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M&A mania coin

has two sides,
buyers say

By MARK A. HOFMANN
and GAVIN SOUTER

Risk managers view the continuing trend toward
mega-mergers among brokers and underwriters with
decidedly mixed emotions.

On the one hand, such consolidations as that an-
nounced earlier this month by Marsh & MelLennan
Cos. Inc. and Johnson & Higgins, and the acquisition
of Alexander & Alexander Services Inc. and Bain
Hogg Group PLC. late last year by Aon Group Inc.,
can mean risk managers will benefit from economies
of scale and a wider variety of goods and services in
one place, say some risk managers (BIl, March 17). The
trend may also mean more favorable reinsurance
prices for risk managers who buy reinsurance for
captives and greater business opportunities for cap-
tive managers that are not affiliated with the broker-
age giants.

On the other hand, mega-mergers could have a
more significant downside than simply reducing risk
managers' choices when seeking a broker. Consolida-
tion can mean more market power in the hands of
fewer players.

Some risk managers are concerned that the indus-
try's urge to merge also could mean a more homoge-
nized approach to business that will give risk man-
agers more headaches as they try to place unusual
risks and the possibility that a less competitive bro-
kerage market could also mean a less creative broker-
age market.

"My reservation is that consolidation among the in-
surers and brokers reduces the options that the buy-
ers have. On the other side, | can see the economic
benefit of consolidation on their part because it can
make them more efficient and offer more services to
their buyers," said John Toay, director-risk manage-
ment for Family Dollar Stores Inc. in Charlotte, N.C.

Mike Kaddatz, principal with Lake Forest, Calif.-
based risk management consultant ARM Tech, said:

See Mergers on page 25

Battle for market shhare

benefiting risk managers

By JUDY GREENWALD

Insurance buyers can expect better cover-

age at lower prices as insurers continue to
battle it out for market share.

walY to thagiresasaieyenaor dgelgalxlto 1.im- 1996

its and pricing," said Barbara Stewart of
Stewart Economics in Atlanta.

"It's the same old story," said Ms. Stewart. "The talk
that | hear is that if anything, the business is becom-
ing more competitive and that pricing is becoming less
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Updates

Dow Jones & Co. contesting
record $222.7 million libel verdict

HOUSTON-Dow Jones & Co. is asking a
federal judge in Houston to set aside a $222.7

million libel award stemming from a 1993
story in The Wall Street Journal.

The March 20 Houston federal court jury
verdict against Dow Jones, the Journal's par-

ent company, is four times the previous
record libel award. The award included $200

million in punitive damages on top of $22.7
million in actual damages.
The plaintiffs in the case, the now-defunct

Entire contents copy,ight 1997 by

Crain Communications Inc. All ights reserved

MMAR Group Inc., a Houston-based invest-

See Updates on nezt page

Tobacco company breaks ranks

Liggett's settlement with 22 states not expected to start trend

By MICHAEL PRINCE
and MICHAEL BRADFORD

Liggett Group Inc.'s settlement of
tobacco liability suits with 22 states is
unlikely to be copied soon by other to-
bacco companies but has undermined
their defenses against liability, legal
experts said.

And even though one state suit
added the tobacco company's insurers
as defendants, tobacco liability is not
expected to become a huge potential
area of loss for insurers.

Liggett, the country's fifth-largest
cigarette maker, reversed the tobacco

industry's long-standing position that
cigarettes are not harmful and agreed
to assist in suits again5t the rest of the
tobacco industry in exchange for end-
ing all present and future litigation
against the company.

In a settlement, reached with 22
state attorneys general suing to recoup
the cost of state-funded medical care
for smoking-related ililnesses, Liggett
admitted that cigarettes are both
harmful and addictive and that it has
marketed cigarettes to teenagers.

The company will put a warning la-
bel on its cigarettes saying "Smoking
is addictive." In addition, the compa-
ny will pay 25% of its pretax profits

for the next 25 years into a fund for
the states which can be used to reim-
burse their medical costs and pay for
smoking awareness programs. Addi-
tionally, Liggett's employees will co-
operate and testify on behalf of the at-
torneys general against the other to-
bacco companies. Because Liggett has
not been profitable, attorneys general
do not expect the company to make
any monetary contributions.

"It should be viewed as a settlement
that provides access to documents,
witnesses and provides admissions,"”
said Michael Ciresi, an attorney with
Robins, Kaplan, Miller & Ciresi in

See Liggett on page 23

K&R coverage can apply
to more than just employees

By JOANNE WOJCIK

Companies seeking to shield their
proprietary information and data
from sabotage may find an unlikely
source of protection: kidnap and ran-
sSOom coverage.

"One would think that you would
have to buy special coverage," ob-
served David Gauntlett, a partner
with Gauntlett & Associates, an insur-
ance coverage law firm based in
Irvine, Calif.

But a lot of electronic data and in-
formation risks are covered under ex-
isting insurance policies, he said.

For example, in cases where crimi-
nals threaten to release a virus unless
the company pays a ransom, "kidnap
and ransom policies would be and
should be quite responsive," according

to David Steuber, a partner with
Troop, Meisinger, Steuber & Pasich
in Los Angeles. This situation is
commonly known as "EDP Extor-
tion" or electronic data processing
extortion.

"Most often these policies cover
extortion demands," he explained.
"It's not simply a policy to respond
to the kidnap of a person, but also to
demands that might be applicable to
a business or its products.”

When the best-laid risk manage-
ment plans fail, companies may find
they not only have insurance cover-
age to respond to the losses but also
to help foot the bill for additional
security that may be required to re-
spond to threats of a computer theft
or virus being implanted.

See Ransom on page 16
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Indemnity health plans

and less rational. So one would think that at

likely to raise rates

least on the underwriting side, it's not going
to be a good year."

Ms. Stewart said that "unless the securi-
ties markets are kind" as they were during
last year s booming market, insurers will
have "a very tough year."

David McDonald, senior vp and chief un-
derwriting officer at Royal Insurance USA in Char-
lotte, N.C., said, "There's not enough emphasis being
placed on the underwriting process, pricing the prod-
uct commensurate with the exposures presented. But,"

he added, "so long as the stock market continues to
perform as it does, | don't see any fundamental
change in the price of the products being sold."

Insurers and analysts shared the perception of a
keenly competitive buyers' market.

"We don't see any mitigation of this intense compe-
tition that's been taking place over the last year or
two in most lines," said Louis G. Paglia, senior vp
and treasurer at TIG Holdings Group in New York.

Ree lingm-Brf nu nmino 94

By JUDY GREENWALD

Rate hikes may help group
health insurers bounce back
from a tough 1996.

Group indemnity insurers and
health maintenance organiza-
tions are expected to introduce
rate increases later this year,
though group indemnity insur-
ers' boosts are likely to be high-
er, says Richard Haw, a finan-
cial analyst with A.M. Best Co.
in Oldwick, N.J.

Indemnity increases will be
higher than HMOs because in-
surers do not have the same cost
controls in place, "so basically
they are paying whatever the
doctor is billing," Mr. Haw said.

Meanwhile, the fourth quarter
"was pretty much a repeat of
the third quarter, with compa-
nies on the indemnity side con-
tinuing to struggle in light of
the competition from other
managed care operations," said
Manfred Nowacki, vp with A.M.
Best.

That struggle, "along with the
downturn of the cycle in 1996,
meant it was not a good year for
indemnity companies.”

As HMOs increase their mar-
ket share, "you're seeing the
shift frcm indemnity-based
products to HMO-type prod-
ucts, which is causing a shift in
the profitability in that bus-

See Health on page 24
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Dow Jones contests libel ruling

Continued from previous page
ment firm, claimed the 1993 article contained falsehoods and contributed
to the firm's going out of business.

New York-based Dow Jones said that for now, an article in Friday's
Journal stood as the company's statement on the verdict. The article in-
cludes a statement from Journal Managing Editor Paul Steiger that in his
view the newspaper was "chronicling the difficulties of this company; we
did not cause them." Dow Jones indicated it will appeal if the verdict is
not set aside. Mr. Steiger said, "We are optimistic, based on applicable
law, that it will not stand." The company said it has $45 rnillion in libel
coverage.

While this verdict could be reduced. its impact on the media liability in-
surance market would come as part of a trend toward larger and more
frequent libel verdicts, said Chad 1Vlilton, senior vp at Media/Professional
Insurance in Kansas City, Mo. "It seems to me that this would have the
effect of hardening the media liability'market," he said. "A big verdict
used to be a million or two or three. Now the big verdicts are bigger,
they're coming more often, and the prospects on appeal are not as bright
as they were in the past.”

He said part of Dow Jones' coverage is with Media/Professional.

Otherrecent awards against themediainclude a January verdict of $5.5
million in punitive damages and $1,400 in compensatory damages levied
in December against American Broadcasting Cos. Inc. related to a 1992
episode of "PrimeTime Live" about the Food Lion Inc. supermarket
chain. The verdict was based not on libel but on fraud allegedly commit-
ted by ABC News employees in obtaining jobs at the Salisbury, N.C.-
based chain. ABC is appealing those awards.

Also in December, a Miami jury awarded $8.75 million in damages to a
bank executive in a libellawsuit against the news organization.

Ohio Blues plan ends merger

CLEVELAND-BIlue Cross & Blue Shield of Ohio last week agreed
with state regulators to discontinue its eEforts to be acq*ed by Nashville,
Tenn.-based Columbia/HCA Healthcare Corp., effectively ending the gi-
ant hospital chain's gambit to buy the Blues plan for $299.9 million.

The Ohio Department of Insurance previously had ruled against ap-
proving the proposed deal (Bl, March 17), arguing that it would change
the Blues plan's nature as a mutual insurance company. Although the
plan had 30 days to appeal, the new settlement with the state includes giv-
ing up that right.

Under the agreement, Ohio BC/BS President Kent Clapp will continue
in his job, but company Chairman John Burry Jr. willleave with benefits,
deferred compensation and pension totaling $14.4 million. The insurer
also has agreed to drop most of its outstanding litigation involving con-
trol over BC/BS of Ohio and other matters relating to the Columbia/HCA

deal.

AlA calls for equal laws

WASHINGTON-The American Insurance Assn. is calling for"func-
tional regulation” of the financial services indust:ry as the relationship of
banks and other financial institutions to the property/casualty insurance
industry changes.

In a list of principles it wishes to see applied to financial selvices mod-
ernization legislation, the AIA says it prefers state or federal legislation
that "establishes a level playing field" to court decisions or "regulatory
pronouncement under current laws" as the way to set rules governing the
relationship between depository entities and insurance.

"The regulation of allinsurance activities should be by the insurance
regulator carrying out the insurance laws. Bank regulatory authority,
whether directed at bank solvency or otherwise, should not be used in a
way to circumvent the functional regulatory structure of the legislation,
or to try to affect insurance activities, or to broaden the powers of finan-
cial institutions," according to the AIA principles, which were announced
last week.

The AlA also calls for allowing deposilory institutions to underwrite in-
surance only through a "separate corporate entity which is financially in-
sulated from the bank." All such entities should also be required to par-
ticipate in guaranty funds and any"relevant state residual markets" that
insurers must support, the AIA holds.

Among the other principles are allowing banks and insurers to engage
in joint ventures and other activities, prohibiting the characterization of
property/casualty products as "banking," and enforcing adequate con-

sumer safeguards against banks coercing customers to buy insurance
from them.

Implant suits dismissed

DETROIT-Michigan has become the third state to dismiss all silicone
breast implant lawsuits against Dow Chemical Co., the parent corpora-
tion of Dow Coming Corp.

The March 20 ruling by Wayne County Circuit Judge Robert J. Colom-
bo Jr. will affect about 800 lawsuits filed against the company in Michi-
gan

See Updates on page 26
Errors & omissions

* Due to an editing error, a statement in a story on page 14 was incor-
rect. A study on securities litigation indicated that rising stock prices in
1996 may have led to fewer lawsuits.

*Revenues for RMI Consulting Inc. were listed incorrectly in the March
17 directory of risk management consultants. Total gross revenues are
$2,300,000 and revenues generated from pure risk management consult-
ing are $2,000,000. 2

* Due to an editing error, Zenith Administrators Inc. was omitted from
the Feb. 17 directory of claims admiriistrators specializing in benefit
claims. A complete listing appears on page 14.

Lloyd 's fights EMLICO deal

By DOUGLAS McLEOD

BOSTON-LIoyd's of London
underwriters are seeking permis-
sion to intervene in court proceed-

ings on a proposed settlement that
would make the Massachusetts
Insurance Division U.S. receiver
for the hugely insolvent Electric
Mutual Liability Insurance Co.
Meanwhile, court filings
brought to light in the settlement
reveal that a lawyer for EMLI-
CO's former president and trea-
surer identified the two men

as "possible subjects"” of a fed-
eral grand jury probe of EMLI-

CO's controversial 1995 move to
Berrnuda.

The two men, who are now top
officers of former EMLICO affili-
ate Electric Insurance Co., refused
to be examined under oath last
December by Insurance Division
officials investigating EMLICO's
redomestication.

Lloyd's last week filed a motion
to intervene in proceedings to
confirm the proposed settlement,
charging that it "represents yet

another instance of (Insurance
Commissioner Linda Ruthardt's,
abandonment of her regulatory

obligations."”
Under the settlement an-—
nounced earlier this month, EM-
LICO, a longtime General Electric
Co. liability insurer, would con-
tinue its liquidation in Bermuda
but would send GE environmental
claims settlements to Massa-

chusetts for review. The review-
would be conducted by a special
master chosen by GE, EMLICO

See EMLICO on page 4

Deregulation on fast track

Brokers, risk managers support NAIC re-engineering plan

By MEG FLETCHER

ORLANDO, Fla.-Buyers and brokers are enthusi-
astic about state insurance regulators' acceptance of

the concept of deregulating commercial
lines and the fast track it is on for fur-

ther development.

The two groups plan to help a Na-
tional Assn. of Insurance Commission-
ers subgroup meet a June deadline to fi-
nalize a new, preliminary white paper on regulatory

re-engineering.

The subgroup also will develop prototype options

lando.

leased last week at the NAIC's spring meeting in Or-

The Risk & Insurance Management Society Inc
"commends the NAIC Special Committee on Regula-
tory Re-Engineering for its continued

effort to explore deregulation and in

N A I C preparing the draft of the white pa-
per," said David A. Holcombe, risk

manager for International Speedway

Corp. in Daytona Beach, Fla. He chairs
RIMS' Government Affairs Committee. "The NAIC

should continue the focus of deregulation on the in-

for states to implement, according to the draft re-

surance buyer," Mr. Holcombe said.

See NAIC on page 26

Association among first groups to offer plan option

PIA sponsors MSA program

By JERRY GEISEL

ALEXANDRIA, Va.-The Na-
tional Assn. of Professional In-
surance Agents is giving its
agency members a new health
care plan option wi:h the intro-
duction this month of tax-fa-
vored medical savings accounts.

The PIA program takes ad-
vantage of a federal law that
went into effect Jan. 1 allowing
employers with 50 or fewer em-

ployees to provide MSAs linked
to high-deductible medical
plans.

The PIA, which currently of-
fers its agent members a tradi-
tional indemnity plan and a
preferred provider organization,
is one of the first major trade
associations to offer MSAs to its
members since Congress enact-
ed legislation last year giving

MSASs their tax-favored status.

"MSAs are a boon to employ-

ers looking to save money on in-
surance premiums," said Bruce
Scholnick, division vp with the
Alexandria, Va.-based PIA,
which represents about 15,000
insufance agencies.

Indeed, some PIA members
signing up for the MSA program
say it will cut their group health
costs substantially. For exam-
ple, James Probus, the self-em-
ployed owner of the Probus

See MSA on page 6

Administration backing OPIC
despite corporate welfare' charges

By MARK A. HOFMANN

VWASHINGTON-The Clinton

administration

wants to reauthorize the Overseas Private Investment

Corp. for three years, despite charges by critics that
the federal political risk insurer is nothing more than

corporate welfare run amok.

Ir’

OPIC President and Chief Executive Officer Ruth

Harkin presented the administration's proposal last

week during an appearance before the House Inter-
national Affairs Committee's Subcommittee on In-

ternational Economic Policy and Trade. It was Ms.
Harkin's final scheduled Congressional appearance

before she steps down from OPIC at the end of this

Inside

- The measures that the Massachusetts insurance com-

missioner proposes to resolve the EMLICO case are inap-
propriate, one of this week's editorials says. PAGE 8

« Donated insurance is expected to cover damage a polit-
ical activist caused to the America's Cup. PAGE 19

Ms. Harkin

it—

month. No successor hgs been nominated yet.

OPIC offers limits of up tc
$200 million on 20-year polit-
ical risk policies for U.S. com-
panies seeking to do business
in selected developing coun-
tries. During fiscal year 1996
it provided $16.5 billion in po-
litical risk insurance to U.S.
companies, nearly double the
premium it wrote the previous
year. The 26-year-old federal
agency came under serious

See OPIC on page 14

Global Briek 19
Insurance Services Guide 09
International 19
Opinions 8
Perspectives 17
Ticker o7

« A comprehensive set of managed care rules has taken

effect in New Mexico. PAGE 22

Departments

Advertiser Index
Classifieds

For the Record

Business Insurance (ISSN 0007-6864) Vol. 31, No. 12, is published weekly
by Crain Communications Inc., 740 N Rush St., Chicago. 111.6061 1-2590.
Periodicals postage is paid at Chicago and at additional mailing offices.
POSTMASTER: Send address changes to Business /nsurance, Circulation
Department, 965 E. Jefferson Ave., Detroit, Mich. 48207. $4 a copy and $87
a year in U.S. $105 in Canada and Mexico (includes GST) All other coun-
'O tries $205 a year (includes expedited air delivery). Canadian Post Inter-

oo national Publications Mail Product (Canadian Distribution) Sales Agreement
No. 0293512, GST No. 136760444. Printed in U.S.A. Copyright 1997 by

12 Crain Communications Inc.



Business Insurance, March 24, 1997 / 3

Medicare shift to HMOs continuing

By JERRY GEISEL

the Clinton administration package, say Medicare and operate profitably
the formula the federal government uses "It is a very peculiar public policy In

WASHINGTON-The rapid movement to pay HMOs is fundamentally flawed and some markets, you can get everything un-
of retirees from traditional Medicare pro- needs to be overhauled

grams to health maintenance organiza-

der the sun" from HMOs providing cover-
Under the current system, HMOs receive age to retirees, said Helen Darling, man-
tions is likely to continue even if Congress from Medicare 95% of what Medicare be- ager of health care strategy and programs
passes legislation reducing the growth of lieves it would cost the federal govern- at Xerox Corp

Smallef inereases

im*ditare HMO
N m

say

ceive health care coverage through so-

for employers that had been providing the

supplemental benefits from their post-em- HMOs m counties where Medicare costs receiving coverage through Medicare risk

ployment health care plans are low often are insufficient for HMOs to HMOs

Benefit managers, while not endorsing offer coverage to retirees eligible for

federal payments to HMOs, consultants ment to provide traditional Medicare ben-

More than 4 3 miillion retirees now re- trees live

prescription drug coverage, reducing costs um and still make a healthy profit

efits to retirees in counties where the re- payment rates to HMOs are low, the bene-

Benefit managers say that results in a
called Medicare risk HMOs, with roughly huge skewing effect

80,000 to 100,000 new retirees moving into
HMOs each month

They say payment rates in counties have been able to offer a rich array of sup-

H* thClinton admioistration would change
Fynl*its nfade to,Medtare risk HMOs per retiree
r>\ 19*44 /-4002 rate with

NS TatelS ARG

But in other markets where Medicare

fits are poor, she said
Indeed, in South Florida, Medicare pay-

ments to HMOs are so high that HMOs increase

$527 09 $733 19 28%
where Medicare costs are high allow the plemental benefits, including free trans-
Many of these retirees also receive addi- HMOs to offer benefits Medicare does not portation to health care providers, said 1997 rate under
tional benefits from the HMOs, such as provide, charge retirees little or no premi- Jack Romeo, director of health care sys- average CAnton
tems for Bethlehem Steel Corp in Bethle- monthly rate proposal Increase
On the other hand, payment rates to hem, Pa, which now has 10,000 retirees $527 09 $592 43 11%

, Source Barents (Jro®li* ;f

See Medicare on page 6 GRAPHIC BY TONY BUCCINI

Priorities outlined Quality concerns up: Survey

as U. K. vote nears

Member of Parliament seats

By STACY SHAPIRO
There are two other major
LONDON-Life as Britons parties in the House of Com-
and risk managers know it may mons the Labour Party, led by
soon change if a new party Tony Blair, and the Liberal
comes to power after the gen- Democratic Party, led by Pad-
eral election May 1 dy Ashdown
The two major parties gener- Many Britons are disen-
ally agree on issues of impor- chanted with Mr. Major and
tance to business and insurers the Conservative Party, which
In addition, several pieces of has been in power for 18 years
legislation important to bum- The Labour Party currently
ness already have been passed leads the polls by more than 20
by Parlia- percentage points, leading to

111 B - le megt and wide speculationtbat. Tany.cost as.a definition.ef valuedn.inghealfh care. this year only

at nsk of minister

' being held At first glance, the outcome
up by pol- of the election may not make
itlcs much difference to risk man-

Even so, agers Most business executives
there are support Mr. Blair's "new"”
still sev- Labour Party, which has

- eralissues moved from the left to the mid-
risk dle ground in recent years

managers' But observers wonder pri-
and insur- vately

ers'wish lists for whichever A.¢.lk
party wins the election

U K Prime Minister John
Major last week called a gener- -

Mr. Major

whether
the La-
our Par-

re-

vert to its

11 -
Y wil
al election to be held May 1

Under U K law, the prime

minister may call an election at

any time but must do so by the

fifth anniversary of the last

former

ways if It

connes to

power
election, which in this case was Tradi-
May 1992 At stake are 651 tionally,

seats in the House of Com- Mr. Blair the Labour

mons During the last election, Party has
Mr Major's Conservative Party been the political party to in-
won the majority, allowing him crease taxes and to strengthen
to "form" a government trade unions' grip on industry
Since then, however, the Labour also supports the So-
prime minister's majority has cial Chapter of the Maastricht
been lost due to a number of Treaty,which governs employee
deaths and subsequent elec- rights such as a minimum
tions to replace those vacant See Election on page 27

By ROBERT KAZEL

definition of value, up from 45% definition of "value" access of fa-
in 1996 cilities, cost, medical outcome

Despite fears that managed care
prices will rise, employers are importance of comparing the lization data, accreditation, and
buying health care increasingly quality of health care choices, Health Plan Employer Data & In-
based on quality concerns and less they also are facing their lack of formation Set data

on cost, a new survey says

But as employers recognize the data, employee satisfaction, uti-

knowledge on complex quality- Large employers were much
It also showed that most small- measurement issues, said Mau- more likely to consider factors
er companies still focus on price, reen Cotter, a consultant in Wat- other than cost as important
while the largest companies have son Wyatt's Southfield, Mich, of- For example, large employers
grown more interested in sophis- fice who helped organize the used performance standards 88%
ticated quality measurement study of the time, while small employers
yardsticks "Fewer companies think they used such standards only 37 % of
The survey, by Bethesda, Md - are very effective at buying health the time
based Watson Wyatt Worldwide care,” she said The study conducted mail-in
and the Washington Business Whereas 20% of employers in surveys of 252 companies and in-
Group on Health, found 51 % of the 1996 survey said they felt person interviews with 46 large

employers surveyed mentioned they were "very effective" at buy- employers

Copies of the survey, "Partner-
from 59% in a similar survey last dence ing For VValue," wilt be ava:table
year INn descending order of signifi- in early May for $100 each from

In contrast, 51% of respondents cance, companies ranked the fol- Watson Wyatt Wortdw:de by cati-

said they look for quality in their lowing as most important in their 2ng 800-243-1349

Cummins converts to cash balance pension plan

Engine maker switches gears

By JERRY GEISEL wards for Cummins, a Columbus, formula, It was difficult for em-
Ind -based manufacturer of diesel ployees to readily know the value
COLUMBUS, Ind -Employees engines and components of the benefits they had accrued
at Cummins Engine Co Inc now Cummins' cash balance plan,

receive their pension benefits

The previous plan met none of
those objectives which was put in place Jan 1, ad-
As a final aver- dressed each of those problems
age pay plan, the As career average plans, cash
design was balance plans provide a smoother
skewed in favor accrual of benefits compared with
of long-service traditional final average pay
employees so that plans, where the bulk of benefits
workers who left are earned during employees' lat-
ces after a few years received very er years of employment That
"The workforce was changing small benefits
We wanted a plan that better

through a cash balance plan

The new plan, which covers
about 7,000 employees, replaces a
traditional, final average pay plan
that Cummins officials, after an
extensive review, decided no

longer met the needs of employ-

means employees leaving after a
"We wanted to say to employees few years of service receive signif-
meets employees' needs through- that we value your service at icantly higher benefits under a
out their entire careers And we Cummins throughout your em- cash balance plan than they
wanted a plan that would be easi- ployment at the company,” Ms would have in the final average
er to understand,” explained Jan Nolander said pay plan It also means benefits
In addition, because the previ- don't suddenly lump-as they do
performance management and re- ous plan had a complex benefit See Cummins on page 15

Nolander, executive director of

Employers warned not to wait on Year 2000

Mistakes could be costly: Speaker

By JOANNE WOJCIK

ployer fails to reprogram the years old

"If your claims administration charges It owes to health care national Foundation of Employ-

system doesn't recognize the year providers, he pointed out
2000, it will think the claim is 99

ee Benefit Plans, also provided
"If you send out a bill for late information on legal and regula-
payment, it would Include 99 tory aspects of cyberspace, uti-

computers it uses to recognize This is because computers that years worth of mterest and liqui- lizing technology to enhance

PALM SPRINGS, Calif -Em- the year 2000, warns Alan R don't recognize the year 2000 dated damages," Mr Parham benefit plan participant services,
ployers shouldn't wait until Dec Parham, administrator of the will think a year whose last two told a group of benefit special- the Internet and specific tech-
31,1999, to determine whether Laborers District Council Con- digits end m "00" is actually the 1StS attending the Administra- nologies regarding benefits pro-
their benefit administration sys- struction Industry Pension Fund year 1900, Mr Parham ex- tion Automation Institute in cessing, communication and doc-

tems are  mjllenium compati- in Philadelphia
ble "

- Say a medical claim you re-

plained. Palm Springs, Calif, earlier this ument printing
Such a mistake could be costly month. Employers also must ensure

Costly business disruptions ceived Dec 20,1999, isn't paid forthe employer, especially if the The conference, sponsored by that their systems can properly

and lawsuits may occur if an em- until after Jan 1,2000," he said system calculates late-payment the Brookfield, Wis -based Inter-

See Millennium on page 15
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E M L I C O was spun off from EMLICO in the ceedings up to and mcluding the ne- er concealed, if not actually de- them as "possible sublects" of a fed-
redomestication EIC is managed by gotiations leading to this 'settle- stroyed" In this filing, Lloyd's IS eral grand jury investigation of EM-
former EMLICO officers, including ment; the Commissioner has sought seekmg a court order that EMLICO LICO

Contmued fTom page 2 David F St Laurent, EIC's presi- to shield her regulatory actions from documents not be altered, destroyed The Insurance Division filed suit
and Commissioner Ruthardt (BIl, dent, and Laurence J Cohen, ItS judicial and pubhe scrutmy,"” the fil- or moved out of state against EIC last December to compel
March 17) treasurer ing adds Lloyd's argues m its Supreme Ju- Mr St Laurent and Mr Cohen to

In return, the Insurance Diwsion Only hours before its settlement The settlement, for example, in- dicial Court filing that the Insurance testify under oath about the redo-
wlll drop its Investigation mto with GE, EMLICO and EIC was an- cludes several side agreements be- Division won'tprotect remsurers'm- mestication
charges that EMLICO concealed its nounced, the Insurance Division was tween the Insurance Division and terests and that Lloyd's should be al- Each man had earlier refused to
insolvency m a fraudulent scheme stlll maintaining m court that it GE, EMLICO and EIC that were not lowed to intervene as a party in the answer questions at separate Dec 10
with GE to take advantage of would "vigorously pursue"” its inves- included in the settlement docu- settlement case and Dec 12 heanngs after their
Bermuda hquidation laws that tigation of the alleged fraud, Lloyd's ments fled m court, Lloyd's lawyers Intervention would give the rein- lawyer had read a prepared state-
would accelerate reinsurance pay- complains in its Ming with the state note surer broader standmg to contest the ment
outs on GE claims Supreme Judicial Court In one of these side letters, the ch- agreement The lawyer, John J Curtin Jr,
Only months after gettmg the However, the settlement "utterly vision agrees that EMLICO's Bermu- Lloyd's is also asking the court to with Bingham, Dana & Gould in
green hght from Massachusetts reg- falls to ,hold GE or EMLICO ac- da hquidators "wlll be entitled to di- postpone the scheduled Apr11 8 hear- Boston, cited several reasons fol
ulators to move to Bermuda, EMLI- countable for the damage to publle rect the disposition of all EMLICO ing on the settlement deal their refusal, including that Insur-
CO declared itself hugely underre- confidence m the mtegnty of the documents whether m the form of The Insurance Division plans to ance Division officials conducting
served for GE pollution and asbestos Commonwealth's insurance regula- wnings or computer data " ask Supreme Judicial Court Justice the exammation were biased and
claims and insolvent by more than tory process since, despite the evi- In a separate fihng in state Superi- John M Greaney to reject the that GE and EMLICO had instruct-
$500 milhon (B, Dec 11, 1995) dence and preliminary findings of or Court, Lloyd's argues that this Lloyd's motion, a spokeswoman con- ed the men not to do anything that
After refusing to reopen the EM- fraud, GE and EMLICO MII contin- agreement makes 11 "clear that GE finned would "prejudice (the companies')
LICO redomestication last year, ue to reap the benefits of their fraud- and EMLICO have demanded, and Meanwhile, the settlement has privilege and confidentiallty nghts'
Commissioner Ruthardt began her ulent redomestication to Bermuda," the Commissioner has agreed, that highlighted earher court fillngs in GE and EMLICO had advised Mr
mvestigation of the fraud charges as Lloyd's charges the wntten proof of the GE/EMLI- which a lawyer for EIC's Mr St St Laurent and Mr Cohen that "vi-
part of a examination of EIC, which "Throughout the underlying pro- CO fraudulent scheme willl be forev- Laurent and Mr Cohen identified olation of those nghts would amount
to a breach of (their) fiduciary du-
ties" as former employees of EMLI-
CO, Mr Curtin said
In addition, Mr St Laurent and
Mr Cohen are "possible subjects" of
the probe being conducted by the
U S Attorney's office in Boston, he
said
"When the potential for criminal
A accusations has ended, (Mr St Lau-
rent) wlll be happy to answer
questions and he hopes that the Di-
. /6 ®1 390 fl)lg - ’ : . o vision of Insurance will give him a
fair opportunity to do so then Now,
however, it is not fair to make Mr St

- O O O [ e 3 - [ e P g

Laurent run the nsk of losing his
nghts under the Ft:th Amendment of
the U S Constitution,”™ Mr Curtin
. { said
1 4/6’ . His statement for Mr Cohen was
» 1C virtually identical
In an interview, Mr Curtm demed
A ’ ) that either man had actually claimed

. ' ox
: " 1 144: the constitutional privilege against

| [18. [limm4.1 #*1bfiRK" Ih %;411ibill!11 e oy should o
) *l raath 4/ Cbmllngrd'|#4%d|*;|tYB be in a position to Cl.aim t.he Afth
4 AT ‘ m*TFréreAmd| fi,dm:i,mwt,n, ([tH#¢*b*D, | Amendment, Mr Gurtin said

0./. 1 e i, 194£fTil*dt,Igal#ti! 1-bri,50.,1(hwgi/*.42-:Gih.% '-13* whether Mr St Laurent or Mr Go-
1 ,f . mIbIQI# ,#V_,¥dm*gr’dlm,e*lndj*’l'l ,CI |1 B hen are targets of the investigation

An Insurance Division lawyer did-
1t ji - ho- n't get very far with either man after
their lawyer's statement, transcripts
of the hearmgs show

In one exchange, Eric Smith, the
division's lawyer, asked Mr St Lau-
rent, "In June of 1995 (when EMLI-
CO's redomestication was ap-
proved), did you beheve that EMLI-
CO was insolvent?"

Assistant U S Attorney Paul Lev-

"l have no further statement at
this time," Mr St Laurent rephed

"At any time pnor to July 1, 1995,
did you believe that EMLICO was

insolvent?”

"l have no further statement at
this time”

" Did you beheve that the 1994
ENLICO financial statements accu-
rately represented EMLICO's finan-

cial condition when you signed
themp"

"No further statement at this
time ™

"Are you involang the FIfth
Amendment m response to that
question?"

"l object to that question,” Mr
Curtrn Interjected

"Will you answer the question,
please?" Mr Smith asked

Our business is helping>ours. 'Tin relying on the statement of

counsel," Mr St Lauient said
t.EMPLOYERS REINSURANCE CORPORATION The refusal of the two men to an-
A GE Capital Services Company swer questions under oath IS

grounds under Massachusetts law to
tngger a receivership frling agarnst
EIC, according to the Insurance Di-

5200 METCALF OVERLAND PARK KS 66202 USA

800-255-6931 L, . .
vision's complaint Regulators decid-

ed instead to file suit for an order
compelhng testimony, the suit says
The complaint is still pending
ATLANTA BOSTON CHICAGO coLumBUs DALLAS KANSAS CIT¥ LOS ANGELES NEW YORK PHILAOELPHIA SAN FRANCISCO but is one of several actions Com-
missioner Ruthardt has agreed to
withdraw as part of the EMLICO

settlement
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MSA

Continued from page 2

Insurance Agency in Louisville,
Ky., says moving to the MSA from
a Blue Cross & Blue Shield plan
he now has will reduce his month-
ly premium for individual cover-
age to $167 from $224.

The MSA has a higher de-
ductible than Mr. Probus' BC/BS
plan but a lower limit on total
out-of-pocket costs.

"This is a win-win program,”
Mr. Probus said.

The PIA program follows the
parameters laid down by the fed-

eral law. Members can purchase a
high-deductible medical plan
written by John Hancock Mutual

Moving to the MSA
from a BC/BS plan will
reduce James Probus’

individual premium to
$ 167 a month from $224.

Life Insurance Co.

The program offers $1,500 and
$2,000 deductibles for individual

coverage and deductibles of
$3,000 and $4,000 for family cov-
erage.

Members then establish medical
savings accounts, which are ac-
counts used to pay health care-re-
lated expenses that are not cov-
ered under the high-deductible
medical plans.

Contributions to the MSAs,
which can come from savings
gained by moving to a high-de-
ductible plan, are tax-deductible.
Annual MSA contributions can-
not exceed 65% of the deductible
for individual coverage and 75%
of the family plan deductible.

Contributions to the MSAs earn

MeE6- 5198 9

tax-deferred interest. The current
interest rate paid on the PIA pro-
gram's account balances is just
under 5%.

Funds can be withdrawn tax-
free to pay for uncovered health
care expenses. Under federal law,
though, income taxes and a 10%
excise tax are levied on MSA
withdrawals to pay for non-health
care-related expenses.

In the PIA program, the MSAs
are administered by Crestar Bank
of Richmond, VVa. PIA members
have 24-hour access to their ac-
counts to check balances and
make withdrawals through a toll-

free number. Ell

Medicare

Continued from page 3

"It seems to us that we need
more equity,"” Mr. Romeo said.

These reactions come after a
new study released last week by
the American Assn. of Health
Plans, a Washington-based man-
aged care trade group, that ana-
lyzes the impact of proposed
changes to payment methodology
for HMOs that provide coverage
to retirees.

Changes the Clinton adminis-
tration is proposing include:

* Reducing the basic payment to
HMOs to 90% from 95% of the
cost the federal government be-
lieves it would cost provide Medi-
care benefits to retirees.

- Basing rates not just on Medi-
care costs in a county but also
Medicare costs nationally. Specif-
ically, rates for a county would be
a blend of national and local
costs. The weight of national costs
gradually would increase. Nation-
al costs are not considered now in
the payment formula but they
would be 10% of the formula in
1998 and rise to 30% in 2002.

This change would lower pay-
ment increases in counties with
high Medicare costs and acceler-
ate payment increases in counties
where Medicare costs are below
the national average.

« Establishing a minimum basic
payment rate of $350 a month per
retiree.

The AAHP study, prepared by
the Barents Group, a research arm
of KPMG Peat Marwick L.L.P.,
found that under the administra-
tion proposals, basic payment
rates to Medicare risk HMOs
would rise to an average of
$592.43 per retiree by the year
2002 from the current basic rate
of $526.09. By contrast, under
current law, basic rates are ex-
pected to rise to an average of
$733.19.

INn some counties, though, the
cut in payment increases would be
especially high. For example, in
Dade County, Fla., the basic pay-
ment rate, which is now $748.23-
the highest of any county in the
United States-only would nudge
ahead 1.3% to $757.95 by the year
2002, the study found. That com-
pares with a 56.9% projected rise
to $1,173,76 if the current pay-
ment methodology is unchanged.

On the other hand, rates would
rise faster in sonne areas of the
country where payment rates are
low. In San Luis Obispo County,
Calif., the basic payment rate
would rise 30.6% to $504.76 under
the administration's plan, com-
pared with the projected rate of
$462.99, a 19.8% rise, according
to the study.

AAHP President and Chief Ex-
ecutive Officer Karen Ignagni said
that, overall, most retirees would
be in parts of the country where
projected paynnent increases
would be lower than compared
with current law. As a result, ad-
ditional, supplemental benefits
provided by HMOs to retirees
could be jeopardized, she said.

But benefit consultants say that
providing coverage to retirees is
so profitable that HMOs likely
would only have to trim benefits
to maintain profit levels.

"HMOs still will be able to offer
attractive benefits. All that we are
likely to see is a trimming of sup-
plemental benefits," said Will Ap-
plegate, a consultant with The
Kwasha Lipton Group in Fort
Lee, N.J.

The administration proposal,

from an employer perspective, "is

not bad news. HMOs will still be
attractive enough for retirees to
loin,"” he added. Em
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Opinions

At what cost convenience??

OOKING QYT KRR EQLLCYHQLRERS i3 A reaula-

er Linda Ruthardt is taking protection of one policyhold-
er-General Electric Co.-to unreasonable extremes.

Commissioner Ruthardt has proposed a settlement un-
der which she would become U.S. receiver for GE's huge-
ly insolvent Electric Mutual Liability Insurance Co. In re-
turn, she will drop her investigation-and withdraw her
support of other investigations-into charges that GE
and EMLICO concealed the insurer's insolvency in a
scheme to move it to Bermuda to take advantage of the
island's favorable liquidation laws.

The dealis a bad one and should be rejected by a Mas-
sachusetts court.

GE and EMLICO representatives have repeatedly ar-
gued that this case is about greedy reinsurers launching
fraud charges to avoid paying valid EN\,ILICO claims.
They are wrong. The case is about whether EIVILICO lied
to regulators to further GE's interests and, if so, whether
they will be allowed to get away with it.

Documents filed in the case strongly suggest that EM-
LICO misled regulators and show a concerted effort by
GE to stonewall subsequent inquiry.

This evidence includes a memo prepared for EMLICO
by London law firm Clifford Chance & Co. six months
before Commissioner Ruthardt approved EMLICO's re-
domestication, outlining advantages of a Bermuda
runoff.

When the Insurance Division finally began to investi-
gate, former EMLICO President David St. Laurent and
another former EIVILICO official refused to answer ques-
tions under oath, raising among other things the issue of
their Fifth Amendment rights. This refusal alone is
enough under Massachusetts law to place the insurer
they now manage-former EMLICO subsidiary Electric
Insurance Co.-into receivership.

Instead, Commissioner Ruthardt has agreed to a deal
in which she will abandon her investigation; absolve GE,
EMLICO, EIC and all of their employees and consultants
of any liability connected to the redomestication; declare
all documents obtained in the investigation confidential;
turn over control of all EIVILICO material to the insurer's
Bermuda liquidators; and withdraw her support of ef-
forts by the U.S. Attorney in Boston-who is still investi-
gating-to obtain the Clifford Chance memorandum.

This goes beyond any reasonable settlement of disput-
ed issues; Commissioner Ruthardt now appears willing to
help GE and EIVILICO bury potentially ineriminating in-

formation.

And what does she get in return? An appointment as

Looking o

D IG MAY NOT ALWAYS BE BETTER, despite the
D consolidation trend in the insurance industry.

Amid all the merging and acquiring in the quest to be
king of the hill, we hope the brokers and insurers re-
maining don't lose sight of their customers' needs.

Those that keep this focus have an opportunity to
bring their new strengths to bear in terms of enhanced
customer service, market leverage and lower pricing.
Those that overlook the client as they strive to get big-
ger risk losing business to more focused or more nim-
ble competitors.

In the wake of the mega-mergers between Marsh &
MeLennan Cos. Inc./Johnson & Higgins and Aon
Group Inc./Alexander & Alexander Services Inc., there
are certain to be layoffs, early retirements, and consol-
idation of offices and teams for various lines. As in past
mergers, there may be new edicts to use new affiliates
wherever possible, to the exclusion of prior business re-
lationships.

But there also may be new services and products,

more resources to solve problems. broader geographic

jr—— .

I'VE CUSTOMIZED 531 .

«I'Z.

U.S. receiver thai offers severely limited control at best
and at worst is a sham. Under the deal, GE's huge envi-
ronmental claims still will be settled in Bermuda and will
only be reviewed in Massachusetts by a special master
picked by GE, EMLICO's liquidators and Comrnissioner
Ruthardt. The special master may not "substitute his or
her judgment for that of the parties"-GE and EIVILICO.

Commissioner Ruthardt says this settlement avoids the
"uncertainty and expense" of trying to regain real con-
trol of EMLICO.

The cost of this approach, though, is the integrity of the

Massachusetts Insurance Division. It isn't worth it.

Meanwhile, Bermuda's regulatory role in the EIVILICO
mess also is worth a note.

The Bermuda government has steadfastly maintained
that this was Massachusetts' problem to solve. While
Bermuda authorities could have undertaken their own
investigation, they did nothing; they appear instead to
agree with EMLICO that this is a mere business dispute
and seem content to gain the jobs the EMLICO liquida-
tion will generate.

Even if Bermuda regulators didn't believe they were
deceived in the redomestication, though, they should not
have remained inert when evidence suggested their U.S.
counterparts were duped.

Bermuda's hands-off attitude in this case should be a

concern to all companies-particularly reinsurers-that

do business in the domicile.

ut for No.1

reach, more clout with underwriters and lower prices.

As we report in this week's issue, many buyers are
taking a wait-and-see attitude to the brokerage mega-
mergers.

While some are hopeful the new behemoths will pro-
vide them with more and better services, others are
skeptical they will benefit as much as the companies’
shareholders, if at all.

But buyers-especially current customers of the
combined firms-that expect to reap the rewards of
these mega-mergers, rather than pay the price, have to
make their wishes known. They should not expect any
service enhancement to be automatic. If they wish to
benefit from the innovation, resources and leverage
that supposedly come from such combinations, then
they will have to insist on it.

As the punch line of an old joke goes, "Yesterday you
were a prospect, today you're a client.”

If the giant brokers cannot deliver as promised, there
are plenty of companies waiting in the wings for a
chance to prove that big is not always better.
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RIMS gears up to push
liability reform in 1997

By MARK A. HOFMANN don i see any big ehangrs
in RIMS wish list, said Louis

NEW YORK The Rak & In
surance Management Society
Inc plans to push for broad
ranging hablhty reforms
both the stale and federal level
after Congress and Itate legia
talures convene later this
month

But m addition to pur:uing
such traditional goals the risk
management group also plans
to ve emphasis to certain is-
sues not usuall> prominenl on
RiMS agenda such as health
care and pension reform

Drapeau RIMS presidert
The same kinds

we ie been working on for the
pas sewer.1 years le'll kip
ptugg.ni away at said ift
Drapeau, mho i: also man i
mwance and risk m,mi
ment for The Bude Ch |
Mic, based automotivt, par
suppher

ObUously we re hoping
Superfund reform gets the a
tenbon 0/ the leadership
the memberi 513'd
Brown, RIMS director

Issues that retain their long ~ ern/ent /frairs  Ard
standing spots at the top of  still hoping for
RIMS agenda this year include retroactive habilit.

reform of Superfund s pothi '
tim cleanup hability system

crenting uniform standards for

praduct hab lity and reforming

the operations of the Occupm

tional Safety and Health Ad 11,

mintstration
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n this fast-paced world, catching up with the leading decision-makers in commercial insurance can
be a real challenge. Fortunately, you can stay in touch through Business insurance. We'll help you

connect with these buyers of insurance, reinsurance, workers comp, emplcyee benefits and health Captives/Risk Manager of the Year

care services as they take time to review B/'s coverage of their biggest conference - the annual Directory: Captive Managers

meeting of the Risk & Insurance Management Society. Publishing: April 14 « Closing: April 2

Distribution: NMHCC, RIMS
Make contact before the gathering begins as these executives turn to our RIMS Preview issue for an

advance look at the meeting's hottest topics - and the best Atlanta has to offer. Network during the RIMS Report: Employee Benefits
conference as they browse through our Directory of Captive Managers and peruse the accomplishments & Workers Comp
of the 1997 Risk Manager of the Year. Follow up after RIMS when our post-conference Reports on Publishing: April 21 « Closing: April 9

Employee Benefitsmorkers Compand Risk Management sessions are widely-read.
RIMS Report: Risk Management
Start making sales connections now Call 8/ and reserve your adverrising space before you lose touch Publishing: April 28 « Closing: April 16
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For #he Record

Florida comp insurer
faces hearing

LONGWOOD, Fla.-PCA Prop-
erty & Casualty Insurance Co., a
Longwood, Fla.-based workers com-
pensation insurer, is showing a deJicit
estimated at $128.3 million and faces
a May 2 hearing in Leon County Cir-
cuit Court that will determine
whether the company is placed in re-
habilitation.

Already under administration by
the Florida Department of Insurance,
the subsidiary of Physician Corp. of
America will continue to pay claims
under supervision of the department.
rhe company wrote mostly workers
comp coverage, and its policyholders
include 32,940 Florida employers.

Regulators say the company has
about $350 million in cash and short-
term investments that can be used to
pay claims. The $128.3 million deficit
was determined after independent ac-
tuaries found that $80 million would
be needed to pay claims in addition to
the $48.3 million shortfall PCA al-
ready has aclmowledged.

A.M. Best Co. lowered its FPR-2
rating, or below average, on the com-
pany to an E rating, indicating the in-
surer is under supervision.

Allianz shuffles

U.S. business

BURBANK, Calif.-Allianz Insur-
ance Co. will renew about $90 million
of Novato, Calif.-based Fireman's
Fund Insurance Co.'s high excess lay-
ered property and energy business ef-
fective April 1.

The move is part of an effort by
both companies' parent, Allianz AG.
of Munich, Germany, to restructure
its North American operations, said
rrevor E. Care, an Allianz Insurance
senior vp.

In addition, Allianz Insurance will
integrate its workers compensation
division into Fireman's Fund for un-
derwriting and servicing.

Mr. Care said the large risks that
Allianz is assuming from Fireman's
Fund better fit Allianz's strategy of
focusing on large account, Fortune
1,000 business.

"The Fireman's Fund strategy is re-
ally the middle market type business,"
he said. Allianz hopes eventually to
write working-layer coverage for this

property and energy business, said
Mr. Care.

Court limits coverage
for Alcoa cleanup

SEATTLE-A Washington state
court has rejected the Aluminum
Co. of America's attempt in its long-
running pollution coverage dispute
to hold each insurer jointly and sev-
erally liable for all the cleanup
costs.

Judge Kathleen Learned's alloca-
tion of damages, combined with the
deductibles on the coverage, has re-
duced by 90% the amount Alcoa
can collect from its insurers.

Two separate rulings resolved
questions that were left unanswered
from a jury's verdict rendered in
October 1996 for three sites in the
United States. The jury limited in-
surers' liability to $20 million but
iid not allocate that amount among
various years (BIl, Oct. 21, 1996).
ludge Learned allocated the
Tleanup costs evenly over the years
tt occurred.

"The damage occurring in any
particular year is covered by the in-
surance policies, if any, on the risk
during that year, with the liabilities
being divided amongst the insur-
ance companies pursuant to their
policy limits and/or 'other insur-

ance' provisions," according to the
decision. "Alcoa is responsible for
damages occurring in years in
which no coverage was purchased."
In addition, each policy contained
a $250,000 per occurrence de-
ductible that further lowered Al-
coa's recovery. Alcoa's insurers are
responsible for $2.01 million of the
$20 million the jury awarded.
Attorneys for the primary insurer,
Lexington Insurance Co., said they
were pleased with the judge's rul-
ings. "The decision supports our po-

sition that a first-party insurer is
only responsible for the damages
that occurred during their policy
coverage," said Wayne Glaubinger,
a partner with Mound, Cotton &
Wollan in New York.

Mr. Glaubinger added that be-
cause an earlier ruling upheld no-

tice of loss and suit limitation claus-

es in the policies, the damages wiill
be further reduced to about
$175,000. The Lexington attorneys
said Judge Learned now has the op-
tion of allowing Alcoa to appeal or
have a new jury resolve the remain-
ing outstanding issues.

Suits over approximately 35 ad-
ditional sites have yet to be tried.

Five Norplant cases
dismissed in Texas

BEAUMONT, Texas-A federal
judge has thrown out five lawsuits by
women claiming injuries from the
contraceptive Norplant and will de-
termine whether to consolidate re
maining claims into a class action.

Wyeth-Ayerst Laboratories, the St.
Davi(is, Pa.-based manufacturer of
Norplant and a subsidiary of Ameri-
can Home Products Corp., is facing
product liability and other claims
filed on behalf of more than 20,000
users of the contraceptive, which is
implanted under the skin.

All the cases have been consolidat-

ed for trial before Judge Richard A
Schellin U.S. District Court in Beau-

mont, Texas.

The judge ruled earlier this month
that plaintiffs in the five cases failed
to prove their allegations that physi-
cians who prescribed Norblant were
not adequately warned by the manu-
facturer about health effects the
women claim to have suffered from
using the contraceptive.

Judge Schell has said he will decide
whether enough similarities exist in
claims from 10 other representative
plaintiffs in two other suits to consoli-
date all claims into a single class ac-

tion.
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Virginia legislation
sets RSI standards

RICHMOND, Va.-Gov. George
Allen has signed into law a bill
spelling out the requirements for
carpal tunnel syndrome to be treated
as an occupational disease covered by
workers compensation.

The new law takes effect July 1. It
requires that a "claimant must prove
to an absolute degree of medical cer-
tainty that the disease arose out of
and in the course of employment" (BI,

Business and -insurance interests

support the law, which also lists the
actions a physician must take to certi-
fy that a claimant's condition falls
within the definition of an occupa-
tional disease under Virginia law.
Under the new law, claimants who
receive benefits for carpal tunnel syn-
drome"may not receive workers com-
pensation for any permanent partial
and permanent total loss and disfig-

urement that occurs as a result of

carpal tunnel syndrome."
Oklahoma OKs cut
in comp rates

OKLAHOMA CITY-The Okla-
homa State Board for Property and

Casualty Rates has approved a 10.1%
cut in Oklahoma's workers compen-
sation loss-cost rates over the insur-
ance commissioner's objections.

The rate cut, scheduled to take ef-
feet April 1, is the largest in 13 years
and follows a 4.5% cut in loss-cost
rates last year. The mte cut is smaller
than the 12.9% decrease the Okla-
horna attorney general's office sought.
But, the National Council of Compen-
sation Insurers sought a far more
modest 3.4% reduction, and an inde-
pendent actuarial firm retained by the
Oklahoma Insurance Department
suggested a 4% cut

Insurance Commissioner John P.

Crawford, who is a member of the rat-
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ing board and cast the lone dissenting

vote against the 10.1% rate decrease,
said he is concerned that the rate cut

will backfire on the 30% of Oklahoma

employers that buy workers comp
coverage from private insurers. He

said it could drive private insurers
from the state.

The state has enacted several work-
ers comp reforms in recent years, but
he said additional reforms are needed
for rates to continue falling. A pack-
age of proposed reforms is moving
through the Legislature.

Of the remaining Oklahoma em-
ployers, about 54% are self-insured.
T'he rest buy coverage from the com-
petitive State Insurance Fund. The

WHEN YOU'RE FACING

A MAJOR RISK, YOU DON'

WANT m BE THUMPED WITH
A CODE BOOK AND TANGLED
IN BUREAUCRACY.
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INDUSTRIAL RISK INSURERS
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fund has approved, on average, maxi-
mum rate reductions of 18.5% for re-

newal business and 13.5% for new

business.
Hawaii auto reform

would cost employers
HONOLULU-Legislation to re-

form Hawaii's no-fault automobile
insurance system would shift medical
costs onto employer-sponsored health
plans.

"We don't like it at all,” said Clyde
Mark, risk manager for Outrigger Ho-
tels Hawaii in Honolulu. "All (em-
ployers) are lobbying against it in
force.”

H.B. 100 was introduced as part oi
a package by several Democrats. It
has almady passed through the state's
House of Representatives and Senate
and now is in a conference committee.
Tkial attorneys back the bill, which is
similar to one submitted by Gov. Ben-
jamin Cayetano, who is expected to
support the latest legislation.

The bill would move auto insurance
closer to a tort-based system. One of
its provisions would make an automo-
bile accident victim's health care plan,
rather than an automobile insurance
plan, responsible for covering acci-
dent medical erpenses above $3,000.

Health plan providers in the state
estimate they would have to increase
employer health premiums by 3% to
5%. But Mr. Mark said he believes the
amount will be greater than that. It
could also force many employers to
reduce employee health-care cover-
age, he said.

A repeal of no-fault auto insurance
in Hawaiilikely would be used by tri-
alattorneys in other states who would
argue that its repeal reduces cost, said
Dave Snyder, assistant general coun-
sel for the American Insurance Assn.
in Washington. "Our point is that the
repeal of no-fault means that bills

automobile insurance are shifted to

employers," he said.

Contractor may still
get MTA safety bonus

LOS ANGELES-The Los Angeles
subway contractor that lost a worker
in a fatal accident last month still is
eligible to receive up to $500,000 in
safety bonus pay, according to the
Metropolitan Transportation Author-
ity.

But it is unlikely that Los Angeles-
based contractor Tutor-Saliba/Perini
will receive the full bonus, because
one fatal accident is the equivalent of
five lost-time accidents for workers
compensation reporting purposes, an
MrA spokesman said.

"They'd have to run a near-perfect
job the rest of the way," he said.

Under terms of the MTA's project
safety incentive program, Tutor-Sali-
ba’'s lost-time accident rate must av-
erage 3.8 per 200,000 man-hours
worked to be eligible to receive the
full $500,000 safety bonus, the
spokesman explained. The bonus is

the equivalent of 1% of the value of
the contract.

But Tutor-Saliba still can receive at
least a partial, pro-rated, bonus if its
lost-time rate remains below 5.8 until
its work is completed, scheduled for
May 2000.

Conversely, if Tutor-Saliba's lost-
time injury rate averages greater than
5.8, it must pay a penalty to the MTA.
The penalty would be pro-rated in the
same way as the bonus, with Tutor-
Saliba's maximum exposure set at
$500,000, the spokesman explained.

"It's an industry practice that pro-
vides a usefulincentive to have a safer
workplace," he said.

The MTA has not yet calculated Tu-
tor-Saliba's lost-time injury rate since
the Feb. 15 fatality. Before the acci-
dent, the contractor's lost-time rate
was 2.2. The national average for sim-
ilar work was 4.9 per 200,000 man-
hours in 1996 (BI, Feb. 24). EIl
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forming functions that private insurers
could do Ms Harkin replied that there is "a
definite gap in countries in which we do
business"” in the sense that private insurers

OPIC

Continued from page 2
political pressure last year when the House are unwilling to underwrite political risk
of Representatives not only refused to grant insurance, at least initially OPIC is "serv-
OPIC's request for a five-year reauthoriza- ing as a catalyst" until private insurers feel
tion and a near-doubling of its insurance comfortable to underwrite business in a
capacity but refused reauthorization com- given country
pletely (Bl, Sept 16, 1996) She added that she thinks the private po-
Although the Senate did not follow suit, litical risk insurance market IS expanding
lawmakers agreed to reauthorize OPIC for and noted that "there's no reason for us to
only one year, which runs through Sept 30 exist" if the private sector could fill the
OPIC came under renewed fire earlier gap
this year from an unusual alliance of deficit Rep Doug Bereuter, R-Neb, said that
hawks, consumer groups, environmentalists while he does not consider OPIC to be cor-
and economic libertarians called the Stop porate welfare, he wanted Ms Harkin to be
Corporate Welfare Coalition (BIl, Feb 3) "candid" in discussing any instance where
The group, which Includes such politically any private business has approached OPIC
diverse figures as consumer advocate Ralph and said it could do what OPIC is doing
Nader and House Budget Committee Chair- Ms Harkin replied that there were no
man John Kasich, R-Ohio, views OPIC as a such instances, although OPIC has entered
prime example of unnecessary government into cooperative agreements with some po-
spending litical risk insurers
But Ms Harkin received a generally One of two congressmen to speak against
warm reception at last week's hearing when OPIC acknowledged that he thinks the
she presented the administration's case for agency has done a "great job" and that his
a three-year extension and an additional $9 opposition is ~philosophically driven "
billion in OPIC's contingent liability cap OPIC is the "wrong thing for the govern-
OPIC currently has a cap of $23 billion to ment to be doing,"” said Rep Lindsey Gra-
divide as it chooses between political risk ham, R-S C
insurance and development financing The During an impromptu news conference in
additional funding would raise that capaci- the hallway outside the hearing room after
ty to $32 billion over the next three sears testifying, Ms Harkin commented on the
Ms Harkin went on to call those who impact of recent announcements by under-
criticize OPIC as corporate welfare '1-1-in- writers that they would offer political risk
formed " She added that "no corporation, policies with terms of up to 10 years under
big or small, receives any subsidy or grant some circumstances (Bl, March 10)
or handout of any kind from OPIC ' American International Group Inc 's AIG
"If anything, OPIC is a corporate welfare Global Trade & Political Risk Insurance Co
reform," she said The agency generates raised its policy term to 10 years from the
money for the U S Treasury, subjects ap- seven-year term first adopted last year
plications for loans and insurance to close In addition, ACE Insurance Co ,XL In-
analysis and does not help companies that surance Co and Risk Capital Reinsurance
could not otherwise compete in the market- Co are creating a Bermuda-based manag-
place, she said ing general agency called Sovereign Risk
In the questioning that followed Ms Insurance Ltd , scheduled to begin opera-
Harkin's testimony, Rep Sam Geiedson, D- tions May 1 Although the new policies gen-
Conn, went so far as to hken the debate erally will carry a seven-year term, some
over OPIC's future to that which preceded will be written for up to 10 years
the Louisiana Purchase in 1803 Some-aw- Ms Harkin replied that OPIC already
makers fought spending money for that im- works "very closely” with AIG and other
mense tract of land just as ziercely as political risk underwriters But private in-
OPIC's opponents are fighting against reau- surers still do not always offer coverage for
thorization, even though both have been every country in which OPIC is W1111ng to
proven to be in the nation's best interest he underwrite political risk insurance for U S

Securities litigation reform
hasn't halted suits: Study

By MICHAEL PRINCE thestudy's authors say
"This mcrease m state court htigation is
Congressional reform of securities lawshas hkely the result of a 'substitution effect’
not reduced the amount of securities class- whereby plaintiffs’' counsel file state court
achon htigation but has slufted it to different complaints when the underlying facts appear
courts, a study has found not to be sidficient to satisfy new, more stnn-
The recent study examined the number of gent federal pleading requirements, or other-
class-action securities fraud defendants since wise seek to avoid the substantive or proce-
the law, known as the Pnvate Secuntles LIt- dural provisions of the act," the study states
igation Reform Act of 1995, took effect Dec Such state actions do not indicate in-
22, 1995 (BI, Jan 8, 1996). Its results show the creased htigation actnvity but are evidence of
amount of htigation decreased m 1996 but a new 11tlgation strategy, the study adds
not below levels seen m recent years R is sttll Since the reform, smaller companies have
too early to evaluate any long-term effects of been sued, the researchers found. The market
the reform, the authors warn. capitalization of defendant companies
The law, which passed when Congress dropped to $529 milhon on average after the
overrode President Cimton's veto of the mea- reform from an average of $2 bllhon before
sum, is designed to reduce fnvolous secunties What has caused this drop is the nature of
litigation by narrowing the grounds for such the post-reform suits In complying with the
suits and giving companies new protection more strmgent pleading requirements, more
for pubhc statements while also reducmg suits allege accounting violations and insider
damages for successful suits.
Accordmg to the study, conducted by smaller compames, the study rEports "Larg-
Joseph Grundfest and Michael Penno, pro- er, more estabhshed hrms are less hkely
fessors at Stanford University Law School m sources for matenal accounbng inegulanties
Palo Alto, Callf, between 148 and 163 secu- or statistically sigmhcant trading by insid-
nties sults would have been filed m 1996 if ers," the study states "Larger finns are there-
the law had been well-pubhcized m the first fore less likely to be named as defendants "
quarter. The actual number of class actions Two aspects of secunties htlgation have
filed in 1996 was 109, but the professons used not changed because of the law the mdus-
the extrapolated range of 148 to 163 as the tries of the defendants and location of the
basis of study, because they perceived that sults Before and after the law's passage,
the Sgure for the first quarter of 1996 was ar- high-tech finns were the most hkely targets
tificially depressed due to the initial lack of of suits. Since the new law, 34% of suits in
knowledge about the law federal court are agamst htgh-tech brms, es-
Between 1991 and the enactment of the sentially unchanged from before the mform
law, an average of 176 suits were filed each In addition, two federal distnct courts
year, with 162 filed m 1995 dormnate the Shng ofthesuits Both the US
"The total volume of 11tgation activity m District Court for the Northern District of
1996 is thus down by about 7% to 16% but is Cahfornia, which encompasses the Silicon
not very diferent from the level of activity Valley, and U S Distnct Court for the South-
observed in 1991, 1993 and 1995," the study ern Distnct of New York, which meludes
says Falling stock pnces m 1996 also may Manhattan, had 15 suits each between Dec.
have hmited suits Thus, it is too soon to draw 22, 1995 and the end of 1996 Combined,
finnconclusionsonwhetherreform”hashad more than 25% of securities class-action

trading, which are more hkely to occur m

any matenal effect on the aggregate secun- were filed m these two districts since the re-
ties class-action htigation rate” form law became effecbve.
But, of the total filed in 1996, 39 were flled

solely m state courts, whereas pnorto 1996 Fora *ee copy ofthe study, contact James

said

Rep Donald Manzullo, R-Ill, asked Ms

projects, she said that number had been near zero That in- Maternee at Cornerstone Research, 212-551-

Nevertheless, "l think there are ways we crease is m direct response to the new law, 3671.

Harkin about concerns that OPIC was per- can work together," she said lai

-TPA directory

omission

1 The following item was omit-
ted from the Feb 17 directory
of claims administrators

Zenith Administrators Inc.

7645 Metro Blvd , Elina, Minn.
55439-3060; 612-835-7035,
fax 612-835-2803

1996 revenues

Total $46,500,000 the msurance industry, unll estab-
$21.000 hsh medtation programs through 10-

Claims revenue
Claims administrabon
Claims adjusang 44%
Claims auditing

Claims business by type

Disability 5%
Health insurance 90:
Employees covered

Dependents covered 650,000
Life 5%

Claims business by volume

Administration dams paid

Clients

Total 155 Francisco, to its programs already the pubheity it has received

Corporabons 55
Mumemployer plans 20
Public/government enttes

Staff

Total
Claims services

Claims services since 1967

Parent ULLICO Inc

Service area Nabonwide

Charges- Admimstration $6 to $12 PEPM

Branch offices Administrative offices In 31
locations nationwide

PPO access

Officers- Robert A Georgine, James W
Luce, Gary L Eng, Jerome P Pollock, E Dean
Kalahar, Joann K Zurzolo

240.000 said James Readey, NPSMP direc-

00,000,000 , tion plans to add nine cities, includ- two test cities, most of the claimants

10 Antonio Within five years, it hopes ludge, then talks to both sides in sonal injury, automobile accident,

;Jgo NPSMP will not supervise the local sides cannot agree, the claimant is struction and contract disputes

U.S. mediation program launched

By MICHAEL PRINCE always have done things," he said tiffs like it, Mr Readey said, because ¢meeting, during which the organiza-
NPSMP works by enlisting msur- their claims get resolved faster tion's first officers were elected Ed-
It might lack the drama of a John ance companies to sign an agree- Their- attorneys also favor it because ward Schrenk, semor vp/general
Grisham courtroom thnller, but an- ment calhng for mediation of claims it allows them to earn a fee in a counsel of USAA Property & Casu-
other mediation program is coming before a suit is filed When a dispute much shorter time and focus their alty Insurance Co in San Antonio,
to a city near you with the promise arises over a claim, the claimant can time on more comphcated-and lu- was elected president Also elected
of reduced htigation costs request mediation, and the insur- crative-cases Defendants and their were representatives from the plain-
After a multiyear tnal period m ance company will pay 75% of the Insurers like it because it lowers le- tiffs bar, the defense bar and the in-
two test cities, the National Pre-Suit first $1,000 in mediator's fees Insur- gal fees in defending suits And the surance mdustry
Mediation Program has elected offi- ers that enlist in the program do so judges like it because each case sue- Of the more than 600 cases medi-
cers and plans to expand throughout voluntarily Signmg on to the pro- cessfully mediated means one less ated so far, about 85% have been
the United States The organlzation, gram is not legally binding In the suit clogglng their dockets successfully resolved Mr Readey
founded in 1992 by the defense at- estimates that each mediated case
torne group International Assn of
Defense Counsel with money from ,

saves insurers 90% compared wnth
defending a suit

We're trying to make the lawsuit the last
resort, not the first resort,’ says James

Readey, president of the National Pre-Suit

The hope of savings of this magni-
tude drove six Insurance companies
cal bar associations to resolve dis- to provide initial financing for the
putes before htigation erupts program The initial sponsors-

"We're trying to make the lawsuit

the last resort, not the first resort," Mediation Program.

State Farm Group, Allstate Insur-
ance Co, Nationwide Group, GE-
ICO Corp, USAA Group and Farm-
tor ers Group Inc -each provided
Over the next year, the organiza- $25,000 per year for five years

Practically any type of dispute Insurers expect that they will
ing New York, Chicago and San have learned of this program from might quallfy for mediation, Mr more than recoup thts Investment
Readey said To date, the organiza- through reduced legal fees, Mr
The mediator, frequently a former tion has successfully resolved per- Schrenk said

What distinguishes NPSMP from
to run programs in 40 cities The hopes of reaching a settlement If the employment, environmental, con- other mediation programs, accord-

existing In Columbus, Ohio, and San

ing to Mr Schrenk, is going to medi-
programs but rather wtll help estab- free to leave the mediation and pur- "Any kind of case that ultimately ation before the filing of a suit This
lish local programs to be run inde- sue a suit Besides insurance compa- might settle before gomg to trial greatly increases the savings com-
pendently mes, other signatories to the media- might qualify,” Mr Readey said pared with medtating a case shortly
Mr Readey said he hopes that one tion agreement include hospitals, for "Ninety-five percent of cases settle, before trial, when most of the legal
day 10% to 15% of disputes will be medical malpractice, as well as util- and we're trying to settle them soon- costs already have been spent
settled through mediation rather ities and municipallties er”
tnan litigated He acknowledges he

"This gets people face to face," Mr
Nothing shows the broad support Schrenk said "It gets plaintiffs, the
faces an uphill battle "It's hard to process as able to cure what ails all within the legal community for me- lawyers and a mediator m a room to
get people to change the way they sides when a case is litigated Plain- diation more than last month's talk the thing through " [al

Mediation proponents present the



Millennium

Continued from page 3

handle calculation of retirement
benefits for employees who retire
after the year 2000, according to
Mr. Parham. Otherwise, the em-
ployer could be setting itself up
for problems that could lead to
lawsuits, he said.

"At 12 a.m. on Jan. 1,2000,
what's going to be the date on
your PC?" Mr. Parham queried.
"It might not be 01/01/2000," he
cautioned, especially for users of
International Business Machine
Corp.'s AS 400 systems.

Because the AS 400 platform
contains 50 lines of coding that
uses only six-digit dates, such as
01-01-00, the dating format does
not permit a four-digit year to be
input. As a result, such systems
could interpret 01/01/00 to mean
01/01/1900.

Programs that automatically
calculate dates, such as those that
print deadlines for responding to
COBRA benefit continuation let-
ters, will likely produce the
biggest headaches for employee
benefit managers, according to
Mr. Parham.

Benefit managers also need to
talk with the banks that handle
direct payroll deposits to make
sure their systems are millenium
compatible, Mr. Parham said.

"Make sure you talk to everyone
you exchange data with," he said.
"Ask them what they are expect-
ing as far as a year 2000 fix is con-
cerned.”

The cost of upgrading computer
systems to be millenium compati-
ble will likely fall on employers-
if not directly, at least indirectly,
according to Mr. Parham.

"If you own the software, then
you are on the hook to fix it," he
said. "But if it's licensed software,
your vendor may provide an up-
grade.”

"But don't expect a free fix. The
cost of this fix will be passed on to
you in some form," he predicted.

The cost and type of cures that
will be available will largely de-
pend on the nature of the prob-
lem, and how extensive the solu-
tion is, Mr. Parham explained.

"The bigger the change, the
more it will cost,"” he said.

There also will likely be impld-
mentation costs in addition to the
actual software upgrade costs, he
added.

For example, staff will need to
be retrained and old data will
need to be converted.

"And testing is very important,”
Mr. Parham stressed. "There may
not be a single cure, so you'll have
to test your systems over and over
to find any dates that were
missed" in the conversion process,
he said.

In some cases, old systems will
need to be replaced entirely. And
if that's the case, "then start
now," he advised. "It usually

Insurance ®
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takes two years to select and im-
plement it. If you wait any longer,
you may have problems."

In some cases, all that may be
needed is to download a program

upgrade from a disk or perhaps
from the Internet.

"There's a huge body of work on
the Internet. All you've got to do
is type 'tthe year 2000' on any of
the browsers," he said, and a
wealth of resources will appear.

An easy way to find out whether
a company's existing benefits ad-
ministration system is "millenium
compatible,” according to Mr.
Parham, is to "try to change the
date while in DOS. If it accepts a
four-digit year, you're OK. If not,
call the vendor."

But don't wait too long to make
that call, he warned.

"2000 isn't that far off," he said.
"Remember, there's only two
years left until this problem be-
comes a reality." 1ai

Cummins

Continued from page 3

in many traditional plans-when an
employee completes a certain number
of years, typically 30.

At the same time, because accrued
benefits in cash balance plans are ex-
pressed as an account balance, em-
ployees instantly know, much as they
do in a profit-sharing or 401(k) plan,
the value of their benefits.

"We wanted to help employees bet-
ter plan for retirement. Since benefits
are expressed as an account balance,
employees always know what they
have earned under the plan," said
Scott Japko, a principal with The
Kwasha Lipton Group in Fort Lee,
N.J. R administers the Cummins cash
balance plan.

OnJan. 1, Cummins convertedben-
efits earned under the old plan to
lump-sum amounts. These lump-sum
amounts were recorded as opening
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balances in the newly created indi-
vidual employee accounts.

These account balances are credit-
ed with an annual "contribution" by
Cummins. As a defined benefit plan,
while amounts are credited to indi-
viduals™accounts," Cummins' actual
contributions are made to the plan it-
self. Benefits are funded on an aggre-
gate basis with the employer contri-
bution to the plan determined by a

variety of factors.
"Contributions" or credits to indi-

vidual account balances are based on
employees' years of service. Employ-
ees with less than five years of service
receive credits equal to 4% of pay,
while employees with five or more
years of service receive credits equal
to 6% of pay.

Cummins also guarantees an annu-
al return on the accounts based on the
30-year U.S. Treasury bond rate, plus
one percentage point, as of Septem-
ber of the prior year.

In addition, certain transition ben-

INAUY,
MANAGED CARE FOR

LAMER,COMP.

And you thought it was only for work-

ers comp. For medical cost containment.

Getting your legal expenses under

control is a matter of managed care, too.

We're Legalgard, a nationwide compa-

ny dedicated to helping our clients do just that.

Since starting the legal cost management

movement a decade ago, we've saved millions

of dollars for our varied clientele. They include

large, multi-national corporations; insurance

giants; government agencies and claims orga-

nizations.

And like any successful business, we've wit-

nessed the emergence of competitors who've

copied our concept, but have yet to duplicate

our execution.

efits are provided to ensure that em-
ployees with longer service records
Will receive comparable benefits to
what they would have afued under
the previous plan.

Employees can call a toll-free num-
ber-maintained by a Kwasha Lip-
ton outsourcing center-to find out
the exact amount of their account
balance. This service will be expand-
ed in April so that employees will be
able to project the value of their fu-
ture benefits using certain assump-
tions.

In addition, quarterly statements
that provide the cash balance plan
account balances as well as the value
of employees' 401(k) plan accounts
are mailed to employees' homes.

Ms. Nolander said cost was not a
factor in changing to the new plan.
While the cash balance plan costs
somewhat less than the previous plan,
Cummins enriched its 401(k) plan so
that its overall retirement benefit plan
costs mmain about the same. [:11
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SEVENTEEN STATE STREET

We are pleased to welcome the following

distinguished tenant:

ROXCEL CORPORATION

We are also pleased to announce the following
lease extensions and expansions:

AXA REINSURANCE
COMPANY

COMMERCIAL UNION
INSURANCE COMPANY

For more information or to arrange

X . Etdmie Iming
an inspection, please contact:

Representative

Monica DeNunzio and Manager

Jodi Pulice
Greg Smith
Melvin Wallis N e ]
On=*ite model office:
2 1 2—509—7777 Owner
A, inathm

E-mail: info@17state.com

1. 11=r

Internet: www.173tate.com

Ransom

Continued Lhom page 1

For example, if a criminal were to
threaten to introduce a malignant,
malicious virus if a ransom were
not paid, "this quite clearly would
fall within the confines of kidnap
and ransom policies," according to
Mr. Steuber.

Mr. Steuber, an intellectual prop-
erty and insurance coverage spe-
cialist, addressed this issue at a
February conference in Laguna
Niguel, Calif., on "Emerging Insur-
ance Battles." Legal publisher
Mealey Publications Inc. of Wayne,
Pa., and Gauntlett & Associates co-
sponsored the conference.

American International Group
Inc. recently said that to respond to
computer virus and other threats, it
has broadened the coverage avail-
able under its Corporate Kidnap
and Ransom/Extortion Insurance
Policy, which is marketed through
American International Underwrit-
ers' Crisis Management Division.

Among the expenses covered by
the expanded K&R/Extortion poli-
cy are ransom/extortion monies, in-
transit/delivery costs, consulting
costs, judgments, settlements, legal
costs, death and dismemberment,
and other expenses related to trade
secret/EDP extortions.

As part of the expanded cover-
age, AlU has eliminated most limits
on covered expenses during an in-
sured event so that any reasonable
and necessary expense will be reim-
bursed.

While AlU underwriters say they
have not seen an increasing number
of claims for EDP extortion, there
is increasing interest in K&R cover-
age from corporate policyholders,
especially financial and high-tech-
nology firms.

"There's not been an increase in
claims, but there's been an increase
in interest in the coverage," espe-
cially because standard electronic
data processing protection policies
do not provide extortion coverage,

Reinsurance Intermediary

INDEPE-NDENCE

INTEGRITY

SERVICE

CONSISTENT PHILOSOPHY & PERFORMANCE

SINCE 1977

Atlanta Bet'muda

Chicago

London

Stamford

according to Jean MeDermott-
Lucey, vp of AlU Crisis Manage-
ment in New York.

"Multinationals are usually inter-
ested in protecting personnel, while
domestics are more interested in
the extortion side," she said.

Theft of sensitive information has
been a concern of the federal gov-
ernment for decades, and it is now
increasingly becoming a concern of
private businesses as they become
more information-dependent and
realize the value of their propri-

Most companies do
not report computer
crime, to avoid public

embarrassment, says
Dixie Baker.

etary data, experts say.

Computerized accounting sys-
tems, for example, make it possible
to steal more money faster and
more surreptitiously

However, reliable data is hard to
come by on which companies suffer
from what types of "cybercrime."

Most companies do not report
computer crime, to avoid public
embarrassment and possible rev-
enue loss, according to Dixie Baker,
chief scientist in the El Segundo,
Calif.-based Center for Information
Security Technology. The Center is
a unit of Science Applications In-
ternational Corp., a San Diego-
based computer systems integra-
tion contractor.

In fact, 37% of the 236 respon-
dents to a recent U.S. Senate sub-
committee survey of Fortune 1,000
companies said they would report
computer crime only if they were
required to do so by law.

Fifty-eight percent of the survey
respondents reported break-ins to
computer systems during the past
year, with nearly 18% estimating
losses exceeding $1 million.

More than 66% reported losses
exceeded $50,000, according to the
study, conducted by WarRoom Re-
search L.L.C. in Baltimore for the

Permanent Senate Subcommittee

on Investigations. The report was
released at "Security in Cy-
berspace" hearings late last year.

All of the empirical data collect-
ed over the past 20 years suggest
that computer crime more fre-
quently is committed by people
within an organization than by out-
siders, Ms. Baker said.

Often crimes thought to have
been perpetrated by outsiders later
were found to involve some insider
collaboration, she said.

The Senate study found that the

majority of the losses up to
$500,000 were from insiders, while
losses exceeding $500,000 were
more likely to be attributable to
outside attacks.

About 22% of the companies sur-
veyed said they thought corporate
competitors seeking trade secrets or
documents of primary interest to
the competitor were responsible for
outside attacks.

Besides selling insurance, brokers
and insurers usually contract with
security consultants such as Enci-
no, Calif.-based Pinkerton's Inc.
and New York-based Kroll Associ-
ates to help their clients and policy-
holders develop risk management
strategies to protect their informa-
tion system assets.

There's really no substitute for
good loss control where the protec-
tion of intellectual property in con-
cerned, said Karen J. Miller, risk
manager in the corporate legal de-
partment at LS| Logic Corp., a
semiconductor manufacturer based
in Milpitas, Calif.

"People have the wrong notion
that insurance is a panacea," she
said. "We haven't really looked to
insurance to provide protection. We
tend to focus on loss control and
then use insurance as a backup."

Like most high-tech firms, LSl is
very concerned about protecting its
intellectual property and has gone
so far as to take legal action against
former employees for misappropri-
ating trade secrets, Ms. Miller said.

Furthermore, she said, "When we
enter into negotiations or discus-
sions with third parties, we have a
requirement that they sign non-dis-
closure agreements which protect
our intellectual property.”

"We've also set up a fairly exten-
sive system of firewalls to protect
access to our systems, which is

where our IP resides," she said.
"We have all sorts of password pro-
tection, and our codes are encrypt-
ed.”

In addition, access to outside
computers-such as to the Inter-
net-is through servers rather than
through individual modems, which
provide two-way communication,
Ms. Miller explained. While some-
one could upload a virus uninten-
tionally with a modem, that is not
possible with a server.

Although claims for sabotage to
proprietary information and data
would be covered by the K&R poli-
cy, this information is kept confi-
dential by everyone who knows
about it, experts note.

"Chances are if there's a payoff,
you'll never hear about it, because
that's the nature of the policy,"”
points out Mr. Gauntlett.

"It's that kind of coverage. Once
you know about it, it's an invitation
to use it," agreed Mr. Steuber. I:!1
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Make sure EPL policy really covers you

By Peter Foster

MPLOYMENT RRAGTICES HIARILITY inghrange

risk managers, human resource directors, and corporate
counsel due to the onslaught of allegations of workplace
discrimination and the recent multimillion dollar
settlements reported in the news media.

In the aftermath racial bias suits involving major U.S.
corporations, risk managers and chief executive officers
are reviewing their internal practices and looking at their
general liability and directors and officers liability policies
to determine the extent of their coverage. Most are finding
that employment discrimination, wrongful termination
and sexual harassment either are completely excluded
from coverage or that only limited coverage is provided.

Insurers introduced stand-alone EPL coverage in 1992
with narrow coverages and high premiums for the low
liability limits. Broadly defined, EPL policies cover
workplace discrimination, sexual harassment, and
wronghl termination claims brought by past, current, and
prospective employees. In the past year, certain coverages
have become standard; many EPL insurance markets now
are endorsing other coverages that formerly were
unobtainable

In today's corporate environment, acquisitions, office
closings and downsizing have increased employers'
liability risks and placed enormous responsibility on the
human resource and risk management departments to
effectively manage an ever-changing workforce. Many of
these executives view EPL coverage as insurance against
pedls such as sexual harassment, discrimination and
wrongful terminations that they were hired to prevent,
meaning the coverage should be unnecessary if they are
doing their jobs well.

However, EPL coverage was designed to transfer risk
unknown, unseen, or unmanageable, not to be a substitute
for sound risk management practices.

Sexual harassment often goes undetected by human
resource personnel and risk managers until the allegation
or claim. Anti-sexual harassment postings and sensitivity
training may mitigate potential damages, but liability that
the harasser creates is likely to be imputed to the employer.

Insurance markets have developed coverages to
correspond with the way companies do business while
protecting the employer from the unknown. Broad EPL
coverage is more readily available today. However,
insurance buyers should review these coverage
components carefully before binding coverage:

« Full prior acts coverage.

As a hypothetical example, sexual harassment,
corporate layoffs and branch closings occurred last month
at XYZ Corp., a high-technology company. No allegations
or claims of sexual harassment, hostile workplace,
discrimination or wrongful termination were brought until
today. Risk management and human resources never saw
it coming. All practices and procedures were in place. The
layoffs, XYZ Corp. thought, were handled with strict
adherence to federal guidelines with respect to the
protected classes.

If XYZ Corp. had purchased EPL coverage prior to
knowing of the allegation or claim, there would be
coverage under many EPL policy forms. EPL coverage
should not be procured without full prior acts coverage.
All incidents-sexual harassment, wrongful termination,
etc.-occurring prior to the inception of EPL coverage
with the allegation or claim arising subsequent to the
purchase of coverage are covered with full prior acts
coverages.

« Acquisitions (full prior acts).

XYZ Corp. last month acquired ABC Corp., contingent
upon the assumption of liabilities, including ABC Corp.'s
employment practice liability risk. XYZ Corp. knew little
about ABC Corp.'s human resource department or risk
management practices; its intent was to obtain a greater
market share in the high-tech industry. Today, John
Doe,formerly employed with ABC Corp. and currently
employed by XYZ Corp., filed a lawsuit alleging, for the
first time, workplace discrimination. The suit claims the

discrimination began more than two years ago, when Mr.
Doe was an employee of ABC Corp. and continued to this
date and his employment with XYZ Corp.

A risk manager/human resource director could defend
XYZ Corp. based on the corporation's employment policies
and procedures, but XYZ Corp.'s assumption of liabilities
with the acquisition created an exposure of risk over
which XYZ Corp. had no control.

A few EPL underwritens have ecten(led full prior acts
coverage to acquisitions. If a corporation is growing the
top line and its employee base through acquisitions, full
prior acts coverage for the acquisition is needed to provide
a safeguard for management in the transitional process.

« Potential-claim reporting.

During the EPL policy period, XYZ Corp. terminated
two African-American employees. Though it was rumored
the employees would file civil suits alleging racial
discrimination, neither employee actually made an

Today, EPL coverage is broader, and
more endorsements are available,
than#was when il was introduced

wilh low limits and high premiums.

allegation or brought a claim against XYZ Corp.

Some EPL markets let policyholders choose whether or
not to report the incident as a potential claim in the
current policy period. If the policyholder exercises that
option and a claim arises after the expiration of the policy
period, the claim will trigger coveage pursuant to the date
of notice of the potential claim.

The decision to report the incident as a potential claim
would be made near the expiration of the policy period,
when an employer was in position to assess whether
available coverage would satisfy the potential exposure
arising out of the incident.

The potential claim reporting coverage is necessary to
help employers manage their aggregate liability limits
more effectively from one policy period to the next.

» Restrictions on downsizing.

Two-hundred fifty of the 921 total employees of XYZ
Corp. were laid off last month due to a sudden downturn
in sales of the company's high-tech products and services.
Yesterday, three of the terminated employees filed lawsuits
alleging breach of implied employment contract, wrongful
termination and gender-based discrimination.

Until recently, the claims would not have been covered
under most EPL policies, which excluded claims arising
out of downsizing of more than 20% of the workforce.
Many of the markets do not exclude such claims today, but
a careful review of the policy's exclusions is recommended.

- Consent to settle-"hammer clause."

XYZ Corp. is defending against John Doe's
discrimination claim. The EPL insurer's claims examiner
advises XYZ Corp. that it wishes to settle the matter for $2
million. XYZ Corp. vehemently opposes settlement and
wishes to continue the case to trial. There is an impasse.

Traditionally, the insurer has had the right to settle
under a duty-to-defend policy. The claims examiner would
settle, essentially cutting the losses within the policy limit.
The business relationship/partnership would be damaged.

The "hammer clause" will allow XYZ Corp. to continue
to trial but forfeit coverage for damages assessed through
adjudication over and above $2 million plus defense costs
incurred post-impasse.

One EPL market has agreed to pay-and another
market is considering paying-70% of the adjudicated
damages and defense costs over and above the $2 million.
The concession maintains the partnership, but XYZ Corp.
will assume a portion of the risk. The coinsurance
approach is considered only with employers willing to take
high deductibles or retentions.

« Coverage for outsourced employees.

XYZ Corp. outsources 355 of its employees to work with

XYZ clients at the clients' premises. An outsourced
employee could be with the client company for a few
months or a few years and is instructed to follow XYZ
Corp.'s employment policies and procedures while
working with the client company's employees. With the
outsourced employee not working or interacting with XYZ
Corp. employees, the employer-employee EPL risk is
reduced, but a third-party risk is created.

High-tech companies are moving more of their
workforces into outsourcing roles to provide greater
service to their client companies. Some EPL insurers have
responded to the changing employee role by providing
coverage for claims brought by the outsourced employee
against the client company and its employees, and claims
made by the client company and its employees against the
outsourced employee and XYZ Corp.

- Intentional harm exclusions.

A federal jury determined her supervisor sexually
harassed Jane Doe, a programmer at XYZ Corp. The jury
also found XYZ Corp.-though having posted its anti-
sexual harassment corporate policy-was vicariously
liable for the supervisor's actions. All damages assessed
against the supervisor were imputed to XYZ Corp.

EPL coverage could have protected XYZ Corp. from this
risk. The breadth of coverage ranges from: no intentional
harm exclusion; to exclusion for individuals found to have
intended harm but not for vicariously liable policyholders;
to an absolute exclusion for all intentional acts.

A court could find discrimination, wrongful termination
or sexual harassment to be "intentional” conduct. In these
instances, an absolute exclusion would remove all EPL
coverage. Many EPL insurers exclude coverage for
individuals in situations where harm is intentional but do
not exclude coverage for the insured entity. Defense
coverage of alleged intentional conduct always should
apply until the act is determined judicially to be
comrnitted with malicious intent.

* Punitive damages.

The jury of Jane Doe vs. XYZ Corp. assessed
compensatory damages of $200,000 and punitive damages
of $2.3 miillion.

XYZ Corp. will appeal the decision, but is there
coverage under the EPL policy? In this example, XYZ
Corp. had the option to purchase punitive damage
coverage. There are ditferent forms of this protection with
varying degrees of coverage. Most EPL insurers provide
punitive damage coverage only where it is insurable-
certain states deem insurability of punitive damages to be
against public policy. Only a few insurers provide punitive
damages coverage without restrictions of state laws. When
reviewing the options, employers should consider the laws
of the states where the majority of their employees work.

Eight key coverages have been reviewed here. The EPL
insurers have incorporated some of the language in their
standard forms; the other coverages, either all or some, will
be endorsed by many insurers. Another sign of the EPL
markets working with the employer is the insurer's
consideration of the policyholder's employment counsel as
defense counsel.

With the media creating awareness, many employees are
turning from internal resolution to the administrative
bodies, including the U.S. Equal Employment Opportunity
Commission and the courts.

Corporate counsel, risk management, or human resource
directors have a limited ability to control these situations.
However, EPL policies give them the ability to reduce or
mitigate the damage the situation causes. ial

Peter Foster is an account

manager with Johnson & Higgins

in Boston.
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Reasonable

By Terry Humo

FTHE ENACTMENT of legislation to promote the

1 portability of health benefits clearly was one of the
most significant achievements of the 104th Congress.
As we now turn to the implementation stage for that
legislation, employers and health plans need a flexible
regulatory approach, clear guidance and ample time to
collect the required information if the Health Insurance
Portability and Accountability Act, or H[PAA, is to achieve
its promise to improve the lives of millions of working
Americans as they move from job to job.

One of the most important lessons learned from the
national health reform debate and the enactment of health
portability legislation last year was that successful
government-sponsored health care reforms ought to work
with, not against, voluntary, employe-based health care
systems. While there continue to be problems and gaps in
our nation's health care system, there is a fundamental and
continuing public interest in maintaining private, voluntary
sponsorship of health care benefits as the foundation of
health coverage for most Americans.

Benefit mandates, anti-managed care legislation and
increased regulatory burdens erode that foundation by
Iniging the cost of health benefits, leading some
employers--especially smaller and midsize companies-to
scale back or discontinue coverage, and causing more
employees to opt out of health coverage when asked to
contribute to higher premiums.

Rather than enacting benefit mandates that only drive up
health care costs and gradually take more employers and
employees out of health coverage, private and public health
purchasers should be encouraged to work together to
develop the information needed to make better, more
informed health care decisions.

Work already has begun in the three federal agencies
charged with developing a single set of guidance and
regulation on HIPAA by April 1. A number of provisions of
HIPAA present practical afficulties in need of regulatory
clarification or guidance in order to reduce the burden of
implementation. These include the certification provisions,
the definition of state vs. federal responsibilities, the state
opt-out provision, and the fraud and abuse provisions.

Certification issues

A basic HIPAA requirement is that an individual's prior
health coverage-and that of his or her spouse and other
dependents-must be certified by either the employer who
sponsored the health benefits or by the health plan. Much
now depends on how this basic requirement is implemented
and whether employers and health plans will be able to
meet the expectations and timetable set out in the act.

The act sets Jan. 1, 1998, as the date upon which
certification of prior coverage must in most cases begin.
While this date may provide sufficient lead time for many
employers to issue coverage certificates to employees,
certifying the coverage of spouses and dependents may be
much more problematic.

Many health plans and employers simply do not have
accurate records that track the exact time periods of
enrollment for every individual who is eligible under a
family coverage plan.

Children, for example, may drop out of a health plan at
different times if they move to their other parent's plan or
go off to school. A spouse may drop off the employee's
health plan due to changes in family circumstances or
because he or she elects coverage through another
employer's plan. In some cases, employers will have
knowledge about these changes, but frequently they do not.
These sorts of circumstances will make it nearly impossible
for either the employer or the health plan to comply with
the requirement that all individuals be certified for the
period of their prior coverage.

To address the practical diaculties that employers and
health plans soon will face as they attempt to provide
individual health coverage certificates. the regulations
implementing the act should make a distinction between
the certificates of prior coverage that must be provided to

employees and those provided to spouses and dependents

rules key in portability bill

Clarification, guidance
necessary to reduce burden
of some provisions

and allow a transition period for this latte group. The
effective date for employer-based data on spouses and
dependents should be established in consultation with
employers and health plans based on a realistic assessment
of the amount of time that will be needed to mutinely
obtain records on the coverage periods of every individual
covered under a plan.

During the transition period, an alternative procedure
could be made available to establish the prior coverage
period of a spouse or dependent in those cases where the
period could not be establjshed by enrollment records
maintained by an employer or health plan.

In these instances, a certificate could be issued based on
an individual's attestation of the period during which a
spouse or dependent was covered under the plan. Because
these certificates would be issued based on personal
statements and not plan records, the individual attestation
could be accompanied by a warning concerning the
penalties or sanctions associated with giving false
information.

Employers and health plans could be allowed to obtain
reasonable documentation to support a certificate based on
such personal assertions of prior coverage (such as premium
payment documents, claims statements, or copies of an
insurance policy) before the individual's new health care
coverage would become effective, usually at the point that
the individual begins a new job.

Finally, the problems associated with complying with the
certification requirements of HIPAA are becoming a
subject of growing concern for employens and health plans
as the effective dates of the act approach. Therefore, it is
very important that the HIPAA regulations be issued no
late than the April 1, 1997, daterequiredby the actif
employers and health plans are to have adequate time to
prepare for the act's effective dates.

Furthermore, the regulations should take a flexible
approach to compliance that recognizes the practical
problems employers and heall:h plans will face in their
ability to produce reliable information on every individual
who may have been enrolled in a plan in the past H the
regulations are delayed, or if fledble mechanisms are not
established to minimize the expected compliance burdens,
further action may be required to postpone the effective

dates of the act.

Pre-emption of conflicting state laws

In drafting H[PAA, much effort went into defining the
federal and state responsibilities. In general, H[PAA builds
on the legislative framework of the federal Employee
Retirement Income Security Act of 1974, which for more
than 20 years has established federal standards for
employer-sponsored group health plans while leaving states
their traditional authority to regulate insured health plans
for those matters that relate to the business of insurance.

The provisions of HIPAA apply to group health plans
whether they are insured or self-funded. HIPAA also
includes an important provision that reinforces the primacy
of the federal standards and limits future state action,
except in several narrowly prescribed areas.

We strongly support the continuation of the pre-emption
framework established by ERISA and continued under
HIPAA. Few issues are more important to employers than
possible changes in the ERISA pm-emption structure,
especially for employers who operate on a national or
multistate basis. Regulatory guidance in this area of the act
should reinforce and clarify the uniformity and primacy of
the new federal requirements and the limited scope
available for further state actions.

As a logical extension of the pre-emption provisions of
the new portability law, employers and health plans should
be allowed to rely on:

+ A uniform written notice to employees to inform them

of their rights and responsibilities under HIPAA

+ A uniform certification form for prior health coverage
that would not vary from state to state or among different
employers.

Variation in the information obtained on previous health
coverage for diHerent state purposes or by diHerent
employers would significantly complicate the job already

facing employer sponsons of health plans.
State opt-out of HIPAA

State and local government plans are permitted to opt
out of the requirements of HIPAA, which could result in
several practical problems.

Has anyone considered the certih cation problems posed
by individuals who leave state jobs for private-sector
employment? If government plans are allowed to bypass
HIPAA's requirements, state employees and their
dependents may not have the same documentation to
certify their prior health coverage as individuals who have
had health coverage through private employer-sponsored
plans.

It is also unclear whether the opt-out applies if the state
or local government contracts with an insurance company,
as many do, to provide coverage to its employees, as the
opt-out privilege is not directly extended to insurers.

In any event, the state opt-out requirements need to be
clarified, and employers who hire former state or local
workers or their dependents should be allowed to verify
claims of prior continuous coverage. It also may be helpful
to allow individuals who had previous coverage under a
state plan to mquest certification of continuous coverage,

even if states are not routinely required to provide them.

Fraud and abuse provisions

While efforts to combat fraud and abuse in all areas of
the health care system are to be applauded, the criminal
liability language in the act is very broad and leaves many
doubts about whether particular practices might lead to
unwarranted litigation.

For example, it is not clear how far the chain of liability
might extend if a benefits manager, an outside consultant,
or a health plan or third-party adrninistrator is aware that
an ineligible individual is receiving benefits under a plan.

Other ambiguities include the act's reference to the
ability of law enforcement officials to provide "limited
immunity" to individuals dudng a fraud investigation. In
this case, it is simply not clear how the concept of limited
immunity would work in practice and to which situations it
might apply. Similarly, we have questions whethe there
will be standards or guidance for fraud-monitoring efforts
that willlimit an employer sponsor's vulnerability to fraud
as well as its liability under the new criminal sanction
provisions.

Many of these issues are fact-sensitive, and law
enforcement officials willneed to be prudent in their
pursuit of health cam fraud under this new act.
Nevertheless, further guidance and examples of safe
harbors need to be developed to inform plan sponsors and
others on how these untested provisions of the law may be
applied in the future.

Much hard work remains if HIPAA is to truly improve
the lives of the more than 145 million working Americans
and their families who have health care benefits that are
voluntarily sppnsored by employers.

The ultimate test of the legislation lies ahead in the
ability of employers, health plans and plan participants to
understand the provisions of the act and easily apply them
on a daily basis. mm

Terry Humo is senior technical consultant and an
attorney with Sedgwick Noble Lowndes' Technical
Resource Center in Rosetand, N.J. Mr. Humo
appeared along with John E. Doerr, national practice
leader-group benefits for Sedgwick Noble Lowndes,
before the Senate Labor and Human Resources
Committee on Feb. 11, 1997, topresent the position Of
the Assn. Of Private Pension & Welfare Plans on the
portability act.
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Divorce may strain Irish pensions

Recent legalization of divorce exposes gray areas in pension administration

By SARAH GODDARD

first divorce cases Involving pensions

Pension fund administrators and between the plan-member spouse and

are expected to hit the courts later this trustees sbll are waiting for the guide- the non-member spouse The non-

DUBLIN, Ireland-Trustees of year
Insh employer-sponsored pension
funds fear the historic mtroduchon of
chvorce into Irish law last month willl

mean new headaches for them - -
Despite many regulalions,
Despite a plethora of regulattons is-

be transferred from the society sued to penmon trustees alongside the guidance notes and

to shareholders Norwich Un-

ion's current members will re-

Family Law (Divorce) Act 1996, a
number of gray areas surround the

booklets, 'a lot of issues

hnes to be issued by the Pensions member spouse IS allowed either to

"l think it's gomg to be a mmefield," Board, said Bnan Aylward, chairman transfer the funds out of the employ-

of the Insh Assn of Pension Funds, an er-sponsored plan or to leave the ben-
association of penmon fund profes- efits m the plan, gaining further bene-
sionals Until the Attorney General fit from the member spouse's salary
has approved them, administrators Increases The proportion due to the
and trustees remain m the dark about non-member spouse wul be decided
their bottom-line duties Nevertheless, by the court and is only for benefits up

generally speaking, it would be to the date of the Facial separation

ceive free and discounted sphtting and administration of pen- have not been covered clearly better if a (non-member) or divorce, the proportion would not

shares, and the public offermg
is expected to raise £1 75 bil-
hon ($2 80 bilhon) Switzer-
land's Zurich Insurance Group
has expanded its overseas op-
erations by entering a joint

sions after a divorce

yet,' says Mary Wade.

Although judicial separation was
passed into law in the Family Law
Act 1995 and became available late

last year, it has not proved particular- said Mary Wade, a legal consultant at

spouse left the pension m the scheme," change, but that amount would grow

said Mr Aylward, who also is person- as the member spouse earns more

nel director of Insh Cement Ltd in

Alternatively, "people can reach

Dublm agreement and the courts wlll have

Under both Family Law acts, respect for that," predicted Mr Ayl-

ly popular as it does not allow for re- Dublm benefit consultant Mercer Ltd courts are able to make a pension ad- ward

mar'rage, which the 1996 act allows "There is a huge amount of regula- iustment order covenng retirement Most important from the trustees'
As a result, issues facing pensions lions, guidance notes and booklets, benefits and contingency benefits, point of view is maintaining contact
trustees-issues that are the same m but a lot of issues have not been cov- such as death-m-service provisions with a spouse who has become a
both acts-remain to be tested The ered yet "

venture with Thai insurer Thai
Metropole Insurance Co Ltd
Zurich has a minority share-
holding in the Joint venture, as

This enables the benehts to be spht See Divorce on next page

required by Thai law, and wnll
gradually transfer its interna-
tional and corporate business
in Thailand to Thai Metropole
Thai Metropole posted premi-
um volume of $70 million last
year. Lloyd's of London unll
achieve a profit of £400 mil-
lion ($6392 miillion) for the
1997 underwriting year, fore-
casts analyst Syndicate Un-
derwriting Research Ltd., a re-
turn of 4% on capacity SURL
also predicts a £1 3 billion
($2 08 billion) profit for the

Mexican costs not foiling Active insurers can cut

private health plan rise

By ROBERTO CENICEROS reductions scheduled to begm m

July-could keep employers from fur-

MEXICO CITY-Consultants and ther embracmg pnvate health care
other vendors expect the number of plans, some observers say

private health plans among employers "Vendors are looking to make mon-

m Menco to rilse, despite new re- ey, but | think they have higher ex-

search showing that private health pectations than what is really in the

climate losses: Exec

By EDWIN UNSWORTH against the effects of chmate

change if it has

BRUSSELS, Belgium-When it authonties as useful partners on its
comes to deahng most effectively side

with a likely future Increase m eli-

"its chents and the

Insurers' power hes m their abil-
mate-related property losses, in- ity to alter deductibles, to exclude
surers need to adopt a more actwe certain perils or rtsk areas from

1994 year, which closed at care costs are mereasmg, while pubhc market and Ithmkbuyersarebemg role, particularly m dealmg witha coverage, ortoseverely restnctthe

year-end 1996, not taking into
account the special levy
charged as part of the market's
reconstruction and renewal

health costs are declining very cautious, and they are nght to be

Proposed reforms of the nation's so- cautious,” said Beatnz Zunta, health
cial secunty system, which provides pohcy assessment coordmator for the

medical and retirement benefits, wall Center for Health m the Economy, a

wide vanety of groups and pollcy- scope of coverage, thus pressuring
makers, an insurance executive authonties to take measures to re-
says duce risks, to tackle the cause of

Andrew Dlugolecki, group asms- losses or even to transfer risk to the

plan Syndicate managers will help push more employers to offer unit of the Mexican Health Founda- tant general manager-under,nt- government, Mr Berz said

begin filing their results for

pnvate health care benehts, especial- tion The foundation is a Mexico City

1994 this week Last week ly iftheyalsohave managed care cost thmk tank and pohcy research orga-

| saw the first official message
transmitted across the World

1 Insurance Network, marking
the start of VWINconnect test-
i ing WINconnect, a venture of
several leading insurance bro-
kers, will provide a secure

global network to exchange
insurance information elec-

containment features, said Beatnz mahon created by 135 Meacan bum-
Bolorquez, health consultant for Wat- nesses
son Wyatt Worldwide in Menco City Center for Health researchers found
Most Mexican employers are re- that private sector health care costs m
quired by law to participate in theso- Meiaco have increased a totalof 70%,
cial secunty system, but many large after factoring out inflation, over the
and sophisticated employers already past 16 years said Ms Zurita earher
opt to also offerpnvate medical bene- this month, durmg a two-day confer-
fits because of perceived inefhciencies ence on Health Service Strategies for

tronically and is due to be with the government health care pro- the 21st Century sponsored by Wat-

launched this summer The gram (B,

Benfield & Rea Investment

Sept 16, 1996)
The pnvate health care system is

son Wyatt Worldwide in Mextco City
The research is contained m are-

Trust P.L.C. has agreed to buy not without its problems, too, includ- port on Mexico's medical cost trends

shares in a number of Lloyd's ing soanng costs Those problems- from 1980-1993 that is scheduled for try can protect itself adequately

of London corporate investors,
I including Abtrust Lloyd's In-
surance Trust PLC, Anger-
stein Underwriting Trust
PLC, CLM Insurance Fund
PLC, Euclidian PLC, His-
cox Select Insurance Fund
PLC, Masthead Insurance

Underwriting PLC, Mathe-

son Lloyd's Investment Trust 1 1

P L C and Syndicate Capital |
Trust PLC French broker |

upe Le BI C de Nic

510 PLC. ey iste MHaehl s

, broken off talks to merge the , America’

along with social security premium See Mexico on next page

ingfor Perth, Scotland-based Gen- Mr Dlugolecki said insurers
eral Accident PLC and a special- need to improve cooperabon with
ist m environmental issues, pre- two key groups
dicted that "in the future, we'llsee One is governments and their
more cooperation between the pn- various departments, where msur-
vate and pubhc sectors" in the ana ers can use their influence to resist
of climate-related disaster limita- new development in high-risk ar-
tion eas, to protect existing develop-
Gerhard Berz, head of geo- ments m such areas and use loss
science research at Mumch Re control expenence to help proper-
Group, issued a similar message ty owners prevent losses
He told delegates at conference last
week, called "The Impact of Ch- tion Industry, where insurers

The other group is the construe-

mate Change on Business and In- should be influential regardmg
dustry," that the insurance indus- methods, standards and regulation
See Climate on page 21

America's Cup under donated coverage

1 Sun Alliance policy to cover trophy battered by Maori political activist

F By MATTHEW
MacDERMOTT

held the cup from 1983 to 1987

Zealand Yacht Squadron when

The cup, which is on display at the cup was won in 1995.

the Royal New Zealand Yacht "We believe it is a fair value,

short,

r will

¢[rn PaKta

handled sledgehammer to for the America's

IS8 aWreo 22 el

Cup.

|1k i se

" two organizations because 12 Sun Alllance Insurance Ltd, smash the glass cabinet housing He said Sun Alliance was one'

dyrerienton various a1 Ruya & SanAmkacechsitancesectbrrata etk s e qp vessers i RewrZ satad ¢ do-

Group PLC, has insured the Maoris are the original Polyne- nated the premium cost for in- +
America's Cup at no charge for slan settlers of New Zealand and suring the Amenca's Cup as a

ters," according to a GLN
statement ltalian insurer
Assicurazioni Generali S.p.A.
has made a $308 miillion ten-
der offer for shares that would
give Generali a 57% stake in
Israeli insurer Leumi Insur-
ance Holdings Generali has
recently come under fire for
allegedly withholding pay-
ments from life insurance poh-
cies held by Holocaust victims
issued by one of its former

subsidiaries. Generali has de-

med the allegations

the past two years

have been campaigning for land contribution to New Zealand

The Royal New Zealand Yacht rights and ownership of the yachting

Squadron in 1995 won the Amer- country

The policy still is legally bind-

ica's Cup, one of the world's old- Bill Crowley, managing direc- ing even though no premium was
est and most prestigious sporting tor m Auckland for Sun Alhance, paid by the insured, Mr Crow- O

trophies

said it was too early to estimate ley said "We treat it as a nor- s’ma..

The squadron is responsible for damage costs, but he predicted mal claim " He said Sun Alli- if

the safekeeping of the cup until the final claim would be "about ance insured the America's
New Zealand hosts an America's half" the $500,000 New Zealand Cup under a comprehensive g

Cup defense in 1999 It is only the ($347,000) insured value He said
second time in the cup's 150-year the insured value of the Ameri-

histor¥ that itt has been held out- ca's Cup was
mde

-400

See Trophy on page 21 2

greed between Sun The America's Cup after being 5
he United States Australia Alliance and the Royal New damaged by political activist. <

_..nal: 4

< ,.1>;.uffce." «
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Divorce

Continued from previous page
member of a pension plan as part of
a divorce agreement. "It is terribly
important to note records and insist
the non-member spouse keeps in
touch," said Ms. Wade, pointing out
that they may be living on the other
side of the world when it's time to
pay out the pension benefits.

"l envisage that unless they are
very, very young and want a clean
split, the non-member spouse will
leave the benefit in the scheme until
just before retirement," she added.

Another hurdle facing trustees is
the amount of information provided
to the non-member spouse. Certain
information is required to be di-
vulged under disclosure regulations,
but after that point it can only be
provided with the agreement of the
member spouse.

Nevertheless, the non-member
spouse can obtain a court order for
that information to be disclosed. "If
the trustee gives out too much infor-
mation to the non-member spouse,
they could be sued for breach of
trust,” warned Ms. Wade. "We are
advising people that they don't give
out anything except under the dis-

closure regulations, unless they
have the agreement of the member
spouse."

What's more, trustees could be
opening themselves up to litigation
if they reveal more than the plan
member consents to, warned Paul
Kenny, director of technical ser-
vices at Irish Pensions Trust Ltd., a
pension fund administrator in
Dublin.

"If trustees divulge information
without the specific and proper
consent of the scheme member, they
could be sued for damages (to the
individual) and for breach of the
Data Protection Act,” Mr. Kenny
said.

As the legal system starts rolling
for divorcing couples, pension fund
administrators may well find them-
selves deluged with requests for in-
formation. Only one divorce has
been finalized since the implemen-
tation of the 1996 Act, and that
came after a judicial separation.

"First of all, there will be lots of
applications for information, prob-
ably a lot of court orders for discov-
ery,"” said Mr. Kenny. "And they
may not necessarily end up with
pension-adjustment orders being

made. There could be a lot of work

involved with maybe not much to

01-THE 5744

1 a7 5

The State of New Jersey

is soliciting indications of interest with regard to
the sale of its temporary disability insurance

operations. The State is currently the largest
provider of temporary disability insurance in New

Jersey. Credit Suisse First Boston is serving as
financial advisor to the State on this transaction.

Interested parties should respond in writing to the
address below. Responses must be received
by Friday, April 4.

Sarah Lee Martin
Vice President

Insurance Investment Banking
Credit Suisse First Boston

11 Madison Avenue

New York, NY 10010
Phone: (212) 325-2226
Fax: (212) 325-8008

INTERNATIONAL

show at the end.”

Expenses are proving a major
headache. Although there are provi-
sions for the divorcing couple to
meet certain administrative costs,
the act doesn't provide clear provi-
sions for all the administration
costs, said Mr. Kenny.

He called the act vague and said it
does not specifically provide for

trative burden for pension funds,"
agreed Mr. Aylward, but at the mo-
ment its impact is hard to assess.
Official estimates are that 80,000
people in Ireland are separated, but
he put the total number as "sub-
stantially more."

Spouses may choose the option of
leaving the pensions alone, instead
buying products such as annuities

Ireland's divorce law 'has the potential for
hidden (administrative) expense that isn't
readily realized,' according to Irish
Pensions Trust Ltd.'s Paul Kenny.

items such as the increased admin-
istration costs of having a new cate-
gory of plan member-the non-
member spouse who has joined the
plan-and the expense of keeping
records on two people instead of
one, issuing two checks instead of
one, and so on. "It has the potential
for hidden expense that isn't readi-
ly realized," he said.

These costs will have to be shoul-
dered somehow. Although defined
benefit plans could find the expens-
es being vacuumed up by the sys-
tem, for defined contribution plans,
"the choice is fairly stark," said Mr.
Kenny. Either the employer or the
plan itself picks up the tab.

"There will be a certain adminis-

MeXxico

Continued »om previous page
release April 1. Portions of the re-
port were presented at the confer-

Ms. Zurita is among those who
believe that higher private medical
costs will discourage employers
from seeking options outside the
public system.

While private sector health care

costs have grown, public sector
costs have been declining about 3%
per year because of salary decreas-
es for doctors, nurses and other
workers in :he social security sys-
tem, the center found.
Although the public vs. private
cost trends were expected, re-
searchers were startled by the mag-
nitude of their findings, said Ms.
Zurita, in part because data for
such a study has been hard to ob-
tain in Mexico.

"Looking at the behavior of the
private sector is a surprise,” she
said in an interview after the con-

ference. "It makes sense, but it has

66Be sure that you return it."

If you're racing through this issue of Business Insurance because you
"borrowed" it from a colleague, you should have your own subscrip-
tion. Then you'll be first on the list. You can take as much time as you

like with all of Business Insurance's exclusive worldwide news of loss

prevention, risk financing and benefit management every week.

To subscribe, use the card in this issue
or Call 1 (800) 678-9595 Toll-Free.

Ask about our
special 20%-off
group subscription
rate for five or more
subscriptions. A
great way to save
money. And avoid
pass-along problems.

Subscription Rates in US. Dollars

for 1 year, 52 Issues.

USA $87
Canada/Mexico $105*
All other countries

by expedited air. $205

* Price includes Canadian GST.

Bisbless
'Nn="mice®
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965 E. Jefferson
Detroit, Ml 48207

Outside the USA
Call (313) 446-0450

for the benefit of non-member
spouses, Ms. Wade explained. But
the popularity of that option will
only be known over time, and it
could become an avoidance mea-
sure, she warned, in which case the
regulations would have to be tight-
ened.

There is a lot of learning to be
done by trustees and legal profes-
sionals alike. Neither judges nor
lawyers in Ireland have faced these
types of issues before.

"l don't know what the attitudes
of judges are going to be," said Ms.
Wade, though she said she suspects
they will stick very closely to the
letter of the law. "Under the legisla-
tion, it is very much the duty of

never been studied before. | would-
n't have expected that 70% growth.
That was a real, real surprise."

In fact, a general lack of health
data is one of the biggest obstacles
to system reforms and employer re-
structuring of health care plans,
said several speakers at the Watson

A lack of health data is

one of the biggest
obstacles to employer
restructuring of health
care plans in Mexico.

Wyatt conference.

In Mexico, there is no govern-
ment or private organization over-
seeing quality of medical care or
collecting cost data. In addition,
data from the private sector is poor
because the majority of private
hospitals are small facilities with
fewer than 15 beds.

"So you have to be a very good
buyer with information in order to
get the good things that the private
market has to offer,"” Ms. Zurita
said. "And as it is now, there is a
lot of imperfect information for the
purchaser."

Another disincentive to switch-
ing to private health care, she said,
is that as of July 1, employers and
employees will pay, on average,
30% less in social security health
premiums.

However, after the initial reduc-
tion, social security premiums are
likely to begin to gradually in-
crease, rising by more than 20%
over the next 10 years, predicted
Watson Wyatt's Ms. Bojorquez.
She also expects there will be addi-
tional reforms providing employers
with rebates for purchasing private
health care benefits for workers.
That change could come within a
year, she said.

Such a reform, along with em-
ployer dissatisfaction over social
security care and more preventive
care, will push many employers to
the private sector, especially if

judges to take account of the whole
situation and ensure the spouses are
provided for."

In practice, this could also mean
that arrangements made on separa-
tion decades ago may now be
changed under the new provisions.

With all the uncertainty sur-
rounding the issue, the best way
forward for trustees will be to get
agreement between the spouses as
to how the pensions are dealt with,
advised Ms. Wade.

Meanwhile, the Irish Pensions
Board is undertaking a major re-
view of the country's pension sys-
tem. The National Pensions Initia-
tive is examining pension provisions
"from the ground up," explained
Mr. Kenny.

"There is a substantial gap in pri-
vate sector (pensions) coverage,”
explained Mr. Aylward, with offi-
cial figures stating that about 60%
of employees do not have a private
pension. The IAPF is undertaking
its own survey of the level of private
sector pensions coverage and will be

using it as the basis of its submis-
sion to the NPI.

All submissions must be received
by the end of May. They will then be
collated and submitted in a report
to the Minister for Social Welfare in

Septernber.

Copies Of the questionnaire that
forms the basis Of the submissions
are available free *om the Pensions
Board, Holbrook House, Hotles
Street, Dubtin 2.

managed care cost containment
practices are introduced, she and
other consultants predict.

Already,
groups and new managed care
companies in Mexico are position-

insurers, medical

ing themselves to help employers

make the transition. One is

Maximed, a new managed care unit
of insurer Seguros Monterrey Aet-
na S.A.

Jorge Carrera Prieto, director of
operations for Maximed, said that
he is counting on a growing em-
ployer need to monitor medical
providers, introduce quality treat-
ment protocols and arrange con-
tracts that allow medical organiza-
tions to share in coverage risks. But
there still remains plenty of work
to pull the medical organizations
together.

"Service suppliers (including
medical providers) must have a
change in attitude, because they
are not used to working as a team
in the private sector,” he said. li!1
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Continued from page 19
of construction.

The insurance sector also can
help the authorities improve the
response to property damage from
extreme weather events by pro-
viding information on the costliest
types of weather hazards, advice
on vulnerable construction design
and disaster recovery services, Mr.
Dlugolecki added.

Other steps the insurance indus-
try should take include assisting
research into weather patterns
and monitoring new findings con-
stantly, identifying the key haz-
ards likely to cost the most dam-
age and then working with those
concerned to minimize those haz-
ards as much as possible.

Mr. Dlugolecki and other speak-
ers at the conference highlighted
the importance of looking for op-
tions that would have positive net
benefits even if they may be more
costly to implement, such as using
solar power instead of coal-gener-
ated electricity. In particular, this
could include greater use of alter-
native power sources, including
wind or waves, as a possible long-
term option.

While acknowledging the con-
troversy over whether insurers
ought to lobby for government
control of other industries whose
products are believed to cause cli-
mate change, Mr. Dlugolecki said,
"l believe it is very valuable to
place before the policymakers the
current vulnerability of society to
extreme events, so that they are
aware of the economic implica-
tions and can begin to appreciate
the potential for even greater loss-
es if the dice roll badly.”

Mr. Dlugolecki said an interna-
tional agency should be created to
address the insurers’ concerns.
Currently, the only such organiza-
tion is the United Nations Envi-
ronment Program initiative for
the insurance industry on sustain-
able development and the envi-
ronment, of which he was a
founding member in 1995. By giv-
ing the insurance industry its own
international voice on climate
change and other environmental
issues, the UNEP initiative en-
ables them to "help policymakers
to discover appropriate solutions
to cope with the financial chal-
lenges" these problem areas pre-
sent, he said.

Mr. Ber=z warned that insurers’
present climate-related problems
will be "dramatically aggravated”
if scientific predictions on the
greenhouse effect come true.

"The increasing intensity of the
convective processes in the atmo-
sphere will possibly force up the
frequency and severity of cy-
clones, tornadoes, hailstorms,
floods and storm surges in many
parts of the world with serious
consequences for all types of
property insurance," he stated.

Under such circumstances, in-
surance rates would have to be
raised, and in certain coastal ar-
eas or flood plains, insurance cov-
erage would be available only af-
ter considerable restrictions had
been imposed, such as significant
deductibles or low liability or loss
limits, he warned.

Furthermore, in areas of high
insurance density, the loss poten-
tial of individual catastrophes
could reach a level at which the
insurance industry would run into

serious capacity problems, Mr.
Berz added.

He warned that based on loss
data showing a dramatic rise in
catastrophe losses in the past few
years, it is possible that by the end

of the decade, average annual
losses from "great" natural disas-
ters could rise to $30 billion to $50
billion, in today's values. The re-
maining natural loss events, not
categorized as great, would at
least double the overall loss vol-
ume, added Mr. Berz.

Climate change will lead to nat-
ural disasters "of unprecedented

severity and frequency," causing
capacity problems that would be
much more serious than those of
the past few years, Mr. Berz=z
warned.

"The whole future of this class
of business in certain regions
could be at stake if the develop-
ment of this problem is mis-
judged," he added.

Like other conference speakers,
Mr. Berz highlighted the consider-
able uncertainties surrounding
scientific evidence related to cli-

INTERNATIONAL

mate change.

However, the real issue is
"whether the climate data and
computer climate models can pro-
vide enough information to allow
sufficient time to assess future
changes and develop the appro-
priate adjustment and preventive
strategies,” he said.

Mr. Berz claimed that while the
uncertainties mean any strategies
adopted should be flexible enough
to be adjusted for any changes in
circumstances, the "no regret”
strategies, such as reducing car
fuel consumption or a reduction
of energy consumption generally,
are successful from the outset.
Even if the relevance of climate is
lower than expected, such policies
at least demonstrate to the Third
WWorld the industrialized coun-
tries' sense of responsibility, he
said. im
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Trophy
Continued from page 19
all-risks policy.

"Although we didn't antici-
pate this type of event, we ac-
knowledge there is a claim un-
der the policy."

Mr. Crowley said there were
initial fears that the America's
Cup was damaged beyond re-
pair.

However, photos of the dam-
aged trophy cup have been sent
to the London company that
made the cup, crown jeweler
Garrards, and the jeweler is
confident it can be repaired, he
said.

The cup soon will be sent to
London for repairs, which are

expected to take six to eight
weeks.

Sun Alliance still is waiting
for repair cost estimates from
Garrards, according to Mr.
Crowley.

The all-risks policy will cov-
er the cost of transporting the
America's Cup to London and
back, plus all repair costs, he
said.

Mr. Nathan was charged with
criminal damage and trespass,
and his case will be heard at the
beginning of next month. The
Royal New Zealand Yacht Club

has said it will review its secu-

rity procedures as a result of
the attack.

Sarah Goddard contributed to
this story.
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New Mexico implements revised managed c

are rules

By JUDY GREENWALD establishment of a grievance sys- which developed the regulation sions "appear to represent all inter- State Corporation Commission's
tem, outlines complaint procedures "It's not that different from the ests fairly " diligence in working on the regula-

SANTA FE, N M -A compre- and details circumstances under original rule but somewhat re- Lynn Pitcher, director of govern- tions with the industry "
hensive managed care regulation which coverage can be terminated fined," said Ms Tnstam ment and media relations for Blue Among the original provisions
for New Mexico that apparently Among other provisions, it also that came under fire was one that
satisfies major segments of the calls for managed health care plans called for having at least two pm-
state's health care market took ef- to establlsh utilization management mary care physicians available no

feet last Saturday programs and continuous quality '1 don't think there were draStiC ChangeS. |t'S mo
While N Mexi h | i . ..
lle New Mexlco has regulated iImprovement programs not that different from the original rule but

re than 45 miles or 45 minutes’

average drive time from where a

health maintenance organizations Certain provisions of the original majority of the population lives
since 1985, this more broadly cov- proposal, which was developed last somewhat refined,’ says State Corporation This was considered infeasible in a
ers all managed care organizations year, had been criticized Some of . A ) A : ) rural state such as New Mexico
(BI, Nov 4, 1996) the rules that drew objections were Commission Chairman Gloria Tristani. The provision was changed to
New regulations deal with pa- removed, some were revised and say in population areas of 50,000
tients' rights and responsibilities, some remained after the work of a or more residents, two primary
basic health care services to be pro- special task force care physicians must be available
vided, access to health care ser- "I don’t think there were drastic J D Bullington, vp-government Cross & Blue Shield of New Mexi- no more than 20 miles or 20 min-

vices, prescription drugs, licensing changes," however, said Gloria affairs forthe Assn of Commerce & co, based in Albuquerque, said her utes'

average driving time for 90%

of health care professionals and fa- Tristani, chairman of the three-per- Industry of New Mexico in Albu- organization "is pleased with the fi- of the enrolled population, while m

cilities, and information to be pro- son State Corporation Commission querque, which operates as the nal version, and we feel they will less densely populated areas, the

vided to enrollees The commission oversees the New state Chamber of Commerce, said protect consumers We appreciate criteria is 60 miles or 60 rmnutes
The regulation also calls for the Mexico Insurance Department, his impression is the final provi- the Department of Insurance and away
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210, Lexington, Kentucky 4050? (310) 551 - 4680 ance seminars Semi-retired executives, in- Risk Manager
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Strong, multi disciphned, nationwide,
Case Management firm interested in a
possible Joint Venture arrangement with
a TPA and/or ASO firm Please contact

(908) 688-1100 for inquiries and discussion

UNDERWRITERS/AGENTS
A+ rated Insurance Company seeks
specialty underwriters/agents for
growth and profit-sharing
EWCI-SEARCH
800-566-4578
Fax 201-666-2642
email gmcgee@ix netcom com

dependent contractors and consultants You should have 5 to 7 years experience in ts.

- welcome Attractive compensation and coord,nating activities relating to
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skills will be utilized in educating our clients and paritclpating m consulting p-oteds ance, Box 3035,740 North Rush Street, Posillons listed? Call 410-266-3970 for ad
. . . . The ideal candidate will possess at least 10 years WC Consulting experience, preferabl Chicago, IL 60611 placement or visit our website today
We Se?k candidates who possess the following qualifications 3-4 years m a brokerage environment, motivation to deliver supenor client service, and
and skills demonstrated cost containment plans A medical background m nursing, occ.tpational Its easy to climb high, when you
- Fluency m both Spanish and English (written and oral) therapy or related field is a plus Potential for growth into management responsibilities , i '_ SENIOR DIRECTOR RISK MANAGEMENT
. ired Please mail or FAX (312-915-4497) resume and cover letter to Ms. Tracey Garver trust who'sholding die ladder
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of these countries

"Where Professionals Insure Their Careers” Based in the San Franasco Bay Area,
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rector of Risk Management

* Proficient in the use ofword processing and spreadsheet you will apply your property/casualty This Senior Director of Risk Management
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miuty cases, Expenence m coIIectlng

by examples of written work

ic degree with clinical healthcare back
ground and seven to 10 years of health
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Liggett

Continued from page 1
Minneapolis, which represents the
state of Minnesota.

Perhaps most importantly, the
company will release documents pro-
duced both internally and in conjunc-
tion with other tobacco companies
gomg back decades. Attorneys gener-
al plan to use these documents in pur-
suing their claims against other
cigarette rnanufacturers.

Separately, Liggett won approval
to settle a class-action suit pending in
an Alabama state court.

Liggett officials could not be
reached for comment.

Andy Berly, a partner with the
Charleston, S.C., firm of Ness, Mot-
ley, Loadholt, Richardson & Poole,
who represents a number of the attor-
neys general, said he can't predict
how the other tobacco companies will
respond to the settlement "because of
their unreasonable behavior in the
past."

But, he said with the defection of
Liggett, the other companies' position
is weakened."If they had any sense,
now is the time to get reasonable and
work out a general resolution,” he
said. "Now they have a fellow defen-
dant who has broken ranks and ad-
mitted all they have denied. It will
devastate them.”

One expert on class-action suits
said the other tobacco companies
can't make a similar settlement as
Liggett. John Coffee, a law professor
at Columbia University Law School
in New York, said the Liggett settle-
ment established a limited fund of
money and also prevents people from
opting out of the settlement to pursue
their own suits.

Liggett can attempt such a settle-
ment because of its relatively small
size and lack of resources, Mr. Coffee
said. The other tobacco companies
are too large to do this, because they
cannot make the claim, as Liggett
did, that they can only afford a limit-
ed fund, he said. "Liggett is a minnow
compared to the other whales."

He added, however, that settlement
funds without opt-outs have not been
approved by the U.S. Supreme Court.

Bernard London, partner in the
New York product liability defense
firm of London Fischer, said the set-
tlement is "troublesome” to the other
tobacco companies. He said admis-
sions made by Liggett that cigarettes

are addictive and harmful and were
marketed to minors might be imput-
ed to other tobacco companies be-
cause of "a unity of interest" that ex-
ists because the tobacco companies
signed a joint defense agreement.

Philip Morris, R.J. Reynolds Tobac-
co Co., Brown & Williamson Tobacco
Corp. and Lorillard Tobacco Co. have
challenged Liggett's intention to turn
over documents that detail discus-
sions with others in the industry.
Those companies have obtained from
a state court in Winston-Salem, N.C.,
a temporary restraining order barring
such disclosures.

Diane Cooley, a Washington-based
plaintiff's attorney with the firm
Coale & VVan Susteren, said settle-
ments by other tobacco companies
could depend on what's in the docu-
ments that Liggett has agreed to re-
lease. "The other defendants are
standing firm and are going to court
to block release of the documents. It
depends in part on whether we get
them and what they show. | think
we're going to get them."

But waves of litigation might not
begin "until you get a couple of wins
with good amounts of money that are
sustained," said Stanley Levy, part-
ner with Levy, Phillips & Konigsberg
in New York, a mass tort plaintiffs
firm.

It's unclear how the settlement,
which allows Liggett to continue to
make a product it admits is danger-
ous, will impact similar product lia-
bility cases, said Edward L. Sweda,
senior attorney at the Tobacco Prod-
ucts Liability Project based at North-
eastern University Law School in

Boston.

Cigarettes are unusual in that they
Kill when used as the manufacturer
intended, Mr. Sweda explained. In
addition, the industry apparently has
conspired for more than 40 years to
lie about the addictive nature of their
product, he said.

An agreernent that bars suits
against Liggett may not stop plain-
tiffs from trying, Mr. Sweda noted. "I
would imagine that people who come
down with (smoking-related illness-
es) will try and find some way around
it

Whether the agreement can actual-
ly prevent future lawsuits by attor-
neys who may try to find a way
around it "is a tough question," Ms.
Cooley said. "If it's properly drafted,
| suppose there won't be a way
around it."

Philip MOITiS COS. said in a state-
ment that the Liggett settlement "has
nothing to do with the rest of the in-
dustry, and it changes nothing."

Besides the settlements, Louisiana
Attorney General Richard P. leyoub
earlier this month added more than
100 insurance companies as defen-
dants to that state’'s suit to recover
health care costs from tobacco mak-
ers.

The complaint names insurers that
wrote 750 general liability policies
from 1950 to 1997.

The complaint "provides a vehicle
in which the state may obtain docu-
ments provided by the tobacco indus-
try to its insurers," Mr. leyoub said in
a statement. "Having these docu-
ments will significantly strengthen
ourcase."”

The attorney general's filing is seri-
ous "because of the amount of poten-
tial dollars involved and the open-
ended nature that a positive verdict
for the state of Louisiana would
cause," said a spokesman for the In-
surance Information Institute in New
York.

Tobacco companies have not had
coverage for product liability claims
since the surgeon general mandated
health warnings on cigarette pack-
ages in the 1960s, the spokesman
added. "No tobacco company has re-
quested that insurance pick up the
bill for this.”

Despite Mr. leyoub's suit, the Lon-
don-based insurance community is
confident that the Liggett settlement
won't affect them significantly, main-
ly because they believe their exposure
to U.S. tobacco-related claims is rnin-
imal.

They cite two main reasons. First,
many insurers began excluding to-
bacco-related liability coverage in
their policies in the early 1960s after
the U.S. Surgeon General first ac-
knowledged that smoking could
damage health. Secondly, the appar-
ent admission by Liggett that smok-
ing is addictive could justity insurers'
refusing to pay a claim on the
grounds that the insured had prior
knowledge that damage could be
caused.

In addition, some of the insurers
that would have had the greatest ex-
posures are in runoff. Equitas Ltd.,
the company set up last year to rein-
sure claims against Lloyd's of Lon-
don syndicates for 1992 and prior
years, believes it has minimal expo-
sure, a spokesman said. im

Ditch second injury funds: Expert

By SALLY ROBERTS

CHICAGO-States should abol-
ish their second injury funds and
begin to deal with the problem of
unfunded liability, according to a
workers compensation expert.

Second injury funds were devel-
oped in the early 1900s to encour-
age employers to hire disabled
workers by providing
them economic relief if
the disabled worker
had a second injury
rendering him or her
totally disabled.

Since then, states have broad-
ened the qualifications to tap sec-
ond injury funds, allowing more
injured workers to receive benefits.
And because second injury funds
operate on a pay-as-you-go basis,
all the system is doing is collecting
enough money to cover the next
year's payments, said Roger J.
Thompson, a director with Travel-
ers/Aetna Property Casualty Corp.
in Hartford, Conn.

Many states now are burdened

with excessive unfunded liabilities

as a result.

Connecticut, for example, paid

UBA,

CURRENT ISSUES IN
WORKERS' COMPENSATION

out $103.7 million in annual ex-
penditures in 1994 but has total
unfunded liability of about $2 bil-
lion, he said.

At the same time, federallegisla-
tion such as the Americans with

Disabilities Act has been passed to
promote the hiring of disabled em-
ployees, he noted.

Second injury funds no longer

-9.c

serve their purpose, Mr.
Thompson said during

a session at UBA Inc.'s
Current Issues in Work-
ers Compensation con-
ference held in Chicago

last week.

"We've found most employers
are not even aware of their state's
second injury fund. They are much
more aware of the ADA," Mr.
Thompson noted.

In addition, most self-insured
employers never have filed a claim
with their second injury fund, he
said. "Their focus is to get the em-
ployee immediately back to work."

In addition to Connecticut,
which repealed its second injury
fund in July 1995, eight other

states have followed suit.

Maine was the first state to do

so-in April 1992-and Kentucky
became the latest when it repealed
its second injury fund in December
1996. The six other states are Al-
abama, Colorado, Kansas, Min-
nesota, New Mexico and Utah.

The Florida Legislature may re-
peal its second injury fund, Mr.
Thompson said. New York is start-
ing discussions on the topic.

According to the most recent
statistics, which do not include the
state's total unfunded liabilities,
Florida had an average of $125.3
million in second injury fund an-
nual expenditures in 1995 and
1996, and New York paid $109.7
million in 1993, according to Mr.
Thompson.

"When you're trying to get out of
a hole, you've got to stop digging,”
he said. "I won't deny there is a
cost (to employers) associated with
this." But states "are going to have
to deal with the reality of unfund-
ed liability."

Repealing second injury funds
"is ultimately the best thing for the
(workers comp) system because we
need to work with employees on
returning to work," Mr. Thompson
said.
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MANAGEMENT LIMITED
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WE ARE PLEASED TO ANNOUNCE THAT INSURANCE MANAGEMENT ASSOCIATES
LIMITED AND NORTH STAR MANAGEMENT SERVICES LIMITED HAVE MERGED ON
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TELEPHONE 44 171 488 3422
FACSIMILE 44171481 2384
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TELEPHONE 44 1452 428000
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TELEPHONE 44 1303 850870
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WE CURRENTLY SERVICE THE RUN-OFFS OF ANDREW WEIR, BRYANSTON, LONDON &
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Circulation Breakdown

Commercial Consume8

Administrative:

CEO's, Presidents, and Owners,.........2,200
Vice Presidents, General Managers and

Other Administrative Personnel 5,129
Financial:

Chiel Financial Officers and Vice Presidents

of finance. 3,166
Secretaries, Treasurers, controllers and

other Rnancial Personnel 2,973

Risk/Employee Benefits:

Vice Presidents, Directors, Managers,and other re-
lated department personnel of: insurance, risk, em-
ployee benefits, personnel, compensation,
pension, safety, security, industrial relatjon:,

human resources and employee/

labor relations. ..17,043
Sub-total._ .... _30,511
Associations 290
Govemment, Unions and

Educational Institutions 946
Commercial Consumers
Sub-lotal.......... _ .. .31,747
Insurance Agentsand Brokers 8,588
Insurance Companies ... . 3,327
Accountants, Actuaries,

Attorneys & Consultants ............... 2,831
Adiusters, Appraisers, TPA's, Captive Managers
& Health Care Providers. 1,624
Others Allied to the Field 966
Total Qualified . .53,083
Non-qualified °
Single Copy Sales . ................ _16
TOTAL CIRCULATION ......53,108

* Source Business/Occupational
breakdown of qualified circulation,
November 25,1996 Issue, as
submitted to BPA for December 1996

BPA Publisher's Statement

cpPCu

| guarantee you will learn morein tess time with
The Burnham System - or your money back

and IIA
candidates

Ray Burnham, CPCU. CLU, ARM

19 Everett Street. Southbridge. MA 01550
Call 1-800-GET-CPCU Now!

ARE YOU
READY FOR
RIMS?

The April 14

issue of
Business
INnsurance

Closes For

Advertising
On April 2

Call Now

To Reserve

Your Space In

This Issue!

(3121 649 - 5340

For advertising information contact: Cheryl Bullet-Adeszko,
Classified & Services Guide Advertising, 740 North Rush Street. Chicago, lllinois 60611.
Telephone (312) 649-5340 - Fax (312) 649-7799



24 / Business Insurance, March 24, 1997

amount of business, and unfortu- This is comparable to the 227% that companies will not be able to
nsurers
nately that doesn't look real posi- increase reported for the nine- benefit from these releases in the H ea Ith
) tive from a pricing standpoint,” month period future-to the same extent, any-
Continued from page 1 Mr Yonker said The fourth quarter results held way-that they did in 1996 and
While there are Individual pock- The intense competition is re- few surprises 1995~ Contznued*om page |
ets of business where there are ex- flected in insurers' underwriting It "wasn't really a shock one Another concern is that the flat iness," said Mr Haw
ceptions, competitive pressures losses According to a Business In- way or another," said Gloria Vo- to modest increases in premium Group indemnity plans are
will remain strong as "people turn surance survey of 24 major insur- gel, senior vp at Advest Inc in growth are taking place "in the "kind of dymgout" because even
over many more stones to find ad- ers, underwriting losses in 1996 New York context of rising exposures,” said large plans, such as those of
equate business," Mr Paglia said deepened by 57 4%, to $6 51 bil- Said Smith Barney's Mr Frank, Mr Ward "For the same flat dol- CIGI\?A Borp, are trymg to shrft

"Certainly nothing we've seen in lion from $4.14 billion While this "I don't think the quarter really lar premium," insurers are taking some of their people to managed
the first two months of '97 indi- is an |mErovement over the showed you a sea change in one di- on more risk, more exposures and care from traditional indemnity,

cates any change from the trends 102 3 % decline reported zor the rection or another broader coverages "That's becom- said Glona Vogel, senior vp with
that were in place last year," said nine-month period by a compara- The foirth quarter 'was pretty ing relatively prevalent," he said, Advest Inc m New York While
Patrick A Thiel dént and
CZSC fth te ?d’ p_;esf entan and "it adds to the concern" about some employees w111 always stay
O_ e worlawide I,nsurance this tough cycle with an mdemnity plan, many
:f::f;ﬁ_znilséopau' Fire & Ma- v ] o "The reserve adjustments and employers " don't give employees
e ) ) Prlcmg remains very competitive. take downs will probably go down a choice m the matter "
) Pricing remains v.ery competi- . as a theme for 1996, but the rising Retrenchment by indemnity
tive Renewals are being competed  Renewals are belng competed for very exposures and the flat rates may compames can also be expected
for very hard and, frankly, prices . . well be the theme for'97," said Mr thi di to M
are coming down " said Mr Thiele ~N1@rd and, frankly, prices are coming Ward This year, "l would anticl-  Newer | oorone o M
Among th.e ranks of tho§e seeing  down,' says Patrick A. Thiele. pate continued flat premiums and "We think that many indemni-
no change in the market is Ronald probably mediocre to slightly pos- ty compames are going to contin-
Frank, an analyst "f‘”th ‘Smith Bar- 1tlve bottom line performance, and ue to retrench and pull out of
ney _'n New York "I think th? dy- I would think It'11 probably end marginal markets Indemnity
namics f’f th.e Industry are going to ) o ] ] up slightly below the '96 level of companies that thought they
be similar in that you're going to ole group of insurers (BIl, Nov 25, much in line with the previous performance" in both respects, he could operate throughout the
have continued pricing pressure 1996), It compares unfavorably quarters," including slow premi- said country are taking a serious look
across most lines of business So in with the 20 1% decline reported at um growth, and an increased paid- The soft market will have even at where they operate” and are
a sense you start out ev_eQ/ year be- year end 1995 (Bl, March 25, to-incirred loss ratio, said moreofaneffectonindividualin- planning to remain just within
h'”fj‘_to the extent that kind of 1996) Michael Smith, an analyst with surers this year than it did in 1996, their core marketplaces, in areas
activity continues,” Mr Frank Among other survey results Salomon Bros in New York said St Paul's Mr Thiele that can contnbute to their prof-
said "From there, It'11 really be a - Net premiums wiitten in- "l think generally the quarter "Market forces will begin to itabihty, he said
function of loss costs and how they creased 9 9 %, to $91 3 billion But tended to be a little more negative overwhelm the Individual compa- The increased scrutiny of man-

develop, which to some extent is excluding the results of the Berk- than the year did, just because the ny's issues and opportunities," he aged care organizations from
beyond your control and beyond snire Hathaway Group Inc , which foul th quarter is frequently the said "l think in 1996, there was Congressional committees and
the ability of anyone to forecast " has started to include the results time to get your one-time unfafor- more of an opportunity for indi- regulators may work to the ad-

Robert M Steinberg, chairman of GEICO Corp in its report, the able adlustments on the books," vidual underwriting strategy and vantage of indemnity plans, said
and chief executive officer of Re- remaining 23 insurers reported a said John L Ward, chief executive individual company actions to off- John L Ward, chief executive of-

liance Insurance Group In New 63% increase officei of the Cincinnati-based set the market deterioration, and flcer of the Cincinnati-based
York, said the insurer has made - Bolstered by last year's boom- Ward Financial Group therefore there was a wider spread Ward Fulancial Group
the same prediction each year ing stock market, insurers' invest- Analysts note that while last in terms of results in the Industry The scrutiny is "going to make

since 1987 There has been "virtu- ment income increased by 117%, year insurers were able to take ad- | think that's going to change in it a httle bit tougher" for man-
ally no change in the market," said to $14 62 billion This compares vantage of reserve redindancies to 1997, and the market will have aged care operations, "which is

MrSteinberg™ with 1995's 5 2% increase bolster their bottom line, they may more impact on companies' re- going to benefit the indemnity
Observers point to the excess * Insurers' combined ratio dete- not have that option this year sults" due to the intensity of the companies,” said Mr Ward, who
capital in the industry as a reason rlorated to 106 1% from 104 6% "Clearly it will become difficult competition said he IS "mildly optimistic”

for the market remaining competi- This is an improvement over the with each passing year for all but "l think earnings discipline IS about this segment of the busi-
tive "There is still ample capital 107% combined ratio reported by -he stiongest and best-reserved going to be the order of the day," ness

among commercial carmels, and a comparable group of insurers for companies to continue to find re- said Mr Smith The lack of a re- Furthermore, he said, the
without any shocks to the indus- the nine-month geriod Insurets dundancies in their reserves," said serve cushion and a paid-to-in- HMOs now are facing intense
try, we don't see anything that had reported a 107 3 % combined Mr Frank curred ratio that runs in the mid- competition among themselves
would C_ha“?e the supply-demand ratio in 1995 "l think by definition with eery 905 "means that there IS absolute- "That's a plus" for the mdemnity
equilibrium," said Jay Cohen, an * Net income for the 21 insurers passing year you're going to have ly no room for surprises” insurers, he said "It takes the
analyst with Merrill Lynch in New reporting this information in- less and less of that available, be- But, he added, because this is a pressure off" and gives them more
York "So on a fundamental basis, ereased 7 6%, to $9 46 billion This cause pricing isn't getting any bet- business of recumng extraordi- time to "retrench and refocus"
we're not looking for much change compares with a 6 4% increase by ten" he added nary losses, "you've got to antici- and concentrate on their perfor-
in 1997 . . a com.parable group of_ insurers for Mr Cohen of Merrill Lynch pate there will be surprises, there mance, Mr Ward said

"The industry still has an awful the nine-month period and the agreed 'In certain lines of busi- will be large losses " Mr Ward estunated that man-

lot of capital," agreed George 16 8% increase reported for 1995 ness, specifically workers comp, The industry would need a "per- aged care now has more than 75%
Yonker, vp-finance at Seattle- « Policyholder surplus for the 24 which IS a very big line of busi- feet year in order to have a decent of the group health care market
based SAFECO Corp "There is a insurers reporting this data in- ness, there have been reserve re- year, and nothing in life is per- and that the share is increasing
lot of capital chasing a limited creased 21 7%, to $81 56 billion leases," he said "And It IS likely feet," he said

Major property/casualty insurers' year-end 1996 results

Ranked by change in net income All amounts in thousands of dollars.

Corporate Property/casualty operations

Percent Net Percent Pretax Percent Pretax Percent Percent

.. Nel '"C'e.ase Consolidated Combined' Combined’ premiums Increase underwriting increase investment increase Pollcyholders increase
income (decline)  revenues ratio ratio written (decrease) income (loss) (decline) income (decrease) surplus (decrease)
1996 1996 1995-1996 1996 1996 1995 1996 1995-1996 1996 1995-1996 1996 1995-1996 1996 1995-1996
1 CIGNA Corp. 1,056,000 400.5 18.950,000 101 6 104.1 3.424,000 (2.8) (53,000) 64.0 385,000 _ (0.8) 2,030,000 4.6
2 Berkshire Hathaway Group 689,600 38.9 4.829,900 94.4 98.0 4.105,200 300.8 230,700 1,677.0 712,100 23.7 26,100,000 34.5
3 CNA Financial Corp 964,800 275 16,987,800 _ 1086-_ 1099 10,572,4002 4.1 (1,936,200)2 _ 5.4 _ 1,788,100 _(54) __ 6,348,800 __ 11 3
4 Fremont General Corp 80,493 26.5 589,055 94.8 100.5 474,184 -(18.8) 25,339 098.5 111,637 10.2 399,893 33 6
5 USF&G Corp. 261,000 _ 24.6 _ 3,497,400 _ 105 92 106.12 2,638,9002 3.0 (166,600)2 _ (6 9) _ 441,100 0.6 1,374,700 2.5
6 American International Group 2.897,257 15.4 28.305,272 96.9 97.0 12.691,679 6.7 398,944 10.3 1.689,371 9.3 N/A N/A
7 SAFECO Corp 438,951 100 4,072,004 98 3 997 2,313,073 48 __ 38,456 505.8 281,580 _ (1 4)_ 2,142,575 14 9
8 General Re/Cologne Re Group 893,500 8 3 8,192,100 100.5 101.0 5,585,800 3.6 (25,700) 49.0 1,121,800 17.0 5,326,600 15.6
8 Old Republic Int'l 230,365 83 1,803,936 100 1 102.1 865,1972 (13) (18,460)2 45 5 194,3382 1.7 1,415,445 24

9 Ohio Casualty Corp 102,457 2.7 1,459,632 109.52 - 144.02 1,269,202 - 0.5) -- B 12,180) - *5.6) -- f79,4-07 (1.8) ---98©359 --12.5 -

110 Chubb Corp 694,700 (0.3) 6,328,300 o8 3 96.8 4,773,800 10.9 _30,300 (67.8) 646,100 7 2 2,625,100 15 8
11- American States Financial Corp. 169,700 (4.8) 1,984,000 105.82 103.62 1,660,900 (4.2) (81,600) (61.5) - 243,900 (3.8) 966,000 (4.5)
12 Sentry Insurance Cos * 100,646 (50) 1,588,777 106 5 104 9 1,232,602 6 7 (86,105) (42 4) 201,937 3 7 1,303,733 13.8
13-Travelers PiC-Corp. 390,500 (6.8) 897,400 - 116.Br -104.62 6,332,300 75.6 (1,138,300) (341.4) 1,653,500 133.4 5,423,400 122.5

14 The St Paul Cos Inc 450,099 (13.6) 5,734,156 105.72 102.02 4,396,122 3 6 (216,160) (109 8) 794,901 8.7 2,951,077 20.1
15 Hartford Steam Boiler 53,400 (14:7) 548,800 94.7 90.7 454,400 fl.3 21,800 (36.3) 32,300 14.5 292,400 4.2
16 TIG Holdings 79,000 (33 1) 1,825,000 105 02 10532 1,529,000 (5.0) (65,000) (102) 290,000 82 975,000 24
17 Reliance Ins. Co. and subs. 48,207 (45.3) 3,090,587 109.0 101.8 1,846,199 3.8 (172,387) (277.7) 257,133 4.0 1,187,056 5.2
18 Royal Insurance USA2 85,700 (548) 1,928,700 124 7 110 2 1,536,600 (8.1) (376,400) (112 1) 289,000 11 2,105,600 88
19 ITT Hartford Group Inc. (99,000) (117.7) 12,473,000 105.1 104.1 6,899,000 (1,036,000) (213.0) 824,000 3.6 4,009,000 10.2
20 Argonaut Insurance Co (123,238) (277 1) 213,066 303.1 126.8 136,816 (5.1) (247,145) (3,034.8) 82,494 (10.4) 487,055 22.9)
-Nationwide Mutual ins. Co.? N/A N/A N/A 112.2 114.0 8,141,626 6.6 (1,024,055) 5,5 946,168 4.4 5,577,481 9.1
-Liberty Mutual Ins. Co 2 N/A N/A N/A 112.3 111.2 5,142,266 (18 (638,161) (4 4) 1,040,825 2.2 5,620,198 20.6
-Kemper National Ins. Cos. N/A N/A 3.975.797 122.4 109.6 3.386,722 4.7 (766.447) (145.4) 417.141 4.5 1.918.166 (0.8)
Cumulative 9,464,137 7 6 136,474,682 106 1 104 6 91,287,988 9 9 (6,514,361) 57 4) 14,623,832 11 7 81,564,138 21 7

'After dividends 'Statutory 'Beforedividends NIA-Company did notprovide data
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"Expertise is possessed by people, risk managers negotiate directly with they (nsk managers) wlll generate a ket," he said
and | find that nobody has a lock on In fact, the mergers wall hkely lead
that You wall find where they have "Direct communications with un- the past More and more risk man- to theloss of some business by new gl-
both an M&M and J&H office, one derwnters is the wave of the future," agers have been looking to their own gantac brokerage, Mr Bunaessaid
'The question clients most frequently wlll be stronger in one area and one he said "In any merger them is a signihcant
ask is How w111 that impact me? Will wlll be stronger in the other | would "It's kind of a two-edged sword It's And if those devices require rein- fallout, and business seems to follow
| get any more clout in the market- hope that the merger willl allow them natural to worry about the consolKla- surance backmg, mega-mergers may people," he said
place?" to retain the stronger people in each tion because it gives you fewer choic- ultimately make nsk managers' hves
"I truly don't beheve there will be area,” Mr Spivey said es, but actually it's only fewer choices easier, said reinsurance professionals large firms may leave and lom or form
much change for the chent from this "It doesn't surpnse me and it does- among the big brokers," said David R Reinsurance rates willl likely be smaller brokerages, largely with the
merger" because M&M and J&H al- n't necessanly mean that gettmg big is Haight, director-risk management for pushed down even further as the large Oook of business they serviced at the
ready have a great deal of clout, he going to mean less service or a less CF Industnes m Long Grove, |ll brokerages wield their clout, said established brokerages, Mr Bunaes
said competitive market, but the whole M&Mis Crs broker
"l beheve there will be a penod of drift depends on how much latitude
reduced competition, but that wlll they give the employees and good homogernze the markets" so that a The large brokers wlll be placing a take advantage of any dissatisfaction
quickly be fdled by opportumst and people who are worlcing," he said risk manager with a unique risk huge amount of business with msur- among senior U S brokers and hire
regional firms that wall ftll any service "l really don't envision any change might have a harder bme findmg a ers, and m return they wall want to away teams to strengthen or launch
void," because they would be more m the relationship with the brokers | market for it than would be the case place the insurers' reinsurance Then, their own U S operations, said Mr
mmble and able to respond more deal with," said Christopher Mandel, m a more compebbve market, he said the reinsurance arms of the brokers Berger of F&G Re
quickly than their giant competitors, director-nsk management for Pepsi- Mr Haight noted, however, that wlll have so much busmess to place The mergers also should lead to op-
he said Co Restaurant Services m Louisville, large brokers' various offices always withreinsurers they wlll demand low- portunities fornval captive managers,
A key factor in whether consolida- Ky Mr Mandel, a J&H chent, said he have competed with each other with- er rates m return for the huge volume said Denville C Reed, president of
tion ultimately proves to be good or doesn't think there will be a lot of m the brokerage A broker m one city of business, he said Sedgwick Management Services
bad is how well the mega-brokerages change among the people who service might favor one msurer for a certain "It's a great time to be a buyer of Bermu(la) Ltd "It's a terrihc oppor-
wll be able to mesh their drive to- the accounts of Fortune 1,000 chents type of nsk, another broker with the reinsiimnce,"” Mr Berger said

ward achievmg operational efficiency Consohdation wll continue, he pre- same company m another city rmght And the buyers of remsurance
with the need to maintain and culti- dicted

Insurers

M e rg e rS response as they have been dolng m
Continued from page 1

devices"

For example, senior brokers at the

John Berger, president of F&G Re Inc said

That concentration "would tend to in Momstown, N J Large foreign brokerages could also

tunity for us," he said
The captive management arms of
have a diferent insurer, he said If should not see a deterioration in ser- the merging brokers will have to go
vate the personal relationships critical Predicted Steve Coombs, president that continued, some of the impact of vice as a result of the mergers, as all through a disruptive penod when
to many nsk managers when they of Risk Resources, a Westchester, Il - homogemzation might be mitigated, four of the merging brokerages-Aon, they wlll have to focus much of their
deal with brokers based nsk management consultant "I he said A&A, M&M and J&H-are "hrst- attention on uniting the diferent cul-
"I personally don't have any partic- think the largest impact wlll be on the Diane Threlkeld, manager-corpo- class organizations," said John Smith- turns, Mr Reed said
ular concerns We see a lot of consoll- larger organizations or those with rate risk management for Intergraph son, chairman, president and chief ex- "You take your eye off the ball for a
dation, not Just m brokerages but m multinational operations or those that Corp m Huntswlle, Ala, shared the ecutive officer of PMA Remsurance week or two and you fmd you have a
the economy in general,” said Char- have multibroker relationships In the concerns about lessened competition Corp m Phlladelphla
lotte Humphrey, director-risk man- short term, with risk managers, It'S The captive management arms of
agement for Golden Corral Corp, a golng to be a question of sorting concern that a lot of risk managers ratlon m rates as the number of bro- the merged brokers may be so large
Raleigh, N C -based restaurant cham thmgs out regardless of which merger have, IS the lack of competition | kers dwindles and the survivors be- that they wlll find it difficult to pro-
"l thmk that whether you're a client you're talking about There wall be think competition forces a person to come more powerful, he said vide the level of service that many
or a prospect, anytime there are some growing pains” "From a selfish standpoint we clients require, said Colin C James,
changes m the mduhy, such as merg- Other large brokers wll have to a few at the top, there wall be less cre- would wish that instead of eight or 10 president and CEO of Atlantic Secu-
ers or acquisitions, you may take a struggle with fin(ling more etflcien- abvity | think the competition makes remsurance brokers there were 20 nty Ltd m Bermuda
second look Just to make sure that you cies m order to compete It puts pres- a person stretch, forcmmg them to brmg but there is still a viable competl-
don't have any womes m the transi- sure on other brokers for additional new thmgs to the table," said Ms bve market," Mr Smithson said
tion That would be up to the mdivid- strategic mergers, said Mr Coombs Threlkeld Rates already may be so low that J&H and M&M wall have nearly 300
ual customer,” Ms Humphrey said Mr Mandel noted broker compen- Mr Spivey took a more positive they cannot be driven any lower, said capbve clients, he said
"If there's ever been a business sation has been movmg from commis- view, saymg that no matter what the Bard E Bunaes, chairman and CEO "The problem with controlling a
that's a people business, this is it,” mon to fee-based compensation for impact of the most recent round of of Constitution Reinsurance Corp m management company that size is
said Jim Spivey, executlve director of years, and that has lowered the rev- mergers, "nsk managers wlll always New York stamng it," Mr James said
C J Spivey Associates Inc, a Char- enues for brokerages He added that have the services and providers that "The market is so soft now that the Independent managers with long-
lotte-based risk management consul- he expects brokers to become less im- they need, because if the commercial mergers wlll probably not have much term staff may beneht as chents seek
tant portant to nsk managers over time as market doesn't provide them, then impact on pncing levels m the mar- a more personal service, he said CII

few uncomfortable chents," he said

"My primary concern, and It'S a But reinsurers could see a deteno-

be creabve, and | thmk d there's only

For example, the combined Bermu-
da captive management operations of

Future uncertain
for UNISON network

By DON LEWIS KIRK

Insurers hail merger,
expect more deals

Marsh & Mcl,ennan Cos Inc 's been set yet

we wll do then," he said
However, Mr Dahms Insists Jauch

The merger plans of Marsh & & Huebener has alternatives, and a h- ing officer at the Simsbury, Conn -

McLennan Cos Inc and Johnson & nal decision about UNISON'S future
Higglns have dealt a devastattng blow MIl be made by May, though the net-
to the UNISON network and its mem- work MIl continue busmess through
bers at least the end of the year
Not only wll the mternational bro- Among the options are continued
kerage network lose its largest part- cooperation among remaining men>
ner, but risk managers also may with- bers or finding a new partner to lom
draw bumness from network mem- UNISON
bers due to the loss of J&H's support:
At a meetmg of several UNISON that any cooperation with Johnson &
member flrms m New York last week, Higgms or anyone else would have to
broker executives sought to pick up apply in all countries, mcluding Ger-

the pieces of a potentially doomed many
network

However, Mr Dahms made it clear

Part of Jauch & Huebener's dilem-

For the remainder of 1997, at least, ma is that a portion of its busmess is
UNISON will continue to operate as derived from providing sennces to
usual, said Chnstian Dahms, a man- Johnson & Higgins' International
agmg partner of Hamburg, Germany- clients in Germany Marsh & Mcl.n-
based Jauch & Huebener KGaA nan, however, owns Jauch & Hueben-
What members wlll do after that IS er's major German rival, Gradmann
'fully open," he said & Holler GmbH

Some chents, however, say the Gradmann & Holler has 800 em-
nme-month repneve is not reassurmg ployees and gross revenues of about

"Without Johnson & Hggins, Jauch 210 milhon DM ($146 2 milhon) com-
& Huebener loses 40% to 50% of its pared with Jauch & Huebener's 1995
power," says Klaus-Wolfgang gross revenues of 310 milhon DM
Schulze-Weslarn, rlsk manager and ($215 8 milhon)
head of Insurance at German con- Also, a number of international
sumerproducts manufacturer Henkel projects that Jauch & Huebener and
KGaA m Dusseldorf Johnson & Higgms co-finance and

Mr Schulze-Weslarn fears UND maintain are m leopardy The two
SON's demise could make It harder brokers participate m an internallon-
for buyers like Henkel to obtain cov- al mformation network, a 50/50 ven-
erage ture in Amsterdam, Netherlands, set

The competitive outlook for domes- up to Invest m other UNISON part-
tic brokers without the resources of an ners, ownership of Jauch & Huebener
-nternational network are not good, Remsurance Brokers Ltd m London,
Mr Schulze-Weslam said an office m Moscow, and UNISON

"Jauch & Huebener must look for S A of Brussels, Belgium
alternatives, and that wll be difficult, Mr Dahms mmsts all of those oper-
expensive and take a long time We'll ations can be quickly changed to re-
have to see how they react and what fleet a new UNISON structure

acquisition of rival broker Johnson Robert M Stemberg, chairman based Executive Risk Group, said,
& Higgms surpnsed some ob- and chef executive officer of Re- "These are two very fine organiza-
servers, but msurance executives hance Insurance Group m New tions that, | believe, have a nice
say mom such deals are on the hon- York, commented "The brokers complement of business and cul-
zon have been merging for a very long turns
Louis G Paglia, senior vp and time, and we view consohdation, " | see it as a good development
treasumr at TIG Holdmgs Group m whether it's on the camers' side or for Executive Risk, and I'm not sure
New York, said the consohdation is the broker side, as being positive that there's any real Impact in the
"another manifestation" of the long term for the business marketplace It's stlll a very sub-
pressures large brokers face on pro- "Hopefully, as the brokers con- stantial market even TAnth the con-
ductwity and profttability sohdate they will become more em- soltdation that's occurred, and I'm
"We don't expect to have a big cient providers of services and sure there's still more than enough
impact from that transaction, but | therefore hopefully as camers be- competition, so the dynamics of the
can certainly see the economics of come more dficient, the whole pro- buyer/seller distribution, | don't
why they did it," he said cess becomes more efflcient, and think, are really impacted I'm sure
David McDonald, semor vp and therefore m the end the customer it'S not the end of consohdation,
chief underwntmg officer at Royal benehts," said Mr Stemberg, who though, m the business," Mr Kear-
Insurance USA m Charlotte, NC, added that he thinks these consoh- ney said
said that based on brokerage and dations are mevitable and wall con- As to the J&H and M&M merger,
insurer consohdations over the past tinue he said "l have not actually been
two or three years, "My sense IS No formal meetmgs have yet tak- given much information from the
there's gomg to be more | don't en place between Rehance and J&H companies I've asked a couple of
think it's stopped by any means" and M&M "Until they work questions, but | don't think they
"Certainly with respect to the through some mternal reorgamza- have many answers at this pomt,
Marsh & McLennan and J&H tion, they won't be contacting the quite frankly "
merger, | think it took everyone by market,"” said Mr Steinberg, who Past acquisitions have had little
surpnse,” he added "They have said he believes this stage is still impact on Executive Risk, he said
been strong competitors for many, about a month away "We've had "There's been very little change
many years My sense is, long term, very, very strong relabonships with from our perspectave," he said, not-
the ulhmate client is gomg to bene- both Marsh & Mac and J&H, and ing he deals with many people who
ht by vutue of brmgng those two we see that continuing,” he added handle accounts for the brokers
organizations together," he said Mr Steinberg said previous con-
"For the Royal, we enjoy a very sohdations among major brokers ever, occur "behind the scenes" in
fine relationship with both orgam- "had very httle impact on us Our back-room operations, he said
zations," added Mr McDonald business with thealphabetbrokers "Our back room mayseemoreofan
"My sense is at the end of the day, has continued to grow over the impact than we do on the under-
wewlll contmue to benefit” years and so for some reason or an- writing m(ie," he said But "the
He noted the brokers have been other, it seems to be workmg for us, number of actual reductions in
in touch with Royal The next step, so we would view this Marsh & Mac headcount that we've seen is fair-
he said, is expected to be a face-to- & J&H merger the same way
face meetmg, though no date has John Kearney, chief underwnt-

Most headcount reductions, how-

ly minimal”
-B'y Judy Greenwald
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annual property/casualty premi- coverages from the scope of two,
ums of at least $100,000 be exempt pre-existing NAIC model rating
from rate and form regulation, laws

NAIC

Continued from page 2 INn other action at the NAIC

guaranty fund coverage and as-

Anne Flanagan, state affairs di- sessments and residual market meeting
rector for the National Assn of In- 2harges (BIl, June 10, 1996)
surance Brokers in Washington, However, the re-engineering the NAIC's 17-member Executive
supports the pace of NAIC's ef - committee identi fied 10 separate Committee reaffirmed regulators'
forts "We think it'S slow, but concerns about the broker organi- support for a strong but flexible
steady, progress to improve the zation's proposal, including the accreditation program in a reform

market risk of shifting guaranty fund and proposal to make the standards
residual market burdens onto more results-oriented

= A nearly unanimous vote by

The new draft Includes a new

three-page, single-spaced summa- small and midsized insurers
ry of the NAIC's involvement, the

Members voted to -oughen a re-
The re-engineering committee sults-oriented reform proposal to
paper's purpose and an overview faces a challenge in completing its reins.ate four of six standards that
of the issue final draft by the time the NAIC were designed to prevent insolven-

Most of the draft consists of state holds its summer national meeting cies and related problems The re-
surveys on regulatory re-engineer- June 7-11 in Chicago To achieve instated standards control the ac-
mg initiatives, copies of laTJ s and it, Mr Atchinson established an tions of managing general agents,
preliminary recommendations April 7 deadline for comments on reinsurance intermediaries, busi-
made last year by the Commercial the current draft Comments ness transacted with producer-
Lines-Property and Casualty Com- should be sent to Ellen Wilcox at controlled insurers and guaranty
mittee (BI, Dec 23/30, 1996) the NAIC's Kansas City, Mo, funds

The draft IS "very much of a headquarters
Eirst, working draft," emphasized
Brian Atchinson, Maine's insur- during a conference call in mid- dence of basic regulatory tools to
ance superintendent and the new April with the the re-engineering meet any such problems, rather
chair of the re-engineering com- committee and interested parties, than strictly adhere to NAIC mod-

mittee "We caution you not to produce a new draft in late April, el laws Any state that can prove
make more of it than what it is "

However, states in the future
He also plans to discuss the draft would need only to provide evi-

such issues don't apply to opera-
Some were disappointed it was tions rn its state need not comply
not more comprehensive The committee did agree to ellm-

inate two of the six model stan-

'We think it's slow, but

steady, progress to
improve the market,'

" expected more from this
draft,"” said Larry Kibbee, vp and dards dealing with regulation of
director of public affairs for the

Alliance of American Insurers in

risk retention groups and disclo-

sure of material transactions

Anne Flanagan of lhe
NAIB says of NAIC efforts.

Schaumburg, Il The reform proposal stemmed

However, brokers, as well as from a controversial compromise
buyers, were encouraged by state-

ments in the draft

that drafters approved by a 9-4
vote in December, said Insurance

The planned white paper has a
two-fold purpose It will describe hold another conference call in Texas was the chief proponent of
and evaluate the 1SSUeS and the May, and issue a revised draft by that compromise, which Commis-
proposals that have been present- late May that will be available for sioner Elton Bomer described in a
ed to the NAIC committee since its public comment
inception It also will recommend
'the development and prioritiza- ness and receptiveness, we are the rest of the reform issues " Car-
hon of specific regulatory re-engi- hopeful our comments will be re- oline Scott, the department's gen-
neering initiatives regarding com- ceived and included,"” said Patl'leia eral counsel who represented the
mercial lines insurance and proto- C Vaughan, associate general absent Mr Bomer at the meeting,
type options to promote efficiency counsel for RIMS

Director Hal Duryee of Ohio

March 14 letter to commissioners

"Based on the committee's open- as "a modest beginning point for

also argued that the accreditation
and coordination among regula- The committee also is expected program had been made strong
tors and industry " to receive comments from a techni- enough by tightening regulatory
"The rationale for the focus on cal study of deregulation issues, practices and procedures
commercial lines is that large, so- said Robert W Klein, a former Acting Superintendent Greg Se-
phisticated commercial insureds NAIC staff member who is now di- rio of New York, which previously
no longer require the protections rector of Georgia State Universi- lost ItS accreditation for failing to
provided by old laws and regula- ty's Center for Risk Management adopt new models, supported
tions drafted before large insureds and Insurance Research About Texas' position and said his Legis-
were represented by risk man- seven to 10 insurance industry lature would not approve all the
agers, brokers and other profes- groups are contributing to fund reinstated standards
the $60,000 study, which should be
Buyers and brokers also were completed this summer, he said
encouraged by the diaft's explana- NAIC deliberations about regu- North Dakota argued that the four
tion of the goals of streamlining latory re-engineering may be mak- standards relate to solvency "in
commercial lines regulation

sionals," the draft states However, Executive Committee

Chairman Glenn Pomeroy of

ing slow progress within the orga- some important way "

« Simplifymg multistate transa:- nization, but they already are hav-
tions currently hindered by regula- ing an impact in the states, said the tle basic and funcamental safe-
tory inefficiencies Alliance's Mr Kibbee

Regulators should "not disman-

guards which protect consumers
« Increasing the viability of com- "If nothing else, this NAIC pro- and promote unifoimity,"” he said
mercial lines products cess has given state regulators the ill a six and one-half page letter to

» Reducing the potential strain impetus to go forward in their own executive committee members that
on guaranty funds states without waiting for the recounted the history of several m-
= Allowing regulators to concer_- committee to act,” he said solvencies that led to the original
trate on personal and small com-

mercial risks

"Approximately half the states adoption of those standards
The NAIC's full membership is
While regulators appear to sup- of regulatory re-engmeering study expected to support the changes

have recently initiated some types

port the concept in general, they to identify ways to streamline state when It votes at the June meeting,
are aware that some details may be laws and regulations," according said Mr Pomeroy, who is also
controversial More than a dozen to a 1996 NAIC survey quoted in NAIC vp

industry trade groups and compa- the study

nies have recommended various

« The full membership of the
Most states conducted broad NAIC approved sending a firm
deregulation proposals studies, according to the NAIC message to Congress urging feder-
They include asking regulators survey However, efforts in Mas- al lawmakers to recognize the
to improve the surplus lines tax sachusetts, New York and Penn- states' authority to regulate the
mechanism, allow state licensing sylvania specifically Included business of insurance, especially
of non-resident brokers, eliminate streamlining commercial lines reg- the insurance activities of finan-
counter signature laws for admit- ulations cial institutions State insurance
ted and surplus lines transactions, In addition, an earlier survey by laws safeguard the solvency of in-
simplify agent licensing laws, re- the commercial lines committee surers while protecting consumers,
examine data reporting require- found that 10 states changed the the resolution emphasized
- The NAIC split-rather than
more self-supporting, amend bond property/casualty coverages dur- hnked-its final voting session and
requirements in surplus lines lams, ing the past five years Those states Executive Committee meeting so
and reduce regulation of statutori- are Maine, Michigan, Minnesota, they meet on Monday and Tues-

ments, make residual markets way they regulate commercial

ly mandated coverages such as Nebraska, Nevada, North Caroh- day, respectively By conducting
workers comp insurance na, South Carolina, Texas, Vir- the voting session before the Exec-
Those recommendations and ginia and Wisconsin

their sources are summarized in a

utive Committee meeting, which
In related action, the NAIC's sets the voting agenda, no final

Updates

Implant suits dismissed

Contmued from page 2

Courts in New York and Callfomia m 1996 also dismissed Dow Chem-
ical from all suits m those states (Bl, Sept 30,1996)

Among the questions addressed and rejected m the Michigan proceed-
ing was the plaintiffs' claim that Dow Cormng rehed on Dow Chemical
to estabhsh the safety of slhcones for medical use

But in granting Dow Chemical's motion for summary iudgment, Judge
Colombo found that Dow Chermcal never tested silicones for humanim-
plantation

Judge Colombo also found that Dow Chemical had made no misrepre-
sentations or failed to disclose any facts in connection with the use of sill-
cones for medicalimplantation

Silicone breast implants were products of Dow Coming, a Jomt venture
of Dow Chermcal and Coming Inc

PlaintlEfs had amended their lawsuits agamst Dow Coming to mclude
Dow Chemical when the Midland, Mich -based Dow Corning filed for
bankruptcy protectnon m May 1995 (BI, May 22, 1995)

NCCI puts off for-profit vote

ORLANDO, Fla -The National Councll on Compensation Insurance
has indehnitely postponed a board vote on a proposal to convert the data-
gathenng organization to for-proht from non-proht

Member nsurers'questons about whether such a conversion is the best
alternative prompted the board's action, Semor Vp Everett Brookhart
told members of the Natonal Assn of Insurance Commissioners' Work-
ers Compensation Task Force dunng the NAIC's meeting last week m Or-
lando, Fla

The NCCI began considering the change last Apnl It hoped the move
would enable it to access capital and strengthen its ability to form exter-
nal alliances so it could better compete with other data-gathenng organi-
zabons (BIl, Apnl 8, 1996)

However, the conversion proposalled state insurance regulators to look
at several issues, including preserving pubhc access to state-mandated
workers comp data as well as the pnce of NCCI products

After board approval, at least two-tivrds of the NCCl's members would
have to ratlfy the proposal for it to be adopted

Chicago OKs partner benefits

CHICAGO-Domesbc partners of gay and lesbian city employees willl
be entitled to city-sponsored benefits under legislation the Chicago City
Council passed last week

Chicago aldermen voted 32-18, with Mayor Richard M Daley spear-
headmg the change m pohcy Var-ous rellgious groups fought to defeat
the proposal

Under the ordinance, which takes effect next month, any city employee
wlshng a domestic partner to receive health or other benefits from the
city must, with the partner, sign an afhdavit They must attest to condi-
tions including they both are at least 18, reside at the same residence and
are of the same sex The partners also must meet at least two other condi-
tions from a variety in a hst outimed m the ordinance

City officials estimate 300 to 400 partners of city workers wlll be eigi-
ble to take advantage of the new ordmance, though anywhere from 20%
to 80% of those partners actually can be expected to apply for benehts,
said Alderman Bernard Hansen, a leadmg proponent of the new pollcy
The city has about 39,000 workers

Paying the new benefits w]11 cost the city a maximum of $800,000 a year
out of an annual benefits expenchture of $290 milhon, he said

The new benehts w11 not be available to hve-in heterosexual partners
of city workers, which would have cost the city an additional $3 milhon
to $5 milhon a year, Mr Hansen said

The real question, however, was not of cost but one of"equity," he said

"Gays and lesbians are prohibited from marrying by state law," he said
"Heterosexuals aren't "

Briefly noted

David J. Saul remgned as premier of Bermuda last week after less than
two years in the job and 18 months before the next election has to be
called Polls conducted by the ruling United Bermuda Party have shown
that with Mr Saul as leader, the party would only win a narrow maion-
ty Hans-Juergen Schmzler, former chief execulave of German reinsur-
er Mumch Re AG, has been named chairman of American Re Corp. fol-
lowing the resignation of Paul Inderbitzin Munich Re acquired Amen-
can Re m 1996 The Pension Benefit Guaranty Corp pell use a 58% in-
terest rate assumption m valumg 1996 habihties for its annual list of the
50 worst-funded corporate pension plans, which unll be published later
this year Forthe 1995 hst, the PBGC used a 5 3% mterest rate assump-
bon to value plan habilities Buck Consultants Inc and Mellon Bank

Corp have signed a definitive agreement in which Mellon will acquire 1

Buck, the eighth-largest benefit consulting flrm Buck shareholders w]11
have the optlon to recewe Mellon common stock or cash Other terms of
the transaction have not been disclosed (BIl, Jan 6) American Interna-
tional Group Inc. has hired Charles Ruoff, a former executive vp at Sedg-
wick James, to head its newly created Commercial Accounts division of
its Domestlc Brokerage Group The division wall service clients with rev-
enues of $100 milhon to $700 milhon The U.S Supreme Court agreed
last week to review a case involving the level of scientific evidence re-
quired before expert testimony is admissible m certain lawsuits In seek-
ing high court review of the case, General Electnc Co vs Jomer, Robert
K Jomer holds that federal circuit courts have divided three ways over
what standards must be met before expert testimony quahfies as admis-
sible evidence . Richard M ,Plato, a Houston lawyer, has pleaded gullty
.to federal fraud charges«Wated WHis deahngs with the now-defunct Na-

chart included as one of seven ap- commercial lines committee decid- votes could take place until the ti6nal Heritage Life,Insurance Corp. Prosecutors charged that Mr Plato

pendices to the draft

ed to wait until it saw the re-engl- next quarterly meeting That will stole mote than $)6,m®on from National Heritage and concealed more

The draft also briefly discusses neering committee's June draft to add three additional months to the than $39 in@on,n losses onthe sale of securities the insurer owned (B,
the NAIB proposal that policy- appoint a working group to con- process by which the NAIC adopts .March 11,1996).

holders with a risk manager and sider excluding commercial lines measures ini
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there shouldn't be overregulation, although reg- receive compensation but the cost is not bur-
ulation should achieve results "

Election

densome to employers," she said

Meanwhile, in addition to the IPT, the ABI
non-life insurance products was first intro- also has several issues it would like the next
wage m the European Union Mr Major's Con- duced in 1994 and is scheduled to be increased government to address, said an ABI spokesman
servative party opted out of the Social Chapter in April to 4% of premiums from the current
and left the United Kingdom the only E U na- level of 2 5%
tion not to implement it

= The Insurance Premium Tax The IPT for

Contmued from page 3

He said these issues include

AIRMIC lobbied against the increase, said to pension funds

Both the Labour and Conservative parties Ms Barker The association would be "very <Adoption of laws allowing employees be-
have stated that they w111 review Lloyd's of much against" another increase as a way for a longmg to an employer-provided pension fund
London's self-regulation under Lloyd's Act new government to increase revenue through to have a personal pension account as well
1982 indirect taxes - Exploration by the government, with the in-

In anticipation of such a review, Lloyd's own The Assn of British Insurers would hke to surance mdustry's participation, of "the contin-

regulatory review wlll be completed by the mid- take that a step further it would like to see the uing changes in the boundaries between state 1.200

dle of this year, said a spokesman last week It msurance premium tax abolished altogether
is likely that Lloyd's eventually wlll be regulat-

welfare provision and insurance products "
"IPT is a poor vehicle to raise tax revenue as Followmg the call for a general election, none
it is a regressive tax on the prudent” who buy of the parties divulged much Information on

"Lloyd's has managed to survive with all gov- insurance, stated a recent ABlI Parhamentary specific positions or platforms However, gener-
ernments of just about any color (for the past al positions are known

ed externally, he said

311 years) m power, so we will work together

with whoever forms a government," said the Both the Labour and

spokesman

For example, there are certam changes that
Labour MP Mike O'Bnen, as spokesman for the
party on financial services issues, has suggest-
ed In particular, the Labour party would intro-

portant tonsk managers recently have passed Said they Will review Lloyd'S Of ducelegislation thatwouldenablefinancialser-
Parhament, which means they willl be unaffect- vlces contracts, Including insurance pohcies, to

In addition, several pieces of legislation im- Conservative partles have

ed by the elections London's self-regulation under
For example, the Policyholders Protection Lloyd's Act 1982.

bill became law last week after it received Roy-
al Assent The bill, which is now known as the

deal with the European Union's proposed sin-
gle currency, "the euro”
The Conservatives have yet to agree on

Pollcyholders Protection Act 1997, enacts
amendments that are designed to prevent North newsletter "Penalmng those who Insure by in- The Labour party also proposes mergmg the
American professionals from recovermg 90% of creasing the rate is likely to discourage mdi- financial services watchdog, the Secunties In-

to the smgle currency

their claims from aUK guaranty fund if their viduals and businesses from taking out ade- vestment Board, with the three "self-regulatory National Annual 1997

U K -based insurers become msolvent (Bl, quate insurance"
March 10)

organizations" that govern the pensions, Invest-

The Conservative party, which mtroduced the ments, and fmancial advice industnes If
The act was signed by Queen Elizabeth I[ last tax, continues to support it It is an example of Lloyd's were to be regulated externally, it could

Wednesday, accordmg to a spokesman for the the party shifting taxes from Income-based report to the SIB

Assn of British Insurers

levies to spending taxes, said a Conservative Meanwhile, some legislation has been passed

recently which wnll not be affected by the elec-
A spokeswoman for Labour party Member of tion
Par'hament Dawn Primarolo's office, who is

Regardless of who wins the election, risk party spokesman last week
managers and insurers wlll continue to press
their legislative concerns In particular

The Assn of Insurance & Risk Managers has deahng with IPT for the party, said last week, - Last week Parhament passed the Social Se-
several issues on its agenda, according to Exec- "we cannot say at this stage whether we would Cul'tty (Recovery of Benefits) law It enables the

utive Director Ina Barker abohsh it”

In particular, she said AIRMIC is concerned
about

The Labour party wall not outlme its tax pol- ment of Social Security to recover the total
icy dunng the election campaign, she said amount of government benefits, excludmg ac-

« Employee health and compensation The tual medical costs, given to an injured worker if
18 months has had a deregulation task force Law Commission, which recommends legal re- that injured worker has received compensation
chaired by Deputy Prime Minister Michael Hes- forms, published a consultation paper last year from an insurer ok as rewritten?
eltine charged with reducing vanous compli- that suggested the government try to recoup
ance burdens imposed by regulations that have state-funded medical costs from neghgent par- crease the cost of Insurance as more cases are
been issued by Parhament and the European ties The commission estimated that up to £100 htigated The government has called on insur-
Umon These include health and safety regula- milhon ($159 3 milhon) m National Health Ser- ers to monitor the reformed plan to see whether
tions vice costs could be recovered from those respon- problems anse

AIRMIC hopes that under the next govern- sible for miuries (Bl, Dec 23/30)
ment the task force would continue to make AIRMIC is not in favor of this proposal be- al weeks ago This is enablmg legislation which
sure that industry is "not overencumbered by cause, among other things, it would mcrease would allow a radically rehauled civil justice
regulabon,” said Ms Barker employers hablhty insurance costs, said Ms system for England and Wales as proposed by

The association would like to see "regulation Barker Lord Justice Woolf's committee (Bl, March 3)

- Deregulation The government for the past

The ABI is concerned that the this law wall m-

« The Civil Procedure law was enacted sever-

that is less comphcated and less costly for com- Regardless of which party gets into office, "In prmciple, we agree with the Woolf report
phance," she said "If there is a new government "there should be a whole review of employee because there would be quicker access to jus-

(under Mr Blair), we support the view that compensation so that genuinely inlured parties tice," said AIRMIC's Ms Barker

whether the United Kingdom should be a party , Eastern

Compensation Recovery Unit of the Depart- '"*S'

Business Insurance March 24, 1997 / 27

Bi Insurance Index
1,320

1,300

« Simplification of government rules relatmg 1.280

1,260
1,2

1,220
1,180

1,160

1/31 27 2/14 2/21 228 3/7 3n4 3/21

Base=100 on Dec 29,1978
Source Nordby International Inc

PCS catastrophe options

As ot March 21

Call
spread bid/ask

Price Call Price

spread bid/ask

California Annual 1997

September 1997

40/60 3 la © 40/60 -/3a

60/80 2 4/3 5 80/100 —/=2

80/100 /23
Western Annual 1997

80/100 5/65 40/60 15/34

120/140 3 3/4 2 80/100 8/2
June Midwestern 1997

10/20 1 4/1 5

Total volume 650 Total open interest 12,393
For mformation on PCS cat options, call the Chicago Board of
Trade at 312-435-3674

Source Chicago Board of Trade

British Issues

March 21 Price P/E Dtv Yield 52 week

Companies pence pence % high-low
Comml Union 636 124 303 55 759-550
Genl Accident 773 78 34 3 53 876-613
Gdn Royal Exch 280 60 100 43 301-218
678 87 133 24 710-373

444 139 190 49 515-349

Independent
Royal & Sun

Brokers

Bradstock 74 106 57 110 81--54

CE Heath
JIB Group

Lmbrt Fenchurch 117 136 84 90 150-101

102 127 45 54 115-74a

158 114 98 64 161-101

Lloyd Thmpson 197 NA 100 64 206-167
Nelson Hurst 126 NA 86 88 206-123
SedgwickGrp 120 109 80 63 152-115
Steel Brl Jones 24 65 38 170 a48-24

Willis Corroon 165 13 2 66 53 169-117

Source Nordby International Inc

Bi Industry Stock Report wvarch 17, 1997, THROUGH MARCH 21, 1997

ty

Weekly Year to date Year to date Weekly Year to date Year to date

BROKERS Pnce % change % change High

Pnce % change % change High Low Vol (000) Low Vol (000)

Acordia Inc azas 0.77 13.36 33.75 2725 83 Everest Reinsurance soz2s 5.22 32.75 21.38 1026 St Paul Companies

SAFECO Corp
Se,bels Bruce Group

E W Blanch Holdings Inc 2250 0.00 11.80 2525 17.75 54 Executive Risk tic 4675 2635 49.00 2025 162

Gallagher Arthur J & Co
Hilb Rogal & Hamilton

3188 282 37.88 2913 167 EXEL Ltd az.13 1122 as.43 31.75 sas

1350 1400 11.38 o5 Fremont General Corp 3038 2.02 32.63 21.50 241 Selective Ins Group

Kaye Group Inc 7.50 4.63 o Frontier Insurance Group 41.75 9.15 44a.63 30.13 333 Sphere Drake Holdings

TIG Holdings

Titan Holdings Inc

Marsh & Mclennan 12263 129.63 8800 1062 Gainsco Inc o13 5.19 1175 8.75 172

4 Poe & Brown 26.81 2750 2275 30 GCR Holding Ltd 2300 337 27.25 z1s50 sas

BROKERS AVERAGE

5.43 General RE Corp NYS 167.63 111 626 17775 13875 779 Totio Marine & Fire
Gryphon Holdings NDO 1463 000 354 175 1200 o5 Torchmark Corp
INSURERS/REINSURERS Guaranty National Corp NYs 18.00 o.70 7a6 1825 1350 17 Tfansatlanlic Holdings
ACE Ltd NYS 63.63 155 s82 6638 4050 544 Harleys,Nile Group ~NDO 3138 162 2.87 3150  2a.50 as Travelers Aetna Property
Acceptance Insurance Cos NYS 19.00 aso 380 23.13 1463 306 Hartford Steam Boiler NYS as7s 108 135 s100  a275  a3s Travelers Corp
AEGON N V NYS 7038 4.09 11.26 7363 azz2s 157 HCC Insurance Holdings NYS 2488 100 ses 3275 19.13 105 Tienwtck Group Inc
i ' Aetna Life & Casualty NYS ss2s 2.89 1031 o338 5538 2859 IPC Holdings Ltd NDC) 2475 149 1061 2638 1900 55 Unico American Corp
AFLAC Inc NYS 4100 o031 .00 4a4.00 2825 1005 ITT Hartford Group NYS 75.13 o099 11.30 81 00 44 50 1347 Unionamerica Holdings
Allied Group Inc NYS 3463 aas 6.13 sses 2238 143 lasalle Re Ltd NDO 2825 135 342 2050 1o7s sss United Are & Casualty
Allmerica Prop & Casualty NYS 3125 o.79 2.8 3225 2500 316 Lincoln National NYS 5738 71 oz 6163  ao7rs 1161 Unitrin
Allstate Corp NYs 64.13 o.07 10.80 6825 37 38 as574 MAIC Holdings Inc NYS 33.88 s57 0.00 3600  zezs 36 UNUM Corp
AMBAC Indemnity Corp NYS se00 347 -0.56 7400  47.00 205 Markel Corp NDO 10650 3.8 1833 11350  78.00 16 US Facilities Corp
American Bankers Ins ~NDo sa.38 a8 636 5950 3250  as0 MBIA Insurance Group NYS 2900 102 222 104 63 7013 962 USF&G Corp
American Financial Group NYS 37.50 067 -0.66 ssss  =2ss0 =238 Moadowbrook Insur Group NYS 23.75 1.04 1s.10 34.13 1525 34 USLIFE Corp
American General NYS 42.00 -oss 275 4463  s2.88 2045 Mid Ocean Ltd NYS as3s sas 786 5538 ssso  sez Vesta Insurance Co
; American Heritage Life Ins NYS 2a7s 100 571 27.75 1900 64 MMI Cos Inc NYS 23.25 os3 27.01 3338 2250 150 Washington National
American Indemnity/Fin | NDO 1300 ooo 26.83 14.00 o.38 o Mutual Risk Mgmt Ltd NYS ses8 545 -0.34 40.00 26.88 124 Zenith National Ins
American International Nvs 12700 1.70 1732 12963  88.13 5080 NYS 3850 -ose 1365 4063  zeso  ara Zurich Reinsurance Centr
Aon Gorp wva onss s aas  erzs  areo oz 1{431,p noa vrrs s 2vs  soze  is7s am
1 Argonaut Group NDOo 29.13 oss 5.28 34.25 27.25 102 Nobel Insurance Ltd NDO 1204 ooo 299 1388 1088 84
AVEMCO Corp NYS 23.88 ooo 5280 2738 1178 . NYS 1088 s64 1042 21.13 1700 13
Baldwin & Lyons Inc oo 170 o7z aze  wers  1a2s 21 Oh Coip noo 4025  sse  1sss 4200 3000 @4s  Heahsource ino
Berkley W A Corp NDO s0.75 -o73 0.00 5500 4025 1090 Old Republic Int | NYs 2525 s61 se1 27.75 2013 815 Humana Inc
, Berkshire Hathaway Inc NYS 37400 00 1.36 ©.68 37700.00 30000.00 Onon Capital Corp NYS 6250 2.5 225 6775  azes o6 Oxiord Health Plans
Capital RE Corporation NYs 46.00 2.3 134 4800 3250 87 Partner Re Ltd NYS 35.13 2as 531 3650 2563 356 Pacticare Health Sys
CapMac Holdings Ltd NYS 26.50 2030 2000 se.8s 2350 643 Penn America Group Inc Noa 1325 1.85 1783 1a.50 s.13 12 Safeguard Health Enter
Capsure Holdings Corp NYS 1238 313 7.61 18.88 800 132 Philadelphia Cons Holding NDO 2038 oaz 26.34 3025 1675 107 Sierra Health Services
Chartwell Re NYS 27.13 225 1.40 2850 1988 o6 PXRE Corp NYS 25.75 148 aoa 27.00 2225 81 United Healthcare Corp
Chubb Corp NYs 5775 274 7.aq 62.75 40 88 3933 Reliance Group Holdings NYS 11.63 109 27.a0 1225 650 1432 Wellpoint Health Networks
. CIGNA Corp NYS 15250 240 11.62 161 63 10075 1010 Rehastar Financial Corp NYS 61.50 061 640 6538  40.00 02 HMOs
CNA Financial Corp NYS 109.50 ass 234 11475 e57s 165 RenalssanceRe Holdings Ltd NYS ss.25 ass 1591 4125 zevs 82 ALL COMPANIES
EMC Insurance Group Inc NDO 1175 1.05 208 1450 10.13 18 Risk Capital Holdings Noa 1725 2.13 1097 2075 1588 77
* Enhance Financial Services NYS ss.88 1.63 651 39.38 2538 59 RLI Corp NYS 3325 ace -0.37 36.63 2238 55

INSURERS/REINSURERS AVERAGE

Weekly Year to dite Yeartodate

Price % change %change High

Low Vol (000)

coss —0.18 1834 72.63 50.13 saz

~NDO 3013 2.34 o7e 4400  zO88 1418
NDO 1o 161 758 3.3 1.81 o7
NDO 41.25 120 855 4350 3100 o6
NYS o7s 127 o.86 1175 5.3 7
Nvs 3400 286 oz ssoo 2700 327
Nvs 1688 217 = 1788 13.13 35
NDO 51.88 892 1126 69.00 42.00 128
NYS 58.50 -0.85 1584 6188 4025 777
NYS ssse o290 668 ss.25 238 103
NYS sasE 3s1 283 3963  23.13 1240
NYS 5075 a7 1185 5838  25.38 8451
~Noo 4075 149 757 5425  46.00 35
NDO 1025 120 s7s 11.00 663 21
NYS 1625 sso -8 as 2075 1475 58
~NDO 3175 s.22 0.3 4000 2925 20
NDQ 5125 576 s.07 se.38  44.25 267
NYS 75.38 131 433 7963 5550 1019
NYS 20.25 1.80 316 2038 1488 20
NYS 2263 o.s6 s3E 23.13 1500 1759
NYS 47 50 0.78 azse 4863 zess  s3e
NYS 36.38 13 1594 4150 2450 175
NYS 28.38 os7 s1E so7s 2513 114
NYS 2700 o.02 137 2888 2350 81

38.00 -o33 216C 3875 2838

169 a.8a

HEALTH MAINTENANCE ORGANIZATIONS

NYS 2050 120 56.19 40 38 ©.75 2334

1

NYS 22.00 3.83 1579 27 00 1500 2698
NDOo 61 50 334 soz 6713 2769 7a7a
NDO 81 50 2.10 031 87.75 5963 132
NPo 11.13 11.aa 36.43 22.50 1100 21
NYS 2638 -0.47 711 3588 22.38 296
NYS 51 13 532 1361 6425 30 00 3892,
NYS 4225 714 22.91 as.ss 2338 598
AVERAGE -a.36 10.56

AVERAGE 227 6.95

Top advancing issues Tokto Marine & Fire, Mid Ocean Ltd , Capsure Holdings Corp. Leading decliners CapMac Holdings Ltd, Safeguard Health Enter, Wellpoint Health Networks. Most active issue. Travelers Corp. The 81 Index fell 2 2%, the Dow Jones

30 Industrials decreased 1.9%, the S&P 500 decreased 1.1% and the NYSE Composite decreased 1 2%. Average P/E: Brokers, 17 3; Insurers/relnsurers, 17 5; HMOs, 29 3.

System des,gr Nordby International Inc
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SOME SEE SENIOR CInZENS. WE SEE A BOOM IN CONDO CONSTRUCTION,
NEW BUSINESS START-UPS AND INCREASED DEMAND FOR THE GOLF CHANNETr.

The demographics in many parts of the world are changing
rapidly. And along with those changes come unexpected risks and
opportunities for all kinds of industries.

Fortunately, AIG is a business partner with expertise in
managing total marketplace risk. We specialize in designing the
kinds of custom coverages thar corporations must have to cope
successfully with emerging conditions.

Whether your company is actively meeting the demands of

aging baby boomers or is a business likely to be affected by shifts

in populaE-on, AlIG has the insurance and financial services you'll

need. Services like contractors' liability insurance, asset manage-

ment and even satellite interruption coverage. And we've got the

tcp financial ratings to back us up. -So when you're

ready to deal with change, we'll be willing and able. AlG
WORLD LEADERS IN INSURANCE AND FINANCIAL SERVICES

American Intemat onal Group, Inc.,Dept. A, 70 Pine Street, New York, NY 10270



