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Update

Judge strikes down Texas tax
on self-funded benefit plans

AUSTIN, Texas-The state of Texas
plans to file an appeal of a federal
judge's order that struck down a state
tax on self-funded employee benefit
plans.

In addition to striking down the tax,
U.S. District Judge James R. Nowlin
ruled last week that the state must re-
fund taxes collected since the Adminis-
trative Services Tax Act took effect in

September 1987. The state has collected
approximately $130 million, according

Continued on next page

Section 89
Call for repeal could lead IRS rules allow employers

to benefit taxes: Legislator to meet standards gradually
By JERRY GEISEL

WASHINGTON-The drive to repeal Sec-
t.on 89's non-discrimination rules for wel-

fare plans could backfire on employers and
possibly lead to new taxes on employee ben-
efits, warns the chairman of the House Ways
and Means Committee.

In a series of speeches last month, Rep.
Dan Rostenkowski, D-Ill.. delivered a clear

message to employers: Repeal of Section 89
will put taxation of employee benefits back
on the congressional agenda.

"Bring up repeal (and) you also put the
possibility of taxing fringe benefits on the

table. So, those people that are urging this, I
,caution you. . .you might be doing this at

your peril," Rep. Rostenkowski said last

month during a luncheon at the National
Press Club in Washington, D.C.

And last week, in a speech before the an-
nual HMO policy conference in Washington
sponsored by the Group Health Assn. of
America, a Rostenkowski aide was even
more direct on the consequences of a Section

J

89 repeal.

If Section 89 is repealed, "it is a reason to
introduce legislation to tax benefits," said
Rosina Barker, a Rostenkowski aide and a

professional staff
member of the

Ways and Means
Committee.

However, in the
absence of a Sec-

tion 89 repeal, it's
unlikely that legis-
lation to tax bene-

fits will be consid-

ered anytime soon,
Ms. Barker added.

These warnings
by Rep. Rosten-

Rep. Rostenkowski kowski and his

staff come at a time

when business groups, led by the small-em-
ployer lobby, are mounting the charge for
Section 89 repeal.

The lobbying effort for repeal is picking up
Continued on page 37

RIMS assails

Proposition 103,
similar proposals

By KARI BERMAN

NEW YORK-After months of silence, the New York based-Risk
& Insurance Management Society Inc. is publicly opposing Califor-
nia's controversial Proposition 103 and similar legislation ini-
tiated in other states.

In a statement released Wednesday, RIMS, the largest organiza-
tion of corporate and institutional insurance buyers, firmly objects
to Proposition 103's insurance industry reform initiatives and calls
its ratification "a devastating blow to the ability of insurers to
write coverage"

In an interview, RIMS President Richard C. Heydinger character-
ized RIMS' previous decision to remain neutral on Proposition 103
as a "calculated absence" based on RIMS' initial evaluation of the

law as an insurance industry battle over a voter-initiated state issue
that involved personal insurance lines.

However, with the Proposition 103 epidemic rapidly spreading
across the country, RIMS reversed its neutral role. At least 14 states
are targeted by consumer groups for legislation imitating Proposi-
tion 103 (BI, Jan. 16).

"In retrospeet, we did not foresee what a victory would do to some
of the (Proposition 103) proponents and how they would go national
with the fire in the belly that they have," Mr. Heydinger said. "We
now see it as a national issue and are gearing up to deal with it."

He added: "The ramifications of Prop. 103 go well beyond Cali-
fornia and has the makings of having a tremendous impact on the

Continued on page 38

New rehab plan proposed
for Mutual Fire, Marine

Page 3

By JERRY GEISEL

WASHINGTON-Sweeping Internal Reve-
nue Service regulations will temporarily
ease Section 89 compliance burdens for em-
ployers, but companies still face massive ad-
ministrative and practical difficulties in
complying with the non-discrimination rules
for welfare benefit plans.

The regulations, to be published Tuesday
in the Federal Register, delay certain report-
ing requirements and give employers a tem-
porary alternative to using the so-called
"75% average benefits test," considered the
most difficult-to-administer Section 89 test.

The rules also make clear that employers
this year need not achieve 100% compliance
with the immensely complicated benefit
statute as long as they make a ':good-faith
and reasonable" compliance effort in 1989.

"The IRS is sending a clear signal. Do the
best you can, but you need not comply in a
precise, ultra-technical manner in 1989,"
said Harry Conaway, a principal in the
Washington, D.C., office of consultant Wil-

liam M. Mercer Meidinger Hansen Inc.
"The regulations contain provisions that

will ease the compliance burden for some
employers," added Denise Georgemiller, a
consultant with Hewitt Associates in Lin-

colnshire, Ill.

Meanwhile, -:he IRS-as expected-also
proposed rules that could force employers
with flexible spending accounts to cover em-
ployee health care expenditures that they
never intended :o pay (81, Jan. 30)

While the IRS rules offer employers some
Section 89 reli€f, some critics of the law are
not mollified.

"According tc, the information we have re-
eeived, the IRS has not simplified the rules.
In fact, they've added tests and made the
law even more complicated," said John
Sloan, president of the National Federation
of Independent Business, a Washington,
D.C.-based small-business lobby that is
seeking repeal of Section 89 (see related
story).

"The IRS rules prove that Section 89 is a
Continued on page 46

Risk managers criticize
nofault cleanup plan

By DEBORAH SHALOWITZ

WASHINGTON-A new proposal by the president of
 American International Group Inc. to finance hazardous

waste cleanups would force policyholders to unfairly bear the
lion's share of the costs, risk managers say.

Howevep, risk managers do concede that the proposal would
reduce litigation, which now consum-es about half of all money
devoted to waste cleanups.

Insurers, on the other hand, generally support the proposal
by AIG President and Chief Executive Officer Maurice R.
Greenberg under which all commercial property/casualty in-
surance policyholders would be assessed a flat fee equal
to 2% of premiums to finance hazardous waste site cleanups.

Self-insured companies would be assessed "an equivalent
amount" determined on an as-yet undecided basis.

Under the proposal, "insurance companies would bear their
share of the cost" by paying the same 2% of premiums-or an
equivalent amount if they are self-insured-as other corpora-
tions would be assessed, Mr. Greenberg said.

The fees-which would generate about $3 billion annually-
would be collected by insurance companies and turned over to
the U.S. Environmental Protection Agency, which would use
the funds to pay for government-mandated hazardous waste
site cleanups.

However, the funds would not be used to pay for pollution-
related third-party bodily injury and property damage claims.

The proposal, dubbed the National Environmental Trust
Fund, was outlined Thursday by Mr. Greenberg at a Washing-
ton, D.C., press conference.

"The pollution damage of today is the residue of progress
made in a past era," Mr. Greenberg said. "Viewed in this per-
spective, it is reasonable to conclude that since society as a
whole benefited from our prior progress, society as a whole
should assume the burden of cleaning up the byproduct of that
progress."

Under the no-fault framework of the NETF, litigation costs
Continued on page 45

'Large amounts of energy and
money have gone into

complex litigation and the

job of fixing the environment
has largely stalled out.'

-Maurice R. Greenberg
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Texas benefit tax struck down Insurer regulation bill
Continued from previous page
to an Insurance Department spokesman

The act levies a 2 5% administrative services tax on service fees draws ire of industryand "all claims and benefits paid to or on behalf of employers,
multiple employers, employees, unions, beneficiaries, trusts, mem-
bers, spouses, dependents or other persons" by self-insured em- By DEBORAH SHALOWITZ The bill, introduced Feb 23, would

• Prohibit insulers engaged in interstate commerceployee benefit plans

Judge Nowlin ruled the tax violates the federal Employee Retire- WASHINGTON-A new congressional proposal that from selling insurance "if such insurei has taken any
ment Income Secuiity Act of 1974, which pre-empts state regula- would expose insurers to huge federal fines and pro- action to impair the availability or affordability of in-
tion of self-funded benefit plans hibit them from sharing loss development information surance " These actions are not defined in the bill

The state had estimated that the tax, which had been passed by 15 wol thless, say insurar.ce industry representatives • Prohibit insurers from sharing any information
the Legislature ln 1987 as part of a larger revenue package, would However, industry observers agree there is little that is used to set premiums or to decide whether to
raise more than $26 million per year (BI, May 2, 1988) chance the proposal-introduced! by Rep James Florio, sell insurance in a particular geographic location

D-N J -will be passed According to a congressional subcommittee staff"It's hard to find a tax imposed that strikes more at the heart of
Insurer I epresentat.ves called the bill a ploy to fur- aide, this would include loss development and trendERISA," said Carl Taylor, an attorney in the Washington, DC,

office of Johnson & Swanson, who represented coi porations in the ther Rep Florio's own political ambitions, with one data However, insurers could continue to share his-
case Had the tax been upheld, other states might have sought to insurance industry official labeling the bill a "New torical loss data, the aide said

Jersey political document " • Prohibit insurers from tying the sale of insuranceimpose similar taxes since self-funded benefit plans reduce the rev-
enues generated by state premium taxes, he said Rep Florio introduced! the proposal, H R 1093, as an to any unrelated insurance product or service

amendment to the Risk Retention Act, not as an • Permit the secretary of commerce to fine an in-"I think the immediate impact will be pretty substantial in finan-
amendment to the McCarran-Ferguson Act Observers surer up to $10,000 for each person adversely affectedcial terms," said attorney W Call Jordan, with Vinson & Elkins of

Houston, who i epresented trustees and fiduciaries of benefit plans speculate Rep Florio followed this strategy so that his by violations of the legislation
consumer protection and competitiveness subcommit- • Permit an individual convicted of violating the

Refinery explosion settlement tee wou_d have jurisdiction over the bill legislation to be fined up to $250,000 and sentenced
Rep Florio said in a statement that enacting a new to up to thIee yeals in prison An organization con-

CHICAGO-Los Angeles-based Unocal Corp -formerly Union law addressing how insurers conduct business makes victed of violating the legislation could be fined up to
Oil of California-and 11 other companies have agreed to pay $29 9 more sense than amending or repealing the McCarran- $1 million
million to settle claims stemming from the deaths or injuries of 27 Ferguson Act • Permit people injured by violations of the legisla-
people in a 1984 oil refinery explosion "I see no reason to get caught up in" the McCarian- tion to bring Civil lawsuits against insuiers within four

Under the settlement, defendants will contribute to a trust fund Ferguson debate, Ref Florio said "I don't want the yeats of the in]Uly and be eligible to receive damages
that will pay claims stemming fiom the July 23, 1984, explosion in states to give up power to Washington, but I do want three times the amount of the actual damages

the states to be backed up by the power of a tough, • Permit governmental entities injured by violationsRomeoville, Ill (BI, Sept 3, 1984) The amount of each defendant's
contribution is confidential clear law as they try to protect their residents In of the legislation to bring civil lawsuits against insur-

The defendants were involved in the design, construction, func- addition, insurers woild have the benefit of knowing ers within four yeais of the injury and be eligible to
tioning and inspection of a portion of the oil refinery that leaked exactly what they can and cannot do " Contznued on page 4
and thus triggered the explosion

All but one of the defendants are insured for theii part of the
settlement, said defense attorney Lloyd E Williams of Williams &
Montgomery in Chicago The remaining defendant, Bethlehem Steel New York cracking down
Corp, is self-insured, he said

The defendants' insurers have agreed to cover their policyholders
for their portions of the settlement, said Mr Williams on insurers, managementsInsurers that will pay the Settlement include Allianz Insurance
Co, Employers Insurance Co of Wausau, Evanston Insurance Co ,

By DOUGLAS McLEOD surer found in violation of the law tolerate cash-flow underwriting,Republic Insurance Co , and Continental Insurance Co
to admit to the violations and unfair practices or anti-competi-

California rate freeze bill fails NEW YORK-The New York In- agree to a settlement If no such tive abuses," the statement said
surance Department is intensify- agreement is reached, an expedited A New York department spokes-*

SACRAMENTO, Calif -Califoi nia Assembly members rejected ing inquiries into the market con- public hearing will be held man added that the department
duet of property/casualty insurers • Identification of insurance has become concerned that "mone-legislation that would freeze insurance premiums while the state

Supreme Court reviews legal challenges to Proposition 103 and is warning insurance company company officers, directors and tary penalties against a company
A B 121, sponsored by Assemblyman Patrick Johnston, D-Stock- directors, officers and managers managers responsible for causing, may not be enough" to enforce the

ton, would have fi oze premiums, effective Nov 8, 1988, until the that they may be held personally tolerating or failing to prevent vio- law
responsible for violations of flex- lations Individuals found respon- Bad publicity and fines againstcourt rules on the constitutionality of Proposition 103 (BI, Jan 30)
rating and other laws sible for violations will be sub]ect insurance company officials ateProposition 103 mandates a rollback of most property/casualty

insurance "charges" to 20% below November 1987 levels (BI, Nov In announcing its stepped-up en- to sanctions, including fines expected to be a greater deterrent,
14,1988) forcement, the department also An insurer's producers-includ- the spokesman said

said it has fined nine property/ca- ing managing general agents-will The new market conduct guide-However, the state Supreme Court stayed the rollback when
insurers challenged the constitutionality of Proposition 103 The sualty insurance companies a total also be sub]ect to market conduct lines already are drawing criticism
court will hear oral arguments in the case Tuesday (BI, Feb 20) of $446,700 for flex-rating viola- scrutiny from some Insurer representatives

tions and other improper conduct • Greater publicity of the resultsMeanwhile, an Assembly committee has approved S B 103, "Clearly, the department has the
Flex-rating, in effect in New of market conduct exams mandate to enforce the law, whichwhich would penalize insurers for arbitrary cancellation of or re-

fusal to renew private passenger auto insurance policies York since 1986, allows insurers to In a statement accompanying the they are doing," noted Donald
The bill would impose fines equal to half of the premiums adjust rates upward cr downward letter-known as Circular Letter Gabay, a lawyer with the New

charged in the preceding year for canceled policies Insurers also only within defined percentages No 5-Insurance Superintendent York firm of Stroock & Stroock &
without seeking prior Insurance James P Corcoran noted that the Lavan, which represents insurerscould be required to refund higher premiums paid by former poli-
Department approval flex-rating system "ensures that in market conduct hearings beforecyholders who obtained coverage elsewhere

S B 103 must be approved by the Assembly Ways and Means In a Feb 21 letter to property/ insurance rates are based on sound the New York department
Committee before lt lS considered by the full legislative body casualty insurers, the Insurance undeiwriting principles, not sim- However, the 45-day deadline

Department outlined new proce- ply the vicissitudes of a capricious period may be too short in cases
dures for market conduct exams, marketplace where insurers must gather evi-Health insurers in receivership including The industry lS hereby put on dence to dispute the results of

• A 45-day deadline for an in- notice that the department will not Contznued on page 7PORTLAND, Ore -Two Oregon-based group life and health m-
surers have been put into receivership after suffering losses attn-
buted to soaring health care costs Inside

The Oregon Insurance Department has been appointed receiver
for the National Hospital Assn and First Farwest Life Insurance

i,0 Business groups are kidding themselves if they thinkCo, both units of Portland-based First Farwest Corp, said Jack Departments
Congress will repeal Sect,on 89 without exachng an even Around the states.. . 18Sangler, an examiner for the department
higher price PAGE 8 Ask a casualty actuary .28In annual statements filed with the department, National Hospi-

At issue .11tal reported a loss of $4 million in 1988, while First Farwest Life
i••• Architects & Engineers Insurance Co expects to nearly Benefit beat. 6lost $14 7 million The companies attribute the losses to an inability
double its premiums and add as many as 17 new share- Classifieds ..........42to adjust premiums fast enough or high enough to match rising

health care costs holders this year PAGE 24 Comings & go,ngs: buyers........... . . .....14

Comings & goings: industry 31National Hospital wrote $20 million in gioup health insurance
10 The number of multiemployer pension plans that are Datebook..... . .. ......... . .. ... 35premiums in 1988, while First Farwest Life wrote $170 million in
fully funded is slipping, but most plans remain well-funded, Info 16group health premiums and $10 million in group life premiums
according to a new survey PAGE 25 Insurance services guide 46In addition, Farwest American Assurance Co, a wholly owned

International issues 27subsidiary of First Farwest Life, wrote $17 million in group health
0 A well-conceived loss control program translates into Letterspremiums and $1 million in group life premiums last year
lower insurance costs says Douglas N Smith of Johnson London 9nThe insurers wrote most of their business in California, Oregon
& Higgins in International Issues PAGE 27 Markets..... .. 33and Washington

Opinions...... . ............. ....
........·

8First Farwest Life, the only one of the three insurers listed by
0 Two associations are joining to draft a proposal calling Perspectives 07A M Best Co, has received a rating of "C" for the years 1983

through 1987 for a blue ribbon commission to address insurance indus- Products & services..... .
..

. ... ....21

try issues PAGE 39 Risk retention roundup................................ ....24Continued on page 45
Ticker .47

i* The California Supreme Court is being asked to decer- Washington '3

tify an appellate court decision that, in effect, transforms a Worldwide 09Errors & omissions
claims-made policy into an occurrence form PAGE 43 Vol 23, No 10-Business insurance (ISSN 0007 6864) ts published

• Due to a production error, paragraphs were dropped from the weekly at 740 N Rush St , Chicago Ill 60611 -2590 Second-class postage
article "Prenatal Care Gives Birth to Reduced Costs" (BI, Feb 20) i••' Shell Oil Co ts asking a state judge to override a Jury is paid at Chicago, Ill, and at additional mailing offices Postmaster Send

address changes to Business /nsurance, Circulation department, 965 EThe text of the omitted paragraphs, discussing utilization review verdict that Shell is not entitled to coverage for its share Jefferson Ave , Detroit, Mich 48207, 800-992-9970 or 313-446-1611 Copy-for maternity care, are printed on page 15 of hazardous waste cleanup costs PAGE 43 nght 1989 by Crain Communications Inc



New Mutual Fire rehab plan proposed
By DOUGLAS McLEOD The year-end 1988 deficit would make Mu- creditors will depend on a variety of factors However, Mr Brown added that the plan is

tual Fire, Marine the fourth-largest U S in- attorneys point out including the rehabili- generally a good one for policyholders and
HARRISBURG, Pa -The Pennsylvania In- surer insolvency behind Mission Insurance tator's success n collecting reinsurance re- that "the policyholders committee will sup-

surance Department is asking a state judge Group and Transit Casualty Co, each insol- coverables, the accuracy of Mutual Fire, Ma- port the plar in ts primary features but may
to approve a newly revised rehabilitation vent by an estimated $1 5 billion, and rine's own case reserves and Incurred-but- ask the court to consider some modifica-
plan for Mutual Fire, Marine & Inland Insur- American Mutual Liability Insurance Co not-reported loss reserves, and the ongoini tions "
ance Co that would prorate payment of all and American Mutual loss development or Among other things, the polic iholders
direct insurance policyholder claims exceed- Insurance Co of Bos- | the insurer's business committee will oppose a provision of the
ing $5,000 ton, together insolvent PolicyholderS 'Will support particularly its as- plan that would dissohe the committee, es-

The new plan, filed by the Insurance De- by $469 million
the plan in its primary sumed reinsuranc: tai)lished by Col.-rt order over the 06]ections

partment with the Commonwealth Court of The revised rehabili- business of the Pennsylvania department in January
Pennsylvania in Harrisburg, differs from a tation plan also features,' but may seek "The plan is simpl, 1987 (BI, Feb 2.1987)
rehabilitation plan approved in June 1987 in changes the method by providing a hypotheti- Without the committee, "there isn't any-
several respects which Mutual Fire, 'sorne modificatioris,' Sal,s cal benefit to policy- one to monitor tre progiess of the rehabilita-

For instance, the previous plan had envi- Marine's reinsurance attorney Richard Brown. holders until there arE tion on behalf of the policyholder class,"
sioned full payment of direct claims How- recoverables-which sufficient assets col- Mr Brown observed
ever, the Pennsylvania department con- account for the bulk of - lected to allow sub- Creditor groul:s and the Pennsylvania de-
cluded in May 1988 that Mutual Fire, Marine its assets-will be di- stantial distributions, partment have teen discussing pror isions of
would not have enough assets to make this vided among three major creditor groups said Richard A Brown, an attorney with the the plan snce last fall, lawyers for the
plan work While the revised plan provides a proce- Washington.DC, -aw firm of Spiegel & groups say Whie some sections of the plan

A financial statement prepared by the In- dural framework for the rehabilitation, it in- McI)iarmid, represer,ing a committee of di- reflect compror ise between creditors and
surance Department shows Mutual Fire, Ma- cludes no projections of what percentage of red policykclders the rehabilitator lawyers for creditor groups
rine to be insolvent by $441 5 million as of claims the various categories of creditors "The plan will oe meaningless to creditor. all expressed rEservations about the pro-
Dec 31, or 52 1% more than the $290 1 mil- may ultimately recover unless the rehabilitstor can collect assets posal last week
lion deficit reported at year-end 1987 Recoveries by policyholders and other that appeai to be col.ectible,"he said Contznued 07 page 46

DRG program Johnson Matthey claims settled
boosting costs By CAROLYN ALDRED JM's former banking subsidiary that collapsed in the fall of

1984

LONDON-Some 180 insurers and reinsurers are paying Meanwhile, as part of the sett.ement, Minories Firance will
about 105 million pounds ($18 3 million) :c settle lizigation not pursue a further 22 m liion pounds ($38 4 million) of

in New York involving tens of millions of dollars of claims filed b> a Brit- claims that were not part of the litigation Minories Finance
ish industrial conglomerate and a bankirg subsiciary that had notified underwriters of these claims-which were
collapsed in 1984 dubbed "cc led claims" by r.surers-but refused b provide

By MICHAEL SCHACHNER Under the settlement, two American In-erna-lora Group full details abiut the claims
Inc units and about 180 reinsurers will pay 3 m_ltion pounds The out-of-court settlement signed Feb 24 sestles liti-

ALBANY, N Y -A New York state program that es- ($157 million) to Johnson Matthey PLC to set-le about 15 gation enccmpassing the AD urits, Manchester, NH -based
tablished a uniform hospital reimbursement system for million pounds ($26 2 million) of claims fi-€dmainb in prop- New Hampshire Insurance Co and New York-based National
all health care payers based on diagnosis-related erty insurance policies by JM subsidiar e ir tre United Union FirE Insurance Co of Pittsburgh, Pa , Johnson
groups is driving up hospital costs dramatically, payers States and Britain Matthey PLE, Minones Finance, JM's Bermuda-based cap-
say The insurers and reinsurers also are paying arut 15 mil- tive insurer, *gent Insurnce Co Ltd, and aboit 180 of

Critics of the system, which went Into effect on Jan hon pounds ($2 6 million) to settle between 6 mi lion to 8 Argent's re -lsurers
1, 1988, maintain that the rates that the state allows million pounds ($10 5 million to $14 millic•n) of fraud and The AIG :.n.ts initially refused to pay claims filed by John-
each hospital to charge based on a patient's DRG have theft claims filed against marine insurance policies iy Min- son Matthe and its former ianking subsidiary, alleging that
been set too high and are leading to unexpected cost ories Finance Ltd, formerly Johnson Ma.lhei Bancers Ltd, Conttnued on page 43
increases

For example, many health maintenance organiza-
tions say their hospital costs have increased as much as
30% since the DRG system was instituted, and com- Cities face new training liability
mercial health insurers say their hospital costs iumped
as much as 20% During the same time, the medical By JUDY GREENWALD involred ne 1978 failure of a Dclice adopt lesser standards of fault and cau-
care component of the Consumer Price Index rose only shift comrander in Canton, Ohi-, -Aho sation wou-i open municipalit es to un-
69% WASHINGTON-Municipalities that hed 091> f.rst-aid training, to simmon precedentez liability" under civil rights

Employers that self-insure their health care plans inadequately train their employees can mecical care for a woman who 201- law
face similar increases in hospital costs, according to be held liable for violating the rights of lapsed after she was arrested rhe "It 5-ou. i also engage th€ federal
Edward Fox, an associate benefits consultant with individuals, but only if the failure to wonar, GEraldine Harris, subseciently courts m ar endless exercise o' second-
Buck Consultants Inc in Secaucus, N J train reflects a "deliberate indiffer- was hispit alized guessing municipal employee-training

An analysis of a sample of claims filed against a ence" to individuals' rights, the U S The hig - court returned the case to programs .his is an exercise Re believe
large self-insured financial services company in New Supreme Court ruled last week the 6th Clr2Ult Court of Appeals i Cin- the federal. courts are 111-suited to un-
York shows that hospital costs were 17% higher than Such a standard will be difficult to c nna-I to determine whether the plain- dertak€, as well as one that aould im-
under the previous billing system, said Ted Nussbaum, prove, observers say tiff snoild have the opportur.ty to plicate ser ous questions of federal-
a partner with Coopers & Lybrand's Actuarial, Bene- As a result, the ruling is not expected prove her case under the deliberst€ in- ism "
fits and Consulting Group in New York to significantly boost damage awards difference -ule "I th nk it's a largely favorable deci-

New York's DRG system is one of only four such against municipalities, though more Ir the 9-0 decision, Justice 3>ron sion for us " commented Berna Ruth
case-payment plans in the country where all payers- cases may be brought against them as Wh,te ioted the danger of an explosion Solomcn, c 'nef counsel at the State &
except Medicare-compensate hospitals based on DRG plaintiffs' attorneys seek to test therul- in l:tigat c,11 against public entitifs Re- Local Legal Center in Washington,

Continued on page 40 ing's parameters lemng to the standard of deliberate in- DC, referi ng to the difficult> of prov-
The case, C:ty of Canton us Harris, difference, the opinion states that 'to Continued o-z page 46

RIMS conference to explore EC changes
By MICHAEL SCHACHNER The session will focus on Europe's freetrade

directive for 1992, which is expected to make a
The relaxation of European trade barriers m measurable mark on the commercial insurance

1992 and ltS influence on risk management is industry in the United Kingdom and throughout
generating interest among risk managers as they the Common Market (BI, Nov 21, 1988, May 16,
register for the 27th annual conference of the 1988)
Risk & Insurance Management Society Inc "RIMS expressed a desire for an international

I5
That topic is among 105 technical seminars to discussion," said the session's coordinator, W 141.

be offered on property/casualty insurance and Lee Carter, director of research and development 6 r

employee benefit issues scheduled for Alexander & Alexander Services J - 51 lir= ..

CmE
during the April 9-14 conference in Inc in Dallas

Atlanta "With upcoming drastic changes, 1.;.5..
The conference also will feature ses- btlontp risk managers in the U S who operate

sions on worker and community right- in the U K and on the continent are --

to-know regulations, outdoor and in- bound to feel an effect that should 21\=
door environmental pollution, the antitrust liti- change all their relationships," he
gation pending against industry defendents as (/ added
well as a debate over state vs federal regulation "We've tried to get together a di-
of insurance featuring consumer advocate Ralph verse group of risk managers and insurers who
Nader represent both the U K and Europe," said Mr

So far, 3,100 risk managers and employee ben- Carter
efit managers have registered for the six-day The panel of speakers for S 71 Includes Brady
conference, according to Barbara Parker, assis- Young, a consultant with the Tillinghast division
tant conference director for RIMS of Towers, Perrin, Forster & Crosby Inc in Lon-

And, 188 registrants have signed up for 'Eu- don Mr Young will talk about mergers and ac-
rope Without Borders by 1992-Impact on Mul- quisitions within the insurance industry as well
tinational Risk Managers" making it one of the as cover numerous facets of captives either ser- Photo Atlanta Convention and J isitors Bureau

most popular conference sessions Continued on page 11 Atlanta will play host to the annual RIMS conference, to be held April 9-14.
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Florio proposal tion to the crime and the crime it- lyze past losses and other economic agement Society Inc Commerce, Consumer Protection and
self appears to be activities that pro- and social factors to proiect future The subcommittee staff aide de- Competitiveness, probably drafted

Continued from page 2 mote competition in the losses and establish rates clined to explain this provision of the bill as an amendment to the Risk
receive actual damages marketplace," said Peter Lefkin, as- If smaller msurers cannot partic- the bill, noting only that an exam- Retention Act so that his subcommit-

• Give the secretary of commerce sistant vp and director of federal re- ipate m the same markets as larger ple of such an action would include tee would have jurisdiction it
authority over implementation of and lations in the Washington, DC, of- insurers, insurance is not going to insurers jointly decidlng to pull out "It's a clever legislative effort by
compliance with the bill and direct fice of the Fireman's Fund Insur- be either more affordable or more of a specific market or location Mr Florio to secure a role in the
him to submit to Congress within two ance Cos "It's crazy " available, Mr O'Day noted While insurance industry represen- debate over amending the MeCar-
yeaIs after enactment a ieport sum- As stated in the bill, the purpose Mr Lefkin pointed out that this tatives were quick to criticize the ran-Ferguson Act," stated Michael
marizing the effects of the legislation of the legislation is "to protect in- provision of the bill would prohibit proposal, they also said lt lS unlikely Mullen, an attorney with Crowell &
on the availability and affordability surance consumers, to make insur- insurers from operating insurance to be approved Mormg in Washington, DC, which
of insui ance ance available and affordable and pools, such as those that insure the The chances for passage "can't be represents the Park Ridge, Ill -based

The legislation would be effective to safeguard insurer solvency " nuclear industry good" because it is a "very, very con- National Risk Retention Assn
one year after its enactment However, the bill "in fact proba- Furthermore, the legislation's pro- fused and strange document," said "It's just an artifice" to have the

Insurance industry representatives bly would exacerbate any (availabil- hibition against allowing any insurer Mr Pratt It lS "not a credible bill " bill diafted as an amendment to the
blasted the bill ity or affordability) problem that to do ousiness that "has taken any Observers are quick to point out Risk Retention Act so that Rep

This is "a very bad bill" that is does exist," Mr Lefkin said action to impair the availability or that the bill is drafted as an amend- Florio's subcommittee will have
"extremely poorly drafted," said The bill "doesn't speak to its pur- affordability of insurance" is "such a ment to the federal Risk Retention jurisdiction over the legislation, com-
David Pratt, vp of federal affans for poses at all," agreed Mr O'Day In broad charge that almost any insurer Act, not as an amendment to the mented Mr Pratt of the AIA
the American Insuiance Assn in fact, "it does just the opposite " could be guilty," Mr O'Day said McCarran-Ferguson Act The bill probably was drafted in
Washington, D C For example, smaller insurers This provision would "make com- The House Energy and Commerce this way so Rep Flono could "have

"It's an outi ageous piece of leg- would be particulaily hard hit by panies too cautious" about lowering Committee has jurisdiction over the jurisdiction over the much larger in-
islation," said Tom O'Day, associate the prohibition against sharing m- and raising rates, Mr Lefkin said Risk Retention Act, while the House surance issue," speculated Mr Har-
vp in the Washington, DC, office of formation because they lack the re- This provision is sO vague that "if I Judiciary Committee has jurisdiction kavy
the Alliance of Ametican Insureis sources to pei form some of the data- was an insurance company, I'd be over the McCarran-Ferguson Act However, "we'd hate to see (the

Particularly objectionable are the analysis activities that the bill would frozen into inertia," commented Jon Experts speculate that Rep Flono, Risk Retention Act) used as a polit-
bill's penalties, erperts noted prohibit, experts said Harkavy, director of governmental who lS chairman of the House Energy ical football by either side" of the

"The penalties are out of propor- Property/casualty actuaries ana- affairs for the Risk & Insurance Man- and Commerce Subcommittee on insurance debate, he added
Several experts also speculated

that Rep Flono introduced the legls-
lation as a political ploy

They explained that although Rep
Florio has not formally announced he
is running for governor of New Jer-
sey, his Intentions are widely known

3 3
Insurance is a hot issue in New Jer-

j sey, where auto insurance rates are
among the highest in the nation

"This (bill) should be read more
as a New Jersey political document"=-YICSTAR than a federal proposal, said Mr

////
Pratt

Rep Flono's bill does not have any/

 INSURANCE COMPANY co-sponsors There is no companion
0/

. Senate legislation
While Rep Flono's proposal does

F/ not directly threaten McCarran-Fer-
// guson, a bill Introduced last week by

ONDING another New lersey congressman

does to a limited degree
Rep Jim Courter, R-N J, intro-

//
/ duced legislation Feb 28 that would

4. amend the McCarran-Ferguson Act
// to eliminate the msurance Industry's

antitrust exemption only for personal

Available For automobile msurance business

However, underthebill,HR 1144,
insurers still would be allowed to

Qualified:
share a significant amount of data,
mcludmg rating data However, m-
surers would be prohibited from
iointly establishing final rates for

\ \\ 1 personal auto insurance
Insurers also would be allowed to

share historical loss data if the data

• Asbestos- Abatement Contractors is made available to state regulators
Insurers would also be allowed to de-

velop statistical plans, including ter-
ritorial and class definitions, and
could jointly develop policy forms

• Specialty Trade Contractors and endorsements

The Florio and Courter bills are

two more in a series of challenges
to the insurance industry that has

• Hazardous Remedial Contractors erupted on Capitol Hill m the past
two years

For example, a House Judiciary
subcommittee last year passed a bill
that would have virtually stripped
insurers of their current limited ex-

emption from federal antitrust law
(BI, June 27, 1988, June 20, 1988)

Insurance Brokers, Agentsand That bill would have amended the

McCarran-Ferguson Act and made
subject to antitrust law

• Insurance price fixing or the de-Consultants CALL:
velopment and publication of recom-

\\ mended rates and the sharmg of data
regardmg expenses and profits

• Tying the sale of insurance to
any unrelated insurance product

• Allocating specific markets or
customers among competing insur-
ers

• Activities that would force com-34 CSMR petitons out of specific markets
The bill was never acted upon by

- INSGRANCE COMPANY the full House Judiciary Committee
However, Sen Howard Metzen-

baum, D-Ohio, and Rep Don Ed-
wards, D-Calif, are drafting les:is-

141 Prestige Park Road« lation that would repeal or sharply
modify the McCarran-Ferguson Act

East Hartford, CT 06108 f (BI, Jan 30)

203-282-1696
In addition, congressional critics of

/./// McCarran-Ferguson are expected to
use the American Bar Assn's recom-

mendation that the law be repealed
as ammunition m ther battle (BI,
Feb 13) .
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How do you know if your business insurer is on track? rty counting the number of policyholders who renew their in-
surance coverages each year.

At Wausau, we have an enviable rate of renewal. In fact, nearly one4hird of our policyholders have been with Wausau
for over 10 years. Perhaps ifs because we specialize in business insurance, committing all our people and all our resources
to the needs of business.

Or, because we have consultants and specialists traveling the country, touring work sites and recommending loss con-
trol programs. Maybe ifs the importance we place on efficient claims handling
and personal service. ¥WJSALJ

Whatever the reasons, Wausau policyholders tend to stay Wausau policy-  44 -« # -
holders. Ifs a track record few can match. if.6,4 ilin INSURXCE

Wausau Insurance Companies, 2000 Westwood Drive, Wausau, Wisconsin 54401 lephone (715) 845-5211 A Member of the Nationwide® Gmup.
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County increases health care cost sharing
By MICHAEL SCHACHNER Benefit beat
Fairfax County, Va. employees

will make larger contributions to
their health care coverage under the
county's self-insured indemnity plan
beginning July 1,

In addition, a new formula will

be used to determine the county's
premium contributions for employees
enrolled in health maintenance orga-
nizations.

The changes, which were approved
by the Fairfax County Board of Su-
pervisors, affect approximately 4,700
employees enrolled in the county's
indemnity plan and more than 3,000
employees covered by the five HMOs
with which the county contracts, said
Bev Scott, assistant personnel direc-
tor for Fairfax County.

County officials said they were
forced to increase employee contri-

butions to meet skyrocketing health
care costs. Claims for fiscal 1988,

which ended June 30, 1988, totaled

$12.2 million, while revenues pro-
duced by the county's health care

trust fund amounted to just $10.8
million-

As a result, employee contributions
to individual indemnity plan cover-

age will increas 505 to $21.30 a
month from $14.20 a month for indi-

viduals employed outside the school
system. School employees have a sep-
arate health insurance plan that is
unaffected by the changes, Mr. Scott
said.

In addition to the rate increase,

employees covered by the county in-
demnity plan will be subject to a
$100 hospital admission deductible

for the first time. And, the major
medical deductible will increase to

$200 from $100 per covered indi-
vidual.

For HMO members, the county has
capped its premium contributions at
85% of the respective HMO's individ-
ual premium, and at 75% of the re-
spective HMO's premium for family
coverage.

In addition. the county's dollar
contribution to an HMO premium
will not exceed its indemnity plan
contribution, Mr. Scott said. Pre-

viously, the county had contributed
the same amount toward HMO pre-
miums as it did toward the indemnity
plan, he explained.

Blue Cross/Blue Shield of the Na-

tional Capital Area administers the
county's self-insured indemnity plan.

Under the arrangement, BC/BS pays
claims on behalf of the county, and
the county reimburses BC/BS weekly
based on claims paid during the pre-
vious week.

Fairfax County pays BC/BS an ad-
ministrative fee equal to 5.8% of
claims paid, according to Mr. Scott.

Ford profit-sharing
Approximately 156,000 eligible

hourly and low-level salaried em-
plovees of Ford Motor Co. will re-
ceive profit-sharing checks March 7

averaging more than $2,800 each, the
Dearborn, Mich.-based automaker
has announced.

The profit-sharing benefits for the

company's 5,000 bonus-level employ-
ees, which include higher-level exec-
utives and management, have not yet
been disclosed.

The profit-sharing distributions to
hourly and low-level salaried em-
ployees are 24.3% lower than last

year when the average was $3,700 per
employee-the highest payment by
Ford since it began sharing profits
with its workers in 1983.

A Ford spokesman attributed the
decrease to a 9.1% decline in prof-
its at Ford's U.S. operations. As a

result, Ford reported that the profit-
sharing pool for 1988 totaled $460
million, down 27.6% from $635 mil-
lion in 1987.

Despite the reduced profit-sharing
contributions, United Auto Workers
Vp Stephen P. Yokich said: "Ford's
current track record of immense

profitability gives the company
unique opportunities. Profits should
also be used to strive for better qual-
ity, better health and safety, and bet-
ter working environments in the
plants."

Ford's profit-sharing contributions
are derived from total U.S. earnings,
excluding those from wholly owned
subsidiaries Ford Aerospace Corp.,
First Nationwide Financial Corp. and
Rouge Steel Co., the spokesman ex-
plained.

If profits exceed 1.8% of U.S. sales,
employees with at least one year of

service prior to Dec. 1, 1988, are eli-
gible for profit-sharing benefits.
Profit-sharing distributions increase
on a graduated scale beyond the 1.8%

threshold.

Based on this formula, an employee
who has been with the company since
1983 would have accrued an average
of $12,000 in profit-sharing pay-
ments, according to the spokesman.

Ford ernployees have received a
profit-sharing check every year since
1983.

The profit-sharing plan-which
was renegotiated in 1987-is part of a
package of benefit and other contract
improvements promised to members
of the United Auto Workers Union in

exchange for wage concessions in the
early 1980s (BI, March 29, 1982).

General Motors Corp. announced
last month that its 470,DOO eligible
employees would receive average

profit-sharing payments of about
$254 (BI, Feb. 27), and Chrysler Corp.
has already announced that profit-
sharing payment will average about
$750 per employee.

Early retirement offer
Unisys Corp. will offer early re-

tirement to about 1,000 employees
who are 58 years old or older and
have worked for the Blue Bell, Pa.-
based computer manufacturer for at
least 15 years, the company an-
nounced last month.

The move is part of an extensive
plan to eliminate up to 2,500 jobs
from its 93,000-person workforce to
offset what the company described as
a disappointing fourth quarter in
1988.

Unisys' fourth-quarter net income
amounted to $218 million.
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Workers who meet the minimum

age and service requirements for the
program will be credited with an ad-
ditional two years of age and service
to enhance their retirement benefits,

said a Unisys spokesman.
For example, a 58-year-old worker

with 15 years of service would be eli-
gible for benefits as if he or she
were 60 years old with 17 years of
service.

In addition to the early retirement
benefits, employees under age 62 will
receive an additional $500 per month
until they are eligible for Social Se-
eurity benefits at age 62, the spokes-
man said.

.

Made any benefit changes? Write Mi-
chael Schachner, Associate Editor,
Business Insurance, 220 E. 42nd St.,

New York, N.Y. 10017-5806; 212-210-
0143.
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New York rules
Continued from page 2
market conduct exams, observed
Mr. Gabay, a former deputy su-

perintendent of the department.
While Mr. Gabay said he hopes

the department might consider ex-
tending the deadline in individual
cases, he added that the deadline-

along with the threat of greater
publicity in market conduct cases
-"may be perceived as forcing
companies to accept stipulations."

He also questioned the Insurance
Department's authority to fine in-
surer directors and officers, and

said the provision may be chal-
lenged in court as soon as the de-
par-.ment attempts to enforce it.

Eiplaining that insurance com-
pany directors, officers and man-
agers are not individually licensed
by the New York department, Mr.
Gabay said, "I do not believe (the
Insirance Department) has the
power to fine non-licensees."

Tne provision does not even re-

quire that violations stern from in-
tentional misconduct by insurance
company officials, he added.

"That sounds coercive to me," he
said, pointing cut that the provi-
sion represents another -'very pow-
erful tool" in forcing campanies u
accept stipulations.

Mr. Gabay also noted that the
impact of these new procedures
may be heightened if the New YorK
state Legislature adopts the budget
bill now pending before it. In its
present form, the bill includes a
provision for a tenfold increase in
maximum statu-ory fines for rari-
ous insurance law violations.

Responding to these criticisms,
the New York department spokes-
man said that fines against insur-
ance company officialss would be
based on sections of the insurance

law allowing penalties against
"any insurer, rate service organi-
zation or other person" viclating
rate regulations

The spokesman added that ex-
tensions of the 45-day deadline

may be granted in some cases.
Separately. the New York de-

partment announced fines against
several insurers under existing

market conduct regulations.
The insurers that were fined for

having violated New York state
laws and regulations are:

• Federal Insurance Co. and Vig-
ilant Insurance Co., which were

fin ed $147,000. The Chubb Corp.
units violated several regulations
by-among other things-failing to
charge filed rates, failing to main-
tain data supporting rates and
failing to provide specific reasons
for non-renewals.

• National Casualty Co., a Na-
ticnwide Corp. unit, which was
fired $63,300. Among other things,
the company allegedly failed to
charge filed rates and failed to jus-
tify rates in excess of manual
ra:es.

• Four Sentry Insurance Group
units, which were fined $62,200.
The four are Sen:ry Insurance, a

Mutual Co.; Dairyland Insurance
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Co ; Middlesex Insurance Co.; and

a fourth unit-Sentry Indemnity
CD -that was sold in 1987.

Among other violations, the four
.r. surers failed to charge filed rates

and knowingly used rates that de-
parted from filed schedules.

• Allstate Insurance Co., North-
brook Property & Casualty Insur-
ance Co. and Northbrook National

Insurance Co., all units of Sears,

Roebuck & Co. They were fined a
total of $47,900.

Allstate incorrectly applied a

rating schedule to a risk that did
no: qualify for the pian, while the
tw) Northbrook companies failed
to charge filed rates. Northbrook
P& C alsc used a policy form not
approved by the department.

• General Accident Insurance

Co. of America, which was fined

$34,600. The insurer failed to

charge filed rates, did not obtain
approval before raising rates to
pass reinsurance cos:s along to its
policyholders and raised rates
wi.hout giving policyholders con-
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ditional renewal notice.

• Northern Insurance Co. of

New York and Maryland Casualty
Co., which were fined $37,800.
Both are units of American Gen-

eral Corp., which last month
agreed to sell the two insurers and
several other property/casualty
units to Zurich Insurance Co.

Northern and Maryland Casualty
failed to use an experience rating
plan for certain eligible risks,
failed to use filed rates and failed

to provide specific reasons for
non-renewals.

• Heritage Mutual Insurance
Co., which was fined $21,500. The

company failed to use filed rates
and did not pursue adequate pro-
cedures for preventing the use of
improper rates.

• Investors Insurance Co. of

America, which was fined $21,500.

The insurer failed to charge filed
rates and failed to establish ade-

quate rate verification procedures.
• Greater New York Mutual In-

surance Co., which was fined
$10,900. The company failed to file
"a" rates, which are judgment
rates for liability risks for which
no relevant experience exists.

The company also did not charge
rates in accordance with its plan
and failed to establish adequate
rate verification procedures. I

NEXIS adds

Bi articles

to data base
DAYTON, Ohio-Mead Data

Central Inc. has added Business In-

surance to its NEXIS news re-

trieval service.

The complete texts of articles
from Business Insurance are now

accessible via computer on the
NEXIS data base, which contains

the complete text of about 350
newspapers, magazines, newslet-
ters and wire services. Issues of BI

will be available within 14 days
of publication, with NEXIS cover-
age of BI beginning with the Jan.
4,1988, issue.

"Business Insurance comple-
ments the extensive files of insur-

ance information already on-line
in Mead Data Central's LEXIS

legal research services," said Ri-
chard C. Anderson Jr., vp of corpo-
rate information services for Mead

Data Central in Dayton, Ohio.
The LEXIS legal research system

provides the full text of insurance
case law, attorney general opin-
ions, state insurance codes and
regulations, a periodicals index of
articles on insurance law and the

complete text of the National Assn.
of Insurance Commissioners pro-
ceedings dating back to 1949.

The cost of searching any of the
issues of Business Insurance is $6

per search.
For more information, contact

Mead Data Central Inc., P.O. Box
933, Dayton, Ohio 45401; 800-227-
4908.

In addition, Business Insurance
offers an Editorial Index Service

that provides complete alphabet-
ical and chronological listings by
company, individual, topic and
geographic location for all news
reports and feature articles that
appear in the magazine.

The service provides three quar-
terly reports and a cumulative an-
nual volume. In addition, article

citations between publication of
quarterly reports are available
from BI's information centers in

New York and Chicago.
The full annual BI index service

for 1989 costs $100, with 1986-
1988 softcover annual indexes

available for $100 each, and 1981-
1985 hardcover annual indexes

available for $150.
For more information about BI's

Editorial Index Service contact

Connie Mele, Business Insurance,
220 E. 42nd St., New York, N.Y.
10017-5806; 212-210-0137. I
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Opinions

Heed Rosten kowski's advice
D USINESS GROUPS are kidding themselves if
..[I)they think Congress will repeal Section 89's
non-discrimination rules for welfare plans without
exacting an even higher price.

As we report in this week's issue, business
groups, led by the small employer lobby, are elam-
oring for Congress to strip Section 89 from the In-
ternal Revenue Code.

Clearly, the cries for repeal are being heard.
More than 175 congressmen have signed on as co-
sponsors of a Section 89 repeal bill introduced by
House Small Business Committee Chairman John

LaFalce, D-N.Y.

But Rep. Daniel Rostenkowski, D-Ill., the chair-
man of the House Ways and Means Committee, is
not amused by the effort to repeal Section 89.

In no uncertain terms, Rep. Rostenkowski and
his staff have warned that if Section 89 is repealed
it will bring back on the table previously dis-
carded proposals to directly tax group health and
other benefits.

In fact, Rep. Rostenkowski points out that legis-
lators agreed, in enacting the 1986 tax reform leg-
islation, to scrap benefit tax proposals in favor of
non-discrimination rules.

If that compromise, through a Section 89 repeal,
comes unglued, we have no doubt that Rep. Ros-
tenkowski and other members would follow

through on their pledge to put benefit taxation
back on the congressional front burner.

Repealing Section 89 would be just the excuse
some congressmen could seize upon to impose new
benefit taxes to garner additional revenues.

However bad Section 89 is, directly taxing em-
ployee benefits would be even worse. Direct taxes,
such as a tax on health care benefits exceeding a
predetermined value, would present many of the
same administrative difficulties posed by Section
89 while having a much broader impact on a larger
group of employees.

Instead of launching what could turn out to be a
counterproductive effort to repeal Section 89, the
far wiser course of action for employers is to accept
an invitation offered by Rep. Rostenkowski to
work with him and his staff to amend Section 89 to
reduce administrative burdens.

This time around, employers are likely to find a
congressional staff that is far more willing to listen
to suggestions from the employee benefit commu-
nity on how to craft a non-discrimination statute
that meets social policy objectives of ensuring that
benefits are available to a broad cross-section of

the workforce without imposing an unreasonable
and irrational administrative burden.

One of the beneficial side effects of the uproar
against Section 89 is that congressional staffers

Letters

1966 CGL policy
defines 'damages'
To the editor: This concerns the article

by Stacy Adler entitled "Aerojet Appel-
late Panel Seeks to Define 'Damages' in
Cleanups" (BI, Feb. 20).

In explaining that the term "damages"
of liability policies is limited to coverage

Business Insurance welcomes tet-

ters from its readers. Please keep
your comments as brief as possible.
We reserve the right to edit letters
for clarity or space. We will not
publish unsigned letters. Send your
comments to Letters to the Editor,
Business Insurance, 740 N. Rush
St., Chicago, Itt., 60611.
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are willing to admit that there is much that they
can learn from employers on how benefit programs
operate.

The arrogance of congressional staffers who,
without a single day of practical experience,
thought they could write a sweeping benefit stat-
ute without input from employers, appears to be
gone or at least reduced.

That change in attitude bodes well for the pros-
pects of Section 89 reform.

And, we're encouraged that the Internal Revenue
Service, which issued Section 89 regulations last
week, is providing transitional rules that will ease
initial compliance burdens and delay certain bur-
densome reporting requirements.

While we applaud Rep. Rostenkowski for his wil-
lingness to consider proposals to simplify Section
89, we do believe that the Illinois Democrat has
been attempting to rewrite a bit of history.

In a letter published last month in The Wall
Street Journal, Rep. Rostenkowski wrote that Sec-
tion 89 was not "slipped into" the Tax Reform
Act of 1986, but was included after two years of
"extensive public discussion."

We take issue with that statement. Neither we

nor benefit lobbf,ists can recall any congressio-
nal hearings devoted to non-discrimination rules in
the months before they were enacted.

However, the business community, as we have
said, bears part of the blame for enactment of Sec-
tion 89 because it failed to lobby while the legisla-
tion was under consideration (BI, Feb. 13).

With true public discussion this time, a workable
set of non-discrimination rules is possible.

of traditional tort damages, attorney Ri-
chard L. Seabolt was quoted as saying in
part that "the (legal) rules require us to
give meaning to each and every word of
the policy." If Mr. Seabolt were to read
carefully the four corners of the 1973
comprehensive general liability policy, he
would find his opinion to be in error.

The products recalls exclusion of the
1973 and 1966 CGL policies refers in part
to "damages" claimed for the with-
drawal, inspection, repair, replacement
or loss of use of the named policyholder's
products.

When this exclusion was first intro-

duced by ISO in 1966, it was explained
that the costs of withdrawing such prod-
ucts may be a direct expense to the poli-
cyholder or liability to others. Both such
costs (referred to as damages) are to be
excluded.

If "damages" represent expenses in-

curred by the policyholder to recall its
products, then "damages" should also
mean expenses incurred by the policy-
holder to remove its pollutants. The only
difference is that the latter exposure, un-
like that dealing with products recall, is
not specifically excluded.

Donald S. Malecki

President

Donald S. Malecki & Associates Inc.
Cincinnati

Company clarifies
mistaken identity

To the editor: You reported in your
Feb. 13 issue that New York Life Insur-
ance Co. was canceling a group health in-
surance association program. The ass6-
ciation program, American Consumers

Continued on page 10
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DETERMINATION

Ocean Marine

Being the best at anything takes a
lot of determined effort. That's been

the driving force at Fireman's Fund
Ocean Marine for well over acentury

That's why we don't use formulas.
We formulate individual coverages
depending on each client's need. And
those coverages aren't restricted to the
sea lanes. We'll insure cargo from its
point of origin to its final destination,
regardless of what form of transpor-
tation is used. Whether it's oranges
from California or drill bits from'Iaxas,
Fireman's Fund will do whatever is

necessary to insure that they arrive in
pristine condition.

At Fireman's Fund, we've been
masters of Ocean Marine coverages
since the yearwe opened for business.
1bday, we're aleading insurer of cargo
with 17 offices wholly dedicated to
serving Ocean Marine customers
throughout the U. S. and Canada.

So when the need arises for total

transportation coverage, talk to
Fireman's Fund. Our determination

to be the best is your guarantee
of quality service.

Fire]nan's
Fund

126years OJ'tomorrows.
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Letters
Continued from page 8
Assn. Program, was identified to
be administered by "Great Ameri-
can Insurance Administrators of

Irvine, Calif." Please be advised

that the proper administrator is
Great America Plan Insurance Ad-

ministrators Inc. Great America
Plan Insurance Administrators Inc.

has no relationship to Great
American Insurance Co.

This incident of actual confusion

between Great American Insurance

Co. and Great America Plan Insur-

ance Administrators is among
others we have experienced. We
have brought suit in federal court
in Orlando, Fla., to prevent future
instances of confusion.

Karen Holley Horrell
Senior Vp, General Counsel

and Secretary
Great American Insurance Co.

Cincinnati

Risk Retention Act
needs clarification
To the editor: Thank you for

your excellent editorial, "Fix the
Risk Retention Act" (BI, Feb. 20).

Since the enactment of the Lia-

bility Risk Retention Act of 1986,
some 60 risk retention groups and
more than 300 purchasing groups
have formed, a clear marketplace
demonstration of both the need for

and interest in programs author-
ized by the act among the consum-
ers of commercial liability insur-
ance coverages. The fact that these
programs have formed during a re-
latively "soft" insurance market
speaks volumes, a powerful testa-
ment to the potential value and
promise of the act in averting fu-
ture affordability and availability
crises and easing the sting of prob-
lems that do arise.

Unfortunately, the Risk Reten-
tion Act will fail to achieve its full

potential in the current climate.
State regulatory developments and
court decisions do, as you so
clearly articulated, strike a blow at
the very essence of the act. As the
Commerce Department stated in
its September 1987 implementa-
tion report, while "the Liability
Risk Retention Act of 1986 pro-
vides a needed alternative to the
conventional insurance market for

many purchasers of liability insur-
ance. .the act is not working as
well as intended and modification

of the act is necessary if it is to
serve its purposes more effec-
lively."

Clearly, legislative change is im-
perative, as your editorial suggests.
In addition to the laudable initia-

tive now underway at the Com-
merce Department to develop a
sound legislative proposal, the Na-
tional Risk Retention Assn. has un-

dertaken a similar project aimed at
enhancing the utility of the act to
users and, at the same time, ad-
dress the legitimate concerns of
regulators.

Users, service providers, regula-
tors and Congress should take your
advice and act now in a measured,
thoughtful way, or once again find
themselves trying to lock the barn
door after the horse has escaped.

Dirk Van Dongen
President

National Assn. of Wholesaler-
Distributors

Washington, D.C.
***

To the editor: Thank you for
lending the collective voice of
Business Insurance (and its reader-
ship) to the call for needed clarifi-
cations in the Risk Retention Act

(BI, Feb. 20).
Commercial insurance buyers

are, at present, "whistling past the
cemetery." Intense competition in
liability insurance pricing has
lulled corporate risk managers and
the owners of small businesses into

a false sense of security. The mar-
ket will turn, prices will rise, and

unavailability and unaffordability
problems will reappear by next
year just as sure as Ralph Nader
will remain a critic of the indus-

try!

The federal pre-emptions embo-
died in the 1981 and 1986 versions

of risk retention legislation are
needed to facilitate the develop-
ment of alternative risk sharing
mechanisms. In a perfect world
where there is consistent price,
broad availability of coverage and
a stable marketplace, there would
never be a need for the Risk Reten-
tion Act. Such a scenario has not

existed for many decades and is
unlikely to appear in the foresee-
able future. Corporate buyers of
insurance need a coherent, usable
Risk Retention Act.

Robert L. Larsen

President

National Risk Retention Assn.

Washington, E.C.

Attack on St. Paul

is misguided
To the editor: How easy it all

secms to be to distort a series of

studies and to condemn a well-

known and well-respected insurer
(Bi, Fel 27). How nice it is that
The St Paul Cos. Inc. is around to
defend .tself!

Perhaps we should spend some
time remembering all of the under-
priced and underfunded medical
and hospital professional liability
insurers :hat couldn't underwrite
to a profit and therefore disap-
peared. The list goes on and on.
They are not here to be investi-
gated. Regulators, auditors. inves-
tors and staff who helped them to
fail are unavailable for comment.

We c:n also remember all of the
thousands of insurers that either

never wrote medical professional

liability insirance or withdrew
from the line for their own altruis-

tic (read self:sh) reasons. The tent
is rather small, but it does house
some respectable underwriters,
and St. Paul is one of them.

Even assuming that Minnesota
Commissioner Michael A. Hatch

nad only good, honest, unselfish
goals, what lesson has he taught?

Those inside the tent are moti-

ated to serve policyholders and
:tockholders (St. Paul, CNA Finan-
nal Corp., American International
Group Inc., Reliance Group Inc.,
etc.) or to serve memters (medical
society-sponsored -bedpan" com-
panies). If they eor_servatively
price their product they will be
around to pay claims. If they are
profit-making they will attract
new capital (or surplus), thereby
increasing underwriting capacity
and enhancing their appeal to
reinsurers.

What did St. Paul do? It worked
hard to underwrite a volatile line

of business to a profit. It stayed
around for the benefit of its stock-

holders and its policyholders. The
sins of the American Way: How sad
that there are so few such sinners.

Where are all of those regulators
of JUA's and bankrupt insurers?
Why aren't they defending St.
Paul? Is it merely politically expe-
dient to attack one of the finest in-

surers in the United States?

Let's get back to basics. Thank
you, Commissioner Hatch, for giv-
ing me the opportunity to speak up
for and to praise the leading un-
derwriter of health care providers'
professional liability insurance.
Hooray for St. Paul, its stockhold-
ers, employees, reinsurers, pro-
ducers and policyholders. Hooray
for the American Way.

I. David Gordon

New York
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RIMS conference
Continued from previous page
has led to workers becoming sick
or uncomfortable to the pOint that
productivity is reduced.

This session-which will be held
from 10 a.m. to 12:30 p.m. Monday,
April 10 and from 2:30 to 5 p.m. on
Wednesday, April 12-is designed
to explore what factors create
"sick buildings" and offer preven-
tive measures and clues about how

to recognize the potential risks and
liabilities resulting from unsafe
air.

Phillip Morey, an indoor air spe-
cialist with Clayton in Wayne, Pa.,
will give an overview of indoor air
quality and the effect it has on
workers. Mr. Morey also will dis-
euss ventilation, thermal comfort
and diseases caused by poor indoor
air.

Douglas A. Shattuck, senior en-
gineering ventilation specialist
with Clayton in Edison, N.J., has
been added to the program to

'The EPA has spent almost all its time on air
quality outdoors. But not enough money and

research has been spent on air quality indoors.
And we're starting to see the beginning of

litigation over it,' says Jaswant Singh.

speak specifically about ventila-
tion, periodic air changes and the
impact of air quality on the work
environment.

Another speaker added to the
roster, Dr. James C. Feeley, presi-
dent of Pathogen Control Assn., a
biological laboratory in Tucker,
Ga., will focus on Legionnaire's
disease and how indoor environ-

ments contribute to its outbreak.

"The EPA has spent almost all
its time on air quality outdoors,"
said Mr. Singh. "But not enough
money and research has been spent
on air quality indoors. And we're
starting to see the beginning of liti-

gation over it."
John J. Bott, corporate risk man-

ager for McGraw-Hill Inc. in New
York, will moderate the sessions.

On the legal and legislative
front, two lawyers, an assistant
state attorney general and a risk
manager will discuss the possible
outcomes and ramifications of the

antitrust lawsuits filed by 19 state
attorneys general against dozens of
insurance companies and other in-
dustry defendants (BI, Jan. 9;
Sept. 12.1988; March 28, 1988).

S 77, "Insurance Industry Anti-
trust Litigation," will be held from
10 to 12:30 p.na. on Monday, April

N
SW:Ils

NOTH
P SORMA

10, and from 2:30 p.m. to 5 p.m. on
Wednesday, April 12.

The session has two coordina-

tors: George Griffin, managing
director with Marsh & McLennan

Inc. in Seattle, and Mark Edlund,
account executive with M&M in
Seattle.

"We've told participants that we
want an issues-oriented discus-

sion," said Mr. Edlund. He said the
discussion will take on a free-
forum format. "You never know

where these things are going to go,
and there's absolutely no reason
for not discussing specific issues."

Topics expected to be touched on
include background on state vs.
federal antitrust laws and a sum-

mary of the McCarran-Ferguson
Act.

Newly added panelists include:
Lucille A. Gallagher, vp-risk man-
agement for Greeley, Colo.-based
Monfort Inc.; and Michael Brock-
meyer, the assistant attorney gen-
eral and chief of antitrust for the

state of Maryland.

Arkwright has one purpose. To help its customers throughout the world minimize their
long-term cost of risk. To do this, we provide a wide range of risk management services,
which we apply in a disciplined and straightfonvard way. First, wo,king with our custom-
ers to identify, evaluate and reduce risk th,ough engineering. Then, tailoring a program
to protect exposures that cannot be eliminated. This calls fo, a fresh perspective and
original thinking. Every time. We',e not saying we',e perfect. Only that at Arkwright,
you're going to get solutions that are developed for you. Not somebody else.

ARIm/RIGHT
Arkwright Mutual Insurance Company

Hobbs Group, Inc.

SM

Other scheduled speakers in-
clude Ron McKinstry, an expert
antitrust attorney with the Seattle
law firm of Bogle & Gates; and
John Swensen, a defense attorney
with Gibson, Dunn & Crutcher in
Los Angeles, who represents Aetna
Casualty & Surety Co. in the litiga-
tion.

The seminar will be moderated

by Samuel Y. Fisher Jr., risk man-
ager with Hamilton Brothers Oil
Corp. in Denver.

Other RIMS seminars this year
will address benefits issues, in-
cluding retiree health care, manag-
ing outpatient health care utiliza-
tion costs and mental health

management care for the coming
decade.

Some topics in the workers com-
pensation area include an overview
of workers comp in the 19905, a
behind-the-scenes look at workers

comp claims and a look at legal
trends surrounding the system.

In addition, two special sessions
open to all conference participants
will be held in the ballroom on the
convention level at the Marriott

Marquis Hotel on Wednesday,
April 12: "State vs. Federal Regu-
lation of Insurance-Should All

Roads Lead to Washington?" and
"Employee Benefits Issues-The
Next Four Years."

In the first, scheduled from 9 to
10:30 a.m., Mr. Nader will debate
Washington insurance attorney
George Bernstein on whether the
McCarran-Ferguson Act should be
retained or repealed. The special
session will be moderated by Bill
Monroe, former TV anchorman and
executive producer of "Meet the
Press."

Speakers currently scheduled for
a panel discussion on employee
benefits include Frank McArdle,
manager of the Washington office
of Hewitt Associates, and David
Walker, assistant secretary of
labor in the U.S. Labor Depart-
ment. The moderator will be Judy
Lindenmayer, director of risk man-
agement for FMR Corp. of Boston.

Conference luncheons will be
held at the Hilton Hotel from 12:45

to 1:45 p.m. on Monday, April 10,
and from 12:30 to 1:45 p.m. on
Wednesday, April 12.

Tuesday's luncheon at the Mar-
riott Marquis will run from 12:30
p.m. to 2:15 p.m. and will feature
Jack Anderson, a Pulitzer Prize-

winning journalist and Washing- 1
ton lobbyist, as a speaker.

Thursday's luncheon, also at the

to 2:15 p.m. and will feature Mi-
chael H, Mescon, dean of the Col-
lege of Business Administration at
Ge6rgia State University in At-
lanta.

More than 400 booths will make

up the 1989 exhibition to be held at
the Atlanta Merchandise Mart at

240 Peachtree St. N.W., which is i
located downtown near the RIMS 
hotel area. The exhibition will be

open from Sunday, April 9,
through Thursday, April 13.

Registration fees for the RIMS
conference are $595 for RIMS
members and $695 for non-mem-
bers. Fees for a partial week are
$475 for members and $575 for
non-members. One-day registrants
pay $195.

Because attendance is limited,
RIMS suggests participants regis-
ter early. The registration deadline
through RIMS is March 17. After
that, attendees must register at the
conference.

Late registrants are advised to
call one of the eight RIMS hotels
directly to reserve rooms at the I
special conference rates. The hotels !
are: Atlanta Hilton & Towers, Hol- 
iday Inn Downtown; Hyatt Re-
gency Atlanta; Atlanta Marriott
Marquis; Pierremont Plaza Hotel; f
Quality Inn-Habersham; Radisson ;
Hotel Atlanta; and Westin Peach-
tree Plaza.

For more information, contact
the RIMS Conference Department,
205 E. 42nd St., New York, N.Y.
10017,212-286-9292. I
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Kelly promoted to senior vp at Morgan
William J. Kelly, 39, promoted

to senior vp of Morgan Guaranty
Trust Co., the principal subsidiary

of J.P. Morgan &
Co. Inc., in New
York. In this

newly created
position he over-
sees global risk
management for
J.P. Morgan, as
well as corporate

5. A insurance, con-

tingency plan-

Mr. Kelly ning, corporate
policy, records

management and micrographics.
Mr. Kelly, who joined J.P. Morgan
three years ago, most recently
served as vp. Prior to joining the fi-
nancial services firm, he was direc-
tor of insurance and risk manage-
ment for Merrill Lynch & Co. Inc. in
New York. He previously was a vp
of Bankers Trust Co. in New York.

Mr. Kelly holds a bachelor of arts
degree in English from Fordham
University in Bronx, N.Y.,and a
master of business administration

degree from Fordham University
Graduate School of Business. He

has taught financial institution in-
surance at the American Institute of

Banking and is a member of the in-
surance subcommittee of the Ameri-
can Bankers Assn.

***

Douglas G. Hoffman, 33, named
senior vp of Bankers Trust Co. in
New York. In this newly created po-
sition he is responsible for the risk
management department and over-
sees the development of strategic
opportunities for the bank in the in-
surance business. He reports to
Charles H. Nobs, senior vp. Prior to
joining Bankers Trust, Mr. Hoffman
was principal and manager of the
Stamford, Conn., office of the Til-

linghast division of Towers, Perrin,
Forster & Crosby Inc, In addition,
he was editor of Tillinghast's Bank
Risk periodical. Mr. Hoffman holds
a bachelor of business administra-

tion degree in risk management and
and master of business administra-

tion degree in risk management,
both from the University of Georgia
at Athens. In addition, he holds the
Chartered Property & Casualty Un-
derwriter and Associate in Risk

Management designations.
***

Barbara J. Rado, 34, promoted
to vp of special risks and business
development in the risk manage-
ment group of Citicorp in New
York. 1n this newly created position
she oversees risk management of
special areas such as leasing and
project financing, as well as devel-
oping new business for Citicorp's
captives and brokerage subsidiaries.
Ms. Rado reports to Raymond C.
Olsen, vp-corporate insurance and
risk management. Prior to joining
Citicorp in 1986, Ms. Rado held var-
ious brokerage positions with Alex-
ander & Alexander Services Inc. in

New York and Detroit. She holds a

bachelor of arts degree in liberal
arts and a master of business ad-

ministration degree, both from
Temple University in Philadelphia.
She also holds an advanced profes-
sional certificate in finance from

New York University. In addition,
Ms. Rado is a deputy member of the
Risk & Insurance Management So-
ciety.

***

Philip F. Urso named senior in-
surance administrator at Grace

Specialty Chemicals Co. in New
York, a subsidiary of W.R. Grace &
Co. In this position he is responsible
for handling all insurance matters
for Grace Specialty Chemicals and
Grace Specialty Business, another
W.R. Grace unit. He replaces Philip
C. Rorty, who joined W.R. Grace as
casualty risk manager. Mr. Urso re-
ports to Leslie A. Scher, risk man-
ager. Prior to joining Grace Spe-
cialty Chemicals, Mr. Urso was a

Comings & goings: buyers
claims supervisor for CIGNA Insur-
ance Co. in New York. He holds a

bachelor of arts degree from
Queen's College in Flushing, N.Y.,
and is working toward the Associate
in Risk Management designation.

Also at Grace Specialty Chemi-
cals: Kevin W. O'Connell named

manager-loss control engineering.
In this position he oversees all prop-
ertv loss control activities for Grace

Specialty Chemicals and Grace Spe-
cialty Business. He replaces Wayne
A. Griffiths who left the company,
and reports Go Leslie A. Scher, risk
manager. Mr. O'Connell joined par-
ent W.R. Grace in 1983 and most re-

cently served as loss prevention
director. Prior to that, he was a staff
engineer at Arkwright Insurance
Co. in Greenwich, Conn. Mr. O'Con-
nell holds a oachelor of science de-

gree in civil engineering flom
Worcester Polytechnic Institute in
Worcester, Mass., and a maste. of
science degree in civil engineering
from Polytechnic Universit> in
Brooklyn, N.Y. In add tion, he .s a
registered Professional Engireer
and holds the Assoc-ate in Risk

Management designation.
***

Carla Bingham, 27, promoted to
risk management officer at Barnett
Banks Inc. in Jacksongille, Fla In
this newly created position she is
responsible for the adm-.nistration

Whentimeisyour
biggestconcern.

0 0.
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and coordination of Barnett's mas-

ter risk management programs as
well as the administration of work-

ers compensation, property and lia-
bility claims. She reports to James
M. Dineen, vp-risk management.
Ms. Bingham, who joined the bank
in 1984, most recently served as risk
management analyst, She holds a
bachelor of science degree in risk
management from Florida State
University in Tallahassee.

***

Bart Canon Jr., 34, promoted to
Continued on next page
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Contznued from previous page Dolan, senior vp-ISD and risk man- Okla In this newly created position, homa in Norman and a doctor of most previous position, served as
director-risk management at Flem- agement Mr Canon joined Fleming Mr Morrisett lS responsible for the law degree from the University of risk manager for OTASCO Inc in
ing Cos Inc in Oklahoma City In Cos, which is a wholesale food dis- negotiation, coordination and im- Tulsa College of Law Additionally, Tulsa, Okla Prior to that he was
th is newly created position Mr tributor with retail affiliates in 33 plementation of all insurance pro- Mr Morrisett serves on the board of risk manager for NICOR Drilling
Canon oversees states, in 1987 In his most recent gr amsforthe directors of Motor Club of America Inc of Tulsa Mr Milburn holds a
all risk manage- position with Fleming Cos, Mr worldwide car m Newark, NJ, the parent com- bachelor of business administration
ment activities Canon served as risk manager Prior i Wil rental company pany of MCA Insurance Co In addi- degree from the University of Tulsa
related to corpo- to his joining Fleming Cos, Mr  Mr Mornsett re- tion, Mr Morrisett is a deputy mem- In addition, Mr Milburn is an offi-
rate insurance, Canon was insurance products man- ports to Bill Lo- ber of the Risk & Insurance cer of the Tulsa chapter of the Risk
which Includes ager at First Republic Bank Corp in beck, president Management Society & Insurance Management Society
the procurement Dallas Mr Canon holds a bachelor Since ]01ning Also at Thilfty Rent-A-Car Sys- Inc Mr Sorrels, in his most previ-
of property/ca- of business administration degree in Thrifty Rent-A- tems Jim Milburn, 44, and Bob ous position, was an assistant man-
sualty, workers finance from Texas A&M University , Ali Car in 1984, Mr Sorrells, 47, named claims manag- ager with Crawford & Co in Tulsa
compensation, in College Station In addition, Morrisett has ers In these newly created posi- Mr Sorrells holds a bachelor of sci--
truck and vehi- Canon is a Certified Public Ac-  held the post of tions, both men are responsible for ence degree in marketing from
cle, directors and Mr. Canon countant Mr. Morrisett director of risk claims handling between Thrifty's Oklahoma State University in Still-
officers liability ***

management claims administrator and its insur- water In addition, Mr Sorrells is a
and all other corporate coverages Mark D. Morrisett, 30, promoted Mr Morrisett holds a bachelor of ers Both Mr Milburn and Mr Sor- member of the Tulsa Claims Assn
Mr Canon reports to Roy Vickrey, to vp of risk management at Thrifty business administration degree in rells report to Mr Mornsett, vp-risk and holds the Associate in Claims
vp-risk management, and Robert Rent-A-Car System Inc in Tulsa, finance from the University of Okla- management Mr Milburn, in his designation

We'd hke to report on sta# changes
m your company's risk manage-
ment, safety and employee benefits
departments Just drop a note to
Paut Winston, Copy Edztor, Busz-
ness Insurance, 740 N Rush St,

Chicago, m 60611-2590, or call
312-649-5442 Please be sure to m-

That's when tocall AffiliatedFM and Appalachian We can also make available our engineering dude a photograph, too

Insurance Companies. We can tailor a property resources-resources helpful in reducing or con-
policy and get it out the door quickly. That's trolling property losses and in satisfying your Prenatal care
one reason brokers are starting to see us from a clients' needs.
different perspective. So, if you want insurers who provide flexibility, article addition

Affiliated FM and Appalachian are rated service, and financial stability, talk to one of our Due to a productzon error, para-
A+ by Best's. We offer a complete product line Commercial Property Operations Managers. And graphs were dropped from page 76

for property risks-including an "all risk" policy get a new perspective on property insurance.
Btrth to Reduced Costs" (BI, Feb

that's simple, comprehensive, and flexible. We Affiliated FM Insurance Company 20) The omitted text, dzscussing
have a proven track record of serving brokers who Appalachian Insurance Company

utitization review for maternitb
caTe, followsrequire fast, competitive, and complete service. Associated with Allendale Mutuallnsurance Co. One of the problems lS that while

We put you directly in touch with our A member of the Factory Mutual System the cost impact of a utilization re-

underwriters for fast responses. We've even East Central (216) 524-9300 Midwest (312) 572-0300 view program, for example, "15

been known to hand-deliver a policy New York (201) 992-9700, (212) 233-8700 readily evident, a wellness pro-

Northeast (410) 275-3000 South (404) 955-2700 gram's effectiveness is not as rea-

inapinch. And, ourclairnshandling West (818) 704-1133,(213) 873-1722 dily apparent," explained Dr Joel
Kavet, a principal of William Mis just as fast, just as efficient, Affiliated FM Insurance Company Mercer Meidinger Hansen Inc in

and certainly, fair. Canada (416) 494-7111,(514) 485-1520 New York

Another problem lS that "there's
. concern among employers about

'

the appropriate way to communi-
St_

cate the issue of maternity," since

. 4 dealing with a person's unborn
9 6%·*Pr child lS a sensitive issue, stressed

. 4¢¢34- , "
I .. James R Bennette senior consul-

r- 4 Z ,:**

: t .
tant with Corroon & Black Con-

f. 0. I
e % A sulting Group in St Louis

0 0,0 . ..

1 to.
1.

But there needs to "be a commit-
...

... ment within the organization" k
/4.: 0. ..

'·4 0. *f
*:6.27#/44.; demonstrate to employees that this

is a serious issue," Dr Kavel
stressed

An economist agreed "If I were
an employer, I would be very pa-
ternalistic in forcefully encourag-
ing all of my pregnant employees

-

; and pregnant spouses of my em-
ployees to have adequate prenatal
care and I would see to It that my

insurance policy paid for that
care," said Emily Friedman, an in-
dependent Chicago-based health

.

policy analyst
Burlington Industries Inc oj

'r./
.

Greensboro, NC, took this ap-

proach in a program it launched

20:
6 last October According to Robert

E Garren, manager of group bene-
fits, Burlington will waive $100 oj
the deductible under ltS medical

plan if a newly pregnant employee

..4 or dependant calls a toll-free num-
. ber to speak to a nurse who works

for its insurer, Provident Life &
Accident Co in Chattanooga
Tenn

The nurse, who is available tc

provide answers to questions an
expectant mother might have at
any point in the pregnancy, will
immediately send a packet of edu-
cational material describing th€
company's maternity program and
providing information on preg-
nancy-related issues, Mr Garren
said

And, if the woman does not al-

ready have a physician, Burlington
W111 refer her to one After a phys-
iclan is located, the company sends
the doctor a check directly each
month to pay for her prenatal
visits so that the woman does not

have to bother with filing claims or
paying for care upfront
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MARINE INSURANCE PROBLEMS??

... CALL G&M MARINE, INC.
$25,000,000 IN HOUSE LIABILITY CAPACITY

A+ RATED AMERICAN COMPANIES

NO PROHIBITED CLASS OF BUSINESS

40 YEARS EXPERIENCE

G&M MARINE INC.
600 MARITIME BLDG.

NEW ORLEANS, LA 70130

(504) 588-9044 - FAX 504-588-9397 - TLX 58-7339

A SERVICE FOR AGENTS AND BROKERS

«For us, Europe 1992 came in 1964."

Ken Seward, Senior Vice President & Director,
on insurance in a unified European market:

When the Common Market's trade barriers

fall in 1992, it will create the world's single
richest market.

This is spurring a lot of changes in both
European and US. business thinking. It can't
be business as usual anymore.

We had a strong sense of that in Brussels
25 years ago when we organized the original
group of seven insurance brokers that later

• "Recordkeeping and Adminis-
tration: Determining 1988's Highly
Compensated Employees." a re-
print that details the rules for
identifying highly compensated
employees in connection with the
section 401(10 and 401(m) non-dis-
crimination tests, is available from
Kwasha Lipton. Among the tests
discussed are the calendar-year

calculation method and the special
transitional method. For a free

copy, write Barbara Hubert, Kwa-
sha Lipton, P.O. Box 1400, Fort
Lee, N.J. 07024.

• "AIDS Status and Future"

is a booklet published by the Alli-
ance of American Insurers discus-

sing the reliability of current test-
ing procedures for the disease, the
status of state laws pertaining to
AIDS and how property/casualty
and life/health insurers are re-

became UNISON.

J&H envisioned a Europe-wide network of the
best insurance broker in each country working
together as a unit.

Today, with members in every Common
Market country, UNISON offers coordinated
services throughout Europe. The network is
serving two-thirds of the 100 largest U. S.
multinationals and more than a third ofEurope's
top multinationals.

And westill have three years to goti111992.

1OHNSON

JLIGGINS
Innovation Driven by Experience.

RISK AND INSURANCE MANAGEMENTSERVICES: EMPLOYEE BENEFITCONSUCTINGWORLDWIDE.

Info

sponding to the crisis. The publi-
cation is part of the Alliance's loss
control series. Copies of Inventory
No. LC DOL 1-1188 are available

for $8 each from the Order Depart-
ment, Alliance of American Insur-

ers, 1501 Woodfield Road,
Schaumburg, Ill. 60173-4980; 312-
330-8587.

• The Hartford Steam Boiler In-

spection & Insurance Co. has pub-
lished its "1989 Codes and Stan-

dards Training Catalog." Full
course descriptions, dates, loca-
tions and fees are listed for all

classes. Free copies are available
from the company's engineering
services division, 1 State St., Hart-
ford, Conn. 06102; 800-243-0090.

• "Looking at Flexible Bene-

fits Differently" offers tips to
smaller and medium-sized employ-
ers-those with 200 to 2,000 em-

ployees-on setting up flex plans.
The booklet, published by North-
western National Life Insurance

Co., also describes why employers

are adopting flexible benefit plans
and the importance of communica-
ting with employees about benefit
changes. The free booklet is avail-
able from NWNL Group, P.O. Box
20, Route 6525, Minneapolis, Minn.
55440; 612-342-7137.

• A new book to help employ-
ers combat drug use in the
workplace is available from the

U.S. Chamber of Commerce. "Drug
Abuse in the Workplace: An Em-
ployer's Guide For Prevention,"

includes prevention programs for
employers, a sample company pol-
icy regarding drug abuse and a su-
pervisor's checklist on how to react

to a workplace drug incident. The
121-page paperback costs $20 for
Chamber members and $33 for
non-members. Publication No.

6972 can be ordered by writing the
U.S. Chamber of Commerce, Publi-
cations Fulfillment, 1615 H St.
N.W., Washington, D.C., 20062.

• The International Foundation

of Employee Benefit Plans offers a
catalog of cassettes from 12 ben-
efit conferences and institutes

sponsored by the foundation and
the International Society of Certi-

fied Employee Benefit Specialists
in 1987. Topics available include
fiduciary responsibility, health
plans, pensions, benefit communi-
cations and public employee plans.
Individual cassette tapes are $8 for
foundation members and $10 for
non-members. Discounts are avail-

able for multiple tape orders. The

catalog is available free from Au-
diovisual Services, International
Foundation of Employee Benefit
Plans, P.O. Box 69, Brookfield,
Wis. 53008-0069; 414-786-6700.

• "Museums' and Galleries'

Guide to Property Loss Con-
trol" is available from the Inland

Marine Underwriters Assn. The re-

port discusses the problerns of va-
luing art pieces for insurance pur-

poses and the risks that gallery
managers face in the form of fire,

water damage, temperature and
humidity fluctuations, earthquake,
ultraviolet light, insects and ver-
min, theft and vandalism. The free
report is available from IMUA, 14
Wall St., New York, N.Y. 10005;
212-233-7959.

Haue a new report, booklet or edu-
cational brochure you'd like to
send to buyers of insurance? Busi-
ness Insurance will describe ma-

terial costing less than $35 as an
editorial service in the Info col-
umn. Simply send us a copy Of the
item to be offered and a short de-
scription Of it, along with the cost
and a mailing address. Address all
contributions to Info, Business In-
surance, 740 N. Rush St., Chicago,
Ill. 60611-2590.



Toward a National Retirement Income Policy
Join these national leaders in an important pension forum sponsored by:
• American Council of Life Insurance • U.S. Department of Labor
• Association of Private Pension and Welfare Plans • AFL-CIO

Participants include Vice President Dan Quayle
and Ronald A. Pearlman, Joint Committee on Bxation

March 1647, 1989
Omni Shoreham Hotel, Washington, D.C.

Wednesday, March 15
6:00 p.m. Registration
6:00-7:00 Welcoming Reception

Thursday
7:30 a.m.

7:30-8:30

8:30-8:45

8:45-9:15

9:15-9:30

9:30-10:30

10:30-10:45

10:45-12:00

, March 16
Registration
Coee

Welcome:

"Why Are We Here?"
Richard S. Schweiker
President
American Council of Life Insurance

Keynote Address:
Honorable Elizabeth H. Dole (Invited)
Secretary of Labor

Retirement Income Adequacy and
Security: Challenges
Niels Christiansen
Director of Research
American Council of Life Insurance

Retirement Income Adequacy and
Security: Meeting the Challenges
Moderator:

G. David Hurd
President and CEO

The Principal Financial Group
Panelists:

Roger J. Thomas
Partner

Bell, Boyd & Lloyd
Robert Walker

Legislative Counsel
American Association of Retired

Persons

G. Lawrence Atkins

Minority Staff Director
Senate Special Committee on

Aging
Questions and Answers

Coffee Break

noon Social Security, Private Retirement
Savings and Capital Formation
Moderator:
Bert Seidman

Director, Department of
Occupational Safety, Health and
Social Security, AFL-CIO

Panelists:
Michael C. Carozza

Deputy Commissioner for Policy
and External Affairs

Social Security Administration
Robert Ball
Former Commissioner of

Social Security
Michael Boskin (Invited)
Chairman
Council of Economic Advisors

Laurence J. Kotlikoff
Professor of Economics

Boston University
Questions and Answers

12:00 noon-1:45 p.m.

2:00-3:15

3:15-3:45

3:45-4:00

4:00-5:15

5:30-6:30

6:45 p.m.

Luncheon and Address:
Senator John Heinz (R. PA)

(Invited)
Ranking Minority Member,

Senate Special Committee on .
Aging; Senate Finance
Subcommittee on Private

Retirement Plans and Oversight
of the IRS

Budget Deficit and Impact on the
Private Pension System
Moderator:

Kevin R Flatley
Vice-President, Employee Benefits
American Express
Panelists:

Ronald A. Pearlman

Chief of Staff

Joint Congressional Committee
on Taxation

Barry Bosworth
Senior Fellow

Brookings Institution

Rudolph Penner
Senior Fellow

Urban Institute

Questions and Answers

Address

Congressman William L. Clay
(D. MO)

Chairman, Subcommittee on
Labor-Management Relations

House Committee on Education
and Labor

Coffee Break

Closing the Coverage Gap
Moderator:

John J: Fleming
Administrative Director
International Health Benefits and

Pension Fund

Bakery and Confectionery Union
and Industry

Panelists:

Emily Andrews
Director of Research

Employee Benefits Research
Institute

Frank Swain

Chief Counsel for Advocacy
U.S. Small Business

Administration

Judith F. Mazo

Consultant

National Coordinating
Committee on Multi-

Employer Plans
Questions and Answers

Reception
Dinner
Address: "The Wit and Wisdom of
Mark Shields"

Mark Shields
Political Commentator

Nationally Syndicated Columnist

Friday, M
8:00 a.m.

8:00-8:30

8:30-8:45

8:45-9:15

9:15-10:15

10:15-10:45

10:45-12:00

12:00 noon-

12:30

arch 17

Registration
Conee

Welcome

Robert D. Krinsky
President

Martin E. Segal Company
Chairman, Association of Private

Pension and Welfare Plans

Address

John I Joyce
President, International Union of

Bricklayers and Allied Craftsmen
Vice President, AFL-CIO

Labor/Management Perspectives
Regarding Retirement Income
Policy
Moderator:

Scott Spencer
Senior Vice-President, Pension

Financial Management Group
Equitable Society;

Chairman, ACLI Pension
Committee

Panelists:
David Marshall

Vice-President, Employee
Benefits

RJR Nabisco

Meredith Miller

Employee Benefits Specialist
AFL-CIO

Questions and Answers

Address

Vice President Dan Quayle
noon Pension Assets in the American

Economy
Moderator:

David M. Walker

Assistant Secretary, Pension &
Welfare Benefits

U.S. Department of Labor
Panelists:

Sarah Teslik
Executive Director
Council of Institutional Investors

Robert E. Schultz

Member, Executive Committee
Committee on Investment of

Employee Benefit Plan Assets
Gary McAdams
Director of Economic Collective

Bargaining Services
Department ,

International Union of Electrical
Workers

12:30 Conference Perspectives
Howard Weizmann
Executive Director
Association of Private Pension and

Welfare Plans

Adjournment

To register, call the ACLI Meetings Department at (202) 624-24OZ Cost
of the Forum is $390, non-refundable. Hotel reservations should be made
directly with the Omni Shoreham Hotel, Washington D.C. (202) 234-0700.
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California to assess insurers $130 million
LOS ANGELES-The California

Insurance Guarantee Assn. will

have to raise about $130 million
from insurers this year to pay

claims against insolvent insurers,
according to Executive Director
John Gates.

The insolvent insurers are Van

Nuys, Calif.-based Coastal Insur-
ance Co., which wrote personal
auto insurance and was declared

insolvent last month; Des Moines,
Iowa-based American Excel Insur-

ance Co., which also wrote mainly

personal auto insurance and be-
came insolvent in 1988, Great Falls
Insurance Co. of San Francisco,

which wrote specialty lines like
physical damage for automobile
dealers and became insolvent last

.year; and Reliable Insurance Co.
of Cleveland, which also wrote

personal auto insurance and be-
came insolvent last year. Reliable

had stopped writing in California
three years ago, he noted.

Total claims for Coastal amount

to between $80 million and $100
million, while total claims for all of
the other insolvent insurers

amount to about $30 million, Mr.
Gates said-

The maximum allowable assess-

ment per insurer under state law is
19 of total annual premium, he
said. However, he could not esti-
mate what the assessments would

be for 1989, adding that these fig-
ures will not be available until

September,
The fund assesses insurers in

three classes: automobile, workers

compensation and insurers of all
other types of coverage. Currently,
525 insurers participate in the
guaranty fund.

Since the creation of CIGA in

1969 until 1985, the fund typically
assessed insurers an average of
0.1% of total annual premium.

However, after the 1987 insol-

vency of Mission Insurance Co. of

Los Angeles, the fund assessed
workers comp insurers and insur-
ers of all other types of coverage a
total of $230 million for 1987,
which was equal to 1% of total an-

nual premium written by the in-
surers. The same classes of insurers

paid a total of about $150 million
in guaranty fund assessments in
1988, he said.

Assessments were not imposed
on auto insurers during those
years, he said.

CIGA currently has enough

funding to pay $700 million in
claims.

"We can handle what we need to

pay now. But, we must do some-

thing about insurer insolvencies.
We have to beef up the exami-
nations of insurers," Mr, Gates
warned.

-By Donna DiBLase

Med mal surcharge
HARRISBURG, Pa.-The Penn-

sylvania Insurance Department
and the Pennsylvania Medical So-
ciety have settled on a surcharge
health care providers in the state
must pay on their primary mal-
practice premiums to finance a
catastrophic loss fund.

The 1989 surcharge has been set
at 59.5%, which is 1.5 percentage
points less than the 1988 rate of
61%,and 6.5 percentage points less
than the 66% surcharge originally
sought by the Insurance Depart-
ment.

The settlement came after the

Pennsylvania Medical Society
challenged the Insurance Depart-
ment's original 66% proposal.

Visiting Judge William W. Lip-
sitt ruled that the surcharge should
be reduced in 1989 because of a

surplus in the fund, and directed
the state Insurance Department to
establish another surcharge rate.

The 59.5% surcharge was ap-
proved Jan. 12 by the state's Com-

Around the states

monwealth Court.

The Pennsylvania Medical Pro-
fessional Liability Catastrcphe
Loss Fund provices $600,000 ex-
cess of $200,000 in per occurrence
limits for doctors and $800,0OC ex-
cess of $200,000 fcr hospitals.

All Pennsylvania health-eare

providers defined oy the fund must
have a $200,000 per-occurrence

primary layer of medical malprae-
tice coverage, unless self-insurance
is approved. A se f-insurer also is
assessed the surcnarge, basec cn
what the insurance prem.um
would have been.

The 1976 law creating the fund
requires that a $1 3 million res,rve
be maintained.

I

Elizabeth Metz. a:Eistant general
ccunsel for the Pennsylvania Medi-
cal Soeiely in Harrisourg, said the
disoute arose because "the balance

(in the fund) was )xer $52 million,
sc .here was a $3-' -rillion surplus
and they should've used the full
$27 million:o reduce the 1989 :ur-

charge"
Ihe 59.5% rate takes pffect im-

media-.ely and app_ies to all pri-
mary polices effective on or after
Jan. 1. said an Insurance Depart-
mint s ookeswoman.

Acc:crding to Insuance Depart-
mant caleulations, :he new sur-
charge will generate about $147
m-llion for the Cata:troohe 'Lnd.

At 66%, the fund wculd have 201-

lected approximately $163 million.
-BY Chnsfine Wootse*

Non-competitive lines
RICHMOND, Va.-The Stare

Corporation Commission has idin-
tified 14 lines of c)mmercial liabil-

isy insurance as ' potentially non-
competitive" in its 1988 report -.0
the Virginia General Assembly.

This is the secoid annual report
filed by the commission in compli-
ance with insurance legislat.cn
adopted during tne 4987 sessixi,
tringing to 21 the to-al number „f
1_nes identified as non-competitive
i.n the state.

Virginia insur2rs writing tte
1_nes and subelassifications desig-
rated as potentia.ly nor.-compe t.-
tive are required to file supple-
mental reports by Mag 1, includ:rg

premium Enc loss information and

data incicating the degree of rate
variance within the designated
classificat-ons.

The ccmmission will examine the

informa-icn to determine whether

competiticn is effectively regulat-
ing insurance rates in the 14 lines
of liability insurance.

In a hearing to be held before
Sept. 330 tie commission will indi-
cate wh-ch lines still appear to be
potentially non-competitive. In-
surers writing those lines will be
required to file any rate changes 60
days prior to implementation.

The Virginia General Assembly
passed tne 1587 law in response to
the una-a: lability of certain lines
©f commenial liability insurance.

"This really puts up a yellow

flag, sta·ts the process of the SCC
Continued on nert page

4



Continued from previous page
looking at these lines more closely
and determining whether competi-
tion is in fact working in those
lines in Virginia,'' said Ken
Schrad, assistant director at the
SCC.

Insurers that missed the May 1
filing deadline last year were fined
$500 for every two weeks their
supplemental reports were over-
due, he said.

"We expect insurance companies
to do a much better job of meeting
the filing date because they took a
lot of heat from the General As-

sembly and the SCC last year," Mr.
Schrad added.

Reaction from insurance indus-

try groups to the Virginia law is
generally favorable, despite the

added burden of filing supplemen-
tal forms.

James Roberts, counsel for the
American Insurance Assn. in Rich-

mond, Va., said providing more in-
formation to the commission will

give insurers an opportunity show

their critics that the industry is
competitive and does not need
more regulation.

The 14 lines and subclassifica-

tions recently designated as poten-
tially non-competitive are:

• Asbestos abatement contrac-

tors liability.
• Dams (existence hazard) lia-

bility.

• Private detective or investiga-
tive agencies liability.

• Gas companies liability.
• Landfill liability.
• Public officials errors and

omissions liability.
• Rental stores machinery and

equipment liability.
• School board errors and omis-

sions liability.

• Security and alarm systems in-
stallation liability.

• Security guards liability.

• Sewage treatment plants lia-
bility.

• Underground storage tanks li-
ability.

• Volunteer fire departments

t

r

and rescue squads liability.
• Water treatment plants liabil-

ity.

-By Christine Wooisey

Surety bond program
NEW YORK-The New York In-

surance Department, in conjunc-
tion with the Surety Assn. of
America, has developed a review
program designed to help qualified
minority and women contractors
obtain surety bonds.

Under the program, adminis-
tered by the association and moni-
tored by the Insurance Depart-
ment, surety underwriters will
conduct a speedy review-at no
charge to the contractor--of any
bond application the contractor
believes has been unfairly rejected.

Working directly with the con-
tractor, a surety expert will pro-
vide specific advice, evaluate the
reasons for the rejection and, in
appropriate cases, seek reconsider-
ation of the application from the
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surety company.
"Minority contractors have a

tough time obtaining bonds," often
a prerequisite for entry into the
construction industry mainstream,
especially public works, said Ri-
chard Hsia, deputy superintendent
of :nsurance for New York.

'-The number of small contrac-
tors that have been denied in the

past are quite high according to
concerned observers," Mr. Hsia

said, attributing the problem
partly to limited understanding on
the contractor's part of the elabo-
rate underwriting process.

Through the program, qualified
small contractors should be able to

ob:ain payment and performance
bonds, while those no. yet quali-
fied will gain better guidance and
understanding of qualification
standards, Superintendent of In-
surance James P Corcoran said in

a statement. However, he empha-
sized that the program "can only
he.p those willing to bring their
particular situa:ions" to the de-

--

--
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Yoo're the one who worked and re. worked the problem,
even while some other people seemed to be backing
away. But you wouidn't let go, and when the deal came
together, the winner's circle was all yours

Nice going.

And thanks for lettingus help.

v l.59

New blood. new spirit. andanew determinatimitobe ,
the best. while we serve the best.

THE HARTFORD

60 Ratterymarch St..Boston, MA 021 11)617-357-840(,Teler 94-6013

C

partment's attention.

Minority or women contractors
who encounter difficulty in ob-
taining surety bonds should con-
tact Senior Insurance Examiner

John Treiller in the Casualty and
Insurance Bureau of the Insurance

Department at 160 W. Broadway,
New York, N.Y. 10013; 212-602-
0541 within New York City; or
800-522-4370 outside New York

City.
-By Collin Nash

Regulators named
JEFFERSON CITY, Mo.-The

state Senate approved the appoint-
ment of William A. Bennett as

director of the Missouri Insurance

Division late last month.

Prior to his appointment, Mr.
Bennett worked 26 years in Aetna
Life Insurance Co.'s employee ben-
efits operations. Since 1980, he was
assistant manager in the com-

pany's St. Louis office.
Mr. Bennett, 49, holds a bache-

lor's degree from Westminster Col-
lege in Fulton, Mo„ and is a mem-
ber of the American College of Life
Underwriters.

He succeeds Lewis Crist, who re-
signed last fall (BI, Nov. 14, 1988).

Larry Call, who served as acting
director in the interim, has re-

sumed his post as the division's
deputy director of operations,

In other state regulator changes:
• Hanley Clark, 38, has been

named commissioner of the West

Virginia Insurance Department.
Mr. Clark served as acting com-

missioner since last July, after the
resignation of Commissioner Fred

Wright (BI, Aug. 1, 1988). He has
worked for the Insurance Depart-
ment since 1981, holding the posts
of assistant to the commissioner

and deputy insurance commis-
sioner,

Mr. Clark holds a master's de-

gree in history from West Virginia
University in Morgantown, W.Va.

• Bettye Foy, chief deputy com-
missioner of the Indiana Depart-
ment of Insurance, was recently
named acting commissioner of the

department after Commissioner
Harry Eakin resigned.

Ms. Foy joined the department
10 years ago as a consultant in the
consumer services section. Before

that, she worked for more than 10

years in the Indianapolis claims
department of the Formost Group
of Insurance Cos. of Niles, Mich.

-Bu Meg Fletche,

AIDS regulations
ALBANY, N.Y.-Life and health

insurers in New York must obtain

signed authorizations and in-
formed consent forms before seek-

ing confidential AIDS-related in-

formation or requiring HIV-related
tests from policy applicants, the
New York Insurance Department
has announced.

In a recent letter to insurers, the

New York department advised that
state law outlines specific condi-
tions and requirements for obtain-
ing information relating to ac-
quired immune deficiency
syndrome and the human-immun-
odeficiency-virus infection.

Under Chapter 584 of the state's
Laws of 1988, effective Feb. 1, in-
surers cannot request or require an
individual seeking insurance cov-
erage to be subjected to HIV-re-
lated tests without first receiving a
written consent from the individ-

ual and without providing general
information about AIDS and the

transmission of the HIV infection.

Under another provision oj

Chapter 584, health care providers
are prohibited from releasing con-
fidential HIV-related information

obtained in the course of providing
any health or social service, except
to specified entities. And, insurer.
must first secure a dated and writ-

ten authorization from the individ-

ual.

-By Collin Nash
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Products & services

Continued from previous page
The program places into two

groups a client's HMO and indem-
nity participants, he said. Based on
the demographies of the employee
population in each plan, the pro-

gram compares expected health
care costs of each population with

the federal health plan data base.
Garner Consulting will quantify

the impact of adverse selection on

an employer's health care program
and suggest corrective measures
for a flat fee of $1,000 plus ex-

penses.

For more information, contact

Garner Consulting, 510 S. Marengo
Ave., Pasadena, Calif. 91101; 818-
440-0969.

Long4erm care
CNA Financial Corp. is offering

a new group long-term care pro-

gram.

CNA offers the program to em-
ployer groups as small as 1,000 and
to younger participants with bene-
fits starting as early as age 55, said
Richard W. Garner, vp of CNA's
health care and pension product
management division.

The program also is available to

employees' spouses and parents as
well as to retirees and their

spouses, Mr. Garner said.

Depending upon the employer's
location, it may be eligible to

choose from up to three indemnity
options that CNA offers in :hat
particular region. The indemnity
options of each region vary ac-
cording to health care costs.

If the employer is given more

than one indemnity option, it may
choose which option its employees

receive or leave the choice up to
each policyholder.

The lifetime maximum, which is

determined by the employer, ap-
plies to each policyholder in the
group.

Benefits are paid for care pro-
vided at home, in a nursing facility
or by an adult day care center.

To guard against inflation, an
automatic benefit increase provi-
sion is available. The provision in-
creases the original daily indem-
nity reimbursement by 5% each
year for 10 years, regardless of the
actual increase in the Consumer

Price Index. The lifetime maximum

benefit also increases proportion-
ately.

Premiums for the program vary

based on the age of the employee,
according to Mr. Garner. For ex-
ample, a typical plan would cos. a
45-year-old employee about $20-
$30 a month, while the premium
for a parent or retiree might be
$150-$200 a month, he explained.

For more information contact

Lynn Clark, Special Risk Division,
CNA Financial Corp., CNA Plaza,

AKNGO - / 7)7r 7

MA

Chicago, Ill. 60685; 312-822-2005.

Pet groomers cover
A property and liability insur-

ance program designed to meet the
needs of pet groomers is now avail-
able through The Travelers Insur-
ance Co.

Available in all states except
Texas, Hawaii and Alaska, the PET
GROOMERS insurance plan offers

protection for pet groomers' equip-
ment, supplies, business papers

and records in the event of damage,
destruction or theft.

In addition, the policy includes
professional liability coverage for
injury to an animal caused by ren-
dering or failing to render a service
and an animal liability protection
that covers damage to or the escape
of animals in a groomer's care or
custody.

The newest addition to The Tra-

velers' series of small business

multiperil policies, the PET
GROOMERS policy also offers

EDIC

Why do agents and brokers insist on top quality
specialty products and accept nothing else?

"As wholesale brokers, our prime
objective is to provide added value to the
placement transaction. When negotiating
for a client, one key is a reliable source of
appropriate specialty products, the kind
we can offer with confidence. Northland

provides the quality we need."
Jim Bryson
Bryson Associates, Inc.

OUR

AAMGA 1

NAME

"The more knowledgeable and discern-
ing our producers' insureds become, the
more our company appreciates the quality
of Northland specialty products. Many
insureds want special coverage and are
willing to pay for it, but they demand
exceptional service as well. Northland's
reaction time is outstanding!"

Elton George
Elton George & Company

SPEAKS FOR ITSELF

Northland
i -® Insurance Companies

St. Paul, Minnesota

3

property and liability coverages
for groomers' facilities. The pro-
perty coverage for example, in-
sures buildings in case of fire,

windstorm, sonic boom or sprin-
kler leakage, while the liability
portion protects groomers faced
with lawsuits or claims that they

may be legally obligated to pay.
With property and liability

limits up to $1 million, the policy
covers full replacement costs of
building contents and loss of in-
come for one year, with minimum
deductibles of $250 for theft and
$100 for all other claims.

For more information contact

Rosanne M. Hennessey, Business
and Public Relations, The Tra-
velers Corp., 1 Tower Square,
Hartford, Conn. 06183-1060; 203-
277-9101.

Books and videos

A medical legal issues work-
book is being offered by the Ac-
creditation Assn. for Ambulatory
Health Care. Topics covered in the

300-page manual include risk
management, federal legislation,

regulations affecting ambulatory
care, quality assurance and utiliza-
tion review and antitrust. Contrib-

utors to the manual include phys-
icians, health care executives,

lawyers, government representa-

tives and other health care experts.
The workbook is $75. Only prepaid
orders are accepted and can be sent
to the Accreditation Assn. for Am-

bulatory Health Care Inc., 9933 N.
Lawler Ave., Skokie, Ill. 60077-
3702.

The seventh edition of "Danger-

ous Properties of Industrial Ma-
terials" has been released. The

three-volume set is a guide to haz-
ardous substances-what they are,

how to handle them safely and
what to do in case of emergency.
The books, which contain more

than 3,500 entries, cost $375 plus
local sales tax. To order, write to
Van Nostrand Reinhold, Mail
Order Department, P.O. Box 668,
Florence, Ken. 41022-9979.

The ASFE Loss Prevention Test

Kit, a 60-page publication de-

signed to help firms assess the
loss prevention knowledge of
prospective employees or new

hires, has been published by the
ASFE/Assn. of Engineering Firms
Practicing in the Geosciences. The
kit is particularly suited for civil
engineering firms, as well as those
specializing in various disciplines

associated with the applied geo-
sciences. To order, send $50 to
ASFE, 8811 Colesville Road, Suite
G106, Silver Spring, Md., 20910;
201-565-2733.

The American Bar Assn.'s Sec-

tion of Tort & Insurance Practice

has published "Law and Practice
of International Insurance Collec-

tions and Insolvency," a collection

of 21 papers about what has be-
come a multibillion-dollar prob-
lems for the insurance industry-
the collection of reinsurance

payments and the insolvency of
reinsurers in the United States

and abroad. The book focuses on

the law in the United States, En-
gland and Bermuda. The book is
available for $89.95, plus $2.50 per
order for handling. Practice sec-
tion members can purchase the
book for $79.95, plus the handling

charge. To order, contact the ABA,
Order Fulfillment 519, 750 N. Lake
Shore Drive, Chicago, Ill. 60611.

"Setting Up a Risk Management
Program," and "What Every Su-

pervisor Needs to Know About
Risk Management," two 30-minute
training videos, have been pro-
duced by PRIMAVISION, the vid-
eotape division of the Public Risk
Management Assn. Both videos are
presented by Peter E. Potemkin,

manager of safety services for the
Texas Municipal League Self In-
surance Funds. Both tapes are
available from PRIMA, 1120 G St.

N.W., Suite 400, Washington, D.C.
20005; 202-626-4650 for $50, plus

$2 handling. I
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Risk Retention Act Gwar stories' sought
By DEBORAH SHALOWITZ Washington
WASHINGTON Have state reg-

ulators tried to unfairly or unlaw-
fully interfere with your risk re-
tention group or risk purchasing
group?

If so, the Commerce Department
wants to know.

In a notice published Feb. 24 in
the Federal Register, the depart-
ment said it wants to know the ex-

tent to which risk retention groups
and risk purchasing groups have
been discriminated against under
state laws, practices and proce-
dures that are contrary to the fed-
eral Risk Retention Act.

Those comments will be incor-

porated in a September report the
department is preparing on the im-
plementation of the 1986 amend-
ments to the Risk Retention Act.

The report will be the second the
Commerce Department will make
to Congress about the Risk Reten-
tion Act.

In its first report, which was
submitted to Congress in 1987, the
Commerce Department said the
Risk Retention Act should be

amended to clarify that only one
state has the authority to impose
its insurance laws and require-
ments on insurers of nationwide

risk purchasing groups (BI, Oct. 5.
1987).

The new Commerce Department
report also will report on:

• The extent to which the Risk

Retention Act has resolved the

problems of unavailability and un-
affordability of liability insurance.

• The extent to which the public
is protected from unsound finan-
cial practices and other abuses in-
volving risk retention groups and
risk purchasing groups.

• The causes of any financial
difficulties of risk retention groups
and risk purchasing groups.

Comments should be sent by
June 1 to Edward T. Barrett II or

Jane W. Molloy, U.S. Department
of Commerce, 14th Street and Con-

stitution Avenue N.W., Room 4858,
Washington,.D.C. 20230; 202-377-
2101 or 202-377-5926.

Punitive damages brief
The Supreme Court should re-

verse an appellate court decision

REPRESENTING

NORTHLAND

Northland is proud to
have the expertise and
professional knowledge

of general agents and
brokers located for your
convenience in 46 states

These producers are
among the most skilled
and efficient in the

industry, and, as such, are
specially trained to find
you the best protection for
your specialty needs.

We can refer you to the
general agent or broker
in your area for specific
information and answers

to your property and

casualty questions:
Just call us at

612-688-4303.

7 NorthlandU Insurance Companies

upholding a $6 million punitive
damage award against a waste dis-
posal company because of a consti-
tutional prohibition against ex-
cessive fines, argues a brief
submitted to the high court by at-
torneys for the company.

The brief was filed by attorneys
in the Washington, D.C., office of
Mayer, Brown & Platt for petition-
ers in the case of Browning-Ferris
Industries of Vermont Inc. and
Browning-Ferris Industries Inc. us.

Kelco Disposal Inc. and Joseph
Kelley.

At issue in the case is whether a

$6 million punitive damage award
against Browning-Ferris for alleg-
edly attempting to monopolize the

waste disposal market in Burling-
ton, Vt., violated the 8th amend-
ment's excessive fines clause (BI,
Dec. 12, 1988)

The $6 million in punitive dam-
ages is more than 100 times the
$51,146 in compensatory damages
awarded by a federal court jury in
1987.

"It is impermissible to uphold a
punitive damages award solely or
substantially on the basis of a cor-
porate defendant's size, as the
court of appeals did here," the
brief states. "To begin with, it is
incorrect to assume that size-based

awards are reasonably necessary to
achieve appropriate levels of de-
terrence or punishment.

THE NEW PLAYER
IN INTERNATIONAL
INSURANCE COMES

WITHAWORLD
OF EXPERIENCE.
Insuring an American business

can be very different in other parts of
the world.

That's why insuring through
Hartford Fire International makes all
the difference in the world.

Not only can we provide a com-
plete line of primary property/casualty
products, but excess and urnbrella
coverages as well.

What's more, our underwriters
boast broad backgrounds in writing
business overseas.

We realize that this sounds exten-

sive for a company that's been in busi-
ness only since 1984. But our parent

"But more important, as this
case shows, exclusive focus on the
amount of the defendant's income

or net worth serves nnerely to en-
courage appeals to prejudice, pro-
vincialism and caprice on the part
of the jury and leads to preposter-
ous windfalls for plaintiffs," the
brief continues.

"It is no mystery why the mod-
ern-day process of awarding puni-
tive damages produces exorbitant
sanctions," the brief says. "None of
the checks that ordinarily guard
against arbitrary and irrational
governmental decision-making are
present."

For example, "for all practical
purposes, juries are given no stan-
dards to follow in making their de-
terminations," the brief states.

And juries do not have to explain
the amounts they choose to award,

the brief notes.

Thus "juries are given essentially
plenary power to determine
whether and in what amount to

mulct a defendant in punitive
damages: the only upper limit is,
literally, the jury's imagination,"
the brief states.

"In no other context does the law

countenance such an arbitrary ex-
ercise of governmental power," the
brief concludes.

A group of business associations,
including the Risk & Insurance
Management Society Inc., filed an
amicus curiae brief in support of
Browning-Ferris several weeks ago
(BI, Feb. 13).

New APPWP board

Four new members are joining
Continued on next page

company, The Hartford, began cover-
ing the foreign exposures of its U.S.
clients back in 1918.

That's a wealth of know-how in

any language.
In Western Europe, the U.K.,

Hong Kong, and Australia, our clients
are handled by foreign operations of
The Hartford.

Throughout the rest of the world,
our network of correspondent com-
panies reads like a Who's Who of in-
ternational insurance leaders.

If you're taldng your business out-
side the U.S., travel with confidence.

Contact James Leber, V.P.,
Hartford Fire International, Hartford
Plaza, Hartford, CT 06115.
(203) 547-3030.

When it comes to

comprehensive AS)/AAITA=m=

protection, we HARTFORD FIRE

can make you feel INTERNATIONAL, [ID.
right at home. The insurance People of ITT
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NORTHBROOK, Ill. Architects & Engineers Insurance
Co. expects to nearly double its premiums and add as many
as 17 new shareholders this year.

The Delaware-domiciled risk retention group's growth has
been dampened somewhat by the soft commercial insurance
market, said C. Roy Vince, a vp of AEIC. "There was a soft-
ening of the market and we have not followed the market
down," he said.

AEIC currently has 28 architectural and engineering firm
shareholders that purchase up to $5 million in professional

liability insurance. In 1988, those firms paid a total of $4.7
million for the coverage.

"Up until the time we saw the marketplace butt heads once
more in the rush for lower premiums, we were predicting 60
firms," Mr. Vince said of AEIC's membership. "We're looking
more realistically at $7.5 million in surplus by 45 firms, with
$7 million to $8 million in premiums."

Washington

Continued from previous page
the board of the Assn. of Private

Pension and Welfare Plans.

The APPWP represents more
than 400 companies, banks and in-
surers as well as law, accounting,
consulting and actuarial firms.

Jon S. Brightman, senior vp of
Harris Trust & Savings Bank in
Chicago, replaces John Cooper of
the Harris Bank, who has retired.

Mr. Brightman heads the institu-
tional trust group at the Harris
Bank and is responsible for trust
services to pension and profit
sharing clients.

Mr. Brightman previously has
served as a consultant for William

M. Mercer Meidinger Hansen Inc.;
manager of the retirement depart-
ment of the Air Line Pilots Assn.;

and portfolio manager of the in-
vestment department of the Tra-
velers Insurance Co. He is a gradu-
ate of Bowdoin College.

Susan Koralik, a partner with
Hewitt Associates in Lincolnshire,

Ill., replaces Robert Ready of
Hewitt on the APPWP board.

Ms. Koralik consults on the de-

sign of total compensation pro-
grams, especially flexible compen-
sation. Previously she served as

manager of Hewitt's New York re-
gional office. She is a graduate of
Miami University and holds a mas-
ter of business administration de-

gree from Northwestern Univer-
sity.

Michael Mahoney, a consulting
actuary with Milliman & Robert-
son in New York, replaces Frederic
T. Lhamon of Milliman & Robert-

son on the board. His primary area
of expertise is pensions. He is a
graduate of St. John's University.

Ann Watson, western region
director for Fred S. James & Co. in

San Francisco, replaces Richard
Seiden on the APPWP board.

Ms. Watson serves as the chief

legal advisor on employee benefits
law to James operations in the
western United States. Previously,
she was general counsel, assistant
vp and secretary of Crump Cos.
Inc. of Memphis, Tenn., and as a
senior associate with Rosenfield,
Borod & Kremer of Memphis.

Ms. Watson holds a doctor of law

degree from Memphis State Uni-
versity.

OPIC has record year
The Overseas Private Investment

Corp. had another record year in
fiscal 1988, which ended Sept. 30.

OPIC, the federal agency that
provides political risk insurance
and finance services to U.S. com-

panies investing in developing
countries, reported a record $112.3
million in net income for fiscal

1988, up 10% from $102 million in
fiscal 1987.

Capital and reserves hit a rec-
ord $1.3 billion in fiscal 1988, up
8.3% from the previous year's rec-
ord of $1.2 billion.

Premiums, however, fell 3.5% to
$30.7 million in fiscal 1988 from
$31.8 million in fiscal 1987. I

1

Architects' risk group predicts growth
- Risk retention roundup

AEIC currently has a surplis of $4.6 million.
The risk retention group, which wrote its first policy in

January 1988, writes the coverage on a quota-share basis
with Prog essive Casualty C'o. of Cleveland. AEIC and

Progressive each take 50% of the first $ 3 million of limits.
Progressive writes up to $2 million in coverage above $3 mil-
lion. All policies are written by Progressive (BI, Sept. 7,
1987).

Two firms have purchased $5 million li mits, another has a
$3 million :imit and the remainder have $1 million in limits.

Policyholders assume deductibles according to firm size.
The minimum deductible is 523,000 and :he maximum is $3
million.

Mr. Vince said reserves of $80,200 haveNbeen set-aside for
1988 losses and AEIC's portion of that reserve is $45,982.

Participation in AEIC requires firms to show they meet loss
control and safety requirements established by the insurer
and monitored by industry veterans.

"We take the gray beards from the construction industry
and bring them into the member firms," te explained. "They

analyze the management structure, qualilications of person-
nel, their compensation package" and other areas, he said.

Firms seeking membership must improre on any areas tar-
geted by AEIC and must show a respons. bility for loss pre-
vention, he added.

A loss prevention manual written by the American Society
of Civil Engineers is provided to members with the sugges-
tion that it be used as a source for developing safety and loss
control guidelines.

-By Michael Bradford
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The complexities of insu ance
change dramatically from ccuntry to
country And if your insurance bro-
ker is not established everywhere
you opera.e, you may find your

company and its assets in jeopardy
Beyond its more than 90 offices

rationwide. James, through the net-
work of the Sedgwick Group, can
serve multinational clients through

300-plus offices in 64 countries.
james offers clients this global net-

work of seasoned insurance profes-
sionals-in place, in touch with each
other, and ready to respond to what-
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Mu tiemp oyer pension funding s ips
By LAURA MALT

NEW YORK-The number of

multiemployer pension plans that
are fully funded is slipping, but
most plans remain well-funded,
according to a new survey.

Seventy-eight percent of the 483
multiemployer pension plans sur-
veyed in 1988 by New York-based
benefit consultant Martin E. Segal
Co. were fully funded, down from
82% in 1987.

A pension plan is fully funded
when it has sufficient assets to pay
benefits promised to vested work-

ers and retirees.

Segal executives say many fac-
tors account for the slight decline
in the number of fully funded mul-
tiemployer pension plans, includ-
ing the effect of the October 1987
stock market crash, declining in-
terest rates, the terminations or

mergers of several fully funded
plans and benefit improvements.

For example, 50% of surveyed
plans had sweetened pension bene-
fits since the 1987 Segal survey.

While the percentage of fully
funded plans dipped, the average
ratio of assets to vested pension

benefits remained steady between
1987 and 1988 at 96%.In 1983, the
ratio was 90%.

And, just 1.4% of plans were less
than 30% funded for vested bene-

fits last year, a slight improvement
from 1.6% in 1987 and a significant
drop from 5.2% in 1983.

The 483 multiemployer plans
surveyed represent about 25% of
the nation's 2,000 multiemployer
plans.

The surveyed plans: all Segal eli-
ents, range in size from less than $1
million in assets to more than $1
billion in assets.

meet them is a gaping expanse.
-  1,

ever clients need no matter where

they need it.
When it comes to genuine global

service. lams and Sedgwick cover
the world.

The plans surveyed have aggre-
gate assets of $44 billion, up from
$38 billion in 1987, and provide
coverage to almost 3 million par-
ticipants.

Some plans had fewer than 100
participants, while others had
more than 100,000 participants.

Under a multiemployer pension
plan, many employers and a labor
union within a particular industry
take joint responsibility for one
pension plan.

For employers, multiemployer
pension plans are attractive be-
cause they are a means to provide a

James builds the bridge.
America's premier insurance broker. A Sedgwick Group Company

uniform benefit schedule in a com-

petitive industry.
For workers, a multiemployer

pension plan allows them to re-
main in a single plan while moving
from one company to another
within the same industry.

The funding levels of these plans
are of vital importance to employ-
ers that contribute to the pro-

Pension Plan Amendments Act of

1980, employers that leave under-
funded multiemployer pension
plans are liable for a share of the
plans' promised but unfunded ben-
efits-known as withdrawal liabil-

ity
As in past years, the Segal survey

showed a general reverse correla-
tion between plan size and funded
levels, with the larger plans gen-
erally not as well-funded as
smaller plans.

"Larger plans often have multi-

ple benefit levels and allow partic-
ipants to move freely to a higher
one. If the higher benefit level is
applied to all service, as it fre-
quently is, liabilities increase im-

mediately, but it takes some time
for the increased contributions to

accumulate matching assets," the
survey noted.

The survey shows that 90% of the
99 plans with fewer than 500 par-
ticipants were at least 100%
funded, while just 34, or 64%, of 53

plans with more than 10,000 par-
ticipants were at least 100%
funded.

Similarly, just one plan with
fewer than 500 participants was
less than 50% funded, while four

plans with more than 10,000 par-
ticipants were less than 50%
funded.

A total of seven plans were less
than 50% funded.

Among plans with between $5
million and $10 million in assets-

the second-smallest category
tracked-55, or 90%, of 61 plans
were fully funded in 1988. But, 48,
or 72%, of 67 plans with assets be-
tween $50 million and $100 million

-the second-largest asset bracket
-were fully funded in 1988.

About 76% of both the largest
plans-those with more than $100
million in assets-and the smallest

plans-those with less than $5 mil-
lion in assets-were at least fully
funded last year, according to the
survey.

Among individual industries
surveyed, the lowest funding level
was found in the transportation in-
dustry. The average funded ratio.
or ratio of assets to vested benefits

for multiemployer pension plans in
the transportation industry last
year was 89.1%, down from 93.2%
in 1987.

At the other end of the spectrum
all of the surveyed multiemployer
plans in the entertainment indus-
try were fully funded in 1988, un-
changed from 1987.

The funded ratios of surveyed
multiemployer pension plans in
other industries include:

• 97.3% in 1988 for construction

industry plans, down from 97.5%
in 1987.

• 96.3% for manufacturing in-
dustry plans, unchanged from
1987.

• 96.8% for retail trade industry
plans, down from 96.9% in 1987.

• 96.6% for services industry

plans, down from 97.4% in 1987.
Plans not grouped by specific in-

dustrial category reported a 90.29$
funded ratio in 1988, up from 889
in 1987.

Free single copies of the 1988
"Survey Of the Funded Position oj
Multiemployer Plans" are avail-
able from Mary Feldman, directo,

of public affairs, Martin E. Segal
Co., 730 Fifth Ave; New York, N.Y
10019; 212-586-5600.



ITS AMAZING WHAT YOU
CAN DO WITH

THE RIGHT GROUP OF PEOPLE.

Appointing a small group of experts to perform a
huge task that will affect many lives. What a
revolutionary idea.

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

That's precisely why we developed the account-
dedicated team. A highly-specialized group of people
who will relieve you of the administrative burdens
by following an all-encompassing plan for implemen-
tation. What's more. they'll work with you to develop
a communications program for your employees.

Your main contact is the team coordinator. One

person who's there to address any concerns you may
have about your Flexible Benefits program. In short, this

John Trumbull: The Decloration of Independence (detail) ©Yale University Art Gallery

person is dedicated to the pursuit of happiness. Yours.
Why not get in touch with us and we'll help you

determine if Flexible Benefits is right for your company.
If it is, we can recommend a customized program,
drawing from a full spectrum of products and services.
We can even integrate other carriers' products into
yourprogram. And naturally, we'll provide ongoing
maintenance and management reports.

To start a Flexible Benefits program, write the CIGNA
Companies, Dept. R6, One Logan Sq., Phila., PA 19103. It
could be one of the greatest decisions you'll ever make.

A Flexible Benefits plan that grants independence
to the benefits manager. It's one
more example of CIGNA's commit-
ment to personalized service CIGNA
to business.
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Fighting fires
Loss control for multinationals begins at home

By Douglas N. Smith

IT'S NO SECRET that U.S.-owned foreign assetsare going up in smoke every day. And, just as fires
adversely affect corporate property insurance
programs, personnel accidents and liability suits

regularly afflict the casualty loss ratios of many
U.S. multinationals.

When U.S. multinationals rely solely on

commercial insurance to protect personnel and

property against losses, they inevitably find that
poor or eroding loss experience is matched by
restricted market capacity, higher premiums and
increased retention levels.

But such results can be avoided. A well-conceived

loss control program can achieve an acceptable level
of personnel and asset conservation, which in turn

will translate directly into lower insurance costs.
Obviously, no corporate loss control program can

succeed without the ongoing support of top
management. In turn, this support must cascade
down to the lowest levels of the organization.

How can management develop employee

commitment to safety?
First, corporate loss control policy and objectives

should be fully stated, in writing, to provide

commonly accepted standards for both management
and employees. This alerts everyone to the idea that
continuity of operations is a corporate priority, as
well as an individual responsibility. After all, the
loss of or serious damage to a facility directly
translates into temporary or long-term

unemployment.
Next, local employees need to participate actively

in implementing corporate policy-a role that
requires little capital expense. Good housekeeping,
effective maintenance and control of smoking and
welding operations are all dependent on the human

element and can only be ,
controlled at the employee level.
Lack of interest or lack of

control in workplace discipline
often results in catastrophic loss.

Employee interest also is vital
in plant fire brigade

organizations. These in-house
fire fighting emergency teams

provide the first line of
protection before a professional fire department
arrives. Fire brigade members are expected to act
promptly and effectively in all emergency situations
including those arising from fire, explosion, flood,
earthquake and windstorm.

Although U.S. legislation requires that fire
brigade members be physically qualified and
properly trained in the use of available fire
equipment, foreign training requirements vary from
non-existent to quasi-military. In fact, in many
foreign countries fire brigades are viewed simply as
a means to reduce local tariff fire rates. But

managers committed to loss control take fire
brigade training seriously.

Plant self-inspections are another way to involve
employees in loss prevention. Employees should
make regular, formalized audits of fire safety
equipment to ensure that sprinkler valves are open,
water is available and extinguishers are properly
located and serviced. They should tag any damaged
fire protection equipment until it is fixed and advise
the plant safety manager of the damage.

Self-inspection also helps to identify new
hazardous situations such as poor housekeeping,
unsafe handling of flammable liquids, poorly
maintained electrical equipment and fire doors that
are damaged by marauding forklift trucks.

Another loss control policy relating to personnel
might include confining smoking to safe, designated

International issues

Employees should make
regular audits of fire safety
equipment to ensure that
sprinkler valves are open

and water is available.

areas within the plant premises.
It takes money to make money but the modest

investment needed to institute a loss control

program based on personnel usually pays off.
For example, U.S. risk managers often find that a

good local attitude toward personnel loss control

means less opposition to major capital expenditures
for risk reduction. As those charged with protecting
corporate assets know, local managers often resist
investing in loss control because tariff premium

savings are insignificant vis-a-vis the required
capital expenditures.

For example, in tariff-rated countries like Japan,

Brazil and Mexico, the return on 
investment for fire protection is
geared to local standards. Thus,
the financial incentive is usually
eliminated when U.S. standards

are applied.
U.S. multinationals also find

that the financial incentive is

reduced when fire protection .
equipment and components are

not manufactured locally. This is the case in most
developing countries where the added cost of
imported equipment discourages investment in fire
protection systems.

Ironically, sprinkler protection, which historically
has provided the most effective form of property
loss control, is very important in developing
countries because public fire services often are
inadequate.

In general, sprinklers rank far above other

protection systems from the standpoint of efficiency
and economics. The immediate, automatic response

of a sprinkler system makes it
the most efficient way to deliver
water to a fire.

Now, you're thinking that if

you install sprinklers backed by
a suitable water supply losses

will disappear or shrink to
insignificance, right? Wrong.

- Complying with local

regulations. can be complicated.
The rules are relatively straightforward when
talking about sprinklers in the United States, but
each foreign country has its own rules and

regulations. Whereas American risk managers and
insurers generally prefer National Fire Protection
Assn. (NFPA) standards, most foreign countries
recognize some form of the British Fire Offices
Committee (FOC) standards.

A comparison of the two standards reveals a
number of conceptual differences in approach. FOC
standards are oriented toward the desired

result-that is, the amount of water over a given
area-but they give little guidance on how to
achieve the desired results. Yet, while FOC sprinkler
design is left to a number of insurer-approved
contractors, risks sprinklered to FOC specifications
enjoy tariff rate credits.

Conversely, NFPA standards take a more
comprehensive approach-they are based on a
consensus of diverse disciplines such as insurance,
government, sprinkler contractors, private
consultants, engineer architects and fire services.

NFPA codes provide a minimum requirement that
can be interpreted conservatively or expanded to
suit the comfort level of insurers/risk bearers.

Unfortunately, the interpretive quality of NFPA
standards puts off foreign insurers that follow rules
by the book.

On the whole, however, the physical difference in

Corporate loss control

policy and objectives
should be fully stated

in writing to
provide standards.

fig

sprinkler design is less important than the fact that
they mollify insurers. FOC standards suit most
foreign insurers who apply normal tariff conditions
to meet the risk involved.

Conversely, NFPA codes are based on highly
protected risk standards that were developed
through extensive full-scale fire testing. As a result,
U.S. underwriters will grant broader coverage and
more competitive rates when protection is designed
to NFPA standards.

When building new facilities, the cost of
state-of-the-art fire protection is often accepted as
part of the construction cost. In the design stage,
trade-offs are possible between less costly
construction and a well-designed sprinkler system.
So, think loss control as soon as planning for a

new facility begins.
Like property loss control,

casualty loss control is best sold
on its merits rather than on its

potential for achieving premium
loss reductions. Casualty loss
control is easier to sell, however,

because most managers have had
- experience in dealing with

personnel injuries and accidents.
In many foreign countries, workers compensation

losses are the subject of direct government
regulation. In countries where compensation for
work-related injuries is part of the social security
system, effective loss control programs rarely rdsult
in lower contributions. But casualty loss control
programs are becoming increasingly important in
countries like Belgium, Hong Kong, Ireland and the
United Kingdom, where workers compensation is
written by the private sector.

Indeed, workplace safety standards, inspired by
the U.S. Occupational Safety and Health
Administration, are being voluntarily applied in
some foreign countries. Other countries have
legislated OSHA-type regulations: Canada's
Workplace Hazardous Materials Information
System standards and the United Kingdom's recent
Control of Substances Hazardous to Health

regulations are two notable examples.
Liability laws in many foreign countries hold

management or an individual responsible if a third
party is injured through professional negligence.
Also, highly publicized catastrophic events tend to
raise corporate sensitivities about the need for
effective foreign loss control measures.

Regardless of current trends, U.S. multinationals
should develop safety policies that comply with
local laws. To some extent, local insurance costs can
be mitigated through corporate insurance programs
that allocate costs by rewarding good loss control
and punishing loss leaders. Moreover, many U.S.
multinationals find that allocations allow fairness

in the cost-bearing process by challenging their
foreign subsidiaries to improve their loss control
programs and to accept larger deductibles. Also,
this approach is generally well-received by overseas
managers who are otherwise sensitive to arbitrary
treatment by their "foreign" home office.

In summary, a highly competitive approach to loss
control can go a long way toward achieving a
successful risk management program. Top
management commitment, adequate training
programs and regular enforcement through
inspections and audits are important tools for
increasing the sense of personal safety and
awareness on the part of all worldwide employees.

Douglas N. Smith is up and manager Of the
International Department of Johnson & Higgins in
New York. His column appears the first Monday of
every month.
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ASK A CASCIALTY ACTaARY
Deciding when,
and how much,
to self-insure
1 Can you offer

any general

Q guidelines as to
how large a risk
should be before

it makes sense to

. self-insure? How

would you go
about advising a client on what
SIR to choose?

General guidelines

A
on whether or not to

self-insure are

difficult to

formulate. It usually
is necessary to

. perform a feasibility
study to get a good

handle on this question. However, it
should be realized that a feasibility
study that merely makes a cost
comparison between insurance and
self-insurance will typically conclude
that self-insurance is feasible. This type
of limited analysis may be very
misleading because a cost-comparison is
only the first step in the decision-making
process. The other key element that
should also be considered in such an

analysis is the degree of risk being
assumed. This is often a difficult thing to
define and measure. Because of this, it is
often passed over when it should be
given significant attention.

Let's start first on a general level to
consider this concept. In Table 1 we
show six different sizes of risk, ranked
according to the size of their annual
premium. The smallest risk might
represent you as an individual
purchasing automobile insurance, with
an annual premium of $500. On average,
you will have a claim every 10 years, or
0.1 claims per year. Over the long run,
assuming that you are an average driver,
you would save $200 a year by not
buying automobile insurance.

This savings of 40% represents
insurance company overhead,
commissions and taxes that you won't
have to pay. All you are covering is the
cost of claims. Given an anticipated
savings of 40%, why would anyone buy
auto insurance-unless state law

requires it? The reality is that not buying
auto insurance is normally a very foolish
decision because of the extent to which

your personal assets are exposed if you
have a major loss. You are probably
risking about $200,000 of your own
capital in order to save, on the average,
$200 a year. That works out to a rate of
return (on the capital you are risking) of
0.1% per year. That's a poor investment
by anyone's measure!

The concept of rate of return on
capital at risk is a useful one in
approaching this whole question of
whether or not to self-insure. If this rate

of return is less than what you can earn
by investing in other ways involving a
reasonable level of risk, then you should
buy insurance. An exception to this
might be based on the argument that

Table 1: Is self insurance feasible?

Annual

premium

$500

25,000 _
100,000

250,000

1,000,000

10,000,000

Proposed
SIR

$100

200

300

500

1

Expected
number of

claims per
year

0.1

10

40

109
400

4,000

2

Expected
savings

from self-

insurance

$200

8,000

30,000

75,000

250,000

1,006,000

Capital
at risk

3 4

$200,000 0.1%

400,000 2

600,000 5

750,000 10

1,000,000 25

3,000,000 33

Table 2: Rate* of retu*n for various SIRs il/F
(In thousands of dollars)

1 2 4

Expected
retained

losses and

expenses

$1,000

1,230

1,400

1,630

Cost of

excess

insurance

$1,500

1,120

866

600

self-insurance might result in greater
efforts to cut claim costs and exercise

good loss control.
Let's look at some other examples

from Table 1. The remaining cases might
represent workers compensation claims.
As we move down the table to larger
risks, several things happen.

• The expected savings from
self-insurance drops from 40% of
premium down to 10%. This drop is
largely due to greater efficiencies that
insurers can exercise in servicing larger
accounts. It is also due to the greater
competitive pressures that insurance
companies face in serving larger
accounts. Their greatest competition in
this regard is often self-insurance itself.

• The capital at risk, as a percentage
of the annual premium, drops
dramatically. In these cases, we have
defined capital at risk by determining
what annual aggregate losses are at the
99th percentile confidence level and
subtracting the insurance premium.

By 99th percentile confidence level we
mean that in only one year out of 100
would total losses exceed the indicated

amount. If we were at the 95th percentile
confidence level, then total losses would
exceed that amount only once every 20
years. The reason the capital at risk (as a
percentage of annual premium) drops
quickly is that the viability of total losses
improves significantly when there is a
larger volume of claims.

• The rate of return on capital at risk
improves dramatically as the size of risk
increases. In many situations, this rate of
return becomes attractive when the risk

is of a size that it is paying annual
premiums in the range of $150,000-
$300,000 for workers comp or other
coverages with similar loss potential.
Perhaps this is the kind of statement you
were looking for, but let me emphasize
that every situation is unique and there
are no infallible rules of thumb.

Your second question focuses on the
decision-making process in selecting the
best SIR. From a practical standpoint,
your options are limited by whatever is
available in the market in terms of

excess coverage over an SIR. In recent
years, this has meant that the minimum

3

Expected
cost of

self-insurance

program

$2,500

2,350

2,250

2,230

Expected
savings

$2,BOB(3)

$300
450

550

570

Capital
at risk

Expected
rateof

return

$1,520 20%

1,800 25

2,540 22

3,460 16

SIR possible is $100,000 or more. If this
minimum level of retention presents an
unacceptable level of risk to your
organization, then you may be limited to
various deductibles of smaller size. Even

if this is the case, the type of analysis
described below would still be helpful in
selecting the best deductible.

There is a fair amount of literature on

factors to weigh in this decision from a
general risk management perspective. So
I will confine my remarks to describing a
quantitative approach to this problem
that can be used in conjunction with
more subjective criteria.

In a nutshell, the best SIR is the one

that will result in the highest rate of
return on your capital at risk. Table 2
illustrates some sample calculations.

In constructing Table 2, an actuarial
analysis was performed of recent loss
experience in order to estimate expected
retained losses at each of several SIRs.

For each of these SIRs, a simulation

analysis was conducted to estimate total
losses at the 99th percentile confidence
level. The capital at risk was then
estimated as the amount by which this
exceeded the cost of insurance.

In this example, the rate of return rises
from 20% at an SIR of $100,000 to 25%
at an SIR of $200,000, and then declines
with each successively higher SIR. Thus,
this analysis indicates, all other concerns
being satisfied, that $200,000 is the SIR
that should be chosen.

There are two reasons why the rate of
return for SIRs above $200,000 continues
to decline. First, the amount of capital at
risk grows very rapidly as the SIR
increases. This is due to the rapidly
increasing exposure to very large claims.
Second, the expected savings from
successively higher layers of retention
grow at a relatively slow rate-because
the cost of excess insurance above the

SIR tends not to decline as rapidly as it
would if it were solely based on expected
losses above the retention. This is due to

an excess insurer's need to collect a basic

premium to cover fixed operating
expenses and in part to the fact that, as
the SIR rises, the excess insurer is faced

with longer and longer "payback"
periods if a major loss is incurred.

Rate of

retum

Another way to look at this is to say
that the higher the SIR, the higher the
risk assumed by the excess insurer,
relative to the premium it collects.
Because of this higher degree of risk, the
excess insurer must seek a higher profit
margin on this business to induce it to
accept that risk. That leaves less of the
premium available to cover losses.

Several comments should be made

about this type of retention analysis:
• First, it does lead to a definite

recommendation and this can be very
helpful in an area where it might seem
that all decisions are necessarily
subjective or even arbitrary.

• Second, using a different confidence
level, such as 90% or 95% instead of 99%,
will obviously change all the indicated
rates of return. However, it most likely
will not change the key result of the
analysis-the SIR that will result in the
highest rate for return.

• Third, quotations for excess
insurance are a critical input to this
analysis. When market rates for excess
insurance change significantly, the best
SIR should also change significantly. A
prudent self-insured should be carrying
relatively lower SIRs during a soft
markets--like today's-and relatively
higher ones during a hard market.

As with any analysis, the findings are
only as good as the quality of the loss
information and the accuracy of the
assumptions upon which it is based.
Despite some shortcomings, computer
simulation of the potential degree of
variability in loss experience can yield a
proper appreciation of the degree of risk
a self-insured is assuming and provide a
reasonable guide to key decisions on the
best SIR for any given situation.

Would you like advice from an
experienced cotteague on a risk
management, benefit management or
actuarial problem? Four features in the
Perspective section of Business
Insurance can give you some answers.

Ask A Casualty Actuary, Ask A
Benefit Actuary, Ask A Benefit Manager
and Ask A Risk Manager answer written
questions from readers on risk and

benefit management issues and actuarial
problems.

This month's column

>* »» »-ff* on actuarial issues in
2 the casualty fietd is

written by Richard E.
Sherman, a principal
with Coopers &
Lybrand in San
Francisco. Wittiam J.

A Miner, an actuary with
*.f The Wyatt Co. in

. Chicago, answers
Mr. Sherman actuarial questions in

the benefits field. Susan
M. Werner, director of risk management
at Hardee's Food Systems Inc. in Rocky
Mount, N.C., answers risk management
questions. And, Joseph W. Duua, director
of employee benefits at Allied-Signal Inc.
in Morristown, N.J., answers benefits
management questions.

Mr. Sherman's and Mr. Miner's

columns appear alternately on the first
Monday of each month. Ms. Werner's and
Mr. Duva's columns appear alternately
on the second Monday of each month.
Mr. Sherman's next column will appear
in May.

Address your questions to ASK,
Business Insurance, 740 N. Rush St.,
Chicago, Itt. 60611. Please give us your
name, title and employer; however,
Business Insurance witt consider
unsigned letters.
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Cologne Re predicts
25% boost in profits

BONN, West Germany-West
German reinsurer Cologne Rein-
surance Co. predicts a 25% in-
crease in aftertax profits for 1988
primarily because the company
was not hit by any of the major ca-
tastrophes that plagued world
markets last year.

In a preliminary statement be-
fore its results are published in
November, Cologne Re announced
at the end of last month that after-

tax profits were likely to rise to 20
million deutsche marks ($11.3 mil-
lion at year-end 1988 rates) from
16 million deutsche marks in 1987

($10.2 million at year-end 1987
rates).

Juergen Zech, the company's
chief executive, also forecast a 14%
growth in gross premium income to
1.9 billion deutsche marks ($1.1
billion) from 1.7 billion deutsche

marks ($1.1 billion). Including Co-
logne Re's subsidiaries, a premium
income of 2.3 billion deutsche

marks ($1.3 million) is expected,
up 16% from 1987.

Mr. Zech attributed the increase

in profits to Cologne Re's minor
losses in the $1.4 billion Piper
Alpha North Sea oil platform di-
saster and from Hurricane Gilbert.

In contrast, in 1987, the company
suffered from very large claims on
such disasters as the October 1987

European windstorm and a New
Zealand earthquake.

Improved results from Cologne
Re's overseas business and higher
investment returns also helped to
lift profits in 1988, according to
the company.

In 1987, Cologne Re's investment
profits had been badly dented by
the stock market crash.

-Bu Herbert Fromme

Grand Union

HONG KONG-Hong Kong-
based insurance company Grand
Union Insurance Co. Ltd. is no

longer writing direct insurance
business in Hong Kong.

A notice from the Registrar Gen-
eral of the Hong Kong Insurance
Authority in the Hong Kong Ga-
zette in January requires Grand
Union Insurance "not to effect any
new contracts of insurance or to

renew any existing contracts of in-
surance other than contracts of re-

insurance, in or from Hong Kong
with effect from 14 January 1989."

A spokesman for Grand Union in
London said the company has
"opted not to write local direct in-
surance business and informed the

Hong Kong Registrar accordingly,"
which resulted in the notice in the

Hong Kong Gazette.
It has been a policy of Grand

Union since the 1980s "to write

only a minimum of local direct
business and concentrate on rein-

surance business because of the

keen competition for local business
by more than 300 insurance com-
panies in Hong Kong, which often
resulted in abnormal rate cutting,"
said a Grand Union statement.

The company, now part of the
Malaysian conglomerate Pengka-
ten Holdings, recently announced
plans to expand its worldwide op-
erations, particularly in Europe
(BI, Nov. 21, 1988).

Meanwhile, Grand Union Insur-
ance is defending several lawsuits
filed both in London's High Court
and the Supreme Court of Hong
Kong by ceding companies seeking
payment of claims on insurance
and reinsurance policies placed
with Grand Union in the late

1970s and early 1980s (BI, April 4,
1988).

-By Carolyn Aldred

Skandia sells interest
STOCKHOLM-Swedish insur-

ance group Skandia International
Holding A.B. has sold its interest
in subsidiaries of West German in-

surance company Nurnberger Ver-
sicherungen for an undisclosed
amount, the company announced.

Skandia's 12.5% share in Nurn-

berger Leben (Nurnberg Life) was
sold to the Italian insurer Istituto

Nazionale delle Assicurazioni, a
Skandia spokesman confirmed.

Also, the company's 2.5% sta ke
in Nurnberger Allgemeine, the
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Continued from previous page
other branch of the Nurnberg
Group, was sold to a group of pri-
vate investors.

Neither sale price was an-
nounced.

Skandia International will re-

main as one of the leading rein-
surers of the Nurnberg Group,
however, the Skandia spokesman
said.

Hans Dalborg, president and
chief executive officer of Skandia

International, said he was "very
satisfied" with the deal.

"We released cash which can be

channelled into expanding areas
such as non-life and unit-linked

life insurance," said Mr. Dalborg,
who added that he was pleased
Skandia would remain on good re-
insurance terms with the Nurnberg
Group.

Meanwhile, Skandia moved

nearer to its acquisition of Vesta
General Insurance Co., Norway's
second-largest insurance group,
when the Vesta board approved
Skandia's 800 million Norwegian
krone ($119.6 million) bid Jan. 12.

Skandia's spokesman said the
next step is for the Norwegian gov-
ernment to exempt Skandia from a
law limiting foreign ownership to
10% of the shares of Norwegian life
insurance companies.

Skandia, which is trying to build
a Pan-Scandinavian network, has
pledged to sell Vesta's life subsidi-
ary known as Hygea to a Norwe-
gian company to assure compliance
with this law.

A previous Skandia attempt to
buy a 50% stake in Vesta in 1988
foundered when the authorities re-

fused to grant the waiver (BI, May
16,1988). Vesta controls 18% of the
Norwegian non-life insurance

market.

Also, Skandia said ALM Brand
A.F., which bought Skandia's 51%
stake in Copenhagen Reinsurance
Co. at the end of the year, has not
yet made a formal offer to the
shareholders who hold the other

49%, but is expected to do so
shortly.

-By John Parry

Hull mutual

GOTHENBURG, Sweden-The
Swedish Club, a hull mutual in-

surer, reported last year's under-
writing losses before expenses
were unchanged at 30 million
Swedish krona ($4.9 million at

year-end 1988 rates), but profits
from investments rose 6 million

Swedish krona to 80 million Swed-

ish krona ($13.1 million at year-
end 1988 rates).

The Gcthenburg-based club's
1988 annual report is not due until
April, but Claes Lindh, head of un-
derwriting, said gross premium in-

come was "slightly weaker" than
the 403 million Swedish krona

($70.1 million at year-end 1987
rates) in 1987.

Mr. Lindh blamed a "very soft
market and heavy competition" for
a reduction in premium income.
Pressure on rates was only partly
offset by progress in loss preven-
tion.

Growth was mainly provided by
the Far East, while the number of
vessels from European markets re-
mains stable.

Mr. Lindh said hull rates were

generally too low. He expects ship
repair costs to rise, as shipyards
have more shipbuilding orders and
are no longer willing to offer re-
pairs at low prices just to keep the
yards occupied.

The fleet insured by the club re-
mains largely unchanged. On Jan.
1, 1989, the Swedish Club had 488
vessels with a gross tonnage of 12
million tons on its hull insurance

books, down from 516 ships weigh-
ing 13.3 million tons last year and

With the right partner,
you'll have smooth sailing.

·. I

A 6

i Ul hristopher C " ...
.Columbus ) 2 . .

.and Queen Isabella C . 2,.-
provedthatagood Z 2
parmership is the j 3 : 
best way totest < ,; , N

l

-'i

2 0. I i'- r. ti(ff' ..

f
6.0 2

1

l

1\

Introducing Partners Plus.
We'll help you discover the
potential of Group Long Term
Disability.

With Partners Plus from Employers
Reinsurance, you can quickly tap
into the booming GLTD market.

Without investing a lot of money.
Or assuming a lot of risk.

Partners Plus provides you with
everything you need. From a tailor-
made policy, to administrative
software, to claims service.

And unlike many companies,

we don't compete with you in the
marketplace.

Best ofall, Partners Plus offers you
ultimate ownership of the business.

For more information, call toll-
free 1-800-255-6931. We're the

partner you've been looking for.

5' Employers Reinsurance Corporiation

605 ships weighing 15 million tons
in 1987.

But in terms of insurance values,
the fleet rose to 35 billion Swedish

krona ($5.7 billion at year-end
1988 rates) from 29.5 billion Swed-
ish krona ($5.1 billion at year-end
1987 rates), according to the club.
Of that, 33 billion Swedish krona
($5.3 billion) was insured with the
Swedish Club, compared with 27.6
billion Swedish krona ($4.4 billion)
the previous year.

The Swedish Club also did not

see any major changes in renewals
for protection and indemnity cov-
erage. On Jan. 1, the club had 332
ships weighing 5.1 million gross
tons as P&I members, compared
with 327 ships weighing 5.3 million
tons on Feb. 20, 1988.

For war risk insurance, the club

covers 331 ships with an insured
value of 23 billion Swedish krona

($3.7 billion) as of Jan. 1, com-
pared with 351 vessels insured at
the same value last year.

-By Herbert Fromme

Australian insurer

SYDNEY, Australia-The price
of stock in Australia's largest pub-
licly owned general insurance com-
pany, FAI Insurances Ltd., has de-
clined 39% since the death of its

founder and chairman late last

year.

In the three months since Larry
Adler's death, FAI stock has
slipped to $2.67 Australian ($2.13)
per share from a high of $5.20 Aus-
tralian ($4.14) per share 12 months
earlier. The company's uncertain
future under the new leadership of
Mr. Adler's son, Rodney Adler, has
contributed to its underperfor-
mance, observers note.

While Rodney Adler has ac-
cepted responsibility for the day-
to-day running of the company as
chief executive, he has declined the
dual role of company chairman and
chief executive officer. Instead,

John Landerer is acting as FAI's
executive director and Bruce Cor-

lett is now deputy chairman.
Rodney Adler, an accountant

with a master's degree in econom-
ics, joined his father's company in
1984 as investment manager and
was appointed a director in Jan-
uary 1988. He had previously
worked in London with Lloyd's of
London broker Stewart Wrightson
Holdings Ltd. and stockbroker
Laing Cruickshank.

He recently said FAI was Aus-
tralia's largest professional indem-
nity underwriter and had recorded
underwriting profits every year for
the past five years, but he wants to
see an expansion in the non-life
and life insurance market.

His father, a prominent figure in
the Australian market, came to

Australia from his native Hungary
in 1950. He worked for 10 years as
a taxi driver and railway clerk be-
fore founding Fire & All-Risks In-
surance with only $56,000 Austra-
lia ($44,576) in capital at the age of
29 in 1960.

His astute investing saw FAI
weather the October 1987 stock

market crash and post a record
75% rise in aftertax profits for the
six months ended Dec. 31, 1987.

FAI's year-end 1988 profits
jumped to $172 million Australian
($146.9 million at year-end 1988
rates), mainly from his clever in-
vestment strategy rather than from
insurance underwriting.

Before his death at the age of 57,
Larry Adler had launched legal ac-
tion against the Australian Com-
mon,vealth Government's National

Companies and Securities Com-
mission over its comments on the

purchase by an FAI subsidiary of
shares in the failed Ariadne Aus-

tralia group.
However, his son said the case

was not being actively pursued at
present because he wanted to con-
centrate on building up the busi-
ness without any "major prob-
lems."

-By Kate McIlwaine



St. Paul Cos. promotes Leatherdale
Douglas W. Leatherdale has

been named president and chief
operating officer
of The St. Paul *„ »il--

Cos. Inc. of St. 4 3,1

Paul, Minn.,and :,subsidiary St.
Paul Fire & Ma- 4,/ .rine Insurance CO.

Mr. Leather-

dale succeeds

Robert J. Haugh,
who will remain Mr. Leatherdale

chairman and

chief executive officer.

Mr. Leatherdale had been execu-

tive vp and chief financial officer
since 1982 and was named a direc-

tor of the company in 1981.
Also, Kenneth F. Goldstein

named executive vp of The St. Paul
Cos. and St. Paul Fire & Marine.

In other insurer changes:
Robert W. Bruce III named

president of Fireman's Fund Corp.
of Novato, Calif. Mr. Bruce, who
also will retain his position as chief
investment officer, succeeds Wil-
liam M. McCormick. Mr. McCor-

mick remains chairman and chief

executive officer of Fireman's

Fund Corp. and subsidiary Fire-
man's Fund Insurance Co.

In addition, Robert T. Marto
named chief financial officer at

Fireman's Fund Corp.
And, at Fireman's Fund Insur-

ance Co., Joseph W. Brown Jr.
named chief operating officer and
Raymond Barrette named chief
financial officer.

William P. Link named presi-
dent-group operations of The Pru-
dential Insurance Co. of America

of Holmdel, N.J. Mr. Link succeeds

Lesley L. Raison, who is retiring.
Bill Wong ap-

pointed senior
vp-claims, and

Alan Young ap-
pointed senior
vp-technical

, claims for Ar-
gonaut Insur-
ance Co. of

Menlo Park,
Calif.

Mr. Wong Paul J. Longo

pronnoted to vp-
product devel-
opment at

United Commu-

nity Insurance
„ Co. in Latham,

N.Y., a subsidi-

ary of Lawrence
Group Inc.

Donald F.

Wurster named

Mr. Young president of Na-
tional Indemnity

Co. and National Fire & Marine In-

surance Co. of Omaha, Neb.

James G. Cohen appointed resi-
dent vp of Peerless Insurance Co.

of Keene, N.H., and resident presi-
dent of Excelsior Insurance Co. of

Syracuse, N.Y., units of Nationale-
Nederlanden U.S. Property & Ca-
sualty Holdings Inc. of Keene, N.H.
Mr. Cohen previously was branch

underwriting manager with CNA
Financial Corp.

Kenneth G.T. Drysdale named
chairman of Wm. H. MeGee & Co.

Inc. of New York, a previously va-
cant position. Mr. Drysdale also is
chief executive officer.

Additionally, Robert E. Howe
named president, succeeding Mr.
Drysdale, and chief operating offi-
cer.

Ralph C. Folz appointed vp-
managed care services group of
Metropolitan Life Insurance Co. of
New York.

Larry R. Plum named president
of The Cincinnati Casualty Co. of
Cincinnati. Mr. Plum succeeds re-

tiring Hayden D. Davis Jr. Mr.
Plum also is senior vp of parent
company The Cincinnati Insurance

Co. and director-personal lines for
the company and Cincinnati Ca-

Comings & goings: industry
sualty and The Cincinnati Indem-
nity Co., all units of Cincinnati Fi-
nancial Corp.

Edward J. Charlton named vp
at Reliance Insurance Co. of Phila-

delphia.

David W. Ryan appointed man-
ager-Eastern region for Harbor In-
surance Co. of Los Angeles and
subsidiary Pacific Insurance Co.
Mr. Ryan, who is a vp of the com-
panies, is based in New York.

Douglas H. Patterson joined
Pinnacle Insurance Co. of Carroll-

ton, Ga., as vp and claims manager.
Most recently, Mr. Patterson was
vp-claims for Dependable Insur-
ance Co.

Associated Mutual Insurance Co.

of Woodridge, N.Y., has appointed
Benjamin Posner chairman; Sa-
muel K. Cohen vice chairman;
Wallace M. Berkowitz president;
and Zane A. Morganstein senior
VP.

Wayne M. Geurink appointed
vp-Milwaukee region of Wausau
Service Corp. of Wausau, Wis.

Richard V. Nunes named presi-
dent and chief operating officer of
UniCARE Insurance Co. of Irvine,
Calif. Mr. Nunes succeeds E.T.

Banning, who was named vice
chairman.

Agents/brokers
D. Michael Enfield joined

Frank B. Hall/San Francisco, a di-
vision of Frank B. Hall & Co. of

California, as chairman and chief

executive officer. Previously, he
was a managing director with
Marsh & MeLennan Inc.

Johnson & Higgins Vp Douglas
N. Smith named manager of the
broker's New York international

department.
In the Boston office of Fred S.

James, Vp John H. Harrington
named manager-national accounts
and Patricia L. Collins joined as
vp and manager-commercial. Most
recently, Ms. Collins was director-
risk management for EG&G Inc.

Raymond E. Brooks joined
Fred S. James' Detroit profit cen-

ter as vp and manager-aviation.
Mr. Brooks was previously vp and
treasurer with Transcon Insurance

Ltd., a subsidiary of Ford Motor
Co. Also, Robert E. Pullan ap-
pointed vp in the Detroit ofiice.

Gary E. Lasko named senior vp
and director-management infor-
mation systems at Fred S. James in
New York.

The international division of

Alexander & Alexander Inc. of

New York announced the following

appointments: Thomas J. Drag to
senior vp in New York; Douglas B.
Fay to vp and regional interna-
tional sales executive for the

greater New York region; and
Charles J. Reilly to vp and re-
gional international sales execu-

tive for the Northeast region in
Boston.

Also, Paul A. Marzec joined
A&A's international division as vp
and regional international sales
executive for the Midwest region in
Chicago. Previously, he was an as-
sistant vp with RBH of Illinois in
Chicago.

Gary K. Brown appointed man-
aging vp in the Baltimore office of
A&A.

John D. Howard named manag-
ing vp in the Houston office of
A&A.

Alexander & Alexander of Ari-

zona Inc. announced the following
appointments to vp-commercial
production unit: Kay Salmon,
Phillip Marsh, Jay Yeomans,
Michael Ketcham and William

Charles.

Also, Peggy Schley joined the

firm as vp/marketing manager. Ms.

Schley previously was branch
manager for Reliance/United Pa-
cific Insurance Co.'s Phoenix,
Ariz., office.

Hideo Ishii named vp and head
of the new Atlanta office of Ka-

dowaki Associates International

Corp., a subsidiary of A&A Inc. Mr.
Ishii previously was manager of
Japanese Affairs for the Georgia
Department of Industry and Trade.

Karen Geldner named senior vp
of Shannon & Luchs Insurance

Agency Inc. of Washington, D.C.

Jim Bussio, vice chairman and
executive vp of Jardine Emett &
Chandler Inc. Los Angeles, named
senior vp of the parent company,
Jardine Emett & Chandler Inc. of
San Francisco.

Alan S. Klein promoted to exec-
utive vp and Robert Feldman
promoted to vp at NIA Profession
Plans Inc. in Paramus, N.J.

Karlton F. Gempler named
president of A.M. Myers of Minne-
apolis.

Stanley Shreve named vp of
Wallace, Welch & Willingham Inc.
of Tampa Bay, Fla.

Marsha B. Todd promoted to
regional vp for Roanoke Interna-

tional Insurance Agency Inc. in Ti-
moniom, Md., a subsidiary of
Roanoke Agency Inc. of Schaum-
burg, Ill.

Also, Jack J. Moran appointed
vp of Roanoke International
Agency Inc. in New York, another
subsidiary of Roanoke Agency Inc.

Benisch & Co. of Orange, N.J.,
announced the following appoint-
ments: Abner Benisch, formerly
president, to chairman; Myles H.
Adelman to president; and Joel
M. Benisch to executive vp

Charles H. Jennisch promoted
to vp-claims for Kirke-Van Orsdel
Inc. of Des Moines, Iowa.

Continued on next page
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11 1 al. Comings & goings: industry
Continued from prevaous page Michael G. Flagiello and Mi-

.

Reinsurance chael J Nicholas named vps of
Facultative ReSources Inc of

/1..' -3- - Gary Meek named vp of inter- Greenwich, Conn
mediary Sullivan Payne Co of William H Sampson appointed

: -.r-BusfRl'=' Seattle Mr Meek lS based In the vp and manager-treaty casualty
--- e Dallas office undeiwriting at North American

D . .. Roy M Wes- Reinsurance Corp of New York
 le¥ promoted to Scor ReinsuranceCo of New

 vp-account ser- York announced the following pro-Business Insurance gives you total news coverage of 10.6
prevention, risk financing and benefit management Eve·y name (please print) vices in the fa- motions Nolan Asch to senior vp/

week Annual subscription (52 issues) in U S dollars 476< cultative divi_ actuary, Larry Bachel to senior
(Check here ) Me Sl On

Surface Mall By Air telephone o f vp-facultative property and Lou
USA Il $70 0 $147 -Al ,, Princeton,NJ- Adanio to assistant vp-facultative
Canada El $102 j $157 company a60 based American property/New York branch man-
Bermuda (air only) m $152
United Kingdom E] $150 or £83

Re-Insurance ager
rature of business Mark W. Hinkley named seniorEurope/Middle East 0 $150

All other foreign © $102 Rates on request David C vp and director-marketing at
0 new subscription El renewal 0 payment enclisec D business or ¤ home address Mr. Wesley Benson joined Skandia America Group of New

0 bill me [l bill company intermediary York Also at Skandia, Ronald L

O Please send mformation on your special 20%-offgroup
city state/country zip/postal code Cooper Gay Steele & Co Ltd as Wilson named vp and chief actu-
0 I prefer not to receive information or advertising by mail

rate for five or more subscriptions vp In his most recent position, Mr ary
from companies not affillated with Crain Communications

Mail to: Business Insurance, Circulat,on Dept., 965 E. Jefferson Ave., Detroit, MI 48207 4COU9
Benson was president of Benson
Consultants Inc

Excess/surplus
James D. Knupp Jr. named vp

of Crum & Forster Managers Corp
and International Surplus Lines

: HmAN Insurance Co in Chicago
t* Donna Senger promoted to vp

of Burns & Wilcox Ltd in Stimitment. Louis

HMOs/PPOs

PM Group, guiding the way Max L. Powell III named chief

executive officer of South Port-in Ing Term Disability, makes
{ MINg land, Maine-based WellCare of

a commitment to service. And New England Inc Mr Powell is

to yoll. By ofFering a Long
based in Dedham Mass

r A- l
41 S Donald B Nystrom Joined Blue

Term Disability program that Cross & Blue Shield of South

Carolina as senior vp-malor group
. .f is easy to sell, with competitive marketing Previously, Mr Nys-

commissions and quick turn- trom was vp-group marketing for
Allstate Life Insurance Co

j around on proposals.
All from PM Group Life ,

. m
Other suppliers

4 47** 4 Insurance Co.,awholly ,,..,...,.,4:r= b Gregory J

owned subsidiary ofpacift«:9-«W- . 35:.P_ .*r,/'' i
Wiber joined

.
Buck Consul-

V'/5.3
.:*rMutual life Insurance Com- tants Inc of

New York as a

pany. Pacif;c Mutualis ratec benefit consul-

gri. 1. 314. A+ (Superior) by A.M. Best ec>* tant In his most

recent position,
and has more than $25 billicr

4 :. Mr Wiber was a
11/f

LS. 5., A k- oflife insurance in force. principal with
A Foster Hig--S

. *4, Extend our commitmert :o gins & Co Inc Mr Wiber
Dennis

C your clients. Offer them Lon2
{* Aaron promoted to vp-product de-

& 'N/3, , Term Disability coverage from sign for Risk Sciences Group based
in Corte Madera, Calif, a subsidi-the Power of the Pacific. CaI
ary of Atlanta-based Crawford &

PM Group today. CO

Elizabeth S. Trainer named a

PACIFIC MUTUAL principal of Yaffe & Co Inc of
Baltimore

Additionally, Stephen W. Kad-

ee lubowski Joined the company as a
group benefits consultant In his
pievious position, Mr Kadlu-
bowski was a senior underwriter

PM GROUP with Blue Cross/Blue Shield of

Maryland
Member Pacific Financial Companies And, Terri Mrozinski joined

THE POWER OF THE PASIFIC Yaffe as a pension actuary Ms

1 800 544-3600
Mrozinski, in her most recent posi-
tion, was a senior pension adminis-

700 Newport Center Dnve. Newport Beark ·- A 926,0 trator at Pollard & Associates

William M Mercer Meidinger

/& Hansen Inc of New York named

the following as principals in the
/ company's Detroit office David

*/1, R. Fletcher, Laurence M. Gel-
4

man, Lawrence R. Smith and
r \ Timothy L Williams

I. j Hubert L. Valdemoro joined
Mercer's Dallas office as a consul-

tant Previously, Mr Valdemoro
1 I I *. was a vp with Johnson & Higgins

of New York

Charles W. Soucy named senior
consultant of J H Albert Interna-

tional Insurance Advisors Inc of

Needham Heights, Mass
Linda Hill named vp-operations

f f ** of Recovery Unlimited Inc and
James R. Gabel named vp-opera-
tions/special risk division of Ad-
Justing Services Unlimited Inc
Both companies are subsidiaries of
Michigan Claim Service Inc of
Okemos, Mich
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i Markets
The Wyatt Co., one of the nation's

largest actuarial and risk manage-
ment consulting firms, is expand-
ing its consulting services to in-

clude aviation risk management
with the recruitment of a new con-

sultant.

The new aviation division, based

in Wyatt's Philadelphia office, is
led by Jay Lavenson, a new Wyatt
consultant responsible for design-
ing and heading the aviation risk
management division.

Before joining Wyatt to launch
its new aviation risk management
unit, Mr. Lavenson was the presi-
dent of Reading, Pa.-based Avia-
tion Insurance Center Ine., a gen-
eral aviation insurance broker.

Prior to that, he was executive

vp of AOPA Service Corp., serving
as director of insurance for the

world's largest civil aviation asso-
ciation. But his longest association
was as an aviation insurance bro-

ker with Bayly, Martin & Fay Inc.
in Philadelphia, from 1969 to 1983.

At Wyatt, Mr. Lavenson is spe-
cializing in consulting to busin-
esses directly related to the general
aviation industry, excluding the
major airlines.

These types of businesses in-
clude:

• Airports.

• Private and corporate aircraft
owners.

• Airplane component and
avionics manufacturers.

• General aviation centers that

rent, repair, charter and sell air-
craft or provide flight instruction.

• Aircraft leasing companies.
• Hospital and other facilities

where air transportation is used in
emergency situations.

"We will provide a range of con-
sulting services to companies in-
volved with the aviation industry,

ranging from helping them under-
stand their insurance policy and

liabilities to administering work-
ers compensation programs and re-
designing employee benefit pack-
ages," explained Mr. Lavenson.

Wyatt's aviation risk manage-
ment consulting venture is the first
of its kind in the United States.

"Our services are special because
we are the first company in the
U.S. acting as consultants for the
aviation industry, representing
their interests to insurance brokers

and helping them get the most cov-
erage for their money," Mr. Laven-

son explained.
Expertise and resources from

other specialized divisions of
Wyatt's international network will

be available to meet specific avia-
tion industry needs, he added.

"We can can pull from one office
that specializes in employee bene-
fits, another for workers compen-
sation and another for actuarial

needs."

For more information contact

Mr. Lavenson, Consultant-Avia-
tion Risk, The Wyatt Co., 1700 One

Penn Center, Philadelphia, Pa.
19103; 215-569-4665.

Forum Re regroups
Under a new restructuring plan,

Forum Re Group Inc. will merge
with its Forum Re Group (Ber-

muda) Ltd. unit to form a single,
U.S.-based company.

Under the proposed reorganiza-

tion-which is subject to share-
holder and regulatory approval-
stock in Forum Re Group (Ber-

muda) no longer will be publicly
traded.

Forum Re Group was known as
Aneco Reinsurance Ltd. before

Forum acquired a controlling stake
in the company in April 1988.

In exchange for their stock in the
Bermuda company, shareholders
will receive newly issued shares of
Concord, Mass.-based Forum Re

Group Inc. The number of shares in
the new company to be issued has

not been determined.

"We have taken this action be-

cause the boards and management
of both companies believe that the
consolidation of the two companies
will result in a more synergistic
business relationship, enhance the
long-term financial viability of the
companies and significantly im-
prove shareholder value," ex-
plained Mark G. Hardy, chairman
and chief executive officer of both

companies.

Mr. Hardy said the new reorga-
nization plan is an improvement
over restructuring plans an-
nounced last October (BI, Nov. 7,
1988). Under that arrangement,
Forum Re Group (Bermuda) Ltd.
was to become the group's flagship
company.

"With all the regulatory filings
involved, it's much easier for a

U.S. company to own a Bermuda
company than the other way
around. And all the filings had
been completed for the U.S. enti-
ties," he said.

Forum Re Group Inc. is a holding
company for several property/ca-
sualty insurance company and re-
insurance brokerage subsidiaries,
including: Millers National Insur-
ance Co. and Illinois Insurance Co.,

both of Chicago; and Petrosurance
Inc., Oil & Gas Insurance Co. and
Petrosurance Casualty Co., all of
Columbus, Ohio.

Forum Re Group (Bermuda)'s
key subsidiaries are Aneco Rein-
surance Underwriting Ltd. and
Forum Reinsurance Co. Ltd., a fi-
nancial reinsurer.

With the exception of oil and gas
business, underwriting production
for the group will remain with
Aneco Rensurance Underwriting,
headed by President and Chief Ex-

ecutive Officer Jonathan Crawley,
according to Mr. Hardy.

Forum Re Group has boosted
Aneco Re's capital by $10 million
to about $23 million, he noted.

Following completion of the

merger-expected by June 30-the
entire Forum Re Group will have a
combined underwriting capital of
about $80 million, Mr. Hardy pre-
dicted.

In addition, Mr. Crawley and
Forum Re Group's Clive Becker-

Jones will join the board of Forum
Re Group Inc.

Captive consulting
Robert M. Hunt, formerly senior

vp of underwriting/marketing at
San Francisco-based Beaver Insur-

ance Co., has opened a financial
risk management consulting firm.

The new company, R.M. Hunt
Associates, based in San Carlos,
Calif., offers consulting for captive
insurance and reinsurance pro-
grams and other risk funding al-
ternatives.

For more information, contact
Robert Hunt, R.M. Hunt Associ-

ates, 655 Skyway Road, Suite 110,
San Carlos, Calif. 94070; 415-637-
1290.

Drug management
United Healthcare Corp., a Min-

neapolis-based health care cost
management company, has formed
a new subsidiary that will special-
ize in prescription drug cost man-
agement.

Diversified Pharmaceutical Ser-

vices Inc. is offering United's pre-
scription drug management and
utilization review services to in-

sured and self-insured employers
as an unbundled product.

Diversified Pharmaceutical Ser-

vices provides drug interaction
monitoring, claims processing and
preferred purchasing arrange-

ments.

For more information, contact
Joan Darling, Marketing Director,
9900 Bren Road E., P.O. Box 1459,

Minneapolis, Minn. 55440-8001;
612-936-3693.

Reinsurance unit
North American Reinsurance

Corp. has formed a reinsurance
brokerage subsidiary designed to
help its treaty customers find rein-
surance capacity for hard to place
non-traditional property/casualty
lines.

The broker, New York-based
J.K. Battershill Reinsurance Inter-

mediaries Inc., will be headed by
President Peter F. Malloy. Mr.
Malloy also will retain his position
as senior vp of marketing with
New York-based North American

Re, a subsidiary of Swiss Reinsur-
ance Co. of Zurich, Switzerland.

For more information contact

Mr. Malloy at J.K. Battershill Re-
insurance Intermediaries Inc., 237
Park Ave., New York, N.Y. 10017;
212-907-8716.

New claims manager
Newly formed Professional Lia-

bility Claim Managers will provide
specialty claims service to legal,
medical and professional liability
insurance policyholders.

Some of the specialty services
offered by PLCM include claims
management, statistical report
production and loss reserve moni-
toring.

PLCM is an arm of Rollins Tech-

nical Services Co., a Chicago-
based subsidiary of Rollins Bur-
dick Hunter Co. that specializes in
technical service support for eli-
ents. RBH is a unit of Chicago-
based Aon Corp.

William P. Vit has been named

managing director of PLCM and
will retain his title as senior vp of
Rollins Technical Services.

For more information, contact
Mr. Vit at Rollins Technical Ser-

vices Co., 111 E. Wacker Drive,

Suite 2914, Chicago, Ill. 60601;
312-819-5100.

Preferred provider
New York-based United States

Life Insurance Co., a subsidiary of
USLIFE Corp., and Medical Net-
work Inc. of Portland, Maine, have
combined facilities to open a pre-

Call:

ferred provider network in Maine.
The newly formed USLIFE

CARE/MedNet PPO currently has
160 physicians and three hospitals
in its provider network.

The plan pays 90% of eligible
charges if a patient uses a partici-
pating physician. Utilization re-
view services also are included in

the PPO package.
For more information contact J.

Hugh Bailey, senior vp-group mar-
keting, The United States Life In-
surance Co. 3600 Route 66, Nep-
tune, N.J. 07754; 201-922-7525.

Insurance consultants
Five former senior officers of

Hartford, Conn.-based Conning &
Co. have formed a new consulting
and investment banking firm.

Concord Partners Inc. in Far-

Continued on next page
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For members only
Are preferred producer programs rewarding or discriminatory?

By LAURA MAZZUCA

Top Brass Excel. MVP. Elite. These words all con-
note VIPs: "very important producers".

Indeed, members of insurers' preferred agent pro-
grams are singled out and rewarded by insurers for
producing large and profitable books of business and
for exhibiting a high degree of professionalism.

But, while these exclusive clubs have grown in size
and importance over the last decade, preferred agent
programs concern some agents-including those who
belong to them.

Some agents complain that the arrangements are
available only to large producers, leaving small agen-
cies that cannot meet the minimum premium volume
production requirements in the cold.

Others believe preferred producer programs can
make insurers and agents beholden to each other,
which may compromise the "independence" of inde-
pendent agents.

Yet, preferred agent programs are flourishing, both
because they have been instrumental in helping agen-
cies and insurers grow and because they provide a sys-
tem for providing incentives and rewards for prolific
producers.

The programs' popularity is expected to continue to
grow despite recent moves by insurers to thin the
ranks of their appointed producers.

The advantages agents and brokers gain from pre-
ferred status include higher commissions, preferred
underwriting services, financial assistance with auto-
mation and perpetuation. low guaranteed loans and an
array of consultant services.

In return, agents and brokers that accept those priv-
ileges take on the responsibility of promising the in-
surer a larger volume of business, a crack at the
agency's best accounts and one of the top three slots
among the agency's insurers.

If handled correctly, preferred agent arrangernents
can provide both financial and personal benefits for
producers and insurers. said Don Himes, managing
vp-retail division of Poe & Associates, a Tampa, Fla.-
based insurance brokerage.

'By the very nature of what's put together (in a pre-
ferred agency contract), it's a more personal rela-
tionship," said Mr. Himes. "It's a chance to build those
people-to-people bridges that make a relationship."

Jerry W. Haug, vp of marketing for The St. Paul Cos.
Inc. in St. Paul, Minn., agrees.

'Like many companies, we discovered a limited
number of agents had a lot to do with our results,
and we wanted to recognize that," he said, referring to
St Paul's "Top Brass" program.

"I think there's a place for them," agreed Robert H.
Hilb, president of Richmond, Va.-based broker Hilb,

b

Rogal & Hamilton Co.
"It makes good business sense in efficiency and in

terms of sales and underwriting results," concurred
R. Keith Like, executive vp-commercial lines group
for Kemper Group of Long Grove, Ill.

An agent who has preferred status can get faster
quote turnaround and more responsive underwriting,
even on "a questionable piece of business," which can
mean the difference between success and failure in a

tight market, said Bruce C. Dunbar, president and
chief executive officer of broker MeGriff. Seibels &
Williams Inc. in Birmingham, Ala.

For example, because of MeGriff, Seibels' affiliation
with St. Paul's Top Brass program, it placed "a ton" of
business with St. Paul during the last hard market,
said Mr. Dunbar.

Indeed, "the proof of the pudding" on whether pre-
ferred programs work lies only in a hard market,
where insurers can prove themselves by continuing to
write business for their preferred agents and brokers,
said Conrad Foa, president of Foa & Son, a New
York brokerage.

"In a soft market. their importance fades. In the
hard market it's the entry that makes the differ-
ence of survival or finding a reasonable market," he
said.

For instance, during the last hard market, 'the only
people open were us." said Robert Nicosia, president
of Pilgrim Insurance Agency in Nutley, N.J. The
agency has a preferred agency contract as part of
Crum & Forster Inc.'s "Custom Agency" program for
commercial lines.

"I'm convinced it works, and it works best in a hard
market," he said. "I've seen it happen."

And, even some risk managers see the programs as a
plus for insurance buyers.

"It's more of an advantage to have that (guaranteed)
market," said Marge P. Layne, risk manager for the
California & Hawaiian Sugar Co. in Concord, Calif. "I
think, as a buyer, it's a benefit to me unless it's abused
to the point where it's very obvious," she added.

"The consumer could benefit from the solid rela-

tionship between producer and insurer," agreed Jon
Harkavy, direetor of government affairs for the Risk &
Insurance Management Society Inc. in New York.

But while many view preferred producer arrange-
ments as beneficial, others believe "preferred" is
merely a euphemism for 'discriminatory," and that
insurers are using the programs not simply to reward
good producers, but to winnow out the deadwood
among their agents.

That strategy presents an ironic Catch-22 for
Continued on next Page
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smaller, less profitable agencies that cannot meet the pre-
mium Iequirements set for the programs but which can bene- Insurers custom design
fit from them the most

"The industry is headed toward an era where you have to
be a big PI oducer to get the attention of the insurers If I
were a little agent, I'd be upset," said Mr Hilb of Hilb,
Rogal & Hamilton preferred agent programs

"Prefeired agency contracts are a smoke screen to the real
issue that the smaller agent is in a real squeeze," said Mr By LAURA MAZZUCA custom-made marketing program, which is annually ne-
Himes of Poe & Associates "Insureis can't afford to focus on gotiated by Kemper and the agency, Mr Like said They
the little guys when they (insurers) can do it in big chunks " Each insurer structures its preferred agent program dif- also must establish a perpetuation plan and install auto-

Although he believes that a preferred producer program is ferently, and most are willing to work closely with agents mation systems, he added
"a good thing for the Industry because lt and brokers to further customize the arrangement If needed, Kemper will loan an agency funds for auto-

1 recognizes what is necessary for distribu- "Every one of our programs is custom-designed, agency mation upgrades, perpetuation planning or the addition of
tion," these programs hurt "the lower 50% by agency, by branch managers," explained Jim Carey, producers
of the agency system"-small agencies that senior vp-commercial insurance, underwriting and prod- The emphasis of Continental Corp 's "Circle" program

* can't qualify for preferred agent status, uct management for Fireman's Fund Insurance Cos of also is on formulating an annual agency marketing plan
f€>,p said Gene McCrory, president of Northern Novato, Calif, referring to the insurer's "MVP" commer- and that's one of the major benefits an agency real-American Insurance Agency in Oklahoma cial lines preferred agent program izes from the program, said Walter Tarver, vp-marketing

City Mr McCrory also serves as chairman While most insurers require similar commitments from for the New York-based insurer
of the IIAA's agency contracts committee their preferred agents-such as a minimum premium vol- In fact, the Circle program, which was launched in Jan-

"Preferred agent programs? I haven't ume, sound profit history, regional compatibility and uary' 1981, was specifically developed for long-term mar-
even been able to talk to an insurer about that the insurer lS one of the agent's top three markets- keting distribution, "not as a reward for last year's per-

Mr McCrory them in four or five years," said Randy what an insurer offers its preferred agents depends mainly formance," he stressed
Blaine, owner of Multi-Line Insurance on what the insurer wants from those producers Of Continental's 3,500 agents nationwide, about 1,500

Agency, a one-man operation in Gillette, Wyo For example, if an insurer is concerned about the per- currently are Circle agents
Most national insurers require an agency to place at least petuation of the agencies that represent it, it will offer After the insurer targets an agency for preferred status,

$300,000 in premium volume with them to qualify for pre- consultation and financing to its preferred agents Or, if the local Continental office dispatches a team of Conti-
ferred status, said Mr Blaine Since his agency produces less marketing is a big consideration, the insurer could offer nental marketing, sales and service personnel to help
than $1 million in premiums per year, it is difficult to place marketing assistance the agency develop a marketing plan by line of business
that much business with just one insurer However, there iS a standard "laundry list" of perks based on premium volume and number of policies sold,

But smaller agents like Mr Blaine look in other directions generally offered to insurance agents with "preferred" said Mr Tarver
for the capacity they need Mr Blaine's agency represents status, including educational programs and seminars, This plan sometimes calls for reduced emphasis on or
many regional insurers, which he noted can offer him "all the low-interest guaranteed loans, advertising assistance, elimination of some lines of business, he added
advantages of a preferred agent program," without the small higher commission levels, bonuses and underwriting au- "We're not always seeking to address new business,"
pr int His insurers have helped his agency with increased thority Mr Tarver said

profit-sharing, computei installation and service While many Insurers require a preferred agent to main- Aetna Life & Casualty Co 's "Elite" commercial lines
"When I need help with this or that, I go to my companies tam a minimum premium volume, others are more con- program was initiated in 1984 to assist its agents in creat-

for individual deals," Mr Blaine added And, regionals cerned with the agency's growth potential or financial ing an annual business plan and to develop long-range
"don't jump from agent to agent like they do in the big city," stability planning, including automation and perpetuation advice,
he added (see story, page 36D) Kemper Group, for example, generally targets estab- said Ken May, marketing director-commercial insurance

For owners of agencies like Mr Blaine's who want pre- lished agencies for its preferred agent program but has no division for the Hartford, Conn -based insurer
ferred status, "the options are fairly limited," agreed Mr minimum premium volume requirement, said R Keith The insurer initially targeted agents already in the field,
Roth One option is for the small agency to merge, acquire Like, executive vp-commercial lines group for the Long "people who had proven over time that they had the same
smaller agencies or cluster, he said Grove, Ill -based insurer market appetite" as the Aetna home office, said Mr May

"When you talk to people and ask why they merged, they "We simply want enough volume to make lt efficient," Today, the basic criteria for Joining the program are the
all say 'market problems I've got to get big or get out,"' he said same, but Aetna now seeks preferred agencies that gen-
said Jerry T Hargrove, chief executive officer of Northsi(ie Agents in Kemper's "Excel" personal lines program and erate high revenues per employee and per producer An
Insurance Services. an $8 million Atlanta-based agency, and the "Partner Producer Program" for commercial lines Elite agency can produce from $250,000 to $10 million in
national education chairman for the PIA agents are issued a standard Kemper agency contract, annual premium volume, no minimums are set because

In addition to freezing out the little guy, some industry said Mr Like "we look for potential," he added
observers believe preferred producer programs compromise However, preferred agents are required to institute a Continued on next page
the relationship between insurers and producers

With a preferred producer arrangement, it can become too
easy for an agency to rely predominantly on the lead insurer, Hughes, executive vp at Mack & Parker Inc , a Chicago bro- Insurance Agents of Texas indicates that of the 750 Texas
said Lyle Roth, vp of Koelbel & Co, a Denver brokerage, and kerage But as the market softened m the last two years and agents responding, 30% were members of at least one pre-
chairman of the National Assn of Professional Insurance insurers were forced to cut costs, the emphasis shifted to ferred agent program
Agents' company relations committee "In a relatively short perks like consulting services and 'management enhance- The progi ams also seem to be appreciated by those who
span of time, an independent agent can become not-so-inde- ments," though the financial considerations are still impor- have them and are coveted by those who don't
pendent," he added tant The Texas survey indicated that nearly 75% of the 358

"I don't think they serve the best overall interest of in(ie- "The companies are desperately trying to reduce expense agents who said they have never belonged to a preferred
pendent agents," said A William Bailey, president of Bailey ratios, and make themselves and their agents more efficient," agent plan said they would like one, and 83% of those
Insurance & Financial Services in Waco, said Mr Hughes "Paying more commission isn't the an- who have lost preferred agent agreements said they are ac-
Texas Mr Bailey lS also a senior vp for the swer " tively seeking a new one
New York-based Independent Insurance "Increased commission is the least significant aspect that In fact, one of the ironies about preferred contracts is that
Agents of America makes it attractive," said Mr Nicosia of Pilgrim Insurance even those agents and brokers who are theoretically opposed

- 'I don't think it's right for a company to p Agency Instead, the most attractive element of preferred to them usually have one or two
give insureds better pricing from one agent programs is "how fast they can move" on underwriting, For example, Bailey Insurance & Financial Services agency
agency or another," said Mr Bailey "It's policy processing and other essential services has been a preferred agent for the past three years
discriminatory against the customer," he Other perks may not be essential but can certainly enhance "We have not specifically asked for them, but there are
said, noting that a client's selection of an an agency's luster some perks we felt we should take advantage of," he said
agency will be based solely on price "if The preferred agent programs that Davies & Association in These include profit-sharing, advertising (campaign funding
there's no demonstration of greater profes- Murray Hill, NJ, has Joined offer financial assistance for or cooperative advertising) and loans to hire a new producer
sionalism from one agency to another " Mr. Bailey advertising, automation, marketing and consulting services, Some agents may be attracted to preferred agent programs

The issue has even gone to court Last said James H Davies, president of the $10 million agency because they may be the best way to retain contacts with
March, a small California broker sued CIGNA Corp claiming Davies & Associates has already financed a new producer insurers
that his lack of preferred status caused his company to lose and a computer system with the assistance of such programs In an informal survey conducted last October, insurance
its largest property/casualty account to a agent that belonged "If you ask them, and they won't foot the bill for all of it, Industry consultant Watson Associates of Hartford, Conn,
to CIGNA's COMPAR preferred agent program (BI, March they will for part of it," he added observed that insurers had reduced their overall agency force
21, 1988) A CIGNA spokesman and an attorney for the While there are admitted pitfalls involved in preferred by as much as 40% compared with 1986 as they pared down
plaintiff, Stone Insurance Brokers of Pasadena, would not agent programs, most producers agree that, like it or not, expenses, battled for market share and identified loyal
comment because of ongoing settlement negotiations such programs are a permanent part of the Industry land- agents

But RIMS' Mr Harkavy points out that "the possibility scape While the cutbacks have "stabilized" since the Watson sur-
that a policyholder could be compromised by a producer-in- "It's an unavoidable fact that not all agencies are created vey was taken, there are no indications that insurers will be
surer relationship exists generically," so preferred status equal The old days of business as usual when we all got adding producers soon, a Watson spokesman said
doesn't imply an additional threat the same and did the same are gone," said Mr Nicosia of the Most insurers readily admit that preferred programs are

It's highly unlikely that a knowledgeable risk manager Pilgrim Insurance Agency "We're talking about entrepre- part of their strategy to reduce expenses by concentrating
would be taken in by a producer deliberately steering bust- neurial business here, not socialism " efforts and finances on the most productive agents
ness to an Inappropriate insurer, because risk managers And, although preferred agent programs have developed "Like many companies, we discovered a limited number of
know the market and the going commission rates, com- over the last 10 years as formalized ways of giving top pro- agents had a lot to do with our results, and we wanted to
mented Ms Layne of C&H ducers extra privileges, the reward concept is not new, said recognize that," said St Paul's Mr Haug, referring to the

Still others theorize that preferred agent programs can Mr McCrory of North American Insurance Agency Top Brass program
drive up insurance rates Agents were instrumental in promoting reward programs "There's no question that they (preferred programs) dis-

For example, if preferred agents are continually paid in order to be formally recognized by insurers for their criminate, but that's the very thing that agents have told us
higher commissions, insurers may eventually have to com- achievements, he added we need to do "

pensate by passing the expenses to the consumer through rate And, for their part, insurers "wanted to make sure the Not surprisingly, larger agencies are more likely to have
increases, said J Robert Hunter, president of the National agents that represented them were going to be there," said preferred agent agreements
Insurance Consumer Organization of Alexandria, Va Mr McCrory, whose own agency represents "seven or eight" Only 10% of the respondents to the Texas survey with less

If the existence of preferred status programs has affected insurers through preferred agent programs than $1 million in annual premium volume had one or more
the marketplace, the marketplace has also affected the pro- According to a June 1988 national survey conducted by The preferred contracts, compared with 35% of those in the $1
grams Merritt Co , an insurance publishing company in Santa Mon- million to $3 million category, 70% of those in the $3 million

At first, early in the 19805 when many of the programs lea, Calif, 60% of the agents polled have a preferred contract to $5 million category, 78% of those in the $5 million to $10
were introduced, preferred agent perks were centered around with at least one insurer million category, and 90% in the $10 million and over cate-
profit-sharing and higher commissions, noted Martin P A similar survey conducted last year by the Independent gory .
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Aetna's 49 field offices control

the preferred agency contracts and
manage the program, said Mr.
May.

The Elite agreement is a stand-
alone and doesn't change the
agency's standard contract with
Aetna, he said. "It's a relationship-
driven contract rather than a con-

tract-driven relationship."
Some insurers' programs stress

other concerns.

For example, when The St. Paul
Cos. Inc. started its "Top Brass"
program in 1984, most of the prin-
cipals of its candidate agencies
were ready for retirement, said
Jerry W. Haug, vp of marketing for
St. Paul in St. Paul, Minn.

As a result, a formal perpetua-
tion plan became a prerequisite for
admittance into the preferred pro-
ducer program.

To this end, St. Paul consultants
help to identify future agency lead-
ers within the company and work
with the targeted preferred agency
to develop a financial plan.

In addition, the insurer even
offers guaranteed loans to buy out
the preferred agency if perpetua-
tion isn't feasible, added Mr. Haug.

The agency also must follow a
formal marketing plan that re-
quires that it place 30% of its eligi-
ble business with St. Paul over the

next five years.
Other insurers also want both

agency commitment as well as
minimum premium volume.

For example, Hartford Insurance
Co.'s "VIP" program for personal
and standard commercial lines

business requires agents to pro-
duce a minimum premium volume
for the insurer, as well as have a
five-year strategic plan specifying
goals, resources and annual objec-
tives, said F. Herbert Brantlinger,
vp of marketing for the Hartford,
Conn.-based insurer.

The volume requirement varies
depending on the size, location and
expertise of the agency, he added.

Continental's Circle agents must
count the insurer as one of their

top three insurers, as well as place
a minimum of $500,000 in annual
premiums with Continental, said
Mr. Tarver.

Some smaller, regional insurers
also require minimum premium
volume standards from their pre-
ferred producer program merbbers.

Harleysville Mutual Insurance
Co. of Harleysville, Pa., a mid-At-
lantic regional insurer, has deve-
loped the "Honors" preferred
agent program, with criteria simi-
lar to that of national insurers,
said Roger Murphy, vp-marketing.
However, the minimum premium
volume requirement-between $1
million and $1.5 million-is gen-
erally lower than that of the na-
tionals, he added.

While insurers require differing
premium commitments from pre-
ferred agents, CIGNA Corp.'s
COMPAR program has a unique
requirement: Under the program's
"one-company concept," the agent
must show virtually all of its busi-
ness to CIGNA (see story, page
36A).

-It's an opportunity for us to in-
crease the operating efficiency of
an agent" by concentrating efforts
and dealing with the agent through
automation, said Ray C. Thomas,
senior vp-marketing operations for
CIGNA Corp. in Philadelphia.

COMPAR, which debuted in
1971, counts 244 agencies as mem-
bers. These agencies generated
$740 million, or 24% of the in-
surer's business, at year-end 1988,
said Mr. Thomas.

However, "In no way do we view
our COMPAR agents in any other
way than independent," he added,
since the agents can place some
specialty lines with other insurers.

Premium volume requirements
are not as important to some insur-
ers as an indication of strong fi-

nancial performance and a solid
book of business.

For example, under Fireman's
Fund's MVP program, the insurer
does not require agencies to pro-
duce a minimum premium volume,
but instead expects agencies to
have outperformed the insurer's
branch office in that region in
terms of profit margin over a
three-year period, said Mr. Carey.
The insurer also looks for a quality
book of business as well as formal
business and perpetuation plans.

Under Continental's Circle pro-
gram, the agency candidate must
have represented Continental for
at least three years and have shown
a profit for at least that long, said
Mr. Tarver.

And, Aetna's Elite program re-
quires the successful candidate to
show three to five years' profit and
growth and be operating in a fa-
vorable economic and regulatory

climate, said Mr. May. "Even-
tually, an Elite agency is one that
will outperform Aetna," he added.

Kemper looks for agencies that
are "growth-oriented," rather than
simply existing on the current
book of business, said Mr. Like.
The agency also must be large
enough to commit a large book of
business "to make it worth our
while."

Location is another important
consideration when an insurer is

appointing a preferred agency.
"We don't want them tripping

over other Kemper agents for a
piece of the business," said Mr.
Like. Rather than saturate a given
region with preferred agents,
Kemper wants to keep them spread
out, he explained.

"You will find us looking a lot
more critically at regulation and
profitability on where we place our
preferred agents,'' said Mr.

ouseness 1765Umnce, Maren 0, 1Y63 / 662

Thomas of CIGNA. "It's our job to
be on point to determine who's
going to sift out and be a winner."

Since Hartford traditionally has
concentrated on the East Coast and
needs to expand its market pene-
tration, the insurer has targeted
the Midwest and Southeast as re-

gions for growth, and plans to add
about 25 new VIP agents this year,
said Mr. Brantlinger.

But, unlike some insurers, Hart-
ford wants to keep the preferred
target small: Of the insurer's 6,500
agents, only 154 are VIP agents.

"Our goal is not to have a large
number of agents in this program,"
he said. Instead, Hartford will en-
roll no more than 300 VIP agents.

For insurers with preferred pro-
grams, the rewards can be great.

For example, Harleysville's 181
Honors agents produced 45.3% of
its 1988 written premium, said Mr.
Murphy. The company has a total

/.

of 1,100 agents.
While Elite agencies comprised

only 8% of Aetna's total agency
force in 1988, they generated al-
most 33% of the insurer's total
commercial lines and bond volume,
said Mr. May. Aetna hopes to in-
crease this percentage to as high
as 50% in the next five years by
adding more Elite agencies.

And, while Mr. Haug concedes
that there have been "some disap-
pointments" with St. Paul's Top
Brass program-the insurer had to
eliminate a handful of preferred
agencies because of "operational
conflicts"-the results have been
satisfactory.

The 217 Top Brass agents gen-
erated 22% of the insurer's vol-

ume in 1988, a figure St. Paul
wants to eventually increase to
35%, he said. Top Brass agencies
constitute 4.3% of St. Paul's 5,000
agencies. .

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

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

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

./
NATIONAl ASSOciATION OF

PROFESNONAL
INSURANCE
AGENTS

400 N. WASHINGTON ST.

ALEXANDRIA, VA 22314 703/836-9350

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

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

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

Name

Agency Name

Address

Zip

Phone ( )

Policy Expiration Date

Clip and return to: PIA's Errors & Omissions Dept.,
Professional Insurance Agents, 400 N. Washington St.,
Alexandria, VA 22314* 1-38881

*In Wyoming contact Nelson Insurance Agency,
RO. Box 311, Powell, Wyoming 82435
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Small agencies look to regional insurers
By LAURA MAZZUCA

Small insurance agencies-
which large national insurers sel-
dom court for preferred agent pro-
grams-get the special attention
they need from regional insurers.

Small agents can have the best of
both worlds by signing contracts
with regional insurers, which tout
stability, and maintaining ties with
national companies for the capac-
ity they offer.

Regional insurers typically are
committed to their geographic
home base, which frequently is not
the case among large national
companies, according to Patricia
A. Borowski, vp of government and
industry affairs for the Alexandria,

=r

Va.-based National Assn. of Pro-

fessional Insurance Agents.
"What we provide agents with

mainly is stability; they know
where they're at with us," said Bob
J. Smith, vp of marketing for
Farmers Alliance Mutual Insur-

ance Co., a 100-year-old multiline
mutual based in MePherson, Kan.
"We don't get involved in pricing
wars," he noted.

"I'm only a small show here,"
observed Tom Roby, owner of The
Roby Agency, a $1 million agency
in Watertown, S.D. "We need the
nationals for big accounts, but we
need our regionals too, because
they stand by us."

In addition, regionals often do
not burden small producers with

0..

minimum premium volume limits
and offer a high degree of personal
service, producers report.

Generally, regional insurers fall
into one of two

categories: large
regionals that
operate in most
states and offer

' almost the same

· product lines
m.. - that nationals

'. I do; and "second

)1 tier" regionals,
li«YS # __-,C which market

Mr. Roby specialized prod-
ucts in a limited

number of states, Ms. Borowski ex-
Warned-

Regional insurers vary greatly in

1 don't know which is more depressing, my diet
or the problems with my underwriters."

Are you starving for attention from your under-
writers? Well, feast your eyes on Bituminous.
While we don't claim to be all things to all
agents and insureds, we do promise to do
our best to keep the relationship well-balanced
and healthy. With industry know-how at the
ready, our responsive and responsible under-
writers communicate effectively with agents.

size and specialty-from small,
rural farm mutuals to subsidiaries

of large national insurers that spe-
cialize regionally.

Often, regional insurers operate
in areas with small populations that
might not get much attention from
national insurers.

And, rather than seeking out
agencies with large premium vol-
umes as preferred producers, most
regionals want to work with smaller
agents.

"Many large nationals believe
that small agencies are not cost-ef-
fective; we don't think this is true,"
explained Robert A. Anker, presi-
dent and chief operating officer of
American States Insurance Co., an
Indianapolis-based regional that

Bituminous, we're the property/casualty com-
panies specializing in business insurance.
You may be on a diet, but we'll wager your
business isn't. So call Bituminous today and
let's talk turkey.

U Bituminous INSURANCE

COMPANIES

Home Office: Rock island, illinois 61201 Phone 1-800-447-1662

Offices: Albuquerque, Atlanta, Baltimore, Birmingham, Charlotte, Chattanooga, Chicago, Dallas, Des Moines. Houston.
Indianapolis. Kansas City, Knoxville, Little Rock, Ljouisville, Memphis, Milwaukee. Minneapolis. Mount Vernon, Mashville,

Mev, Orleans. Omaha, Peoria, Philadelphia. Pittsburgh, Richmond, Rock Island. Rockford, St. Louis, Southfield

wrote $796 million in net premiums
in 1987.

"While we have the capacity and
ability to write the large stuff, we
don't seek it out because we have
the distinction of being able to write
small business and make money out
of it," Mr. Anker said.

And, unlike many national insur-
ers, regional insurance companies
generally do not set minimum pre-
mium volume requirements for pro-
ducers.

For small, rural agencies-espe-
cially those with less than $3 mil-
lion in annual premium volume that
operate in sparsely populated areas
-regional insurers were "signifi-
cant lifesavers" in the last hard
market and continue to offer sta-

ble support, pointed out Lyle Roth,
vp of Koelbel &
Co. of Denver

and chairman of

the company re-
lations commit-

tee for the PIA.

"Their organi-
zational struc-

ture makes them

better able to
react in these sit-

uations. They Mr. Roth
don't have to be

all things to all people," said Her-
bert G. Treweek, executive vp of the
Florida Independent Insurance
Agents Assn. and chairman and
chief executive officer of Cannon-
Treweek Agency Inc. in Gainesville,
Fla.

"The impression gained by our
members is that they could com-
municate with the regionals," Mr.
Treweek pointed out.

Regionals as a rule do not offer
preferred-agent programs.

But, preferential treatment for
many agents is the market stability
regional insurers provide.

"By their very decision of geo-
graphic limitation, they are com-
mitted to a particular area," and
are more selective of their agents
to begin with, said Ms. Borowski of
the PIA.

For example, when the Florida
Legislature passed a law in 1986
that called for rate freezes and pre-
mium refunds in 1986 and rate roll-

backs in 1987, almost 20 national
insurance companies cut back their
business base in the state, Mr.
Treweek observed (BI, June 16,
1986).

But as nationals canceled agency
contracts and cut back new ap-
pointments, regional insurers car-
ried the agents through the crisis, he
said.

Thomas C. Mare, president of Tom
Mare Insurance Agency-a $1.7 mil-
lion premium volume agency in Fort
Myers, Fla., that specializes in mo-
bile home coverage-praises re-
gional insurers for their commit-
ment to markets.

Although he lost contracts with
five large insurers during the hard
market, his arrangement with re-
gional insurer American Federation
Insurance Co. of Grand Rapids,
Mich., has "pretty much doubled the
book" of business his agency writes
in the four years since the contract
took effect, he said.

Another regional insurer singled
out for its commitment to the Flor-

ida market is American States,
which operates in 37 states with
6,400 independent agents.

"We're proud of the fact that we
didn't close down anywhere in the
country in the last hard market,"
said Mr. Anker of American States.

"We focus heavily on keeping our
underwriting integrity so when the
market gets hard, we don't have to
throw off bad business, cancel
agents and clean house," he said.

Agencies in economically unsta-
Continued on next page
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ble regions-such as sparsely
populated rural areas or economic-
ally depressed areas--are fre-
quently subject to the vagaries of
large insurers that might no longer
find them profitable.

"There is a lot of pulling back"
by national insurers in the eco-
nomically depressed rural areas of
states such as Georgia, Louisiana
and Texas that are victims of the

farming and oil crises, said Jerry T.
Hargrove, chief executive officer of
Northside Insurance Services in
Atlanta.

"It's just another way of saying
that big is better," he observed. "If
it wasn't for the regionals, most of
our agents in rural Georgia would
be in big trouble."

In rural regions, national insur-
ers often either will stop writing a
line of coverage that may be an
agency's lifeblood-such as farm
and livestock coverage-or "place
such high (premium volume) re-
quirements that small rural agents
could never reach that goal," said
Darla L. Lyon, deputy director of
the South Dakota Division of In-

surancein Pierre, S.D.

"It's a constant battle of keeping
enough companies to do business
with, and then keeping enough vol-
ume with them," observed John
Badgley, president of Key Insur-
ance Agency, a $1 million multiline
agency in Mobridge, S.D., a town
with a population of about 4,200.

But not all national insurers

have erased rural agencies from
their marketing picture.

"We don't have a problem with
small agencies, only with small
agencies that don't want to get big-
ger," explained Ken May, market-
ing director of the commercial in-
surance division of Hartford,
Conn.-based Aetna Life & Ca-

sualty Co.
"In fact, if a smaller rural agency

gives results, it would be eligible
for an Elite appointment," he said,
referring to Aetna's preferred
agency program.

And Philadelphia-based CIGNA
Corp. did not abandon the Florida
market during the recent hard
market, pointed out Ray C.
Thomas, senior vp of marketing
operations. "Our precedent in this
has been very, very excellent," he
said. "If there is any type of win-
dow (of opportunity) in which we
can protect our agents, we will."

"There are all levels of profes-
sionalism in our agency plant,"
said F. Herbert Brantlinger, vp-
marketing of Hartford Insurance
Group of Hartford, Conn., which
appointed 100 new agents of all
sizes last year and expects to add
"that or more" in 1989.

But most regional insurers gen-
erally impose lower premium vol-
ume requirements than national
insurers do when appointing an
agency.

For example, American Concept
Insurance Co. of Rapid City, S.D.,
is especially geared to servicing
small, rural agencies producing
between $30,000 and $40,000 in
annual premiums for the insurer,
said Paul Goyette, vp of market-
ing.

American Concept, a subsidiary
of Providence Washington Insur-
ance Co. of Providence, R.I., writes
personal lines business in the Da-
kotas and Utah. The insurer is re-

presented by about 300 agencies in
the three states.

"Most (national insurers) don't
want to spend the time with small
agencies like these. But, put them
all together, and it's good volume,"
Mr. Goyette said.

However, a willingness to use
smaller agencies does not mean re-
gionals are not selective in their
agency appointments.

For instance, Farmers Alliance
requires a minimum written pre-
mium volume of only $50,000 from
new appointments to qualify for

contingency payments, if the
agency's book of business produces
a good loss ratio, Mr. Smith said.

However, the insurer requires its
agents to: have a fully funded per-
petuation plan, demonstrate that
clients need the insurer's products
and be professional in all aspects
of operations, Mr. Smith said.

Farmers Alliance, which oper-
ates in 11 states, mainly in the
Midwest, is represented by 864
agents operating mostly in subur-
ban areas and in a region's largest
cities. An average agency's annual
premium volume is about $500,000,
Mr. Smith said.

Milbank Insurance Co. of Mil-

bank, S.D., a popular alternative to
the national companies in South
Dakota, does not impose a mini-
mum premium volume for its rural
and suburban agencies. It is more
interested in market penetration.

Continued on nezt page
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There are many yardsticks by which an
Excess & Surplus Lines Company is measured
as a sound "investment." A critical one is:

Consistency!

e
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The new management of Investors is committed to
making it a real E&5 group, using underwriting INVESTORS
expertise to pursue niche opportunities and risks that INSURANCE
require unique or unusual forms and terms. Products lili 

GROUP
will be competitive and fairly priced, but Investors

100 METRO PARK SOUTH, CN-007
will never compete to the point of unprofitability LAURENCE HARBOR. NEW JERSEY 08878

Another reason - (2011 566- 1800/(800) 243-6869
FAX(204)566-0181 or(201)583-8661

Exclusively Through Professional Wholesale Brokers

__YOU can invest in Investors! _)

A
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\A/ith all the blood, sweat and
¥ Vtearsmost Health Clubown-

ers go through to give the rest
of us a place to battle our

-own private bulges, the last thing they need is the threat
of a liability suit weighing
them down. But, in order .
to help reduce their risks,
you have to know where
and how to properly exercise their options.
Rhulen. North America's largestadministrator-ofspe-
cialtyinsurance programs. can helpyoudojustthat.

In fact. daily thousands of successful Agents and
Brokers satisfy their clients' special needs better.
Attract new customers. And expand their books of
business by pursuing a broader range of markets
through Rhulen.

e

Markets custom-designed by ex-
perts. And covering such diverse

areas as Martial Arts Schools and
Horse Farms. Children's Summer

Camps and Colleges (Student
Accident/Health). Gymnastic

Schools and Dance Studios.

VIN And Horses. As well as oth-

ers. too numerous to mention.

And naturally, Rhulen's carriers
are admitted and licensed in the states where your
business is written.

So, if one of your present clients or a prospective
client has a special insurance need. take a load off
yourown mind. Call Toll Free 1-800-431-1270. Ext. 142
for Rhulen...Something Special In Insurance.

Or write: Rhulen Agency. Inc., Department C. 217
Broadway. Monticello. New York 12701.

12kul n Something Special, IL in insumince
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Agents, insurers improve communications
By LAURA MAZZUCA dress agents' concerns cording to Mr Yates tatives only pay lip service to their front line," said James H Davies,

• Producer associations have es- "External forces are mak_ng us concerns during council meetings president of Davies & Associates, a
Relationships that agents and in- tablished programs in which asso- realize that we have to sleep to- In addition, some producers fear large agency in Murray Hill, N J

surers have nurtured since the end ciation officials meet with insur- gether, whether we like it or not,- that Proposition 103-type legisla- Producers also report discrepan-
of the hard property/casualty in- ance company executives said Lyle Roth, vp of Koelbel & tion-particularly legislation that cies in market perception between
surance are bearing fruit regularly Co, a Denver agency, referring to would eliminate insurers' protee- insurers' home and regional of-

Producers and insurers concede • Producers are working on their the softening property/casualty in- tion from state antitrust laws-and fices
that some major problems still own to keep in constant touch with surance market the accompanying consumer back- "Sometimes home office people
must be ironed out But, both the insurers they represent Recent efforts have resulted in lash against the insurance industry tend to be in an ivory tower," said
groups now say they at least are Relationships between producers vastly improved relationships and could have a chilling effect on pro- Donald G Weber, chairman and
communicating with each other and insurers had reached a low two the highest level of communication ducer/insurer relationships chief executive officer of Financial

Producers and insurers are at- years ago as the property/casualty in recent years, agents report However, producers say they are Guardian Group Inc , the 17th-lar-
tempting to galvanize their rela- insurance market began pulling "Communication with the ma]or extremely hopeful of improving gest U S broker
tionships through better communi- out of the industry's arguably carriers has never been better," their day-to-day relationship with The solution seems to be more
cation efforts, including worst hard cycle in history said George G Heine, vp-industry insurers through their heightened direct communication-preferably

• To facilitate an exchange of Agents and brokers felt that in- relations of the New York Chapter communication efforts The day- face to face, observers say
ideas for improving business and surers had abandoned them when of the IIAA to-day element of a producer/in- For example, in response to the
sharing market perspectives, in- the market hardened in the mid- James Ross, assistant exezutive surer relationship lS the most criti- Merritt survey, a large Atlanta
surers are focusing on company- 1980s And, insurers felt that many vp of the IIAA of New Jersel, said cal and where improvement lS Stlll agency related that it resolved ltS
sponsored producer councils to ad- producers had severed long-stand- that in meetings between insirance needed most, they say misunderstandings with an insurer

ing relationships during the prior company executives and IIANJ of- For example, communication by having several staff members
competitive market to gain the ficers there have been 'very frank breakdowns in day-to-day rela- visit the insurer's local office
lowest rates for clients or to take and open discussions-very prod- tionships lead to problems such as "It's a whole new ball game with
advantage of more attractive in- uctive " poor service, a lack of skilled per- that company today," the respon-
centives from other companies (A/ "The main thing is constant com- sonnel on the local level and dent wrote
BT, March 2, 1987) munication, the worst thing lS breakdowns in automation sys- In an effort to establish better

THE DVUA That problem now is moot be- when you both lose sight of what tems, producers note relationships with their producers
cause a year ago insurers ended the other party wants," said Ri- In a recent survey conducted by as well as get feedback on market
the "culling process" they began chard A Maxwell, senior vp, The Merritt Co of Santa Monica, conditions, most large national and

DIFFERENCE during the last hard market to cut director of marketing and profes- Calif , 55% of the responding regional insurers send representa-
agency forces, said Jeffrey M sional standards for Corroon & agents rated company un- tives to meet regularly with pro-
Yates, executive vp and general Black Corp in New York, the derwriters and management ducer councils National councils
counsel of the Independent Insur- fifth-largest U S broker based on "somewhat" helpful usually meet annually or bian-
ance Agents of America 1987 revenues And, while 47% rated insurer nually, with some branch councils

"Generally, companies are ap- But, although the leel of pro- marketing representatives as meeting as frequently as every
Take a good, close look pointing the same number or ducer/insurer communication is at "somewhat" helpful, 36% of the quarter, noted Patricia A

at DELAWARE VALLEY slightly fewer agents," he said its highes: level in years, proolems respondents rated their marketing Borowski, vp of government and
When they do appoint agencies, remain representatives as "not very" help- industry affairs for the Alexandria,UNDERWRITING
"they're being a lot more careful For example, some small pro- ful Va -based National Assn of Pro-AGENCY. It's easy than in the soft market " ducers claim they are shut out of "Normally, the company is be- fessional Insurance Agentsto see that DVUA Movement by agents to differ- insurer's producer councils, and hind the agency (in seeing market While these councils have ex-

has the markets ent insurers also has stabilized, ac- others say some insurer represen- changes) because they're not on the Continued on next page
and the expertise

to help you Regional insurers
save time

Continued from prevzous page Mr Fischer said, noting these agents generally deliver renewal businessand money. "I f the Aetnas and the others pull out of these towns, we'd lice to with good loss ratios
lump into that vacuum," explained Russel Fischer, branch manager Some larger insurers also recognize that small agents can produce

Milbank Insurance was acquired by a unit of Royal Group Irc of profitable business
Charlotte, NC,in 1982, which sought to penetrate the Sou:h Dakota An example is Ohio Casualty Insurance Co , which wrote $1 36 billion
market and get into personal lines as a group in net premiums in 1987, according to A M Best Co, and is one

When it comes to Milbank now specializes in personal lines Miloank agents' commercial of the 50 largest property/casualty insurers in the United States
/ PRODUCT LIABILITY business is written by other Royal units Ohio Casualty does not require a large premium volume of an agent

There has, however, been a shift m the type of agency targeted since before paying contingency commissions, said Robert M Gillespie, agency UMBRELLACOVERAGE, Royal took over, Mr Fischer said research and development/marketing for the Hamilton, Ohio-based ln-
look to DVUA. Milbank is appointing more agents in their legions' largest cities, such surer
Call now for as Sioux Falls, SD, and Fargo, ND

all the eye-opening
While many national insurers require producers to generate at least

As a result, the average Milbank agency premium volume has in- $200,000 in premium volume to qualify for contingency commissions,
details. creased to $100,000 from $40,000, Mr Fischer said Ohio Casualty's minimum premium volume requirement is $2,500, he

But, Milbank continues to service its "aggressive rural agency plant," said
The average annual written premium volume of an Ohio Casualty

Insurance Co agency is $250,000, Mr Gillespie noted
Regional insurers also deal with fewer producers than national com-

panies do, so producers feel they receive more personal service from re-
The Best Of Both Worlds. gional companies

DVUA does it all. 1),1For more than four decades,
71 Murray Street For example, Davies & Associates-a $10 million agency in Mur-

New York, NY 10007 ray Hill, N J -has no problem meeting minimum premium volume re-
quirements for national contracts, noted James H Davies, president

we've been committed to
DRI, LTD. However, instead of dealing with national insurers' "bureaucratic

excellence for both mumbo-Jumbo," Mr Davies prefers the "very personal and forthright"
BINDING AUTHORITIES relationships that regional insurers offer

And, like the national companies, many regionals also are able to offerand BROKERAGE services. , STOCK THROUGHPUT POLICY their agencies computer interface
"Service" at Harleysville Mutual Insurance Co, a regional based inCustom Designed for Manufacturers,

Harleysville, Pa, means enabling ltS agents to interface, said Roger
Wholesalers, Distributors, Large Murphy, vp-marketing for the insurer

American Federation also offers many of the service perks of largeRetail Accounts
national insurers, such as Interfacing with agencies to provide under-

Managing General Agents I writing and other services through the insurer's computer system, Mr
Surplus Lines Brokers MOTOR TRUCK CARGO Mare said

One danger with regional insurers, however, lS they may seek toWith Limits Up To $1 Million*
Corporate Headquarters *Higher limits upon request expand too quickly or diversify, risking their financial health and there-

fore their stability as a market420 South York Road ALL Risk ALL States

In recent years, some regional insurance companies "went too farHatboro, PA 19040 ALL Filings ALL Commodities

from their regional home base and found they could not compete with
(215) 443-3500 national companies," said Ronald I Knause, vp of marketing for Pennsyl-

PHYSICAL DAMAGE COMPETITIVE RATES vania Millers Mutual Group of Wilkes-Barre, Pa
These regionals expanded "like the Roman army, too far from theirincluding dump, cement, refuse haulers

NEW YORK ILLINOIS supply sites," and diluted their strength, Mr Knause said
(212) 227-8606 (312) 930-9060' Pennsylvania Millers, which operates predominantly on the East Coast

but also as far south as Georgia and Tennessee, has concentrated on
WESTERN PENNA NEW JERSEY j working with small and medium-sized agencies in the region, he noted(412) 369-2500 (201) 377-7779, SURETY Diversification didn't work, for example, at Shelby Insurance Co
WEST VIRGINIA OREGON of Shelby, Ohio The regional insurer lost $10 8 million in 1986 after
(304) 342-4835 (503) 643-4811 contract, license & miscellaneous investing in real estate and other outside interests In which it had no

OHIO MGA experience, said a Shelby spokesman
(216) 449-0351 (513) 762-7822 However, after its 1986 purchase by Allegheny Corp , a New York-based

holding company, Shelby again focused on insuranceCall, Write, or Telex for Applications and Information
212-227-6160 • Telex 126364 By consolidating branch claims offices into regional service centersFAX 212-608-1704

and streamlining its underwriting department, the insurer reported net
operating income of $3 5 million in 1987, according to A M Best Co 's
Insurance Reports



Continued from previous page
isted "since many companies began," their
popularity has waxed and waned over the
years, according to Ms. Borowski.

But insurers brought those councils to the
forefront in 1987 and 1988 as insurers again
began to focus on growth and preferred
agent programs, she explained.

Topics of discussion during council meet-
ings depend on the insurer, according to Ms.
Borowski. For example, some focus on how
the insurer can improve services for its
agencies and discuss branch office opera-
tions and specific products.

Other councils are designed to improve
agency efficiency. They focus on programs
like sales education, she said.

Information and suggestions that insurer
representatives gather at council meetings
usually are passed up the corporate orgar-i-
zational structure and finally to corporate
headquarters, explained Corroon & Black's
Mr. Maxwell.

Hartford Insurance Co. has established a

large network of council meetings: a "locally
driven" producer's panel, a regional coun-
eil and a national panel, all of which meet
with Hartford representatives ranging from
local marketing staff to corporate officers.

"We really work hard at the local level to
keep the lines of communication open," said
F. Herbert Brantlinger, vp of marketing at
the Hartford, Conn.-based insurer. "If I said

they had contact daily, I wouldn't be over-
stating it."

"They really are very good about that,"
agreed Martin P. Hughes, executive vp of
Mack & Parker Inc., a large Chicago insur-
ance brokerage that represents Hartford.

Mr. Hughes also is involved in several
other insurers' producer councils and he says
these insurers are very responsive.

Top-level management at insurers' home
offices hold regular phone conferences with
Mack & Parker officers, as well as formal

meetings with the broker, he pointed out.
Mr. Hughes said CIGNA Corp. has a par-

ticularly good council, because it uses the
biannual meetings as a forum for producers.

For instance, if the insurer plans changes af-
fecting agencies, "they bounce those ideas
off the producer council" in what can be
called a true "working session," he said.

However, some producers say that regional
insurers are better than large insurers in
keeping open the lines of communications.

Harleysville Mutual Insurance Co., a re-
gional based in Harleysville, Pa., has about
eight meetings per year throughout the
country at which the insurer's preferred
agents meet with Harleysville's president to
discuss issues of importance, said Roger
Murphy, vp of marketing for Harleysville.

One of Harleysville's agents, Mr. Davies,
backs up the insurer's claims. "They commu-
nicate well to their agents," he said.

But, not all councils are effective, agents
charge.

For example, some insurance company
branch level personnel will not pass along
criticism from producers for fear of losing
face, pointed out Conrad Foa, president of
Foa & Son, a New York broker.

"I'm not sure that management that could
do something even sees the minutes" of these
meetings, he added.

"They could be very valuable but, unfor-
tunately, what happens is a great deal of lip
service being paid to what the producer
says," he concluded.

In addition, some insurers use these coun-
cils as "guinea pigs" for trying out new soft-
ware, special underwriters and new pro-
grams, according to Mr. Foa.

Another problem with the councils is that
they generally comprise insurers' most prod-
uctive agents, pointed out PIA's Mr. Roth.
This means that insurance companies are
"not hearing the total story," he said.

"Some work well; others are nothing more
than a means of taking your best agents out
and showing them a good time," observed
Mr. Hughes of Mack & Parker.

Agent associations also act as goodwill
ambassadors between producers and insur-
ers. These organizations help promote good
relations between agents and insurers by
"looking at the industry as a whole rather

than what's just beneficial to agents," ac-
cording to Mr. Hughes of Mack & Parker.

For example, the PIA has established an
insurance company advisory council that
serves as the primary liaison between insur-
ers and PIA members, Mr. Roth said.

In the council's annual focus groups,
agents and insurer executives meet to dis-
cuss industry issues. For example, at last
year's meeting, topics included a discussion
of what insurers and agents expect from
each other (see stories, page 36H).

Mr. Roth also chairs the PIA's company
relations committee. The group of PIA mem-
bers meets three times a year with personnel
of insurers that PIA members represent in an
effort to enhance relationships.

However, producer councils and associa-
tion-sponsored meetings with insurers is
only part of the communications picture.

Especially on the local level, producers
must sometimes take the initiative in setting
up business and social events with their in-
surers' representatives.

For instance, Financial Guardian-which

represents 75 insurers, including excess/sur-
plus lines companies-tries to coordinate
meetings with top-level executives from each
insurer's home office at least once a year,
said Mr. Weber.

Financial Guardihn's ties to insurers' re-

gional offices are closer, Mr. Weber said.
''We need to continue to get to know the

people, at lunches and periodic get-togethers
after meetings," said Mr. Weber.

''We try to make sure (insurers) know what
to expect from us," said Charles A. Fergu-
son, vp and manager of the middle market
department for the Parsippany, N.J., branch
of Johnson & Higgins, the nation's third-lar-
gest broker. "You have to get to know their
business and know your client's business."

But, insurer attention to smaller producers
sometimes hinges on an in5urer's marketing
scheme.

For example, the principal of a small
agency in Wyoming observed that many na-
tional insurers have recently set up claims
and underwriting offices in the state because
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of the overall low loss ratio in the state.

In the past, "this was almost unheard-of in
Wyoming," because the state generates "the
least amount of premium in the country,"
said Randy Blaine, owner of Multi-Line In-
surance Agency, a one-person agency in Gi-
1lette, Wyo. "But you can look at 50 years of
loss experience. . .and they've made a ton of
money here year in and year out."

Probably the biggest fly in the ointment
for improved producer/insurer relationships
is the Proposition 103-type legislation under
consideration in states across the country.

Because of a provision in California's
Proposition 103 that eliminates insurers' ex-
emption from state antitrust law, "many in-
surers won't even talk to agents for fear it
will be called collusion," said James V.
Swanson, president of the California/Ne-
vada Professional Insurance Agents and
owner of Swanson Insurance Agency in El
Cahon, Calif.

Mr. Swanson reports some insurer repre-

sentatives have even said they will not par-
ticipate at the next PIA convention.

And, pointing to insurers' attempts to pull
out of the state because of Proposition 103
provisions that mandate insurers to roll back
"charges" for most types of property/ca-
sualty insurance and prohibit them from
canceling or failing to renew policies, Mr.
Swanson said: "They are doing what they
have to for their own survival, many times
without any thought whatsoever for the pro-
fessional insurance agent and his interests:

"The worst thing that can happen to us is
to find out that a company we believe we had
an open relationship with suddenly under-
takes a unilateral action in the marketplace,
and we find out about it through an irate
agent calling up," said PIA's Ms. Borowski.

However, a PIA spokesman said producer
councils in California have not been affected

by the Proposition 103 controversy.
While the dust still has not settled on the

Proposition 103 issue, Ms. Borowski believes
that both sides will continue to approach
mutual problems with a higher level of so-
phistication than in years past. m
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Agent/broker topics

Agents look to insurers for stability
By LAURA MAZZUCA when it's hard, I buy them lunch " doing things in a timely manner," said John Badgley, presi-

Producers want "stable and responsible" markets, said dent of Key Insurance Agency in Mobridge, S D This means
Market stability tops the list of basic services most agents Martin P Hughes, executive vp at Mack & Parker Inc, a promptly mailing out policies and endorsements, processing

seek from insurers Chicago brokerage claims and answering customer questions, he explained
Producers also are concerned about competitive rates, good In fact, most agents and brokers note that movement of When insurers do not promptly issue policies and processservice and solid underwriting business between producers and insurers is now at a mini- claims, the agents take the heat from clients, Mr Badgley
Indeed, with their experience with insurers during the hard mum, mainly because "it costs the carrier and agent a lot pointed out

market still fresh in their minds, agents are not jumping at of money to switch," said James H Davies, president of "Agents can't fight the whole battle," he said "We have to
offers insurers are making Davies & Associates in Murray Hill, N J produce good products in a timely manner "

Among agents who were cut by insurers during hard mar- New York-based Fred S James & Co Inc works closely Respondents to the Merritt survey as well as agents and
ket cycles "there's a lot of wariness" about dedication to with insurers to guarantee this, said Sidney A Stewart Jr, brokers in general also list good underwriting practices as a
agencies, said Lyle Roth, vp of Koelbel & Co, a Denver vice chairman of the nation's fourth-largest brokerage "We valuable insurer service
agency need consistency so we'11 be able to understand the type of "Underwriters are still requiring good underwriting infor-"A lot of agents have been hurt" in the hard market cycles, business insurers want," he added mation," said Richard Maxwell, senior vp and director of
when insurers purged smaller agencies from their agency "I expect (insurers) to provide me with coverage and re- marketing for Corroon & Black Corp of New York, the na-
ranks, said Mr Roth, who also ts chairman of the company spond when my insureds have losses," said Thomas C Mare, tion's fifth-largest broker "In the last soft market, a number
relations committee of the National Assn of Professional president of Tom Mare Insurance Agency in Fort Myers, Fla of insurers were lenient with that Today, they may cut the
Insurance Agents Another primary way to an agent's heart lS through "com- price, but they want to understand the exposure "

Mr Roth noted that while many of those insurers have petitive rates," according to a recent agent survey conducted In the last hard market, "you couldn't get an underwriter
tried to woo back the agents in the softer market, he iS "not by The Merritt Co, an insurance industry publishing com- to talk to you," said Mr Alcorn of Bayly, Martin & Fay
sure all the (agency) doors are as open as they can be " pany in Santa Monica, Calif "Now it's a more controlled situation because carners are

Many producers harbor "pent-up resentments" against in- Of the agents responding to the survey, 31% ranked low adhering to basic underwriting guidelines I don't see it
surers because they feel the insurers have "dissipated their rates first in a list of 14 insurer attributes slipping by-going into classes they wouldn't ordinarily gocredibility," explained Charles A Ferguson Jr , vp and man- And, insurers are delivering into "

ager of the middle market accounts department at Johnson & -It's pretty much a competitive market," though rate re- However, most respondents to the Merritt survey rated
Higgins' Parsippany, NJ, branch office ductions are not as substantial as they were a year ago, company underwriters as only "somewhat" helpful, a com-

"If I were an insurance company, I would be greatly wor- pointed out Donald G Weber, chairman and chief execu- plaint that some brokers felt was justified
ried about that," Mr Ferguson said, noting that producers tive officer of Financial Guardian Group Inc in Kansas City, Mr Weber of Financial Guardian said he receives frequent
"want to get back what was taken away from them in Mo, the nation's 17th largest broker complaints from his producers about the lack of good insur-the hard market "

Although most agents and brokers see premium rates sta- ance company underwriters, which he attributes to personnel
Most agents and brokers say they are representing fewer bilizing, some cited incidences of extreme rate-cutting cuts made earlier in the decade

insurers for the sake of economy-"definitely less today than For example, Mr Hughes of Mack & Parker noted that he But agents and brokers have to provide their underwriters
eight or 10 years ago," pointed out Mr Roth had observed premiums for some risks being written at 30% with complete information on their applications to help un-

But, insurers have continued to court producers-espe- to 40% less than last year by some large national insurers He derwriters maintain high standards, noted Corroon & Black's
cially in the last six months-in states where the regulatory declined to name the lines or the insurers Mr Maxwell
climate seems stable, he said The agents surveyed by Merritt ranked service second in This information should Include loss experience, type of

"There's a constant stream of company people coming into importance Fourteen percent of those agents viewed "30-day risk, type of product produced, losses from the product for an
our offices, because they're wooing the business," said Sa- service," or paperwork processing within 30 days, as most extended period of years and any new acquisitions the client
muel Alcorn, senior vp of operations at Bayly, Martin & Fay important has made, he said
International Inc of Fort Worth, Texas, which ranked as the In addition, 23% cited "poor service" as their primary gripe "What bothers an underwriter is what they don't know,"10th-largest U S broker based on 1987 revenues with their insurers, followed by "erratic service," at 18% Mr Maxwell said Underwriters will give "a defensive quote""The companies are coming after me," concurred Robert L Indeed, a segment of agents and brokers value service more rather than a competitive quote, he said And, if a broker
Sanford, president of Smyth, Sanford & Gerard Inc , a New highly than low premiums holds back information, underwriters "probably won't quoteYork brokerage "When the market's soft, they buy me lunch, "We expect our insurers to run a good, tight ship, including at all," he observed

Insurers seek professionalism in agents
By LAURA MAZZUCA cause of premium/pricing cycles observed that Continental at- tially meets its criteria for profes- form semiannual reviews, and the

Rather, companies must see gen- tempts to tap the different talents sionalism, it is also vital to con- balance perform quarterly evalua-
While good loss ratios and high uine growth in their policy count displayed by different agencies tinue to assess the agency's tions

premium volume predictably top and their percentage position in "We try to be flexible in our ap- performance through periodic for- The 31 respondents were nearly
the list of what insurers look for in the overall marketplace," the sur- proach" and acknowledge the mal evaluations, the survey indi- equally divided between 14 na-
an agent, professionalism in areas vey says strengths of various agencies, said cates tional insurers and 17 regional in-
like education, automation and However, low loss ratios, high Mr Tarver All 31 respondents periodically surers Twenty-three of the re-
technical ability ls growing in im- premium volume and financial sta- All agents appointed by Hart- evaluate their appointed agencies spondents were from home office
portance bility continue to be prerequisites ford, Conn -based Aetna Life & Of those, 58% perform annual eval- and eight w61·e from regional/

"We look for agents, trite as it for an agency contract, with loss Casualty Co must have a formal uations of their agencies, 25% per- branch offices
sounds, with a high degree of pro- ratio being the main factor in de- business plan, said Ken May, mar-
fessionalism," said R Keith Like, termining whether an insurer will keting director in Aetna's commer-
executive vp-commercial lines for contract with an agency, according cial insurance division
Kemper Group in Long Grove, Ill to the PIA study Insurers also want their agencies
This includes a commitment to Twenty-six of the 31 insurers to have business plans that look
continuing education, a business surveyed rated "displays a com- beyond a year, a formal, fully
plan, an agency perpetuation plan mitment to volume requirements" funded perpetuation plan, and the A 4 ' Index"and a pure reputation in the com- and "demonstrates ability to meet ability to be "culturally compati-
munity," he added growth goals" as very important ble" with Aetna's local representa-

"We look for an agency that is for their appointed agencies tives, Mr May added
forward-thinking, professional, Most insurers also want to be Insurers also consider an exter- Agent/Broker Topicshas a sales plan and is an efficient, among the top three insurers the nal marketing and sales program
productive member of the commu- agency represents m terms of pre- important
nity," said F Herbert Brantlinger, mium volume While 15 of the in- "An agency with a structured
vp of marketing for Hartford In- surers responding to the PIA sur- marketing program allows the in- Issue of March 6surance Group of Hartford, Conn vey have a stipulated minimum surer to better assess, when an

Insurers say that an agency can premium volume requirement, 24 agency is being considered for ap- READER
exhibit "professionalism" through of them ranked commitment to pointment, if the relationship will SERVICE # ADVERTISER PAGE #
solid, formal business plans, which "top three status" as very impor- be compatible relative to the car-
many insurers require as a prereq- tant rier's own goals for that marketing 125 Bituminous Insurance 36D

uisite for agency appointment, ac- One insurer noted that its mini- area," the PIA survey notes
126 Delaware Valley Underwritingcording to a recent survey of insur- mum premium volume requirement 36FInsurers also cited automation as

ers by the agency/company depends on the size of the agency another important aspect of an 127 DRI, Ltd 36F
relations committee of the Na- "We feel we should be treated agency's professionalism Accord-
tional Assn of Professional Insur- fairly, with a fair share of the busi- ing to the survey, insurers want 128 Investors Insurance Group 36E
ance Agents ness," said Joe I Kirk, vp of field agencies that can and will inter-

The survey by the Alexandria, operations for the western division face with their own automated sys- 129 Lafayette Life Ins Co. 366

Va -based association will be pub- of United States Fidelity & Guar- tems and that are willing to auto-
130 Professional Insurance Agents 36Alished later this year anty Co in Baltimore If an mate their internal functions as

The 31 insurance company re- agency's volume is $300,000, much as possible 131 Rhulen Agency 36E
spondents to the survey also said "$100,000 iS fair enough," he said Twelve of the 31 insurers re-
characteristics of professionalism Once the agency's financial per- sponding to the PIA survey said
include strong management skills, formance 15 established, insurers that it was very important that an To obtain free information on the products and services advertised in
a commitment to encouraging or look for an agency with a "good appointed agency "use the com- Agent/Broker Topics, turn to our post-paid Reader Service Reply Card
requiring employees to obtain pro- fit," as evidenced in an agency's puter for more than Just rating " bound in at the openmg of this section Circle the reader service num-
fessional insurance designations, ability to present the insurer with Aetna's Mr May agreed Agen- ber(s) that correspond to the advertiser(s) hsted
providing technical training, good an internal business strategy, the cies appointed by Aetna are ex-
business retention, and minimizing survey shows pected to automate all agency
errors and omissions Representatives of individual in- functions, particularly marketing, Business

To succeed, insurers must exam- surers agree he explained
ine more than ]ust premium dol- Walter Tarver, vp of marketing Not only iS it important for an Insurance
lars, "which can be skewed be- at Continental Corp in New York, insurer to find an agency that ini-
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RIMS, NAIB eye panel to study issues
By KARI BERMAN

Continued from page 1
support on Capitol Hill. Some 175
congressmen in recent weeks have
signed on to co-sponsor legislation
introduced by House Small Busi-
ness Committee Chairman Rep.
John LaFalce, D-N.Y.,that would
scrap Section 89.

Despite the warnings from Rep.
Rostenkowski, small-employer
lobbyists intend to press on in their
repeal campaign.

"We have heard the message
point-blank from Rep. Rosten-
kowski, but it will not deter us
from seeking repeal," said a
spokesman for the National Feder-
ation of Independent Business in
Washington, D.C.

"Repeal is extremely important
to small business. We feel we don't

have any choice" but to seek re-
peal, he said.

"We could back off from repeal,
but I don't think that would be in

the best interest of small busi-

ness," said John Paul Galles, exec-
utive vp of the National Small
Business United, a Washington,
D.C.-based trade group. "Until it
can be shown that Section 89 can

be amended in such a way as to
make it more reasonable, we will
continue to work toward repeal."

But trade groups that represent
larger employers and other em-
ployee benefit observers aren't
joining the repeal movement. They
say it is politically naive to believe
that a repeal drive has much
chance of passage and that if it did
succeed, something worse-as Rep.
Rostenkowski warns-would take

the place of Section 89: broad ben-
efit taxation.

"We have not called for the re-

peal of Section 89. We are real-
ists," said Howard Weizmann, ex-
ecutive director of the Assn. of
Private Pension & Welfare Plans in

Washington, D.C.
"There would be tremendous po-

litical fallout from a Section 89 re-

peal. To assume that nothing
would be put in its place is naive,"
Mr. Weizmann said.

"Those seeking a repeal are spin-
ning their wheels. It just isn't in
the cards," adds Stuart Brahs, vp-
federal government relations in the
Washington, D.C., office of The
Principal Financial Group, a Des
Moines, Iowa-based diversified fi-
nancial services organization.

"You won't get off scot-free. You
will have to pay a price," said Ed-
ward J. Davey, a principal with
consultant A. Foster Higgins & Co.
Inc. in New York.

But small-employer groups,
while vehemently opposed to tax-
ing employee benefits, doubt that a
Section 89 repeal would directly
lead to consideration and passage
of new taxes on benefits.

"Taxation of employee benefits
is a separate issue and would be
considered separately," said Mr.
Galles of National Small Business
United.

But Rep. Rostenkowski has said
that the fate of Section 89 and pro-
posals to tax benefits are linked,
noting that non-discrimination
rules were included in the 1986 tax

reform legislation as part of a
compromise in which proposals to
tax employees on the value of their
benefits were dropped.

For example, in passing tax re-
form legislation in late 1985, the
Ways and Means Committee re-
jected staff proposals that would
have partially taxed employees on -
employer-provided health care
benefits and instead approved
non-discrimination rules for wel-

fare plans (BI, Dec. 2, 1985).
Those rules and somewhat dif-

ferent non-discrimination propos-
alslater approved by the Senate
were later rewritten during a
House-Senate tax reform confer-
ence committee in 1986 and

emerged as the now infamous Sec-
tion 89-arguably the most admin-
istratively complex benefit statute
ever passed by Congress.

In light of the current legislative climate surrounding the in- tiveness of U.S companies in today's global economy.

'We could back off from repeal, but I don't
think that would be in the best interest of

small business,' says John Paul Galles, executive
vp of the National Small Business United,

a Washington, D.C.-based trade group.

Yeti as onerous as Section 89 is-
under the law, a large employer
with numerous benefit options
would have hundreds of different

benefit plans subject to compli-
cated non-discrimination tests-

business lobbyists and consultants
say directly taxing employee bene-
fits could be a bigger headache.

For example, taxing a portion of
employer-provided health care
benefits, an idea that surfaced in a

tax reform proposal made by the
Treasury Department in late 1984,
would present its own set of com-
plications.

Under that proposal, which still

is frequently discussed on Capitol
Hill, employer-provided health
care coverage whose cost exceeds
$175 a month for family coverage
and $70 a month for individual

coverage would have been included
as taxable income to employees
(BI, Dec. 3, 1984).

Benefit observers had feared

that, for example, young, healthy
employees might decide to reject
coverage or take vastly reduced
benefits rather than pay taxes on
benefits they believe they might
never use.

On the other hand, those antici-

pating substantial medical ex-
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penses would opt for the most gen-
erous coverage, resulting in
adverse risk selection.

In addition, calculating the cost
of health care coverage--for pur-
poses of determining the amount of
taxes an employee would owe-
would pose its own set of adminis-
trative challenges for self-funded
employers.

For example, it never was made
clear whether such ancillary costs
as a benefit manager's salary or a
benefit consultant's fee would be

counted when a company computes
its health care costs for tax pur-
poses.

"There would be a lot of figuring
to determine if you would be under
a health care tax cap," said Gerald
Uslander, a principal in the Louis-
ville, Ky., office of William M.
Mercer Meidinger Hansen Inc.

No one knows for sure if Con-

gress would actually pass a health
care tax cap in the event Section 89
was repealed.

But benefit lobbyists and consul-

tants aren't eager to find out.
They warn that Rep. Rosten-

kowski is a congressmen of enor-
mous power who, if possible,
should not be crossed.

"A warning from Rep. Rosten-
kowski is one of considerable mag-
nitude. When the chairman of the

Ways and Means Committee
speaks, one should take heed," said
Frank McArdle, a consultant in the
Washington, D.C., office of Hewitt
Associates.

Indeed, Rep. Rostenkowski last
year almost single-handedly
derailed a fast-moving long-term
health care bill introduced by Rep.
Claude Pepper, D-Fla., that
seemed headed for House passage
(BI, June 13, 1988).

And. Rep. Rostenkowski on sev-
eral occasions in 1985 and 1986

saved tax reform legislation when
it seemed doomed to defeat.

Rather than take on Rep. Ros-
tenkowski, big employer groups
are working to draft legislation

Continued on next page
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Diagnosis-related groups
Continued front page 3
rates established by the state.

New Jersey, Maryland and Connecticut report mixed re-
sults from their plans (see related story).

The New York DRG system requires all payers except
Medicare-which reimburses hospitals under its own na-
tional DRG system-to reimburse hospitals based on 525 dif-
ferent diagnosis-related groups.

Under a complex formula, a DRG rate for each of 525 med-
ical conditions is calculated for each of the state's 263 hospi-
tals. The formula does not take into account the cost of treat-

ing Medicare recipients, but it does reflect the cos. of
treating Medicaid recipients.

Before the DRG system was introduced last year, hospitals
billed all health care payers-except Medicaid and the state's
six Blue Cross & Blue Shield plans-on an itemized basis for
each procedure or service performed.

Medicaid and the Blues-which pay about 50% of hospital
costs in the state-had been billed on a length-of-stay, or per
diem, basis.

Children's hospitals, psychiatric centers, rehabilitation
centers, 12 AIDS centers and specified disease research cen-
ters are exempt from the DRG system. These medical cen:ers
still bill on a per diem or itemized basis.

Recreation Liability Insurance

Bel-Aire Insurance Company

Enters Its Third Season Of Providing
Liability Coverage

For The Following Classes
.

Waterparks & Waterslides
• Miniature Golf Courses
• Go-Kart Tracks

• Strategy Games
· Campgrounds

Saddle Animal Liability
.

Critics of the DRG system con-end that there are several
flaws in the system that are forcing the state to set the DRG-
based rates charged by hospitals higher than expected.

For example, they point out that DRG rates take into ac-
count the cost of providing care to Medicaid recipients,
which typically is much higher than the cost of care for pa-
tients covered by group health care plans.

Critics also oppose the fact that Medicaid and the BC/BS
plans pay 13% less under the system than other payers.

Because of the DRG rate structure, hospitals are not being
fully reimbursed for the cost of care they are providing-par-
ticularly because of the cost for caring for the state's poor,
critics explain.

Compounding hospitals' financial woes is the state's nurs-
ing shortage, which is preventing hospitals from admitting
more patients insured under employer group health care
plans to make up for the cost of caring for Medicaid recipi-
ents.

Still, many hospitals are being forced to cut staff because
of shrinking revenues, partly attributable to the DRG system.
For example, 10 hospitals statewide in the last 14 months
have been forced to lay off 1,000 employees because of di-
verse financial problems, including squeezed revenues under
the state's DRG program. And, the 1,300-bed Columbia-Pres-
byterian Medical Center in Manhattan plans to lay off 300 of
its 6,200 employees.

Bel-Aire offers competitive premiums and substantial
credits formultiple locations, safety programs and a good
loss history.

Limits available to $2,000,000 CSL

Inquiries call or write Bill Whitling

-

-
Bel-Aire Insurance Company
10420 Old Olive Street Road

P.O. Box 66967

St. Louis, MO. 63166-6957

800-727-4446 · 314-997-3660 • Fax 314-993-4209

To recoup some of those Costs, hospitals sometimes bill
health care payers for a more serious DRG than is warranted,
critics of the DRG system charge.

New York decided to implement the DRG system for two
primary reasons, according to Robert Barnett, director of
health economics at the state Office of Health Systems Man-
agement, which developed the program:

• To create an equitable hospital reimbursement system
for all payers.

Mr. Barnett pointed out that Medicare went to a DRG re-
imbursement system in January 1986 and the state felt it was
important that all payers be under the same reimbursement
systern.

• To give hospitals an incentive to reduce lengths of stay
by charging a set amount for each illness.

However, lengths of stay under the DRG system have in-
creased 10%, according to OHSM.

"We've certainly achieved the first goal, and although
lengths of stays have risen, the reason why they have risen is
beyond the DRG system," Mr. Barnett said.

"DRGs haven't changed the status of the health care sys-
tem for two reasons: One, because labor is short, particularly
nursing and, two, because of the increased lengths of stay
among 'social morbidity' categories like AIDS, drugs, alcohol
and psychiatric care," said OHSM Director Ray Sweeney.

Continued on nert page

3 states report success
with DRG reimbursement

By MICHAEL SCHACHNER

Mandatory hospital reim-
bursement based on diagnosis-re-
lated groups is receiving higher
marks in Maryland, New Jersey,
and to a lesser degree in Connecti-
cut, than in New York.

The DRG systems in these states
-the only other states with such
programs-are similar to New
York's in concept: They are de-
signed to create equity among all
payers and promote reduced
lengths of stay through the elimi-
nation of per-diem or itemized-
charge reimbursemen:.

Observers say the Maryland,
New Jersey and Connecticut sys-
tems are more successful than the

New York system primarily be-
cause of the astronomical amount

of uncompensated indigent care
provided by New York hospitals.
For example, one New York City
metropolitan hospital provided
about $8 million in uncompensated
care last year.

Also contributing to the slow
start of New York's DRG system is
the state's high level of Medicaid
and Blue Cross/Blue Shield admis-

sions, for which hospitals receive
13% less revenues than from com-
mercial insurers.

In addition, New York's severe
nursing shortage has prevented
hospitals from obtaining maximum
occupancy (see story, page 3).

Observers say the Maryland, New Jersey and
Connecticut systems are more successful than the

New York system primarily because of the
astronomical amount of uncompensated indigent

care provided by New York hospitals.

The systems in all four states are
"all-payer" systems. Thus, all
payers including self-insured em-
ployers, commercial insurers, BC/
BS plans and Medicaid pay DRG
rates, except in Connecticut where
Medicaid has its own payment sys-
tern.

John Colmers, executive director
of the Health Services Cost Re-

view Commission in Baltimore,
said the Maryland DRG system,
which took effect July 1, 1977, has
succeeded for three basic reasons.

Mr. Colmers cited cooperation
from the outset among the state's
regulators, payers and hospitals.
"There has been no contentious-

ness nor litigiousness in Mary-
land," he said.

The commission made it clear

that hospital rates would be set
based on inflation, plus the in-
crease in case-mix intensity, plus
an additional 1%, Mr. Colmers
said.

"Therefore, there was a built-in
incentive for hospitals to be cost-
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tailored to your needs. Our
flexibility allows you to build
the dental plan of your choice.

Dental Benefits Providers is

a leader in design and delivery
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(301) 654-6900
or toll free 800-445-9090

THE VOICE OF CHANGE

I f

DENTAL BENEFIT

PROVIDERS, INC.

American Purchasing & Risk Retention Association Services, Inc.
RO. Box 24060,Lexington. KY 40524-4060
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efficient and make money."
Finally, Mr. Colmers said the all-

payer system included provisions
in each hospital's rates for uncom-
pensated care. He said the provi-
sions totaled $213 million in 1988,
or 7.4% of hospital revenues.

Molly Coye, commissioner of
health for New Jersey, said the

biggest factor contributing to New
Jersey's relative low increase in
hospital costs is that all hospitals
add on 12.5% to DRG rates to form

a trust fund pool set up in 1986 to
pay for indigent and bad debt care.

"All indigent and bad debt care
provided by hospitals is 100% paid
for through the pool," explained
Ms. Coye

The New Jersey DRG system was
established in 1980 (BI, Feb. 13,
1983).

She added that New Jersey hos-
pitals do not have an incentive to
pass on the cost of uncompensated
care as New York hospitals might.

Hospital costs in New jersey
have risen 51%-or about 10% a

year-since the state began col-
lecting data in 1983, said Assistant
Health Commissioner Pamela

Dixon. During the same period, the
average hospitdil length of stay has
declined to 7.8 days from 8.3 days.

In Connecticut, the DRG pro-
gram, which went into effect Oct.
1, 1986, has experienced some of
the same problems as in New York,
including increased hospital-re-
lated costs of 14% in 1988.

However, Marcia Schonberger,
administrative officer for the state

Commission on Hospitals and
Health Care in Hartford, said the
DRG system in Connecticut is
"faring well."

Ms. Schonberger attributed
much of the increase in hospital
costs last year to discretionary
price increases added by the state
for low nursing salaries and uni-
versal precautions for AIDS.

The jury is still out as to whether
the system will be continued as is,
she said. "I can't say whether the
state will keep it."

An independent evaluator con-
cluded last fall that the DRG sys-
tem had merit, but that serious im-
provements were needed in the
areas of DRG coding, data averag-
ing and data collection, she said. I

this much attention. As a result of the momentum that is building, Con-
gress is looking to revise the statute to make it simpler and workable.
It is like a fire that is slow to light, but once it gets going it is hard to put it
out," Mr. Weizmann said.

And some benefit lobbyists say there is an upside to all the grief Section
89 has caused employers.

The next time congressional staffers draft benefit legislation, congressmen
are much more likely to pay attention to be sure that the legislation does not
cause big administrative problems for employers, some observers say. I

-



Continued from previous page
Critics of the DRG system agree

costs are rising.

"The experience in New York is,
in almost all cases, a worse situa-
tion" than under the former hospi-
tal billing system, said Richard
Landen, associate director for the
Health Insurance Assn. of America

in Washington, D.C.

Mr. Landen said that on the high
end, one insurer reported case-
payment charges that were 50%
greater on average than under the

previous hospital billing system.
Mr. Landen said other HIAA

members have reported 7% to 20%
increases.

DRGs have increased hospital
costs for Newark, N.J.-based Pru-
dential Insurance Co. of America

by an estimated 1 5% or more, ac-

cording to William J. Marino, vp-
northeastern group operations.

And, additional hospital billings
stemming from retroactive DRG

rate increases approved by the
state last October may force Pru-
dential and other commercial

health insurers to remit an addi-

tional 4% to 5% on top of what they
have already paid.

"In essence, we have to build up
a reserve," Mr. Marino said, refer-
ring to the additional costs due to

retroactive billing. "Then costs get
passed on to the public."

Frank Keenan, an actuary with
Metropolitan Life Insurance Co. in
New York, said he believed that

DRGs, including the retroactive
rate increases, have increased the
insurer's 1988 hospital costs 10%.

David W. Oliker, president and
executive director of Mohawk Val-

ley Physicians' Health Plan Inc. in

Schenectady, an HMO that con-
tracts with 29 hospitals in six up-
state communities, complained
that DRG rates do not take into ac-

count the fact that HMO patients
traditionally have shorter hospital
stays than non-HMO patients.

As a result, Mohawk Valley has
experienced a 36% increase in hos-

pital-related costs over the past
year, which has forced the HMO to
increase rates 35% since January
1987, Mr. Oliker said.

"I'd like to have the opportunity
to negotiate rates with hospitals
like before," he said. But, "now

hospitals don't have to negotiate.
rhe DRG rate is fine with them."

The DRG system is an "unoffi-
cial tax," said Dr. Michael Stocker,
senior vp and general manager for

U.S. Healthcare Inc.'s HMO opera-
lions in New York, New Jersey and
Connecticut.

Blue Bell, Pa.-based U.S.
Healthcare, which has 85,000 sub-
scribers in New York and 350,000
in New Jersey, experienced a 30%
increase in New York hospital
costs in 1988, according to Dr.
Stocker. That hike was the primary
reason the HMO implemented a
33% rate increase in New York ef-

fective Jan. 1, 1989.
DRG system critics say that one

reason hospital rates have risen
under the system is because the
state-calculated DRG rates take

into account the higher cost of
Medicaid recipient treatment.

"Because the DRG system affects
all payers, the key item is Medic-

aid," said Donna Lynne, director
of employee benefits for the New
York City Office of Municipal
Labor Relations. "Medicaid pa-
tients are usually more costly be-
cause they often do not have access
to the same preventive care that
the healthier population
has....So, Medicaid saves money
with DRGs while others get hurt."

Critics also question why DRG
rates are 13% lower for Medicaid

recipients and patients covered by
BC/BS.

Mr. Barnett said that Medicaid

pays 13% less under the system be-
cause it is a social program re-
sponsible for paying for the finan-
cially indigent population.

BC/BS pays 13% less than other
payers under the DRG system be-
cause traditionally per-diem rates

charged by hospitals were about
13% lower than itemized charges
paid by other payers, he said.

However, the differential be-
tween what Medicaid and BC/BS

plans pay and what other payers
are charged is "a big issue," said
Mr. Keenan. "Independent carriers
don't do as much business in New

York because of it."

"Whether a 13% differential is

appropriate is still an outstanding
issue that is being studied by both
the exe,cutive and legislative
branch," said Mr. Barnett..

Critics of the DRG system also
complain that because of inade-
quate reimbursement from Medie-
aid and :he BC/BS plans hospitals
are attempting to shift costs to
group health plans by assigning
patients to a higher-cost DRG than
their condition warrants.

"The inadequate pay-
ments. . .means cost shifting by

hospitals to other payers," charged
Prudential's Mr. Marino.

"We had been optimistic that the

system would work," said HIAA's
Mr. Landen. "But we have been

disappointed because of cost shift-
ing."

Anna Azzara, a consultant who

audits claims payments for insured
and self-insured clients of New

York-based Buck Consultants, said
clients are concerned that the

charge for DRG treatments far ex-
ceed charges based on the forrner
billing system.

For example, in one case, a hos-
pital bill totaled nearly $30,000
under the DRG system, while ite-
mized charges for the actual pro-
cedures performed amounted to
only $9,000, Ms. Azzara said.

' 'Insurance companies cannot
question the bills because they
don't have the means to verify
DRG charges," she said.

Mr. Nussbaum of Coopers & Ly-
brand agreed that trouble sur-
rounds billing verification. "There

is a systematic problem where car-
riers and claims administrators do

not have procedures in place to
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identify when the DRG is coded
properly and when rate assign-
ments to DRGs are made inappro-
priazely," he said.

Mr. Nussbaum noted that an

audit of 7,050 Medicare cases be-
tween October 1984 and March

1985 at 239 hospitals nationwide
concluded that 20.8% of DRG bill-

ings were in error, and 61.7% of
these coding errors favored the
hospitals, Mr. Nussbaum said.

But, utilization review vendors
such as Intracorp of Wayne, Pa.,
and Westport Management Ser-
vices of Westport, Conn., are now
offering payers DRG audit ser-
vices. Those audits typically show
5% overcharges, Ms. Azzara said.

The OHSM reports that the case-
mix intensity-or the severity of
the cases that hospitals treat-was
up 3% to 4% in 1988. However, the
rise in case-mix intensity may very
well be attributed to hospitals as-
signing more severe DRG codes
than patients warran. in an effort
to increase revenues, DRG system

critics say.
However, the law establishing

the DRG system allows for only a
1% increase in case-mix intensity
based on studies of the Medicare

DRG system, said OHSM's Mr.
Sweeney.

Because the "DRG creep" ex-
ceeds the limit established by state
law, the state has the authority to
recoup from the hospitals the extra
revenues produced by the increase
in case-mix intensity in excess of
the allotted 1% and refund them to

payers, OHSM's Mr. Barnett said.

But, OHSM may not approve the
DRG case-mix rate adjustment if
future hospital audits show that
the DRG creep was justified, he
noted. He added that OHSM is still

collecting information to deter-
mine whether the program has
been a success.

However, HIAA's Mr. Landen

observed: "Not enough time has
passed to say the system is. a fail-
ure, but enough time has passed to
say it isn't a success." I

SAVING JOBS: IRI
WhenaPlantin Your Community is Productive, doyou have anyidea ofthe
disruption it avoids? People continue earning wages, paying bills, buying goods
and services, doing the 101 things that people do to relax, entertain or educate
themselves. Life goes on and, in many cases, is probably taken for granted. But,
what happens when a local plant, employing several hundred people, burns to
the ground overnight?

The Townspeople of a Small New England Community can tell you what hap-
pens. In early December 1987, a fire engulfed an interconnected mill complex,
which was destroyed. "It was scary," said one resident. "All I could think of was the
whole thing going up in flames." Another resident saw a"... ball offlame. It shot up
seven or eight stories." Billowing, black smoke was seen 30 miles away, while down
on the streets the intense heat melted two tractor trailers, peeling their sides away
and exposing steel ribs. Fire companies from 15 communities responded. Water
from a nearby river was used to fight the fire. Runoff ofthe water and various
unknown chemicals, some burning, spilled into storm drains which belched balls
of fire. The town's water supply was contaminated and residents were warned not
to drink or wash with municipal water, even if'boiled, until it was declared safe. The
local hospital cancelled elective surgery and sterilization of equipment. Schools,
factories and restaurants closed. More than two dozen businesses downwind of

the fire were evacuated. The next day, one of the firefighters commented that the
charred mills resembled «... Europe during World War II:

The disaster occurred at a time when the small town was experiencing new
growth. Population was increasing. New businesses were moving in. A town-
sponsored industrial park was half full. Now, 190 people are out of work, perhaps
permanently, and the consequential economic loss - greater than the actual
destruction ofthe building and its contents-may approach $50 million.

The Chances of Having This Kind of
Incident Are Reduced by having IRI
work with you. But, if'it happens, we
have the experience to help you solve
some of the many problems you will be
faced with and the financial resources

to pay your insured losses. To learn
more about IRI, ask for our new
'Advertorial" information kit. For your
complimentary copy, write or call
Mrs. R A Sasso, Industrial Risk Insurers,
85 Woodland Street, Hartford, CT
06102 (203) 520-7412.
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essential by the Court Anyone wishing to obtain ers, and other related department
• Knowledge of Automated Claims Systems design and additional information from the Com- personnel of insurance. risk, em-

mitte concerning the Plan may do so by ployee benefits. personnel, com-utilization
contacting the Commitle of Pollcyhold- pensation, pension, safety, secu-

• Bachelors Degree in Business Administration or related ers, c/o Richard A Brown, Esquire, rlty, industrial relations, human
field, MBA preferred Spiegel & MeD,armid, Coungel to Com-
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Court asked to decertify claims-made ruling
By STACY ADLER ing because the requirement in the claims- claims-made and reported policies to in- For some professionals, this would force

made policy that a claim be reported during sureds in order to reflect the increased risk, them to go without insurance leaving them
LOS ANGELES-The American Insurance the policy period is too stringent or that they will stop offering this popular and their patients and clients unprotected

Assn and eight insurance companies are "A claims-made policy which requires the type of policy altogether " For others, it would raise the costs of insur-
asking the California Supreme Court to de- insurer to be notified during the policy pe- The AIA is a property/casualty insurance ance very substantially For insurers, it
ceitify a radical appellate court decision riod severely limits the scope of coverage so trade association consisting of 204 insurance would create an enormous premium shortfall
that says a claims-made policy requiring that the oblectively reasonable expectations companies doing business in every state and with respect to policies already issued Re-
claims to be repoi ted during the policy pe- of the purchaser of professional liability writing every line of property/casualty in- ceiverships and claims upon state guaranty
t tod is unenfoi ceable because it violates coverage are not met the reporting re- surance funds would be likely," the insurer told the
public policy quirement effectively precludes coverage for Seven other insurance companies have California Supreme Court

The California Court of Appeal 1st Appel- claims-made toward the end of the policy sent letters to the California Supreme Court The Physician Insurance Assn of America,
late District on Dec 30 said -In a claims- period which cannot reasonably be reported in the last few weeks in support of ISLIC's which writes medical malpractice insurance
made insurance policy for professional ha- until after expiration," the appellate court request for decertification for more than 172,000 doctors on claims-
bility, a mandatory requirement that the in- ruled The Southern California Physicians Insur- made policy forms, also said the appellate
sured iepoit the claim within the policy In its request for Supreme Court review, ance Exchange, which provides medical court ruling would threaten the financial
period is against public policy and unenfor- ISLIC said the appellate court did not have malpractice insurance coverages to 10,000 stability of California insurers if left to
ceable" (BI, Jan 16) the right to rule on the public policy merits California doctors, told the California Su- stand

The decision marked the second time a of the reporting provision in the claims- preme Court that the appellate court deci- "The fundamental factor upon which com-
California appellate court seemingly rewrote made form since this issue was not raised by sion "obliterates the differences between oc- panies based their reserves for claims-made
a claims-made policy into an occurrence pol- any of the parties m the case currence and claims-made insurance " policies already issued has been eliminated,"
icy The earhei decision has since been de- the association told the court "The present
certified (BI, Nov 28, 1988, July 25, 1988) 1

reserves of the companies are woefully mad-
Now, the AIA and seven insurance com- 'The court of appeal decision sends (a message) to the equate to pay these additional 'tail' claims

pames have sent letters to the California Su-
insurance industry: Even unambiguous insurance provisions are

which now must be covered The court of

preme Court to support Chicago-based In- appeal's decision thus threatens the finan-
ternational Surplus Lines Insurance Co's subject to judicial nullification based upon a gut feeling cial stability of every company that has is-
attempt to have the latest appellate court sued claims-made policies "
decision either overturned or decertified of "unfairness." No insurance contract is safe in such The Alliance Insurance Co Inc of

Decertified decisions cannot be used as an environment,' says Chicago-based ISLIC. MePherson, Kan, which writes claims-made
piecedent in the state liability policies in California, said the ap-

The California Supreme Court has not yet pellate court rewrote the policy without al-
agreed to review the appellate decision lowing insurers to litigate the issues

The appeal stems from a coverage dispute And, the insurer notes that the policy- The Truck Insurance Exchange, a unit of In its response to ISLIC's request for Su-
between ISLIC, a unit of Crum & Forster holder had the option of purchasing tail cov- Farmers Groip Inc, said the appellate court preme Court review or decertification, attor-
Inc , and Brown-Spaulding & Associates erage for an additional premium decision "is unfair, unwise and possibly un- neys for Brown-Spaulding defended the ap-
Inc, a small insurance broker in Carmel, "The court of appeal decision sends (a constitutional " pellate court decision
Calif message) to the insurance industry Even un- The insurer noted that there is a continu- "California courts have required an in-

ISLIC wrote ei rors and omissions coverage ambiguous insurance provisions are subject ing Insurance crisis in California that "can surer to show a material and substantial
[or the broker from Jan 1, 1984, to Dec 31, to judicial nullification based upon a gut only be fueled by such unpredictable and prejudice due to its insured's failure to
1984 feeling of 'unfairness ' No insurance contract unbounded decisions as issued by the court timely report a claim before allowing the in-

In early 1984, Brown-Spaulding failed to is safe in such an environment," said ISLIC of appeal in this case " surer to deny liability on that basis," the
secure a pollution liability policy for one of In a Feb 27 letter to the California Su- Pacific Employers Insurance Co and In- pohcyholder said
ats clients However, the broker failed to no- preme Court, the AIA said "By declaring surance Co of North America, both units "ISLIC cannot show any preludice as a re-
tify ISLIC of the client's claim until Jan 21, against public policy the contract's require- of CIGNA Corp , told the Supreme Court sult of having received written notice 20
1985, after the policy had expired ment that a claim made against the insured that the appellate court decision is a "piece days after the last day of the policy period,"

ISLIC denied coverage because the claim within the policy period must also be re- of blatant ludicial legislation " said Brown-Spaulding
was not reported during the policy period ported to the insurer within the policy pe- Mutual Insurance Co of Arizona, a phys- In addition, the policyholder notes that

Brown-Spaulding's successive insurer, riod, the court of appeal rewrote one of the ician-owned mutual insurance company that other courts "have found that (the notice)
Employers Reinsurance Corp, which wrote central terms of an entire class of insurance writes medical malpractice habillty cover- provisions (of claims-made policies) do not
coverage for the broker after the ISLIC pol- contracts ages on a claims-made basis, pointed out conform with the reasonable expectations of
acy expired, also denied coverage because the "The effect of this is to force the insurer to that more than 80% of the professional lia- the insured and violate public policy, which
policyholder failed to disclose information bear risks and costs of claims which it did bility policies written in the United States favors compensation for injured victims "
about the claim in its application for cover- not bargain to accept when it issued the pol- are written on some type of a claims-made
age A California trial court has since upheld icy forrn Brown-Spaulding & Assoczates Inc vs In-
Employer's Re's denial of coverage "If the Brown-Spaulding opinion remains ' The current opinion before the bench ternatzonal Surplus Lznes Insurance Co,

The appellate court, reversing the trial the law in California, the likely results will would have the effect of changing claims- Cal,fornza Court Of Appeal 1st Appellate
court, said ISLIC must cover Brown-Spauld- be that insurers will increase the costs of made insurance into occurrence Insurance Dzstrzct Dzvzszon Three, No A037042

Johnson Matthey
Contznued from page 3 don and U S markets also paid 25 million pounds Shell seeks reversa 1
JM did not disclose details of fraud at the bank- ($43 6 million) to the Bank of England last fall to
ing unit when the policies were written (BI, May, settle similar claims arising from JMB's collapse
16,1988) The latest settlement settles all claims filed under

In addition, more than 180 of Argent's retroces- a series of marine package policies and fire and of coverage verdict
sionalres refused to pay claims to the JM captive in- consequential loss insurance policies written by
surance company, alleging non-disclosure of facts New Hampshire and National Union for JM subsi- By STACY ADLER
by Argent The retrocessionaires also denied cover- diaries in the United States and Britain from Jan 1,
age to the two AIG units, which ceded to Argent 1981, to March 31, 1985 SAN MATEO, Calif -Shell 011 Co is asking a state judge to overnde a
more than 90% of the coverage they had written for The two AIG companies ceded more than 90% December jury verdict that Shell knew lt was polluting the environment
JM of the risk to Johnson Matthey's Bermuda cap- and therefore is not entitled to insurance coverage for its share of hazard-

Johnson Matthey Bankers was rescued by the tive, Argent, which then retroceded part of the ous waste cleanup costs estimated at $2 billion to $4 billion.
Bank of England after concerns about its commer- risk to retrocessionaires led by Lloyd's of Lon- Houston-based Shell says the evidence does not support the jury's
cial lending practices and huge debts led to its col- don underwriter Jimmy Archer verdict

lapse in the fall of 1984 JM claimed about 15 mil- - If San Mateo County Superior Court Judge William Lanam is not
The JMB "scandal" rocked I lion pounds ($26 1 million) willing to override the jury's verdict, Shell says it is entitled to a
London's financial center 'We are very pleased that this in losses principally under new trial because the jury was asked to render an all-or-nothing verdict
and paved the way for new the property policies on be- And, the company says it should be granted a new trial because
and stricter British bank- settlement brings to a half of about 10 subsi- many of the judge's instructions to the jury as well as many of his
ing legislation satisfactory conclusion all diaries, excluding ltS for- evidentiary rulings were erroneous

The City of London po- mer banking subsidiary, If Judge Lanam refuses to override the jury verdict and refuses to
lice fraud squad Still is in- Outstanding litigation,' Says according to Gerald O'Ma- grant a new trial, Shell "absolutely" will appeal to a higher court,
vestigating JMB's affairs honey of London law firm according to Shell attorney William Trautman of Brobeck, Phleger &

The Bank of England JM's Eugene Anderson. Davies Arnold Cooper, rep- Harrison in San Francisco

sold most of JMB's busi- - resenting Argent's rein- Insurers battling with Shell have until March 15 to file responses
ness in 1986 to Australian- surers to Shell's motions A hearing on the motions will be held later this
based Westpac Banking Corp and established Min- The largest single claim was for April 1984 fire month

ories Finance to handle the remainder of the busi- damage at the Matthey Rustenburg Refineries However, "there lS nothing new in either of Shell's motions that
ness and to attempt to reclaim JMB loans (U K ) Ltd facility in Royston, England, said Gor- the court hasn't already dealt with," said Mary Kay Vyskocil, an attorney

"We are very pleased that this settlement brings don Thorburn, administration director of Johnson for Travelers Insurance Co of Hartford, Conn, which wrote primary
to a satisfactory conclusion all outstanding litiga- Matthey comprehensive general liability insurance coverage for Shell
hon affecting Johnson Matthey PLC after the col- Meanwhile, Minories Finance filed claims totaling "I would be very surprised if Judge Lanam granted Shell the relief it is
lapse of Johnson Matthey Bankers in September 6 million to 8 million pounds ($10 4 million-$13 9 seeking," said Ms Vyskocil, who is with Simpson, Thacher & Bartlett in
1984," said JM Chief Executive Eugene Anderson in million) under the marine package policies for fraud New York

announcing the insurance settlement and theft of precious metals, including gold, at In 1983, Shell sued more than 260 of its comprehensive general liability
Earlier in February, errors and omissions ha- JMB insurers for the cost of cleaning up two hazardous waste sites-the Rocky

bility underwriters for the New York-based ac- Minories Finance also notified the insurers of Mountain Arsenal site near Denver and another site in Fullerton, Calif

Dounting firm of Arthur Young & Co agreed to an additional 22 million pounds ($38 3 million) of (BI, Oct 12,1987)

oay 243 million pounds ($42 4 million) to JM in claims but never provided full details of these The Dec 19, 1988, Jury verdict that Shell knew it was polluting
an out-of-court settlement JM had sued Arthur claims, Mr 0'Mahoney said the environment voided coverage for the Rocky Mountain Arsenal, by far
Young's London office for negligence in its work These claims were never filed because there "was the larger of the two sites (BI, Dec 26,1988) A separate trial on the
as auditor of JMB prior to the bank's collapse very little substance against which we could have insurance coverage for the California site will begin early next year
IBI, Feb 20) pursued them under the policy," said Patrick Continued on next page

Arthur Young's E&0 underwriters in the Lon- Brenan, a director of Minories Finance
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Shell verdict
Continued from previous page

Shell and the U.S. Army already
have agreed to share the costs of
cleaning up the Rocky Mountain
Arsenal (BI, Feb. 8).

The arsenal was used by the
Army to manufacture and store
chemical weapons, including nerve
gas, between 1942 and 1982.

Shell leased the site from the

government and operated a pesti-
cide factory there from 1947 to
1982.

Some estimates place the total
cost of the arsenal cleanup as high
as $4 billion. Under its consent de-
cree with the Army, Shell is liable
for as much as $1 billion of the

cleanup costs.
In May Judge Lanam issued

dozens of rulings interpreting
Shell's insurance policies (BI, Aug.
1, 1988; May 30, 1988). These rul-
ings formed the foundation for
the jury trial, which began Aug.
30.

Shell says there was'a lack of evidence to support
the jury's verdict that Shell 'expected or

intended' or'knew or should have known'

that damage would result from its actions over
the policy years 1952 through 1973.'

The jury ruled that for each year
from 1952 to 1973, Shell "expected
or intended" that its operations at
the arsenal would result in pollu-
tion, and therefore is not entitled
to coverage from its liability in-
surers for the costs of the cleaning
up the site.

In support of its request that
Judge Lanam overturn the jury's
verdict, Shell says there was "a
lack of evidence to support the
jury's verdict that Shell 'expected
or intended' or 'knew or should

have known' that damage would
result from its actions over the pol-
icy years 1952 through 1973."

However, Travelers attorney Ms.
Vyskocil says, "There is no ques-
tion that the jury's verdict came
down the way it did because of the
evidence."

Shell also says insurers failed to
prove many of their defenses
against providing coverage to
Shell, including allegations that
Shell failed to timely notify the in-
surers and allegations that Shell
concealed knowledge of pollution
at the Rocky Mountain Arsenal.

In support of its request for a
new trial, Shell says the questions
that the jury was told by the court
to answer in rendering a verdict

resulted in an all-or-nothing ver-
diet for Shell in each policy year
and, thus, was improper.

Shell wanted the jury to be asked
to answer a set of fact-specific
questions rather than answer gen-
eral questions as to whether there
was insurance coverage in given
policy years.

"Shell prepared and presented
its case to the jury on the well-do-
cumented understanding that the
jury would decide discrete factual
issues and the court would then

make a legal declaration of the ob-
ligations of the parties under each
of the insurance policies at issue,"
said Shell.

"Yet, on the eve of the submis-
sion of the case to the jury and
after the evidence had been pre-
sented, the court abandoned this
approach. . . .Rather than ask-
ing the jury specific, factual ques-
tion, the court submitted a 'who
wins' question for each (policy)
year."

This approach substantially pre-
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judieed Shell's ability to garner in-
surance coverage, the company
says.

"The general verdict precluded a
declaration that Shell has coverage
under some, but not all, policies in
a particular year or that Shell had
coverage for some, but not all,
damage in a particular year," the
company argues.

Furthermore, "jurors were en-
couraged to ignore the actual lan-
guage of the policies and use their
sense of 'rough justice' to deter-
mine whether Shell was entitled to

coverage," the company says.
Ms. Vyskocil defended the fact

that the jury was asked to render
an all-or-nothing verdict.

The parties to the litigation
worked with the court for the bet-

ter part of a year and half to de-
velop a set of fact-specific ques-
tions to ask the jury, but were not
able to come up with questions
that were appropriate, Ms. Vysko-
cil said.

As a result, the jury was simply
asked to determine whether Shell

expected or intended to pollute the
environment in each policy year.
This was the "central issue" of the

case, according to Ms. Vyskocil.
Shell also says it is entitled to a

new trial because many of the jury
instructions were erroneous.

Specifically, the company says
the jury instructions on the mean-
ing of the "expected or intended"
clause and the "care, custody
and control" clause of the CGL

policies, among others, were in
error.

Shell says the court's jury in-
struction on the "expected or in-
tended" clause "effectively read
coverage for negligence out of-
Shell's policies, in violation of Cal-
ifornia law."

Many of Shell's CGL policies
state there is no coverage for
events that are ''expected or in-
tended."

Judge Lanam instructed the jury
that "expected" denotes "that the
actor knew or should have known

that there was a substantial proba-
bility that certain consequences
would result for his or her acts or
omissions."

Jurors were told "intended"

means Shell "committed an act

wherein it should have reasonably
been known by Shell that there
was a high degree of certainty that
damage to the property of another
would result from this act."

Shell says these instructions are
"contrary to established California
law" that says insurers must prove
Shell acted intentionally, willfully,
maliciously, wrongfully and with a
preconceived design to inflict in-
jury to avoid coverage.

Furthermore, the judge failed to
alert the jury to the fact that none
of Shell's policies prior to 1975
contained the "expected or in-
tended" language, the company
says.

Shell also found fault with the

jury instruction on the policy
clause that damage to property
''owned by Shell, or property
rented or occupied by Shell, or
property in the care, custody or
control of Shell" is excluded from

insurance coverage.
Shell says the jury should have

been told that this exclusion only
applies to property under the ex-
elusive possession of Shell, not
property like the Rocky Mountain
Arsenal that was leased by Shell.

In addition, Shell says that the
exclusion does not apply to
groundwater beneath the property.

Ms. Vyskocil said: "There was no
error of law in the jury instructions
at all. None whatsoever."

"If anything, the jury instruc-
tions were more conservative than

(Judge Lanam's) statement of deci-
sion (interpreting the policies),"
she added.

Shell Oil Co. vs. Accident & Ca-

sualty Insurance of Winterthur et
at.,San Mateo County California
Superior Court, No. 278953.
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Waste cleanup proposal going to get some kind of a camel invented out of these
racehorse proposals " Update

Contznued from page 1 Tom O'Day, associate vp m the Washmgton, DC, office

stemming from protracted battles over who lS liable for
of the Alliance of Amencan Insurers, said the Alliance has

hazardous waste cleanups would be greatly reduced, leav- not yet formed an opinion on the AIG proposal but that it
is "a real intriguing idea " High court to decide comp case

ing more money for actual cleanups, Mr Greenberg said
Efforts to clean up hazardous waste sites have "de- EPA officials declmed to comment because they had WASHINGTON-The U S Supreme Court will decide whether a

not seen the proposal
tenorated into a morass of legal warfare involving 1ndus- workers compensation Insurer can appeal a state work comp award
try, government at all levels, environmental groups and Under the Superfund Act the EPA may order prop- in federal court

erty owners or users to clean up a hazardous wastemsurance companies," he said, noting that between 30% In the case before the court, South Barrington, Ill -based North-
and 60% of the total funds spent since 1980 on environ- site Alternatively, the EPA can conduct its own cleanup brook National Insurance Co is attempting to appeal in federal court a
mental matters have been consumed by legal expenses activities at sites and then sue companies to recover the 1987 award by the Texas Industrial Accident Board, explained North-

expense of the cleanupEugene Anderson, a partner with Anderson Russell brook attorney P Michael Jung of Strasburger & Price in Dallas

Kill & Olick P C in New York who represents poli- The federal government, however, finances the cleanup At issue is a federal statute that says a party cannot bring a direct
cyholders in pollution coverage litigation, later estimated of waste sites mvolving unidentifiable or msolvent pollut- action agamst a liability insurer based m another state
that legal fees represent 56% of the total amount spent on ers The costs for cleanup of the "orphaned" sites for the The 5th U S Circuit Court of Appeals, in relecting Northbrook's
envitonmental matters first five years of the Superfund program were covered appeal, said the statute also bars an insurer from filing suit in a

Mr Greenberg observed that "large amounts of energy by a $16 billion trust fund But, m October 1986, Con- federal court agamst a policyholder w another state, Mr Jung said

and money have gone into complex and protracted litiga- gress enacted the Superfund Amendments and Reauthori- However, in another case, the 6th U S Circuit Court of Appeals
lion-and the job of fixing the environment has largely zation Act, which increased the size of the trust fund to allowed an Insurer to file such a suit

stalled out " $85 billion and reauthorized it for five years Superfund Mr Jung said that case is "pretty significant m that, if successful,
So far, only 27 of the 1,177 Superfund sites that the will require reauthorization agam m 1991 it will permit a broader class of workers compensation cases to be

EPA says need immediate attention have been cleaned The current $85 billion trust fund lS financed pri- filed by msurers m federal court "
marily through a variety of taxes, including a petro- Insurers often feel they have a better chance of success in federal

Mr Greenberg predicted that adoption of his proposal leum tax, a chemical feedstock tax and a tax on im- court than m state court, added Mr Jung
ported chemical derivatives, as well as general revenues"would make more pollution insurance available for
and recoveries from parties responsible for pollutionAmerican industry," which presumably would indemnify

In his speech last week, Mr Greenberg made the follow- Second attack on Raymark
companies for third-party bodily injuly and property
damage claims that would not be covered by the proposal Ing suggestions for the NETF's operation PHILADELPHIA-Plamtiffs' attorneys have launched a second at-

Insurers probably would again write insurance Covenng • The trust fund only would finance the cleanup of tack on Raymark Industries Inc in an effort to force the former
environmental impairment hability if the "void of uncer- existing sites created by waste disposal occurring in the asbestos manufacturer Into mvoluntary bankruptcy
tamty" over liability for hazardous waste cleanups was past The trust fund would not finance the cleanup of The plaintiffs' first attempt to force Raymark mto bankruptcy was
eliminated, Mr Greenberg said current or future pollution dismissed last September (BI, Sept 26,1988)

New York-based AIG 15 one of the few U S msurers • The trust fund only would finance the cleanup of In papers filed Feb 13 with the U S Bankruptcy Court m Phila-
that writes EIL coverage existing hazardous waste sites where there is no evi- delphia, the plaintiffs say Raymark has not been paying claims, does not

Risk managers last week generally criticized Mr Green- dence that regulations existing at the time the pollu- have enough money to pay claims and therefore should be placed Into

berg's proposal
tion occurred were violated mvoluntary bankruptcy

"I would object to it on the basis that it is inequita- In addition, all existing hazardous waste sites mvolvlng This second group of plaintiffs say they are different from the

ble," said Norman Chanzis, director of risk manage- "deliberate" pollution would be dealt with on the legal first group m that they hold unstayed judgments against Raymark
ment for American Standard Inc in New York basis of stnct liability, though Mr Greenberg did not de- U S Bankruptcy Judge Thomas A Twardowski denied the first

"It's highly inequitable," agreed Gerald Belfiglio, direc fine "dehberate" pollution group's request because they held disputed ludgments against Ray-

tor of risk management for Allegheny Ludlum Corp m • Based on AIG's research, the 2% premium fee as- mark and therefore had no standing to force it mto bankruptcy
Pittsburgh Financing hazardous waste site cleanups sessed on all commercial property/casualty policies pur- Raymark contends the second group of plaintiffs' judgments also
"should be tied m some measure to the amount and the chased m the United States and an equivalent amount are in dispute and, therefore, they lack standing
toxicity of (a company's) output," he said from self-insured companies would generate about $3 In a related matter, Raymark has asked the 11th Circuit Court of

For example, under Mr Greenberg's proposal, the billion annually for the trust fund Appeals to review a lower court ruling that claims against the com-
owner of a skyscraper-which likely pays a significant Assuming money m the trust fund was invested, the pany cannot be consohdated mto a class action (BI, Feb 20)

amount for property/casualty insurance-would pay a fund after 10 years would be capitalized at $40 billion,

substantial arnount to the trust fund even though the which is enough to pay for the cleanup of approxi- Teale firm settles charges
company's hazardous waste cleanup liability may be small mately 1,000 hazardous waste sites on the EPA's Na-

or non-existent, Mr Belfiglio explained tional Priority List In addition, enough money would TALLAHASSEE, Fla -Eight offshore Insurers represented by Alan
"Something to me says that's just not quite kosher,„ be left over to clean up additional pnonty sites that Teale's International Underwriting Assn have settled charges brought

he concluded are expected to be identified over the nert 10 years, by Florida regulators of issuing more than a dozen marme hull and

The proposal is "a bit self-serving for the Insurance Mr Greenberg said hability pohcies without being licensed or approved as surplus lines
mdustry," concluded Jon Harkavy, director of governmen- Mr Greenberg's proposal differs substantially from a msurers m the state

tal affairs for the Risk & Insurance Management Sooety plan suggested m February 1988 by DeRoy Thomas, then In a consent order approved by the Florida Insurance Depart-
Inc m New York chairman of Hartford Insurance Group and currently ment last month, the eight Turks & Caicos-based msurers agreed to

Although Mr Greenberg is correct to maintain that president and chief operating officer of ITI' Corp, Hart- cease any unauthonzed transaction of insurance in the state

"there is going to have to be some broad-based funding ford's parent company Atlanta-based IUA-now known as Independent Administrative Ser-
to clean up these sites the insurance Industry is gomg to Mr Thomas proposed establishmg a fund-dubbed the vices Inc -also agreed to pay a $5,000 administrative penalty
have to ante up far rnore than seerns to be indicated by the Comprehensive Environmental Response Authority-to The department had charged that IUA and the consortium of insurers
proposal," Mr Harkavy said pay all hazardous waste cleanup costs and related third- violated state law by issumg 17 hull and hability pohcies with total

Insurers' contributions to the fund-2% of the pre- party pollution claims The fund would be financed premiums of nearly $40,000 between December 1987 and May 1988

miums they pay for their own property/casualty tnsur- through annual assessments from companies responsible IUA and the msurers neither admitted nor denied the allegations,
ance policies-would be "a drop in the bucket" corn_ for pollution incidents, insurers, reinsurers and the federal but said that the marine risks were insured "on the advice of un-

pared with "the potential hability facmg AIG and any government (BI. Feb 29,1988) derwnters that such nsks were not governed by Florida law "
other insurer if nothing is done" to change the sta- Mr Thomas did not specify the amount of the assess- IUA and the insurers also declared ln the settlement that they
tus quo, Mr Harkavy pointed out ments or how they would be determmed "had no mtention of violating Florida law "

A majority of lower courts and state appellate courts The differences between the two insurer-sponsored Among the eight settling msurers is American Trust Insurance Co

that have considered the subject have ruled that gen- plans are significant Ltd, which was declared ineligible as a surplus lines insurer in
eral hability insurance policies cover government-man- For example, Mr Greenberg's proposal does not cover three states last year after regulators were unable to confirm the
dated hazardous waste cleanup costs payment for non-governmental third-party claims, which value of most of ltS assets (BI, July 25, 1988) One state, Illtnois, has

However, the only two federal appellate courts to rule he said would have to contmue to be litigated since lifted its ban on the msurer American Trust recently announced
on the 1SSue-the 8th U S Clrcuit Court of Appeals and Also, participation m Mr Thomas' plan would be volun- termination of an Insurance services agreement it had with Fenmar
the 4th U S Circuit Court of Appeals-have held that tary, while participation under Mr Greenberg's proposal International Insurance Services Ltd, an underwritmg management

these costs are not msurable (BI, March 7, 1988, July 27, would be mandatory company run by Mr Teale

1987) Under Mr Thomas' plan, if a policyholder and its The other msurers named m the consent order are American At-

The U S Supreme Court refused to review both fed- insurers participate in CERA, the fund would pay for lantic Insurance Co Ltd, American Marine & General Insurance

eral appellate decisions (BI, Oct 10,1988) all cleanup costs, third-party claims and associated legal Co Ltd, Amencan Transportation Insurance Co Ltd , American Trade
Meanwhile, a California appellate court now review- costs Insurance Co Ltd, Fidelity American Insurance Group Ltd, Old

mg landmark pollution coverage htigation is grapplmg CERA would seek reimbursement for its costs to clean Amencan Insurance Co Ltd and Secunty Insurance Co Ltd
to Interpret whether the term "damages' m CGL poll- uP hazardous waste sites and to mdemnify property dam- Mr Teale, IUA chairman and Charlotte C Rentz, who signed the
cies encompasses government-ordered hazardous waste age and bodily injury claimants from non-members of the settlement as IUA's president, could not be reached for comment
cleanups (BI, Feb 20) facility The fund would be able to seek damages from

The case, pittmg Aero]et General Corp against 55 of non-members on a joint and several basis Briefly notedits comprehensive general liability insurers, is being In addition, Mr Thomas' proposal would require the
watched closely because the decision will be the first federal government to contribute to the fund, while Mr Representatives of victims of the 1984 Bhopal poison gas leak are

by a California appellate court addressmg coverage for Greenberg's proposal would not challenging last month's $470 milhon settlement between Union Car-
government-ordered waste cleanups and is expected to Mr Greenberg's proposal also is dramatically differ- bide Corp. and the Indian government (BI, Feb 20) Among the ques-
influence courts nationwide ent from the Wellington Agreement, which settled in- tions raised is whether the government has a constitutional right to

Insurers, while claiming they are winning the legal surance coverage disputes between asbestos producers represent victims Meanwhile, Union Carbide restated ltS 1988 earnmgs
battle over coverage for mandated waste cleanups, gen- and their msurers and set up the now-defunct Asbestos to reflect a charge of $58 milhon, or 43 cents per share, to cover Bho-
erally embraced Mr Greenberg's proposal Claims Facility pal-related claims The Georgia Insurance Department is asking the

While commenting that "right now things look great Under the Welhngton Agreement, insurers and asbestos state court of appeals to overturn a Superior Court ]udge's January
for the insurance business," Les Cheek, vp of federal producers agreed to settle their coverage disputes by decision to permit an Indiana University professor and newsletter pub-
affairs m the Washington, DC, office of Crum & For- working together to pay asbestos bodily injury claims lisher access to Insurance Regulatory Information System data
ster Inc, noted that the "finite amount of certainty" based on a mutually agreed-upon formula from the National Assn of Insurance Commissioners (BI, Jan

that the proposal would provide msurers is attractive Under the agreement, asbestos producers could tap 23) The House Labor Management Relations Subcommittee last
"Anything that is predictable from an msurance per- all of their available coverage from policies that were week approved legislation that would require most employers to glve

spective is good," Mr Cheek said m force at the time claimants were exposed to asbestos employees up to 10 weeks of unpaid leave for the birth of a child or to
Peter Lefkin, assistant vp and director of federal re- through the time the disease manifested itself, includ- care for a senously 111 child or parent A total of 237 of the 241

lations m the Washmgton, DC, office of Fireman's Fund mg pollcies m force between exposure and manifestation Malibu homeowners who sued Los Angeles County and the Callfornia
Insurance Cos, said that "in concept, any type of replace- The agreement-which, unlike Mr Greenberg's pro- Department of Transportation chargmg the entities created dramage
ment" for the current system of financing hazardous waste posal, was voluntary-stemmed from hundreds of thou- problems that led to a landshde and subsequent property damage have
cleanups "is an improvement" sands of bodily inJury suits that were filed agamst as- approved a $96 8 milhon settlement (BI, Jan 16) David Thornberry

And even Mr Anderson, the policyholder attorney, bestos producers that, m turn, sought indemnity from w111 resign as Texas State Board of Insurance member m the midst of
agreed that "any change over the present situation would their hability msurers ongomg controversy surroundmg the agency's handlmg of an msurer
be an improvement" msolvency (BI, Nov 7,1988) Another board member, James L Nelson,

The AIG plan is "at least a step forward in makmg Associate Editor Stacy Adler in Chicago contnbuted to win leave the agency as soon as his replacement is named
proposals," Mr Anderson commented Eventually, "we're this story
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Mutual Fire rehab While the previous rehabilitation plan had gross written premiums of $136 3 million, ited partnerships Property/casualty guar-
aimed at full payment of direct claims with- incILding direct insurance premiums of anty funds generally exclude claims related

Continued from page 3 out guaranty fund participation, the revised $60 6 million and assumed reinsurance pre- to reinsurance and financial guarantee cov-
Objections or other responses to the plan plan provides for guaranty fund payments, miums of $75 7 million, according to figures erages

must be filed in Commonwealth court by and the Feb 3 insolvency order was intended published by A M Best Co Besides the four states m which it was 11-

April 10 mainly to trigger guaranty fund coverage Net premiums amounted to $42 7 million censed, Mutual Fire, Marine operated on a
Meanwhile, a state ludge officially de- Mutual Fire, Marine-which stopped un- in 1985 surplus lines basis in 46 states and the Dis-

clared Mutual Fire, Marine insolvent on Feb derwriting in April 1986-was licensed in About 25% of the insurer's 1985 gross di- trict of Columbia
3 Although the insurer was ordered into re- Delaware, New York, Pennsylvania and rect premiums were written in New York and The Pennsylvania department's revised re-
habilitation on Dec 8, 1986, that order did Puerto Rico, and the New York and Pennsyl- about 10% in Pennsylvania habilitation plan, dated Jan 31, provides for
not include the official finding of insolvency vania guaranty funds are expected to be However, large portions of ltS book of 10 classes of Mutual Fire, Marine creditors
required to trigger state guaranty fund cov- most heavily affected business consisted of assumed reinsurance The creditor groups include
erage of direct insurance claims In 1985, Mutual Fire, Marine reported and surety bonds written for tax shelter lim- Cont:nued on next page

Section 89 regulations
Continued from page 1 this option of avoiding the 75% test FSAs their ]obs could schedule expensive ployee turnover, lt won't be too
bad Idea It will add fuel to the would be allowed this year to use a The most significant proposal in- and predictable treatment, like interested in offering an FSA pro-
overhaul and repeal fires," added modified version of the "90%/50% volves putting "at risk" employers dental bridgework, early in the gram," said Larry Lenahan, an as-
Richard Raskin, a consultant with test " that sponsor health care FSAs year before they contributed large sociate benefit consultant with
The Wyatt Co in New York Under the modification, known Currently, employers fully reim- amounts to their FSAs Then, after Buck Consultants Inc in Secaucus,

The IRS contends the rules re- as the "80%/66% test," 80% of non- burse employees participating in receiving full reimbursement from N J
leased last week will take the na- highly compensated employees FSAs for eligible medical expenses their employer for uninsured ex- "Employers will have to make a
tion's employers and their advisers must be eligible for a health care only after the employee contrib- penses, they would quit, leaving lot of strategic decisions about
9 million hours to digest, an esti- plan whose value is at least 66% of utes enough money to the FSA to employers stuck with big bills their FSAs This is a very signifi-
mate that many believe is conser- the value of the most generous cover the expense In support of this rule, which al- cant change," added Ms George-
vative welfare plan available to highly But under the IRS regulations, ready has triggered anger from em- miller of Hewitt Associates

And, the rules are not complete compensated employees which would not go into effect ployers and benefit consultants, But, in a bit of good news for em-
The IRS still must publish Section The alternatives to the 75% test until Jan 1,1990, companies gen- the IRS says that health care FSAs ployers, the new rule putting em-
89 rules dealing with such issues as would be attractive, for example, erally would have to reimburse -if they are to receive tax-favored ployers at risk will only apply to
group term life insurance and mul- for large companies with a small employees monthly af-er an em- status accorded to regular insur- health care FSAs There had been
tiemployer plans number of highly compensated em- ployee files an FSA claim, even if ance programs-must have ele- debate within the IRS about ex-

Even so, the rules released last ployees that want to avoid the big there are not sufficient funds m the ments of risk shifting tending the at risk rule to depen-
week total more than 200 pages, administrative hassles of com- employee's FSA to cover the reim- "Health FSAs must qualify as dent care FSAs
including many test examples plying with the 75% test bursement accident or health plans This The IRS' other FSA and flerible

"There was a conscious effort to "This alternative is targeted at For example, assume an em- means that, in general, while the benefit plan rules generally are
make the rules instructive," said the big employer with the biggest ployee agreed to make pretax con- health care coverage under the more technical in nature and are
Mercer's Mr Conaway, a former data collection problems," said Mr tributions of $1,200 to his or her FSA need not be provided through more favorable to employers and
Treasury Department official Conaway FSA to cover uninsured health care a commercial insurance contract, employees Other proposed rules

The rules delay the effective In addition, by using the "20% expenses The FSA contributions health FSAs must exhibit the risk- include
dates of certain Section 89 re- alternative" companies can then are made in $50 increments twice a shi fting and risk-distribution • Employeis could return to em-
quirements For example, employ- use the 80%/66% test That could month Thus, after the first month, characteristics of insurance," the ployees in an equitable manner un-
ers have until July 1-rather than ease compliance problems for com- the FSA would contain $100 in em- IRS rules say used balances in FSAs that now

Jan 1-to give notice to employees panies at which 80%-rather than ployee contributions Such risk-shifting is not present must be forfeited by employees
of welfare benefit plans that are 9096-of non-highly compensated Assume the employee incurs a in the current structure of FSAs If under the "use it or lose lt" rule
available employees are eligible to partici- $1,000 medical care expense in the an employee leaves and hasn't However, the distribution to any

Most important for employers, pate in their health care plans first mon:h of the plan year, pays spent the full amount he contri- Individual employee could not be
the rules give an alternative in In addition, employers with more the bill and submits the claim to buted to the FSA, the money is for- based on the size of his or her indi-
1989 for companies that want to than 5,000 employees could per- the employer for reimbursement feited under the 1984 IRS "use it or vidual forfeiture
avoid the 75% average benefit test manently avoid the 75% and other The employer, under the proposed lose it" rules In such an arrange- • Employees with FSAs who do
Under this test, the average general non-discrimination tests regulations, would have to reim- ment, there is no risk to the em- not use all of their allotted vaca-
"palue" of an employer-provided by using yet another alternative burse the employee for $1,000, ployer tion days could receive the value of
benefit to non-highly compensated But the conditions in that alter- even thot.gh there is Only $100 in But, putting employers at risk, as those unused days as taxable cash
employees must be at least 75% of native are so stiff-among other the FSA the IRS has proposed, could deter • Certain taxable benefits, such
the value of the benefit to the things at least 90% of full-time em- If the employee quit his or her companies from setting up the as accidental death and disability
highly compensated (BI, April 18, ployees must be non-highly com- Job, the company could be stuck popular plans and lead some com- benefits or group term life insur-
1988) pensated, no more than 0 75% of with a S900 loss panies to terminate their FSA pro- ance coverage ovei $50,000, could

This test poses an administrative active employees can have com- Observers have warned that em- grams be included in flexible benefit pro-
challenge because companies, pensation exceeding about ployees who are planning to quit "If an employer has high em- grams .

especially decentralized firms, may $108,000 and 80% of employees eli-
lack information on who is partici- gible to participate in each health Municipal liability rulingpating in their program plan must be non-highly compen-

In lieu of this test, employers this sated-that its usefulness is ques- Continued from page 3 Ruck said

year can elect to have the top 20% tionable ing deliberate 1ndifference to life The ruling is "going to increase the exposure of mu-
of highly compensated employees It should, though, be attractive The State & Local Legal Center had argued in a brief nicipalities slightly, but in a fairly well-defined area,"
taxed on the full value of their to public employers that have few that the court should rule municipalities are liable commented John Poweis of Albany, N Y -based
health care benefits In 1990, the highly compensated employees, only if their training policies are unconstitutional, Ms Powers & Santola, a plaintiffs' attorney
75% test could be avoided if the top experts say Solomon noted The Supreme Court's decision, though, According to the ruling, a direct lelationship be-
40% of highly compensated em- Simultaneously with the Section is "about as good as it can be short of the unconstitu- tween the municipalities' failure to train and the re-
ployees were taxed on their health 89 rules, the IRS published its pro- tional policy " sulting danger to the plaintiff must be demonstrated,
care benefits posals for sweeping new rules for "I'm not horribly concerned about losing cases," said 1VIr Powers noted

In addition, employers taking flexible benefit plans, especially Lee Ruck, general counsel to the National Assn of The expansion of liability will probably be limited to
Counties in Washington, D C While the court vali- the more serious cases, he said, adding that it is un-
dated a new type of mun.cipal liability, it also estab- likely to open a giant Pandora's box
lished a great burden of proof, he said "They are set- Mr Powers agreed that the ruling will not lead to a

Insurance services guide ting forth broad language, making it a lot harder to significant increase in cases "I don't expect any great
prove it " explosion of litigation," he said "It's not a new area of

But Mr Ruck added that he was concerned that the law, as I see it It's simply a definition by the Supreme
ruling 31111 increase the number of Court as to what the standard is "
suits brought against municipal- 1 Mr Diamond warned that the de-

Captives, Claims/Audits Attention European ities The decision will lead to "a lot '1'm not horribly cision is applicable to any unit of
All Phases of Insurance Consulting. Risk Managers of creatively pleaded, well-crafted

concerned about municipal government, including
Patricia Kathleen Rotchford, J.D. independent counseling for European attemp-s to meet whatever burden school districts and fire prevention

Counsel For Insurance Success Risk Managers with responsibility for the Supreme Court really means," losing cases,' says districts, as well as law enforce-
4105 Terri Lyn Lane asset protection In Norlh America he said ment agenciesNorthbrook, Illinois 60062

312-498-2938 FAX 312498-3323 Write Post Office Box 912 Stewart Diamond, an attorney Lee Ruck of the Mr Diamond also noted that in a

New York, N Y 10185 with Ancel, Glink, Diamond, counties' association. dissenting opinion, Justice Sandra
Murphy & Cope in Chicago, who Day O'Connor agreed with the con-
represents municipalities, said "In cept of deliberate indifference, but

WORKERS' COMPENSATION RISK MANAGEMENT SYSTEM the long run, I think lt W111 not be a went one step further and said the
serious expansion of municipal liability because the ease before the COUI t should be dismissed without

FOR SIU INSUR€DS, TPR'S, RSSOCIATIONS RID CIRRIIRS court has crafted an extremely narrow standard which being remanded to the 6th Circuit Court of Appeals
will be difficult for all but a few plaintiffs to achieve because there is no evidence the city had met that

• PREPARES STATE REGULATORY REPORTS & FORMS • TRACKS RESERVES "The problem ts that until the outlines of that stan- standard She was joined in her dissent by Justices
• HANDLES MULTIPLE EMPLOYERS • PROCESSES CLAIM PAYMENTS &CHECKS dard are completely tested through decisions of dis- Antonin Scalia and Anthony Kennedy
• CALCULATES BENEFIT AMOUNTS •PERFORMS ON LINE INQUIRIES trict and circuit courts, I would suppose there are "Even in this Situation, it was not serious enough to
• ADJUSTS BILLSAGAINSTMEDICALFEE SCHEDULES • MANAGEMENT & AD HOC REPORTS going to be a reasonable number of cases filed by create liability," the dissent said
• PROVIDES SAFETY AND OSHA REPORTS • MONITORS CLAIMS DUE REVIEW plaintiffs who want to test or expand that rule," he While most observers did not think the decision

said would have a huge effect on municipalities, Cynthia
VALU€ LEADERS IN RISK MIINAG€MENT SOFTUIRR€ "I'm hopeful that an early series of district court Pols, legislative counsel to the National League of

INSTALlATIONS FROMCOASTTOCOAST • CALL FORA FREE DEMO DISKETTE decisions following the extremely narrow scope of Cities in Washington, DC, was less optimistic
the Supreme Court's intent will relatively quickly "We're not happy with the decision," she said

INSURRNCIE SOFTIURR€ PRCHIGIES, INC. make plaintiffs' lawyers realize there is a very, very "Obviously it's an expansion of the exposure of lia-
5118 N 56TH ST. TAMPA, FL 33610 800-237-8133 {US) 813-621-6069 (Fl) 212408-1674 (NY) narrow window of opportunity," Mr Diamond said bility to cover inadequate training," she said

- However, it could take as many as 10 years of court While the Supreme Court recognized the problem of
decisions by lower courts, plus another two or three Increasing liability "that didn't stop it fiom broad-

For advertising Information In the INSURANCE SERVICES GUIDE year until the Suprem€ Court rules on these decisions, ening the erposure," she said
Contact Margaret Hikido, 740 Rush Street, Chicago Illinois 60611 before case law develops to the point where municipal-

Telephone (312) 649-5340 ities know the full extent to which they are liable and City of Canton, Oh:o, us Harris, et al, Supreme Court
must change their employee training practices, Mr of the United States, No 86-1088



Contznued from previous page • Claims by holders of surplus notes approval of the plan To qualify for the dis Bl Insurance Index• Secured creditors, including ceding in- • Claims by former owners, officers and count, reinsurers must waive any right to an- 
surers holding letters of credit or trust funds directors of Mutual Fire, Marine offset

posted by Mutual Fire, Marine The plan Late claims include any direct policy- Reaction to the revised plan among the 500would allow these insurers to draw on the holder claim reported after June 30, 1991 major creditor groups lS mixed, though most -
LOCs and trust funds to cover paid losses While losses reported before this cutoff date express at least some reservations about var-
and loss adJustment expenses approved by have priority Over other unsecured classes of ious plan provisions

490the rehabilitator or the court claims, losses reported after that date fall Besides being concerned about the elimi-
0 Direct insurance policyholders, who further down the priority list nation of the policyholders committee, the

number m the thousands and will receive No cutoff date is set in the plan for claims committee is also concerned about a "lack of
first priority among unsecured creditors by surety bondholders and ceding insurers I 480

financial accountability" on the part of the
after payment of administrative costs and While the Pennsylvania department's ear- rehabilitator, which should provide Policy- I //
wage claims by Mutual Fire, Marine employ- lier rehabilitation plan anticipated full pay- holders with regular, detailed financial re- I 470
ees Claims paid by state guaranty funds on ment of all direct insurance claims, the cur- ports on Mutual Fire, Marine to allow assess-
behalf of the insurer also will fall into this rent plan provides for 100% payment of only ment of the rehabilitation plan's progress, Communic*ng Resea#ch Groupcategory those claims amounting to less than $5,000 Mr Brown said

• Surety bond lenders, consisting of finan- Claims of more than $5,000 would be In addition, the policyholders committee is
cial institutions that held Mutual Fire, Ma- prorated based on a proportional payment considering whether to request a later re-ex-
rine surety bonds as part of financing pack- method set Out in the plan amination of the June 30, 1991, cutoff date
ages for failed oil, gas and real estate tax The revised rehabilitation plan also for claims based on loss experience as the I
shelter partnerships changes zhe way Mutual Fire, Marine's plan rogresses, he said 4 4

This class includes about 91 surety bond- assets are allocated among major creditors Mr Harbaugh, representing several of the 
holders that are owed roughly $80 million in Under the previous plan, reinsurance re- surety bondholders, said the plan does not -
losses, said David Harbaugh, a law/er with coverable by Mutual Fire, Marine on its reflect the bondholders' input during earlier
the Philadelphia firm of Morgan, Lewis & surety bond and assumed reinsurance books discussions with the Pennsylvania depart- Insurance industry stocks climbed last week, as
Bockius, representing six bondholders would have been set aside to cover the claims ment However, he declined to provide spe- the Business Insurance Index rose 12 points to

The bondholders would not be paid under of the bondholders and ceding insurers, law- cifics or comment on whether the bondhold- 492.3 on March 2, from 480.3 on Feb. 23. Ad-
the plan unt 11 after direct policyholder yers for the two creditor groups say ers will object to the plan in court vancing issues were led by Western Health
claims are satisfied The new plan, however, calls for nearly all While ceding insurers managed to negoti- Plans Inc., up 78.6%; Frank B. Hall & Co. Inc.,

• General unsecured creditors, including of Mutual Fire, Marine's reinsurance reco- ate the special fund to set aside 25% of Mu- up 47.6%; and FHP International Corp., up
ceding insurers without LOC or trust fund veries to go into a single pool of funds from tual Fire, Marine's retrocessions on the as- 24.3%. Decliners followed Statesman Group
protection which the various classes of claims would be sumed reinsurance book, they are not as Inc., down 9.4%; Tok,o Fire & Marine Insurance

Roughly 343 ceding insurer creditors were paid m the order set out in the plan happy with this plan as they were with the Co. Ltd., down 5.9%; and Frontier insurance
owed $160 million as of March 31, 1986, and The one significant exception to this lS the previous rehabilitation plan, which allotted Group, down 5.6%. The issue showing the most
that number has probably increased sub- special fund set aside to pay ceding insurer them all of the retrocessional coverage, Ms activity during the period was: USF&G Corp.,
stantially since then, said Marcy D Tanker, claims Tanker noted with 3.6 million shares traded. The Bl index

a lawyer with the Philadelphia firm of Fitz- The cedants succeeded in negotiating this However, she said the cedants she repre- gained 2.5% during the period; the Dow Jones
patrick & Tanker, representing 49 ceding 25% set-aside, according to Ms Tanker, who sents are still studying the plan and have not 30 Industrials dropped 1%; the New York Stock
companies said an earlier draft of the current plan decided yet whether to raise objections Exchange Composite lost 0.5%; and the Stan-

Under the plan, the cedants would not be Included no special fund provision "The problem iS deciding if the shortcom- dard & Poor's 500 fell 0.7%.
paid until after direct policyholder and The rehabilitation plan also includes a ings in this plan can ever be addressed by ,
bondholder claims are satisfied provision that would allow offset of mutual (any) plan," she said British issues

However, the plan will create a special debts and credits For example, a reinsurer One of Mutual Fire, Marine's largest ce- I
fund consisting of 25% of all retrocessions of Mutual Fire, Marine that also ceded busi- dant/reinsurers, American International

1 Week

1 March 2 P,ice P/E Div Yield High-Low

collected by Mutual Fire, Marine on its as- ness to the defunct insurer would be allowed Group Inc, is not happy with the plan, ac- 1 Companies pence i,-ce % pencepence
sumed reinsurance book to offset amounts owed by Mutual, Fire Ma- cording to Patrick Foley, senior vp and gen- 1 Comml Union 380 13 1 25 3 67 386-381

This fund will be available to pay ceding rine against amounts it owes to the insurer eral counsel Genl Accident 938 87 58 7 62 945-923

insurer claims after all direct policyholder Two offset options are included in the Among other things, AIG iS dissatisfied Gdn Royal Exch 210 113 131 62 211-207

claims have been paid or reserved for under plan, with a more liberal option offered to with the offset provisions and with the 25% Royal 423 132 300 60 425-423

Sun Alliancea prorating method described in the rehabil- cedant/reinsurers that pay balances owed to special fund, which represents an abrogation 1127 86 547 49 1135-1080

itation plan Mutual Fire, Marine within 90 days of court of AIG's rights under the terms of its rein- Brokers
Ms Tanker said the ceding companies approval of the plan surance treaties with Mutual Fire, Marine, eradstock 237 134 90 38 237-234

stand a good chance of recovering the money However, premiums owed to Mutual Fire, he said CE Heath 465 148 345 74 468--463

placed in the special fund, but added that Marine could not be used to offset other ob- "I don't think the plan is any good," Mr Hogg Robinson 153 142 80 52 157-149

Mutual Fire, Marine probably won t have ligations Foley said Uoyd Thompson 208 164 80 38 208-208

enough assets to pay cedants any more than In addition, the maximum allowable offset Despite the objections, though some cred- PWS Holdings 82 222 46 5.7 82-80

the amount in the fund would be $25 million, and any amounts ex- 1tor representatives are optlmlstic about the Sedgwick Grp 250 20 7 16 0 64 254-246
Steel Bal Jones 240 21 4 13 3 56 240-240Other classes of claims, in the order in ceeding this would be adjusted on a pro rata current plans' chances for going forward

which they would be paid, are basis "This plan should stick," Mr Brown said
Willis Faber 240 163 153 64 245-240

Source Philip Olsen/Alan Clifton, Insurance Industry• Federal, state and local government The plan also calls for a 10% discount for "It's not in the interest of the policyholder Specialists Kitcat & Ailken Stockbrokers,
claims any reinsurer that pays balances due to Mu- class to delay getting a final and sound reha- London

• Late claims tual Fire, Marine within 90 days after court bilitation plan in place "

1

Bl industry Stock Report MARCH 2, 1989 2/24/89 THRU 3/2/89

Weekly Year to Date Annual Mkl/Bk Weekly Year to Date Annual MI[t/Bk

Pnce % change % change High Low Vol (000) $ Div % Yield P/E Book value value Pnce % change % change High Low Vol (000) $ Div % Yield P/E Book value value
BROKERS

Lawrence Ins Group AMEX 788 00 00 11.63 450 2 0.24 30 175 290 2.72

Liberty Corp S C NYSE 3525 24 21
Alexander & Alexander Svcs NYSE 23.75 05 11

4725 3388 10 0.80 23 138 2076 170
28.13 1775 244 100 42 151 3 71 6 40

Corroon & Black Corp NYSE Lincoln Nat I Corp NYSE 49 38 07 122
3363 27 80

53.50 40.25 104 248 50 120 37.11
34.75 28 00 345 124

133
37 50 1240 271

Gallagher Arthur J & Co NYSE NAC Re Corp OTC
1813 07

34.75 07 94 3575 1850 327
82 19.13 1388

000 00 138 22.06 158
37 0.48 26 129 546 332

Hall Frank B & Co NYSE Navigators Group OTC 21.25 00 63
425 476 476

2200 14 50 6 000 00 103
550 250 421

1288 165
000 00 24 000 N/A

Hilb Rogal & Hamilton OTC
Nobel Ins Ltd OTC 4.63 29

1450
25 950 375 5 042 91 178

33 49 1575 9.75
7.76 0.60

12 000 00 126 4.60 3.15

Marsh & McLennan Cos Inc NYSE
Northwestern Nat I Life OTC 3050 47 20

5750 13 22
3450 2263 260 112 37 76

6000 4525 282
3505 087

250 43 141 648 887
Ohio Cas Corp OTC 3875 25 84

Poe & Assoc inc OTC 850 30 30 9.25
45 25 32.25 159 208 54 59 31.53 1.23

675 4 0.40 47 96 0 27 31.48

BROKERS Old Rep tnt I Corp OTC
AVERAGE

2663 00 110
69

2888 19.13 112 074 28 133 27.82
93

096
28 9S

Orlon Cap Corp NYSE 1950 06 268 2088 1313 26 0.76 39 66 934 209

CONGLOMERATES & HOLDING COMPANIES
Phoenix Re Corp OTC 975 25 26 1100 6.75 28 000 00 51 12.49 078

Protective Life Corp OTC 13.38 09 10 15.13 1225 100 0.70 52 163 1725 078

Re Capital Corp AMEX 10.13 39 110 11.75 788 11 000 00 225 11.93 085

Berkley W A Corp OTC 3000 49 17 3325 2350 158 036 12 64 1763 1 70 Provident ble & Acc Ins Co OTC 2188 06 137 2500 1563 251 068 31 120 2196 100

Berkshire Hathaway Inc DEL NYSE 4825 00 03 38 2 5050 00 4625 00 40 0 00 00 194 249268 1.94 St Paul Cos Inc OTC 4725 08 86 51.00 38.25 1773 220 47 65 3064 154

ITT (Hartioid Group) NYSE 5263 07 50 5575 4325 1105 1.48 28 88 5223 1 01 SAFECO Corp OTC 2700 05 143 3000 22.75 490 108 40 75 2394 113

Sears Roebuck & Co (Allstate) NYSE 4188 18 24 46.13 3225 2829 200 48 175 34.74 121 SCOR U S Corp NYSE 850 46 69 950 663 38 0.20 24 63 938 091
CONGLOMERATES AVERAGE 09 118 22 130 Se,bels Bruce Group Inc OTC 11.75 00 33 1425 11.00 130 0.80 68 75 1342 088

Selective Ins Group Inc OTC 22.75 00 11 2650 1925 140 124 55 51 2233 102

INSURERS/REINSURERS Slatesman Group Inc OTC 300 94 42 5.56 275 128 005 17 3000 3.48 086

Tok,o Manne & Fire Ins OTC 89.13 59 25 9800 6325 30 022 02 540 000 N/A

Aeina life & Cas Co NYSE 49.75 08 53 5250 3950 673 276 55 85 5356
Torchmark Corp NYSE 31.88 04 45

093
3350 2450 344 120 38 104 1224 260

American General Coip NYSE 33.13 1, 109 3638 2750 590 1.50 45 96 2804 118 Transamenca Corp NYSE 34.25 18 11 3675 2975 400 1.88 55 80 2736 1.25

Amer Heritage Life Init NYSE 2588 05 05 27 00 24 00 1 108 42 10 7 2247 Travelers Corp NYSE 3788
115

00 90 40 00 33.00 677 2.40 63 91 45 28 084

Amer Indly Fin I Corp OTC 1000 2t 48 1200 8.25 36 056 56 65 1706
Trenwick Group Inc OTC 1400 -34 34 1525 9 75 2 024 17

059
87 1691 083

American Intl Group NYSE 7238 14 68 7463 4900 962 0 40 06 10 7
United Fire & Cas Co OTC 30.00

3355 216
00 16 30.75 24.00 8 108 36 53 2256 1.33

Aon Coip NYSE 2925 1C 45 2925 2188 246 128 44 92 United States Ad & Gty NYSE
15.13 193

31.38 00 101 34.38 28 50 3559 280 89 88 22.15 142

Argonaut Group OTC 55.00 3E 257 56 00 29.50 109 000 00 82 3494 UNUM Corp NYSE 2925 17 83
157

2975 1788 156 0.48 16 102 3064 0.95

AVEMCO Corp NYSE 24.00 45 73 28.75 17 88 97 040 17 118 USLIFE Corp NYSE 37.50 17
920 261

75 40.13 2800 212 1.36 36 98 46 77 080

Baldwin & Lyons Inc OTC 1588 1E 67 1638 12.13 90 020 13 64 1757
Washington Nat 1 Corp NYSE 2688 18 04

090
2875 2400 59 1.08 40 78 3233 083

Belvedere Corp AMEX 538 0C 196 600 400 4 004 07 78 843
Zenith Natl Ins Corp NYSE 1838 14

064
50 2388 1500 59 0.80 44 87 1361 135

Chandler Insurance OTC 950 26 27 11.25 4.25 28 000 00 45 665 1.43
INSURERS/REINSURERS AVERAGE 02 62 31 43

Chubb Corp NYSE 65.00 t4 121 6638 5125 401 2.16 33 73 46.13 141

CIGNA Corp NYSE 53.50 02 135 5538 4275 525 2.96 55 96 51 37 104

CNAFinICorp NYSE 5925 04 21 66.13 5100 185 000 00 94 46 40 128 HEALTH MAINTENANCE ORGANIZATIONS
Con!,nental Corp NYSE 32.75 33 11 41 63 31 50 1071 2.60 79 157 42.10 078

Durham Corp OTC 31.50 08 45 36 75 21.50 46 092 29 328 2623 120 FHP International Corp OTC 21.13 243 742 19 75 600 584 000 00 115 354 597
Fireman s Fund Corp NYSE 3300 08 128 3350 2575 460 0.60 18 70 3091 107 HMOAmerica Inc OTC 1.31 101 394 1.38 038 30 000 00 21 112 117

Forum Re (Bermuda) OTC 1.50 00 80 400 113 1 000 00 42 258 058 Maxicare Health Plans OTC 063 00 160 4.25 0.50 1366 000 00 00 000 N/A

Fremont Gen Corp OTC 1575 145 177 15.13 8.75 615 060 38 100 1624 097 Pacthcare Health Systems OTC 1638 24 337 1675 5.75 202 000 00 131 635 258

Frontier Insurance Group OTC 12.75 56 20 1375 650 38 000 00 63 597 2 14 Saleguard Health Ent OTC 5.00 00 9t 825 4.00 0 000 00 100 2.75 182

General Re Corp NYSE 6150 23 108 61.88 45.50 589 136 22 122 27.10 227 Sierra Health Services AMEX 225 00 380 300 1.25 39 000 00 173 1.59 142

Home Group Inc NYSE 1388 68 262 1438 1050 928 0.20 14 58 1866 074 United Health Services OTC 688 10 1 529 3.31 175 691 000 00 30 259 266
Hanover Ins Co OTC 28.38 09 61 3025 2050 111 036 13 49 25 to 113 United Medical Corp AMEX 588 20 120 675 250 15 000 00 115 3.91 150

Harleysville Group Inc OTC 1963 00 91 2000 1338 22 048 24 71 1665 118 U S Healthcare OTC 8.13 00 399 4.44 2.13 1315 0.16 20 678 2.87 283
Hartford Steam Boller OTC 41.25 31 122 4050 2250 239 1.40 34 119 1065 3.87 Western Health Plans inc AMEX 100 78 6 44 9 169 0.25 48 000 00 -05 082 1.22
Kans City Lite Ins OTC 34.50 07 00 39 50 25.25 22 0.00 00 110 3922 088 HMOS AVERAGE 124 310 02 131

Kemper Corp OTC 31.63 46 318 31.50 20.75 389 084 27 90 2891 109 ALL COMPANIES AVERAGE 23 99 27 64
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You won't hear that from Zurich-American.
That's because our Automated insurance Man-
agement System (AIMS), provides risk managers
with comprehensive, easy-to-use information on
regularly updated personal computer disl<s.

So instead of wading through books or search-
ing for reports, you can have instant access to
data related to claims inquiries, pre-defined
reports, summary reporting- in short, the infor-
mation you need ro effectively and efficiently
manage your company's loss activities.

Which is one more creative approach to better
insurance. And one you can depend on. From
Zurich-American.

ZURICH-AMERICAN

American Creativity Swiss Dependability
ZURICH-AMERICAN INSURANCE GROUP

Zurich Insurance Company·American Guarantee and Liability Insurance Company · Executive Offices, Schaumburg, IL 60196
A MEMBER OF THE WORLDWIDE ZURICH INSURANCE GROUP


