefits for both work-related and have traditionally done business plans regulated by the states would politically attractive, he said
ering 24-hour coverage, including non-work-related injuries, result- "This may be the biggest obs-a- run afo.11 of ERISA, which gen- The "worst tragedy" would be lf
diverting public officials from con- ing in unspecified cost savings cle," Mr Burton said erally pre-empts state laws gov- an opportunity for real workers
stdering the root causes of prob- from a reduction m litigation and • Uncertainty about cost savings erning employee benefit plans comp reform were lost because
lems within the workers compen- an increase in employee loyalty, under such a plan In addition, assuming that the public officials concentrated on
sation system said Galt Grant, Polaroid's former While administrative costs de- 24-hour coverage lS mandated, the such a questionable proposal, he

Twenty-four hour coverage "is risk manager Mr Galt is now a vp cline, the availability of coverage state would have to oversee the added
worth thinking about, although with broker Frank B Hall & Co with few questions asked may in- cost of -he insurance product and However, Mr Burton and other
(the governor) should do this very Inc in Boston crease the number of cases in the many state regulators do not now speakers at the conference urged
cautiously," said John F Burton Thomas J McCauley, director of system regulate health insurance rates that states implement pilot pro-
Jr , director of the Institute of workers compensation and reha- • Difficulty, especially among charged to many employers, grams to test the feasibility of 24-
Management and Labor Relations bilitation services for San Fran- workers, in adjusting to a system pointed out Maine Superintendent hour coverage programs .

at Rutgers University in New cisco-based Pacific Bell, a subsidi- that no longer gives individuals in-
Brunswick, NJ, and a workers ary of Pacific Telesis Group, said jured on the job special treatment
comp consultant experience with a similar disabil- -like the absence of deductibles Institute helpingSome of the advantages of 24- ity program covering occupational and copayments for medical care
hour coverage, according to Mr and non-occupational injuries However, Keith T Bateman, as-
Burton, include made him "enthusiastic" about sociate vp of the Alliance of

• Eliminating the burden of de- considering 24-hour coverage American Insurers in Schaumburg, states formulate
termining whether an inlury or 111- In addition, Philadelphia-based Ill, said most 24-hour coverage
ness is work-related CIGNA Corp has found that inte- proposals still give injured workers

This determination will become grating the processing of medical some type of special treatment comp payments
increasingly difficult as ailments claims for workers comp and group Other also voiced criticisms and
like cumulative trauma disorders health claims for clients can save concerns
increase, Mr Burton said money in several ways, Including "Working people see 24-hour CAMBRIDGE, Mass -State offi- and Iowa-award TTD benefits of

Eliminating the need for such a eliminating duplicate payments coverage as a euphemism for ta- cials interested in determining an 80% of an employee's aftertax
determination should reduce liti- and lowering claims settlement keaways," said Donald E Elis- appropriate maximum benefit for earnings That scheme can help
gation and related "friction" costs costs, said Senior Vp John S Plis burg, executive director of tne Oc- inJured workers with temporary lower-paid workers while still giv-
and may result in "some substan- This holds especially true for cupational Health Foundation in total disabilities can obtain help ing higher-paid employees an in-
tial cost savings," he said difficult-and often expensive- Washington, DC, which lS funded from the Workers Compensation centive to return to work

• Providing coverage for unin- claims like back injuries and car- by the AFL-CIO Research Institute A WCRI study found that the
The non-profit organization lS spendable approach was "much

volunteering to run computer anal- more equitable," Mr Victor said
yses of existing or proposed benefit However, he pointed out that the66.'ri

i ime Is Money" outcomes, said Richard A Victor, study had limitations, like exclud-
executive director of the Cam- ing workers with large families
bridge, Mass -based group and those whose injuries lasted

Temporary total benefits are more than one yearRentmninFranklin /,55;>
paid after a state-specific waiting Several states, including Califor-
period as long as an injured em- nia, New York and Texas, raised
ployee is totally-but temporarily TTD maximums significantly be-
-disabled and unable to work tween 1988 and 1990, Mr Victor10 The typical temporary total dis- said

i

ability lasts four weeks Texas raised the maximum byf /.0 P ..iA
Establishing an appropriate 80% to $428 from $238 at the start

maximum benefit is important if a of this year That figure is now
state wants to offer benefits that equal to about 100% of the state's
are adequate and equitable while average weekly wage, up from
still preserving an incentive for an about 60%

FroMf¥*udgiational ' injured employee to return to That law has done "a remarkable

corporation
work job," Mr Victor said Nearly all

In its analysis, the WCRI uses the employees with temporary totalproblems that- ' concept of "replacement rate," injuries now have 90% to 100% of
For that which is "the percentage of a their purchasing power replaced

worker's aftertax income replaced Previously, one-third of these em-insurance professi* A.'i n.
by tax-free workers compensation ployees received either unusually144£47,8your needs, handle c 7 Y ./
benefits " low or unusually high benefits

problems quickly. According to Mr Victor, the rate Pressure for change could also beAt Continental Unde;9**ha :*2iZU%11-R;;itky23*seY>9:=5352 -' , is a way to measure the amount of felt in states with high maximum
an injured worker s lost purchas- benefits like Maine, New Hamp-we save time and money by*ii=i.agipa=tieg Ehe St-t645-47229&414*i "ttf ing power that lS replaced by shire, Vermont, Connecticut andunusual, by developing fairkilinditton€#16931:4218-1*4-' -4 '39 workers compensation benefits Illinois

advance to cover complex *i*#Adiual '
marine risks. Our rates :arU*patitit*5

Most states pay TTD benefi:s of Or, pressures may build where
two-thirds of an employee s gross maximum benefits are low Cal-
pretax earnings, up to the maxi- ifornia, New Mexico, Oklahoma,Our reputation is well esta•*' 'ed. r ·

Invest 15 minutes in .-•. toda,r. mum That may result in inade- Kansas Missouri, Arkansas Loui-
quate compensation to lower-paid siana, Mississippi, Georgia, Indi-Call the marine insurance IlEIEalist; t ncorii,ond61¥83iloyd*s of Ldiden» * workers and overly generous com- ana and Delaware
pensation to a few higher-paic And other factors could promptContinental Underwriters *RI 1 k. (5041898:53O9BC07£:-(504)98-5]i11*4- workers, who may receive more changes in :emporary total injury
than 100% of their gross annual benefits in Washington, Minnesota,
earnings after taxes Ohio and Pennsylvania, said Mr

Three states-Michigan, Alaska Victor .
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Alliance report cool on 24.hour coverage
By MEG FLETCHER

SCHAUMBURG, Ill.-The Alli-
ance of American Insurers advo-

cates improving the existing work-
ers compensation rather than
replacing it with any type of "24-
hour coverage."

Proposals for 24-hour coverage
vary widely, but generally attempt
to dissolve the boundary between
occupational and non-occupa-
tional accidents and/or diseases,
according to an Alliance report, ti-
tled "Twenty-four Hour Coverage:
An Analysis and Report About
Current Developments."

While the concept of 24-hour |
coverage "just sounds so logical,"
there are many questions about
how such a proposal would be im-
plemented and whether cost sav-
ings would result, said Alliance Se-
nior Vp Rodger S. Lawson (see
story, page 3).

However, the Schaumburg, Ill.-
based association of property/ca-
sualty insurers does not oppose
consideration of 24-hour coverage
proposals as long as insurers writ-
ing the coverage are not treated
differently by regulators than
other workers comp insurers, said
C. Clarke Imbler, an Alliance se-
nior vp.

The 170-member organization
wants to preserve "a level playing
field" for all insurers, he said.

One of the biggest problems in
discussing 24-hour coverage is that
the phrase "has neither a precise,
nor a single, definition," according
to the 57-page report written by
Keith T. Bateman and Cynthia J.
Veldman.

In an effort to clarify the propos-
als under discussion, the Alliance

outlined six different categories of
24-hour coverage proposals:

• Marketing products.
Several multiline insurers al-

ready offer integrated management
of claims from a client's separate
workers compensation and group
health insurance policies. This ty-
pically includes coordinated claims
management and/or utilization of
discounted provider rates under
the group health insurance policy
for workers comp claims. However,
health insurance and workers

comp insurance are still sold se-
parately.

• Medical coverage.
Under this approach, an insurer

would provide medical benefits for
all of an employee's injuries and
diseases-whether work-related or

not. However, disability benefits
would be provided only for work-
related injuries and diseases.

• Disability coverage.
Under this approach, an insurer

would provide disability benefits
for all of an employee's injuries
and diseases, but would provide
medical coverage only for work-re-
lated injuries and diseases.

• Coverage of accidental in-
juries.

Under this approach, an insurer
would provide medical and dis-
ability benefits for all accidental
injuries, but would cover only
work-related diseases.

• Medical and disability cover-
age.

Under this approach-sometimes
called a universal disability pro-
gram-an insurer would provide
medical and disability benefits for
all injuries and diseases.

The Alliance report also dis-
cusses in detail what it considers

obstacles to adopting a 24-hour
coverage program.

Nonetheless, the Alliance points
out, 24-hour coverage "is reap-
pearing as a serious public policy
issue."

For example, Florida passed leg-
islation last year that allows an
employer to satisfy state workers
compensation requirements by
purchasing a health insurance pol-
icy that covers both work- and

non-work-related injuries and a
another policy providing disability
benefits to injured workers (see
story, page 56).

In addition to the Florida law, a
California Senate committee has

recommended the integration of
workers compensation, disability
and health insurance programs, the
study said (BI, Nov. 27, 1989). And,
governmental panels in Minnesota,
Alaska and Oregon have or will ex-
amine the topic of 24-hour cover-
age.

"Current discussions differ from

earlier discussions in the greater

W//1

emphasis on 24-hour coverage as a
means of dealing with two distinct
concerns associated with health

care: The rapid rise in workers
compensation medical care costs
and the percentage of the popula-
tion not having group health insur-
ance," the Alliance report notes.

"In addition, the current discus-
sions, more heavily than. in the
past, involve state legislatures
looking for state solutions," the re-
port said.

However, despite this renewed
interest in 24-hour coverage, the
Alliance concludes the most effec-
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Two of the most respected publishers in the
insurance industry, Business Insurance and Lloyd's
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tive way to curb rising workers
compensation costs, especially
medical costs, is to improve the ex-
isting system, according to a state-
meot by Alliance President Frank-
lin W. Nutter.

The Alliance prefers to work
with interested parties to reduce
workers comp medical costs
through appropriate cost control
strategies like effective medical fee
schedules combined with an ap-
propriate review mechanism, Mr.
Nutter said. In addition, removing
barriers to the use of managed care
and volume discounts for workers

compensation claims also could
help, he said.

Other Alliance goals include im-
proving the efficiency of state
workers compensation administra-
tion and reducing miscommunica-
tion and litigation within the
workers comp system.

Singte copies Of the study (Item
No. R-23-0291) are available free
by contacting the Alliance of
American Insurers, Customer Ser-

vice Department, 1501 Woodfield
Road, Suite 400 W., Schaumburg,
Ill 60173-4980; 708-330-8500.
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300 attend work comp conference Managed care
CAMBRIDGE, Mass -A record-breakmg 300 per- tinue to fund the institute

sons attended the Workers Compensation Research In- The group's associate members consist primarily of
stitute's sixth annual issues and research conference workers compensation administrators from the United may not be cure
Feb 26-27 at the Boston Marriott Cambridge Hotel m States, Canada, the United Kingdom, Australia, South
Cambndge, Mass Africa and other countries

The WCRI is a non-profit research organization that For additional information, contact Richard Vic-
seeks to provide oblective information about public tor, Executive Director, Workers Compensation Re- for comp costs
policy issues involving workers compensation search Institute, 245 First St, Cambndge, Mass 02141,

Some of the largest insurers and employers in the 617-494-1240 By MEG FLETCHER physicians or hospitalsUnited States established the WCRI m 1983 and con- -By Meg Fletcher Mr Smith added that from an ad-
CAMBRIDGE, Mass -Certain ministrative point of view, group

managed care techniques can trim health care benefits are easier to ex-

Florida to amend comp law workers compensation health costs, plain to employees, while workers
experts say comp benefits typically are not ex-

But because the legislative and ec- plained until they are needed and re-

to facilitate 24.hour cover onomic factors that affect workers qulre employer involvement to get an
comp programs are not necessarily injured employee to return to work
the same ones that affect health eare However, Mr Smith pointed out
programs, managed care techniques that certam managed care techniques

By MEG FLETCHER to the 1990 law sation," while ensurmg that an ap- are not universally applicable to can help control workers comp medi-
Before the regular session of the propriate level of quallty care is pro- workers comp, some suggest cal costs if employers

TALLAHASSEE, Fla -The F-or- Flonda Legislature ends on May 3, vided to inJured workers, she said Several studies of managed care • Establish return to work as the
ida Insurance Department hopes to the department will ' actively" pur- Meanwhile, the Insurance Depart- programs reported savings of about goal
amend the state's 1990 workers com- sue an amendment to clarify the pro- ment expects next month to launch 30% m employee benefit health care • Collect and analyze data
pensation law to encourage employ- vision and roll it under another sec- Pilot programs under which elements costs But such savings will not nec- • Focus managed care activities m
ers to establish pilot "24-hour cover- tion of the law that permits pilot of managed health care w111 be im- essarily occur when :he techniques areas in which savings are likely to
age" programs managed care programs for workers plemented m some employers' work- are used in workers comp cases, ac- be made

The amendment lS necessary be- compensation, she saic ers compensation programs. The cording to Joseph Smith, manager of • Coordinate the activities of in-

cause there is no practical wa> to If the amendment is approved. the managed care strategies Include pre- the Health Policy Research Program lured workers and providers to get
implement the one-paragraph section department should be able to design certification, peer and utillzation re- for the Workers Compensation Re- employees back on the Job
of the workers comp law that permits workable benefit parameters that views, provider networks return-to- search Institute Dr Woods added that employers
24-hour coverage, said Robbie J will make 24-hour coverage "more work programs and bill audits Mr Smith spoke during a panel should accept responsibility for pro-
Simpson, project coordmator of the reahstic and cost-efficient," she said However, Ms Simpson declined to presentation at a recent WCRI con- viding light-duty Jobs for recuperat-
department's Workers' Compensation Such a program likely would provide details about the insurers ference in Cambridge, Mass ing or disabled workers and for re-Managed Care Pilot Program maintain employers' immunity from and employers that wlll be involved In nearly all states, workers comp ducing ergonomic hazards at work

A task force of insurers and others most lawsuits by employees injured those Pilot programs is a mandated social program subject sites
that analyzed the law determined on the job "It's an incredible opportunity," to various legislative and adminis- A managed care program that in-
that no insurer is offering the type of Under the 24-hour coverage pro- Ms Simpson said trative rules, like allowing employees creased the responsibilities of a lim-
coverage specified and probably vision in the 1990 law, employers The managed care pilot program to choose their own health care pro- ited number of "focal" physicians,
would not because the legal wording would pay the full cost of the 24-hour wall end after two years unless the viders who either treated or reviewed all
can be Interpreted to require that an health msurance premium But, the Legislature acts to preserve them In addition, workers comp payers cases in a specific geographic area,
employer provide medical and dis- program lets employers require em- Twenty-four hour coverage"is the purchase only about 2% of the na- has saved millions of dollars in work-
ability benefits for both work-related ployees to pay deductibles or coin- next natural progression" after the tion's medical benefits "As a 2% pur- ers comp costs for the Armour Food
and non-work-related illnesses and surance payments and obtain care managed care experiment, she said chaser, you will not drive the sys- Co, a subsidiary of ConAgra Inc in
miuries, which was not the onginal from health maintenance organiza- Twenty-four hour coverage should tem," Mr Smith said Omaha, Neb
intent of the law, she said tions or preferred provider organiza- reduce workers compensation costs He pointed out that medical costs Patrick D Mahoney, ConAgra's

The law says employers can "se- tions, even for work-related Injuries by elimmating controversies about comprise about 40% of all workers manager of insurance, told the au-
cure the payment of compensation" Those features should help foster whether an injury is compensable comp claim costs and are growing dience that as of year-end 1990, after
by obtaining a "24-hour health msur- a "team" approach to gettmg an m- and by reducmg duphcation of ser- faster than medical costs under group 18 months of operation, the program
ance pollcy," inclu(ling health main- lured worker back to work, rather vlces offered by workers comp and health plans resulted in savmgs equal to 23% of its
tenance organization and preferred than the ex.sting adversarial rela- health insurers, she added That may be due in part to hospi- workers comp costs It has also cutprovider organization coverage tionship, Ms Simpson said Insurers have expressed interest m tals shifting more costs to workers the number of work days lost after an

"In the event an employer obtains a In a report on 24-hour coverage, participating in a state pilot 24-hour comp patients Relatively few em- injury by about 40%
24-hour health insurance policy to the Alliance of American Insurers coverage program, which will be ployers or insurers, he explained, Focal physicians were typically in-
secure payment of compensation for noted that "employer payment for awarded on a no-bid basis, she said have negotiated the type of fixed ternists operating as independent
medical benefits, the employer shall non-employment-related medical Among the interested insurers is pl·lce contracts that have helped nold contractors, who either treated pa-
also obtain an msurance policy walch Coverage is traded off for the abil- Travelers Insurance Co, which has down employee health care spendmg tients or reviewed their records be-
shall provide indemnity benehts, so ity to import employee cost sharmg "a very strong" interest in launch- The workers comp system also en- fore they were allowed to return to
that the total coverage afforded by into the workers compensation medi- mg a pilot program offering 24-hour tails more complex incentives for work
both the 24-hour health insurance cal portion of coverage" medical coverage in Florida before participants, he said The review requirement helpedpollcy and the policy providing in- Florida Insurance Commissioner the end of this year, said Dick Palc- For example, a workers comp eliminate the problem of having a
demnity benefits shall provide the Tom Gallagher "is very concerned zynski, vp and actuary with the claimant's expectations for full re- formerly injured employee, who re-
total compensation" required by the about finding some answers to the Hartford, Conn -based msurer covery may be greater than that of ceived a lump-sum settlement check
state for injured workers, accorimg spiraling cost of workers compen- Travelers envisions such 24-hour a typical group health plan claim- for a 25% to 30% permanent partial

coverage as an optional program ant disability rating on a Phday, receiv-
suited to large employers and avail- Adding to the complexities, physic- ing a full release to return to work
able through large insurers with ians in workers comp programs play the following Monday, according to

-------------=- workers compensation and group multiple roles they treat the inJury Mr Mahoney
health msurance capabilities, he said or accident, determine disability Often such an employee would

Travelers is attempting to answer levels and decide when an employee come to work either "waving the
questions about how to implement can return to work check around" or be "dnvlng a new
such a program, Mr Palczynski said Other managed care techniques pickup truck," which tnggered work-

*TTT*T] *161 rEI Eventually, Travelers would like to that have helped control group health ers comp claims among other produc-
see the 24-hour coverage concept ex- care cost mcreases are not necessarily tion line workers, Mr Mahoney
panded to include full medical and transferable to workers comp, ac- added1 disability coverage for occupational cordmg to Mr Smith The review process also helped to

 and non-occupational Injuries, Mr For example, prospective utiliza- ensure that only physically able em-
-    Palezynski said tion review m employee health care ployees return to appropriate jobs

Twenty-four hour coverage is "a programs promotes cost-effective Under Armour's program, focal
long-term agenda issue" that w111 be treatment, not return to work physicians helped estabhsh and con-
discussed and researched more in fu- And, a health care plan's broad- tinually review in-plant screening

STAA
ture years, he said based provider network, which programs that help nurses rate the

Meanwhile, a ruling last year that trades lowered fees for higher vol- physical capabilities of job applicants
Florida's 1990 workers comp law was ume, won't meet the needs of a low so that only the "cream of the cropINSURANCE unconstitutional will not hkely be an volume of workers comp claimants are selected for employment, accord-

COMPANY* impediment to the Insurance Depart- who typically need the services of ing to Mr Mahoney
ment's pilot 24-hour coverage pro- specialists in orthopedics and occu- The physicians also help Armour's

dedicated exclusively to gram, Ms. Simpson said pational medicme "You may have to claims admmistrators by periodically
* ASSOCIATION PROGRAMS A state court judge ruled in No- pay more for the right providers, in- evaluating and obtaining claims file

vember that the law was unconsti- stead of less," according to Mr data* RISK RETENTION GROUPS tutional because, among other thmgs, Smith Noting that the focal physician
* CAPTIVE INSURANCE COMPANIES it deal with more than one subject If reimbursement levels for work- program also is part of a compre-

Besides its workers comp provisions, ers comp cases drop too low, good hensive program that includes self-* INSURED PROGRAMS
the law also contams provisions con- physicians won't participate, empha- insurance and making supervisors

* PROGRAM MANAGEMENT cerning mternational trade by Flor- sized Dr Gary L Woods, a hand sur- directly accountable m their budgets
* REINSURANCE ida companies (BI, Nov 12, 1990) geon with Concord Orthopaedics in for workers comp costs, Mr Mahoney

The Legislature on Jan 22 passed a Concord, N H remarked, "It's been extremely suc-

1 restructured version of the workers And employers must realize that cessful for us " More workers comp-The Right Track" comp law to comply with the state sometimes early expensive treatment managed care pilot programs are ex-
For information and our video constitution, Ms Simpson said can save money later on, Mr Woods pected m the future, according to Mr

The Florida Supreme Court will added Smithcontact Dick Marshall or Joe D,Pasquale decide whether the law was actually In addition, some states give em- New Hampshire, Florida and Or-26600 Telegraph Rd • Southfield MI 48034 m effect between July 1 1990, when ployees complete control over their egon have passed legislation that en-
1800) 482-2726 13131 358-1100 the original version was passed, and medical treatment This makes lt courages such projects, although

Jan 22, when the restructured ver- more dificult for employers to chan- none has been implemented yet, heArlmtitt d I moM st ,[r 3

sion was passed, she said. • nel workers comp claims to specific added
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Surge of comp litigation hard to block
CAMBRIDGE, Mass.-Workers

comp6nsation researchers donned
slickers and picked up canoe pad-
dles at a recent conference to dem-

onstrate how state workers comp
administrators can best cope with
more hearing requests.

"A state's (adjudicatory) system
is like a dam," said Duncan Bal-
lantyne, a senior analyst with the
Workers Compensation Research
Institute in Cambridge, Mass.

He compared hiring more judges
to simply increasing the height of
the dam so it can retain more

water.

Administrators would do better

to paddle upstream and explore
other ways to prevent and reduce
claims. This would slow the flow

toward the dam, Mr. Ballantyne
said during a panel discussion at
the Workers Compensation Re-
search Institute's annual confer-

ence.

However, the rising tide of work-
ers comp litigation is not unique to
our society and, for several rea-

sons, will probably continue na-
tionwide, said Peter Barth, an ec-

onomics professor at the
University of Connecticut at
Storrs.

Increasing administrative effi-
ciency, for example, will attract
claimants who had been put off by
systemic delays, he said.

In addition, a "critical" issue
that a state should consider is the

likelihood that a decision will be

reversed on appeal, because if re-
versals occur they provide a "sig-
nificant" incentive for litigants to
pursue a case, he said.

Litigation is often considered a
failure of administration. But the

reasons for litigation include sys-
tem requirements and the lucrative
nature of the cases, said John

Lewis, a Miami attorney and work-
ers comp consultant for several
states.

Another expert points out that
some litigation is inevitable. There
will always be some "very real,
good faith disputes," said Edward
Welch, former director of the

Michigan Bureau of Workers'
Compensation Disability who is
now a university teacher.

The experts also considered how
administrators could reduce back-

logs in· workers comp claims hear-
ings.

Mr. Ballantyne's comments were
generally based on lessons learned
from WCRI studies of seven states

-Connecticut, Maine, Michigan,
Minnesota, Pennsylvania, Texas
and Washington.

Those lessons include:

• Delay is the enemy.
Delaying payments of initial

benefits can prompt employees to
seek legal help. And delays in ter-
minating temporary total disabil-
ity benefits raise the stakes for
both employers and insurers and
may cause them to reject initial
claims, he said.

Delays can be reduced through a
variety of means, including hiring-
more staff members and judges to
handle claims or by using less for-
mal adjudicatory approaches.

• Informal dispute resolution
conferences may-or may not-re-
solve more claims.

"Preparation is key," Mr. Bal-
lantyne said. .

In Connecticut, for instance, rep-
resentatives of both sides are re-

quired to share important infor-
mation before discussing the case.
Other rules also help, like using the
same adjudicator to oversee the in-
formal contacts and the confer-
ences.

Without such controls, an infor-
mal approach will only slow down
the process with another proce-
dural layer, he warned.

Mr. Welch recommended that a

state administrator question how
formal the rules need to be to

strike a balance between reduc-

ing adversity and protecting the
rights of both parties.

Michigan, for example, has very
formal rules. Although the state
has had success with both formal

and informal mediation, it is "a
stop-gap measure," Mr. Welch
said. "Prevention is the real an-

swer, the only long-term solution,"
he added.

• Dispute prevention techniques
can help resolve claims.

There will always be

some'very real, good
faith disputes' in the

work comp system,

Mr. Welch says.

Possibilities include educating
workers about the system; creating
toll-free hot lines for workers to

obtain claims information; and en-

suring that first benefit payments
are received on time.

And states can reduce delays by
not requiring written releases for
employees and insurers to get ac-
cess to medical records.

Mr. Ballantyne emphasized that
state administrators have many
ways to achieve the same objec-
tive. "No one system works best."

And even a good plan must be

properly implemented for it to
work, he added.

However, Mr. Barth warned that
it is "naive" for reformers to think

that improving one piece of a
state's administrative system will

produce significant change. Sys-
temwide reforms often are needed.

Meaningful changes, Mr. Lewis
added, are "getting tougher and
tougher" to secure. That is due
to a general lack of commitment to
doing the right thing, he said.

Mr. Lewis ecommended adminis-

trators establish narrowly con-

trolled experiments with sunset
provisions to analyze topics like
insurer accountability or 24-hour
coverage (see story, page 3). I
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Russo introduces universal health bill
By ADRIENNE C. LOCKE " Some of these plans are sentence of that employer for the from 30 in 1989 Fatalities among

Washington operated honestly But they are a death of two workers was 45 days those carriers also decreased to 39
WASHINGTON-Employers' magnet to profiteers who see an in jail in 1989 (BI, Sept 18,1989) last year from 278 a year earlier,

payroll taxes would be hiked to opportunity to get rich quick at the Sen Metzenbaum says the pro- the federal report said

help fund a single-payer health $3.38 million to settle various expense of our citizens," he said posal would affect about 2,400 of The total number of departures

care system much like Canada's charges of violating RCRA, includ_ And some MEWAs "have left a the 185,000 citations OSHA issues were virtually unchanged at about
under a universal health care bill ing improper disposal of hazardous well-marked trail of unpaid bills, annually 764 million for both years, the re-

recently introduced in the House and non-hazardous wastes and ripoffs and insolvencies," he said "The threat of incarceration will port said

The measure, H R 1300, iS the contaminating soil and ground Regulators are often unaware of force potential violators to think Commuter airlines accounted for
"first step toward a system which water such plans until desperate partici- twice before deliberately flaunting part of the drop Those carriers
provides quality health care at a The alleged violations occurred pants turn to them for help, he our basic workplace safety stan- had 14 accidents and four fatalities
reasonable cost for all Americans," at Formosa's Point Comfort, NJ, said dards," he said m 1990, compared with 17 acci-

said Rep Martin A Russo, D-Ill, facility Employees don't realize that dents and 31 fatalities in 1989

its sponsor Since October, the EPA and For- self-funded plans are not backed Friendlier skies Commuter departures remained

"I want to work with any groups mosa have been trying to "arrive at by a state guaranty fund, Mr Gal- constant-about 2 9 million for

interested in shaping our health an environmentally beneficial and lagher said "The vast number of Flying the friendly skies became both years, the report said
care system for the 2lst century,- balanced" agreement, an agency employers and consumers who rely safer in 1990, a federal agency re- The safety board reported 104
he said spokesman said on these unregulated entities ports accidents and 40 deaths invoh ing

Rep Russo, who announced his The company neither admits nor to provide health care benefits Aviation accidents fell 4% to U S air taxis last year, compared
intention to sponsor such legisla- denies the charges, but says the have little or no knowledge of 2,282 in 1990 from 2,381 in 1989, with 133 accidents and 88 deaths
tion earlier this year (BI, Feb 25), settlement "will provide a path for how unprotected their interests according to pieliminary figures in 1989
contends that the U S health care FPC to reach compliance with are the National Transportation Safety The 1990 accident and fatality

system is in a state of crisis The RCRA without prolonged adminis- Acknowledging that states have Board released last month And rates for the general aviation in-
working uninsured are "impo- trative hearings" with the environ_ limited authority over MEWAs, he aviation fatalities decreased 29% dustry also declined, with 2,138
verished" by unexpected health mental agency, a spokesman said argues that intervention is often to 819 from 1,154 a year earlier accidents and 736 deaths in 1990,

care expenses and employers are In addition to paying the fine, delayed when plans challenge Twenty-six accidents among the agency said During 1989, the
"bankrupted" by spiraling costs, Formosa has agreed to clean up jurisdiction in court scheduled and non-scheduled car- NTSB reported 2,201 accidents and
he said the contamination, comply with Growing problems with self- riers in 1990 represent a decline 757 fatalities for this category I

"We cannot continue to ignore federal regulations and establish funded plans have nbt slowed their
the problem or put patches on a pollution prevention programs growth In Florida, as well as na-
shredded guilt of health care pro- The company will also set up a $1 tionally, more en.ployees are being
grams," he said million trust fund for environmen- covered by self-funded plans,

The Russo bill would increase tal education in the area wrote Mr Gallagher

payroll and corporate income taxes
Insurance services guide

Meanwhile, the EPA filed its More than 30% of Florida resi-

to help finance a new system, complaint against Du Pont at the dents are covered by single- and
which would be administered same time the settlement was an- multiple-employer self-funded
jointly by the federal government nounced The settlement is subject health plans, he said Nationally,
and the states to approval by the U S District the figure was 42% in 1988, up FletCher consunna servies m INSURANCE COMPANIES:

A 6% payroll tax would be levied Court in Camden, N J from 16% in 1980 By contrast, the Insurer, Intermediary reinsurance If you insure TRUCKS
on employers and the corporate in- The allegations involve activities Portion of people covered by corn- Informaton management

come tax would increase to 38% at the company's Chambers Works mercially insured health plans- System analysis. design & testing We provide professional:
Vendor evaluation Underwriting audits

from 34% for businesses with more plant in Deepwater, NJ, the which are subject to state regula-
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than $75,000 in profits state's largest hazardous waste tion-dropped to 34% in 1988 from FAX · (708) 816-8622 LOSS COMTROL SERVICES

The Russo bill would also in- disposal facility Charges include 68% in 1980, Mr Gallagher said

crease personal income tax rates . Unlawful disposal of toxic sol_ Both Congress and the states IF IT CONCERNS TRUCK SAFETY,

to 30% and 34% from 28% and 31%, vent waste between November must target the problem, he said, CASUALTY ACTUARIES, INC.
WEDOIT-

respectively Families with in- 1987 and November 1988 and un. adding that the Florida Insurance · Loss Reserve and Rate Evaluations for
THATS ALL WE DO...

comes greater than $200,000 would lawful disposal of corrosive acid Department would be willing to Insurance Companies and Self-Insureds
pay 38% waste between July 1987 and April submit a model proposal for regu- · Statutory letters of opinion on loss and

FOR SPECIALIZED SERVICES.

The taxes included in the bill, 1989 lation loss expense reserves
CALL US

which has 21 co-sponsors, would • Inadequate analysis of hazard-
77 West Port Plaza, Suite 550

increase businesses' health care ous waste before treatment, stor- Worker safety bill St Louis, Missouri 63146-3107 Professional Safety Consulting, inc.
(314) 878-5002 720 Capitol Beach Blvd.

expenditures 13 7% to $199 billion age and disposal between No-
from $176 billion in 1989 vember 1986 and November 1988 A bill in the Senate would stiffen Lincoln, ME 68528

Rep Russo, however, expects the . Record-keeping violations for criminal penalties for employers (800) 659-3025

proposal to reduce national health hazardous waste analysis, treat_ that willfully violate federal safety
- • COMPANY FORMATIONS • MGMT
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care expenditures 68% during the ment and disposal between No_ law in cases of worker death or se- • CLAIM SVC • REINSURANCE

first year to $549 billion from an vember 1986 and November 1988 rlous injury • CONSULTING • CAPT'L ENHANCEMENT

estimated $589 billion in 1989 due In addition to the fine, the settle- Introduced by Sen Howard M TURKS INSURANCE MGR, LTD
to eased administration ment requires Du Pont to perform Metzenbaum, D-Ohio, S 445 LICENCESED INSURANCE MANAGER
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The National Assn of Social compliance audits to ensure that would raise the maximum prison (809) 946-2219 • FAX (809) 946·2427
Works

Workers, in Silver Spring, Md, ap- all its U S facilities that ship haz_ term for a willful safety violation
plauded the "leadership" of Rep ardous waste meet local disposal resulting in death to 10 years frorn
RUSSO ln introducing his bill standards the current six-month limit

The social workers group, which Du pont also has agreed to im- And willful violations that result
developed its own health care re- plement programs to reduce haz. in serious bodily inlury to a worker RISKMASTER® Software
form plan, says that both proposals ardous wastes A company spokes- would bring up to a five-year • GENERAL CLAIMS

have a "common approach to res- man said its violations caused no term for a first offense and 10 by • WORKERS' COMP

tructuring an ailing, patchwork environmental damage years thereafter There is no • VEHICLE ACCIDENTS

system of private and public cover- criminal penalty for that violation DORN • CHECK WRITING

• EXP MODIFICATION FACTORS
age into a simplified" system that Self-funded plans

now

would benefit everyone (BI, Jan Sen Metzenbaum's bill also Technology m ACTUARIAL REPORTING

21) Congress should give state insur. would reinforce the authority of Group,Inc. • NEW WC FEE SCHEDULING
SYSTEM FOR ALL STATES

ance regulators more enforcement the Occupational Safety and

Pollution settlements power over self-funded health care Health Administration to use a SoBware, Services & Consulting COR PCILANIMIN'IMAINF

plans, which are now exempt from criminal penalty fine structure
Two of the largest settlements state regulation by the Employee passed by Congress in 1984 That

ONSITE TRAINING ONGOING SUPPORT

ever of fines levied under the Re- Retirement Income Security Act of law raised the maximum fine for a For Marketing Questions or to Attend a Free Seminar, Call (313) 462-5800

source Conservation and Recover 1974, a state regulator says willful violation that results in 
Act have been reached, according „If Congress would vest respon_ death or in]ury to $250,000 from
to the Environmental Protection sibility with the states for these $10,000 for an individual and to
Agency now unregulated entities, many $500,000 from $10,000 for a cor- MEDICAL >> CALL TODAY << 1

Formosa Plastics Corp of Flor- consumers would get the health Poration COST CONTAINMENT for a FREE copy of our

ham Park, NJ, agreed to pay a care they need," said Tom Gal- A spokesman for Sen Metzen- demonstration disk

record $3 38 million to settle a va- lagher, insurance commissioner of baum charges that there is little SOFTWARE 1-800-829-1841 ,
riety of alleged violations of Florida proof that OSHA has used the
RCRA Last month, in a letter to Rep higher fines, even though they

And, in a separate settlement, John Dingell, D-Mich, Mr Gal- were available
E I du Pont de Nemours & Co of lagher asked the chairman of the The proposal also would prevent

/ Physician Bill Review Ill 1 SOFTOUCH
Wilmington, Del, agreed to pay House Oversight and Investiga_ employers from using corporate / Hospital Bill Review ,: SOFTWARE
$185 million to settle RCRA tions Subcommittee to devote his assets to pay any penalties levied / Medical Case Mgmt.

1.CORPORATED

charges "considerable interest and energies against management
Federal officials announced the to helping states like Florida to "This bill sends an emphatic / Provider Analysis

5200 SW Macadam Ave #255

Portland, Oregon 97201

proposed settlements late last solve this problem " message to corporate criminals If / Claimant Tracking
month as part of a crackdown on Many of the state's problems You willfully kill or mairn a Soware, Custom 1 OSMO .SK  ,

enforcement of the act with health care plans, he said, worker, you will pay a stiff fine / Treatment Analysis Development &

"These enforcement actions are involve the exemption of self_ and do hard time in federal Consulting

part of a continuing nationwide funded plans from state law prison," Sen Metzenbaum said Compatible with most claims management systems 1
campaign by the Environmental While many of self-funded sin- He called OSHA's record of

Protection Agency and the Justice gle-employer plans and multiple- crilmnal prosecutions "abysmal "
Department to stop people from 11- employer welfare arrangements_ In the agency's 20 years, 200,000
legally putting hazardous wastes or MEWAs-do provide affordable workers have died in the work- For advertising Information In the INSURANCE SERVICES GUIDE
in the ground," said William K health care benefits to partici- place, the senator said, but only Contact Margaret Hikido, 740 Rush Street, Chicago Illinois 60611
Reilly, the EPA administrator pants, others do not, Mr Gallagher one employer has gone to prison Telephone (312) 649-5340

Formosa will pay the record said (see story, page 3) for willfully violating the law The
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The first note on RIMS '91 will be played by Business
Insurance in its annual RIMS Preview 'take-out' section.

Leading with last minute details and updated program and
speaker changes, BI's 'take-out' section will contain valuable
notes for everyone heading for New Orleans: a floor plan and list
of exhibitors; a map of Conference hotels; transportation info; a
message center phone number; a New Orleans entertainment and
restaurant guide; and weather watch. There will also be
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in their offices or attending the RIMS conference.

BI's feature on Captives will announce the 14th annual Risk
Manager of the Year and the Risk Management Honor Roll. This
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from BI ... in concert at RIMS.

BI readers responsible for their companies' employee benefits
will rely on this issue. From new perspectives to industry
insights, BI editors will detail all the vital information covered at
the RIMS employee benefits sessions.

Wrapping up coverage of RIMS '91, BI editors will deliver an
information-packed issue on the risk management sessions. Every
corporate insurance buyer responsible for risk management will
be sure to read this final RIMS feature cover-to-cover.

Business Insurance is the. one publication conducting the most timely, comprehensive news
coverage before, during and after one of the most important meetings of the year for its
readers.

Sound off in these four feature issues and make BI's audience your own - nearly 150,000*
corporate executives responsible for the purchase of risk management and employee benefits,
plus insurance and reinsurance company executives, agents, brokers. and consultants.
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loud and clear.
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Kuwaiti coverage Mr Samuel said he has received have agreed to participate in a couple Meanwhile, Kuwaiti underwriters

inquiries from "quite a few" com- Insurers, brokers of facilities arranged by brokers, hke believe that coverage for the recon-
Continued from page 1 panies that may be involved m the London-based JFS Fenchurch Ltd, struction program should be initially
said Christopher Weston-Simons, reconstruction, and recommends represented to prepare for any coverage that placed with them and then reinsured
construction executive director for contractors planning to work in might be needed via Kuwait Reinsurance Co Into the

Willis Corroon PLC In London Kuwait seriously consider special LONDON-British brokers J F S Fenchurch is a joint ven- world markets

London banking sources also point risk coverages because the area lS and underwriters are repre- ture between Jenner Fenton Slade Fathi Haman, general manager of
to the uncertainty, noting that insur- still "extremely unstable " sented on a committee set up by Ltd and Fenchurch Insurance Kuwait Re and the London-based
ance and other technical details will The first stage of the rebuilding the British Department of Trade Group representative of the Kuwaiti insur-

remain unclear until financmg is se- process, already in progress, is the and Industry to serve Kuwaitis The JFS Fenchurch facility offers ance market, said all insurance for
cured And the financing-which three-month Kuwait Emergency Re- looking for financial services in ' $100 million in limits for offshore Kuwaiti-registered companies parti-
may include borrowing on future 011 covery Program supervised by the the City of London and onshore energy-related construe- cipatmg m the reconstruction should
deliveries-depends upon restoring U S Army Corps of Engineers Its Brokers are represented on tion risks, said Larry Blacker, a be placed with local insurers, as the
stability in Kuwait, they said goal is to restore utilities and basic the so-called City-Kuwait director of Fenchurch Insurance law requires

Assessments of the tremendous war services and assist m the return of Group by the Lloyd's Insurance Group Kuwait has four ma]or insurers

damages are just beginnmg Kuwaiti citizens exiled in Iraq Brokers Committee through It will reinsure coverage written Kuwait Insurance Co, Gulf Insur-
Refining facilities and at least 800 Another early priority is repair- Colin Methven, a director of by the Kuwaiti insurance market, he ance Co, Al Ahleia Insurance Co

of the nation's 1,000 011 wells have ing the nation's 011 fields The gov- Willis Faber & Dumas Ltd added and Warba Insurance Co

been damaged, according to Kuwait ernment has already appointed Bech- Lloyd's underwriters are re- "We are already talking to clients "Every non-Kuwaiti broker or in-

Petroleum Corp The company esti- tel Corp of San Francisco to presented by Stephen Merrett,  now about the facdity," Mr Blacker surance or reinsurance company
mates that repairing the petrochemi- supervise this mammoth task chairman of the Lloyd's Un- said which is trying to attack the Kuwaiti

cal industry alone would cost $20 Bechtel's insurance is placed in the derwriters Assn and chairman Other facilities in London will msurance market by gettmg busmess
billion over five to 10 years United States by Alexander & Alex- of Merrett Holdings PLC Lon- offer coverage for cargo, habillty and and bypassing the Kuwaiti market lS

None of this damage lS known to ander and m London by Wilhs Cor- don company underwriters are construction risks, said a Lloyd's un- doing something unethical," Mr
be insured since most property/ca- roon represented by Arthur derwriter, adding that he is partici- Haman charged
sualty policies exclude war risk on A Bechtel spokesman couldn't Saunders, overseas manager of pabng m "one or two of them on the Yet some exceptions have already
land elaborate on its coverage for Kuwait the Assn of British Insurers off chance that the brokers do any been made The rule has not been en-

In addition, many buildings in because a fmal contract has not been "The members of the group business " forced for foreign contractors durmg

Kuwait City have been gutted, elec- negotiated Right now the company is are broadly representative Mr Agnew said he also is parti- the three-month emergency program,

tricity, communications and sewage operating under a letter of intent Their task 15 to channel infor- cipating in "one or two (facilities), said Saleyman Al Dallaly, chairman
systems were damaged, and roads from Kuwait Petroleum, he said mation and advice on the needs but at this stage it'S lust a facihty" and managmg director of Gulf Insur-
and bridges are m rums The company's contractors' all-nsk and opportunities. in both the and no busmess lS being written He ance Co, which lS 60% owned by the

Kuwaiti government ministers and programs that already exist may public and the private sectors, lS, for example, participatIng m the Kuwaiti government and 40% by prl-
business leaders have estimated the cover any new projects in Kuwait as to and from their respective JFS Fenchurch facihty vate Kuwaiti mvestors

total rebuilding cost at S20 bilhon to long as the leadmg underwnters were constituencies," a spokesman Leadmg underwnters still have to Once the emergency program is

$100 bilhon over five to 10 years notified, sources at Lloyd's say for the group said agree to declarations, terms and con- over, however, "everything will re-
Regardless of how reconstruction One London marine underwriter, The group already has met ditions when policyholders finally turn to normal," said Mr Al Dal-

is handled, construction insurance however, cautions that "reconstruc- twice and is expected to meet need to buy coverage, he said laly, a government appomtee whose

capacity will be adequate, Mr Wes- tion of Kuwait lS different than a weekly One of the facilities would pro- company expects to be writing bum-
ton-Simons said Even a $100 bilhon prolect in the green fields of Connect- vide up to $100 milhon in coverage ness m Kuwait agam by Apnl 1
prolect would not stram the market 1CUt " Concerned underwriters could for the shipment of equipment, con- "Some commitments had been

Once tt lS broken down into mdivid- force Bechtel to buy separate cover- up a facility to offer marine cargo struction and rebuilding of a new made before representative offices
ual contracts, he said age, he said and construction nsks coverages to complex, he said were established in London and

We're probably going to find it's One company that expects to begin either Kuwait Petroleum or contrae- Other brokers, however, believe Bahrain These came as a package
not all that hard to get," said James work in Kuwait immediately is Red tors hke Bechtel or both that contractors may insure their deal and Include certain interests
Halvorson, a Marsh & McLennan Adair Co in Houston, which special- The marme cargo msurance would Kuwaiti pro]ects through existing such as reinsurance and shipping,"
managing director in New York izes m fighting 011 well fires cover the transport of reconstruction programs or buy coverage with local he said

"I would think underwriters would Two teams of four to five fire- materials, like pipelines, cement, insurers When the real reconstruction

not be uneager to write this busi- fighters unll be sent as soon as equip- drilhng equipment and mud. one un- "A lot of reconstruction contracts begins, he said, insurance will agam
ness," agreed Martm Rayner, a direc- ment is m place and housing is ar- derwriter explained will be awarded to American com- have to be placed with Kuwaiti com-
tor of Johnson & Higgins based in ranged, Sharon Putz, head of Some $75 milhon in marme cargo panies and some Bntish companies panies
New York and Los Angeles "I don't accountmg at the company, said last - coverage is in place, led by General that have their own Insurance pro- Other observers say it is too early
think there will be any shortage of week Accident Fire & Life Assurance grams," said Martin Howell, associ- to tell whether the existmg law will
capacity " About $25 milhon m general ha- PLC m the London company mar- ate director of Leshe & Godwm In- be enforced

Experts generally say that contrac- bility and property damage cover- ket and by Lloyd's syndicates man- surance Brokers Ltd in London, a "Nobody knows the state of the
tors will be able to find polltical rtsk age written by Americas Insurance aged by Janson Green Ltd, sources umt of Frank B Hall & Co Inc msurance companies A lot of the

coverage for Kuwaiti contracts Co in New Orleans and Lloyd's un- say They may sort out something with staff were expatriates, so we don't
"If I were a (political risk) un- derwriters will cover its work in Contractors works and erection their own insurance programs or know who wlll return," said Bowr-

derwnter, I would look very favor- Kuwait, Ms Putz said "Our standard coverage to be written through the place coverage locally Kuwait m the mg's Mr Capel Cure
ably on a Kuwaiti risk," said Francis policy already met the limits" re- facility is led by CIGNA Corp in past has always msisted that Kuwait The requirement to use Kuwaiti
X Boylan, a senior vp with Alex- quired for the work, she said London, sources confirm Estimates customers place insurance in" insurers has been suspended "sim-
ander & Alexander of New York Inc Sources m London speculate that of the hmits vaiy, though one source Kuwait, he said Most London bro- ply because the Kuwaiti insurance

Noting that pohtical risk msurance either Kuwait Petroleum or the na- , put the hmit at $1 bilhon kers already have access to construe- industry is a little bit up in the air,
covers losses from a government's ar- tional government on behalf of the A CIGNA official m London would tion all-nsk msurance facillties that said Hugh Warren, an executive vp
bitrary acts or fmancial default, Mr petrochemical Industry may buy say only that the insurer was in- provide up to $100 million per with Corroon & Black International
Boylan pomted out that "after all we $1 bilhon m coverage to protect the volved m the facility project m New York, a Wilhs Corroon unit

have done, I cannot imagine the gov- contractors that unll help rebuild the In the meantime, other London Leshe & Godwm, for example, has Other underwriters based in the

ernment of Kuwait in the foreseeable 011 mdustry brokers and underwnters Involved m established a construction all-nsk fa- Middle East also are hoping to bene-
future acting man arbitrary manner Minet Holdings PLC, Kuwait Pe- energy-related msurance are setting cility that provides $98 million in fit from Kuwaiti reconstruction
and doing a grave inlustice to an troleum's broker in London, would up facilities for contractors hmits, said Mr Howell Arab Insurance Group BSC, for

American firm operating there " not comment The facilities "are all hypotheti- Because Kuwait "doesn't have any one, hopes to wnte some of the rein-
Larger companies involved m the An 011 mdustly source m Kuwait cal at the moment" since contrac- nasty exposures," insuring Kuwaiti surance for construction pro]ects

reconstruction may self-Insure their noted that many contractors have tors don't yet know whether they risks won't be a problem, he said after the emergency period, said

political nsk exposure, he said But suggested that the "principals," will receive contracts or what the Terrorism policies, though, may ARIG General manager Nooruddin
smaller companies may have to buy namely Kuwait Petroleum, should set risks will be, said one Lloyd's un- have to be written separately "Un- A Nooruddin
political rlsk coverage to secure the up one simple program to cover all derwnter "It wlll be months before derwriters at the moment would look "Kuwait is a one-third shareholder

financing they will need contractors anything is insured" at (terrorism coverage) carefully," he m ARIG so we have our own contacts
In a letter to brokers earlier this London sources say Mmet has set Lloyd's underwriters, however, said with the Kuwaiti insurance com-

month, American International Un- panies," said Mr Nooruddm "And,

derwriters, a unit of Amencan Inter-
of course, as an international rein-

national Group Inc, warned there
surer we expect ARIG to be mvolved,

would be an overwhelming demand
Government eases travel advisories not because we are partly Kuwaiti-

for various political risk-related cov-
owned, but because of our interna-

erage Those coverages Include con- WASHINGTON-The U S State Department 15 The department will continue to work with other tional position "

tract repudiation, kidnap and ran- easing its suggested travel restrictions for the Mid- governments to ensure that the safety measures put He expects ARIG to be a major

som/extortion/wrongful detention, dle East, Africa, and Southeast Asia into place in airports and other facilities worldwide participant in construction and 011

terrorism, and expropnation, nation- Several advisories issued in January cited fears of at the onset of the Gulf war remain in place, she sector remsurance programs "Once

alization or deprivation of equipment terrorist attacks in warning U S citizens not to said (011) facilities are restored, we will be

coverages travel in these areas (BI, Jan 21) Since Jan 16, the State Department has recorded involved in msurmg them "

"In the past, coverage has become The revised warnings only urge travelers to exer- approximately 160 terrorist incidents around the Saudi Arabia's only regstered in-

unavailable (from any market) in cise caution "Although there is a cessation of hos- world, about half of them directed at U S targets surer, the National Co for Co-Opera-

certain countries due to large de- tilities in the Gulf area, the security situation re- One American died and three were injured in those tive Insurance, lS also eager for a

mand It lS anticipated that this will mains unclear," the department said attacks piece of the pie

be the case in Kuwait some time m The State Department urges U S citmens going to These incidents were largely concentrated in "We participate indirectly (in the

the near future," AIG said Kuwait not to travel into desert areas because of Eastern Europe and the Andean mountain region of Kuwait market) through some rem-

"The reconstruction is going to the threat of unexploded land mines and "booby northern South America, the department said surance, but we are in a position to

proceed as rapidly as possible," said traps " Meanwhile, the department has issued a travel get local contractors to do business in

John Salinger, president of AIU's po- Travelers were also urged to be aware of possible advisory for Thailand The Thai government was Kuwait and Insure them," a spokes-

litical risk division "The numbers health risks from the Kuwaiti oil fires And the de- overthrown by the military earlier this month, and man said

involved here are very, very large partment advises people with respiratory illness to martial law has been declared The Saudi insurer participates in

The area continues to be unstable avoid all of the northern Persian Gulf area Travelers are warned to use caution when visiting Kuwait Petroleum's umbrella rein-

I'm sure the demand for Insurance is Citizens headed abroad are still advised to check Thailand and to register at the U S embassy or surance program and has close ties

golng to be very large " country-specific travel advisories issued by the local U S consulate upon arnval with AIU and CIGNA

However, David Samuel, vp of the State Department and to register with the U S em- While there appears to be no increased danger to
special services division of AIU, said bassy or consulate after arrival American citizens in Thailand, the State Depart- Thzs story zs based on reporting by

he thinks there will be adequate ca- Terrorism abroad remains a serious concern, ment reminds travelers that the threat of terrorist Intematzonal Edttor Stacy Shapiro,

pacity for the types of coverage of- noted a department spokeswoman "Previous wars acts in Southeast Asia "is likely to continue for Associate Editor Gavm Souter and

fered through his division, mcluding in the Middle East region have frequently been fol- some time " freelance reporter Mana Kietmas in

property, terrorism and sabotage, lowed by a terrorist aftermath," she said -By Adrienne C Locke London and Assoczate Editor Colleen

and kidnap and ransom insurance
Johnson m Chicago
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BC/BS study Those savings, which amounted Health Sciences He noted that
to $433 per case at that site, come there are certain factors like levels

Update
Continued from page 1 at a time when employers' health of pain that are best reviewed by a
with BC/BS in Chicago care costs continue to increase at physician

"Based on the conclusions of this double-digit levels, despite nearly And, BC/BS's Ms O'Donnell Exxon settles in Valdez case
study, we believe that evaluating a decade of corporate cost contain- pointed out that in the followup
the appropriateness of medical ment efforts Continued from page 2

review, the patient's physician
care can be done before the proce- Last year, for example, medical often gives the reviewer more in- week But Judge Stanley Sporkin later hfted his order
dures are performed and that plan costs shot up 21 6% to an av- formation Exxon, which pleaded guilty to four misdemeanors, must pay $190
doing so is cost-effective," Ms erage of $3,161 per employee, up mllhon immediately That includes the $100 million fine, half of whichHowever, the AMA questions
O'Donnell said from $2,600 in 1989, according to whether the study really sheds any the U S Justice Department wll distribute to Alaska as restitution

The pilot study involved five BC/ an 'A Foster Higgins & Co Inc light on how much medical treat- Further payments of $150 million in 1992 and $100 nullion in 1993 wlll
BS plans and one BC/BS health survey That rise followed a 204% ment is inappropriate go toward restoring Prmce William Sound

maintenance organization Each increase between 1988 and 1989 In addition, Exxon will pay $660 million over 10 years to restore the"Physicians are subjected to re-
used Medical Review System, a (BI, Jan 28) Sound

view by computerized 'black
software package which runs on a It is unclear how much of that boxes ' Without knowing what lS The settlement also permits state and federal officials to seek another

desktop computer using the Unix increase is due to inappropriaze or inside those boxes, there is no way $100 million of damages if new harm is discovered later

system The software was deve- unnecessary treatment But some for the medical profession to know Exxon says it has spent more than $22 billion to clean up Pnnce
loped by Value Health Sciences experts believe plenty of care is whether the decisions (made by re- Wllham Sound after ltS tanker spilled more than 11 million gallons
Inc of Santa Monica, Calif unneeded of crude oll, the nation's largest 011 spill ever (BI, Apnl 3, 1989)

viewers) are correct or incorrect,"
Under the program, a physician "There is a lot of inappropriate said Dr John T Kelly, director of And, $240 million has been paid to more than 14,000 claimants in

calls a BC/BS nurse reviewer medicine that lS being practiced quality assurance for the American separate litigation, a company spokesman said

Guided by the Value Health Sci- today There are a lot of things Medical Assn in Chicago Exxon had $400 milhon in coverage to respond to liability claims
ences software program, the nurse being done that should mot be "If the rules are secret, this study
reviewer asks a series of questions done," said Tom Billet, a Foster only shows the proposed course of Cargo plane insured for crash
about the patient, such as symp- Higgins principal in New York action did not meet a secret set of
toms, age and prior treatment Rates of inappropriateness vary rules It does not mean a proposed NEW YORK-Air Transport International Inc of Little Rock, Ark,

Based on the responses, the pro- by procedure, the Blues study course of action was inappro- has hull, cargo and general hability msurance to cover the crash of ltS

gram either approves the proce- found The highest rates were for priate," Dr Kelly said DC-8 cargo plane at a New York airport last week

dure for coverage or refers lt to a tonsillectomies, 27 1%, hysterecto- The plane, which was camnng cargo for DHL Airways Inc and thePhysicians are free to review the
physician reviewer for additional mies, 21 5%, and tonsillectomies criteria, said Leslie Michelson, U S Postal Service, went down shortly after takeoff from John F

discussion with the patient's phys- combined with adenoidectomies, president of Value Health Sci- Kennedy International Airport
lelan 17 6% The ensulng crash and fire destroyed the plane and its cargo and shutences The criteria are based on

If the procedure falls this second But, only 15% of colonoscopies medical and scientific literature down the airport for more than two hours Three crew members and
review, both the the patient and were found to be inappropriate, and were reviewed by more than two passengers were treated for minor inJuries and smoke inhalation
physician are told that the Blues while no coronary artery bypass 100 physicians United States Aircraft Insurance Group m New York lS the pnmary
plan may not provide coverage grafts or carotid endarterectomies In addition, the Blues' Ms hull underwnter, said an Air Transport spokesman He would not detail

According to the study, 34%, or were rejected A carotid endar- O'Donnell said reviewers explain the company's cargo hability and general liability coverages

3,107, procedures failed the first terectomy is a procedure to remove to a patient's physician why a London insurers say a DC-8 generally would not valued at more than
stage of the review Two-thirds of blockage from the large artery in treatment is considered inappro- $3 million

those-2,083-were approved after the neck priate

physician review, one-third, or Regarding the number of re- The BC/BS plans taking part m USF&G dropping lines in Texas
1,024, were not Therefore, the re- jected procedures later overturned the pilot study were Blue Cross of
commended treatment was consid- by physicians, medical experts say California, Blue Cross & Blue BALTIMORE>After turnmg a profit in Texas only once in the last 10
ered inappropriate in 112% of the it is not surprising, given the limits Shield of Delaware, Blue Cross & years, USF&G Corp Wlll stop writing most Imes of coverages there next
9,125 cases examined of Just how much information can Blue Shield of Massachusetts, Blue

year

Identifying those procedures be put in a computer program Cross & Blue Shield of Minnesota, A spokesman attnbutes the decision to stop underwnting all types of
racked up big savings At one uni- "We don't know enough to put Blue Cross & Blue Sh-eld of Ten- insurance except hfe, fidelity and surety lines to a $300 million statu-
dentified pilot site, the program- everything in a computer program nessee In addition, Columbia tory loss in Texas over the past 10 years

during a six-month period-saved Ultimately, physicians have to be Freestate Health System, an HMO Pohcies that expire this year are being renewed for one year but
$265,280 in medical costs com- involved," said Wyatt's Dr Taylor sponsored by Blue Cross & Blue will not be renewed in 1992, said the Baltimore-based company

pared with $103,804 spent for soft- "We fully expected a lack of Shield of Maryland, also partici- USF&G, which opened ltS first Texas office m 1918, says it will

ware licensing fees, computer concurrence" between the first and pated in the study, which took remain m the state as an admitted reinsurer for all lines

hardware and staff training and second levels of review, said Dr place between July 1989 and July In a letter to employees and agents, the company said its decision was
salary expenses Mark Chassin, senior vp at Value 1990 based on "historical loss data and prolections for future profitability

.
After USF&G posted a $569 million net loss for 1990 and slashed its
dividend for the second time in four months, the company's credit rat-

Georgia seeks NAIC accreditation mgs were lowered earlier this month Standard & Poor's Corp now
rates USF&G debt as below Investment grade (BI, March 4)

By COLLEEN JOHNSON ance commissioner will have the before it can order the insurer to Briefly noted
same authority to order an insurer stop doing business, he explained

ATLANTA-The Georgia Office based outside of Georgia :o stop Standard & Poor's Corp lowered the claims-paying ratings of theOther provisions based on NAIC
of the Insurance Commissioner doing business in :he state-pend- models regulate managing general Aetna Casualty & Surety Intercompany Pool and Aetna Life Insur-

plans to seek accreditation from ing a hearing-as he does for a do- agents, producer-controlled insur- ance Co to AA+ from AAA as a result of Aetna's $163 million increase

the National Association of Insur- mestic insurer, said Dan Champlin, ers and insurer credit for reinsur- m reserves and writedowns for problem mortgages in 1990 S&P said
ance Commissioners after legisla- director-regulatory services at the ance, Mr Champlin said the downgrade of Aetna's mtercompany pool also reflects below-aver-
tors unanimously approved a bill state Insurance Department. At the age property/casualty earnings and personal auto and workers compen-The department will probably
incorporating several NAIC model hearing, the insurer would have to ask the NAIC to send accreditation sation concerns S&P also lowered the debt rating of Aetna Life &
laws (BI, Dec 3, 1990) prove it should be allowed to con- examiners to Georgia around the Casualty Co to AA + from AAA Local governments and law en-

The bill was sent to Gov Zell tinue to operate, he said Cur- middle of the year, he added forcement agencies can be held liable for failing to train police offi-
Miller on March 7, and is expected rently, the department has to show The New York and the Florida cers on the legal hmits on the use of force, the 9th U S Circuit Court of
to be signed The legislation would the financial condition of an in- insurance departments so far are Appeals ruled The decision, which upheld Jury verdicts totaling
be effective July 1 surer domiciled outside the state 15 the only departments accredited by $582,000 against Mason County, Wash, could influence htigation re-

One key change is that the insur- a hazard to Georgia policyholders the NAIC lated to the March 3 beatmg of a motorist by Los Angeles police offi-
.

cens, attorneys say The 9th U S Clrcult Court of Appeals Friday

Pregnancy not hurt by VDT use: NIOSH heard oral arguments m the appeal of a federal judge's decision to
dismiss the massive antitrust litigation filed against insurance indus-
try defendants A Colorado state court ordered McDonald's Corp.

By ADRIENNE C. LOCKE to pay $210,000 to a woman and her 3-year-old son, who was molesteduse VDTs had miscarriages minals
NIOSH says the difference is insig- by a worker hired as part of the company's "MeJobs" program for

All of the women were married,
WASHINGTON-Pregnant nificant mentally and physically disabled individuals Though the state was not

age 18 to 33, worked the same
women who w6rk at video display a named defendant, the jury found it 55% at fault because the employeeFor women in their first trimes- number of hours, experienced at
terminals have no greater overall ter of pregnancy who work up to 25 least one pregnancy during the was cleared by a state social services worker who did not disclose a

risk of miscarriages than women hours a week, 17 2% of those work- study period and were considered previous child molestation conviction Wmd, hail, tornadoes, flood-

who do not work at VDTs, accord- ing at VDTs had miscarnages, under the same Job stress levels Ing, ice and freezing temperatures caused an estimated $120 million of
ing to a government report while 15 6% of those who did insured property damage to portions of eight southern and Eastern

This study is very powerful and
A six-year study by the National not use VDTs had miscamages, the important and will ease the con- seaboard states March 1-4, reports the the American Insurance Services

Institute for Occupational Safety study found NIOSH says this dif- cerns of pregnant women who Group Bad weather also caused an estimated $65 million of insured

and Health in Cincinnati found ference also is insignificant property damage to portions of California and Arizona Feb 27-28 A
want to know if using a VDT will

that 14 8% of pregnant women Flonda Judge last week placed commercial auto insurers AmencanNIOSH studied 730 full-time tel- harm them," said Barbara A Gra-
using VDTs had miscarriages, ephone operators in the Southwest, jewski, senior epidemiologist at Risk Assurance Co and affiliate National United Insurance Co , both of

while 159% of those who did not half of whom worked at video ter- NIOSH Miami, into rehabilitation The judge also ordered the liquidation of
International Bankers Insurance Co, a Miami-based personal auto m-

Citicorp to sell its insurance broker unit surer that is msolvent by $4 million and claims $8 million of reinsurance
recoverable from syndicates on the defunct Insurance Exchange of the
Amencas Voter Revolt, the group that sponsored Proposition 103,

LONDON-Citicorp is selling its Citicorp Insurance Brokers has asked the California insurance commissioner and the state attorney
pounds ($65 6 million at year-end

worldwide insurance brokerage to general to mvestigate complaints that msurers are firmg agents who cut"Citicorp saw that the insurance exchange rates) in 1990
a group of investors led by the bro- business was poised for good times, commissions to sell coverage at competitive prices Proposition 103 re-

CIB's main operations include
ker's management in London pealed a law prohibiting such competition among agents and bro-but it wanted to concentrate on its professional liability, marine and

The sale is expected to be com- banking activities," he said kers A Superior Court judge last week ordered National Union Fire
aviation brokerage It has 750 em-

pleted during the second quarter Insurance Co of Pittsburgh, Pa, to pay $127 million in economic andMr Woodward lS leading the ployees in 19 nations
The New York-based bank says team of 12 brokerage directors and physical and emotional distress damages to 1,200 investors of now-m-

Formed in 1984 from the insur-

the sale reflects ltS decision to con- several London financial institu- ance division of a Citicorp affili- solvent investment and real estate firm Technical Equities Corp. (BI,
centrate on its core activities tions financing the buyout July 30, 1990) U.S. reinsurers reported a 106 1% combined ratio in

ate, Grindlays Bank, the brokerage
The bank will maintain "a sig- 1990, an improvement from the 107 4% reported last year, according toProjected brokerage revenues are doubled in size in 1989 when it

nificant minority stake" 1n the 39 million pounds ($72 2 million bought broker Nelson Hurst & a Remsurance Assn of America survey Total net premiums written by

broker, said David Woodward, at current exchange rates) this Marsh (Holdings) Ltd the 64 companies surveyed rose 9 1% to $10 71 billion last year from
$9 82 billion m 1989

chief executive of London-based year, compared with 34 million -By Gavin Souter
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Product liability and state legislatures reform the current sys- • Make product distributors responsible
tem of awarding punitive damage for only the harm caused by their own negli- Bi Insurance Index

Contznued from page 2 Sen John Danforth, R-Mo, another co- gences They would be responsible for a man-
660

at the National Assn of Wholesaler-Distrib- sponsor, also predicts that this session "may ufacturer's negligence only if the manufac-
utors in Washington, DC, agreed Mr An- be the charm" for product liability reform turer could not be brought to trial or did not
derson also is executive secretary of the legislation have the funds to pay an award 640

Product Liability Alliance in Washington However, "the chance of this legislation • Allow punitive damages only if there is
Supporters of this bill in Congress have passing is directly proportional to the pub- clear and convincing evidence of negligence 620

"no interest in sitting around re-creating the lic's sense of outrage over the unfairness of by the product distributor or manufacturer
wheel and making changes that are not nec- the current system," he said And, if grounds for punitive damages are
essary," he said Some insurer representatives, though, be- found, the defendant could request a second 600

And, if there are hearings, they should be lieve there iS only a slim chance product lia- trial to determine the amount of those dam-
kept short, according to Sen Kasten Last bility reform legislation will be enacted this ages 580
year's hearings were "too long" and did not session • Prohibit punitive damage awards for in-
leave much time for a Senate cebate, he Thomas O'Day, associate vp-federal affairs ]uries involving drugs and medical devices
said at the Alliance of American Insurers in approved by the Federal Drug Administra- 560

Sen John D Rockefeller IV, D-W Va , one Washington, DC, said, "The bill has a long tion or aircraft that has been certified by the
of the co-sponsors, says there lS broad sup- hard road ahead of it " Federal Aviation Administration 540

port for the bill in the Senate, reflected by There still lS strong opposition to product • Encourage attempts at settlement before ,
the passage last year of S 1400 by the Senate liability reform in the Senate, he said But, product liability litigation reaches trial Y 42 Ar 47 47 4/ Ar 40
Commerce Committee (BI, May 28, 1990) the bill is passable if the malority leadership If a defendant rejects a plaintiff's offer and

1 Base= 100 on Dec 29,1978"We have never been in a situation where allows it to reach the floor, he said the subsequent verdict results in an award
566?Ee Naiby InteRiational Inc

we have passed a bill out of the Senate Com- -You've got to have the chance to prove greater than the settlement offer, the de-
merce Committee by a 13-7 vote and had all that you have the votes,- Mr O'Day said fendant would be required to pay the plain-
the same members back" the following year, Peter Lefkin, vp-government affairs in the tiff's legal fees Insurance industry stocks rose last week as the
he said Washington, D C office of Fireman's Fund If the plaintiff rejects a settlement offer Business Insurance stock index rose 1.2 points

The bill also was reported out of the Senate Insurance Co, said he does not see enough and the resulting award is less than the set- to 640.1 on March 15 from 638.9 on March 8.
Judiciary Committee without recommenda- interest in Congress for product hability re- tlement offer, the defendant's legal fees Advancing issues were led by Chandler Insur-
tion last year (BI, Sept 3, 1990, Aug 20, form would be subtracted from the award ance Co., up 34.8%; Statesman Group Inc., up

1990) "I don't see any indication that it iS a pri- 0 Allow any voluntary alternative dispute 11.1%; and Lawrence Insurance Group Inc., up
Sen Rockefeller said a key reason that the onty m Congress, which is unfortunate be- resolution mechanisms allowed by a state to 10.7

0/6. Declining issues followed Safeguard
Senate did not vote on product liability re- cause there lS a strong need for this bill," he be used as a means of resolving a suit A Health Enterprises, down 9.3%; USLICO Corp.,
form last year was that the measure was sent said "It should have been addressed by Con- party that refuses to use alternative dis- down 8.8%; and Frank B. Hall & Co. Inc., down
to the floor late in the year, when the Senate gress for 12 years, but representatives won't pute resolution and loses the case would be 7.14%. The most active issue during the week
was focusing on the budget vote for something that could come back and required to pay all legal fees was United Healthcare Corp. with 5.3 m,Ilion

However, the senator said he is "absolutely hurt them later " • Reduce the amount of any product lia- shares traded. The Bl index gained 0.3% for the
convinced" that S 640 has both the Republi- Among other things, the Kasten bill bility award by the amount of workers com- week, while the Standard & Poor's 500 fell 0.4%;
can and Democratic votes to pass this ses- would pensation benefits the plaintiff receives the Dow Jones 30 Industrials dropped 0.2%;

sion • Eliminate joint and several habitty for • Generally limit the time during which a and the New York Stock Exchange Composite
However, Sen Rockefeller said he does not non-economic damages product liability suit must be filed to within lost 0.4%.

believe that lawmakers will be Influenced by • Shield a manufacturer from liability if two years of discovering an injury or its
the U S Supreme Court's recent ruling that the plaintiff was under the influence of an cause British Issues
punitive damage do not violate defendants' intoxicating drug or alcohol and that condi- The bill also would generally prohibit law-
constitutional rights to due process and sug- tion was at least 50% responsible for the ac- suits involving capital goods products that 1 Week

gestions by several ]ustices that Congress cident are more than 25 years old March 14 Price P/E Div Yield High--Low

Companies pence pence % pencepen©e

EPA discovers simple, cheap way to eliminate PCBs Commt Union 537 N/M 307 57 537-615

Genl Accident 563 HM 35 7 63 572-559

Gdn Royal Exch 228 14/M 15 9 7 0 229-225
Royal 471 N/M 34 7 74 471-458

CINCINNATI-U S Environmental Pro- Incineration, which has been criticized for minating PCBs was discovered at an Indiana Sun Alliance 396 N/M 187 4 7 396-381

tection Agency officials say they are optimis- releasing toxins into the air, costs at least oil refinery Workers there had used quick-
tic that they have stumbled upon an inex- $500 per cubic yard of PCBs But, by mixing lime routinely to thicken PCB-contaminated

Brokers

Bradstock 148 168 60 40 148-147

pensive and simple way to eliminate highly quicklime with PCB sludge, the toxins can be sludge to makes the sludge easier to burn, an
toxic PCBs

CE Heath 518 153 345 67 518-512

destroyed for $50 to $100 per cubic yard, re- EPA spokeswoman in Chicago said But, as Hogg Group 192 128 106 55 192-190

Researchers in Cincinnati are running tests searchers believe part of an experiment on treating the sludge Uoyd Thompson 347 231 100 29 347-340

to determine whether quicklime, a caustic Since it was discovered by accident in with a different process to reduce PCB con- PWSHoldings 94 114 47 50 95-94
material used to make cement and steel, 1987, the method has passed several prelimi- tamination, EPA officials for the first time Sedgwick Grp 257 24 7 160 6 2 257-248
could ultimately replace incineration as the nary tests, Mr Oppelt said Results are ex- measured PCB levels in the sludge months Steel Brrl Jones 305 169 160 52 305-295

most common way to destroy polychlorin- pected in several months from tests designed after the quicklime was added and disco-
Wmis Corroon 308 16 2 17 6 57 308-303

ated biphenyls, said Tim Oppelt, director of to determine whether the process is easily vered that the PCBs were gone, the spokes- Source Philip Olsen, Insurance Industry Analyst
London

the EPA risk reduction engineering labora- controlled woman said

tory m Clnelnnatl The potential for using quicklime for eli- -By Laura Mazzuca

Bi Industry Stock Report
MARCH 11, 1991 THROUGH MARCH 15, 1991

Weeky Year to Date Annual MkVBk Weekly Year to Date Annual Mkt/Bk

Pnce % crange % change Hgh low Vot (000) $ Dw % Yield RE Book value value Pnce % change % change High Low Vol (000) $ Ow % Yield P/E Book value value
BROKERS

Liberty Corp NYS 4100 4.09 030 5025 3900 25 0.92 2.24 13 31.82 129

Lincoln National NYS 5000 050 1628 56.50 30.75 209 272 544 12 4919 102

Alexander & Alexander NYS 2650 1 92 14.59 28.88 16.13 208 100 377 20 918 289
NAC Re Corp OTC 38.25 000 1591 39.00 25 50 79 020 052 16 2281 168

Gallagher Arthu, J & Co NYS 2800 OCO 20.43 2838 19.75 29 064 229 20 533 5.25

Frank B Hall
Navigators Group OTC 4100 314 25.19 41 00 24.75 3 0.00 0.00 16 1522 269

NYS 3.25 714 1034 4.25 200 103 0.00 000 7 280 116
Nobel Insurance LTD OTC 319 202 6.27 375 2.00 75 0.00 0.00 7.76 041

Hilb Rogal & Hamilton OTC 14.75 084 000 1650 1125 185 036 244 20 460 3.21

Marsh & McLennan
NWNL Companies NYS 28.00 0.45 6593 34.50 11.75 395 1 32 4.71 6 37.50 0.75

NYS 79.38 0.16 176 82.00 59.75 829 2.60 3 28 19 1056 7.52
Ohio Casualty Corp OTC 40.88 1.51 430 50.00 26 75 358 2.48 6.07 9 33.30 123

Poe & Associate: OTC 10.00 000 25.00 1300 775 0 040 400 10 2.40 417
Old Republic Int I NYS 28.00 0.00 22.40 2900 1900 64 0.76 2 71 6 30.70 091

BROKERS AVERAGE 0B 73 23 12
Or,on Capital Corp NYS 22.38 056 27.86 23.00 13.00 99 092 4.11 8 19.72 113

Phoenix RE Com OTC 963 694 24.19 1175 5.00 24 0.20 2.08 120 1299 0.74

CONGLOMERATES & HOLDING COMPANIES Protective Life Gorp OTC 1725 143 1597 1800 1025 159 076 441 8 1454 119

Provident Lili OTC 2225 114 27.14 2625 1200 458 0.92 4.13 6 2324 096

Barkley W R Corp OTC 4400 486 1733 46.50 28 50 176 044 100 14 25.06 176 Re Capital Corp ASE 1600 1 54 24.27 17.00 11.75 31 000 0.00 11 1443 111

Berkshire Hathaway Inc NYS 7950.00 RLI Insurance Corp NYS 1625 0.00 12.07 1638 950 32 044 271 8 1242 1.31

063 19 10 890000 5675 00 0 0.00 0.00 25 2869 00 2 77 St Paul Companies OTC 68.25 225 8.76 7025 4700 788 260 381 8 43.47 157

ITT (Hartford Group) NYS 55.25 286 15.10 60.88 40.25 1254 1.72 3.11 8 5633 098 SAFECO Corp OTC 3863 1.59 1749 40.50 25.13 895 136 3.52 9 24.87 155

Sears (Allslate) NYS 32.00 OOC 2611 41.75 22.00 3832 200 625 12 37.75 085 SCOR U S Corp NYS 1400 2.61 13.13 1525 8.38 19 0.20 1 43 10 1061 132

CONGLOMERATES AVERAGE 1E 194 26 15 Se,bels Bruce Group OTC 6.75 3.85 58.82 1175 4.25 19 036 533 21 1375 0.49

Selective ins Group OTC 16.75 152 26.42 18.50 12.50 38 1 04 6.21 7 1572 107

INSURERS/REINSURERS Staiesman Group Inc OTC 250 11.11 5995 3.00 125 162 0.00 0.00 15 4.19 0.60

Token Marine & Fire OTC 5100 4.08 794 56 50 34 50 96 026 051 30 7093 0.72

Aetna Life & Casualty NYS 4500
Torchmark Corp NYS 5575 0.22 1407 56.13 38.00 238 1 40 2.51 13 1323 4.21

110 1538 54.38 29 00 1097 2 76 6.13 8 5811 0.77

Amercan Genefa NYS 37.50 260 2195 5063 2350 921 2.00 5.33 8 34 68 108 Transamenca NYS 38.13 4.45 1686 41 00 23.25 914 196 514 12 3463 110

Travelers Corp NYS 23.50 387 41.35 34.38 1150 1704 1 60 6.81 13 4485 0.52

Arnercan Heritage NYS 24.25 157 1548 24.13 1963 5 100 4.12 11 2260 107
Trenwick Group Inc OTC 25.00 566 811 27.50 16.25 97 060 240 10 1691 148

American Indemmly/Fin I OTC 650 3.70 10000 7.25 275 1 008 123 20 1738 0.37

Amencan International
United Fire & Casualty OTC 42.75 000 2171 43.00 28.75 2 132 309 7 2256 189

NYS 9063 333 1789 96.25 57 00 1713 044 049 13 41 92 216

USF&G Corp NYS 10.25 649 36.67 2950 700 3137 020 195 2 22.87 0.45
Aon Corp NYS 3538 471 180 41 38 26 75 239 1 52 4 30 10 1962 1.80

UNUM Corp NYS 59.00 0.43 2654 63.00 32.13 210 080 136 11 31.20 189

Argonaut Group OTC 7900 3.95 23.44 78.00 53.00 7 1.60 203 9 3683 2.14

USLIFE Corp NYS 3600 360 28.57 41 75 23.25 148 148 411 8 54.34 066
AVENICO Corp NYS 2913 085 1535 30.13 21.13 16 044 1 51 18 952 3.06

Baldwin & Lyons Inc OTC 24.00 323 2800 24.25 17.00 4 028 1.17 8 2080 1.15 Unitin OTC 37.75 1 95 2276 40.25 24.50 331 080 2.12 16 3399 111

Washington National NYS 1338 0.93 22.99 24.13 938 22 1.08 8.07 15 3290 041

Belvedere Corp ASE 275 0.00 1000 463 175 2 004 145 69 803 034

Chandler Insurance
USLICO Corp NYS 18.25 -8.75 1496 23 00 14.75 14 100 548 8 2773 066

OTC 388 3478 -43.64 988 2.75 205 0.00 000 5 953 041
Zenith National Ins NYS 1700 286 24.77 1825 9.88 66 100 5.88 33 1381 123

Chubb Corp NYS 67.50 2.70 24.42 70.25 34.63 1047 148 219 11 55.49 122
INSURERS/REINSURERS AVERAGE 12 254 32 130

CIGNA Corp NYS 4600 5.40 1254 5550 3325 1981 304 661 11 6664 069

CNA Anancial Cop NYS 84.00 000 22.40 9250 4950 183 000 000 15 5487 153

Continental Corp trfS 2738 2.23 1005 31 38 15 75 285 260 950 11 41.36 066 HEALTH MAINTENANCE ORGANIZATIONS
Durham Corp OTC 28.50 179 179 3400 2300 5 092 323 14 2632 1.08

Fund American Cop NYS 5988 264 1542 61 75 2950 1097 068 1.14 24 3274 183 FHPInternational OTC 2225 000 45.90 2325 9.75 1061 000 000 18 354 629

Fremont General Corp OTC 1750 4.11 2069 21 00 10.13 266 080 457 6 1909 092 HMO Amenca Inc OTC 925 2.78 4231 9.38 4.25 610 000 0.00 13 112 826

Frontier Insurance Group NYS 2250 112 1842 3300 1538 21 000 000 9 729 309 Pacilicare Health Sys OTC 2375 857 46.15 2600 1200 339 0.00 000 16 6.35 3.74

General RE Corp NYS 9538 155 255 9988 6900 881 168 176 14 2904 328 Sateguaid Health Enter OTC 488 930 263 763 400 4 000 000 15 299 163

Hanover Insurance Co OTC 27.75 3.48 4.72 30 25 21 00 918 044 159  11 3203 087 Sierra Health Services ASE 2163 442 57 27 22.88 550 180 0.00 000 64 062 3488

Harleysville Group OTC 2800 1.75 22.40 3000 1350 50 0.64 229 9 1894 148 United Healthcare Corp OTC 3263 4.40 40.32 3388 9.13 5347 006 0.18 26 034 9596

Hanlord Steam Bollar NYS 5563 489 14.10 6213 4350 179 000 000 1894 294 United Medical Corp ASE 938 1.32 1719 11.38 663 4 020 213 12 570 1.64

Kansas City Life Ins. OTC 3350 000 850 3650 3000 8 120 358 9 39.22 085 U S Healthcare OTC 4450 920 5149 43.25 11.13 3127 048 108 27 3.07 1450

Kempe, Corp NYS 32.75 155 3789 4313 17 13 226 092 281 126 2997 1.09 HMOs AVERAGE 12 379 04 24

Lawrence Insurance Group ASE 7 75 10.71 10 71 913 638 5 0.36 4.65 12 440 1 76 ALL COMPANIES AVERAGE 08 241 27 14

System des,gn Nordby International Inc.



So et es yo greatest
kis standing still.

Change may be difficult. But doing nothing is far worse.
I/Vhich is why we, at the CIGNA Reinsurance Company, are taking

an aggressive approach towards meeting our clients' needs.
You'll find there is a creativity and cooperation in the way we

tackle difficult problems.
One that makes it

easy for you to stay on
top of an environment
that's always changing.

Instead of making
you conform to our way
of doing business, we
work with you to find
the solutions that are

best for your business.
With over 40 years of

experience around the
world, our professionals
will provide you with
both traditional and non-

traditional approaches
to yourbusiness needs.

Our technical specialists can help you avoid problems before they
occur, and provide you with ideas and recommendations for making
your reinsurance program more effective and efficient.

Write CIGNA Reinsurance Company, Two Liberty Place, Phila.,
PA 19192, or contact any of our local offices. And do it today.

Because we all know what happens to those who just sit there.
CIGNA Property and Casualty Reinsurance Companies: Philadelphia • Toronto • Brussels • Paris • The Hague • Vienna •
Bermuda • Tokyo • Sydney • Singapore • Taipei • Miami • Caracas.

We getpaid for resultsO CIGNA


