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U p oo date —

U.S. Justice Department seeks

reinstatement of antitrust suit

SAN FRANCISCO-Without addressing
the "ultimate merits" of the case, the Jus-

tice Department last week filed a brief sup-
porting 19 state attorneys general in their

effort to pursue an antitrust suit against 31
insurance industry defendants.
The brief asks the 9th U.S. Circuit Court

of Appeals in San Francisco to reverse a
lower court dismissal of the suit and to re-

mand the case to district court, said a de-

partment spokeswoman (Bl,

1989).

Sept. 25,

Continued on nezt page

Judge defines fair insurer profit

By LOUISE KERTESZ

SAN BRUNO, Calif.-An admin-
istrative law judge's recommenda-
tions for an adequate rate-of-re-
turn for property/casualty insurers
in California could effectively kill
Proposition 103's 20% insurance
"charge" rollback mandate.

And, in the future, insurers
should be allowed between a 11.2%
and 19% rate of return on their
combined business, Judge William
J. Fernandez recommends.

Commercial lines insurers, in
particular, should not be held to a

11.2% to 19% return proposed

specific rate of return, the judge
said.

California Insurance Commis-
sioner Roxani Gillespie had said
the department would apply a
11.2% rate of return-by line of
coverage--to those insurers seek-
ing relief from the controversial
law's mandated 20% insurance
"charge" rollback provision.

The judge also refused to dis-
qualify himself amid charges of a

Enserch wins

round

in WPPSS

coverage battlie

By DOUGLAS McLEOD

DALLAS-Two professional lia-
bility insurers are expected to ap-
peal a jury verdict that could leave
them liable to an engineering firm
for nearly $65 million in damages
stemming from the massive 1983
bond default by the Washington
Public Power Supply System.

A federal jury last month re-
solved several insurance coverage
issues in favor of Dallas-based En-
serch Corp. and a subsidiary, Eba-
sco Services Inc., in a lawsuit
against their professional liability
insurers, General Accident Insur-

ance.-9.0f America.and Evanston

, underwriting manager, Shand
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Ebasco provided en

C

r

Morahan & Co. Inc.

gineering and
other services to VWPPSS in’its ill-

fated effort to build two nuclear

Broker

By LINDA J. COLLINS

Publicly held insurance brokers,
squeezed by continued rate compe-
tition and lower contingency com-
missions from insurers, are kicking
eff the 19905 on the wrong foot.

And while some observers see a
brighter outlook for 1990, others
say rates are still heading down-
ward, which could knock brokers
off their stride for several more
quarters.

"Earnings were pretty much dis-

House-approyesegistation Gotrtutes-gxcessnsurers>

power plants in Washington state.
The project was canceled in 1982,
due to cost overruns, management

problems and numerous delays,
and WPPSS later defaulted on

$2.25 billion in bonds issued to
fund the construction, one of the
largest municipal bond defaults

Ebasco was among numerous
parties named in lawsuits filed by
WPPSS bondholders after the col-
lapse.

In its April 27 verdict, the Dallas
jury threw out a number of de-
fenses raised by General Accident
and Evanston, including that the
two professional liability insur-
ance policies-each carrying a $25
million limit-were actually in-
tended to provide only a single $35
million limit.

The verdict-coupled with ear-

Continued on page 79

appointing across-the-board" in
the first quarter for the public bro-
kers, said financial analyst Mi-
chael A. Smith, vp of Shearson
Lehman Hutton Inc. in New York
"Revenues in the first quarter
did not come in anywhere near
where we were anticipating last
November after a little bit of wind
and groundshake,” Mr. Smi:h
quipped, pointing out that Hurri-
eane Hugo, the California earth-
quake and other disasters last fall
"did not cause insurers to change

conflict of interest.

Insurers generally welcome
Judge Fernandez's decision, saying
it reflects an understanding of
their operations.

However, consumer activists are
furious with the recommendations
of Judge Fernandez, who had pre-
sided over five months of testi-
mony by insurers, the Insurance
Department and consumer activ-

ists.

T O -

The state attorney general said
"the-business-as-usual regulatory

approach recommended by Judge
Fernandez would be a disaster for

the consumers of California and a
betrayal of the voters who enacted
Proposition 103."

Ms. Gillespie has 100 days from
the day after Judge Fernandez's
May 3 decision to adopt, modify or
reject the recommendations. How-
ever, the commissioner is expected

to issue her decision within 30
days, said Karl Rubinstein of Los
Angeles-based Rubinstein & Perry,
the commissioner's special counsel.

Meanwhile, Mr. Rubinstein is
recommending a somewhat nar-
rower range of an allowable rate of
return and suggesting that differ-
ent rates of return be applied to in-
surers' commercial and personal
lines business. If Ms. Gillespie
adopts those rates of return, some
insurers definitely would have to
rebate premiums to policyholders,
Mr. Rubinstein said.

Continued on page 80

4(\6\b SOMEONE DEMMPER

More than a tea party

More than 8,100 conference and exhibitor registrants gathered for the 28th annual Risk & In-
surance Management Society conference held in Boston April 29 to May 4. Conferees attended
sessions tackling risk management issues ranging from what insurance could have covered the
1773 Boston Tea Party to the threat of earthquakes in the future. Reports begin on page 3.

their underwriting practices signi-
ficantly enough.”

"We were surprised that rate
competition did not ease more in
the quarter, particularly for me-
dium-sized accounts,"” said finan-
cial analyst Thomas G. Rosen-
crants, senior vp and director of
research for Interstate/Johnson
Lane in Atlanta.

"Overall results were worse than
we expected," he said.

However, some brokers maintain

that the soft market is bottoming

out.

"l think that this spring we are
moving into a stable or neutral
pricing environment, in the aggre-

gate, in primary lines," after three
years of "significant declines in
pricing," said J. Michael Bischoff,
vp of New York-based Marsh &
McLennan Cos. Inc.'s Corporate
Development Group.

However, M&M-the world's
largest broker-is still seeing rate
competition for excess lines of cov-
erage, he said.

earnings lower than expected

And, "a soft market still existed
through most of the first quar-
ter. . .with price reductions in the
aggregate,"” he added.

"There's a little more firming
now and rates are gradually get-
ting better," said Patrick G. Ryan,
chairman, president and chief ex-
ecutive officer of Aon Corp. in
Chicago, discussing Aon's Rollins
Burdick Hunter Group subsidiary.

He adds that there was a "mod-

est erosion” in rates in the first

Continued on page 77

Underwriter Stephen Merrett
settles runoff policy dispute
Page 71
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Update

U.S. aids states in antitrust suit

Continued from previous page

"Our brief expresses our concern that the district court's discussion of
the law and ItS opinion may be understood improperly to expand anti-
trust immunities," she said It argues that the opinion "may be read
improperly to narrow the scope of the ooycott exception to the McCar-
ran-Ferguson Act "

The 30-page U S brief takes issue with Judge William Schwarzer's
dismissal of the case on the "state action" doctrine, which provides
immunity from antitrust laws if the anticompetitive restraint of trade
reflects a state policy

The Justice Department also argues against the judge's decision
to dismiss charges against foreign defendants on the basis of com-
ity, a reciprocal respect for foreign law

In a separate, lomt brief, the attorneys general and pnvate plain-
tiffs contend their suit should not have been dismissed

Long-awaited pension rules

WASHINGTON-The Internal Revenue Service last week released
sweeping, long-delayed pension non-discrirnination rules that the IRS
claims simplify non-discrimination testing and provide safe harbors
that many pension plans will be able to use

The proposed rules, which entail more than 300 double-spaced pages,
cover such areas as integration of pension benefits with Social Security,
mmimum participation requirements and non-discnmination tests re-
latmg to benefits and employer contributions

The rules generally would be effective for plan years beglnning on or
after Jan 1, 1991

While the rules are enormous m scope, "the big rehef is that at
least we have something in black and white we can rely on," said
Charles Commander, a consultant in The Wyatt Co 's Boston office
"At first glance, the rules will be workable for many employers "

Insurer bond holding rules

WASHINGTON-The National Assn of Insurance Commissioners
is expected in June to approve two proposals further regulating wsur-
ers' bond holdings to enhance Insurers' solvency

One proposal would change bond designations and require hfe msur-
ers to use six instead of four categories to report their bond holdmgs on
Schedule D of the NAIC's reporting blank beginning this year The
categories range from AAA to "in or near default " Insurers also would
have to report whether bonds were pubnely or privately placed

The other proposal would cut approximatezy m half the time hfe
insurers have to accumulate the Mandatory Securities Valuation Re-
serve, the amount of money they must set aside to cushion against
potential stock and bond losses The proposal also establlshes reserve
requirements for the two new bond categories

Reserve changes should be phased in over five years beginning in 1991
to ease the impact of the changes, said Terry Lennon, chief examiner of
the New York Insurance Department and chairman of the working
group that made the proposals

The regulations are different for property/casualty Insurers

Ruling could 'endanger' D&0O

BALTIMORE-Directors and officers liability msurance premiums
for financial institutions could rise dramatically if other courts follow a
Maryland appellate court's lead in striking down two key D&O0O exclu-
sions for banks and thrifts, lawyers and consultants say

The Maryland Special Court of Appeals upheld a lower court ruling
that D&O Insurers cannot deny coverage when regulators take action,
or when institutions sue their officers

Both the "regulatory” and "insured vs insured"” exclusions have
been standard smce the late 19505, the experts say

The May 2 ruling stems from the Maryland Deposit Insurance
Fund's 1987 suit agamst officers of First Maryland Savmgs & Loan
Assn m Silver Spring, Md After Binning a $387 mllhon judgment, the
state also won a suit to recover damages from the S&L's msurer,
American Casualty Co of Reading, Pa, a CNA Financial Corp unit

"The impact across the nation will be significant this case will
have persuasive value even if It'S not binding," said Neil Dilloff of
the Baltimore law firm of Piper & Marbury, who represented the
state fund First Maryland had $3 millicn in D&O limits, he said

"This decision will definitely endanger the D&0 market," said Ed
Armstrong, a Wyatt Co consultant m Washington

Mr Dilloff said he expects the Insurer to appeal to the State
Court of Appeals, Maryland's highest court

Updates contmue on page 79

Errors and omissions

» Gerling-Konzern Allgemeine Versicherungs A G of Cologne,
West Germany, is participating on a new excess liability line slip in
the London market providing $100 million of coverage excess of
$200 million An incorrect Gerling unit was identified as the partic-
ipant in the April 16 issue

- Atlantic Security Ltd in Bermuda sold 60% of a formerly inac-
tive licensed brokerage and captive management subsidiary, which
is now Park International Ltd Atlantic Security continues to bro-
ker insurance and reinsurance and manage captives under 1-5 own
name A reference to the sale in the April 30 issue could have been
misinterpreted

« Due to a production error that resulted in a photograph being
printed in reverse of the proper image, the names of two Euro Dis-
neyland employees pictured in the April 30 issue were reversed

= A search committee of the Risk & Insurance Management So-
ciety Inc and a search consultant will seek a new executive director
to succeed Ron Judd, who is retiring in May 1991 They will not help

recruit members to serve as executive officers of RIMS as incor-

rectly stated m the May 7 issue

Family leave mandate

House acts despite veto threat

The Bush administration sent However, companies would not

out word last week it would veto have to extend unpaid leave pro-

WASHINGTON-Legislation family leave legislation, comment- grams to the highest-paid 10% of
nearing congressional approval ing that it doesn't believe the gov- salaned employees In addition, a
would require most employers to ernment should mandate specific company could deny unpaid leave
offer lengthy unpaid family and benefits
medical leaves, but only a small

By JERRY GEISEL

to any employee if it could prove
Supporters of the measures cur- that the denial was necessary to
percentage of employees are ex- rently do not have enough votes to prevent "substantial and grievous
pected to utilize the programs override a veto inlury"” to the company's opera-
Under H R 770, the leave could tions

last week approved on a 237-187 be used to care for a newborn or To prevent abuse, the legislation
vote H R 770, which would require adopted child or to take care of a would allow employers to require
most employers with at least 50 seriously 111 child, spouse or par- employees to provide medical cer-
employees to provide workers with ent Unpaid leave also could be tification by a physician to support
up to 12 weeks of Job-protected taken for an employee's own medi- an employee's request for tem-
unpaid leave per year A somewhat cal iliness
different bill, S 345, has been Only employees who worked The information required could in-
cleared by the Senate Labor and 1,000 hours-roughly six months- clude the date the condition began,
Human Resources Committee and for an employer over 12 months probable duration and appropriate

is awaiting action by the full Sen- would be eligible for family or medical facts
medical leave

The House of Representatives

porary family or medical leave

ate (see story, page 80) Continued on page 81

Court rules excess insurer

Nnot required to drop down

By STACY ADLER based Mission Insurance Co cess insurers had no duty to drop
Interco sued Chicago-based Na- down by examining specific lan-

ST LOUIS-AN excess insurer tional Surety Corp , a unit of Fund guage in each policy
has no cuty to drop down to pay American Cos Inc, and Warren, In 1984 and 1985 there was no
claims when an insolvent underly- N J -based Federal Insurance Co, standard excess liability policy
ing insurer cannot pay the claims, a unit of Chubb Corp
according to the 8th U S Circuit This ruling's impact, lawyers involved 1984 policies

Court of Appeals say, will be limited because excess

language, Ms Fox said The case

Attorneys also note the ruling is
Attorneys expect the April 13 insurer drop-down cases turn on consistent with several other state

decision, which is consistent with policy language, which can vary and federal court rulings

other federal and state appellate from insurer to insurer

rulings, to have a limited impact

"The malority of courts do not
"There is a lot of different policy force excess insurers to drop
The 8th Circuit ruling interpret- language” in the excess insurance down,"” Ms Fox said

ing Missouri law came in a cover- policies now being interpreted by "This decision 15 wholly consis-
age dispute that erupted when In- the courts, said Robyn Griefzu Fox tent with the majority view," said
terco Inc of St Louis demanded of Moser & Marsalek in St Louis, Sanford Kingsley, a lawyer with
that two excess insurers drop down who represented the insurers in the LeBoeuf, Lamb, Leiby & MacRae
to fill a coverage gap created by litigation

the insolvency of Los Angeles— The 8th Circuit determined ex-

in San Francisco who tracks this

Continued on page 76

The Group Inc. seeks to sell insurance units

Ohio seeks control of OGICO

The department claims OGICO ance Department ordered Petro-
does not meet Ohio's minimum $2 5 surance to suspend underwritmg and

CONCORD, Mass -Facmg regul- milhon surplus requirement accord- transacting business with affiliate
atory action in at least two states, 1ng to the department's valuation of companies, said Mary Clark, the de-
The Group Inc IS trymg to sell ItS receivables and liabilities owed partment's general counsel
OGICO by subsidianes and affiliates The Oklahoma department has

OGICO is contesting the rehabil- several concerns about the company's
company, which owns The 011 & Gas itation order and hopes the sale of assets, mcluding shareholdings m af-
Insurance Co of Westerville, Ohio, the units will resolve the dispute, said filiate companies, she said The sus-
Petrosurance Casualty Co of Tulsa, Chve Becker-Jones, president of The pension will remam in force until the
Okla, and Chicago-based Millers Group, a pubhc company
National Insurance Co, late last The negotiations "are based on the view of Petrosurance, she said
week was trying to sell the subsi- sale of OGICO and other insurance
diane after the Ohio Insurance De- subsidiaries of The Group to third also is exammmg the financial status

partment filed a court order seeking parties who have already incheated in of Millers National
rehabilitation of OGICO

By CAROLYN ALDRED

Insurance subsidiaries

The Concord, Mass -based holding

state has completed a financial re-

The lllmois Insurance Department

prmciple their w111 1ngness to acquire The three property/casualty insur-
A heanng on the order is sche- (the subsidiaries) at fair value,” Mr ance companies wrote net premiums
duled today in the Court of Com- Becker-Jones said in 1989 totaling $41 2 million, Mr

mon Pleas in Frankhn City, Ohio On April 16, the Oklahoma Insur- Becker-Jdones said

H m  —— B <8 =
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Confronting radical change

Risk managers’' creativity valued at home

By MICHAEL BRADFORD observers to rethink their notions ating statements have reflected the To illustrate, he refers to a prob- can attain excellence by devel-
of risk management, said H Felix "changing challenges confronting lem facing cities m the pool acci- oping proper skills, including

BOSTON-Excellence in risk Kloman, vp and principal of the risk managers, their increasing so- dents caused by speeders taking « Managing people
management involves innovative Tillinghast division of Towers, phistication and the individual shortcuts to work through residen- "The excellent risk manager does
thinking and adapting to the pro- Perrin, Forster & Crosby Inc in needs of their specific employers,” tial neighborhoods not do it alone, but draws on a
fession’s changing demands, a Stamford, Conn said Bl Editor and Associate Pub- Mr Pettegrew said the cities team-not only the team within the
panel of experts agrees "The discipline itself has lisher Kathryn J Mcintyre avoided using speed bumps be- risk management department

It means going "a little beyond changed rather radically So the Since its inception in 1977, the cause they "create a lot of liabil- but drawing on the entire corpo-
the traditional thinking process," technical descriptions of excel- award has served to "heighten top ity and they are a harassment to rate team Managing people means
says Jeffrey W Pettegrew, risk lence are changing even as we go management's awareness of risk drivers " Another elementary ap- d evel oping risk awareness

manager and chief administrative from one year to the next," he said managers," she said proach-multiple stop signs and throughout the organization," he

officer of the Contra Costa County Excellence may be measured "in The field IS coming to be re- signals-are "never seemingly that said

Municipal Risk Management In- our capacity to adapt to the future garded as "part of the vanguard effective," he added - Communicating ideas and re-

surance Authority in Walnut and to change rather than in meet- rather than part of the main- "We tried a different approach,” sults

Creek, Calif 1ng rigorous criteria established in stream," contends Mr Kloman he explained A sign was erected in Risk managers need a variety of
Risk managers ought to go be- the past,” he said "We've moved Mr Pettegrew, who was the 1989 some areas that read "Our kids media skills to manage risks, Mr

yond "linear thinking" to seek "in- clearly from insurance to risk fin- Bl Risk Manager of the Year, said thank you for slowing down Kloman said He referred to Mr Pet-

novative solutions to a growing aneing, we've moved from simple innovative thinking has been nec- through our neighborhood " tegrew's uslng a video to show play-

number of risk management chal- loss prevention to risk control, essary for the 17-city insurance Studies later found that "we did ground workers the seriousness of m-

lenges,"” Mr Pettegrew said during we've moved from prediction to so- pool he manages reduce dramatically the number of luries that result from careless

a panel discussion at the 28th an- phisticated risk assessment " "We have found that in trying to speeding incidents and hope- mamtenance of equipment

nual Risk & Insurance Manage- In the 13 years Busmess Insur- make decisions that affect risk fully we did save a number of John A Lmdquist, who recently

ment Society conference in Boston ance has presented the Risk Man- management, sometimes our pre- lives," Mr Pettegrew remarked retired as divisional vp of risk
Those challenges should cause ager of the Year Award, the nomin- sumptions don't work " Risk managers, said Mr Kloman, Continued on page 16
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Business will ultimately determine whether revolution succeeds in Eastern Europe. Risk managers, says John F. O'Sullivan of Marsh & McLennan, have a crucial role to play.

...And In Eastern Europe, their role is vital

By JUDY GREENWALD uncertainty is essential to en- Gosstrakh and international insur- Eastern Europe, where state- a political issue, he said
couraging investments sufficient to ance is handled by Insurance Co of owned insurers have little experi- "As Eastern Europeans become

BOSTON-U S risk managers make a difference in Eastern Eu- the USSR (Ingosstrakh) Ltd, ence with product liability, en- more aware of the hazards of en-
have a crucial role to play in es- rope," he said which is free to trade in all "hard," vironmental pollution and other vironmental pollution, can ex-
tablishing Joint ventures in the "Rapid change, transitional gov- or convertible, currencies and is risks that concern U S corporate panded liability for environmental
wake of the breakdown of Com- ernments, devastated economies- expected to make a profit risk managers, he predicts pollution be far behind?" he asks
munism in Eastern Europe, says a all of these translate into uncer- Foreign insurers are prohibited "In many cases, the insurance - Product liability
Marsh & MelLennan Inc official tainty, and where there is uncer- from doing business in the Soviet they consider optional for joint After reading some East Euro-

John F O'Sullivan, managing taintyth ere 1San eed fo r Union or from participating in a ventures are those of greatest con- pean liability policies, one likely
director for M&M Inc in New insurance,” said Mr O'Sullivan Joint-venture insurer, Mr 0'Sum- cern to us," said Mr O'Sullivan would assume this coverage is pro-
York, said business will determine Without insurance, he argued, It van noted State-owned companies have in- vided But, said Mr O'Sullivan, the
whether or not political revolution is "very doubtful" that a meaning- Press reports have indicated that dicated a "reluctant willingness" language is misleading "It iS slm-
there ultimately succeeds ) ful trade relationship could de- a new law could allow Western in- to provide such coverage, though ply an exposure with which many

But before the energy of business velop between East and West surers to write Soviet business, but they are concerned about the U S state-owned companies are unfa-
can be unleashed, risk manage- State-owned insurance com- "l don't foresee the Soviets being liability system, he said miliar,” he said
ment professionals "must become panies now predominate in Eastern that hospitable,” he said Mr O'Sullivan discussed insur- But, Mr O'Sullivan noted, sev-
more knowledgeable about the sit- Europe, he said However, Ingosstrakh has coop- ance by category eral countries are studying legisla-
uation,” Mr O'Sullivan said at a Generally, one insurer writes do- erative agreements with Western « Environmental pollution tion that would create product lia-
session at the 28th annual Risk & mestic business on a local currency insurers, and insurers in Poland, Laws do regulate pollution, but bility exposures
LrliyeﬁggggmMéaorlgog‘ement Society basis A separate company writes Romania, Hungary, Czechoslova- the "penalties for violations That exposure already exists for

international business in U S dol- kia and Yugoslavia have coopera- usually take the form of fines goods exported to the West, partic-

"We must apply creative risk lars, Swiss francs or other widely tive agreements or Joint ventures rather than the Western approach ularly to the United States, he
management techniques We must convertible currencies with Western insurers of legal liability," he said said

provide appropriate responses to For example, domestic insurance Insurance concepts will cause But widespread reform has made - Directors and officers hability
the existing uncertainty Reducing in the Soviet Union is handled by problems in insuring ventures in concern with the environment Into Cont:nued on next page
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Eastern Europe

Continued from previous page

To date, there is no law concern-
ing the responsibilities, duties or
obligations of board members,
managers and officers of Eastern
European joint ventures.

"Sooner or later, however, East-
ern European criminal or labor
law, or perhaps the civil law, might
affect corporate officers," said Mr.
O'Sullivan.

"It might become very important
to have directors and officers cov-
erage, but that form has yet to be
developed," he added.

Jeffrey A. Burt, a partner with
Arnold & Porter, a Washington,
D.C. law firm, emphasized the dif-
ferences between Soviet and
American corporate law.

In the Soviet Union, he said, the
tort liability system does not rec-
ognize pain and suffering; damage
awards are "extremely modest,"”
with no concept of an estate to be

passed to survivors; and there is no
product liability statute.

Mr. Burt also stressed the uncer-
tainty over legal developments
within the Soviet Union in the
coming months.

Many laws are being considered
and some have already been
passed, he said, but the regu-
latory structures that give them
meaning will not develop for many
months.

To many Soviet managers, "in-
surance is an unknown phenome-
non," he said.

And explaining it and convinc-
ing them to pay an appropriate
share of insurance costs will be
both "time consuming and pain-
ful.”

Mr. Burt also warned that the

"legal framework. .requires a

great deal of negotiation and
time.”

As an illustration, he cited a se-
minar discussion with some Soviet

officials on a theoretical -oint ven-

ture in which a Soviet partner and
an American partner each contri-
buted $100,000. After five years,
the business was worth $2 million
and the partners decided to liqui-
date.

How much should the U.S. part-

To many Soviet

managers, 'insurance

is an unknown

phenomenon,' says
Mr. Burt.

ner get? he asked the Soviets,
thinking the answer was obviously
$1 million.

The Soviets did not understand
the entire concept, he said.

Subsequent Soviet joint venture
guidelines said that in the event of
liquidation, each partner is enti-

tled to -residual balance value.”

Attributing the phrase's obscu-
rity to a problem in translation,
Mr. Burt asked an attorney what it

meant.

"It has no meaning in any lan-
guage," came the reply.

Mr. Burt said the issue has to
be negotiated in each individual

Mr. Burt concluded his talk with
a final piece of "bad news". "The
legal profession is now becoming
respectable in the Soviet Union, so
we must take the good with the
bad.”

Kari Liukkonen, a senior depart-
ment manager for the Helsinki,
Finland-based Pohjola Group,
which has worked in cooperation
with Ingosstrakh since 1954, also
had some advice for companies
forming joint ventures in the So-
viet Union.

Local risk management is a "key
point” for joint ventures in the So-
viet Union, said Mr. Liukkonen.

No one likes to see a pal get stuck,

induding Ais boy, whose genuine

empatbyfor bis bestfriend is

painfully obvious.

«Never say never."

When one ofourproducers has aproblem, wehave a

problem, too.

United National Group-the largest independently-owned

surplus lines insurer in America-empathizes with producers who

need help in solving special risk problems.

Our companies are flexible, resourceful and inventive, and

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

United National Group. Wise enough to listen, and strong

enough to act.

UNITED NAnONAL GROUP

Tbeopen marketfor uniquerisksandspecialtypmgrams

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

United National Group companies rated A +, VIIl byAM. Best, eligible forsuiplus lines in 50 states, and admitted in 18 states. United National
Insurance Compaiiy's polic*olders' suiplus is $110,478,828.
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"You cannot manage risk long dis-
tance. Keep risk management in
your own hands."

Mr. Liukkonen said that while
Ingosstrakh is the only official in-
surance company doing interna-
tional business in the country, it
will work with Western co-insurers
or reinsurers. Claims are paid in
the same currency as premiums, he
said.

Insurance is mandatory for prop-
erty; business interruption; per-
sonnel, including injury to the
health and property of Soviet
workers; and liability, including
environmental pollution and gen-
eral liability.

Non-mandatory lines include
machinery breakdown, boiler and
machinery, import-export cargo,
crime and credit coverages, said
Mr. Liukkonen.

Foreign companies doing busi-
ness in the Soviet Union and East-
ern Europe are charged the same
rates as local companies, he said.
But, differences from from local
rates are negotiable, he added.

Policies are available in English,
he said, and there are no basic dif-
ferences between basic language
used by Western insurers and by
Ingosstrakh. Special wording is
negotiable, according to Mr. Liuk-
konen.

Turning to claims handling, Mr.
Liukkonen advised policyholders
to read the basic wording and in-
form their insurers and head office
about claims as soon as possible.

He also warned that claims must
be filed within a year.

Mr. Liukkonen reviewed other
key factors and recommendations
in insuring joint ventures in East-
ern Europe, including:

- Beware of cultural differences
between the West and Eastern Eu-
rope.

- Using a combination of local
and Western know-how is the best
approach to risk management.

- Legislation affecting risk man-
agement in Eastern Europe is still
"incomplete."

* Put catastrophe plans in place.

Gerard Jansen, general manager
for European American Un-
derwriters Agency in Vienna, Aus-
tria, discussed the future of the re-
insurance market in Eastern
Europe.

EAU is a joint venture of Ber-
muda-based American Interna-
tional Underwriters Overseas Ltd.,
an American International Group
INnc. unit, and state-owned com-
panies in Hungary, Poland and Ro-
mania.

"Just as there is on the political
side, a certain uncertainty could
also arise on the reinsurance side,
which will probably settle itself in
the years to come," said Mr. Jan-

"It is true that reinsurance is
based on long-term, and not short-
term, relations, so patience is re-
quired," he advised.

Charles Berry, managing direc-
tor of Lloyd's of London broker
Berry Palmer & Lyle Ltd. in Lon-
don, and Miles S. Connell, director
of London-based Bowring Inter-
national Insurance Brokers Ltd.,
reported growth in political risk
coverage written for the region.

Mr. Berry cited " incredible
growth" in the ratio of political
risk inquiries to policies actually
placed for ventures in Eastern Eu-
rope and the Soviet Union over the
last three years.

"All in all, a growing market is
available to cover these risks," said
Mr. Connell.

Walther Leisler Kiep, a partner
of reinsurance broker Gradmann &
Holler/Guy Carpenter in Stuttgart,
Wes t Germ any ,andan M&M
director, discussed political devel-
opments in Central and Eastern
Europe.

Charles J. Salek, managing
director of risk management ser-
vices for Asea Brown Boveri in

Stamford, Conn., moderated the
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[:an SYSCO, a $7-billion foodservice marketer and distributor, travels the globe, selecting

- *the finest foods. When it comes to choosing a business insurer, they're just as particular.

"We went through an ., '-

exhaustive process in

choosing Wausau;' says

N ——

Tom Rochford, Director

of Treasury Operations at -\ *

SYSCO. "Claim service
was our main concern.

How would the insurer
handle the claims ofour

70 companies 4

Wausau's regional offices
extend seyvice to more than

70SYSCO companies.
across the country?"

This Houston based cor

poration carefully reviewed

15 different insurers. In

the end, only Wausau met Sf

their requirements

"In the final round we

met with some of Wausau's key people. Because of their commitment, and what we learned about the
company, we choseWausau. We'vechangedinsurance carriers inthepast, butthis transition
- 1 was the smoothest I've ever witnessed;' adds Mr. Rochford.

SYSCO wanted a working partnership with their insurer. They researched the
miy/Ataft198 1 0¥htire market. And, as always, they chose 1'¥- 35 WAUSAU

Access to claim information is the
main ingledient in SYSCO'sclaim

management. the best. Wausau Insurance. _r_¥ 1| N S U RAN C E
Wausau Insurance Companies, 2000 Westwood Drive, Wausau, Wisconsin 54401 Telephone (715) 845-5211 A Member of the Nationwide® Group
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1990 RIMS conference

Deregulation stimulates global market

By CAROLYN ALDRED

BOSTON-U.S. corporate risk
managers can expect access to
broader and more sophisticated in-

surance coverage throughout the
world as local insurance market-

places become more international.

Political and economic changes
throughout the world, including the
European Community, Eastern Eu-
rope and the Far East, will lead to
increasingly deregulated and less res-
tricted insurance marketplaces, ac-
cording to speakers at the 28th an-
nual Risk & Insurance Management
Society conference held earlier this
month in Boston.

For example, "the European mar-
ket is certainly opening up, and rap-
idly, in anticipation of 1992," said
Stephen P. McGill, a director of Lon-

don-based broker Lloyd Thompson
Ltd.

"Competition is increasing and
service is improving. This new Eu-
ropean environment will clearly ben-
efit those businesses that get cus-
tomer service right," he added.

"The major retail brokers, and in-
deed underwriters, are concentrating
more than ever before on getting
their office networks in Europe up to
a consistently high standard of ser-
vice in line with an integrated strat-
egy decided by the parent company,"”

he noted.

"The increasingly competitive
business environment with which we
are faced, combined with the opening
up of Europe and 1992, presents
great opportunities for the discerning
risk manager controlling insurances
for U.S. multinational concerns," he

EMPLOYEE BENEFITS BULLETIN:
MAKE CNA YOUR PARTNER IN GROUP HEALIH CARE

CNA helps you

hold downthe cost
of quality health care.

You can be confident of high-quality, cost-efficient
health care foryour employees with our Preferred
Provider Organization, one component of the
Managed Care Program from the CNA Insurance

Companies.

With some PPOs, bigger is better We concentrate
on quality Our providers are stringently screened
before they're selected: facilities are assessed for
their reputation, location, and ability to attract medical
specialists and research personnel; medical staff

credentials, hospital accreditation, affiliations and cost
effectiveness are reviewed and evaluated to ensure

4 14

said.

For example:

« European insurers that have a
large market share in their own na-
tions "realize that to expand they
must move beyond their indigenous
markets and become even more seri-
ous international players."

* Lloyd's of London "has an-
nounced plans to dismantle barriers
between traditional segments of its
business" previously separated into
marine, non-marine, aviation and
motor markets. "This greater free-
dom to transact business within
Lloyd's should enable Lloyd's to fully
harness its capacity and compete on
more equal terms with some of the
major insurance companies," pre-
dicted Mr. McGill.

» A new London Underwriting
Center is being established and

should be "up and running" in March
1992, housing up to 100 non-marine
insurance company underwriters in
one building.

"With this setup, the tradition of
spreading the risk in London through
Lloyd's and the company un-
derwriters will be enhanced and the
speed of service will be improved,”
said Mr. McGill.

« Many underwriters are "going
global. This means they are position-
ing themselves to respond to any
multinational client who has a mix of
U.S. domestic and foreign non-ma-
rine exposures and marme risks," he
said.

"With all these developments, there
are some very interesting products
being developed in Europe that are
highly attractive and beneficial to
risk managers of U.S. multinational

that our providers warrant the"preferred" name.
And, our integrated, patient-specific Utilization
Review Program assures that all medical services

are appropriate.

Finally, our QualityAssurance Program contin-
uously evaluates and monitors our providers'
performance and efficiency; to make sure that your
employees continue to get the best care.

For the convenience of multi-site companies,
our network locations include 40 major metro-

politan areas.

Fbr more information, call yourCNA representative.

CNA

For All the Commitments You Make®

Group Benents from CNA: Lite & Health - A[)&0 - Vision - Dental - LID - Flexible Benefits Programs - Pensions ‘- Long Term Care - ManagedCare
Coverage is underwritten by Continental Assurance Company one of the CNA Insurance Companies/CNA Plaza/Chicago, IL 60685

concerns," said Mr. MeGill.

For example, property damage and
business interruption products being
developed include:

= All-risk policies tailor-made to a
client's individual needs.

"This is nothing new in London,
but more and more European un-
derwriters are accepting business on
this basis," said Mr. McGill.

- Blanket policy limits exceeding
$1 billion "have been negotiated in
Europe in certain cases with no sub-
limits unless there is a heavy cata-
strophic exposure such as earth-
quake, in which case a limitation
may be introduced.”

« Competitive pricing with stag-
gered premium payments to facili-
tate cash flow.

« Two- to three-year policies that,
in certain cases, cannot be canceled
by the insurer.

» Engineering services included in
the premium.

However, the same developments
may not be apparent in the casualty
insurance market, said Mr. MeGill.

"Inevitably, it is in a state of flux
and reassessment following the H.S.
Weavers (Underwriting) Agencies
Ltd. situation,"” noted Mr. MeGill (BlI,
April 2).

However, "there are alternatives to
H.S. Weavers in London and many
London brokers are finding replace-
ment markets for their clients," he
pointed out.

Also, certain European insurers are
accepting more U.S. liability busi-
ness, according to Mr. MeGill

"l believe as a generalization the
most effective casualty solutions are
sometimes found when a client's
business is placed as a package also
encompassing property and, if possi-
ble, marine exposures. This balance
to an underwriter makes the accep-
tance of the casualty risks much more
palatable,"” he explained.

Meanwhile, massive political
change under way in Eastern Eu-
rope likely will lead to fundamen-
tal changes in the insurance indus-
try in those countries, other speakers
on the panel predicted.

However, "we have to recognize
that all of Eastern Europe is in such a
state of transition (that) what we talk
about today may not be relevant to-
morrow," warned Steve A. Schleis-
man, president and chief executive
officer of Paris-based UNAT S.A.,
the European underwriting subsidi-
ary of American International Group
Inc.

The fastest change probably will
occur in East Germany, predicted Mr.
Schleisman.

West German insurers probably
will be able to operate within East
Germany by year-end. "It's going to
be open competition there very soon.
It's also going to be a hard currency
environment," he said.

Meanwhile, Poland began insur-
ance reforms in 1985, "but it did
not result in a significant change as
the state still insisted on 51% state
ownership" of any insurer operating
in Poland, said Mr. Schleisman.

Now, Poland is moving away from
its 51% ownership requirement, he

noted.

The insurance companies currently

operating in Poland are Polish Na- 4

tional Insurance and WARTA Insur- f
ance & Reinsurance Co. Ltd., both
based in Warsaw.

In Bulgaria, "the climate is gen-
erally improving for joint ventures,
but there is still a long way to go,"
said Mr. Schleisman.

The two insurers currently operat-
ing in Bulgaria are Bulgarian Foreign
Insurance & Reinsurance Co. Ltd.
and Darschawen Sastrachowatelen,
both based in Sofia.

The Czech insurance market,
which includes international insurer
Ceska Statni Pojistovna (Foreign In-
surance & Reinsurance Manage-
ment), has developed very

Continued on page 10
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excess coverage in all sorts of
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- Horse shows

« Excess police professional
-E&O

*« Summer camps
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Opinions

Hawkins blazes trail

OMEN,IN RISK nanagement-and indeed

are taking pride in the election of Cheri J. Hawkins
as president of the Risk & Insurance Management
Society Inc. for the coming year.

Ms. Hawkins is the first woman to be president
of RIMS in its 40-year history, an important mile-
stone both for women in risk management and for
the organization.

It was quite an emotional moment for both
women and many men during the annual member-
ship breakfast that opened the 28th annual RIMS
conference earlier this month when 1989-1990
RIMS President Ronald Stasch announced: "Now,
with the greatest of pleasure, | would like to offi-
cially introduce your new president, Cheri Haw-
kins, with words that never before have been spo-
ken within this organization:

"Madam President.”

Ms. Hawkins, the director of insurance for
Weyerhaeuser Co. in Tacoma, Wash., admitted to
feeling goose bumps when she heard those words.
Quickly picking up the beat, Ms. Hawkins pointed
out that about one-third of RIMS' deputy members
are women and-coincidentally-a third of the
chapter officers and a third of the RIMS executive
committee, which governs the society, are women.

Characteristically cheerful and playful, she
added: I'll represent you, too,
just as whole-heartedly as | do the women."

"Don't worry guys,

An extremely hard worker who always is pre-
pared for her assignments, Ms. Hawkins certainly
will make both the males and females among the
more than RIMS 9,000 deputy members proud to
have her as president.

She's well prepared for her assignment, partici-
pating as a member of the Washington Chapter of

RIMS since 1972 and having served as its president
and a director.

Elected to the RIMS Executive Committee in

1984, Ms. Hawkins served as vp-research for two
years, vp-finance and treasurer for two years, vp-
conference in 1987 and last year as first vp, the
steppingstone to the presidency.
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Addressing risk management issues, Ms. Haw-
kins has the benefit of nearly 20 years of experi-
ence in risk management at Weyerhaeuser, where
she progressed from assistant to the insurance
manager in her first year to director of insurance
today. She's an expert in both insurance and alter-
native risk financing vehicles, including single-
owner and association captives. And, as a certified
public accountant, she knows finance.

Already, dozens of women and men around the
country in risk management and insurance have
written to Ms. Hawkins, congratulating her on her
election.

So gentlemen, don't be surprised when you see a
special twinkle in the eyes of your female col-
leagues when Ms. Hawkins is introduced at func-
tions in the coming year. It will reflect their pride
that another woman is holding the top office of an
organization representing 4,300 corporations and
governmental bodies throughout the United States

and Canada.

Congratulations Cheri!

Data Rx: Handle with care
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ciplinary proceedings against health care professionals
will be a boon to risk managers at hospitals and other
health care facilities-but only if used properly.

As we reported last week, all U.S. hospitals will be
required to seek information from the National Practi-
tioner Data Bank when extending or renewing privi-
leges to health care professionals, including physicians,
dentists, nurses and pharmacists. In addition, the Fed-
eral Health Care Improvement Act of 1986, which au-
thorized the data bank, requires health care facilities to
obtain updated information on their staff professionals

j every two years.

Information about medical malpractice awards and
settlements and medical disciplinary actions, by law,
must be reported to the data bank by medical malprac-
tice insurers and the health care facilities themselves.

Of course, no one would deny that the data bank
will become a powerful tool that health care risk
managers can use when it becomes operational this
summer. There currently is no central facility a hospi-
tal can tap to track a doctor's track record before he or
she receives staff privileges. We applaud any tool that
will help hospitals weed out careless or unskilled medi-
cal professionals and, thus, improve the quality of pa-

tient care.

However, once hospitals do get access to this moun-
tain of data, they will have to quickly learn how to
make the best use of it. What will be the criteria for not
extending privileges to a doctor-or canceling privi-
leges that have already been extended?

We have to wonder if judging a doctor purely on
the number of medical malpractice awards and set-
tlements paid on his behalf is always fair. In base-
ball an excellent fielding second baseman likely wiill
commit more errors than an average player because the
good player can reach hard-hit balls that the average
player will simply watch go by. And truly skillful doc-
tors may face more medical malpractice claims simply
because they are willing to take more risk in order to
save the life of a patient than doctors who simply pre-
scribe two aspirin and bed rest or doctors who avoid
high-risk cases.

Health care facilities must keep in mind that no
matter how well staff members are screened through
the data bank, incidents that can lead to medical mal-
practice lawsuits still will occur. Thus, it is paramount
that health care risk managers continue to work with
hospital quality assurance personnel to ensure quality
care is provided. And risk managers must continue to
insist on strict incident reporting procedures so that
the hospital can respond to an incident fairly and com-
passionately before the patient calls his or her lawyer.
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Global markets concept for the future,” he added uct liability insurance exists, it is and are able to deal with foreign While Eastern Europe currently is
Marine insurance, however, IS very undeveloped, he added reinsurers in hard currency, said Mr stealing the headlines, the Fai East
Contznued from page 6 available widely through the ADAS As in Romania, all forms of ma- Szabo continues to be another important ,
slowly, noted Mr Schleisman Yugoslavia, which is divided into rine insurance are available and Hungarian insurers offer all-risk developing market
Alex Szabo, an account executive seven federal regions, has an insurer Lloyd's of London has certified property coverage, with smaller sub- "More than one-third of the
in the international operations of and a reinsurer in each region, ac- claims handling agents in all major limits applymg to particular perds world's population is in the Asia Pa-
Arkwright Mutual Insurance Co m coidmg to Mr Szabo cities in Yugoslavia Casualty coverage exists, although It clfic region and less than 15% of

Shelton, Conn, commented on the The primary Insurers have no legal The Yugoslavian remsurer with the is not customary and SO 15 mostly the world's insurance industry IS
current insurance industry in Roma- right to deal in hard currency, al- most dealings with Western com- reinsured with foreign reinsurers, from that region," said John E Hat-

nia, Yugoslavia and Hungary though the reinsurers do So if a com- panies is the Slavila Lloyd Reinsur- said Mr Szabo ton, managing director of Asia Pa-,
In Romania, all insurance is writ- pany wants hard currency coverage, ance Co, based m Zagreb m the Re- But, "all forms of marine insur- cific Operations of Marsh & MelLen-
ten by state-owned ADAS (the Ad- a reinsurer must be Involved, he public of Croatia Slavila Lloyd, ance are available at competitive nan Cos Inc in New York
ministration of State Insurance), noted which can do business in other Yugo- prices and terms," said Mr Szabo Mr Hatton and John A Salaverry,
though r isks can be reinsured outside "And with astronomical Inflation slavian regions, conducts busmess m And other "more exotic lines such vp and chief executive officer of
of the country, said Mr Szabo rates the norm, you would be quite English and German, said Mr Szabo as export credit insurance and po- Frank B Hall International Inc in
ADAS will wnte all-risk property unwise to wnte a policy in anything Until recently, all msurance com- htical risk exist m Hungary as well," New York, briefly summarized the
policies under special circumstances but a hard currency," he said panies m Hungary also were state- he noted current insurance markets m sdveral
tf the policyholder requests it, if the Property coverage in Yugoslavia is controlled, and until four years ago Companies considering forming Asia Pacific countries
policyholder is sufficiently large, or if similar to that available in Romania, the only insurer in Hungary was Al- Joint ventures in the Soviet Union These Include
there IS full or partial teinsurance according to Mr Szabo There is lami Biztosito are able to Insure and reinsure with * India Until now, the Indian in-
outside of Romania, he explamed more widespread acceptance of all- Today there are six insurance com- Russia's two established un- surance Industry-onsisting princi-

"Casualty coverage as we know it risk cover, but these policies still pames m the country, as a result of derwriters Gosstrakh, the state in- pally of the General Insurance Corp
does not exist in Romania," he noted, usually exclude flood and earthquake several joint ventures with Western surance company, and Ingosstrakh, of India and regional subsidiaries-
adding that any casualty coverage cover, he said msurance companies (Bl, March 19), the state reinsurer, said John F has been state-controlled However,
above small limits must be purchased Casualty insurance does exist in said Mr Szabo O'Sullivan, managing director of "It IS begmnmg to respond to a gov-
as reinsurance outside Romania Yugoslavia, though limits tend to be "All are in direct competition with Marsh & MeLennan Cos Inc m New ernment mandate to deregulate and
"Product liabillty as such remams a very low, he noted And, while prod- each other for all 1mes of busmess," York (see story, page 3) privatize,” said Mr Hatton The In-i

dian insurers "are very much pre-
pared to talk and work to develop

more sophisticated products,” he
noted

= Australia The Australian msur-

u
ance market is very sophisticated but
consists of too much capacity chasing
too little business, said Mr Hatton

While Australia has a population
of just 17 million people m a coun-
try similar in size to the United
States, it has 174 property/casualty
underwriters, 839 registered insur-

ance brokers and 5,000 registered in-
surance agents chasing a property/
m casualty premium pool of $11 billion,

he noted

Austraha iS the "land of the per-
petual soft market,” Mr Hatton

Watch outi Your publtshtng client's how-to-do-it

quipped
book may jump up and bite their budget That exercise T New Zealand The New Zealand
. T o . insurance Industry harbors a "sui-
C . or first aid video could cause a shpped digit in the proit cidal tendency,” said Mr Hatton It is
column Ws part of the habihty epidemic, and though a country that IS a "buyer's para-

elise," but buyers must assess the se-

/1-/ the claims sound WaCky, they can be COStly toa curity of their insurers, he noted
« Papua New Guinea One of the
. . world's richest countnes in minerals,
And often enough, bodily injury and property Papua New Guinea has a rate-con.
- damage claims ansing out of the content of published, trolled msurance market
o The country has 16 licensed in-
broadcast or exhibited matter may not be covered by a CUrors and mine leonsod brokers
general habillty or products pollcy However, civil unrest and political
disturbance are making it more diffi-
. . . cult to obtain insurance for Papua
Several years ago, Media/Professional pioneered New Guinoa nske, Mr Hatton said
speciallzed coverage for defective advice, imitation and For example, the London insur-
' e, - S . . ance market is "becoming very con-
a- incitement claims ansing out of textbooks, techmcal servative about Papua New Gumea
’ publications, Blms, videos, and television and radio nsks Watch out for civil unrest ex-
. . . . . lusi id Mr Hatt
shows. We provide it as an option to our Media Special O apan The Japanese insurance
Penls Program, ofEered by A+ "Supenor" rated SAFECO mdustry is tightly controlled, noted

Mr Salaverry Now, Japanese insur-
ers now are aggressively moving
overseas to write busmess directly for

to media and entertainment companies

Contextual E&Q claims are no word game They Japanese industry with operations
require special handimg and a working knowledge of - South Korea The Korean msur-
First Amendment Law L£t our in-house attorneys and ance mdustry is very similar to that

. m Japan, noted Mr Salaverry The
our unique coverage help unscramble the legal Jumble

market in Korea is protected to a
Before "how-to" becomes «how-not-ta large degree from foreign competi-

tion and the Korean msurers are m-
dustry-owned like their Japanese
counterparts, he said
- Indonesia "We are seeing a
freer, more deregulated environ-
ment"” in Indonesia than in previ-
=\ ous years, noted Mr Salaverry

"Until three or four years ago it
was impossible to establish a for-
eign msurer or broker in Indonesia,"
he said However, the Indonesian
government has passed legislation to
allow the establishment of foreign m-

. surers and brokers in joint ventures, 2

although dhe.capitalizatinn requirsd
high, said Mr Salaverry

Generally there's a recognition In
Asia nations that "they have to begin ,
to bring the barners down if they are j
to participate m the global market- i

place," said Mr Salaverry, predicting
that the "barriers will continue to

. . g "
Media/Professional Insurance, Inc. o was coordinatod and
Two Penhing Square, Suite 800 - 2300 Main Street ]

Kansas Gly, Missoun 64108 - 816-471-6118 moderated by David F Blake, vp of
rlsk management and insurance for
Inter-Continental Hotels in Mont-

vale, N J -
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Better think twice.

Two days. In 1989 American Fes actual
record of payment averaged 2.1 days, once
confirmation of dameges and coverage were
establisned. In 1988, our 5-day claims

payment broke records in the industry. Our
direct competitors followed suit, promising

payment in as little as four days, then hree.
\We won't quibble about a day or two. But our
racord shows that we pay claims faster, every
month, all year lorg.

Because we have a 73-year history cf
f nancial stability, strong capacity and an

U w/avering commitment to client service.

A~d now, with the Whole Account Cancept,

we have developed an integrated rasponse
svsiem that actLaly proves it.

American Re. ¥e keep setting a mew
stendard every day. Or two.
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Claims Services HealthCare Mhn’agemept Risk Management Services
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SAME COMPANY.
DIFFERENT HATS.

At K&K and Lincoln National,
we wear the hats, but you're the one who's covered.

For over 35 years, K&K, an affiliate of Lincoln National Corporation, has been the Number 1
resource for Sports, Leisure and Entertainment insurance. K&K is a "specialty-market" with the
unique ability to work directly with clients, brokers, risk managers and consultants. Our
programs give you more than expertise, enthusiasm and innovation; they give you Lincoln
National's $23 billion edge. Lincoln National Corporation has earned its reputation as a leader in

life, health, property-casualty, reinsurance and investment products.

Separately. K&K and Lincoln National are each a proven winner. Together, we're a team that
works for you. Give us a call at (219) 427-3000.

K&K INSURANCE GROUP, INC.
1112 Magnavox Way T, UM#Nta

P.O. Box 2338
Fort Wayne. IN 46801

CORPORATION

An Amliate if Lincoln National Corpcntion

Excellence

Continued from page 3
management and loss control at
Browning-Ferris Industries Inc. of
Houston, also stressed communica-
tion skills.

"Risk management is misunder-
stood in many instances throughout
the operation of the company,” he
said. It is important to "sell the value
of the risk management programs to
all levels of your operation."

» Sophistication in risk finance.

"We moved away from being in-
surance buyers to risk managers
where risk financing is our man-
date," Mr. Ktoman said. "We need to
recognize the increased dependence
that we have on internal funding.”

Excellent risk managers develop "a
revised role for brokers, consultants
and other service providers, depend-

ing on your staff and your needs,"
Mr. Kloman added.

- Risk assessment.

"We need to learn a great deal
more about the mathematical pro-
cedures" of risk analysis, said Mr.
Kloman. "We need to learn how to
use much more imaginatively the
skills of -the actuaries and their mea-
surements of reserves."

< Coordination of risk control ef-
forts.

Mr. Kloman said by being "more
holistic, not fragmented," risk man-
agers would not overwhelm an orga-
nization's overall objectives by
stressing one set of risk management
imperatives.

« Alternative risk financing.

Risk managers may find them-
selves in some unfamiliar territory,
like financing currency fluctuation or
credit risks. These are areas in which
"the excellent risk manager in the fu-
ture may have some degree of respon-
sibility,” Mr. Kloman remarked.

« Decentralization of risk manage-
ment.

"We are now beginning to realize
that we need to decentralize rnore
our own operations," he said. "We
need increased counsel from the
operating managers. We need to give
those operating managers increased
options at every level of risk manage-
ment, including risk assessment, risk
control and risk financing."

Mr. Lindquist of Browning-Ferris,
who was a member of Bfs Risk Man-
agement Honor Roll in 1989, sug-
gested that excellent risk managers
require "absolute credibility."

"You can't operate and have excel-
lence without excellent credibility
both inside and outside of your com-
pany," he said.

And risk managers should improve
their skills through continued educa-
tion, he said. Members of a risk man-
agement department should take
courses or work toward professional
designations whether or not this is
required, Mr. Lindquist urged.

The panelists differed on the most
important priority in evaluating a
candidate for a risk management job.

Mr. Lindquist cited "the ability to

Continued on page 20



Inthe. ongh ds,
It's Justa stick.

No one ever got meaningful results by just pointing and waving.
This is especially true in the area of workers' compensation, where
costs continue to spiral out of control.

With our new Rx Comp program we've developed an approach
that squarely confronts
the major cause of the
problem-ever-rising
medical costs.

Rx Comp totally
integrates the substantial

benefits of our claims

management programs
with our dedicated

SS provider network and
proven medical cost

containment techniques.
What's more, we're
- the only company that
can provide all this with
existing resources.
The result-better cost
control and quality care.
Plus the added advantages of faster claims processing and better
management of all components in the program. Early results using
this new approach indicate savings in excess of 20%.
Write Jack Morrison, CIGNA Property and Casualty companies, Phila.,
PA 19192. After all, plenty of companies have a few ofthe pieces, but
only one has the vision to orchestrate all ofthem.

We get paid -orresults: CIGNA






Intoday% financial environment,

you need a riskmanigement firm
that% faston its feet.

Today's volatile markets can catch you off-guard unless you have a risk management
firm that can anticipate change and react quickly

And in that respect, no one comes dose to AlG -Risk Management, Inc. (AIGRM),
whose lead in risk management the industry has been following for 15 years.

We were one of the first to create a nationwide cost containment program for workers
compensation claims. We've made offshore reinsurance a viable and financially attractive
alternative. We improved balance sheet funding to enhance cash flow And we're in the
forefront of the captive movement. Our "unbundled" services and flexible approach enable us
to structure captives on a case-by-case basis. We're also exploring new domiciles to add to
our captive inanagement facilities in Vermont, Ireland, Bermuda and Barbados.

Today, we're a global risk management firm known for our ability to deliver innovative
solutions. Few companies have the skills to offer the same risk management techniques.
Much less the underwriting expertise to handle casualty coverages as well. For more
information, write AIGRM, Dept. A, 70 Pine Street, NY, NY 10270. Because to avoid the

traps oftoday's markets, you need a risk management firm that can move quickly:

AlG World leaders in insurance and financial services.
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Continued from page 16

adapt to the corporate culture" and
integrate a risk management pro-
gram into that culture.

For Tillinghast's Mr. Kloman,
problem-solving was most important
criteria, with communication skills a
close second.

"Risk management is such a dif-
ficult concept and discipline to ex-
plain, that | think the ability to com-

municate it. . .will turn out to be a
critical attribute,” he said.

To Mr. Pettegrew, an "action ori-
entation"-the ability to "be a con-
ductor” and utilize resources like
consultants-was paramount.

Ms. Mcintyre said being a "good
manager" was most important.

William L. Mather, the session's
moderator and administrator of risk
management at The Gillette Co. in
Boston, rated problem-solving high-
est. "l think you can take care of
most everything else if you've got

somebody with a good thought pro-
cess."”

Mr. Mather pointed out that risk
managers should rely on brokers and
consultants when structuring pro-
grams and searching for stable insur-
ance markets.

Gillette's small risk management
staff believes "it's essential that we
work effectively with and through
brokers and consultants to achieve
our risk management goals,"” re-
marked Mr. Mather, who was Brs
Risk Manager of the Year in 1988.

"One of the reasons we took this
approach is the fact that Gillette has
a very wide spread of operations," he
said. "We need varying amounts and

varying types of assistance from our
advisers at our 150 locations in 50

different countries.”

Gillette establishes "precisely"
what it wants brokers and consul-
tants to do and not to do, he added.

Gillette considers it "important to
know where we want to go with our
program as a general direction vs.

where we may have to go temporarily
as an expedient," he said.

The establishment of objectives for
Gillette's risk management program
s "very formalized, with written pro-
posals and suggestions from our ad-
visers," Mr. Mather said. It is "very
much a mutual effort"” by brokers,
consultants and Gillette personnel.

Having everyone involved under-
stand their roles is critical, said Mr.
Mather. "Sometimes we ask brokers
to do services for us which would or-
dinarily be performed by risk man-
agement departments at other com-
panies. If we make a somewhat
non-standard request, we make sure
that request is in writing."

When measuring broker or con-
sultant performance, "we make a
distinction between dollar-perfor-
mance vs. non-financial results," he
said.

Tom Irvin, assistant vp of CIGNA
Special Risk Facilities, a unit of Phil-
adelphia-based CIGNA Corp; coor-

dinated the session. |

NMore insurer failures

may mean oversight
by feds: NAIC chief

By KATHYRN J. McINTYRE

BOSTON-State insurance regula-
tors are in a "foot race” with Con-
gress to control the future regulation
of the insurance industry, warns the
president of the National Assn. of In-
surance Commissioners.

"If there is a painful series of in-
solvencies" before states tighten sol-
vency regulation, "we will see
changes in the federal level" of regu-
lation, predicts Earl Pomeroy, NAIC
president and North Dakota insur-

ance commissioner.

Already, the Senate Energy and

Commerce Committee’'s Subcommit-
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tee on Oversight and Investigations is
expected to decide by the end of the
year whether federal legislation is
needed to regulate insurers' solvency,
according to John B. Chesson, coun-
sel to the subcommittee.

Mr. Pomeroy and Mr. Chesson
were among four panelists who dis-
cussed regulating for solvency during

a session at the 28th annual Risk and

Insurance Management Society con-
ference in Boston.

Mr. Pomeroy described NAIC ef-
forts to improve solvency regulation
and Mr. Chesson discussed the sub-
committee's investigation of insurer
insolvencies and its report, "Failed
Promises: Insurance Company Insol-
vencies" (Bl, March 5; Feb. 26).

In addition, an insurance broker
and an insurance company execu-
tive suggested how to improve sol-
vency regulation.

To correct "some serious shortcom-
ings in the regulatory structure,” the
NAIC has developed minimum stan-
dards for solvency regulation and a
system to certify whether states meet
the standards.

While states cannot be forced to
be certified, the unanimous vote by
the members of the NAIC for mini-
mum standards shows widespread
support for the program, Mr. Po-
meroy noted.

The first certifications of states will
be accomplished within the next
year, he said.

The marketplace could encourage
such state certification by showing a
preference for insurers domiciled in
states that have been certified, Mr.
Pomeroy added.

The NAIC also has adopted model
laws governing managing general
agents and reinsurance interme-
diaries, both of which have been
"unchecked in the past,"” Mr. Po-
meroy said.

And, the NAIC is making more
information available on how insur-
ers' financial strength stacks up on a
comparative basis, Mr. Pomeroy said.

The NAIC is releasing information
developed from its Insurance Regula-
tory Information System, which ana-
lyzes insurers' financial health by
calculating certain ratios.

For the future, the NAIC hopes
to adopt by June new restrictions
on insurers’' investments in junk
bonds, Mr. Pomeroy said.

The NAIC also is developmg a cen-
tral source of information on the
"flagrantly fraudulent”" in the insur-
ance business and will seek "tough
criminal penalties at the federal
level.”

In other regulatory changes, Mr.
Pomeroy said "it's time to move to
risk-based capitalization,” which
would require insurers that write ris-
kier insurance to support their busi-
ness with more capital.

And, he said he hopes the NAIC
will develop a system to approve re-
insurance companies to underwrite
reinsurance as it does surplus lines
insurens.

However, in response to a sugges-
tion from the audience that captive
insurance companies reinsuring the
business of their owners be excluded
from obtaining such an approval, Mr.
Pomeroy said: "We're early enough in
the deliberations to consider that
viewpoint."

Noting that more than 6,000 people
are employed in state insurance de-
partments, Mr. Pomeroy said that "a
federal alternative is not likely to get
this level of resources.”

Mr. Chesson characterized the pro-
posed state regulatory changes as
"good ideas that have been kicked
around" previously without suc-
cessful implementation.

Any federal legislation gov-

Continued on next page



Continued from previous page
erning the regulation of insurance
companies would originate with
the Energy and Commerce Com-
mittee, while the Judiciary Com-
mittee has jurisdiction over the
MeCarran-Ferguson Act, he noted.

The subcommittee's first report,
"Failed Promises: Insurance Com-
pany Insolvencies," which was re-
leased in February, "made a lot of
factual findings about what is
wrong," Mr. Chesson said. It did
not make any recommendations on
how the problems should be solved
because the subcommittee is
"keeping an open mind," he said.

However, Mr. Chesson expects
the subcommittee to decide by the
end of the year whether federal
legislation is needed. "We will do
whatever needs to be done to avoid
what happened with the savings
and loans," he said, referring to the
estimated $300 billion cost to res-
cue failed savings and loans.

The subcommittee, under the
chairmanship of Rep. John D. Din-
gell, D-Mich., is looking into in-
surance company insolvencies in
the wake of the S&L crisis because
Rep. Dingell perceived that "no
one was looking at the problems,"
Mr. Chesson said.

The subcommittee has investi-
gated the insolvencies of several
insurers, including Mission Insur-
ance Co., Transit Casualty Co. and
Integrity Insurance Co.

Based on its investigations, the
subcommittee found that the cur-
rent insurance regulatory system
fails to check -incompetence and
crooks," permitting "greed and in-
competence" to lead to insurance
company insolvencies.

Not all states require insurance
company financial statements to be
audited and not all states require
annual certification of loss re-
serves by an actuary, Mr. Chesson
pointed out.

Acknowledging Mr. Pomeroy's
statement that the 15 states re-
quiring CPA audits of insurers
cover 80% to 90% of insurers, Mr.
Chesson complained that only the
holding companies, not individual
insurer subsdiaries, must be au-
dited.

The subcommittee, which has
been holding hearings since Sep-
tember 1988, will resume hearings
later this month, delving into in-
surance company investments in
junk bonds.

And, the committee will "get

into Weavers," Mr. Chesson said,
referring to London-based H.S.
Weavers (Underwriting) Agencies
Ltd., whose affiliate and lead line
slip insurer, Walbrook Insurance
Co. Ltd., stopped underwriting in
March pending an actuarial report
on the solvency of all affiliated in-
surers (BIl, April 9; April 2).

"If this insolvency occurs, it will
have a great impact in the United
States,"” Mr. Chesson said, refer-
ring to the possible insolvency of
insurers owned by London United
Investments Ltd., which owns
Weavers and seven insurance com-
panies.

Mr. Chesson said later that the
subcommittee could potentially
begin hearings on Weavers in June.

C. Richard Peterson, president of
the National Assn. of Insurance
Brokers and executive vp of Sedg-
wick James Inc., called the sub-
committee's report "well written,
informative and even entertain-
ing."”

But, "the three insolvencies are
not representative of the entire in-
dustry," he said, referring to the
three major insurer insolvencies
investigated by the committee.

Still, the report "does raise seri-
ous questions about how this busi-
ness is regulated,” said Mr. Peter-
son, who also coordinated the
session.

However, insurance brokers
"can't guarantee the future sol
vency" of insurers, he stressed.
"We don't have enough data."

Insurance brokers do not have
"inside data"” on insurers as some
in the insurance industry believe,
Mr. Peterson said. "Brokers do not
know those companies that are
about to go belly-up.”

In the case of Mission, "yes, Mis-
sion did undercut other insurers,
but as much as they won, they also
lost, and lots of times they lost to
the AIGs and CIGNAs," he said,
referring to large muiltiline insur-
ers like American International
Group Inc. and CIGNA Corp.

Brokers rely on the same data
available to all insurance buyers,
he said, citing A.M. Best Co. re-
ports and the annual reports insur-
ers file with insurance regulators.

However, the information in
these annual statements filed with
state insurance departments "can

be inaccurate and misleading," Mr.
Peterson said.

He called for anti-fraud laws to

be made "insurance specific."

«Time Is Money"™

Fro

corporation
problems that-

For that
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Benjamin Franklin

At Continental Unde

In addition, Mr. Peterson called
on state insurance regulators to:

» Make solvency regulation a
priority.

* Quickly shut down insurers
that are about to become insolvent.

+ Adopt minimum uniform stan-
dards for solvency.

* Monitor insurance company
management of managing general
agents.

» Require disclosure of inter-
locking relationships.

+ Require insurers' investments
to be marked to market value.

* Disallow discounting of loss

+ Require disclosure of uncollec-
tible reinsurance.

Mr. Peterson urged risk manag-
ers to "support these initiatives"
and to factor an insurer's financial
soundness into their decision when
selecting an insurer.

"It doesn't do too much for your
career” when a selected insurer
goes broke, he warned, drawing
nervous laughter from the audi-

D. Byrd Gwinn, senior vp and
managing director in the Dallas
office of Chubb Corp., agreed with
many of the recommended regula-
tory changes, and added several

Mr. Gwinn suggested that state

insurance departments' market
conduct examiners look further
into an insurance company's oper-
ations, including MGA contracts.
""MGAs should not underwrite,
handle claims and buy reinsur-
ance" for an insurer, he said.
In addition, there should be
uniform, minimum capital re-
quirements" and a uniform trigger
for liquidation, Mr. Gwinn said.

And, insurers should be licensed
by product lines, he suggested.

But, Mr. Gwinn warned against
"duplicate regulation by the fed-
eral government and the states."

"You can't split rate regulation
from solvency regulation," he said.

The session was moderated by
C.R. Lindahl, director of risk man-
agement for Scott Paper Co. in
Philadelphia.

To obtain a copy of "Failed Prom-
ises," request Stock Number 052-
070-06640-7 from the Superinten-
dent Of Documents, Government
Printing Office, Washington, D.C.
20402-9325. The cost is $2.50 per
copy, with a 25% discount for
orders of 100 or more copies.
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1990 RIMS conference

Risk managers collect info—and more

By MARK A. HOFMANN

BOSTON—Risk managers roving
the bustling Exhibit Hall at the 28th
annual Risk & Insurance Manage-
ment Society conference had no
problems filling their pockets with all
sorts of goodies—and filling their
memories full of infermation—as ex-
hibitors vied for attention.

The well-appointed Exhibit Hall
stroller could adorn his or her lapel
with a button featuring his or her
photograph, courtesy of risk man-
agement consultant Deloitte & Tou-
che in Dallas, don a plastic sun visor,
courtesy of New York-based Home
Insurance Co., and collect countless
pins, buttons and badge stickers from
a score of exhibitors.

Those who wanted to hold the
whole world in their hands could—
courtesy of Norwood, Mass.-based
Factory Mutual Engineering Corp.,
which handed out inflatable beach
balls bearing the map of the globe.

If visitors wanted to approximate
the feeling of visiting a distant land,
they needed to travel no further than
the Bermuda booth, where uniformed
members of the Bermuda Regiment
manned sentry boxes.

Anyone who might have felt a bit
lost amid the maze of streets in Bos-
ton could consult the Rand McNally
road atlases available at the booth
manned by representatives of the
Long Grove, Ill.-based Kemper

Greup’s national insurance com-
panies and Kemper Corp.’s NATL-
SCO division.

And, for those risk managers who
couldn’t watch MTV in their hotel
rooms, possibly the first-ever risk
management music video—"The Risk
Manager's Blues"—played repeatedly
at the booth sponsored by The Hart-
ford Steam Boiler Inspection & In-
surance Co.

But, exhibitors noted that risk
managers had considerably more on
their minds than simply grabbing
trinkets and enjoying free entertain-
ment.,

The impact of last fall's twin ca-
tastrophes—Hurricane Hugo in Sep-
tember and the San Francisco Bay-
area earthquake less than a month
later—sent risk managers to the
booths of pre- and post-disaster
planning and recovery firms in
greater numbers than usual, vendors
reported.

“Certainly, with the earthquake
and Hugo, you've got a lot more in-
terest’” in salvaging property, ob-
served Victor Boruta Jr., executive
vp of Geo. M. Ruddy & Co., a Pi-
scataway, N.J.-based salvage, ap-
praisal and consulting firm.

The shock of the twin disasters’
magnitude also sent risk managers
to the booth of Deerfield, Ill.-based
Schirmer Engineering Corp., said
Thomas J. Reilly, director of safety
and health for the fire protection and

safety engineering firm.

“It seems like there's a greater in-
terest in catastrophe planning,” said
Mr. Reilly. He added that there
seemed to be unusual interest in re-
trofitting buildings with sprinklers
and other safety devices.

Ray Weigand, Mr. Reilly’s col-
league and a vp at Schirmer, added
that the booth seemed to attract in-
terest from U.S. risk managers whose
companies have overseas operations
and European risk managers who
wished to employ American safety
techniques to protect their property.

Risk managers also had questions
about overseas disaster recovery
work for the staff manning Evans
American Corp.’s booth, said Rich
Gerady, project manager for the
Houston-based catastrophe manage-
ment specialists. Risk managers
wanted to know how the Evans
American could replicate its high-
speed reconstruction techniques on
foreign properties, he said.

“We do work around the globe,”
said Nelson R. Bean, president of
Evans American, noting that he re-
cently spoke about rapid reconstruc-
tion techniques in Moscow. Soviet
government officials offered his firm
some projects, he said.

This was the first year Evans
American exhibited its services at the
RIMS conference, Mr. Bean noted.
“We simply decided it was time to
increase our participation.”

While many risk managers were
interested in disaster planning and
recovery, other booths, @.‘:]JL'Cial]}.’
those dealing with workers compen-
sation issues, also “hit a nerve.”

For instance, an interactive dis-
play at Advantage Health Inc.'s
booth seemed to be particularly pop-
ular among risk managers whose
workers are susceptible to carpal
tunnel syndrome.

Sheila M. O’Connor, an occupa-
tional therapist for the Kansas City,
Mo.-based industrial consultant, de-
monstrated the “NervePace Electron-
eurometer” distributed by the com-
pany. The hand-held device measures
the speed of an impulse traveling
along the median nerve as it passes
through the carpal tunnel, which
allows the person administering the
test to gauge possible impairment.

Part of the machine's appeal lies
in the fact that it is “non-invasive,”
Ms. O'Connor said. Rather than re-
quiring needles to be stuck into the
hand of the employee being tested,
the device works through surface
electrodes that adhere to the skin,
Ms. O'Connor explained. A mild elec-
trical current is then passed through
the hand, foreing the thumb to con-
tract, she said.

Meanwhile, protection of financial
assets drew risk managers to booths
sponsored by the various captive in-
surance company domiciles.

Catherine S. Lord, vp with John-

son & Higgins Intermediaries Ltd
in Hamilton, Bermuda, said having
members of the Bermuda Regiment
at the domicile’s baoth proved to be
“a real attention-getter.”

The scarlet- and navy-uniformed
soldiers stood motionless before two
sentry boxes flanking the domicile's
display, occasionally marching to
pose for a photograph with a visitor
to the booth. Every half-hour, they
were relieved in an elaborate chang-
ing of the guard ceremony, which at-
tracted risk managers from through-
out the Exhibit Hall.

Paul Van Zuiden, a consultant with
The Wyatt Co. in Chicago, said that
risk managers seemed to have more
questions than usual about captives
during this year's RIMS conference

That interest brought smiles to
those manning the booth of a con-
siderably newer captive domicile.
Only a few aisles from the Bermuda
booth, Illinois Deputy Gov. John E.
Washburn attempted to persuade
risk managers that the Land of Lin-
coln should be their choice when
looking for a captive domicile.

Mr. Washburn, former Illinois in-
surance director and former presi-
dent of the National Assn. of Insur-
ance Commissioners, seemed pleased
with the response his state was
drawing. “There's a lot of interest in
captives, and they're starting to look
at [llinois.”

Continued on next page
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Another Midwestern state aimed
its sights at drawing commercial in-
surers to locate within its borders by
hosting its first RIMS kooth.

William P. Demuth, marketing
manager-national marketing for the
Iowa Department of Economic De-
velopment, donned a green and white
baseball jersey and stood in front of a
poster from the motion picture “Field
of Dreams” to attract attention. Des
Moines—Ilowa's largest city—is al-
ready home to more than 60 insur-
ance companies.

Baseball also served as the hook
10 draw strollers into Philadelphia-
based CIGNA Corp.’s exhibit area.

A video game—'‘CIGNA All-Star
Baseball—challenged would-be
baseball sages with a series of trivia
questions about players, rules and
teams. Depending on the level of dif-
ficulty of the question chosen, correc:
answers resulted in singles, doubles
or triples that were greeted with ap-
propriate crowd sounds.

After plaving the game on a per-
sonal computer, risk managers could
step to a nearby terminal to examine

CIGNA's PC/CRIS risk management
information system, a new version of
which made its debut at the confer-
ence.

The new system's reporting and
graphics capabilities make the prod-
uct more “user-friendly,” explained
CIGNA Assistant Vp Lawrence G.
Reilley.

Another form of simulation drew
visitors to the booth of Wilmington,
Del.-based Flight Safety Interna-
tioaal.

David W. Kenton, national mar-
keting manager for the firm—which

trains pilots, power plant operators
and mariners—said that training
general aviation pilots remains the
most popular service offered by his
firm, but the fastest-growing segment
is marine training.

He credits the interest in marine
fraining to the Exxon Valdez oil spill.

Visitors looking for something dif-
ferent could visit Hartford Steam
Boiler's booth to watch a five-minute
music video featuring a singer who
lnoked like a cross between one of the
“Blues Brothers” and Leon Redbone
belting out “Risk Manager's Blues.”

Chris Knopf, vp of the Avon,
Conn.-based advertising firm of
Mintz & Hoke Inc., explained he
started ouf with “a hootchy-kootchy
man riff” bemoaning the trials and
tribulations of risk managers.

“Peaple are really upbeat,” said
Florine Caron, an assistant vp with
Johnston, R.I.-based Allendale Mu-
tual Insurance Co., as she handed out
boxes of tea bags packed by Davison
Newman & Co. Lid. of London, the
firm whose tea ended up on the bot-
tom of Boston Harbor courtesy of the
Boston Tea Party in 1773. [
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By MARK A. HOFMANN

BOSTON-The public outrage
over Exxon Corp.'s handling of the
1989 oil spill in Alaska's Prince
William Sound underscores the
importance of communications
when dealing with a corporate ca-
lamity, a public relations executive

says.
"The Exxon Valdez has raised

consciousness” about the value of
crisis management, said Alexander
H. Stanton, president of New
York-based public relations firm
Dorf & Stanton Communications
Inc., during a session on crisis
planning at the 28th annual Risk &
Insurance Management Society

conference.

According to Mr. Stanton, the
Exxon VValdez disaster should have
taught corporate leaders a variety
of lessons, including:

- Effective communication is
vital to crisis management.

= A crisis plan must be tested
under actual conditions.

= Never underestimate the se-
verity of a crisis.

« Consistency is important in re-
sponding to a crisis.

"One of the things that | think
derailed Exxon was that they
changed their press strategy two
days into the crisis," said Mr.
Stanton.

Initially, New York-based Exxon
provided the press with regular
news bulletins, food and drink, he
said. However, the food, drink and
news suddenly vanished, leaving
the press to its own devices, he
said.

Without Exxon feeding the re-
porters information, "they went
out and found some news," Mr.
Stanton said, noting that what
they found did not reflect favor-
ably on Exxon.

Generally, a company's first ac-
tions create the lasting image of its
response to a disaster.

"1 think the first 90 minutes of
the crisis are the key," he said.

Mr. Stanton advised creating a
crisis team of managers and com-
municators that would meet every
hour following a disaster. Members
of the team should gather informa-
tion and report back to the team,
he said. The key audiences that
next need to be informed should be
identified and the story should be
told, "quickly, openly and hon-
estly," he said.

Mr. Stanton said that several
communications flaws must be
avoided in dealing with a crisis.

For example, rather than place
blame, a corporate spokesperson
should address solutions to the
problem, he said. Keeping employ-
ees informed also should not be
overlooked because they are "sol-
diers in the communications
army.,” he said.

"The lack of a 'party line' can be
fatal," if those who respond to the
queries don't know what the cor-
poration's response to questions is
supposed to be, Mr. Stanton said.

Robert Duty, vp-risk manage-
ment of Dallas-based Greyhound
Lines Inc., said the transportation
company has adhered to a consis-
tent corporate message during its
current drivers' strike.

Mr. Duty, moderator of the ses-
sion, said that Greyhound employ-
ees have volunteered to staff a
media center to answer questions
about the strike because the com-
pany's in-house public relations
department is relatively small.

After completing a training
course, the volunteers have worked
out of a media room that has a
two-word poster on each of its four
walls, Mr. Duty said.

The poster reads "Don't specu-
late," he said. It serves to remind
those fielding questions to stick to
the facts as they are known, he

said.

Harry W. Shirley, Jr., assistant
vp-casualty loss prevention for
Alexander & Alexander of New
York, Inc.'s Lyndhurst, N.J., office,

stressed that disaster planning ex-
tends from communications to

what he called the "nuts and bolts"
of disaster response.

"If you have a crisis and you
don't have a plan, you're going to
be making decisions that are not
well-thought-out,” he said.

Agreeing with Mr. Stanton, Mr.
Shirley said that the creation of a
crisis management committee is
critical to any response, though
Mr. Shirley advocated keeping the
team relatively small.

"l recommend keeping it in the

half-dozen range," he said.
The committee should have a de-

signated leader as well as an alter-
nate leader, Mr. Shirley said. An
up-to-date list of home and office
telephone numbers for each team
member should be maintained, he
said.

Membership in the crisis man-
agement team should be drawn
from the ranks of senior staff, he
said. A clear line of succession also
should be established in case any
team member is incapacitated, he
said.

A written response plan should
be drawn up working from the
worst case scenario, Mr. Shirley
said.

If plans are established to handle
the worst case, "you can work
backwards through other crises,"”
he said. Being prepared for the
worst case, a corporation should be

able to handle less serious emer-
gencies, Mr. Shirley said.

Following a disaster, companies
should set up a central location for
dealing with the media, Mr. Shir-
ley recommended. He also sug-
gested posting security at a disas-
ter scene to keep the media out of
the way while rescue operations
are being conducted.

In addition, shelters and a first-
aid station should be set up, as
should a temporary morgue, he
said. If there are fatalities, the
scenes of death should be pres-
erved for further investigation, Mr.
Shirley said.

As soon as possible after a di-
saster, professional photographers
should take pictures, salvage oper-
ations should begin and emergency
power systems should be estab-

lished, Mr. Shirley said.

Charyl Sarber, vp and manager-
business resumption planning for
Los Angeles-based First Interstate
Bank of California, also stressed
the need for disaster planning,
saying that "planning is much
more important than the plan it-
self.” She warned her listeners that
a plan must be flexible to meet the
demands of each situation.

Ms. Sarber spoke from experi-
ence, having been directly involved
in First Interstate's recovery from
a May 4, 1988, fire that ripped
through the company's 62-story
headquarters (Bl, July 25, 1988;
May 16, 1988; May 9, 1988).

W. Carter Lee, vp and director-

research and development in Alex-
ander & Alexander Inc.'s Dallas

office, coordinated the session. |
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Federal oversight of work comp unlikely

By MICHAEL BRADFORD

BOSTON-Handing over admin-
istration of workers compensation
insurance to the federal govern-
ment is not the way to solve prob-
lems associated with the work
comp system, according to a panel

of experts.

INn a roundtable discussion at the
28th annual Risk & Insurance
Management Society conference,
the subject of federalization of
workers comp insurance took cen-
ter stage.

"It won't happen,” said Susan
Drake, senior manager of workers
compensation at Ryder System Inc.
in Miami. "The states want to do
their own thing. | don't think
there's any possibility of the states
allowing a federal act to come in.

They want to keep it under their

own control.”

"I'm very much against any fed-
said Robert P.J.
Booher, senior vp at Marsh &

MeLennan Inc. in New York.

eralization,”

While some basic standards that
could apply to all state work comp
systems might be in order, federal-
ization would be too difficult be-
cause of the autonomous nature of
different states, said Mr. Booher.

"Different states have different
economies and each state repre-
sents an electorate that's differ-
ent,” he said.

Mark T. Carter, director of cor-
porate insurance at LTV Corp. in
Dallas, said, "If you think state
policy is bad, wait until the federal
government gets hold of it."

Fred O. Kist, principal with Coo-
pers & Lybrand in Atlanta, said

resistance to a federal workers

comp system would come from
state insurance departments.
'There are 50 insurance depart-
ments out there that are paying
people to review (work comp)

'If you think state
policy is bad, wait

until the federal
government gets hold

of it,' says Mr. Carter.

rates. Their reason for being is to
review rates,” Mr. Kist said of
those state employees.

"l would see a very strong anti-
federal push" by insurance depart-
ments that felt responsible for

erties ByManting
as OfOur Own

safety program. And made some suggestions about
what it should include. And how to follow up on them.

- Suggestions that included a safety
course for all workers and

subcontractors. And a re-

those workers, Mr. Kist observed.
States can use the savings and
loan insolvencies as an example of

how well federal regulation works,
he said.

Federalization also would lead to
higher workers compensation
costs, according to Mr. Kist, partly
because benefit levels would have
to be increased.

"The national benefit level
would have to be the highest (state)
benefit level” he said, because a
federal system would in effect pe-
nalize some workers if it paid ben-
efits below what they received at
the time of federalization.

"They're not going to take any-
thing away from anybody,” Mr.
Kist said of federal regulators who
would be in charge of determining

a national benefit level.

"So you're talking about tremen-
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dously increased costs" for some
states, he said.

On another topic, the panelists
pointed to fraud as a serious prob-
lem with the current workers com-
pensation system.

Overt, "heavy-handed fraud"” is

not the big problem, said Mr.

Carter. "It's the more subtle milk-

ing of the system that's driving a
lot of the problem.”

Mr. Booher agreed that malin-
gering by injured workers is ex-
pensive and common-and it's too
easy.

"Once a claimant is in the main-
stream of the delivery system, the
claimant is allowed to rip off the
system," said Mr. Booher.

"The burden is on the employer
to prove that the accident didn't
happen and that is very hard to
do,"” Mr. Booher remarked.

Panelists agreed that workers
are aware of how easy it is to fake
some injuries like back ailments or
file a claim on Monday for an in-
jury that actually occurred at home
over the weekend.

While there are no firm statistics
on the magnitude of fraud within
the work comp system, Mr. Kist
said some of his clients report as
much as 80% of their claims are
fraudulent.

Ms. Drake said "the general con-
sensus is that 5% of our claims are
fraudulent” when filed. But when
the number of claims involving
persons who initially filed legiti-
mate claims but later decided to
malinger are added, the total
jumps to 50% of Ryder's claims, she
added.

And the misbehavior is not res-
tricted to workers who need extra
income, Ms. Drake remarked. "l
have found people in high posi-
tions” who file claims with the em-
ployee benefit department and the
workers comp department in an ef-
fort to collect twice on a $6 pre-
scription, she said.

Ms. Drake said measures like
peer review groups for physicians
can cut down on fraud among pro-
viders. And keeping physicians in-
formed about the specifics of a
workers comp case can keep doc-
tors from unknowingly defrauding
the system.

For example, some workers will
lie about the physical demands of
their jobs in order to receive bene-
fits. An informed physician could
spot the deception, according to
Ms. Drake.

Ryder provides a manual to its
managers that tells them how to
investigate workers comp claims,
said Ms. Drake. The book includes
numerous questions for supervi-
sors who report accidents and in-
structs them on how to take a
statement from an employee in-
volved in an accident.

W. Michael McDonald, group
director-risk management at Ryder
System Inc. and moderator and co-
ordinator of the panel discussion,
noted that the "legal profession
has found fertile ground in work-
ers comp" and attorney involve-
ment has pushed up the cost of
the system.

In prior years, attorneys focused
more heavily on professional lia-
bility issues and automobile cases,
said Mr. McDonald. But, he said,
"it seems the greed is growing."

Ms. Drake, who serves on a gu-
bernatorial committee that is re-
writing Florida's workers compen-
sation law, said she has fought
"long and hard" for an hourly cap
on attorneys' fees in workers comp
cases. Her proposal is that the fees
be limited to $125 per hour.

Ms. Drake also said she would
like to see claimants made to pay
legal fees in cases they lose. Such a
regulation would cut down on the
Nnumber of frivolous lawsuits that
find their way into the workers
comp system, she said. |
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Planning advised to handle uninsured risk

By MARK A. HOFMANN

BOSTON-Rather than assuming
"it can't happen to me," risk man-
agers should ask themselves "What
if it happens?" when considering the
challenges presented by uninsured
risks.

"None of us can afford to ignore
the need for planning,” said Carl B.
Seaholm, manager-corporate risk
management for J.C. Penney Co. Inc.
in Bethel Park, Pa.

Mr. Seaholm moderated a session

on uninsured and uninsurable risks
at the 28th annual Risk & Insur-
ance Management Society conference
in Boston.

"Finding (uninsured risks) is not
as easy as you might think. You have
to maintain a keen imagination," said
Roy T. Johnson, senior vp of Johnson
& Higgins of Pennsylvania Inc. in
Pittsburgh and coordinator of the
session.

He listed possible reasons why
risks would be left uninsured, in-
cluding risk created by new oper-

ations, acquisitions with unknown
risks, inadequate coverage limits,
lapses of coverage and insurer in-
solvencies.

Some risks go uninsured intention-
ally, noted Mr. Seaholm. Reasons for
not insuring a risk include unaccept-
able deductibles. a desire to handle
claims in-house rather than through
an insurer and intentionally self-in-
suring risks and allocating them to
operating units, thus enhancing ac-
countability, he said.

Other risks-like pollution-simply

may be uninsurable, Mr. Seaholm
said.

However, risk managers often un-
intentionally let risks go uninsured,
he says. Among the ways a risk can
be unintentionally left uninsured in-
clude poor communications, where a
risk manager doesn't know a peril
exists; policy language problems;
missing layers of coverage; inade-
quate limits; and poor loss control.

The insolvency of an insurer also
"can suddenly thrust you into an un-
intentionally uninsured position,"

Tomanyil ce companies,

Mr. Seaholm said.

He advises risk managers to plan
for both intentionally and uninten-
tionally uninsured risks.

Controlling deliberately uninsured
risks requires policy review, keeping
current on the status of risks and ad-
dressing identified exposures, Mr.
Seaholm said. Try to approach
things in as consistent a manner as
possible."

Developing a plan for responding
to uninsured losses is critical to deal-
ing with uninsured risks, Mr. Sea-
holm said. This includes contracting
for alternate production sites if a
plant is knocked out of commission,
reviewing contracts with suppliers to
ensure the availability of reconstruc-
tion materials after a disaster and
controllmg the flow of information to
the press through a single spokes-
man.

Sometimes risk managers have to
take unpopular stands like recom-
mending the end to certain opera-
tions to reduce uninsured exposures,
he added.

When dealing with international
risks, risk managers should never as-
sume they're covered, said Edward J.
Fitzgerald, manager-foreign, corpo-
rate insurance operations for General
Electric Co. in Fairfield, Conn.

A "cookbook mentality," or an as-
sumption that insurance require-
ments will be the same, irregardless
of the location of a facility, doesn't
allow adequate examination of the
exposures, he warned.

For example, risk managers must
pay attention to currency exchange
and inflation rates, said Mr. Fit=z-
gerald. They should "be especially
careful" about insuring properties in
currencies that may rapidly lose all
but a fraction of their values due to
inflation.

In addition, international opera-
tions often require special coverages
like political risk or kidnap and ran-
som insurance. In addition, "gap"
policies arranged in the United
States may be necessary "to raise the
level of local property/casualty cov-
erages to generally acceptable state-
side standards," he said.

Risk managers must also be aware
of local compulsory insurance laws,
said Mr. Fitzgerald. Some countries
prohibit "unadmitted insurance" al-
together, while others permit some
use but not as a substitute for local
compulsory insurance. Penalties for
breaking the laws can be severe,
sometimes including imprisonment
and hefty fines, he warned.

Before an uninsured event occurs
domestically or internationally, "it's
very important to develop sources of
cash that can be tapped quickly,"
said Donald E. Freudenheim, vp with
AlIG Risk Management Inc., an
American International Group Inc.
unit.

Mr. Freudenheim said ready ac-
cess to funds is critical in bringing
a corporate unit back on line as soon
as possible after a loss. Such quick
recoveries help reassure lenders, he
said.

"Don't bet your bottom line," he
warns.

Anthony J. Burlando, vp-risk man-
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ing an exposure.

He urged risk managers to follow
a decision-making process he called
"the five I's" in dealing with unin-
sured risks.

Mr. Burlando's five I's are: investi-
gate, interpret, influence, inform and
integrate.

He emphasizes the fifth. "No risk
manager can conduct an effective
risk management program by him-
self." For a risk management pro-
gram to accomplish its goals, it must
be integrated with other corporate
goals, he said. m

but that's not our style. We believe in custom-
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Self.insurers eye financial reinsurance

By JUDY GREENWALD

BOSTON-Financial reinsurance
products, which until now largely
have been used by insurers and
reinsurers, can also help self-in-
surers smooth troughs and peaks in
their financial statements, says an
insurer.

A growing number of self-insur-
ers are considering obtaining fi-
Nnancial reinsurance-also known
as structured financial products-
to enhance their financial state-
ments, according to Richard Stil-
well, senior vp and general man-
ager of' the special risk division of
Schaumburg, lll.-based Zurich-
American Insurance Group.

Financial reinsurance is a trans-
action in which anticipated invest-
ment income is an acknowledged
component of underwriting and in
which the reinsurer's ultimate lia-
bility is capped (BIl, April 30).

Generally, financial reinsurance
products are written by reinsures
operating in tax-free offshore en-
vironments that permit discount-
ing of loss reserves. Bermuda is the
most popular domicile of financial

reinsurers.

Mr. Stilwell said that while fi-
nancial reinsurance products have
been used for years by both rein-
surers and primary insurers, self-
insurers have not used them until
recently.

But this is an appropriate time
for insurance buyers to begin using

financial products, he said.
The increased use of self-insur-

ance has had a "dramatic effect”
on financial statements as losses
have started to mount, Mr. Stilwell
said.

In the 1990s, self-insurers' liabi-
lities are "starting to have a major
impact on financial statements,”
and there is a need to smooth out
their effect, Mr. Stilwell said at the
28th annual Risk & Insurance
Management Society conference in
Boston.

"In the 19805, we were in the
decade of hidden assets," he said.
But the 1990s will be the decade of
hidden liabilities, he predicted.

Other factors that have created
the need for financial insurance
products are an increase in merger
and acquisition activity, changes
in business direction and the diffi-
culty of buying insurance for cer-
tain exposures, such as pollution
liability.

Mr. Stilwell said financial insur-
ance products products fall under
three categories:

= Loss portfolio transfers, under
which a self-insurer cedes loss re-
serves for known losses on a dis-
counted basis to an insurer.

* Retrospective programs, under
which the self-insurer cedes re-
serves for unknown losses or for
losses that have occurred but for
which there is insufficient cover-
age.

* Prospective loss funding pro-
grams, which cover future losses
for difficult-to-insure risks, such
as pollution liability and medical
malpractice.

All of these programs involve
funding, net present value pricing
and risk transfer, Mr. Stilwell said.

Lawrence W. Cheng, president
and chief executive officer of Ham-
ilton, Bermuda-based Zurich In-
ternational Ltd., which specializes
in financial insurance products for
self-insurers, outlined the charac-
teristics of these products.

Risk transfer, for instance, could
be aggregate risk, when the actual
aggregate loss incurred exceeds
projections; timing risk, when ac-
tual claims payments are faster
than projected; and interest rate
risk, when earnings on invested
assets fall short of projections.

Another characteristic of these

productsis that they spread the

Products can aid financial statements

risk. which could involve spread-
ing the impact of large losses over
time, combining different exposure
years in one policy, or combining
coverage for different risks.

These products are distinguished
by aggregate limits, Mr. Cheng
said. Policies always contain over-
all aggregate limits, and some con-
tain an annual payout cap, he said.

The price of these products is
based on, among other things, ex-
pected losses, the payout pattern of
the losses, the amount of risk
ceded, and taxes and fees.

Information required to under-
write the coverage includes loss
data, insurance history, a hazard

analysis, financial reports, claims
setti@ment practices and claims
audits.

Financialinsurance products
also provide for the return of funds
in the event of good experience.
Usually, there is a payment sched-
ule, and in all cases there is a max-
imum limit of funds paid, he said.

Each financial insurance pro-
gram "stands on its own," with in-
dividual programs developed spe-

cifically for specific needs, Mr.
Stilwell said.

Mr. Stilwell outlined several
ways these products can be used:
= To remove loss reserve liabili-

ties from consolidated balance

sheets.

= To transfer liabilities of ter-
minated operations.

= To manage and pre-fund diffi-
cult-to-insure exposures.

= To fix an operation's liabilities

prior to a merger or acquisition.
- To reduce self-insured reten-

tions.

= To provide funding for holes
in layers of liability insurance pro-
grams.

Mr. Cheng, whose company has
written $180 million in net pre-
miums for structured financial
products on behalf of self-insurers
since it wrote its first policy in
September 1988, also presented

case studies to demonstrate how

these products work.

In one example, a company self-
insuring the first $250,000 of each
workers compensation loss has ex-
pected losses of $3 million an-
nually. An actuarial calculation
suggests that the probability of an-
nual losses exceeding $6 million is
less than 1%.

The risk manager's challenge in
this case is to protect the company

from loss volatilities, Mr. Cheng
said.

The solution would be a struc-
tured five-year insurance policy
with a $3 million annual premium,
which is equivalent to the amount
of the expected annual loss. The
annual aggregate limit would be $6
million, with a five-year aggregate

Continued on next page
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of $20 miillion.

The policy would also have a
commutation option, Mr. Cheng

said.

Robert M. Lichten, managing
director of New York-based Smith
Barney, Harris, Upham & Co. Inc.,
looked at these products from a fi-
nancial perspective and raised
questions he said must be ans-
wered before self-insurers decide
whether to use these programs.

These include:

- Since there must be a true risk

transfer for there to be a premium
tax deduction, what is the timing
of the tax deduction?

= What impact would a financial
insurance product have on the
overall tax position of the policy-
holder, taking into account the al-
ternative minimum tax and current
net operating loss carryforward
position?

= What are projections of future
interest rates?

= What will the impact be on the
firm's debt ratings?

= Can this program impact the
overall cost of capital for the poli-
cyholder?

= What impact will the financial
insurance product have on man-
aging financial uncertainty?

= What is its impact on the bal-
ance sheet?

The "ultimate yardstick" will be
the program's impact on the firm's
share price, Mr. Lichten said.

Before obtaining a financial in-
surance product, the buyer also
should identify the risk it is trying
to manage as well as specify the
goals and objectives of the pro-
gram, said Donald J. Matthews, se-
nior vp at Johnson & Higgins in
New York.

The economic feasibility of a
structured financial program also
should be determined, Mr.
Matthews said.

If a self-insurer knows what

self-funding costs, it can properly

evaluate whether a structured fi-
nancial program will be an eco-
nomic benefit, Mr. Matthews said.
"The beauty of this is it gives you
an alternative,”" he said.

A self-insurer also should con-
sider several factors when select-
ing a financial reinsurer, according
to Mr. Matthews.

For example, the reinsurer
should be highly rated by an in-
surer rating agency, said Mr.
Matthews, who warned against se-
lecting a reinsurer with lower rat-
ings even if that reinsurer offers a
better price.

"His credit is absolutely your
No. 1 risk," he said.

The financial reinsurer's appe-
tite for risk as well as its commit-
ment to this business also should
be considered, Mr. Matthews said.
"Are they in this for the long
haul?” he asked.

"You've got to be sure your part-

ner is committed long term,"” he
said.
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The submission to the reinsurer
should include what the policy-
holder wants to accomplish; pol-
icy limits and terms; the expected
loss payout picture; and estimated
premiums, Mr. Matthews said.

"Determine what you can afford
to pay," he said. "Don't waste a lot
of time that way."

The submission also should in-
clude a draft of manuscript policy
wording, he said.

When negotiating details with
the financial reinsurer, Mr.
Matthews said, include the amount
of risk; policy limits; policy word-
ing; claims management and re-
porting; interest yield assump-
tions; timing of loss payouts and
self-insured retentions; and a con-
tract termination option.

The session was moderated by
Arthur Bostwick, risk manager for
Chicago-based Stone Container
Corp.

Mr. Stilwell coordinated the ses-
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U.S. losing

standing:
O'Neill

BOSTON-The nature of global
power is changing as U.S.-Soviet
relations improve, contends a man
who spent 10 years only heartbeats
from the presidency.

"For years, political power fol-
lowed military power. Now it fol-
lows economic power," former U.S.
House Speaker Thomas P. "Tip"

O'Neill told a luncheon audience at
the 28th annual Risk & Insurance
Management Society conference in
Boston.

Mr. O'Neill, one of the last New
Deal Democrats to wield power in
Washington, D.C., added that
"power in the world seems" to be
moving from arms makers to
money makers today.

The United States is "taking a
back seat” to the Germans and
Japanese in financing peaceful
change, said the Massachusetts
Democrat, who spent five decades
in politics. "While we concentrated
on staying ahead of the Russians,
we fell behind the others.”

"We need to regain control of our
economic destiny,"” said Mr.
O 'Neill.

He said that the Bush adminis-
tration and Congress are stuck in
an economic straitjacket.

With tacit administration ap-
proval, Rep. Daniel Rostenkowski,
D-Illl., offered a way out with his
package of new taxes and reor-
dered budget priorities, said Mr.
O'Neill.

But, "as long as the administra-
tion sticks to no new taxes, there

will be deep cuts" in spending, he
said.

'We need to regain

control of our

economic destiny,’
says former House

speaker 'Tip' O'Niell.

Mr. O'Neill also told RIMS con-
ference attendees of meeting Mik-
hail Gorbachev during a visit to
Moscow shortly after the Soviet
leader took power.

During a one-on-one meeting,
Mr. O'Neill said he was astounded
to find that Mr. Gorbachev spoke
English. After a disagreement be-
tween the-two men, the Soviet
leader broke off the meeting. Upon
returning to Washington, Mr.
O'Neill said he told State Depart-
ment officials that Mr. Gorbachev
spoke English.

The officials reacted with dis-
belief.

However, during the U.S.-Soviet
summit in Reykjavik, Iceland, in
1986, officials discovered that Mr.
Gorbacheyv, still pretending he un-
derstood no English, corrected his
interpreter whenever a phrase was
misinterpreted.

Looking back, Mr. O'Neill said
that Ronald Reagan probably left
less of a domestic legacy than any
of the other seven presidents Mr.
O'Neill has known.

On foreign affairs, however, it's
another matter entirely. The for-
mer speaker gives his erstwhile
rival Mr. Reagan high marks on his
handling of the turmoil in the Phil-
ippines and Afghanistan.

Predicting who the Democrats
will nominate for president in 1992
is hard, Mr. O'Neill says. But the
former political chieftain lists New
York Gov. Mario Cuomo, Sen. Bill
Bradley of New Jersey and Sen.
Sam Nunn of Georgia as possibili-
ties.

-By Mark A. Hofnann
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Edith Lichota receives
RIMS' Goodell Award

BOSTON-Edith F. Lichota is
this year's recipient of the Dorothy
and Harry Goodell Award, the
highest honor bestowed by the
Risk & Insurance Management So-
ciety.

Outgoing RIMS President Ron-
ald W. Stasch, corporate risk man-
ager at Federal Mogul Corp. in De-
troit, presented the award to Ms.

Lichota during a luncheon May 3
at the 28th annual RIMS confer-

ence in Boston.

The Goodell Award recognizes
outstanding continuing achieve-
ment in furthering the goals of risk
management. The award was es-
tablished in 1978 by Harry Goo-
dell, a founder of RIMS and its
first president.
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Ms. Lichota, who now heads her
own consulting firm-Lichota &
Associates of Grapevine, Texas-
was selected based on her profes-
sional achievements and service to
the risk management community
over the past 20 years.

Ms. Lichota currently advises
clients on risk management, insur-
ance and portfolio management
issues. She is vp of administration

for Bankers Insurance Co. Ltd. in

Bermuda, a policyholder-owned
insurer that writes directors and

officers liability insurance and fi-
nancial institution bonds for com-
mercial banks. Ms. Lichota was
one of the organizers of BICL.

Ms. Lichota also edits Bank Risk,
a quarterly newsletter published
by Tillinghast, a division of
Towers, Perrin, Forster & Crosby
Inc. in New York.

Before establishing her own
firm, Ms. Lichota was senior vp in
charge of risk management at Irv-
ing Trust Corp. in New York. She
also has held risk management
posts at Carborundum Corp. and
Cleveland Work Wear Corp., both
in Cleveland.

In addition,
she served as
vp-govermn-—
ment affairs
at Insurance
Co. of North 19
America in
New York.

She served , - .

on the RIMS
Executive F
Committee as -
vp of govern- , , __ .
mental af- Ms. Lichota
fairs in 1979-
80. She also chaired RIMS' Gov-
ernmental Affairs Committee in
1978-79 and the International Co-
operation Committee in 1985-86.

Ms. Lichota was named Risk
Manager of the Year in 1987 by
Business Insurance (Bl, March 30,
1987). And, she was honored as In-

surance Woman of the Year by the
Assn. of Professional Insurance

Women in 1986.

Meanwhile, four Texas RIMS
chapters have received the Richard
WwWW. Bland Memorial Award: the
Central Texas Chapter, the Dallas/
Fort Worth Chapter, the Houston
Chapter and the South Texas
Chapter.

The Bland Award recognizes
outstanding performance or effort
in the area of legislation or regula-
tion.

The four chapters were responsi-
ble for spearheading RIMS' efforts
to reform Texas' workers compen-
sation laws (BI, Dec. 18, 1989)

This is the first time the Bland
Award was presented to RIMS
chapters rather than to one deputy
member of the society, pointed out
Howard VW. Greene, director of
governmental affairs for RIMS.

He noted that four individuals
were principally involved in the
success of the lobbying effort:

- Pat Doerfler, business insur-
ance supervisor at Dow Chemical
Co. in Freeport, Texas.

* Doug L. Campbell, manager of
insurance/loss prevention at Mit-
chell Energy & Development Corp.
in The Woodlands, Texas.

« VW. Rudd Marlowe, director of
risk management at Diamond
Shamrock Inc. in San Antonio.

< Mark Carter, director of risk
management at The LTV Corp. in
Dallas.

In addition, Mari-Jo Hill, senior
risk analyst at SAS Institute Inc. in
Cary, N.C., received this year's
Cristy Award, bestowed by RIMS
on the individual with the highest
cumulative average in the exams
leading to the Associate in Risk
Management designation. |
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Auto insurance reform may hurt businesses

By LOUISE KERTESZ

BOSTON-Risk managers should
fight auto insurance reform mea-
sures nationwide, because if they
are passed insurers will attempt to
recoup lost premiums by raising
commercial premiums, some indus-
try experts contend.

Proposed voter initiatives, legis-
lation or administrative action in
44 states would roll back or freeze
rates for personal auto coverage,
according to a regulator, a lobbyist
and brokerage executive.

"Risk managers still look at
Proposition 103 as a personal lines
issue. Well, it's not. The money
that carriers lose in personal lines
will be recouped in commercial
lines," said Howard W. Greene,
director of governmental affairs
for RIMS.

Demand for premium rollbacks,
he said, is "not based on sound un-
derwriting. It doesn't get at the
root of the problem,”" which Mr.
Greene said is the high cost of liti-
gation, health care and auto re-
pair.

Consumers, frustrated with rap-
idly rising rates, remain uncon-
vinced of that argument, said Mi-
chael K. White, chairman and chief
executive officer of New York-
based Alexander & Alexander Inc.
and executive vp of parent com-
pany Alexander & Alexander Ser-
vices Inc.

Insurance professionals have not
made the public aware of their case
against Proposition 103-which
required insurers to rollback
"charges" 20% in most lines-and
similar reform proposals, Mr.
White said (see story, page 1).

"We can't and shouldn't let this
thing muddle along,"” he said at a
session during the 28th annual
Risk & Insurance Management So-
ciety conference in Boston.

Ironically, the session, titled
"The Progeny of Proposition 103,"
was recast as a roundtable discus-
sion because only nine people,
three of them risk managers, at-
tended.

"l hold it up as a challenge to
you to explain the insurance mech-
anism to anyone willing to listen,"”
Mr. White said.

If personal auto insurance re-
forms continue to focus on rates,
the public will continue to ignore
the more serious issue of insurer
solvency, Mr. Greene said.

What critics characterize as in-
surers' exorbitant profits are the
springboard for reform proposals,
he said. "And that's bad for sol-
vency."

Critics should consider insurers'’
underwriting income, which has
been eroding for personal auto
coverage, he said.

"Proposition 103 fuels the type
of reform that RIMS does not think
is good. It's based on the idea that
insurance companies are out there
gouging you. It encourages that
type of mentality and is an un-
healthy approach,” said Mr.
Greene.

"Risk managers have to realize
they are the voice of the educated

insurance consumer. It's a voice

worth having in the debate,” Mr.
Greene said.

"You can have an impact by
writing letters and visiting your
legislators,"” he asserted.

When Proposition 103 "squeaked
by, we first viewed it with amuse-
ment," recalled Hawaii Insurance
Commissioner Robin Campaniano.

"The National Assn. of Insurance
Commissioners saw other issues as
more major-such as workers com-
pensation, health care and sol-
vency," he noted.

That amusement has since sub-
sided. "For many states, Proposi-
tion 103 has become a big issue,”
Mr. Campaniano said.

Proposals similar to Proposition
103 are being considered in 44
states, he said, and some insurers

have threatened to pull out of some
of those states.

The NAIC used to treat such
threats as insurers "crying wolf,"
Mr. Campaniano noted.

But "they are going to pull out”

of New Jersey, where a new per-
sonal auto insurance reform law

abolishes the state joint under-
writing association for high-risk
drivers and assesses auto insurers

Appleton,Wis.

Chicago
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Denver

Milwaukee
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New Orleans

$1.4 billion over several years to
trim the $3 billion JUA deficit, he
said (Bl, March 12).

State audits show that sloppi-
ness by auto insurers who adminis-
tered the underwriting association
cost New Jersey drivers $900 mil-
lion over seven years. "Those who
prospered the most will pay the
most,” Gov. James Florio said
when he proposed the assessments
early this year.

Remaining JUA debt is to be
paid off through higher motor reg-

4 -1
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Grand Rapids
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New YorkCity

istration fees and higher annual li-
censing fees for doctors, lawyers,
chiropractors, physical therapists
and auto repair shops in New Jer-
sey.

Proposition 103 even has "raised
the consciousness" about personal
lines auto insurance rates in states
"that didn't seem to have a prob-
lem," including Idaho, Michigan,
Ohio and Vermont, Mr. Campan-
ianosaid. .

For instance, there is an effort to
put a proposal to roll back rates for

Baltimore

Connecticut

Houston

Nashville

Philadelphia

all liability lines on the November
ballot in Idaho and the governor of

Georgia has tried to freeze auto
rates.

Activity "whose roots can be
traced back to Proposition 103"
also is occurring in Arizona, Con-
necticut, Florida, Maryland and
Nevada, said Ohio state Rep. Mi-

chael Stinziano. The Columbus

Democrat is president of the Na-
tional Conference of Insurance

Legislators and chairman of the in-
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surance committee in the Ohio as-
sembly.

One reason for the reform mea-
sures’' popularity is that some leg-
islators and others "view auto in-
surance as a great political
opportunity,” said Mr. Cam-
paniano, the Hawaii commissioner.

"The need for insurance reform
generally is expected to be a major
political issue” in November,
agreed Rep. Stinziano. "What is
uncertain is whether reform will be
politically driven, without sound
underwriting consideration.”

Proposition 103-type measures
"that place the consumer in the
ratemaking process probably will

have more far-reaching impact
than rate rollbacks,” Rep. Stin-
ziano added.

The industry was "caught off
guard" by the spreading influence
of Proposition 103, Mr. Campan-
iano said. With 50 different com-
midsioners, the NAIC "can't direct
policy"” on auto insurance, espe-
cially since problems vary among
the states, he added.

But demands for "20% rollbacks
are not going to work. | don't know
how that mechanism can kick in,”
Mr. Campaniano said. Rollbacks
"would work if auto insurance
profitability were not below
mean Standard & Poor's returns,"
he said.

Consumer groups assert that
rates are too high and "insurance
companies are inefficient," Mr.
Campaniano said. "But 60% to 80%
of those rates goes right back for
claims costs.”

"The flip side of efficiency wiill
be denial of claims," he predicted.

"Another solution” to the high
cost of auto insurance "is to cut

claims,” including those caused by
"the most expensive auto part-the
nut behind the wheel,” Mr. Cam-
paniano said.

Claims also could be reduced by
improved highway design, tighter
vehicle safety standards, a 55-mph
speed limit, a ban on radar detec-
tors and improved mass transit
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systems, he said.

Meanwhile, the insurance
"charge" rollbacks called for by
Proposition 103 were "a non-
event” for large companies that
pay more than $50 million in pre-
miums annually because "rates for
product liability, third-party lia-
bility and property insurance are
now below 1987 levels for large
claims," A&A's Mr. White said.

W. Lee Carter Ill, vp and direc-
tor of research and development
at A&A in Dallas, coordinated the
session. Leonard G. Zawodniak,
director of risk management at
American Electric Power Co. in
Columbus, Ohio, was the moder-
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European
pollution
regulation
evolving

By CAROLYN ALDRED

BOSTON-Companies operating
in Europe will face environmental
regulations similar to the tough
anti-pollution laws introduced in
the United States in recent years,
some experts say.

"What happened in the
U.S. . . .will happen in Europe,”
said Michael J. Murphy, chairman
of pollution consultants Environ-
mental Strategies Corp. in Vienna,
Va., and Environmental Strategies
Ltd. in Chester, England.

"The message | hope to leave you
with today is to look at the U.S.
regulations and assume that some
form or another of those regula-
tions will be introduced in the Eu-
ropean Community," he said dur-
ing a session at the 28th annual
Risk & Insurance Management So-
ciety Inc. conference.

There already are pollution rules
in Europe that are comparable to
many of the U.S. environmental
laws, but until now the European
laws have not been strictly en-
forced, he said. However, "enforce-
ment will increase" in Europe, he
warned.

Moreover, environmental rules in
Europe continue to be promul-
gated, he added.

"The result is that businesses
operating in Europe are finding
that the rules with which they have
been familiar in the past are now
changing at a rapid pace,"” said
Mr. Murphy.

And "in spite of the European's
best efforts not to mimic U.S. regu-
lations and the nightmare we have
lived with in the U.S., when the
dust has settled regulations in Eu-
rope will look very similar to those
in the U.S.," he predicted.

Meanwhile, pollution problems
in Europe probably exceed those in
the United States, he pointed out.

"Anyone who has been to Europe
or looked into pollution problems
in Europe knows we are looking at
issues that to sorne degree exceed
problems we are dealing with in
the U.S. We have some major prob-

lems in Europe,”" said Mr. Murphy.

The massive political changes in
Eastern Europe also are revealing
horrible environmental problems,
he pointed out.

AnNd the issue of the environment
has become one of the foremost so-
cial and political issues throughout
Europe, he noted.

The move toward tougher en-
vironmental laws in Europe is
being forced by the public as well
as by legislators, agreed Stephen
Tupper, a lawyer with the Brussels,
Belgium-based law firm Stanbrook
& Hooper.

"It is now very difficult to exag-
gerate the seriousness with which
people are treating environmental
issues in Europe,” said Mr. Tup-
per.

However, so far, "it's really leg-
islation and not litigation that is
shaping the trend. The work is
being done in lobbying the legisla-
tive chamber and not the judges'
chambers," said Mr. Tupper.

AnNnd most of the legislative
thrust is being led by the European
Community, partially in prepara-
tion for 1992--the year targeted
for abolition of trading barriers
among EC member nations, said
Mr. Tupper.

"1992 has done for Europe what
the Boston Tea Party did for inde-
pendence," he said. "Europe really

Continued on next page
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be tackled unilateially and iequire
“multilateial solutions

' Pollution does not top at na-
tional boundaries One count}y'%
waste easily becomes its neighbor's
pollution particulaily water,ind
airborne pollution Mi Tuppet
noted

- The EC "has stiongly asseited
its role that it ha a light to man-
age the environment" dS outlined
in the Tieatv of Rome which estab-
lished the EC

- The EC "believe, that it can-
not ueate a single maiket unless
its ploduces envilonmental stan-
daid% that ate untioim in Euope "

The EC iS tning to kieate "level
playing fields across Eurcipe so,
toi example the costs of adhering
to envilonmental legisldtion in one 1r -
country should not be out of line
with the costs d company must pay
to operate in .inothei EC nation,

M. The ECifresponding to in- ——

*.
; ; .4.7:4 -41-
creasing public concern about pol-
lution and the environment

= - .
In recent months ' the EC has e *4, ia, :11l./8
a

'We do not anticipate

as bad a situation in

Europe as in the
U.S.,' says .
James P. Flood. P 742

taken ,ome Initiatives that may af-
ted business operations in Europe -
mole piofoundlp than anything IS-
sued by the commis,don fo far,”
said MI Muiphy
These include a pioposed di-
rective on civil hability fot waste
disposal a propo%.ed fieedom of
infoimation dnective which will
give citizen% an automatic right to
government-held information le-
gaiding the environment, and a
pioposal to establish a European
Environment Agency and Monitoi-
ing Network Gee story, page 35)
However at least one panelist
believes coiporations and insurers
in Europe will not be faced with
the same pollution-related costs as
companie% and infuler5 doing
business in the United States
"We do not anticipdte as bad a
situation in Euzope as in the US ;' -4 a9s
said James P Flood vp of environ-
ment claims for Continental Insur-
ance Co in Cianbury, N J
"European laws at the momen-
aren’'t a,> severe" as those in the
United States, he said, adding that
most environmental laws In Eu-
rope deal with prospective pollu-
lion and pollution prevention
rather than requiring companies t,)
pay for cleaning up past pollution
"The pliotity in Europe 1% fo-
cussed on putting an end to ongo-
ing pollution dnd in addiessing
prospective i,sues,' said Mr
Flood
Meanwhile, insurers likely will
not face the same kind of polli-
tion-ielated problems in Europe as
they do in the United States be-

cause "difputes between insurers
and policyholdors in Europe are —
not dealt with in the same way,

——

MI Flood noted
Policy "wording disputes in Eu-
rope usually are dealt with by
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Cost of Europe's 6Green' wave unclear

By CAROLYN ALDRED

BOSTON-A new wave of tough
environmental regulations is
sweeping Europe, observers point
out.

Throughout Europe, "stiff new
environmental controls are being
proposed which, inevitably, will
impact heavily on the costs of
doing business in Europe,” said
Stephen Tupper, a lawyer with
Stanbrook & Hooper, a law firm in
Brussels, Belgium.

However, "the final form of this
new environmental legislation and
the level of additional costs for
business remain difficult to pre-
diet," Mr. Tupper said during a
session at the 28th annual Risk &
Insurance Management Society
conference in Boston.

Environmental legislation is
being adopted on two separate
levels: by the European Council,
the governing body of the 12-na-
tion European Community, and by
individual countries, Mr. Tupper

explained.

Although the EC has introduced
environmental legislation for many
years, "the volume and signifi-
cance of (European) Community
environmental legislation has in-
creased exponentially over the last
10 years," he said.

The EC currently is proposing
three new initiatives that could
have a profound impact on busin-
esses in Europe, agreed Mr. Tupper
and fellow panelist Michael J.
Murphy, chairman of Environmen-

tal Strategies Corp. of Vienna, Va.,
and Environmental Strategies Ltd.
in Chester, England.

A recent EC proposal on liability
for damage caused by waste is
"probably the single most impor-
tant proposal affecting risk man-
agers and insurers," said Mr. Tup-
per.

The proposal makes "the pro-
ducer of a waste strictly liable for
any damage caused by that waste.
The purpose of the directive is to
provide easier access to compensa-
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If that was important before. rt's even more so now
Because now that we're concentrating on /arger more
comp/ex risks, we need the best claims people in the

business

Which is. after all, why Mike Conroy's with us now
The Home underwrites Commercial Lines, Major
Accounts Spec,c#y Lines and upscc/e Personc/ L,nes

Home Insurance
A sub"d 0, AASECORFORATION

tion for the victims of pollution
and to harmonize liability legisla-
tion among the EC states," said
Mr. Murphy (BI, Nov. 27, 1989).

The proposal "clearly states that
generators (of waste) will now have
a continuing and strict responsibil-
ity for their waste,"” even after they
have employed a third party to dis-
pose of it, he said.

The proposal also would estab-
lish joint and several liability for
waste producers.

The proposal sets a statute of
limitations of three years from the
time of damage or injury and 30
years from the time of the incident
that eventually leads to injury or
damage. However, the proposal
will not apply retroactively,
Messrs. Tupper and Murphy
pointed out.

The proposal likely will be de-
bated by the European Council
later this year, said Mr. Tupper.

Meanwhile, another important
regulation-the Freedom of Infor-
mation Directive-could also af-
feet business operations, said Mr.
Murphy.

This directive, adopted in March
by the European Council, is de-
signed to give citizens an auto-
matic right to information held by
public authorities, said Mr. Tup-
per.

"Citizens will get access to a
wide variety of information, in-
cluding internal government re-
ports on the levels of pollution," he
explained.

"The real impact on Community
business is difficult to gauge. How-

EC pollution laws

have 'increased
exponentially' since
1980, says
Stephen Tupper.

ever, adoption of this directive in
its present form, coupled with the
adoption of the civil liability di-
rective, could have a profound ef-
feet on the current environmental
liabilities of companies doing busi-
ness in Europe," said Mr. Tupper.

"Easy access to government-held
information will make the inci-
dence of third-party damage ac-
tions more likely. As a result, bu-
sinesses will have to consider
strongly whether or not their waste
management systems and environ-
mental compliance programs can
be improved to avoid exposing
themselves to increased liabili-
ties," explained Mr. Tupper.

Meanwhile, the EC also is pro-
posing the establishment of a Eu-
ropean Environmental Agency and
a European Environment Monitor-
ing and Information Network, said
Mr. Murphy.

"The stated purpose of the pro-
posed system is to simplify the ac-
quisition and dispersal of environ-
mental information,” Mr. Murphy
said, referring to the agency and
the network.

The system is not designed to be
an enforcement agency like the
U.S. Environmental Protection
Agency, said Mr. Murphy. How-
ever, he also noted that the role of
the EPA has been greatly enlarged
over the years and that many Euro-
peans believe that, similarly, the
powers of the European Environ-
ment Agency will expand over
time.

"Concerns have been expressed
by some in industry that such a
system will inevitably become a
vehicle for international enforce-
ment,"” he noted.

Some observers "believe that the

creation of a benign data-gath-

Continued on nezt page
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' Green' wave

Continued from previous page
ering agency is merely the first
step on the road toward an en-
vironmental enforcement role for
the Community," agreed Mr. Tup-
per.

However, "notwithstanding this
general shift to Community legis-
lative solutions" to protect the en-
vironment, "for the time being, na-
tional law remains pre-eminent,”
said Mr. Tupper.

Messrs. Tupper and Murphy out-
lined legislative developments in
several European countries, in-
cluding:

» The United Kingdom. U.K. en-
vironmental legislation is likely to
increase and become more strictly
enforced, they agreed.

The United Kingdom has been
called the "Dirty Man of Europe”
and has been widely perceived to
be an "environmental slouch," said

Mr. Tupper. However, things are
changing, he added.

An environmental protection bill
-widely known as the Green Bill
-is currently being debated by
Britain's Parliament and is ex-
pected to become law in the fall,
said Mr. Tupper.

If the bill-which has not yet
been completed-becomes law,
thousands of businesses will be re-
quired to obtain authorizations
from Her Majesty's Inspectorate of
Pollution.

Currently, "common laws of
negligence generally govern liabil-
ity for pollution (in the United
Kingdom). They include establish-
ing a duty of care, a breach of that
duty and the presence of a party to
whom that duty was owed, and loss
or damage arising from that duty,"
Mr. Murphy explained.

"However, | believe the U.K. will
have strict liability for waste rela-
tively soon," Mr. Murphy said.
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* Denmark. Environmental reg-
ulations enforced in Denmark, par-
ticularly for industry, are among
the strictest in Europe, said Mr.
Tupper.

In addition, Copenhagen, Den-
mark's capital, is considered the
favorite among possible sites for
the European Environment
Agency, he pointed out.

Meanwhile, the Danish Environ-
ment Protection Agency is contin-
uing to pursue companies for costs
associated with the cleanup of ex-
isting hazardous waste sites, he
noted.

The Danish Environmental Act
of 1985 imposes strict liability on
polluters and there is "increasing
emphasis for stiffer compliance
control and higher fines for indus-
try" in Denmark, said Mr. Murphy.

= France. Like the United King-
dom, France is greatly expanding
its environmental regulations amid
increasing public concern about
the state of the environment.

The French Environment Min-
istry's budget is due to be in-
creased by up to 27% this year so it
can beef up enforcement, said Mr.
Tupper. And, the government:- is
expected to announce new corpo-
rate taxes later this year linked to
the level of pollution caused by in-
dividual companies, he added.

France has a unique system of
liability for pollution incidents,
Mr. Murphy said. Under this sys-
tem, the defendant must show an
absence of fault to win its case,
while the claimant need only show
a causal relationship exists be-
tween the damage suffered and the
pollution. he said.

= The Netherlands. Disagree-
ment over a proposed National En-
vironmental Policy Plan last year
led to the downfall of The Nether-
lands’ coalition government, noted
Mr. Tupper.

We Insu

| Entities

However, pollution issues al-
ready are on the new government's
agenda. For instance, the govern-
ment in February introduced a
carbon dioxide tax that is levied on
coal and natural gas.

The government has warned that
the tax is likely to be the first of
many it will introduce to make en-
vironmentally damaging practices
more expensive, according to Mr.
Tupper.

The Dutch government also may
encourage "closed loop" produc-
tion techniques, which cause less
waste; establishing recycling sys-

than 20 years ago and a bill to ex-
tend strict liability to all forms of
pollution, including air and soil
pollution, is currently pending in
Parliament, he added.

Meanwhile, West Germany now
could be faced with the enormous
task of cleaning up waste sites in
East Germany as the unification of
the two nations continues, noted
Mr. Murphy.

Until now, "70% of industrial
waste in West Germany has been
shipped to East Germany. The dol-
lars needed to clean up East Ger-
many are mind boggling,” Mr.

Until now, '70% of industrial waste in West
Germany has been shipped to East Germany. The
dollars needed to clean up East Germany are mind

boggling,’ says Michael J. Murphy, chairman of
Environmental Strategies Corp.

tems; and imposing strict require-
ments to rid products of impuri-
ties.

Meanwhile, in March 1989, the
Dutch environment minister estab-
lished the Commission for Soil
Cleanup of Operative Industrial
Sites, which will target tens of
thousands of waste sites. Industry
is to pay the bulk of the estimated
$10 billion needed to clean up
those sites, said Mr. Tupper.

However, despite these tough
rules, The Netherlands has not yet
introduced strict liability for pol-
lution incidents.

* West Germany. Some of the
tightest environmental and pollu-
tion controls in the world already
exist in West Germany, noted Mr.
Tupper.

West Germany introduced strict
liability for water pollution more

Murphy said.

« Sweden. Laws passed in Swe-
den in 1969 and 1986 impose strict
liability on polluters.

Meanwhile, "a new (Swedish)
consortium has been created to
build up a fund that will indemnify
third parties for pollution caused
by insolvent or defunct polluters or
for cases where it is not possible to
determine who caused the pollu-
tion," said Mr. Murphy, explaining
that the fund will be managed by
five insurance companies.

Money for the fund will be col-
lected by levying specific amounts
-determined by the insurers and
officials from the Ministry of En-
vironment and Energy-on com-
panies involved in certain indus-
tries, such as gasoline sales and
certain types of manufacturing, he
e>x<plaimed. 1
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1992 will change

many exposures
of policyholders

By CAROLYN ALDRED

BOSTON-Risk managers in Eu-
rope can look forward to "more
choice, more quality and more sat-
isfaction"” from insurers as 1992
unfolds, says an executive with a
=ading French insurer.

At the same time, risk exposures
of companies with European oper-
ations also likely will change radi-
cally, .noted Jean-Louis Meunier,
director of non-life operations for
L'Union des Assurances de Paris.

Mr. Meunier spoke to a packed
session at the 28th annual Risk &
Insurance Management Society
conference last month in Boston.

1992 has been targeted for the
formation of a single market by
abolishing trade and fiscal barriers
among the 12 European Commu-
nity nations.

"1992 is not an event, it's a pro-
cess with the aim of creating a sin-
gle economy," explained Cornelis
A. de Kluyver, a principal of man-
agement consultant Cresap, a divi-
sion of Towers, Perrin, Forster &
Crosby Inc.

"We will see a market emerging
that will rival that of the United
States and overshadow that of the
Far East,” he said.

Many hurdles remain in the po-
litical and economic union of Eu-
rope, among them language bar-
riers, the massive changes in
Eastern Europe and the vexed
question of national sovereignty.
But "1992 is not to be sneezed at,”
he said.

It will present challenges and
changes for European and U.S.
corporations, Mr. de Kluyver
pointed out.

Business in Europe already "has
grabbed the initiative," according
to Mr. cio Kluyver.

Cross-border mergers have
begun and "we are already seeing
the emergence of strong global
competitors that likely will do
business in the U.S.," he pointed
Out.

There clearly is "stronger Euro-
pean competition with global com-
panies developing and beginning to
compete on (U.S.) turf,"” he con-
tends.

However, many opportunities
exist in Europe for U.S. companies
which now face a simpler "set of
regulations and opportunities to
rationalize production and achieve
economies of scale with a coordin-
ated market and distribution net-
work," he explained.

Already major U.S. corporations
"are looking at returning to more
centralized operations in Europe,”
he pointed out.

Two other session speakers ar-
gued that such changes in corpo-
rate structure also will greatly
change the risk profiles of Euro-
pean operations.

"Companies will become more
European and if they do not, their
markets will. Risk exposures are
going to take on an international
appearance,” said UAP's Mr.
Meunier.

As trade barriers are dismantled
and technical standards are har-
monized, "production facilities
will become increasingly centra-
lized, producing higher concentra-
tion of risks and increasing insur-
ance requirements,” he said.

With "changes in the style of
production there will be a consi-
derably increased need for protec-
tion and loss prevention tech-
niques," he predicted.

Companies "will be fiercely
competing"” as the single market

develops, said Wolfgang F. Friedel,
vp of international operations for
Arkwright Mutual Insurance Co. of
Waltham, Mass.

Cross-border mergers of major usa
industrial companies will create Canada
different demands for risk man-

(Check here:)

agers than in the past, said Mr.
Friedel, who is based in Sheldon,

Conn.

0 new subscription.

Also, consolidation of manufac-
turing and storage operations wiill
greatly change risk exposures, he

warned.

Continued on next page
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European market Foi nami:le, comp,inies in West set to continue fot some time - Commercial policyholdels ate be iequiled to give covel in each
o G,rmany lind it vely dliticult to About 20 insureis in Japan sen'e not affected directly But premi- Eulopean countly and will need to
Ami miled Imm plel 10115 page puichase u mpiehensive policies a maiket on pai with that of Eu- uni, and ievenues a bancasurance be piesent in each Euiopean coun-
Fol e\.imple, two ve,mis ago d that piovide w](le coveiatte includ- rope which's home to aboul 1,0(10 company dezives hom its othei op- tiv lo seivice theii clien14, lie
Ezziolican comp,ini with 17 m,inu- ing firdamago theitand buhiness insurance conpanies hesaid ciations will provide the wpacity 5,aid
1.ic_lining opet.itions and 12 wair-- inteil uption Until Ircently, poli- By the end of the mrigri battle colporate clients tequite, %did Mr Intleased compelition among 111-
hougs accilmed anc,thei comparn nhol ic,1, uele iequiled to pui- in Eutope it uill be iealistic to Meuniel sule.1% 4 111(.vitabh Lan unir be to
uith 15 m.inul.ictut ing ope].itions chase up to dozens 01 vepaiate po- talk oi dgioup 01 between 10 to 20 Meanwhile, 'the iepercussions the colpoiate client s dduntage,
and jive udiphou ses said Mi licies, (,ach insulinga specihclisk insulets Nith a Euiopeanwide of the changes in the European in- said Mi Meuniei
’ ) N ) o ) Ultimate y it" the lisk manag- piesence," sdid Mi Meuniet sulance indubtry will be fai lcach- Their is going lo be dn inuea%-
Total nianuicicturing opeiations eis drmands based ort the changes Manv insuiers die also loining ing toi coipoiate clients ' he said Ing need foi expertise and special-
101 the new Compam alieddy have within then coipoiations that will with 01 acclitiling othei financial Colpoiate llsk manage15 "air ization (flom inbutris) to mert thi
been cut to Il dnd blinagefacilities ic,ice changes in the insulane in- companies to set up linancial con- going to get a lot more attention incirasint< demands 01 the mal-
- ne clusti,-and not doiens of EC di- glornelates offeiing wivices like from more specialized piofes- ket he added

' The whole coniple'.iD, of the Kitiv<,4 ' noted Mr Friedel banking pensionf life insurance siGnals in the future," he said All in all, risk managers oi Euio-
opeiation has changed with obvi- And imurance companies Uill and othet irsuiance services, said International programs will be pean operations can 'look foiudid
ous impli(ations 101 ilt,k m,inag- chans,r as competition increases, Mi Meuniei the rule and only one in4uiance to more choice, moie quality and
m (o} ,nd H H iei U . . . . . : N

=me=ne 4. id Mi Meuniei of UAP France's In Fi,mee, this 1% known as "ban- company will become lesponsible more satisfaction See you in Eu-

In .1ddition "the mteldependen- laigal insulel cassur.ince " The West Geimans foi all the usks of a corpoiation rope," said Mi Meuniei
ue, beturen_ the opetatlon., have Mar,ire ,_hange alleddy ale Callit 'dilfirianz * aci()55 Euiope Foi America this 1% Stephen M Wilder, dilectol of
Esz"e?ed’ with mole oggs in each afoot In Europe’s in5ulance indus- Thi cc,napt of bancassulance is normal, but our national states corporate lisk management for The

tix he said my impoltant because the tiE:ht have existed foi hundreds and Wall Disney Co in Buibank Calit

Nine 01 th<»,r 14 opeicitions de- To position themselves in i new to be the Euiofpean inurer of to- thousands of yeans with diffeient moderated the sesion H Felif
pendonthe fivrotheistor raw ma- marketplace, inuie15 aremeiging nioilou willbethefight loi distri- languages and different cultuies, Kloman, a principal of Tillingh 241,

elials, said Mi Fliedel ___ac quiting other insuiels and ic)Im- bution todav," he pointed out, 10- and these change'> will be great," another division of Towers, Pellin,
In ino icais the companv_G lai- inK Joint véntule, he said ferring to 1115 ul et s' desize to said Mr Meuniei Forster & Closby, was the cooidi-
Rest piopc,ih prpoure nedrli dou- Thal concentiation, he add,, "is inciease then let,ill opetations In the new maiket, "insuieis will nator -

bled to 4,1 32 million from $67 mil-
lion and ils business intelluption
exposilies almost ti Ipled he aid M

Anc,thi.i likelp development that
would dj lect 11%k management al-
col(ling to Mi Fried(.1 Fieice com- _
pelition Will ic)1(.r companies to o
irh on tillhtei cost maigins

But the tiur challens(e to risk

mandgets in Eitiope will be to de- -
mand uhal you nred horn insui-
pis and othel vendols said Mi
Fi iedel

Rik nianatwment still vazies a
gieal deal between Euiope and the
United States he 5.kid "The buv-
ing O1 Insur.ince as the single
method of lisk management still
applies to the marni ity of olganiza-
lions in marn EC countiies

But that is (-hanglnR fast And
the (hanites, Adid Mi Firedel aie s
coming tiom the top down lathri '
than beginning with middle, man-
agement

So fai, howevei,ICS only hall-
heartedlv suppoited br the bi okeis

and insui rk 9 in Eutope, he noted = =T

Rlik managels still are con- 114

1lonted by a tighth controlled in- =
sulance indu,tn with ligid, in- 4__ 4
- -1

ile'uble procedures, he said
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Panel views insurance around the world

By CHRISTINE WOOLSEy menf Society conference in Boston mid-1990s crude 011 shortage in is the largest purchaser of insur- most of these countries, “following
pri =s-viay other 0|I-R£%ducgngcnatlons that ance in That country But the Saudi the growth of their economies,

BOSTON-Unstable or op- Most of these areas are not hot- may strengthen their &conomies government-alone among Middle Mr Allman said Some national
piessive political and economic beds of investment activity . "These governments arebiPcreas— Eﬁsiern,n tions-believes that laws, esigned to strePgthe inter-
conditions in some areas of the And for those in which invest- mglfy, motivat d_by the possibi |§/ under [slamic law, insurance is nal markets, require all goods and
world are limiting investment op- ment is ﬁICkln(? up, the experts ex- ofincreased oil revenues and are gambling, said Mr Allman services to be purchased locally
portunities for multinational cor- pect only hmited changes in the in- gearing up for significant crude 011 As a result, "the Saudi govern- according to Mr Allman ’
Poralt_ions, causing IlittleI change in surance marketplace over the next installations" and construction ex- ment formed its own insurance Although he is not generally en-
a°gjngl‘i;":x”p‘;i?ar etplaces, Says deff:iqy bart of the Arab world Alﬁggiggp\ﬁ\g’m&their borders, Mr company along Islamic lines and thusiastic about Middle Eastern

" . i vy won't let other companies" under- opportunities for outside insurers,

Insurance doesn't change much the beginning of the 19905 signifies Such increased economic activity write coverage, he sa% R/Fl)r Allman said he expects the

unless there is economic develop- a pickup in the Arabian econo- may give foreign investors some Il ipsurers daing business jn the construction of new cryde oil faci-
[ye%nt ° sgmmed up David B m{'eﬁ " noted Wpl'a Allwan a limited new opportunities, Mr All- Midd?e East must be admitted In Iities to spur business for in-
f? nket, thlreé::orlo ?/r\}w:(onm?n IaD$e_n_|or prp? the OFT mte_hcaln man sal the countries in which they do surers Local underwriters, he said,
afans at the stanley VWorks, a tool Division of American Inteérnational - Most insurance for risks in the business, he said "All of the risks cannot underwrite all the foreign
manufacturer in New Britain, Underwriters, a unit of American Middle East is handled by state- situated within these countries risks present in Middle Eastern
International Group In New York owned monopolies, as in Iraq and must be placed with an Insurance countries
‘Mr Kuhnke modeiated a panel Mr Allman's territory includes Syria, or by arrangements between company in that country, or if ir.- Meanwhile, an economic recov-
fisqussien,op ipsurancedn the Kuwai, the. United Arab Emirates governments and local insurers, as surance ts government-run, placed ery in Mexico is helping to change

XICO, u . . . . rlx . vt
Americn amd Africa ot the 28th an. Mr Allman said Middle Eastern el)[lpggye%t and Kuwait, Mr Allman X\Q}mes government insurance t af[ nation's insurance market,
said Fernando Ortega, partner and

nual Risk & Insurance Manage- governments are preparing for a The Saudi Arabian government Premium income is increasing in director at Brockman y Schuh,
Agente de Seguros, SA de CV,a
brokerage in Mexico City
Mexico is restructuring its for-
eign debt and deregulating many
industries, insurance among them,
..S= Mr Ortega said
; "Insurance can't be left aside It
1 -I” | 1 r was the first financial service to be
deregulated," he noted
T One major change in the deregu-
e =-- 1 lation proposal President Carlos
Salinas sent to the Mexican con-
gress Mexican insurance com-
panies can now be up to 49% for-
eign-owned
' This will bring money into the
insurance market here," Mr Or-
tega said
Insurers will have to meet a min-
imum capital requirement set each
year by the country's finance min-
ister "Right now, its close to $2
million and has to be paid by
Insurance should be more than a con- June," he said
"We anticipate fewer companies

tract The risk of property losses puts °
1n the market, but there will be

the future of your business on the line. stronger companies,” he said

You need to know that your insurance Property/casualty insurance
. tes-historically high in Mexico

company will perform 100% when you ra . .
p. y P % y -8111 drop with deregulation,
need it most raising questions about the health
. . . of some Mexican insurers, he said
An insurance policy from Protection But even with lower rates, Mr Or-
Mutual represents our pledge of partner- tega said he expects Mexican in-
. . . o surance companies to remain prof-

ship, sharing with you the responsibility itable P P
for protecting your business against Property/casualty insurance

commercial property hazards. We design rates ?lso are falling_ in other La.tin
American nations like Argentina

your coverage to provide the protection and Chile, said J Kenneth Seward,

you need cost-effectively. We engineer senior vp and director at Johnson
& Higgins in New York

loss control into your daily operations X .
y yop The state insurance monopoly in

In the event of a loss, you can count Argentina has been weakened and
on our 100+ years of market stability. "local companies can now reinsure
You'll h h d t 40% of risks freely-abroad or with

ou'll see why we have earned a reputa- other companies” m Argentina,
tion for fair settlements made without said Mr Seward "This has re-

sulted in overall rate reductions

undue dela
y and a consolidation in the number

It comes down to one word .. of insurance companies there "
tecti With phvsical d fi ial Chile's economic turnaround has

protection. With physical and financia been the region's most notable, he

protection, we will secure the fture said, explaining that the nation's

economy has posted five years of
steady growth and It has a favor-
able balance of trade

of your business.

"Insurance has been free since
1980 when the Cala state insurance
monopoly was abolished,” Mr
Seward said "The insurance mar-
Dean E. Johnson ket in Chile is completely free "
Chairman of the Board, President Chile could be a standard for
other insurance markets through-
out Latin America, he saia
In fact, Colombia may be on its
way to a free insurance rrlarket he
said Tariffs recently were abo-
lished on fire insurance policies, he
l. -r--r=z —— - explained
Economic and political condi-
tions in Africa are among the
world s worst and that is not ex-
7 pected to help the insurance en-
vironment there, said another
speaker, Claude Sautiere deputy
300 South Northwest Highway a S?oak%paggg'irf (I;:’ng-igf Gras Savoye,
Park Ridge, lllinois 60068 708 825 4474 The session was coordinated by

David F Blake, vp of risk manage-
ment and insurance for Inter-Con-

tinental Hotels in Montvale,NJ |

and Chief Executive Officer

Part of the Factory Mutual System.
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Prestwick, Scotland. Thirty-six holes in one day. 174
strokes. Few people thought he had the stamina. But as he
approached the 18th green, they knew history was in the
making. And when Willie Park, Sr. became the first person
to win The British Open, Allendale Insurance had already

In 1860, when Willie Park, Sr.

won the first British Open,

e MR S e e AR S I B e LA

been a leader in property coverage and loss control engi-
neering for morz than two decades.

In a changing world where events like this shape history,
this is our way of reminding you of one progressive, stable
company that's been building long-term relationships with



Allendale had been a loss control champion for 25 years.

clients since 1835. At Allendale, doing something right Isn't it ime you started a history with Allendale?

isn't good enough. We find ways to do it better. Like Allendale Insurance, P.O. Box 7500, Johnston, Rhode
providing more stable pricing and coverage, better Island 02919.

engineering and training, more in-depth research and Allendale Insurance/Factory Mutual System
testing and the fairest ways of dOll'lg business. World leaders in property risk management since 1835.




Many Parts, One Goal

SERVIC

The idea behind K&K's service philosophy is the
same as the motto printed on every dollar bill: E pluribus
unum, one from many parts.

Over the past 35 years K&K Insurance Group, Inc.
has carefully built one of the most comprehensive service
delivery systems in the sports, leisure, entertainment
insurance industry. Out of many departments, the K&K
team is united in providing unequalled responsiveness to
the needs of our agents, brokers and clients. Service

The experienced, dedicated men and women of the
K&K team have the resources in-house to respond
rapidly to any need you can present: Program
development, custom-designed coverages, rating,
binding, timely and accurate policy issuance, claims
handling and more - all right here under one roof. The
K&K team even includes an expert corps of loss control

specialists. V

24-Hour Customer

Quoting, Binding

Sports & Facilities Division Leisure Division
219-455-5628 219-455-5709
-
' o Program Development
N
*sSs

Motorsports Division Motorcycle/Boat Dealer Division

219-455-5865 219455-5767

At K&K our reputation for responsive service -
fast, attentive, and highly skilled - is important when

people are looking for insurance coverage. Claims Handling

ES5-19-1.1

| **gtv /

Fairs, Entertainment, H ig h I_i n it Policy Issuance
Parimutuel Division Participant Accident Division y Data Base
219455-5780 219455-5944
K&K's service philosophy gives added value to the 1t \N\/

premium dollar. Call us today.

K&K Insurance Group Inc s
corporate ofBce Fort Wayne IN

Greg C. Mosher
President & C.E.O.

One Goal Service

K&K

INSURANCE GROUP, INC. i
1712 Magnavox Way, RO. Box 2338, Fort Wayne, Indiana 46801

(219) 455-3000 Fax: (219) 455-5967

An Affiliate of Lincoln National Corporation Loss Control
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ASK A CASaALTY ACTUARY

Gauging confidence'
in ability to absorb loss

What is a confidence level? Under that scenario, your house would be flooded

Can you explain it in terms |
can understand? How can |

determine what confidence

Now, you ask yourself, if you were going to buy a additional $1 million to $2 million in losses, and If —
riverfront residence, at what confidence level would those to whom you are accountable are prepared to
you want the floor of your house? Not many would assume the risk of an unpleasant surprise of that
choose the 50% confidence level, even though it magnitude, then funding at a confidence level of
would be quite enjoyable to live right on the water 50% to 65% may be quite reasonable
If investment income associated with your
about every other year program's reserves and funding will inure to the
Even a 75% confidence level would mean your benefit of the program, then this adds a further

home would be flooded about once every four years reason not to be as conservative in selecting a

level should be maintained by (1/(1- 75) = 4) And a flood every 10 years is still too confidence level An actuarial analysis should

my program?@

Actuarial estimates of reserve
or funding levels are often
subject to a great deal of
uncertainty This uncertainty

arises out of the fact that such

A

estimates are really "forecasts"
of the outcome of future events
In the case of a rate or funding
level for a future period, it is very clear that the
actuary is making a forecast that can be as suk)lect
to change must like the weather three days hence
In the case of currently open claims, these future
events often include the entire gamut of possible
outcomes in terms of what each claim will settle for
The amount of the final settlement of any given
claim can be influenced by a wide range of possible
events, including the mood of the claims adluster,
whether a lawyer is retained and the chance that
some court decision or piece of legislation will be
applied to claims that already have been filed
The weather forecaster often says things like,

' There is a 70% chance of rain tomorrow," and his

meaning is clear We all know that this means seven for the 99% confidence level There are several
times out of 10 it will rain and three times out of 10 reasons for this First, a self-insurance program

it will not He could also have said he was 70%
confident that it will rain tomorrow and It would

mean the same thing

When an actuary says that total loss reserves, at a difference usually doesn't represent an
I . 70% confidence level, should be $5 million, he means unmanageable financial event

that seven times out of 10 it will turn out, when all
the claims are settled, that the total payout will be
less than $5

million And, in f
three times out of i
10, the total payout '

will be more than

The Consolidated
Conjured-Up Co.

Ultimate losses for accident i
$5 million year 1990 at various

Let's consider confidence levels__

another example | j
1
The high water

Ultimate losses
in thousands of

) Confidence level dollars
level of a river

- during flood 1% $250
season During an - —10 500 -1
9 30 -50
average year, the 50 1.000=53
high water mark 75 1, 250
might be 10 feet E--90 ’

above the river bed - 95
So the 50%

1,750
97.5 -272,40H#23

confidence level for - -99 _ 2,250, illustrate some key points here Let's suppose that

tne high water 1'-_ 99.5 B
99.75 _ 2,750

999 3000

- 81/jOHNHEILAND’

mark is 10 feet

From records over

the past 100 years, .-

we know that the
high water mark exceeded 20 feet in only 10 years
So the 90% confidence level IS at 20 feet-if we
assume that there have not been any shifts in
weather patterns

During the worst year in the past 100 years, the
high water mark was 30 feet, which is the 99%

- confidence level And history records that the worst analysis could be quite disturbing, because it

flood was more than 200 years ago, when the high

water mark reached 50 feet, which would represent substantial, Just as in the example of the flood

a confidence level higher than 99% If it were the
99 8% confidence level, It would be referred to as a

- r 500-year flood level (1/(1- 998) = 500), and a 99 9% to handle financially if you booked something more
confidence level would be called a 1,000-year flood around $1 million or $1 5 million If your company

level (1/(1- 999)=1,000)

I */*64+*/Al.>.>.

4 the shortfall So, the consequences of a shortfall in

After this analysis has been completed, you

often, so you would want it higher than the 90% apprise you of the expected magnitude of the impact

The Consolidated Conjured.Z Co.

t Analysis of loss experience

(M (@) (3) 4) (5)

Factor Ultimate Ultimate
Accident Reported to losses loss rate
year losses ultimate {()x(2)} Payroll {(3)9 (4)}
1985 $195,000 1.026 $200,000 $10,000,000 2.00
1986 1,200,000 1.083 1,300,000 11,000,000 11.82
1987 420,000 1.190 500,000 12,000,000 4.17
1988 800,000 1.375 1,100,000 13,000,000 8.46
1989 400,000 2.250 900,000 14,000,000 6.43
Total $3,015,000 4,000,000 60,000,000 6.67
Projected for 1990 1,000,000 15,000,000 6.67

BI/HOLLY SEGUINE

confidence level | think most of us would want it at of investment income and you might want to have

least above the 100-year mark, or above the 99% an exhibit, such as the chart of ultimate losses at

confidence level various confidence levels, prepared that displays

But when you are deciding on a reserve or funding indications after the anticipation of future

level for a self-insurance program, few would opt investment income

Other considerations that might enter into your
decision would include
typically represents only a small portion of the
liabilities of a corporation or pubic entity So if
losses exceed funded levels by some degree, that

» The need for alternative use of funds that could

be allocated to the self-insurance program

* The likelihood that loss experience for
subsequent years will be unfavorable at the same
time you are trying to make up a shortfall from
Second, if a shortfall in funding begins to become prior years

evident, it is unlikely that all those payments will < How much time would really be available to

become due right away In other words, there will amortize the shortfall before claim payments would
usually be some time available to try to make up for come due

The value of the type of analysis that is presented
reserves or funding are not nearly as catastrophic as m the chart of ultimate losses IS that It should give

a flood you a clear idea of how bad things can get and how
likely it is that things will get that bad Once you

confidence level of between 70% and 90%, Just to be determine how easy or difficult it would be to face
a bit on the safe side and reduce the likelihood of

As a result, most would decide to fund at a

various catastrophic scenarios, you can then decide

which confidence level IS the most appropriate one
But why not Just fund at an average, or expected, for your program

level (i e, around 50%)? The basic problem with

such an approach IS that the chances are fairly high

that actual losses will be significantly higher than

what has been funded The only ways to solve this

some unpleasant surprises

Would you hke advice from an expenenced colleague
on a risk management, benefit management or

1,50012] problem are to fund at a higher confidence level or actuanal probtem? Four features tn the Perspective

section of Buszness Insurance can give you some
Ask A Casualty Actuar* Ask A BeneM Actuary,
Ask A Benefit Manager and Ask A Risk Manager

to buy excess or aggregate excess insurance
A relatively simple example should help to

2,500 -1 an analysis of your program's loss experience looks answer written questions from readers on rzsk and

benefit management issues and actu(mal problems
Thzs month's column on actuanal

like what is depicted in the chart of an analysis of
the Consolidated Conlured-Up Co 's loss experience
zssues in the casualty field ts written
. by Richard E Sherman, a principat
conclude that the expected level of ultimate losses with Coopers & Lybrand in San

for accident year 1990 is $1 million Franc:sco Wtmam J Miner, an

actuary with The Wyatt Co in
Chzcago, answers actuanal questions
m the beneflts beld Susan M Werner,
director ofnsk management at
Hardee's Food Systems Inc in Rocky
Mount, NC, answers risk
Mr. Sherman management questzons
Mr Sherman's and Mr Miner's
columns usually appear alternately on thefzrst Monday
of each month Ms Werner's column appears ©n the
second Monday Of alternate months Mr Sherman's
next column wzU appear :n July
Address your questtons to ASK, Business Insurance,
740 N Rush St, Chicago. IU 60611 Please give us
your name, title and employer, however, Business
Insurance wdl cons:der unsigned tetters

The actuarial analysis also provides you with

ultimate losses at a wide range of confidence levels,
as shown in the chart of Consolidated

Conlured-Up's ultimate losses for accident year
1990 at various confidence levels This latter

indicates there is a chance that losses may be quite

But this is all a matter of whether or not total
losses of $2 million or $3 million would be difficult

or hospital or public entity could easily absorb an
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1990 RIMS conference

Preventing back injuries can reap savings

By MICHAEL SCHACHNER

BOSTON-Implementing a com-
prehensive back injury prevention
program is much less expensive for
an employer than paying for an
employee's rehabilitation from
work-related back problems, ac-
cording to a back injury expert.

"The back injury problem in in-
dustry is so significant that a com-
prehensive plan is necessary to
combat the number of injuries and
lost time days," asserted Nancy C.
Selby, president of the Spine Edu-
cation Center Inc., a back injury
prevention training school in Dal-
las.

Eighty-five percent of working
Americans experience back pain at
some time in their lives, and 2%
to 5% of those lose work time be-
cause of their injuries, Ms. Selby
pointed out during a session on
conquering back injuries at the
28th annual Risk & Insurance
Management Society conference.

However, a comprehensive pro-
gram that consists of pre-employ-
ment job training, ergonomic edu-
cati on, post-injury control and a
modified duty return-to-work pro-
gram for injured employees can re-
duce the cost and lost time related

NEW

to back injuries by as much as 75%,
she asserted.

And, such a program is relati-
vely inexpensive, Ms. Selby said.
It doesn't cost nearly as much as
the 390,000 you have to put in re-
serves for a back injury" to cover
the approximate cost of surgery
and rehabilitation for an injured
employee, Ms. Selby said.

A comprehensive injury preven-
tion plan should contain defin-
itive pre-employment hiring
procedures, according to Ms.
Selby.

For example, written job de-
scriptions should spell out the
amount of lifting required for a
particular job to ensure that
candidates are well matched for
the demands of the position, she
said.

And, employment materials
should describe how the company
would compensate workers for
their injuries.

"People often don't understand
how they'll be paid if they get in-
jured. That's usually when they
call their friendly neighborhood
attorney" and costs skyrocket, she
explained.

Ergonomic education should in-
clude providing information on

POLICE

proper body mechanics, posture
and manual lifting techniques, Ms.
Selby said.

"While workers may spend 40
hours per week on the job, they are
spending the rest of their time
somewhere else. Education for the
employee is perhaps the most criti-
cal component of a good, sound
back injury prevention program,”
she said.

While proper lifting techniques
should be stressed during an er-
gonomic training program, the
program also must cover proper
sitting and standing positions, how
to bend down or reach for an ob-
ject, how to properly push and pull
objects, and proper loading and
unloading mechanics, according to
Ms. Selby.

Despite all the training and
education available, back pain-
especially lower back pain-re-
mains a common ailment through-
out the United States, Ms. Selby
noted.

However, most back injuries
tend to be short-lived and usually
do not require surgery, she said.

Most lower back pain can be at-
tributed to one of several things: a
tear in the disc wall; a bulging or
herniated disc; a collapsed disc

PROFESSIONAL

LIABILITY

- A Wide Range of Limits of Liability
- A Wide Range of Deductible Options

A Highly Respected Insuror

- A Broad Definition-of Insured

Jail Facilities Coverage

« Full Civil Rights Coverage Optional

First-Aid Coverage Included
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that leads to bone spurs; synovitis,
where synovial fluid builds in the
vertebrae's joint; or common slip-
page of the spine, noted David K.
Selby, an orthopedic surgeon and
senior partner with the Dallas
Spine Group.

About 70% of back patients get
well within one week, and of the
remaining patients, 90% are well
again within six weeks, said Dr.
Selby, who is married to Ms. Selby.

Only 1% of all back patients are
surgical candidates, he noted.

"l stress conservative, non-oper-
a*ive care, but there's an old saying
that goes, 'Never try to teach a pig
to sing. It wastes your time and
annoys the pig,' " said Dr. Selby,
referring to how some patients do
not want to believe that they will
probably be free of back pain
within six weeks.

The best way to treat acute or
chronic lower back pain is with
non-steroidal anti-inflammatory
drugs, ice and stretching, he said.

"Bed rest is no longer the 'gold
standard.” We have found that li-
gamental tissues heal faster
through activity,” Dr. Selby ex-
plained.

Employers and injured employ-
ees must realize that in almost all
cases injured workers' backs are
not "out forever and they will
probably be better in a short time,"
Ms. Selby added.

"The medical doctor for your in-
dustry should not be sending the
employee home for several weeks
with narcotics. It is now recog-

nized that two to three days of bed
rest should be the maximum and

that intermittent rest and activities

are going to promote wellness for a

back injury much more quickly"”
she said.

Once an injured worker is up and
moving again, a modified duty re-
turn-to-work program is beneficial
because it allows an injured
worker to gradually progress back
into his prior job, according to Ms.
Selby. The worker remains active
but is not overexerted, she said.

"As long as the job is not too
strenuous and (the employee) uses
good body mechanics, he is better
off at the job site than he is at
home becoming a couch potato,”
she said.

In addition, employers should re-
ward employees for coming back to
work early, Ms. Selby said.

"Industry needs to take a pro-
active position in rewarding
healthy behavior rather than sick
behavior," she said.

"The safety director or foreman
should go out and visit all injured
employees and tell them that
they're wanted back," Ms. Selby
said.

And, as is the case with most risk
management and loss control pro-
grams, top management must be
committed to reducing-the number
of work-related injuries for a back
injury prevention program to he
successful, she noted.

"If the reduction of back injuries
is to become a priority, manage-
ment must become actively in-
volved. Employee and supervisor
attitudes are directly responsive to
that of top management,” said Ms.
Selby, who coordinated the ses-
sion.

Sol Wolchansky, risk manager
with Dallas Corp. in Dallas, mo-
derated the session. |
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Global firms must cope

By JUDY GREENWALD

BOSTON-Multinational firms

should not assume that local em-

ployees working in their foreign
operations are safe from kidnap-
pings, a loss control expert warns.

Contrary to some multinational
firms' assumptions, kidnappers
often do not care whether they
kidnap fellow citizens or American
citizens, said Christopher Grose,
executive director of Bethesda,
Md.-based North American divi-
sion of Control Risks Ltd., a Lon-
don security consulting firm.

For example, a Control Risk sur-
vey found that 57, or 35%, of 165
kidnap victims who worked abroad
for U.S. and Canadian corpora-
tions or non-profit entities be-
tween 1973 and April 1990 were
Nneither U.S. nor Canadian citi-
zens, Mr. Grose told Business In-

Mr. Grose also noted that of the
165 kidnap victims, 15 are known
to be dead.

Another misconception some
firms have is that maintaining a
low profile is the best approach to
minimizing the risk of kidnap-
pings, Mr. Grose said during a ses-
sion on security outside of the
United States at the 28th annual
Risk & Insurance Management So-
ciety conference in Boston.

"A low profile isn't a guarantee
of safety,"” Mr. Grose said. He
noted that ernployees of relatively
small, little known mMmultinational
firms also are kidnapped.

On the other hand, executives
cannot guarantee their safety by
hiring several bodyguards because
determined kidnappers could al-
ways outnumber them, he said.

Nevertheless, kidnapping "is an
insurable risk," he said.

"There's both a legal and moral
responsibility to be aware of risks
that are foreseeable,” Mr. Grose
said.

All executives should be made
aware of possible risks, given
guidelines they can follow and
"possibly accept there will be
times when restrictions” on their
activities will be needed, he re-
commended.

Mr. Grose said the problem mul-
tinational executives are most
likely to encounter abroad is being
caught in the crossfire of turmoil
or demonstrations they personally
have nothing to do with.

"There's a real potential for sim-
ply being caught up in the violence
that's going on," he said.

And, while "most, if not all (ter-
rorist actions) are insurable," they
can be harmful to a firm's cor-
porate image if not correctly han-
died.

Once a kidnapping occurs, com-
panies could "care less" whether
they are insured, according to Mr.
Grose. Their main concern is find-
ing a kidnap and ransom consul-
tant who knows how to handle the
problem, he said.

Terms and conditions in Kidnap
and ransom insurance policies tend
to be similar, Mr. Grose noted.
VWhat distinguishes kidnap and
ransom insurers are the consul-
tants they use to advise them once
a kidnapping occurs, he said.

Bombings, hijackings, kidnap-
pings and other terrorist actions
occur more often in foreign coun-
tries than in the United States be-
cause there are fewer "safety nets"
to prevent them and fewer re-
sources to handle such an incident
if it occurs, Mr. Grose explained.

Focusing on bombings, Mr.
Grose warned that airports and
airline offices are particular tar-
gets. Executives overseas who can
avoid airline ticket offices should
do so, Mr. Grose said.

In fact, when a multinational
company is searching for office
space, it should consider how close

potential sites are to airline of-
fices

In particular, "the threat to
major national carriers can be
quite high,” he said, noting these
airline offices are often used as
surrogate targets to exert pressure
on foreign governments.

Mr Grose added that while the
probability of a bombing is low,
executives should avoid airports
that do not maintain high security
standards.

"Another area of gloom" for ex-

ecutives is illegal detention or ar-
rest under "dubious circum-

stances.” These instances can arise
out of contractual disputes or alle-
gations of bribery, "which may
mean allegations of non-bribery,"”
quipped Mr. Grose, citing inci-
dents in Iraq, Iran and Nigeria.
Other actions by executives that

could lead to their detainment in-
clude traffic offenses and pos-
session of literature that some
countries consider "subversive,"”
such as a Bible, he said.

The only way to avoid these
problems is to be clear on local
laws, said Mr. Grose.

"It's worth finding out what the
local rules and customs are, then
scrupulously obeying them," he
said.

Focusing on specific areas of the
world, Mr. Grose noted that while
Eastern Europe represents "tre-
mendous opportunities” for
business, it also means consider-
able challenges on the security
front.

He predicted problems arising
out of raised expectations of pros-
perity and people's attitude that
they "want it, and want it

©1990The Continental Corporation

with terrorism

quickly."

He also warned that there are
"extremely violent ethnic divi-
sions” to contend with in Eastern
Europe.

And in Western Europe, the Eu-
ropean Community members have
eased border restrictions, which
has made terrorist movement ea-
sier, he said.

For example, Mr. Grose pointed
to circumstances surrounding the
December 1988 bombing of a Pan
American World Airways jetliner
over Lockerbie, Scotland (BI, Dec.
23, 1988). The terrorists who
planted the bomb apparently trav-
eled freely within several Euro-
pean countries, he said.

Executives also must be aware of
the risks inherent in Moslem fun-
damentalism when traveling in
Moslem countries, Mr. Grose

warned.

It is important that executives in
Moslem countries understand "the
depth of distrust and distaste-in-
deed hatred-that the extreme-
and | do mean extreme-Moslem
has for our culture.”

To ayoid problems, executives
should 42 sensitive about how their
lifestylb can be interpreted by
Moslem extremists, he said.

Looking to the future, Mr. Grose
predicted that -we will see the
U.S.S.R. take a more responsible
attitude toward terrorists™ and
help to reduce the incidence of ter-
rorisrn.

Also speaking at the session was
Paul F. York, international risk
manager for Danbury, Conn.-based

Union Carbide Corp., who mo-
derated and coordinated the ses-
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Loss control vital to risk manag

By ADRIENNE C. LOCKE

BOSTON-AN effective and
well-planned loss control program
is the essence of a company's over-
all' risk management program, a
risk manager contends.

"You get out of loss control what
you put into it,"” said James E.
Crockett, manager of risk and ben-
efits at the Denver Board of Water
Commissioners.

Loss control is essential to a risk
management program because "it
limits the impact of loss on a busi-
ness," he said during a session on
the basics of loss control at the
28th annual Risk & Insurance
Management Society conference.

An effective loss control program
should closely involve corporate
management and site managers,

seek the input of employees and
outline the roles of all participat-
ing parties, Mr. Crockett said.

Loss control can be broken down
into three parts, he explained:

- Loss prevention, in which a
situation is examined to determine
if a possible loss can be prevented.

For example, with fire risks, if
one of the three elements needed to
create fire-air, fuel and ignition-
can be eliminated, the chance of
an accidental fire is eliminated, he
said.

< Loss reduction, which deals
with what can be done before or
after an accident to limit its sever-

ity, Mr. Crockett said.

Fire reduction measures such as

firewalls, sprinkler systems or
fire-resistant containers can be

implemented before a fire to lessen

its impact. Also, salvaging usable
equipment will cut losses after the
accident, he said.

< Loss avoidance, which elimi-
nates a risk completely by remov-
ing the procedure that could cause
that accident, Mr. Crockett said.

For example, if a product a com-
pany rnanufactures could create a
loss, the company could avoid that
exposure by halting production.

"But, sometimes it's not always
practical” to eliminate a risk be-
cause it is a vital part of the pro-
duction process, or because a loss
prevention or reduction measure
would accomplish the same results,
he said.

In a loss control program, the
risk manager should identify and
analyze potential risks, and then
determine if loss prevention,
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avoidance or reduction would best

manage the situation, he said.

After the appropriate method of
loss control has been selected, the
risk manager must monitor the
cost of controlling the risk and the
effectiveness of the loss control
measure to determine if the results
are acceptable or if the measure
needs to be revised, he said.

Another panelist said any deci-
sion to implement changes in loss
control or safety procedures should
not rest solely with the risk man-
ager.

The decision to implement a
safety measure should also rest
with those company managers
whose employees' safety is at issue,
said Erin A. Oberly, a risk manage-
ment consultant with the Tilling-
hast division of Towers, Perrin,

He helped capture and convict
70 car thieves and save over 200

cars from "chop shops." It was one
of many sting actions Continental

has co-sponsored to fight a crime
that costs consumers and insurers

billions of dollars a year.

Chris Scaturo,
our director of
security and
a former FBI
special agent,
conceived the
operation.
Undercover

local New

Jersey police baited the thieves
into selling their "hot" cars-and
identifying themselves. Later the
police hired them ostensibly to
drive the stolen cars to a nearby
port.The thieves boarded
trucks, thinking they were being
taken to a car-storage facility.
Surprise! They went to a jail
instead and were convicted on

videotaped evidence.
Continental has a lot of dedi-

cated people like Chris-they've
helped make us a leading
property/casualty insurer.They
are a major reason why we're a
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for over 135 years, we've met our
obligations.To our customers,
empleyees, distributors and

shareholders.
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ement

Forster & Crosby Inc. in San Fran-
Ccisco.

"Risk managers can influence"
the solutions to a problem, "but
cannot and should not act” to fix
the problem themselves, she con-
tends. "Risk managers should in-
fluence, advise and consult,” but
not have the authority to imple-
ment changes themselves, she said.

Ms. Oberly said she strongly be-
lieves that all risk managers should
have a fair amount of sales train-
ing since they must sell their pro-
posals for loss control to both
upper management and a plant's
managers.

INn addition, a risk manager
should listen to the plant manag-
ers, Ms. Oberly said, and find out
what problems they have, what
they want out of a loss control pro-
gram and what factors the other
managers face that could affect the
loss control program.

Risk managers should try to
evaluate risks from the plant man-
agers' viewpoint, Ms. Oberly
stressed.

In addition, employee involve-
ment in loss control can be im-
proved by making sure manage-
ment is giving workers the right
kind of safety message and provid-
ing employees with information
about the safety proceduresin
place at the worksite, she said.

But, employees must also under-
stand that they must take responsi-
bility for following those safety
procedures, she said.

As a loss control program takes
shape, a risk manager may need
outside help to evaluate existing
safety programs, develop new pro-
grams, or improve cost savings, Ms.
Oberly said.

One option might be to enlist the
help of an insurance broker who
can provide the services necessary
to help a company maintain a safe
operating record, said Dean W/.
Ward, senior vp of Alexander Con-

sulting Services Inc., a subsidiary
of broker Alexander & Alexander

Services Inc. in Dallas.

A broker can provide safety con-
sultants to review a company's loss
control program to assure the eli-
ent that "there is no problem, or if
a problem exists, to recognize it
and address it," Mr. Ward said.

These services can be purchased
as a part of a brokerage agreement
or separately as consulting ser-
vices, he said.

"We do not seek to duplicate the
services" provided by a client's in-
surance coverage, but only offer
the services that the client needs,
Mr. Ward said.

Such services can include:

« On-site safety inspections.

This can include performing in-
spections, providing technical as-
sistance to the company during its
own inspection or assisting in
training employees for self-inspec-
tions, Mr. Ward said.

- Safety programs.

This can include preparing re-
ports to pinpoint problem areas or
trends, or developing training or
incentive programs, he explained.

- Serious accident investiga-
tions.

This can include performing an
investigation, assisting the com-
pany with its own investigation,
developing a company's own acci-
dent investigation program and de-
veloping accident prevention solu-
tions, he said.

Other loss control services pro-
vided by a broker can include haz-
ardous material handling and
waste management, ergonomics,

and product liability programs,
Mr. Ward said.

The moderator for the session

was Linda Huennekens, corporate
risk manager at VICORP Restau-

rants Inc. in Denver. Mr. Crockett

coordinated the session. |
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RIMS elects new officers
1990.1991 term

to serve

BOSTON-A new slate of officers
is taking the helm of the Risk & In-
surance Management Society Inc.

As previously announced, Cheri J.
Hawkins was elected president for
the 1990-1991 term. Ms. Hawkins is
director of insurance of Weyer-
haeuser Corp. in Tacoma, Wash. (BI,
May 7; April 23).

In addition, Robert W. Esenberg,
risk management administrator of
the city of Virginia Beach, Va., was
elected RIMS first vp, the traditional
stepping stone to the presidency.

Mr. Esenberg was first elected to
the executive committee in 1986. He
has served as vp-member affairs/sec-
retary and vp-conference and most
recently served two terms as vp-gov-

Ms. Hawkins Mr. Esenberg

ernmental affairs.

Two newcomers were elected to the
RIMS executive committee this year.
They are:

* Gerald J. C:ardelli, corporate
risk manager for Jostens Inc. in Min-
neapolis, vp-education.
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« Lucille A. Gallagher, vp of risk
management for Monfort of Colorado
Inc. in Greeley, Colo., vp-governmen-

tal affairs.

Re-elected executive committee
members include:

« J.A. Bridger, risk and insurance
manager at Canada Packers Inc. in
Toronto. This year he is vp-business
and industry liaison. Mr. Bridger,
who was first elected to the executive
committee in 1987, previously has
been vp-member affairs/secretary
and vp-conference.

= Denis A. Julien, director of risk
management for Florida Progress
Corp. in St. Petersburg, Fla., will re-
main vp-communications. .First
elected to the executive committee in
1987, Mr. Julien also has been vp-
education and vp-conference.

« Suzanne H. Crager, assistant vp-
risk management and insurance for
PNC Financial Corp. in Pittsburgh.

Mr. Ciardelli Ms. Gallagher

‘‘‘‘‘‘

Mr. Bridger Mr. Julien
Ms. Crager will be vp-conference. Ms.
Crager, who was first elected to the
RIMS executive committee in 1989,
was vp-finance/treasurer last year.

- LA. Yvon Menard, manager of
risk and insurance for Marathon Re-
alty Co. Ltd. in Toronto. Mr. Menard

continues as vp-research. Mr. Menard
first was elected to the RIMS execu-

tive committee in 1989.

Ms. Crager Mr. Menard
Mr. Murphy Mr. Belfiglio

« Justin A. Murphy, director of in-
surance for Nestle Foods Corp. in
Purchase, N.Y. Mr. Murphy will serve
as vp-member affairs/secretary. Mr.
Murphy, who was first elected to the
RIMS executive committee in 1986,
previously has been vp-research, vp-
communications and vp-business and
industry liaison.

« Gerald L. Belfiglio, pensions and
msurance manager of Ford New Hol-
land Inc. in New Holland, Pa. He will
serve as vp-finance/treasurer this
year. Mr. Belfiglio, who was first
elected to the RIMS executive com-
mittee in 1989, was vp-members af-
fairs/secretary last year. s
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Businesses can reduce legal expenses

By LOUISE KERTESZ

BOSTON-Businesses have a va-
riety of options they can use to
control legal costs, an auditor of
legal bills says, though he admits
there is "no panacea, no magic
wand" that companies can use.

Statistics vary, but a recent New
York University study estimates
that property/casualty insurance-
related legal fees will hit $20
billion this year, said John J. Mar-
guess, chairman and legal director
of Legalgard, an auditing firm in
Bala Cynwyd, Pa.

As legal costs soar, companies
are battling "the idea that every
case has to be prepared as the legal
equivalent of Armageddon, with no
concern about controlling legal
fees," said Kevin M. Quinley, vp of

risk services at Hamilton Re-
sources Corp. in Fairfax, Va. Ham-
ilton manages MEDMARC Insur-
ance Co. Risk Retention Group
Inc. which writes product liability
insurance for medical device
and diagnostic product manufac-
turers.

Legal costs for all casualty lines
of insurance rose 45% from 1978 to
1988, according to the Insurance
Services Office Inc., Mr. Quinley
noted.

ISO found that legal costs rose to
$12 billion-or 14% of losses-in
1983, from $8 billion-or 9% of
losses-in 1978, Mr. Quinley said
during a panel discussion at the,
28th annual Risk & Insurance
Management Society conference.
Mr. Quinley, who moderated and
coordinated the panel, predicts

Now from the Leader in Risk Cost Control
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that utilization review principles
increasingly will be applied to cor-
porate legal bills.

Compan ies will also fight rising
costs with alternative dispute reso-
lution and computer tracking of
legal cases, experts said.

Mr. Marquess outlined ways a
company can control legal costs.

One way-litigation manage-
ment-involves making in-house
staff into utilization specialists.

Working with a vendor, corpo-
rate staff can study legal bills to
identify potential savings. 5pecific
billing guidelines can then be set
up for each law firm.

Companies "think lawyers are
going to hate this, but | was never
comfortable practicing law with-
out guidelines," said Mr. Mar-
guess, a former trial lawyer, after

37 099
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the discussion. Lawyers want to
know their clients' expectations
and "don't want disgruntled eli-
ents,"” he said.

Each firm's practices should be
reviewed before guidelines are set
up. Because procedures vary so
greatly, "general guidelines just
don't work," added Mr. Marquess.

For instance, some firms now
charge for heating and air condi-
tioning, he said. And one secretary
who operated a computer appeared
on bills as a "data input special-
ist," he said.

"There's no such thing as over-
head anymore,” he quipped.

Mr. Marquess noted that "prob-
ably the No. 1 accountability pro-
gram” for law firms is the legal
bill audit. An audit involves

matching bills against depositions,
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In selecting legal bill auditors,
Mr. Marquess advises considering
the rangi of services, geographic
scope, professional qualifications,

Point of service, reportin
ities and references offered by
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A potential client also should
consider a vendor's billing method
-a flat fee; a percentage of the
bills being audited; or a percentage
of savings.

Another way to save on legal
bills is to cut back on the number
of law firms used, Mr. Marquess
said. A company can thus say, "We
want to be partners with you, we
want you to be a preferred law
firm. And we expect the service"
such a relationship entails, he said.

Ultimately, hiring lawyers in-

house also will cut a company's ,

legal bills, he said. "There's very
little question that the use of in-
house counsel saves money."

Alternative dispute resolution
also helps control legal costs, said
Lisa J. Kramer, a consultant with
the Tillinghast division of Towers,
Perrin, Forster & Crosby Inc. in
Philadelphia.

"Lawsuits, unlike wine, don't
improve with time. They just cost
more," Ms. Kramer said.

The longer a case goes on, the
more expensive it is, Ms. Kramer
explained after the session.

Not only do legal costs rise, but
the indemnity losses incurred
through jury awards become
higher with time, she said. Those
awards are increased both by in-
flation and by "new theories of lia-
bility," she said.

tion procedures saves an average of 1

about $1,000 to $6,000 per case,

from four insurers. These savings
translate into lower premiums for
employers, she said.

Vendors of ADR services can
help a company choose an appro-
priate alternative. Choices include
arbitration, mediation, mini-trial,
summary jury trial or moderated
settlement conference.

A company should appoint an
in-house ADR coordinator to
"learn the cost and success rates of
vendors and then advise. . .when
and how to use ADR. The last and
most important duty of the ADR
coordinator is to collect success
stories and communicate them to

the company in a newsletter," Ms.

capabi- i

Kramer said after the session. 1

The coordinator will thus help

overcome "the 'l don't want to go'
first mentality' " that is present in .

most companies, Ms. Kramer said.

Limitations to ADR use include |

an unwillingness of the opposition '

by the claimant to settle, injuries
or damages that have not stabi-
lized and the need for a court rul-
ing in a specific case because one
of the parties wants to set a legal
precedent, she said.

ADR also will not work when
one party seeks the publicity a
court case will generate; the case is
dependent on resolution of other
cases; and fact-gathering in the
dispute is incomplete, Ms. Kramer
said.

Another speaker, M. Kenneth
Doss, vp, secretary and general
counsel of Fieldcrest Cannon Inc.
in Eden, N.C., detailed the advan-
tages of computerizing infor-
nnation concerning legal cases in
progress.

"It gives us information
quickly," he said after the session,
and helps meet the company's goal
of reducing claims by "making a
better product.”

Fieldcrest Cannon has changed
production techniques and altered
warnings on its products as a re-
sult of computer-aided monitoring
of liability cases, Mr. Doss said. |
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Return workers to work and save: Experts

By MICHAEL SCHACHNER

BOSTON-Returning injured
employees to work as soon as they
are medically able can dramati-
cally cut the cost of a workers
compensation claim, says the in-
surance manager for a nationwide
retailer.

Claims management is the work-
ers comp cost control method that
shows the greatest immediate re-
turn on investment, said Stephanie
Craig, insurance manager for
Braintree, Mass.-based Grossman's
Inc., a nationwide chain of home
improvement centers.

Ms. Craig, who moderated a
panel discussion on removing re-
turn-to-work barriers at the 28th
annual Risk & Insurance Manage-
ment Society conference, acknow-

ledged that while accident preven-
tion is a sure-fire way to cut work
comp costs, work site accidents
will always occur and risk manag-
ers should concentrate most on mi-
tiga-ing costs after accidents.

"Accident prevention, while crit-
ical for long-term cost control,
takes time to become part of the
corporate culture. Claims manage-
ment, however, can cut your cost
today," she said.

One of the main problems in re-
turning injured workers in a timely
fashion is that supervisors and line
managers often do not want in-
jured workers back, said Missy
Quay, corporate risk manager for
Dennison Manufacturing Co. in
Framingham, Mass.

Ms. Quay said too often foremen
worry that a newly returning em-

ployee, who has been off work for a
long time, will be reinjured or will
display a poor attitude that will
lower morale.

But by communicating to super-
visors that their compliance in re-
turning injured workers to the
workplace as soon as possible is
necessary, employers can cut work
comp costs, said Ms. Quay.

However, not all return-to-work
barriers are created after an in-
jury, says Alan Pierce, a workers
compensation plaintiffs lawyer
with Pierce, Schneider & Ricci in
Salem, Mass.

"Employers should avoid creat-
ing barriers to begin with," Mr.
Pierce suggested. "Better pre-hir-
ing practices, safety programs and
annual physicals will create a bet-
ter working atmosphere."

1./

However, the accident itself
often establishes a monumental
barrier, Mr. Pierce said.

"Normally, the employer gets
defensive at this stage. There's no
contact with the injured employee
and if there is contact, it's usually
negative contact,” Mr. Pierce ex-
plained. "As an employer, you have
to make immediate positive con-
tact. Tell the employee who their
work comp insurer is and help
them out. If they're running short
on funds, tell them you'll advance
them until their claim is paid.
When the money isn't coming in is
usually when they seek counsel.

"Recognize the barriers and
you're only one step ahead. Not
creating them at all is much better

than trying to remove them," Mr.
Pierce added.

Do-it=yourself insurance is great,
If you're an actuarial, financial,
product liability, environmental
liability, data processing,
underwriting, and claims expert.

But if you're not, it's nice to know
thare's AM-RE MANAGERS.
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cou rt awards, you have to be pretty
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management strategy up to date.
With AM-RE MANAGERS, you
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companies in the world-with
or without the transfer of risk.
You'll get experts in Cia ms,
Actuarial, Underwriting, Finance
and Data Processing. People

who will work with you to structure
a comprehensive program that
anticipates your future needs.

Call AM-RE MANAGERS. Because
in this environment, you need more
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Mark Noonan, an assistant vp
with Johnson & Higgins of Mas-
sachusetts in Boston and a lawyer
specializing in defending employ-
ers in workers compensation liti-
gation, concurred, explaining that
an open line of positive communi-
cation between the injured em-
ployee and the employer is vital to
avoiding expensive lawsuits and
extended lost time.

"Communication with an em-

ployee is extremely important. Em-
ployers should talk with the em-
ployee continuously. Many
employees don't even know the op-
tions that are available to them.
Also, let them know if modifica-
tions have been made in the work
station where they were hurt. Tell
them you have improved the situa-
tion that caused their injury,"” Mr.
Noonan said.

He also stressed that costs can be
reduced by providing restricted or
modified duty for recovering work-
ers. "The object of claims manage-
ment is not to deny benefits, but to
reduce expense by getting employ-
ees back to work."

"Sometimes we get too wrapped
up in injury prevention and we
forget that the job includes miti-
gating the cost after an injury
occurs," added Philip Goldsmith,
director of loss control services for
J.H. Albert International Insurance
Advisors in Needham Heights,
Mass., and coordinator of the ses-
sion.

Mr. Goldsmith urged risk man-
agers to carefully create alterna-
tive return-to-work jobs at all of a
company's sites. He also suggested
that the program be detailed in
writing and information about the
program be spread among employ-
ees, supervisors, insurance corn-
panies, the plaintiffs' bar and vari-
ous state workers comp
organizations.

Another reason why employers
experience difficulties in getting
injured workers back on the job is
that they must secure a release
from the attending physician or
physical therapist, who often is
unaware of the subtleties gov-
erning the workers comp system, a
panelist said.

"Only 40% of medical school stu-
dents ever hear the term occupa-
tional health,” said Dr. Glenn
Pransky, chief of clinical services
with the University of Massachu-
setts Medical Center's occupa-
tional health program in Worces-
ter.

"Doctors need training in work-
ers comp. They often don't know if
the employer has a light-duty pro-
gram. The only information they
get is from the injured employee,"
he said.

"Doctors today are very afraid of
reinjury and liability and, there-
fore, are on the side of the em-
ployee. Their responses are dic-
tated by what's in' front of them,
and that's not the light-duty pro-
gram at some factory but the em-
ployee," said Dr. Pransky.

He recommended that employers
make local physicians familiar
with the work site and actual job
requirements. "Select a physician
who is willing to work with you
and establish credibility with the
employees. Also, develop a form
for the employee to bring to the
physician that describes your
light-duty program, identifies a
contact person and requires the
physician to state the employee's
actual limitations.”

"Political, not physical, reasons
keep an employee out of work more
often than not," said Edward
Swanson, vp of The Return to
Work Center, a physical therapy
center in Holyoke, Mass. "Offer al-
ternative work and make the alter-
native work fit the injury,” he
E—— W — W B = . —



Building owners face very little
asbestos liability during the first years
following building renovation or asbestos
abatement activities. But twenty or thirty
years later, asbestos-related diseases may
appear. Suddenly, your liability exposure
becomes critical.

Your only true protection is asbestos
liability insurance that begins when you
start your project and stays with you
through the decades.

ERIC's occurrence-form asbestos liability
insurance ofkrs you quality protection for as
long as you need it. ERIC policy holders

are covered for as long as claims are made,

not just for the first few years following the
abatement activity.
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in the way your policy is structured. You
can choose per project, multi-project or
annual aggregates up to $5 million limits.
ERIC carries Best-rated «A' reinsurance
onafollowing form basis with a combined
capital and surplus of $1.6 billion.

ERIC has underwritten more than
7,000 asbestos abatement projects across
the country. This experience, coupled with

ERIC's extensive engineering resources,

adds even more value to your ERIC policy.

No other insurance company can match

ERIC's impressive engineering expertise
in the asbestos abatement industry.

ERIC ofErs you asbestos liability
insurance that will protect you through
the years. For further information, call
Connie Riddell, VP Underwriting, ERIC,
7257 South Tucson Way, Suite 115, Engle-
wood, Colorado 80112, 800/999-2904, or
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Insure risks of foreign trade: Experts

By CAROLYN ALDRED

BOSTON-As U.S. companies
increasingly produce and market
their products worldwide, risk
managers must develop a greater
understanding of the political and
credit risks associated with
operating overseas, experts agree.

"With U.S. firms increasing their
investment and trade activities in
Third World countries-where

there is certain political instability
-there is growing demand for cor-
porations to analyze exposures,
adopt risk transfer options, pro-
vide loss control alternatives or, in
other words, do political risk man-
agement,"” said Thomas A. Cook, a
broker with NIA Ltd. of Paramus,
N.3.

"Change is the name of the game

today. The world is one of flux
with trade barriers coming down
worldwide. Trade operations are
expanding and so is the risk," said
John A. Hanson, president of the
Foreign Credit Insurance Assn. in
New York.

AnNnd political and credit risk
management is not just confined to
historically unstable areas, agreed
speakers during a session at the
28th annual Risk & Insurance
Management Society conference in
Boston.

"You not only have to be sensi-
tive to political risks but you have
to realize that political risk comes
in all sizes and shapes and can rear
its head in all sorts of places," said
former risk manager Edith F. Li-
chota, president of consultant Li-
chota & Associates Inc. in Grape-

Don't tell an

organization with

a hard problem
that the insurance

market is soft."”

Dick Meyer, ExecutiveVice President and

Director, ondGH Indust,yGroup specialists:
It's a lot easier now for companies to put

together the affordable insurance programs

they want.

But the "hard market" is still around for

many organizations. They have the kinds of

problems generalists can't solve. The kind that

take specialists who know world markets and
funding alternatives.
Maybe they need help finding the right

protection for directors and officers. Or errors
and omissions coverage for their professionals

Or help with deep pocket suits, long-tail
product liability or pollution exposures.

vine, Texas, who moderated and
coordinated the session.

For example, the Foreign Credit
Insurance Assn. recently paid a
large claim following a credit de-

Foreign 'trade
operations are
expanding and so is
the risk,' says Mr.
Hanson of the FCIA.

fault in the United Kingdom, said
FCIA President John A. Hanson.

The FCIA is a New York-based
association that issues export
credit insurance to U.S. exporters

and their financiers. The FCIA
writes export credit insurance on
behalf of Liberty Mutual Insurance
Co. of Boston; American Credit In-
demnity Co. of Baltimore; and
Asset Guaranty Reinsurance Co. of
New York. It also has an agency
agreement to write insurance for
the federal Export-Import Bank of
Washington, D.C.

Export credit insurance covers
the payment of receivables related
to the sale of products and services
overseas. U.S. companies expose
themselves to such a risk even
when trading in Western nations
like West Germany and the United
Kingdom, said Mr. Hanson.

"We insure an item on your bal-
ance sheet that often is forgotten-
the risks of extending credit inter-
nationally,” he said.

That's why we've created five industry groups
that focus on the special needs of Construction,
Energy, Finance, Government and Health.

You don't have to explain a problem to our
people. Most have sat on the client's side of the
table in their careers, so they understand.

But more important, they know what to do

about it.

Isn't that all a client really wants to know

about insurance anyway?

TOHNSON

JLIGGINS

Innovation Driven by Experience.

RISKANDINSURANCEMANAGEMENTSEAVICES. EMPLOYEEBENEFITCONSULTINGWORLOWIDE.

Last year, the FCIA wrote export
credit insurance for about 1,000
U.S. companies, covering about
$5.2 billion of exports, he said.
More than 50,000 U.S. exporters
probably export about $200 billion
worth of goods a year, according to
Mr. Hanson.

Heavy losses in the 1970s and
19805 prompted many insurers to
leave the political/credit risk in-
surance market, according to Mr.
Hanson. For example, he estimates
that the FCIA paid out more than
$1 billion in claims in the 1980s.

Several companies recently
began writing political and credit
risk insurance again on a short-
term basis, usually for up to a 360-
days policy period. And "more
players are going to come back as
the market is pretty good these
days," he noted.

Currently, however, "only a

handful of markets both here and

abroad can provide" the coverage,
said NIA's Mr. Cook.

Credit and political risk policies
are individual policies that "must
be manuscripted to follow the na-
ture of the trade, transaction or
contract occurring in the foreign
market," he said.

Risk managers must analyze
each exposure, carefully consid-
ering "the social, the economic, the
polit:ical and the financial situa-
tion of the foreign buyer or part-
ner, the host country and the world
situation in general,"” Mr. Cook ex-
plained.

Political risk insurance covers fi-
nancial loss caused from a variety
of risks associated with doing busi-
ness overseas.

New political risk products are
constantly being developed, ac-
cording to Mr. Cook, but he said
the main products provide protec-
tion against financial loss caused
by:

- Expropriation, confiscation,
nationalization and seizure of

assets.

« Currency convertability risks.

- Government-imposed trade re-
strictions.

« Deprivation of use of assets on
a temporary basis.

= Terrorism.

- Damage caused by ethnic or
politically motivated violence,
riots, strikes and other civil com-
mouon.

= Trade disruption.

Companies usually are better off
covering a range of overseas opera-
tions and a variety of different
political risks under one policy
rather than just focusing on one
risk and one operation, the speak-
ers agreed.

"On occasion, we will insure one
single risk on a short-term basis.
But, by and large, we like a con-

. tract covering a spread of risk,"

said Mr. Hanson.

John G. Pinner, assistant trea-
surer for toy manufacturer Mattel
Inc. of Hawthorne, Calif., said risk
managers usually "get a better rate
overall covering a wide spread of
risk in one policy, rather than co-
vering individual projects separa-
tely."

Moreover, if a risk manager in-
sures an operation in one country
he considers politically unstable,
invariably an uninsured claim will
arise in another country he had
believed was risk-free, pointed out
Mr. Pinner.

Meanwhile, risk managers can
take other measures to ensure min-
imal trade disruption from politi-
cal upheavals abroad, said Ms. Li-
chota.

For example, a company manu-
facturing or buying components
overseas should obtain the compo-
nents from more than one country,
thereby ensuring a supply of parts
when supply is disrupted in one
country, she suggested.
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hyWorry? HasThe Excess
Market Ever LetYou Down Before?

A gentle reminder to veterans of 1984: excess liability capacity, and even the solvency of
carriers, can’t be taken for granted. Unless you have your coverage with American Excess Insurance
Association, the American Slip.

Look at the names of our member companies (individual surplus ranges from $37 million
to over $3 billion). This kind of financial strength and underwriting talent assures a long-term stabil-
ity and predictability that no other facility can provide.

In fact, American Excess was specifically established to provide a responsible, long-term
i solution to the excess capacity crisis.
| - We write a single policy of $75 million in excess of $25 million (some exceptions apply).
| You enjoy one application, one underwriter, one policy and one claim manager. We are admitted
and fully licensed in all states except ND, TX and WY. We also offer coverage in Canada and

other countries. ?
) Hard times could be closer than you think. Don’t you think it’s <///§-‘ ‘
| time to look into the American Slip? Ask your broker or agent to call an \//)\\\

American Excess underwriter at (203) 528-2155. :

Note: A few classes are restricted to $50 million in excess of $50 million. Each member is severally and not jointly liable Amencan EXCESS

for its share, as specified in the policy, of any assumed risk. Terms and conditions of coverage are as stated in the policy. Insurance ASSOClat’lOIl

\

\

} Underwriting member companies and surplus as of 9/89: The £na Casualty and Surety Company ($2.4 billion); American Home Assurance Company ($886 million);
Continental Casualty Company ($3 billion); Federal Insurance Company ($1.4 billion); The Continental Insurance Company ($411 million);

| United States Fire Insurance Company ($691 million); General Star National Insurance Company ($37 million); The Home Insurance Company ($882 million);

| Insurance Company of North America ($814 million); Maryland Casualty Company ($756 million); NAC Reinsurance Corporation (5184 million);

|

Royal Insurance Company of America ($293 million); The Travelers Indemnity Company ($1.9 billion); Zurich Insurance Company, U.S. Branch ($446 million).
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Residual markets burden comp syste m

By LOUISE KERTESZ

BOSTON-Employers that pur-
chase commercial workers com-
pensation insurance will continue
to be stung by sharply increased
assessments on insurers to subsi-
dize state assigned risk pools.

Employers can try to reduce
these "pass-through" charges that
insurers add to workers compensa-
tion premiums by negotiating with
their insurers or by self-insuring,
experts say.

However, they add, the only so-
lution to the residual market prob-
lem is to curb workers compensa-
tion costs through reform of the
work comp system.

With increasing workers comp
medical and litigation costs driv-
ing up residual market assessments

on insurers, "the major way insur-
ance companies have of recouping
this assessment is to pass it
through to their large risks,” said
Kathleen S. Gibson, vp at Marsh &
MelLennan Inc. in Dallas and coor-
dinator of a session on the residual
market at the 28th annual Risk &
Insurance Management Society
conference.

"The real solution is to control

costs in the workers compensation
program,” said Ms. Gibson.

"The assigned risk problem is
just part of the larger problem™ of
soaring medical costs and "high
attorney involvement" in workers
comp claims, agreed David B. Cox,
an aetuary with the New Mexico
Department of Insurance.

"The increasing cost of dispute
resolution” is adding to workers
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compensation costs, agreed Ri-
chard L. Thomas, senior vp at
American Home Assurance Co., a

unit of American International

Group Inc. in New York.

Operating losses in
the assigned risk
pools hit $1.9 billion
in 1989, estimates

Mr. Thomas

This cost escalation is the result
of injured employees knowing that
if lawyers and medical experts
"fight it out. . .you’'ll get more
money" for a work comp claim
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than what is specified on a state
schedule of benefits, he said.

Also driving up employers’
workers compensation premiums
are the servicing fees charged to
state assigned risk plans by com-
mercial insurers, which in New
Mexico amount to 30% of assigned
risk premiums plus commissions.
These fees are "an added ineffi-
ciency of the system,"” Mr. Cox
said.

Detailing "the current, most di-
sastrous period of residual mar-
kets," Mr. Thomas explained that
the rapid premium growth in re-
sidual markets coupled with in-
creasing workers compensation
costs have driven operating losses
in the assigned risk pools from
$400 million in 1982 to an esti-
mated $1.9 billion in 1989.

/
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"The mess of having these large
deficits,"” which inexorably result
in higher workers comp insurance
premiums, "is a pretty depressing
picture," said Mr. Thomas.

The burden of the residual mar-

ket on insurers nationwide is esti-

mated at 12.4%, meaning "12.4
cents out of every dollar paid in
workers compensation (premium)
has to be paid to the residual mar-
ket. Twelve percent is rather ex-
treme,"” said Mr. Thomas.

The combined ratio for both the
voluntary workers comp market
and the assigned risk pools is pro-
jected to be 119% in 1990, Mr.
Thomas said, which explains why

"generally, carriers are getting out
of the market.”

The number of risks in the work-

ers compensation residual market
nationwide has grown to an esti-
mated 21.8% of direct written pre-
miums in 1989, up from 5.5% in
1985, he said, adding the 5% level
is considered normal.

Meanwhile, insurers have to
project expected increases in resid-
ual market assessments so they can
calculate pass-through charges to
policyholders, M&M's Ms. Gibson

said. Insurers are assessed for re-
sidual market costs based on their
share of the voluntary workers
comp premium in a given state.

Projections of increased assess-
ments vary widely, since "insurers
have different forecasts of what
will happen” in the way of workers
comp reforms in each state, she
said. Consequently, pass-through
charges will also vary widely, she
noted.

"Everybody views it dif-
ferently," Mr. Thomas agreed, not-
ing that the size of pass-through
charges to policyholders have be-
come another way insurers can
compete for a business.

A policyholder looking for a
good rate on workers compensa-
tion coverage should "get a good
broker,"” Mr. Thomas advised.

M&M's Ms. Gibson encouraged
negotiating rates with work comp
insurers. "They may not reduce
their quote in that line," but they
may reduce a quote "in another"”
line if they want to keep the com-
pany's business, she said.

Employers may also want to re-
consider self-insuring their work-
ers compensation risks, she said.

"The residual market loading
may be high enough so that the ec-
onomics of self-insurance may be
different from the last time you
looked at it," she suggested.

But self-insurance has to be
viewed as "a long-term commit-
ment,” Ms. Gibson warned, noting
that administrative costs, cash
flow and bonding requirements
must also be considered.

Meanwhile, insurers are not able
to raise workers compensation
rates adequately because "rates in
any state are tied up in the politi-
cal and economic fabric of the
state," Mr. Thomas said. Many ob-
servers fear that work comp rate
increases "will drive business out”
of a state, he said.

"This isn't just an insurance car-
rier problem,"” Mr. Thomas said.
Employers, workers, regulators
and politicians all must address
the problem, to ensure that "fair
and equitable" compensation to
injured workers is available.

Ms. Gibson predicted "increas-
ing cost differentials between in-
surance companies" will emerge
from the workers compensation
crisis. But she also predicted legis-

lative reforms will take hold at

some point, costs will "peak and

level off,” and work comp com-
bined ratios will decline.

The discussion was moderated
by Ruth Von Spreckelsen, risk

manager at Southmark Corp. in
T —a i | —a — _ n



Investigate factors behind injury

By MARK A. HOFMANN

BOSTON-Finding witnesses to
an incident that allegedly led to a
claim is a critical, yet sometimes
overlooked, facet of claims han-
dling, agree several claims experts.

"There's nothing more important
than identifying witnesses," said
John P. Ryan, an attorney with the
Boston law firm Sloane & Walsh,
during a seminar on claims han-
dling during the 28th annual Risk
& Insurance Management Society
conference.

-A very important aspect of
claims handling is providing wit-
nesses," concurred Richard P.
Pray, a liability claims specialist
with CIGNA Corp. in Quincy,
Mass.

"Without a witness, you're pretty
much left with the plaintiff's ver-
sion of what happened,” said Mr.
Pray.

"Disinterested"” witnesses, such
as other customers who have no fi-
Nnancial stake in the outcome of a
claim, are the type of witnesses to
seek, he added.

However, Mr. Pray questioned
the value of using preprinted wit-
ness forms to record witnesses' ob-
servations. These forms can tend to
intimidate some witnesses, he said.
Other witnesses simply resist sign-
ing them, he said.

"Leave the statement-taking to
the pros-the adjusters,” Mr. Pray
advised.

In addition to finding witnesses,
risk managers need to pay special
attention to little-noticed factors
that might have led to a claim, he
said.

For example, the risk manager
should know what the weather was
like when the incident occurred,
Mr. Pray said. Was it raining, so
that customers might have tracked
water into a store, thus causing the
floor to become slippery and a cus-
tomer to fall? he asked.

Another panelist stressed the im-
portahce of communication in
claims investigations.

"Communicate, communicate,
communicate,” said Deborah B.
Meyer, risk manager for Irvine,
Calif.-based Taco Bell Inc., which
operates about 1,800 fast-food out-
lets in 40 states.

Employees should be briefed on
what to expect when a claims ad-
juster interviews them about a
claim, she said.

For example, they should not
"bare the'ir souls" to the adjuster,
Ms. Meyer said. They might not
know what they are saying, and
they might simply be wrong, she
said.

Management must be educated,
too, she said, citing the example of
a manager who disposed of evi-
dence that was critical to a claim.

A bean pot exploded, and the
flying beans burned an employee.
Supposedly, the top of the pot had
been fastened incorrectly, because
the employee normally in charge of
the bean pot couldn't speak En-
glish well enough to tell another
employee how to affix the lid.

The manager thought he knew
all the facts and threw out the pot
without an adjuster ever having
seen it, thus losing what could
have been a key piece of evidence,
she said.

Communication is key in han-
dling the claimant as well, Ms.
Meyer said. "What we communi-
cate to the claimant sets the stage
for the claims," she explained.

"It's very important to be up-
front. Let them know what to ex-
pect, but above all, don't give them
false information. Don't make
promises," said Ms. Meyer.

Risk managers shouldn't with-
hold information from their attor-
neys, either, said defense attorney
Mr. Ryan.

"It's very important that the at-

torney receives all of the informa-
tion-good, bad and indifferent,”
he said.

"Always assume that anything is
potentially discoverable in the liti-
gation process,- he said.

Companies need to ensure that
anything they put down as part of
the claim record- maintains "a pro-
fessional tenor,"” Mr. Ryan said.

For example, a person who alleg-
edly slipped on a cabbage leaf in a
store should not be referred to by
claims personnel as a "cabbage
head,” he said.

"Your people should be educated
to avoid opinions and surmises,"”
he said.

"It's very important to designate
someone who can speak well" if a
claim ends up in court and a com-
pany official must tell the defen-
dant's story, said Mr. Ryan.

The person testifying should be
"someone who can personify the
company," he said. "The jury ulti-
mately wants to hear from people,”
not from an anonymous corpora-
tion, said Mr. Ryan.

Attorneys' need for as many par-
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ticulars of a claim does not stop
with the written record, he also
stressed.

"There's no substitute for put-
ting on safety glasses and hard hat
and going out to a plant,” said Mr.
Ryan, who said that he often has
taken such a first-hand look at eli-
ents' operations. "It's amazing
what you can learn when you see
something."

But Mr. Ryan expressed reserva-
tions about re-enactments. They
aren't always admissible in court,
and they don't always turn out the

MANAGED NOVATORS

INDEPENDENT PHSICIAN REVIEW

claims

way their authors intended, he
pointed out.

Re-enactments might record
something their authors would
prefer to keep off videotape, such
as a piece of machinery repeatedly
failing and leading to unsafe con-
ditions, he said.

"There's no substitute” for a fac-
tually complete and professionallg
recorded claim file, said Mr. Ryan.

W. Robert Faust, manager-loss
control for Walt Disney World in
Lake Buena Vista, Fla., coordin-
ated and moderated the session. |
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Global risk managers
face tax headaches

By JUDY GREENWALD

BOSTON-Risk managers struc-
turing international insurance pro-
grams should use tax strategies
that fall somewhere between very
aggressive and "rolling over and
playing dead," a tax expert says.

Edward Maguire, a principal
with the accounting firm Deloitte
& Touche in Washington, D.C.,
stressed the importance of early
tax planning when structuring in-
ternational property/casualty in-
surance programs during a session
at the 28th annual Risk & Insur-
ance Management Society confer-
ence in Bos,on.

Do not wait until a loss has oc-
curred before considering the tax
implications of an international in-
surance program, Mr. Maguire
warned.

If tax planning is completed
ahead of time, "then you can be
a little bit better prepared” when
tax issues invariably arise, he said.

Mr. Maguire said he wanted to
raise risk managers' awareness of
the importance of taxes in con-
junction with insuring overseas

risks. The tax issues are not some-

one else's problem, he said. "They
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are an element of cost in the very
work that you're doing."”

Mr. Maguire said tax considera-
tions in structuring an insurance
program are not all that difficult if
only one country is involved. But,
he said, when that number grows,
the situation can become compli-
cated by different laws in the dif-
ferent nations involved.

Premiums, losses and receipt of
insurance proceeds are all factors
that must be considered when
planning for taxes, said Mr. Ma-
guire.

He noted that when insuring
overseas risks, "sometimes you
can't get good enough local insur-
ance." This puts companies in a
position where they must contract
with a U.S.-based insurer to insure
the risks of a subsidiary in another
country, he said.

"This is where problems start to
arise," he said.

The question, for instance, of
whether premiums paid on behalf
of foreign subsidiaries to a U.S.
insurer are deductible by their U.S.
parents "is not entirely resolved,"
said Mr. Maguire. Depending on
the circumstances, he said, oppos-
ing arguments can be made by both

the corporation and the Internal
Revenue Service.

Uninsured losses can be another
problem area. Mr. Maguire noted
that when a foreign subsidiary
incurs a loss, it cannot be reflected

in the consolidated U.S. tax return

of the U.S. parent company.

Insurance proceeds for losses
represent the greatest potential for
a tax mismatch, said Mr. Maguire.
For instance, he noted that al-
though the U.S. parent company
cannot deduct a loss incurred by an
overseas subsidiary, it could find
itself taxed for insurance proceeds
it receives as a result of that loss.

If the subsidiary has deducted
the loss locally, said Mr. Maguire,
it is possible that matters could
even themselves out, but he noted
that this situation can vary de-
pending on the applicable tax laws
of both the United States and the
foreign nations involved.

Thomas J. Drag, senior vp and
director of global account services
at broker Alexander & Alexander
of New York Inc., discussed three
basic designs for international in-

surance programs.
The first is a non-admitted in-

surance program, where insurance
is purchased in United States to
provide coverage for operations
outside the United States. In this
case, Mr. Drag explained, the pol-
icy is negotiated, the premium is
paid and the losses collected all in
the United States.

The advantage of these programs
is "they're quick and easy," said
Mr. Drag.

The policy is negotiated and is-
sued in the United States, while
coverage tends to be uniform and is
not subject to local insurance tar-
iffs.
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However, there are problems
with such an approach, Mr. Drag
said. The biggest concern, he said,
is that the premium paid in the
United States may not be tax-de-
ductible by the parent company
because the premium benefits an
overseas subsidiary. Also, claims
payments to the parent company
will be considered to be ordinary
income by the IRS and taxed ac-
cordingly

The second type of program, Mr.
Drag said, is an admitted insur-
ance program, where coverage is
purchased locally by the foreign
subsidiary, and both premiums and
claims are paid in the foreign cur-
rency.

Among the advantages of this
approach, he said, is that because
premiums are paid locally, they are
tax-deductible by the local subsid-
iary. There is also no need to worry
about by exchange rate fluctua-
tions, he said.

However, there are concerns
about this approach as well, Mr.
Drag said. Among these are that
tariffs in many nations can greatly
increase the cost of the coverage
over what the cost would be if the
coverage were purchased in the
United States. Also, misunder-
standings can arise over the scope
and terms of the coverage provided
by the local insurer, said Mr. Drag.

There could also be concern
about local management's han-
dling of the risk management pro-
gram, said Mr. Drag. For instance,
inexperienced local management
could be tempted to buy insurance
at the cheapest cost with insuffi-
cient concern about the scope of
coverage provided.

The third kind of coverage,
which is "the best of both worlds,"”
is a combination of admitted and

non-admitted insurance, he said.

Under this approach, coverage
by local insurance companies is
backed up by a "master"-or dif-
ference-in-conditions policy-that
is issued in the United States.
Under this approach, the parent
company controls the risk manage-
ment program and premiums and
claims are tax-deductible by the
local affiliates since primary cov-
erage is issued locally, he said.

There are two variations of this
approach, said Mr. Drag. Under
the first, a controlled master pro-
gram is developed by a worldwide
insurance company that has subsi-
diaries in the foreign nations in
question.

The second variation of this, said
Mr. Drag, involves the use of the
parent company's captive insurer.
Policies are issued by a local in-
surer and then reinsured by the
captive, he explained.

This approach can be advanta-
geous from a risk financing stand-
point, but not necessarily from a
tax standpoint, Mr. Drag said, not-
ing that captives do not offer the
tax advantages they did a few
years ago.

Thomas J. Dalton, staff vp-risk
management for Dallas-based
Kimberly-Clark Corp., who mo-
derated the session, discussed his
company's foreign insurance pro-
grann.

Property insurance for Kim-
berly-Clark's Canadian and other
foreign operations is reinsured by a
Bermuda captive established in
1982, Mr. Dalton pointed out.

In Canada, Kimberly-Clark pur-
chases a highly protected risk in-
surance program with a high de-
ductible. The company then
insures its deductible with a Cana-
dian insurer and then reinsures
that policy with its Bermuda cap-
tive, so it is, in effect, a self-insur-
ance mechanism, Mr. Dalton said.

In other countries, Kimberly-
Clark negotiates with fronting in-
surers, and the business is then
reinsured by the captive, said Mr.
Dalton, who described the com-
pany's program as successful.

Mr. Dalton said one problem
with purchasing fronting insur-
ance in each country is that Kim-
berly-Clark faces high local tar-
iffs, though the bulk of these
premiums is recaptured by the
captive through the reinsurance
arrangement. He also noted that
Kimberly-Clark purchases a dif-
ference-in-conditions policy that
wraps around the captive-financed

program.
The session was coordinated by
VW. Lee Carter Ill, who is director-

research and development for
Alexander & Alexander Inc. in
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Give them liberty, yes, but insurance?

By MARK A. HOFMANN

BOSTON-Was the Boston Tea
Party an insurable loss?

A bit of historic revisionism en-
livened the 28th annual Risk & In-
surance Management Society con-
ference as risk managers pondered
what 20th century insurance poli-
cies might be brought to bear
against losses incurred in the Bos-
ton Tea Party.

The unusual session was de-
signed to make participants look at
a risk management problem from a
variety of angles, explained Cathy
L. McKeon, a senior consultant
with Coopers & Lybrand in New
York and coordinator of "The Bos-
ton Tea Party-A Risk Manage-
ment Case Study."”

"We're going to be applying
modern risk management tech-
niques to a historical event,” said
Ms. MeKeon, from behind a po-
dium decked with the yellow and
black, serpent-emblazoned "Don't
Tread on Me" banner of the rebel-
lious colonists.

To make the session more "inter-
active," attendees were given
boxes of tea bags blended by Davi-
son Newman & Co. Ltd. of London,
"the firm that supplied tea for the
historic Boston Tea Parties,"” ac-
cording to the wrappers.

To further promote interaction,
Paul K. Sprague, insurance direc-
tor for CIBA-GEIGY Corp. in
Ardsley, N.Y., and the session's
moderator, roamed the audience
with a wireless microphone to am-
plify questions and comments.

There was'no duty to

provide a safe vessel'
for the

vandal-patriots, says
James T. Brady.

And Peter M. Farnam, a senior
vp of Sedgwick James of New En-
gland Inc. in Boston and former
history teacher, clarified a number
of misconceptions about the event.

For example, the ships were
owned by Bostonians, even though
they carried tea owned by the East
India Co. Each of the full-sized tea
chests tossed from the vessels
weighed about 90 pounds when
empty and could hold about 340
pounds of tea, he said.

Many of the tea chests were ac-
tually half- or quarter-chests, he
said. A modern half-chest-about
the size of a two-drawer file cabi-
net-stood before the podium to
prove that these containers were
definitely bigger than a breadbox.

And despite popular belief, the
patriots didn't toss the tea while
the ships were at anchor out in the
harbor, said Mr. Farnam. Instead,
they towed the ships to a wharf, a
process that took about six hours.

"The tea party didn't happen in
15 minutes,” he said. "It wasn't
quite as simple as it seems."

But when it was over, 340 chests
of tea lay at the bottom of Boston
Harbor. Although there is no easy
way to convert 1773 British pounds
into 1990 dollars, the value of the
lost tea represented "a substantial
sum,"”" said Mr. Farnam.

After a brief videotape about the
tea party, a fourth panelist, James
T. Brady, vp-special risks facilities
in CIGNA Corp.'s New York office,
began the discussion by assuming
the role of the East India Co.'s risk
manager.

Mr. Brady said it could be as-
sumed the company had marine
cargo insurance that included all-
risk, war risk and strikes, riots and
civil commotion coverage.

"Is there coverage under my

cargo insurance policy for the
tea?" asked Mr. Brady.

After some discussion, the audi-
ence agreed that the tea would be
covered under the cargo policy,
:hough Mr. Brady noted that it
might be up to the underwriter to
decide which portion of the policy
would respond. To prevent drawn-
out coverage disputes, risk manag-
ers generally place war risks, all-
risks and strikes, riots and civil
commotion coverages with one un-
derwriter, said Mr. Brady.

"IN our opinion, the coverage
would be strikes, riots and civil
commotion," he said.

No tea was salvaged, but Mr.

Brady asked what should have
been done if some tea could have

been saved. "You want to make

sure as a risk manager or insured
that you are getting credit for any
salvage that's occurred” to prevent
unnecessary premium increases, he
said.

Donning another risk manager's
hat-perhaps a tricorn rather than
a fedora-Mr. Brady assumed the
role of the vessel owners' risk man-
ager. Three ships-the Beaver, the
Dartmouth and the Eleanor-were
involved. Once again, the shi-
powners of 1773 were assumed to
enjoy the protection of 1990 insur-
anc€ programs, he said.

Would damage to the ships done
by the patriots be covered? he
asked.

The audience agreed that the war
risks coverage should respond to
the costs of repairing the vessels.

A thornier question arose con-
cerning the patriots themselves.
Given that 1990 law and insurance
were being applied to a 1773 event,
Mr. Brady asked if there would be
any coverage for the claims of pa-
triots who said they were injured
while looting the ship.

"The shipowner really has no
duty to provide a safe vessel for
vandals," said Mr. Brady. But he
added with a smile, since "we're
projecting into today's world,"”
who can really know?

Mr. Farnam, representing the
merchants of Boston and New En-
gland, noted that "when you look
at what happened to the colony
and you consider the fact that the
East India Co. had a monopoly, all
the merchants and wholesalers had
a problem.’

Because they couldn't find an al-
ternative source of tea, they faced
a significant loss of income and
possibly financial ruin, he said.

An audience member asked why
the the Hudson Bay Co. in Canada
could not be called upon to supply
the tea. Mr. Farnam replied that
the Hudson Bay Co. had been
granted no right to import tea tu
Massachusetts.

Because there was no alternative
supply of tea, merchants would
have needed "some form of contin-
gent business interruption"” insur-
ance to cover their losses, he said.

Ms. McKeon, representing the
Crown and colonial and municipal
civil authorities, asked whether
Bos:on city fathers would be pro-
tected against claims from citizens
injured during the ruckus.

That, she said, was an open
question. Apparently, no extra law
enforcement officers had been
called up to maintain order, so
there was some question whether
the officials had carried out their
duty to maintain the peace, she
said. Whether or not sovereign im-
munity would apply is also prob-
lematic, she said, because it de-
pends on the statute in force.

As for King George lllI's govern-
ment, recovery for lost import
duties might be possible under
business interruption policies, Ms.
McKeon said.

Mr. Sprague touched on a final
subject-loss control. Asked how

to avoid the risk, several audience

members responded, "Stay away
from Boston.”

In an interview after the session,
Ms. McKeon said that she has been

attending RIMS conferences since

the mid-1970s.

"After a while, you look fcr a
different twist, something light-
hearted," she said. By adopting the
unusual approach of applying risk
management principles to the Bos-

ton Tea Party, she said that the
panel hoped they would impress
upon their audience that "there are
so many gray" areas in determin-
ing which aspects of an individual
loss are covered by insurance. |
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Agreements are
few, far betwee n

IN wrap-up debate

By MICHAEL BRADFORD

BOSTON-Owner-controlled in-
surance programs save money for
some construction project owners,
but they aren't for everyone, ac-
cording to a broker and a risk
manager.

That's about the only thing that
was agreed upon in a lively and
mostly polite debate between Dan
Knise, vp and chairman of Johnson
& Higgins ConstructionGroup in
Washington, D.C., and David G.
Adler, risk manager at Portman

Cos., a real estate development
firm in Atlanta.

Messrs. Knise and Adler ham-
mered out the pros and cons of
owner-controlled insurance pro-
grams, which are also known as
"construction wrap-ups," during a
seminar at the 28th annual Risk &

Insurance Management Society
conference in Boston.

They were joined on the panel by
Edward L. McCormick, manager of
risk management services for
Hobbs Group Inc. in Atlanta, a
brokerage unit of Arkwright Mu-
tual Insurance Co.

Mr. Knise explained that insur-
ance for construction projects is
traditionally written individually
for each contractor, subcontractor,
and architectural and engineering
firm.

Under a wrap-up program, an
owner purchases coverage for all
the parties, though some types of
coverage, like automobile liability
insurance, may still be purchased
separately by contractors and sub-
contractors.

From a broker's perspective, an
owner-controlled insurance pro-
gram "is a viable alternative for
managing the risks of large con-
struction projects,"” according to
Mr. Knise.

"It is not the only alternative. It
doesn't work in every case. It
clearly doesn't work if you don't
manage the process well. But it
is an alternative you should con-
sider on large construction
projects," he adds.

Portman's Mr. Adler, who coor-
dinated the session, conceded that
in some cases-like projects for
which the owner also acts as the
general contractor-wrap-ups are
acceptable. But usually each party
working at a construction project
should be responsible for its own
insurance, he contends.

Wrap-ups have several advan-
tages over traditional construction
insurance programs, according to
Mr. Knise.

An owner-controlled program
allows "adequate limits of cover-
age" under a single set of policies
written for the owner, he said.
"You're going to have significant
limits of (coverage) dedicated to
your project."

That continuity is not available
under conventional programs in
which each party is responsible for
coverage and sonne subcontractors
may be unable to buy adequate
limits during hard insurance mar-
kets, said Mr. Knise.

Bringing "huge volumes of pre-
mium into one procurement”
allows project owners to obtain
"broad coverage terms and condi-
tions,” Mr. Knise noted. "And you
will have the same terms and con-
ditions for all parties.”

Coverage is generally placed for
the ternn of the project, not on an
annual basis, which may be the
case under individual policies.

Mr. Knise warned, however, that
very few non-cancelable wrap-up

policies are available. "But isn't it
still better than taking your
chances on annual policies" that
may not be renewed? he asked.
"Isn't it still better in the sense
that you will get senior manage-
ment commitment from carriers
who do wrap-ups again and again
to be committed for the term of the
project?"

Another advantage, he said, is "a
single, coordinated safety program.
Typically, the insurer works with
the owner, the broker and the con-
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Wrap-up policies
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struction manager or general con-
tractor to meld the general con-
tractor's existing safety program
to the owner's particular safety
needs.”

Claims management is simplified
when one insurer represents every-
one at a job site, said Mr. Knise.
"Instead of having 15 different
carriers scurrying around trying to
pass the liability off to somebody
else through these inter-contractor
lawsuits, you now have one carrier
representing all the defendants in a
case, or at least most of them.”
This eliminates "the hunt for the

guilty.”
I n P hoto And prompt claims payment

makes for good public relations,
said Mr. Knise. "The last thing you
want if you are a high-visibility
owner is for somebody to get hurt
at your facility and have trouble
getting their claim paid because
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nobody wants to step up to the
plate and take on the liability."

Overall costs generally are lower
under a wrap-up program, he said.
With conventional programs, in-
surance costs generally comprise
about 4% to 7% of total project
costs and a wrap-up can reduce
that figure by 20% to 40%, accord-
ing to Mr. Knise.

Savings come partly from the
volume discounts insurers give
project owners.

And, Mr. Knise pointed out, bro-
ker commissions are figured on a
declining scale that works out to
about 5% to 7% of premium-or
less-if "it's a real mega-project.”

Further savings come from eli-
minating the contractor's markup
for insurance, he remarked.

In addition, cash-flow compo-
nents which save even more can be
designed into a wrap-up, Mr. Knise
noted.”

Mr. Adler disagreed.

"There are many who would ad-
vocate that wrap-ups are cost-ef-
fective. | beg to differ. | don't be-
lieve they're cost-effective in most
situations,” he said.

Volume discounts may vanish
when the insurance market hard-
ens, Mr. Adler pointed out.
"Owner-controlled insurance pro-
grams may be great until the mar-
ket hardens.”

Project owners usually don't
save anything by eliminating con-
tfactor markup, he contends.

Most contractors don’'t know
how to lower their bids by elimin-
ating insurance costs "and if they
do it, they're just guessing,” said
Mr. Adler. "In fact, many contrac-
tors, and particularly the smaller
(subcontractors), have. . . no idea"
what impact insurance has.

Mr. McCormick of Hobbs Group
agreed that "some contractors can-
Nnot estimate insurance"” costs,
pointing out that in auditing

wrap-up programs, he has found
some contractors did not know

how to credit the costs and were
still charging for insurance.

Wrap-ups, in fact, can "nickel
and dime you to death” through
deductibles and uninsured losses,
Mr. Adler claimed, noting that
wrap-ups sometimes cause the
owner to pay "directly for the con-
tractor's goof."

Owner-controlled programs
offer the potentialfor abuse by
contractors and subcontractors,
Mr. Adler charged. He cited a
Portman development in Atlanta
as an example.

Wrap-up coverage for a building
project that was nearly completed
included builder's risk insurance
that carried a $10,000 deductible.
"It was the middle of the summer. |
was amazed at how much vandal-
ism or mysterious glass breakage
occurred at the upper levels of this
building, always on opposite sides
of the same floor. Now there's no
evidence that the contractor inten-
tionally broke that glass, but I'll
tell you that whenever | went up on
those floors there was a real nice
cross-breeze.

"It takes a lot of glass panes to
meet a $10,000 deductible.”

AN owner-controlled insurance

program is "risk transfer for the
contractor, not the owner or deve-
loper,"” said Mr. Adler. "The con-
tractors no longer must be respon-
sible for their own wrongdoing, for
any errors they make on the job.
The owners agree to insure the
contractor for their negligence."

Mr, Adler also said he has not
noticed better safety conditions on
wrap-up projects than on those in-
sured conventionally.

"It may be coincidence, but I've
seen more fatal accidents on wrap-
ups than on contractor-controlled
programs,” he said. "In fact, we
had three fatalities on one job that
was a wrap-up. And you know
what? When the workers compen-
sation program was not renewed, it
sure wasn't the contractor's prob-

lerm. . | it was mine.” 1



Buyers, sellers |

By ADRIENNE C. LOCKE

BOSTON-Selling contaminated
property is a complicated-but
manageable-risk as long as
buyers, sellers and banks can agree
on who should pay for a hazardous
waste cleanup, experts say.

Because of strict laws that make
property owners liable for waste
cleanups, even if they did not con-
tribute to the pollution, any poten-
tial property buyer should conduct
an environmental assessment be-
fore a transaction is closed, they

And sellers of property that has
never been tested also should con-
duet such assessments to determine
whether hazards exist and, if they
do, how much cleanup would cost,
said experts at the 28th annual
Risk & Insurance Management So-
ciety conferente held in Boston.

Both buyers and sellers should
look at transferring contaminated
land as just another risk that needs
to be managed, said Douglas A.
Cohen, an environmental lawyer
with Schatz & Schatz, Ribicoff &
Kotkin in Hartford, Conn.

"You manage the financial risks,
you manage all the other risks," he
said. "The problem is that (this
risk) is new, and people aren't used
to that.”

Given the prevalence of pollu-
tion sites and the level of asbestos
often found in buildings, every
piece of real estate is now environ-
mentally suspect, said David I.
Brandwein, principal and environ-
mental counsel at Environmental
Risk Ltd., a Bloomfield, Conn.,
consulting firm.

Federal law makes owners of
contaminated property responsible
for cleanup, regardless of who pol-
luted the property, stressed Mr.
Brandwein, who moderated and
coordinated the session.

The Superfund Act-or Compre-
hensive Environmental Response,
Compensation & Liability Act of
1980-established a comprehensive
program to identify and clean up
substances that threaten public
health or the environment.

That Superfund law also estab-
lished an excise tax on chemical
companies that finances part of the
U.S. Environmental Protection

Agency's efforts to clean up closed
or abandoned hazardous waste
sites.

The EPA tries to recoup cleanup
costs through seeking civil and
criminal actions against site
owners. The agency also can en-
force a strict joint and several lia-
bility standard against any party
that is judged responsible for con-
tamination.

It is due to these laws that many
commercial real estate sales in-
clude a Phase One environmental
assessment, Mr. Brandwein com-
mented.

"People have become so aware
and sophisticated about environ-
mental liability, the marketplace
now demands it," Mr. Brandwein
said.

Phase One assessments include

physical testing of the property

'A borrower can't pay

his loan back if he's

going to be hit with a
$20 million' claim,

Mr. Bernstein says.

and an examination of historical
records to determine what types of
operations have been conducted on
the site, explained Frederick W.
Johnson, senior hydrogeologist at
United Technologies Corp. in
Hartford, Conn.

Such an assessment takes six to
19 weeks to complete, depending
on the scope and approach, and
costs from $1,000 for a simple as-
sessment to more than $50,000 for
a major site assessment, said Mr.
Brandwein of Environmental Risk
Ltd.

These evaluations also provide
basic information on the property's
condition for future sales, Mr.
Brandwein said.

Assessments can create new
problems, cautioned Mr. Johnson.
Uncovering hazardous substances
can push the price of a piece of
property well beyond what was
originally budgeted, he said.

Increasingly, banks are making
assessments a condition of approv-
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lable for waste cleanup

ing financing for commercial real
estate deals or other transactions
where such property is used as col-
lateral, said Judah W. Bernstein,
vp of Chemical Bank's realty group
in New York.

"A borrower can't pay his loan
back if he's going to be hit with a
$20 million environmental lawsuit
or cleanup bill," Mr. Bernstein
said.

In some states, payment of costs
for a hazardous waste cleanup ini-
tiated by state environmental
authorities takes priority over the
property owner's mortgage pay-
ments, noted Mr. Cohen, the en-
vironmental lawyer.

Banks prefer to conduct their
own assessments and usually re-
quire borrowers to use a consultant
they have chosen, said Mr. Bern-
stein of Chemical Bank.

In instances where a study is
done without its participation,
Chemical Bank reviews a consul-
tant's report and credentials to de-
termine whether the study meets
bank standards and provides all
the necessary information, Mr.
Bernstein said.

United Technologies has saved
millions of dollars by canceling
property transactions where pollu-
tion cleanup was not a viable op-
tion, Mr. Johnson said.

However, buyers and sellers can
often reach an agreement that
takes cleanup costs into account,
according to Mr. Brandwein of En-
vironmental Risks.

Options include:

- Adjusting a purchase price to
reflect cleanup costs, if they are
known.

- Establishing an escrow ac-
count to cover undetermined
cleanup costs.

= Prorating cleanup costs so
that, for example, the seller pays
the first $100,000 and the buyer
pays the remainder.

- Agreeing that the buyer and
seller each will be responsible for a
certain portion of the cleanup
costs.

Negotiated cleanup agreements
also should include an indemnifi-
cation clause stating that the seller
will pay to clean up any hazardous
waste that was not discovered dur-

ing the initial cleanup, Mr. Brand-

wein said.

While risk managers should hire

consultants to conduct an assess-
ment, one must look carefully
through the maze of so-called ex-
perts, Mr. Brandwein advised.

He said an environmental con-

sulting firm should:

- Have had experience with the

particular sort of assessment that a

customer needs.

- Be able to provide specific in-

formation, rather than a report full
of generalities.

Technical data should bolster

any findings, and a report should
"stick to the facts,"he recom-

mended.

- Be able to estimate cleanup

costs.

To find a good environmental

consultant, a company should so-
licit recommendations from other
businesses that have contracted for
assessments, Mr. Brandwein ad-
vised.

Without state or federal licens-
ing of these consultants, word of
mouth may be the best way to dis-
tinguish a good firm from a bad
one, he said.

Risk managers also should make
sure the professionals who make
the presentations soliciting the
business are actually the experts
working on the project, Mr. Brand-

wein said.

Some clients have met im-
pressive consulting staffs during
the interview process-and never
seen them again, Mr. Brandwein
rointed out. .
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Quake cover requires careful thinking

By LOUISE KERTESZ

BOSTON-With experts warning
that disastrous earthquakes are pos-
sible east as well as west of the
Rockies, a California broker advises
risk managers to "plan now" to man-
age their earthquake exposures.

However, risk managers also must
keep in mind that they "are making
financial decisions, not simply insur-
ance decisions" when considering
earthquake insurance. Thus, they
"should do a cost-benefit analysis of
each" alternative when managing
earthquake exposures, said Mark S.
Dawson, vp at Alexander & Alex-
ander of California in San Francisco.

Mr. Dawson spoke at a session ti-
tled "Earthquakes-Not Just Califor-
nia's Problem" during the 28th an-
nual Risk & Insurance Management
Society conference in Boston.

Mr. Dawson said that risk man-
agers faced with earthquake expo-
sures have a variety of alternatives
to consider, including moving opera-
tions out of an earthquake zone,
moving all operations to earthquake-
resistant facilities or at least moving
"sensitive exposures" elsewhere, and
retrofitting existing facilities to make
them less susceptible to earthquake
damage.

"You would be amazed at the re-
duction in probable maximum loss
by performing relatively inexpen-
sive" modifications to buildings, like
horizontal bracing, tying walls to the
roof and foundation, and tying major
equipment to the foundation, Mr.

Dawson said.

Such retrofitting also "provides a
comfort level” to insurers and will
lower the cost of earthquake insur-
ance premiums. It may even make an
unmsurable risk insurable, he said.

Risk managers must bear in mind
that earthquake insurance can be an
emotional issue for insurers as well as
the general public, because of media
attention generated after a nnajor
quake, he noted.

"First, forget logic, common sense
and fairness. | realize that can apply
to all lines of insurance, but it's par-
ticularly true with earthquake. At
least in fire and auto and general lia-
bility insurance, companies can pro-
duce reams of statistics to provide
some sort of actuarial justification
for their decisions. But earthquake
insurance is bought and sold on more
of an emotional level," he said.

After an earthquake like last year's
San Francisco Bay area tembilor in-
creases attention to earthquake ex-
posures, risk managers commonly are
told by top management that they
had "better get some earthquake cov-
erage in L.A. or San Francisco or San
Jose or whatever," he related.

However, when the risk manager's
broker contacts earthquake insurers.
the underwriters will say, "l can't sell
you insurance. | just saw Tom Bro-
kaw last night and he said you
haven't seen anything yet-the really
big one is going to hit before the end
of the year," Mr. Dawson com-
mented.

Mr. Dawson said he received
"dozens" of requests for earthquake
insurance in the three months fol-
lowing last October's earthquake.
"lI've also had dozens of letters,
memos and faxes from carriers say-
ing, 'We don't want to sell it any-
more; " he said.

"These are the same carriers prac-
tically giving this coverage away six
months before," he said.

Mr. Dawson advised risk managers
who must buy earthquake insurance
to follow the "Mark Dawson Christ-
mas Card Rule" to get the best deal.
He explained that risk managers
should negotiate earthquake cover-
age "during the late third quarter
with an effective date right before
Thanksgiving. This gets the un-
derwriters at a time when they are
particularly anxious to put premium
on the books-but before they get

caught up in the holiday parties and
year-end renewals," he said.

Another rule is to "buy coverage
you don't need," Mr. Dawson said.
"Most of the carriers that will pro-
vide earthquake coverage will not
provide what they refer to as 'sin-
gle location quake,' " claiming that
is "adverse selection.”

The solution? Buy earthquake cov-
erage for a building in Boston and a
building in Los Angeles at the same
time. The underwriter may not even
charge a premium for the Boston 10-
cation "because we all know we don't
have earthquakes in Massachusetts,"
Mr. Dawson said.

When buying earthquake coverage,
deal with underwriters and brokers
on the West Coast, he advised. An in-
surer's West Coast offices are "gen-
erally responsible for the accumula-

tion of limited (earthquake) capacity
among all offices countrywide,” he
explained.

A West Coast broker is more likely
to be able to procure coverage for a
client from a West Coast underwriter,
since that broker brings the un-
derwriter other business, he said.

Besides, West Coast brokers, who
"deal with the earthquake markets
all the time, can tell you if you're
wasting your time or not and put to-
gether a submission in a format that
will make sense to the carriers,"” Mr.
Dawson said.

In an interview following the ses-
sion, Mr. Dawson said California
earthquake insurance capacity has
been eut as a result of last October's
San Francisco earthquake, explain-

ing that insurers still are in a "wait-
and-see mode."

Insurers also are insisting that pol-
icyholders now accept a deductible
equal to a certain percentage of their
property's value. "Before the quake,
we could talk them into" a dollar-
amount deductible, he said.

Meanwhile, a scientist warned East
Coast risk managers that "just be-
cause we have a lower level of seis-
micity in the East (than California), it
doesn't mean we have a lower seismic
hazard.”

A quake of relatively low magni-
tude on the East Coast could be de-
vastating because of "the fundamen-
tal property of the earth, which
allows waves to travel large distances
east of the Rocky Mountains," said
Klaus H. Jacob, senior research sci-
entist at the Lamont-Doherty Geolo-
gical Observatory of Columbia Uni-
versity in Palisades, N.Y.

Many brick buildings in Eastern
cities are vulnerable to collapse dur-
ing a quake, Mr. Jacobs explained.

"The land you're sitting on will
drop into Boston Bay" if a major
earthquake rocks Boston, agreed E.L.
Lecomte, president of the National

Committee on Property Insurance in
Boston.

Dennis Kwiatkowski, assistant as-
sociate director of the Office of Natu-
ral and Technological Hazards of the
Federal Emergency Management
Agency in Washington, D.C., also
spoke at the panel.

The panel was coordinated by W
Lee Carter lll, vp and director of
research and development at Alex-
ander & Alexander Inc. in Dallas.

The session was moderated by M.

Roena Baum, insurance manager for
Westin Hotels & Resorts in Seattle. -
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Rules will reduce storage tank leakage

By MICHAEL SCHACHNER

BOSTON-The number of leaky
underground petroleum storage
tanks will be greatly reduced by
government rules that become ef-
fective for all tank owners and op-
erators no later than October 1991,
says a risk manager whose com-
pany owns several thousand un-
derground tanks.

Under the Environmental Pro-
tection Agency rules, owners of pe-
troleum USTs are responsible for
corrective action caused by leaks,
including: cleaning up any petro-
leum leak; correcting any resulting
environmental damage; supplying
drinking water; compensating peo-
ple for personal injury or property
damage; and paying plaintiffs’
legal costs.

To ensure that tank owners meet

these responsibilities, the EPA's
1988 guidelines include minimum
financial responsibility require-
ments for UST owners and opera-
tors.

For example, tank owners with
monthly throughputs of 10,000
gallons or more are required to
maintain environmental impair-
ment liability coverage with limits
of $1 million per claim. Owners of
smaller tanks must maintain EIL
limits of $500,000 per claim and $1
million in the aggregate (Bl, Feb.
19).

Owners may use other means be-
side insurance-like self-insur-
ance, letters of credit and surety
bonds-if the owners meet EPA
criteria.

Under the threat of paying for
expensive environmental cleanup,
tank owners will now practice

more cautious pre-loss risk man-
agement, including installing bet-
ter double-sided tanks and remov-
ing many of the old tanks that are
candidates for corrosion and sub-
sequent leakage, predicts Mary C.
Russell, director of corporate in-
surance for Englewood, Colo.-
based U.S. West Inc., which owns
several thousand USTs throughout
the country.

The reason why the UST re-
quirements are being implemented
is clear, according to Ms. Russell,
the moderator of a session on leaky
underground storage tanks at the
28th annual Risk & Insurance
Management Society conference
earlier this month.

"There are several million un-
derground storage tank systems

throughout the U.S. and tens of
thousands leak, with more ex-

pected to leak in the future. These
rules say that if your tanks leak
and threaten groundwater, you're
going to have to pay for the
cleanup," Ms. Russell said.

"The federal government is look-
ing for a way of ensuring that the
environment is kept clean and da-
maged third parties get restitu-
tion," she added.

Petroleum marketers with be-
tween 13 and 99 underground
tanks will, beginning April 26,
1991, be required to meet the EPA
financial responsibility require-
ments. Those with fewer than 13
tanks have until Oct. 26, 1991, to
comply.

Petroleum marketers with 100 to
999 tanks were required to meet
the standards by Oct. 26, 1989,
while those with more than 1,000
tanks were the first group to meet
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the standards. They had to comply
by Jan. 24, 1989.

Non-marketing operators with
tangible net worth less than $20
million have until Oct. 26, 1991, to
meet the requirements. Non-mar-
keters with net worth exceeding
$20 million faced a Jan. 24, 1989,
deadline.

Local governments with petro-
leum USTs also have until Oct. 26,
1991, to comply. State govern-
ments and the federal government
are immune from the rules.

In addition, the EPA regulations
apply only to commercial petro-
leum USTs. Tanks holding heating
oil, tanks on small farms or resi-
dential land, and septic tanks are
exempt from the requirements,
said Bill Torrey, an EPA represen-
tative based in Boston and respon-
sible for the Northeastern United
States.

Underground storage tanks con-
taining regulated substances like
petroleum, and tanks containing
any hazardous substance as de-
fined under the Comprehensive
Environmental Response, Compen-
sation and Liability Act of 1980
are required to have leak detection
and prevention systems, pointed
out Mary McCormac, an environ-
mental attorney with Haynsworth,
Baldwin, Johnson & Greaves in
Greenville, S.C.

In addition, existing petroleum
tanks must be retrofitted for cor-
rosion protection and spill and
overflow prevention by September
1998, she said.

To ensure that tank owners are
in compliance with all technical
and financial requirements,
owners should "determine the age,
size, content and current condition
of all underground storage tanks,"
Ms. McCormac recommended.

"Next, the applicable deadlines
for compliance with the technical
and financial responsibility re-
quirements should be determined.
Finally, (owners) should take im-
mediate steps toward compliance,
particularly with regard to finan-
cial responsibility obligations, in
order to avoid penalties,”" she said.

To help prevent future leaks,
companies that must use USTs
should install -non-corrosive, dou-
ble-sided tanks," recommended
Salvatore Filippi, regional coordi-
nator-environmental services with
M&M Protection Consultants in
Rochester, N.Y ., a unit of Marsh &
MelLennan Cos. Inc.

INn addition, tank owners can
protect themselves from the high
costs of cleanup by installing their
tanks in pit-like structures sur-
rounded by restraining walls made
of clay, bentonite, cement or as-
phalt so that any leaks are cap-
tured.

Tank owners can even build
vaults to insulate their tanks, ac-
cording to Mr. Filippi, though he
noted that tank vaults are "extrav-
agant and expensive."

Mr. Filippi said a proper tank
management program includes:

» Diligent monitoring of the ma-
terial stored in the tank.

« Filing the required paperwork
with the proper state agency.

- Installing an inventory moni-
toring system and constantly re-
viewing the system.

- Developing a course of action
in case of a spill.

- Keeping detailed records.

"The old adage that everyone's
entitled to one fire is no longer
true in the case of underground
tanks,"” Mr. Filippi said.

Also speaking at the session was
David Sands, regional manager
and senior geologist with Kemron
Environmental Services in
Marietta, Ohio.

Stella A. Wagner, assistant vp
with Hewitt Coleman & Associates
Inc. in Denver, coordinated the

E= X — . — £ . 5 —3 o T u



68 / Business Insurance, May 14, 1990

1990 RIMS conference

Capacity for Gexecutive risks' still ample

By CAROLYN ALDRED

BOSTON-Companies can find
ample capacity to cover risks faced
by executives, from fiduciary lia-
bility to the threat of being kid-
napped for ransom, according to
industry executives.

Capacity for directors and offi-
cers liability insurance, the most
common coverage bought for exec-
utive risks, has increased dramati-
cally in recent years, noted a
speaker during a session on execu-
tive risks at the 28th annual Risk &
Insurance Management Society
conference in Boston.

Although D&O insurance be-
came a critical issue during the
hard market of the mid-1980Os-

when capacity shrank dramatically
and rates soared-the D&O insur-
ance market today is "fairly stable,
with more capacity for large limits
available," said William K. Brown,
managing director of the profes-
sional liability practice for Marsh
& MelLennan Cos. Inc. in New
York.

With new underwriters still
emerging, particularly in the Lon-
don market, up to $300 million of
D&O limits can currently be pur-
chased in the world market, Mr.
Brown estimates.

However, while D&O liability
until recently has been very much
a North American phenomena,
directors’ liabilities in other areas

of the world are increasing, Mr.
Brown said.

For example, D&O claims cur-
rently developing in the United
Kingdom show a pattern very simi-
lar to the initial emergence of D&0
claims in the United States, he

said.

Moreover, several U.S. law firms
now are opening London offices.
"And they're not there just to sip
port and eat Stilton cheese,”
quipped Mr. Brown. American
lawyers have spotted an "evolving

area of liability outside the United
States."”

Another area of risk for U.S. ex-
ecutives is the fiduciary liability
associated with the management of
corporate pension funds, said Ann
M. Longmore, product coordinator

of pension trust liability for
American Home Assurance Co. and

National Union Fire Insurance Co.
of Pittsburgh, Pa., both units of
American International Group Inc.

The fiduciary duties and stan-
dards expected of corporate execu-
tives involved in pension plan ad-
ministration were first outlined in
the Employee Retirement Income
Security Act of 1974.

ERISA, among other things,
holds pension plan trustees perso-
nally responsible for financial
losses and allows for civil as well
as criminal penalties against plan
fiduciaries, according to Ms. Long-

However, ERISA also allows fi-
duciaries to purchase insurance to
protect themselves from liabilities
imposed by the pension reform
law. National Union writes a pen-
sicn trust liability insurance policy
that specifically covers executives
for costs arising from allegations
of breach of fiduciary duty under
ERISA, according to Ms. Long-

Under the policy, the insurer has
a duty to defend the policyholder
against any allegation, no matter

how "spurious the charges,” and to
pay any loss or damages arising
from judgments or settlements of
any claim, she said.

The policy protects an executive
against any negligent act, error or
omission, though it is not fidelity
insurance and does not cover di-
shonesty of the trustees or admin-
istrators of the plan. It also does
not provide a guarantee of benefits
for plan participants, she noted.

According to Ms. Longmore,
48.5% of claims filed against these
policies stem from denying bene-
fits to employees; 28.5% arise from
the communication of plan bene-
fits; 18.6% arise from administr-
ative errors; and 6.8% arise from
the termination of pension plans.

Employees and former employ-
ees or their dependents file 96.2%
of all claims, she noted.

Another important coverage for
executives companies should con-
sider purchasing is kidnap and
ransom and extortion insurance,
said Albert M. Van,Wagenen, vp of
New York-based Professional In-
demnity Agency Inc.

"People fail to realize that these
events don't only occur in far off
lands,” he said.

Extortion incidents and kidnap-
pings occur in most Western coun-
tries as well as political hot spots
like the Middle East and Latin
America, Mr. Van Wagenen
pointed cut.

For example, in 1989 there were
200 kidnappings an'd 3,000 extor-
tion incidents in the United States
alone, he said.

And kidnappings and extortion
are not limited to large, influential
companies but can affect small

OMETIMES, EVEN THE BEST-RUN COMPANIES NEED A HELPING HAND

When you do, call ARC. We provide comprehensive consulting services for insurers

and reinsurers. including management reviews. due diligence evaluations. systems analysis,
and underwriting. claims and accounting audits. Get a firmer grip on your operations and
reinsurance programs. Call us at 609-655-8383 for more inforrnation.
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companies as well, he said.

PIA currently handles about one
loss a month from its 3,500 clients,
Mr. Van Wagenen said.

The market for kidnap and ran-
som and extortion coverage tends
to be fairly stable, Mr. Van Wa-
genen said.

Mr. Van Wagenen also predicts a
"continual expansion of policy
terms." For example, PIA recently
began covering malicious product
tampering, which covers policy-
holders when their products are
made unsafe for no financial mo-
tive. These acts are often per-
formed by protest organizations,
Mr. Van Wagenen explained.

Kidnap and ransom and extor-
tion policies generally are very
broad, covering a company's em-
ployees, directors and officers and
relatives all over the world on
business and on vacation, he ex-
plained.

Such a policy usually would
cover the payment of any ransom
as well as compensation for any
bodily injury and property dam-
age, he noted.

However, "the most important
thing you are buying is not the fi-
nancial coverage but the security
team that usually is retained by
the underwriter," he said.

The security team is able to re-
spond on a 24-hour basis and wiill
advise the policyholder how to
handle a situation as it develops,
he explained.

Meanwhile, companies face a
different type of executive risk:
"white-collar crime,"” said John P.
Coonan, vp of Chubb & Son Inc., a

unit of Chubb Corp. in Warren,
N.J.

The U.S. Chamber of Commerce
recently estimated that white col-
lar crime costs industry about $40
billion annually, Mr. Coonan said.
Indeed, companies probably lose
an average of 1% to 2% of their
sales to crime, most committed by
or in collusion with employees, he
said.

Commercial crime or fidelity in-
surance policies usually provide a
company with financial protection
against losses arising from: em-
ployee theft from the workplace or
during transit; computer-aided
theft or fraud; and fraud or altera-

For better

control over

risk management,
it pays to know
the right people.

tion of documents by an employee
or an outsider.

Coverage extensions can be pur-
chased that can, for example,
broaden the definition of an em-
ployee to include part-time work-
ers or representatives or agents of
the company, Mr. Coonan said.

The commercial fidelity insur-
ance market currently is "very
competitive and very good for
buyers," he noted.

In fact, policyholders probably
can expect to pay fl'at renewal
rates or, in some instances, can ob-
tain rate reductions of up to 20%,
he said.

VWWhen pricing such a policy, an
underwriter considers several fun-
damental factors, according to Mr.
Coonan. These usually include:

« The nature of the buyer's oper-
ations. For example, a company
manufacturing or handling small
but valuable items, such as com-
puter chips or valuable metals and
stones, likely will be considered a
greater risk than a company man-
ufacturing large, less easily trans-
portable, objects, he noted.

* The thoroug}mess of a com-
pany's audit procedures. A com-
pany should implement these pro-
cedures at least once annually to
avoid undetected losses for a long
period of time, he noted.

- Internal controls to hinder
corporate theft.

*» The size of the company, the
number of employees, and the size
and locations of all its operations.

« The company's financial con-
dition. "A company which is finan-
cially unwell tends to raise red
flags to underwriters of corporate
crime policies," Mr. Coonan said.

- A company's growth rate. "It's
been our experience that com-
panies that are very fast growing
often have trouble controlling and
managing their expansions,
whether they are growing via ac-
quiisitions or through organic
growth,” Mr. Coonan said. He
added that internal controls can
deteriorate as a result of rapid
growth.

< A company's loss experience.

< A company's money and se-
curities exposure-how much is
kept at each location and how well
the company protects them. |
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Loss control plans trim work comp costs

By ADRIENNE C. LOCKE

BOSTON-Employers that self-in-
sure their workers compensation
program should implement a mul-
tifaceted loss control program, a
panel of workers compensation ex-
perts agree.

The program should consist of
adopting a corporate philosophy that
all injuries are preventable, studying
claims data to determine where
safety improvements are necessary,
establishing realistic goals, tracking
the progress of all claims, managing
all claims and evaluating the pro-
gram, experts said.

"The better your risk control tech-
niques, the less expensive the risk
financing," summed up Philip E.
Goldsmith, director of lost control
services at J.H. Albert International
Insurance Advisors Inc. in Needham
Heights, Mass.

To start, an employer should adopt
the philosophy that a workers comp
loss control program can either per-
form well or poorly, depending on
how it is run, said Noe Salazar,
director of safety and security at Mi-
chelin Tire Corp. in Greenville, S.C.,
during a session at the 28th annual
Risk & Insurance Management So-
ciety conference in Boston.

Mr. Salazar, who also moderated
the session, believes that a workers
comp loss control program should be
based on two philosophical corner-
stones:

« All injuries are preventable.

"It doesn't mean that all injuries
will be prevented," he said. But it
does mean that the program is ac-
tively seeking ways to make the
workplace as safe as it can be.

» Management is responsible for
providing a safe workplace.

The use of claims data can greatly
increase the program's ability to pin-
point areas where the employer needs
to improve safety, said Willard L.
Quinn Jr., senior vp of operations at
Hewitt, Coleman & Associates Inc., a
claims administrator in Greenville,
s.c.

"Data processing is one of the most
underused tools available in loss con-
trol,” he said.

Mr. Quinn listed six pieces of in-
formation that a company always
should pull from its workers comp
claims files to help the company con-
trol workers comp costs:

* Length of service of injured em-
ployees, broken down into segments,
such as less than 30 days, less than
one year, one to five years, and five
years and more.

For example, "if we find that a
number of injuries are occurring
within the first few months of em-
ployment, it can be a sign that
changes need to be made in the em-
ployee training program,” Mr. Quinn
said.

Data processing also has uncovered
trends that many workers employed
for long periods of time without inci-
dent suddenly suffer injuries. Upon
further investigation, the employer
has found that those workers had no
additional safety training since be-
ginning their jobs, he said.

« Accident descriptions, including
the type of accident, the nature of in-
jury, the injured body part and the
cause of the injury.

+ Severity of injuries in terms of
dollar amount and amount of time
lost.

« Frequency of injuries and claims,
reported in monthly, annually, and
year-to-date formats.

+ Seasonal injuries, segmented by

BASES
LOADED.

Hear the pitch.

day of week, week of the month,
and month of the year.

+ Departmental injuries by plant,
shift, supervisor and work section.

An employer then can consider all
of this information to pinpoint when,
where and how accidents are occur-
ring, Mr. Quinn said.

From that point, the loss control
program can begin to target these
areas for improvement, he said.

Planned objectives of the loss con-
trol program should be based on real-
istic, tangible goals, Mr. Salazar said.

For example, a loss control pro-
gram could set a target of inspect-
ing 10 pieces of equipment a month
instead of five, or offering four train-
ing seminars annually instead of two,
he said.

In addition, a loss control program
should be committed to training em-
ployees to comply with federal health
and safety regulations and encourag-
ing engineers to design safety fea-
tures into new equipment, he said.

As the loss control program de-
velops, it should be evaluated based
on such short-term measures as the
number of claims reported, the num-
ber of safety and training measures
implemented, and the level of em-
ployees' safety awareness, said Mr.
Goldsmith of J.H. Albert.

A company also should look at the
long-term results of its program, such
as the amount of claims paid,
changes in accident frequency, aver-
age time lost as a result of injury and
changes in productivity, he said.

Meanwhile, when a worker suffers
a work-related injury, employers
"should avoid unnecessary litigation
and pay legitimate claims quickly,"”
advised Richard B. Kale Jr., an attor-
ney with Haynsworth, Baldwin,
Johnson & Greaves P.A. in Green-

L

ville, S.C.

The employer should closely track
the progress of the case and contact
the attending physician so the worker
can return as soon as possible, if he
can, Mr. Kale said. Tracking the in-
jured employee's recovery not only
establishes a good relationship with
the employee, but also allows the
company to keep track of the medical
cost and services provided, he noted.

But, if after a formal investiga-
tion the company still questions the
claim, litigation management will
help employers determine when to
settle claims and when to dispute
them, Mr. Kale said.

Mr. Kale recommended that em-

ployers consider several factors be-
fore litigating a claim:

- The facts of the case. If there
is not much evidence to dispute the
claim, it might be better to settle,
he said.

« The cost of litigation. It does not
make sense to spend $20,000 to dis-
pute a $5,000 claim, he said.

* The state laws that apply to the

» The judge who will be hearing
the case. Some judges may be more
conservative or liberal in interrupting
work comp laws, he said.

Stella Alexis Wagner, assistant vp
at Hewitt, Coleman in Dallas, coor-
dinated the session. |
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Risk manager of the ye-

Federal scrutiny of industry intensifies

By ADRIENNE C. LOCKE

BOSTON-Property/casualty in-
suranceissues are taking center
stage with consumers and lawmak-
ers alike.

The result, observers say, will be
tough scrutiny of the insurance in-
dustry that possibly could lead to
federal regulation.

Concerns over insurer insolven-
cies, unavailable coverage for some
types of risks and the general pub-
lic dissatisfaction with the entire
insurance marketplace have made
insurance the focus of many re-
ports and proposals coming out of
Congress, said Roger N. Levy, vp-
federal government affairs at Tra-
velers Insurance Co. in Washing-
ton, D.C.

"The insurance industry needs to

recognize that we have a problem
with polieyholders and needs to
communicate with them more than
we do," Mr. Levy said.

To stem the tide toward federal
regulation, state regulators and the
insurance industry itself must
make significant and voluntary
changes in regulation, communica-
tions and their general policies,
said experts during a session at the
28th annual Risk & Insurance
Management Society conference in
Boston.

Experts said they expect no de-
finitive congressional action this
year on legislation that would re-
form the insurance industry, but
warned that the issue will resur-
face unless serious reforms are
adopted voluntarily.

Consumer mistrust of insurers

and industry practices spurred in-
dividual rate rollback laws like
California's Proposition 103 and
national initiatives like the pro-
posed modification or repeal of the
McCarran-Ferguson Act of 1945 to
eliminate insurers' limited anti-
trust exemption (BI, Jan. 30, 1989),
Mr. Levy said.

Legislators, for their part, have
begun to question the efficacy of
state solvency regulation after the
well-publicized failures of Mission
Insurance Co., Transit Casualty
Co. and Integrity Insurance Co.,
said Barbara S. Haugen, director
of federal affairs of the National
Assn. of Insurance Brokers in New
York (see story, page 20).

A House subcommittee report
released in February found state
solvency regulation -seriously de-

ficient" and said parallels between
insurer insolvencies and the failure
of savings and loan institutions are
"obvious and deeply disturbing”
(Bl, Feb. 26).

Ms. Haugen said that report-re-
leased by subcommittee Chairman
Rep. John D. Dingell, D-Mich.-
makes public many of the current
system's problems and could pro-
mote federal regulation of the in-
surance industry.

The message from Congress, she
said, is clear: "Either the insur-
ance industry and its regulators
address these issues, or Mr. Dingell
is prepared to do it for us.”

With the 12 subcommittee mem-
bers apparently unanimous in their
support of the report, Ms. Haugen
said she has "no doubt that the

panel will pursue" solvency regu-
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While the subcommittee's report
makes no recommendations, it
strongly suggests that insurers and
regulators work on some of their
problems, she said.

According to Ms. Haugen, the
subcommittee’'s "hit list" includes:

- Delegation of authority. In-
surers rely excessively on judg-
ments of managing general agents,
brokers and others who may be
incompetent or have conflicting in-
terests.

* Holding companies and affili-
ates. -Insurance companies can be
too easily overleveraged and
milked of their liquid assets by af-
filiated companies,” Ms. Haugen
explained.

- Inadequate monitoring of re-
insurance. It is not clear how ex-
tensive the reinsurance "chain" is
or whether "all the links are sound,
yet the very existence of some
companies is based on the belief
that reinsurance will actually pay
their stated portion of claims," she
explained.

= Unreliable information. State
regulators must rely on informa-
tion provided by insurers.

- Ineffective regulation. Over-
sight is hindered by infrequent ex-
aminations, uneven implementa-
tion, inadequate resources, and
lack of coordination and communi-
cation among regulators.

- Enforcement. Insufficient ef-
fort is now devoted to investigating
insurer insolvencies and punishing
those responsible.

However, David Gates, a former
Nevada insurance commissioner
and former president of the Na-
tional Assn. of Insurance Commis-
sioners, defended state regulators.

"Many of the problems cited (in
the Dingell report) are already well
on their way to being fixed," he
said.

The NAIC, for example, is work-
ing to improve its Insurance Regu-
latory Information System to pro-
vide more useful information for
solvency evaluations, and is im-
proving both its training program
for examiners and the examina-
tions they use, according to Mr.
Gates.

The NAIC also is trying to set up
minimum standards for solvency
regulation for state departments,
though it is unclear what would be
done to a state that did not comply,
he said.

A desire to keep regulation at the
state level should motivate states
to do a better job of regulating in-
surer solvency, he said. "If given
a choice between state and federal
regulation, states believe they are
going to do it better."

But some form of federal regula-
tion would be likely if another
"major insurer were to go belly-up
and state regulators were to have a
difficult time dealing with it" or
"if the market were suddenly to
turn hard, and consumers com-
plained to their representatives,"
said Ms. llaugen.

Meanwhile, another bill pending
in Congress-federal product lia-
bility reform legislation sponsored
by Sen. Robert Kasten, R.-Wis.-
will not be approved this year, said
Laurie Londoner, vp of govern-
ment and industry affairs for
Alexander & Alexander Services
Inc. in Washington, D.C.

Opposition to the bill is too stiff
in the Senate for the bill to pass,
though product liability reform
will continue to be considered, she
said.

Bart Canon, director of risk
management at Fleming Cos. Inc.
in Oklahoma City, moderated the
session. W. Lee Carter Ill, vp and
director of research and develop-
ment at Alexander & Alexander
Inc. in Dallas, coordinated the ses-
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Merrett settles suit over runoff contract

vided 50% of unlimited runoff re-

By STACY SHAPIRO

and CAROLYN ALDRED insurance for claims paid on or

after Jan 1, 1982 by syndicate 544
LONDON-The first dispute for years 1978 and prior, excess of
over an unlimited runoff reinsur- $9 2 million
ance policy to go to trial suddenly Mr Dolling-Baker, former un-
was settled last week by the three derwriter for syndicate 544, man-
parties in litigation aged by A J Archer Holdings
Lloyd's of London underwriters PLC, sued Mr Merrett to force
Stephen Merrett and Derek Doll- payment on the policy written by
ing-Baker and Lloyd's broker Win- syndicates 421 and 417, managed
chester Bowring Ltd last Tuesday by Merrett Underwriting Agency
signed a confidential agreement Management Ltd
ending the litigation, which had Mr Dolling-Baker also sued
begun April 24 (Bl, April 30) Winchester Bowring, the broker
Mr Merrett in 1988 had voided that placed the runoff reinsurance
an unlimited runoff reinsurance Policy He contended that if the
policy written in 1982 by two of his Merrett syndicates did not have to
syndicates for syndicate 544, pay due tomisrepresentationofthe

whose underwriter was Mr Doll- risk and Winchester Bowring was
ing-Baker found negligent, the broker should

cies, the parties have capped the spokesman, who would not com-
reinsurer's liability at a figure ment on whether the settlement
higher than the known liabilities followed the terms of the Merrett
Known losses to be paid by syn- settlement

The High Court trial in the dis-
are estimated at $18 million to $20 pute between Mr Dolling-Baker
miillion and Mr Merrett and Winchester

dicate 544 under the runoff policy

Following the settlement of the Bowring was in its third week
dispute between Messrs Merrett when the settlement was made The
E ol and Dolling-Baker, syndicate 544 three parties' opening statements
also settled a dispute with un- had been given, but witnesses had

derwriter Richard Outhwaite, who not yet been called
wrote the other 50% of the runoff The trial, which began April 24,
coverage on behalf of syndicate was the first dispute over the
317/661, managed by RHM Outh- costly and controversial unlimited
waite (Underwriting Agencies) runoff reinsurance policies to be
Ltd heard in an open court
The Outhwaite agency had not More than 30 runoff reinsurance
disputed the validity of the runoff contracts were written in the
policy, but had been discussing the early 19805, mainly by former

amount of claims filed against the Lloyd's underwriter John Emney

Stephen Merrett

Mr Merrett had contended that cover syndicate 544's compensa- terms of the settlement confiden- policy with syndicate 544, an for syndicates 417 and 421, man-

his syndicates were misled by in_ tory damages
complete information given the
Merrett underwriter who had ac- Marsh & McLennan Cos Inc

cepted the policy The policy pro-

Winchester Bowring is a unit of week cn the settlement

The parties agreed to keep the putes over runoff reinsurance poh- clause," said the Outhwaite

tial and would not comment last Outhwaite spokesman said aged by Merrett, and by Mr Outh-
"The terms of the agreement are waite
In previous settlements of dis- sub]ect to a strict confidentiality Winchester Bowring was the

Continued on next page

Coverage litigation to proceed in Spain

By MARIA KIELMAS

the Madrid court's ruling on the

ever, all parties agreed to abide by Dec 5,1987

Part of the ship's cargo-8,800

MADRID, Spain-Two suits filed proper forum for the case, he said tons of toxic dimethyl isocyanate
in coverage litigation over losses at At issue in the litigation 15 Ine- and cyclohexane-exploded on
Spain's largest aluminum plant spal's $150 million in property Dec 6, killing 23 of 31 crew mem-
will proceed in Spain, after a damage and business interruption bers A second explosion followed
Spanish court last month rejected insurance underwritten by Musini, on Dec 10

a defendant's bid to have its case which covers all of Inespal's Span-
heard in a New York court

On Dec 11, more than 200 con-
ish operations Musini retained tainers of chemicals from the ship's

Madrid-based aluminum pro- 1 5% of the risk and ceded the re- cargo washed up on the coast Gov-
ducer Industria Espanola del Alu- mainder to AIG ernment officials ordered the
minio S A is seeking 11 billion pe- Musini and AIG would not com- chemieal containers to be tran-
setas ($106 1 million at current ment on the litigation.
exchange rates) for property and

sported to Inespal's private wharf
The coverage dispute dates from at the San Clprian plant
business interruption losses stem- a December 1987 walkout at Ine- The company is claiming 2 5
ming from a December 1987 work spal's San Ciprian smelting plant billion pesetas ($24 1 million) for
stoppage at its San Ciprian alumi- (Bl, Jan 18,1988) The employees material damage losses and 8 5
num smelting plant stopped work without maintaining billion pesetas ($82 million) for
Separate actions were filed in what Inespal termed minimal ser- business interruption losses stem-
Spain against Spanish insurer Mu- vices necessary to maintain the ming from the damage caused by
sini Sociedad Mutual de Seguros y aluminum smelting process As a the work stoppage
Reaseguros a Prima Fila, a state- result, the metal under process so- In aadition, Inespal filed a claim
owned insurer, and reinsurer lidified and the plant was forced to for property damage losses with

American Home Insurance Co, a shut down until June 1988 the government catastrophe in-

unit of American International The workers left their posts fear- surer, Consorcio de Compensacion
ing contamination from drums of de Seguros, under a civil commo-

After the litigation was filed in toxic chemicals stored at the tion clause of the Consorcio pol-
December 1988, American Home plant's private harbor facilities icy However, the claim was re-
had argued that the portion of the The drums were recovered from a lected by Consorcio, which ruled
litigation against it should be Panamanian-registered freighter, that because there was no violence,

heard in a New York court, a the Cason, that ran aground off the employee walkout could not be

Group Inc of New York

Spanish coverage battle

Inespal's claim arises from damage to its San Cipnan plant after
workers fled, fearing contamination from drums of toxic chemicals
stored there. The drums were salvaged from a freighter that exploded
off Cape Finisterre Dec. 5, 1987

ATLANTIC
OCEAN

San Ciprian P

Finisterre

Corcubion

SPAIN

spokesman for Inespal said How- the coast of Cape Finisterre on

Aetna, Generali
disband Aegen

NEW YORK-Aegen International Inc, a marketing and under-
writing venture formed in 1981 to provide property/casualty cover-
age to multinational corporations, is being disban(ied

Aetna Casualty & Surety Co of Hartford, Conn and Assicura-
zioni Generali S.p A of Trieste, Italy each owned 45% of Aegen
Taisho Marine & Fire Insurance Co Ltd of Tokyo owned the re-
maining 10% stake

The partners say that they each will offer insurance on a direct
basis for companies doing business abroad

"Aetna and Generali have been working together since
1966 Now, after nine years the companies have re-examined the
Aegen structure and concluded that they can provide coverage
more efficiently directly,"” Aetna said in a statement

The Joint venture-which reported $10 million in direct written
premiums in 1989-was dissolved May 4 Operations will be phased
out as existing business expires, according to Aetna Aegen will re-
tain sufficient staff to service accounts until they expire, Aetna
said

"Aegen was simply a means of selling the underwriting services of
Aetna, Generali and Taisho," Aetna said "The companies in-
volved still will be offering the same services, only now directly "

The Aetna/Generali International Benefits Network, a Joint ven-
ture providing employee benefits for foreign employees of mul-
tinational corporations, will not be affected by the change, Aetna

said

-By Michael Schachner

Continued on page 73
BI/JOHN HALL

Debaters see end to face-to-face dealings

London traditions in peril?

By STACY SHAPIRO said David Springbett, chief exec- London market in international in-
utive of PWS Holdings PLC, who surance and reinsurance," he said
LONDON-Electronic networks seconded the opposition and As information technology
will have a chilling effect on the warned that market traditions "takes giant strides, the world
London insurance market's unique "will not flourish" with the growth seems to be shrinking about us,"
face-to-face negotiations, the ma- of computer networks Mr Schonbeck added
lority of leading brokers and un- However, Philip Marcell, who Two insurance computer systems
derwriters decided at a recent de- proposed the motion, argued that -LIMNET, the London Insurance
bate face-to-face negotiation skills still Market Network, and RINET, the
But those who argued computer would be essential even with the European Reinsurance and Insur-
networks would weaken the tradi- development of computer net- ance Network-"are already at the
tion of negotiations and those who works Mr Marcell is chairman of starting blocks," he noted
maintained they won't agreed on Unionamerica Insurance Co Ltd Because Skandia-along with
one point The networks would and subsidiary Continental Rein- Munich Reinsurance Co and Swiss
make the market more efficient surance Corp (U K ) Ltd Reinsurance Co -is a founding
and less costly Gerhard Schonbeck, managing member of RINET, 'it feels ap-
The motion discussed during the director of Skandia U K., a subsid- propriate that we should host a de-
debate-held May 2 and sponsored iary of Skandia International In- bate on the implications for the in-
by Skan(lia UK Insurance PLC surance Corp of Stockholm, Swe- dustry of the impact of modern
-was 'This house believes that den, said "We are convinced that technology,” Mr Schonbeck said
traditional underwriting and bro- London will continue as the During an open discussion on the
ker skills (in London) will flourish world's greatest insurance market, motion from the floor, most guests
in the age of networks and expert no matter what the challenges may initially seemed to support the mo-
systems " bring
The motion was voted down by But one underwriter noted that
a margin of 13-3 at the black-tie International decided to organize if, with the advent of computer
dinner attended by London insur- and sponsor an event such as to- networks, brokers only negotiated
ance market leaders night's is that we recognize the im- face-to-face with leading un-
mense strategic importance of the

tion.

"The reason why we at Skandia

"Be careful, progress is here, Continued on next page
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Merrett settles "Yes, my lord," said Mr Temple ture was given" of the 1980 and The missing %aragraph would other Lloyd's syndicates, he said
Continued § ) "It's a meeting of underwriter to 1981 figures, there was no fair pre- have shown that syndicate 544's None of the Information that Mr
rom previous page underwriter I's a meeting of sentation of syndicate 544's figures total known claims and IBNR for Merrett now says is "so critical"
broker on mquf the 11 contract§ dro fessppal in the ark(? where and the information was ver}/ ma- asbestos totalled $3 million rather for syndicate 544’s contract was in
written by Mr Emney and many of one Is entitled to trust the other terially obscured,” Mr Temple told than $1 8 million the placing files of either of the
the mere than 30 contracts written Mr Dolling-Baker asserted that the court "This is essentially an It also explained that a formula other contracts, said Mr Collins
by Mr Outhwaite _ he and Mr Merrett were to discuss unfair presentation” that disguised was used to come to this figure If = And in neither of the two other
Mr Merrett had repudiated the the scope of claims on the contract, the true situation Mr Emney had seen the para- cases did Mr Emney require IBNR

runoff contract written for syndi- but Mr Temple said the two men In addition, Mr Merrett had as- graph, he would have seen that "in or reinsurance-to-close figures or
cate 544 pecau§_e, among other met to d|§quss "the placing of the serted that ttEe exclusion of key in- At what they |!1ave done |s under- un erlying [hformation about how
ings, information was not dis- contrac formation led his syndicates to be- reserved," said Mr Temple those were reached, said Mr Col-
closed to Mr Emney to give the Addressing the placement of the lieve that known asbestos claims By ltself, the missing paragraph lins
true deterioration of liability policy in 1982, R/Ir Temple said and incurred-but-not-reported would not have been as important In other gases, Mr Emney asked
losses to Mr Dolling-Baker's syn- that in order to decide whether the claims for 1978 and prior years to- provided the other "underlying in- for other in ormatlorﬁme existin
dicate. Mr Merretf’s lawyer Anth- coperage could be written, Mr taled $1 8 million at year-end 1981 formation" from the other two reinsurance programs in place an
ony temple hadtoidthe coart Emney needed to see the known However, the $1 8 million related missing documents on reinsur- outstanding claims But he did not
And "deterioration |5 a highly claims outstandln? and incurred- to reported-but-not-yet-paid as- ance-to-Close had been shown to ask for information on IBNR re-
significant factor,”he sai but-not-reported Toss reserves of bestos claims as of March 1982 and Mr Emney, he said Questions serves, said Mr Collins
In addition, in a 1987 letter Mr 1980 and 1981 for syndicate 544 did not include IBNR, Mr Temple would have arisen that Mr Emney Nevertheless. two of the docu-
Merrett said the policy was valid But "the parameters of disclo- said would have wanted answered be- ments on 1980 and 1981 reinsur-
?hnly bh?ct:ha tuls fe he itn co rr}rec tl sulge bgtyvﬁen 1_38_'(_)hanfd 1981t\rr]vetrehThrlgehpiec%s of I(jnforlmati(?? tfl\w/lat fore writing the policy, he said ance-to-close that would have shed
ought that Information shown to altered," he sai e figures that should have been disclosed to Mr But that information was not in liaht on IBNR reserves were in
him at a March 1987 meeting with Mr Emnex thou\%ht were comPara- Emney would have given him an the broker's p arglng fﬁe, said R}lr syr%llcate Eﬂl ?ac{ng file at the
Mr Dolling-Baker was “"accurate," ble between the two years 111 tact Idea that IBNR reserves for syndi- Temple request of Mr Outhwaite, accord-
accordingio Mr Temple were not, Mr Temple said cate 544 were not disclosed, ac- However, Winchester Bowring's ing to Mr Collins So Mr Emney
{0 think that the contract was valid ration beuwben the te yoors of - s (0 Mr Temple ng2ormey Michael Coling says that would have seen them
: 11 years o Two of the documents contained Mr Emney had the information es Tor the missing paragraph,
and unquestioned and allowed Mr nearl g‘l 2 million ought to have Information on syndicate 544's re- that he and Mr Quthwaite asked Mr Collins maintained that it was
Dolling-Baker to close syndicate been%s 00,000 greater, said Mr insurance-to-close of 1980 and for in the placing file in order to the Archer agency and syndicate
44's 1984 and 1985 underwriting Temple The amount that wasn't 1981, which would have included write the coverage and the 1nfor- 544 that wanted the paragraph re-

. disclosed Ls quite small, but it is information on IBNR The IBNR of mation was not misrepresented moved And the paragraph was re-

"There was non-disclosure or more than 50% of the amount that the syndicate should have been When the coverage was placed in moved because syndicate 544 be-

misrepresentation which Mr Doll-was disclosed, he said disclosed to Mr Emney in order for May 1982, asbestosis claims "were heved the IBNR figures and asbes-

9 i . ) .In addition, ther_§ was a t?nfold m to assess the risk, said Mr becoming a big problem," said Mr tosis loss reserves were not yet fin-

spected,” but he did not disclose to increase in specific asbestos re- Temple Collins, and the whole market, in- alized or approved by the auditors

Mr Merrett, said Mr Temple That serves between 1980 and 1981, other piece of Information cluding Mr Emney, knew about and would therefore be subject to
would make the letter invalid, he which was not disclosed based on that errett says was excluded them change, Mr Collins said

the figures Mr Emney claims he was paragraph four of a four-par- In addition, by the time syndi- “Quite simply, the plaintiff was

atistied that the nformation

Justice Hirst, who had presided saw, said Mr Temple This huge a?raph memo that would have In- cate 544's runoff contract was not s
ver the case, Interjected, "If you increase "shquld have been materi- cluded information on the formula written, two other runoff contracts in that paragraph was accurate,"
E nJﬁ'\e e, t%n ally (ﬁ , L{'le sal(?

now of a deféct o sclose : ' - h ; f
i ; o used to assess syndicate 544's had been written by Mr Emney said Mr Collins, referring to syn-
it's your duty to disclose it? Because "a very incomplete pic- IBN%, sai(?ﬁ/lr 'Fem;YIe through Wincheste¥ Bowring fg/r dicate 544 9 Yy

London debate

Continued from previous page be so high, Mr Springbett said
. derwriters, the broker would lose Also opposing the motion in the
Th e I nfo rm atl O n Ad Va ntag e the insight that following un- debate was Hamish Ritchie, chief
derwriters can add about the risks executive of Bowring U K Ltd,
Another underwriter said that and director of parent company
while his company was "very C T Bowring & Co Ltd

: R much" in favor of new technology, Supporting the motion with Mr
RI M S N ET ® The Electronic News and Informatlon-Network of the London has achieved its preemi- Marcell was Richard Clayton, re-
Risk and Insurance Management Society, Inc. nence "because of its unique sys- sponsible for all non-marine as-

tem of broker/underwriter face-to- sumed reinsurance for the Eagle
face (placement) | would hate to Star Holdings PLC, who se-

Only RIMSNET Gives You: see that disppear conded ine motion
In the end, opponents of the mo- "I firmly believe that traditional
+ Daily News for Risk Management and Employee Benefits Professionals--More than 150 tion had won over more guests underwriting skills will continue
Newspapers and Periodicals Monitored Mr Springbett had the last word no matter how the framework
- Wire Stories From United Press International before the votes were cast changes,” Mr Marcell said
, . "You haven't paid proper atten- Underwriting decisions need a
* Standard & Poor's Insurance Rahng Service tion to the question,” he scolded degree of face-to-face negotiation
* Buyer's Guide of U S and International Risk Management and Employee Benefits Services the audience ) between brokers and underwriters,
* Legislation and Regulation Tracking Services from LEGI-SLATE® Traditional bmk.ef,'ng a.nd,,l‘.m_ he said :
. . derwriting skills will "flourish” in Junior brokers will not have to
» Advanced, Easy-to-Use Electronic Mad and Bulletin Board Systems the age of networks and computer go door-to-door to place everyday
» Keyword-Searchable Risk Management and Employee Benefits News Database systems, the mo- risks, he said
. . . . . . . .. . . tion said Mr But face-to-face
» Electronic Travel Services including flight booking via the Official Airline Guides® Springbett It's a shame it negotiations will
- And Much More pointed out that . . . still be needed
A (networking) didn't when dealing
means, among happen 10 years with leading un-
. . other things, "to A derwriters and
Easy Access Via Your Office Computer il nayitne ago,' says David trying to place
* No Special Hardware or Software Requirements expand " Springbett rdifficult” and
- Local Telephone Call From Most Metropolitan Areas BUtktraditiona' vnusual cover-
market ways
* Convenient Canadian and Overseas Access will ot flourish :gjs’ Mr Marcell
» Easy-to-Follow Menus Guide You Through RIMSNET Services when screen trading becomes a re- Computer networking will not
ality," he said supplant traditional skills and
"I am one of the greatest fans of will, in fact, allow them to flourish,
networking It's a shame It he said Networks will let brokers
di(in't happen 10 years ago,"” Mr answer underwriters' complex
More than 200 corporations are presently accessing RIMSNET's umque news Springbett said questions quickly and easily, he
and mformation resources RIMSNET information is tailored for risk There's no question that net- added And claims and policies
. . . working will replace face-to-face will be administered faster with
management and employee benefits professionals, by the Risk and Insurance contact But it will make our in- the electronic system
Management Society, Inc , the professionat organization of risk managers dustry more efficient Ours is one But to keep its unique position m
and benefits professionals of the most inefficient*industries," the world, London "will need to
he said keep face-to-face negotiations and

Contact Nancy Douglass, the RIMSNET manager, at (212) Ne?working will_allow ur'.l— tra_diEional skills,” Mr Mart?ell
286-9292 for additional details and subscription mformation Sfrxgtteicr,sntz,(.farlilsukpslr\],l?t%r;iqttlges:;d m-m;e: etj 'E:gli?;s §§ F:Ig Lu:f
broker looking over his shoulder, derwriters "
and come to some "right answers," Mr Clayton pointed out that If
1 Mr Springbett said his opponents really thought com-
4<A _ Brokers vyill spend less time giv- puters would replace people, they
ing sales pitches and persuading wouldn't have been present at the
reluctant underwriters to agree to debate
risks, he added "They would be up on a screent"
"Traditional skills are not going Mr Clayton quipped, drawing
to flourish,” Mr Springbett laughter from the audience
stressed "There will be fewer and If the traditional way of placing
fewer brokers and fewer un- risks in London isn't going to con-
derwriters and rates could take tinue, then 24 companies were

further reductions if we were effi- gambling 55 million pounds ($91 8
cient"” because overheads wouldn't Cont:nued on next page
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Continued from previous page
million at current exchange rates)
by moving into the new London
Underwriting Center, Mr. Clayton
said.

The same evening the debate was
held, ballots were being drawn for
office space in the LUC, which will
house non-marine insurance corn-
panies.

Mr. Ritchie of Bowring U.K.-
who officially opposed the motion
-asked the assembled brokers and
underwriters to consider a key
question.

"Is our industry going to remain
static over the next decade? Or will
we strike out to make it more effi-
cient?"

Mr. Ritchie continued, won-
dering aloud whether members of
the audience would vote with their
heads-which he said must know
that the London market's tradi-
tional ways must change-or with
their hearts.

"Our lives have been altered by
the phone, the telex, and the fax,"
he said. Instead of going to a teller
in a bank to get money, people now
withdraw cash "from a hole in the
wall,"” he added.

Automated robots now work on

Coverage suits

Continued from page 71
classified as a civil commotion.

The coverage dispute involving
Musini and American Home stems
in part form from the fact that the
Inespal coverage was written on a
U.S.-type, all-risk property insur-
ance policy, which is broader than
a typical Spanish property policy.
Spanish policies typically insure
only specified risks.

Inespal named American Home
as well as Musini in its coverage

litigation "because our legal ad-
visers said we have to work a tacti-

cal action,” said the Inespal
spokesman. He denied suggestions
in the Spanish insurance market
that Musini wanted to settle but

was pressured by American Home
not to do so.
Before Inespal filed its suit in

December 1988, a Musini spokes-
man had told Business Insurance

that the insurer was inclined to
settle (Bl, Oct. 3, 1988).

Rafael Merry del VVal, managing
director of Marsh & McLennan
Espana S.A., which was Inespal's
broker, denied reports in the
Spanish press that the broker was
also named in litigation by Inespal.
An Inespal spokesman confirmed

that the Spanish subsidiary of

Marsh & MelLennan Cos. Inc. is not

being sued by the company.
Inespal is 72.75% owned by the
state holding company Instituto
Nacional de Industria, which also
owns 100% of Musini. Montreal-

based Alcan Aluminum Ltd. owns

23.9% of.Inespal and the remainder
is held by various Spanish banks.

While it appears somewhat un-
usual that two companies with a
common parent would litigate an
issue, "the ae-tion has to be seen
from the perspective of Spanish
law,"” the Inespal's spokesman
said. It is 4 'quite normal in Spain”
for two companies from the same
state-controlled holding group to
take such legal action against one
another, he added. He said the gov-
ernment itself was not involved in
the dispute.

A source in Madrid who asked
not to be named said there was no
acrimony in the coverage dispute,
noting instead that it centered on
differing Spanish and American
legal interpretations of the work-
ers' walkout and the responsibility
for it.

"The two sides have agreed to

disagree and decided to go to a
court to decide the outcome. It is
all very civilized," the source said.
The San Ciprian plant is Spain's
largest aluminum smelter and the
third-largest in Europe, according

to a plant spokesman.

factory floors instead of people,
and autopilots are used on aircraft
and the pilot is only there "in case
of emergency," Mr. Ritchie said.

On-screen trading for personal
lines insurance policies already
exists, he said, "though it has its
problems."

And computer networking
within the London insurance mar-

ket could reduce the number of
brokers tenfold in the next five
years, he said.

Is the industry really efficient
when brokers stand in line for
hours, and policies and claims take
so long to agree and administer? he
asked.

"Is face-to-face the best way of
conducting business? Many of the
problems in the market have been
caused by face-to-face under-
writing," Mr. Ritchie contended.

On-screen underwriting will be
as successful as face-to-face un-

__derwriting, he asserted. 1
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Practical Risk Management

The Professional's Handbook

This 2-volume, continually revised, loose-leaf handbook
covers all topics a risk manager encounters, from risk
identification, internal management, loss prevention,
claims and litigation control, through details of insurance
policies and sophisticated risk transfer techniques. Used
today in 32 countries.

Subscribers include most of the Fortune 1,000, many
public entities, as well as agents and brokers, including
all the ten largest.

Voted the most useful reference at several RIMS industry

sessions.

Practical Risk Management
RO. Box 10093
Oakland, CA 94610 (415) 653-3687
Send to:

Company

Name
Address

City, State zip

Il Check enclosed. First year $335. Add $15
postage overseas. Subsequent years $145.
El Please bill (add $10)
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WHATGIVES
SWISS LIFE
THE mGHT
TO T OTH 5
SECOND BEST

You're heading a subsidiary of an internationally active
company, or you're coordinating employee benefit planning on

an international level. You

plans which combine maximum beneflts with the best attainable

cost effectiveness. In either

fully meets these objective

Network of local insurers.

IS NOT

ENOUGH?

r main concern is to establish local

case, there is one infrastructure that

s: SWISS LIFE and its international

You see, the primary aim of the SWISS LIFE Network is to

provide the world's best em

ployee benefit plans. Market-leading

local insurers, known for their commitment to SWISS LIFE's high

standards, link up to form t
insurance Network. At one

he world's largest and most efficient

and the same time, you benefit from

the best available local plans tailored to suit your company's

needs and the backing of an experienced and reliable interna-

tional Network, for a cost-benefit ratio that may well astound you.

You can be confident you're with the best in the business.
Whatever country you're in.

If you manage a subsidiary, contact your local Swiss Life
Network Partner - as a market leader in your country, he's easy to

find. And if you are in parent-company management, call us
direct at Switzerland +1/2063797.

THE RIGHT DECISION

Head Office: Swiss Life, General Guisan-Ouai 40,8022 Zurich/Switzerland, 'Iblephone 411/206 3797, Iblefax 41V20129 77; Argentina: Sud Atlantica; Australia: Colonial
mutual; Austria: Wiener Stadtische; Belgium: ZwitaerLeven/A.G. Suisses (Swiss Life); Brazil: lochpe Seguradora; Canada: Canada Life; Chile: Renta Nacional; Colombia:
Seguros Bolivar; Denmark: PFA Pension / Statsanstalten; Finland: llmarinen; France: Soci6t6 suisse (Swiss Life); Germany: Schweizerische Rentenanstalt (Swiss Life);
Greece: Laiki; Guatemala: Seguros de Occidente; Hong Kong: Jardine Life; Ireland: Irish Life; Italy: Swiss Life (ltalia); Japan: Meiji Mutual Life; Korea: Korea Life; Luxem-
bourg: Swiss Life (Luxembourg); Malaysia: Asia Life; Mexico: La Comercial; Netherlands: ZwitserLeven (Swiss Life); New Zealand: Colonial mutual; Norway: Vital
Forsikring; Panama: Aseguradora Mundial de Panama; Philippines: Lincoln Philippine Life; Portugal: Victoria; Singapore: Asia Life; South Africa: Southern Life; Spain:
Swiss Life (Espatia); Sweden: bygg-Hansa; Switzerland: Swiss Mobiliar/ La Suisse/(both non-life); 'lhiwan: Kuo Hua Life; Thailand: Bangkok Life; United Kingdom:
Swiss Life; USA: Swiss Life North American Services (Advisory Service) / The Guardian; Venezuela: La Metropolitana.
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PBGC tally of underfunded plans blasted

By JERRY GEISEL

WASHINGTON-Benefit consul-
tants and employers are questioning
the accuracy and relevance of the
Pension Benefit Guaranty Corp.'s list
of corporate pension plans with the
largest unfunded liabilities.

Critics charge the information re-
leased last week is out-of-date and
misleading, but the PBGC says the
figures will be updated periodically.

Fifty programs, including pension
plans sponsored by some of the na-
tion's largest companies, are under-
funded by a total of $13.47 billion,
according to the PBGC list.

These companies, concentrated in
the steel, transportation and automo-
tive industries, have promised $59.7
billion in "guaranteed" benefits but
had only $46.24 billion in assets in
their underfunded plans as of 1988,
according to the PBGC.

Guaranteed benefits are those that
the PBGC must provide to retirees if
a pension plan fails and there are in-
sufficient assets to pay benefits.

PBGC Executive Director James B.
Lockhart said the information is in
the public interest.

"Employees and unions should be
aware of the funding levels in their
pension plans. One of the ways we
can reduce future losses is to encour-
age companies to better fund their
plans," Mr. Lockhart said.

But the information-drawn from
annual reports covering corporate
fiscal years ending between June
1988 and May 1989-is in scme cases,
nearly two years old.

As a result, the list does not re-
fleet big contributions some com-
panies made last year to reduce pen-
sion liabilities, benefit consultants
and employers say.

' We are talking about dated in-
formation," said Mark Ugoretz, exec-
utive director of the ERISA Industry
Committee, a Washington, D.C.-
based benefits lobbying group repre-
ser_ting large employers.

For example, Bethlehem Steel
Corp.-third on the PBGC list with
$1.38 billion in unfunded liabilities
in 1988-contributed nearly $400
million to plans last year, reducing
its unfunded liabilities to less than
$1 billion, a spokesman said.

In addition, certain interest rate
assumptions by the PBGC overstated
the plans' liabilities by understating
future growth of plan assets, benefit
experts say.

"The PBGC numbers are, at best,
a rough cut. They are definitely over-
stated," said Dominick Cardase, a
partner at Kwasha Lipton, a benefit
consulting firm in Fort Lee, N.J.

Liability figures also may be mis-
leading for other reasons, according
consultants and employers.

INn some cases, the liabilities of

Datebook

MAY

MAY 20-22. Effective Management
& Direction of Malpractice Insur-
ers & Trusts seminar in Kailua-

Kona, Hawaii, sponsored by the Til-

linghast division of Towers, Perrin,
Forster & Crosby Inc., $750, $700 for
each additional attendee from the
same company. Mary Tschopp, Til-
linghast Seminars, 1 Atlanta Plaza,

non-U.S. pension plans were in-
cluded, even though the PBGC does
not guarantee such benefits, Mr. Car-
dase said. Where possible, the PBGC
said it excluded non-U.S. plans.

Employers complain that the
PBGC did not compare their pen-
sion liabilities to the size of the com-
panies.

For example, General Motors Corp.
was second on the list with unfunded
pension liabilities of $1.91 billion in
1988. That figure represents less than
2% of corporate revenues, a GM
spokesman said.

The list is not intended as a re-
flection of the companies' financial
health or an indication that some
companies are about to terminate
pension plans, said Mr. Lockhart.

The PBGC also found a wide range
of "funding ratios"-the ratio of pen-
sion assets to liabilities. Underfunded
plans at GM, for example, were
90.1% funded in 1988, one of the
highest ratios. By contrast, the two
lowest ratios were 28.5% for CF&I
Steel Corp. and 31.2% for Sharon
Steel Corp.

Employers on the PBGC list and
their 1988 unfunded pension liabi-
lities are:

« Chrysler Corp., $2.63 billion.

- General Motors Corp., $1.91
billion.

- Bethlehem Steel Corp., $1.38

billion.

950 East Paces Ferry Road, Suite
1100, Atlanta, Ga. 30326-1119; 404-
365-1642.

MAY 21-22. Insurer Solvency:
New Market Trends and Regula-
tory Directions conference in New
York City, sponsored by Executive
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« Pan Am Corp., $602 million.

» Texas Air Corp., $555 million.

+ Navistar International Corp.,
$454 million.

- Westinghouse Electric Corp.,
$451 million.

» Uniroyal Goodrich Tire Co., $394
million.

- Trian Holdings Inc., $389 mil-
lion.

« Armco Inc., $323 million.

- Western Union Corp., $285 mil-
lion.

< American Airlines Inc., $258 mil-

lion.

- Reynolds Metals Co., $248 mil-
lion.

« LTV Corp., $244 million (exclud-
ing three plans in litigation before
the U.S. Supreme Court with $2
billion in unfunded liabilities).

*« CSX Corp., $203 million.

« ASI Holding Corp, $194 million.

« Maxxam Inc., $182 million.

» Rockwell International Corp.,
$175 million.

- Sharon Steel Corp, $170 mil-
lion.

< UAL Corp., $166 million.

- CF&I Steel Corp., $152 million.

- National Steel Corp., $143 mil-
lion.

- Dana Corp., $142 million.

« Trans World Airlines, $108 mil-
lion.

* Loews Corp., $106 million.

» Goodyear Tire & Rubber Co.,

Enterprises Inc.; $1,045. Executive
Enterprises Inc., 22 W. 21st St., New
York, N.Y. 10010-6904; 800-831-
8333; 212-645-7880.

MAY 21-23. Environmental Reg-
ulation Course in New Orleans,
sponsored by Executive Enterprises
Inc.; $990. Executive Enterprises Inc.,
22 W. 21st St., New York, N.Y.

10010-6904; 800-831-8333; 212-645-
7880.

MAY 22. Questions on the New
CGL and CP Policies? Ask the
Claims Department workshop in
Vienna, Va., sponsored by The So-
ciety of Chartered Property & Ca-
sualty Underwriters; fee for two
workshops: $140 for Society of CPCU
members, $175 for non-members; fee
for one workshop: $85 for Society of
CPCU members, $105 for non-mem-
bers. Mari Jennings, Continuing Edu-

$101 million.

- Tenneco Inc., $96 million.

« United Technologies Corp., $93
million.

- Keystone Consolidated Indus-
tries Inc., $91 million.

- Allegheny Ludlum Corp., $79
million.

- Weyerhaeuser Co., $79 million.

- Borg-Warner Corp., $74 million.

- Burlington Northern Inc., $74

,million.

= Anchor Glass Container Corp.,
$66 million.

« Textron Inc.,$66 million.

« Jesup Group Inc, $64 million.

- Kellogg Co., $60 million.

- The BF Goodrich Co., $56 mil-
lion.

« Honeywell Inc, $56 million.

- Peter Kiewet Sons Inc., $56 mil-
lion.

« RJR Nabisco Inc.,$56 million.

- Allegheny International Inc., $52
million.

- Eaton Corp., $52 million.

- Boise Cascade Corp., $49 mil-
lion.

+ K-H Corp., $49 million.

- United Brands Co., $49 miillion.

< American Financial Corp., $47
million.

- Carter Hawley Hale Stores, $47
million.

* Phelps Dodge Corp., $47 million.

- James River Corp. of Virginia,
=== rrmiillicor._. -—

cation Coordinator, The Society of
CPCU, Kahler Hall, 720 Providence
Road, CB No. 9, Malvern, Pa. 19355-
0709; 215-251-2741.

MAY 22-23. Environmental Pollu-
tion Liability Workshop in Lon-
don, sponsored by the Insurance &
Reinsurance Research Group Ltd.;
420 pounds ($688). Insurance & Rein-
surance Research Group Ltd., Bridge
House, 181 Queen Victoria St., Lon-
don, England EC4V 4DD; phone: 01-
236-2175; fax: 01-489-1487.

MAY 22-23.
Mergers and Acquisitions: 1990
conference in New York City, spon-
sored by Executive Enterprises Inc.;
$1,045. Executive Enterprises Inc.,
22 V. 2Ist St., New York, N.Y.
10010-6904; 800-831-8333; 212-645-
7880.

Insurance Industry

Continued on next page
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MAY 22-23. Basic Reinsurance Se-
minar in Columbus, Ohio, sponsored
by the National Assn. of Mutual In-
surance Companies; $349 for NAMIC
members; $279 for non-members.
NAMIC Education Dept., P.O. Box

68700, Indianapolis, Ind. 46268-070;
317-875-5250.

MAY 22-23. Successful Claims
Management & Litigation Cost
Control Strategies for the 1990s
conference in New York City, spon-
sored by Infoline Inc., $995. Infoline
Inc, 633 Third Ave., Suite 2227, New
York, N.Y. 10017; 212-557-3400.

MAY 23. Introduction to Risk
Management for Non-Insurance
Managers seminar in Columbus,
Ohio, sponsored by The College of
Insurance; $195 for college sponsors;
$225 for others. Also Sept. 26 in
New York City; and Nov. 7 in At-
lanta. Jane Wechsler, The College of
Insurance, 101 Murray St., New
York, N.Y. 10007; 212-815-9201.

MAY 23-24. Banks and Insurance
Update: 1990 conference in New
York City, sponsored by Executive
Enterprises Inc.; $1,045. Executive
Enterprises Inc., 22 W. 21st St., New
York, N.Y. 10010-6904; 800-831-
8333; 212-645-7880.

MAY 23-25. Techniques of Loss
Control course in Atlanta, sponsored
by the Risk & Insurance Management
Society Inc., $540 for RIMS mem-
bers; $640 for non-members. RLMS,
205 E. 42nd St., New York, N.Y.
10017; 212-286-9292.

MAY 23-26. Annual Physician In-
surers Assn. of America meeting in
Kauai, Hawaii, sponsored by PIAA;
$290 for PIAA members; $415 for
non-members. Medit Associates, P.O.
Box 9011, Winnetka, Ill. 60093; 312-
446-3100.

MAY 24. Controlling Legal Ex-
penses seminar in Dallas, sponsored
by The Society of Chartered Property
& Casualty Underwriters; $95 for
Society of CPCU members; $120 for
non-members. Bonnie Kinsley, The
Society of CPCU, 720 Providence
Road, CB No. 9, Malvern, Pa. 19355-
0709; 215-251-2735.

MAY 24. Flexible Benefits: Fact
or Fiction? breakfast seminar in
Lisle, Illl., sponsored by the West
Suburban Chicago chapter of WEB;
$15 for WEB members; $25 for non-
members. L. Zoeller, 200 W. Adams,

Suite 2015, Chicago, lll. 60606; 312-
558-4585.

MAY 29-JUNE 1. Reinsurance Ac-
counting & Finance for Ceders &
Assumers seminar in Ossining, N.Y.,
sponsored by Robert W. Strain Se-
minars Inc.; $1,545 including lodging
and meals. Strain Seminars Inc., P.O.
Box 1000, Wingdale, N.Y. 12594;

212-677-5974 Monday-Wednesday,
914-832-9384 thereafter.

MAY 30-JUNE 1. Fourth Annual
Health Benefits Conference:
Health Challenges of the 1990s in
New York City, sponsored by New
York State Public Sector Coalition on
Health Benefits; $150 members; $200
non-members. Sharon Goldberg, Ex-
ecutive Director, New York State
Public Sector Coalition on Health
Benefits, P.O. Box 15, Albany, N.Y.
12260; 518-473-6217.

MAY 30-JUNE 1. 10th Annual
Midwest Business Group on
Health Conference: Circles of In-
fluence in Health Care Systems in
Chicago, co-sponsored by MBGH,
Ford Motor Co. and Honeywell Inc.;
$385 MBGH members; $485 for non-
members. MBGH, 830 W. Higgins
Road, Suite 200, Chicago, Ill. 60631-
2941; 312-380-9090.

MAY 30-JUNE 1. Recognition of
Accident Potential in the Work-

place Due to Human Factors
course in Los Angeles, sponsored by
the University of Southern Califor-
nia's Institute of Safety and Systems
Management; $460. University of
Southern California, Institute of
Safety and Systems Management,
Office of Extension and In-Service
Programs, 3500 S. Figueroa St., Suite

202, Los Angeles, Calif. 90007; 213-
743-6383.

The Datebook is compiled from no-
tices sent to Business Insurance. No-
tices should be sent at least eight
weeks in advance to Datebook, Busi-
ness Insurance, 740 N. Rush St., Chi-
cage lll. 60611-2590. Please include
the price, if any, of the meeting and
information on registration for in-
terested readers. We reserve the right
to select meetings of most interest to
our readers and cannot guarantee
that notices will be printed.

1989/1990

Business Insurince
DIREC TORY

of Corporate Buyers of Insurance,
Benefit Plans & Risk Management Services

Updated and expanded. the 198990 Direclog
includes information on more than 13,700
executives trom over 2,100 companies of all
sizes located throughout the U. S. Plus. vital
statistics on all companies listed include:

Order the 1989/90 Business Insurance
Directory of Corporate Buyers today -
gain access to the executives who are
directly responsible for the purchase of
commercial insurance, employee
benefits and risk managemem.

« primary type ot business

- sales or assets

“number of employees

- name and title ol chief financial ollicer
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- employee benelits - pension/retirement plans -
personnel -fisk & insurance management -

mn

To order your copy complete the
coupon or phone 313/446-1623. For
tape sales or information call
313,446-1625.

benefits and/or nsk managemem
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Single Copy Sales

965 East Jefferson Avenue

Detroit, Ml 48207

IRI offers you a complimentary subscription
to our quarterly magazine of loss prevention:

The Sentinel.

This magazine
delivers solid

information

to help prevent
and control loss:
case histories;
seasonal ideas;
loss analysis;

industry profiles;
features such as

OVERVIEW at Work,
Basically Speaking
and Loss Lessons.
The Sentinel

helps thousands
of our readers

protect property
around the world
every day. And,
in the process,
save jobs in the
plant community.
If you're not on
The Sentinel
mailing list,

here's an easy way
to be added.
Merely write to
Mrs. P. A. Sasso at

the address below.
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Dr’op down ruling layer excess of $31 milhon from Na- is no general duty for an excess m- loss in excess of the insurance af- National policy triggering drop 1

tional Surety Finally, Interco bought surer to drop down when an under- forded (by) underlying insurance”" down"
Continued from page 2 a $30 million layer excess of $71 mil- lying Insurer becomes msolvent The National Surety policy ex- The court looked next at the lan- 1
type of litigation nationwide lion from Federal "Ordinarily, excess Insurers are not pressly provided for coverage m the guage of the Federal policy, which |
Every federal appellate court that Interco sought coverage ior a se- deemed to have provided drop-down event of exhaustion of the underly- stated that "insurance afforded by |
has looked at this issue-the 4th, 5th, nes of unrelated settlements It made coverage m the event of an underly- ing policies "solely by reason of this policy shall apply only m excess |
7th and 11 th Circuits-has deter- m 1984 MIC would have had to pay ing insurer's insolvency," he said losses pa|d " The National Surety of and after all under|ying insur-
mined there is no drop down, said $450,841 in claims stemming from "Excess policies are intended to pohcy also provided that the policy- ance has been exhausted "
Mr Kingstey "When an excess policy the settlements, according to court provide low-cost coverage for cata- holder was responsible for mamtam- The Federal Insurance policy also |
specifies a finite amount of insurance papers strophic losses beyond the bounds mg the underlying insurance provided that the policyholder was ,
underlying it, there is no basis for On June 15, 1988, Intelco sued Na- of ordinary primary hmits, and the "If such underlying insurance is responsible for maintaining the un-
drop down," he said tional Surety and Federal in federal Insurer must be able to ascertain the not mamtamed m full effect by the derlying insurance In the event the
However, the decision could influ- court in St Louis, claiming they point at which its habllity will at- insured or if there IS any change in policyholder failed to maintain the
ence the Missouri Supreme Court, should drop down and pay the settle- tach m order to evaluate the msur- the scope of the coverage under any underlying insurance, the Federal 1

which has never ruled on this issue, ments that were left unpaid by MIC's ance risk and its cost of coverage,” underlymg insurance, the msurance policy stated that Federal's liability

lawyers say msolvency Judge Magin said afforded by this policy shall apply would not change

The decision stemmed from a dis- On March 15, 1989, U S Distnct The judge noted m his opmion that m the same manner as though such "The Federal endorsement clause ,
pute between Interco and two of ItS Judge Stephen N Limbaugh dis- National Surety charged a premium underlying policies had been so indicates that Federal coverage |
1984 excess msurers missed Interco's claim, finding the of $12,000 for $40 milhon of cover- maintained and unchanged,” the pol- would only be thggered by the ex-

In 1984, Interco had $100 million excess insurers had no duty to drop age, while Federal charged a pre- icy stated haustion of underlying insurance
in excess liability coverage written by down and provide coverage mium of $7,500 for $30 miillion of The court found that "no specific through the payment of claims,”
three Insurers excess of a $1 milhon Interco appealed to the 8th Cir- coverage intent existed to provide for cover- Judge Magal wrote "Further analy-
primary layer wntten by Liberty Mu- cult the following month The Judge also examined the spe- age in the event of the insolvency sis involving the Federal mainte-
tual Insurance Co of Boston The pn- In an opinion by Judge Frank J cific language of the policies at issue of the underlying insurer” nance clause leaves no question that
mary policy required a $10,000 per- Magill, the appeals court affirmed to show that the excess msurers had "It is clear the parties Intended drop down was precluded,"” he said
occurrence deductible the lower court's decision not Intended to provide coverage in 'exhaustion’' to mean payment and Attorneys for Interco would not

Interco had $30 miillion in first- "Excess coverage attaches only the event of an underlying msurer's not msolvency," Judge Magill wrote comment on the rulmg
layer excess coverage written by Los after a predetermmed amotnt of pn- insolvency "Therefore, the msolvency of an un-
Angeles-based MIC, which was de- mary coverage is exhausted" by the The National Surety pohcy stated derlying camer like Rhssion does not Interco Inc us National Surety
clared msolvent on Feb 24,1987 In- payment of claims, the Judge wrote coverage was "to mdemnify the in- constitute exhaustion of underlying Corp, Federal Insurance Co, United

terco then purchased a $40 million Judge Magul first noted that there sured for the insured's ultimate net insurance within the meaning of the States Court Of Appeals for the Sth
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Broker results

Continued from page 1
quarter.

At present, "our average prop-
erty/casualty business is remaining
flat, with some slight movement
upward," observed William F. Poe,
chairman of Poe & Associates Inc.
in Tampa, Fla.

"Since the last half of 1989, the
property/casualty market has been
stabilizing. Unfortunately, it's sta-
bilized at the bottom and I'd like to
see it start climbing the hill," Mr.
Poe said, adding that "it's tough to
make a buck as a broker" today.

Other brokers report rates are
still falling.

"Our renewals are still being
renewed at depressed prices and
our plan for 1990 indicates that on
an overall annual basis, renewals
will be down," albeit less than they
were in 1989 and 1988, said John
R. Lamberson, executive vp and
chief executive officer of Corroon
& Black Corp. in New York.

Donald R. Bell, chairman and
chief executive officer of New
York-based Frank B. Hall & Co.
Inc., said that although insurers
may say they are not cutting rates,
"when it gets down to the wire,
they will make adjustments.”

And, while insurers may be will-
ing to increase rates on their own
renewal business, they will also
undercut a competitor to attract
new business, Mr. Bell observed.

In the first quarter, rates were
down an average of 4% across
Hall's book of business, he said.

Insurers seem to be "waiting
until they get right to the edge of
the cliff and start to fall over” be-
fore taking corrective action on
rates, said Robert H. Hilb, presi-
dent of Hilb, Rogal & Hamilton Co.
in Glen Allen, Va.

"We're still seeing renewals flat
to down 5% to 10%," said Frank R.
Wieczynski, corporate secretary
for New York-based Alexander &
Alexander Services Inc. in Balti-

In addition, A&A's contingency
commissions in this year's first
quarter "were $3.5 million less
than' they were in the first quarter
of 1989. This is a situation that,
unfortunately, is saddling the bro-
kers and is an ancillary negative to
the soft market,” he said.

Contingency commissions are
paid to brokers by insurers based
upon an insurer's prior year's prof-
its and the profitability of the book
of business the broker places with
the insurer. Because premium rates
were down in 1989 while incurred
losses rose, insurers slashed con-
tingency commissions in the first
quarter, when the bulk of those
commissions are paid.

"About 80% of our total contin-
gents for the year hit in the first
quarter,"” Mr. Wieczynski noted.

Arthur J. Gallagher & Co. in
Rolling Meadows, lll., was "also
faced with a sharp falloff of con-
tingency income,"” said Vp-opera-
tions J. Patrick Gallagher Jr.

"Our entire decline (in revenues)
was because of reductions we suf-
fered in contingency commission
and overrides. They were down
about $1 million, and that is all
bottom-line profit,"” said HRH's
Mr. Hilb.

"Contingent commissions were
really the news of the quarter.
When we see them down by this
magnitude, it tells us things might
be worse for insurers than their re-
ported earnings might lead us to
believe," speculated financial ana-
lyst Ira H. Malis, vp of Alex. Brown
& Sons Inc. in Baltimore.

Considering the current prop-
erty/casualty market conditions,
Shearson’'s Mr. Smith said that he
is "anticipating true mediocrity in
terms of broker earnings for the
rest of the year."

"Contingents are just the gravy,
Mr. Smith observed, adding that
brokers' "core business is suf-
fering."

But Mr. Malis says rates appear

to be headed higher.

"l expect that by the third quar-

ter of this year there won't be
lower rates anymore. I'm looking
for positive earnings comparisons
for most brokers for every quarter
ahead," Mr. Malis said.

Mr. Rosencrants agreed. "We be-

lieve that rate competition has
bottomed, and even some of the
skeptics among the broker ranks
now believe there will be a rate
firming later in the second quarter
and into the third quarter of

1990."

He observed that the current

market "has much the same feel to

it as did 1984, when insurance

company profitability was poor
and sinking rapidly."” Rates rose
tremendously in late 1984 and
throughout 1985.

Because any rate increases by in-

surers will immediately translate

into revenue growth for brokers,

Mr. Rosencrants said his firm is
"very bullish on insurance bro-
kerage stocks."

Following are reports on individ-

ual brokers' performances:

Marsh & MclLennan

M&M reported an 11.7% increase
in gross revenues in the first quar-

ter to $695.7 million from $622.7

million in the first quarter of 1989.

M&M's net income rose 6.7% to

$94.2 million from $88.3 million

during the same period.

Breaking M&M's first-quarter

ATTENTION

RETAIL
PRODUCERS

Tow truck insurance package

We represent admitted carrier
complete package policy

available in most states

Universal Insurance Services
602-279-0880
FAX 602-285-1759

Insurance Services Guide
Works

revenues down by business seg-
ments:

« The insurance services group's
revenues increased 9.3% to $413.6
million from $378.5 million in
1989.

= Consulting operation revenues
jumped 20.7% to $214.9 million
from $178 million a year ago.

= Investment management reve-
nues grew 1.5% to $67.2 million
from $66.2 million.

"Across-the-board, we had fairly
good revenue increases,"” said Mr.
Bischoff. "Insurance broking was
up quite strongly” and "both pric-
ing and demand were stable" for
reinsurance brokerage, he noted.

"Consulting revenues, even
without acquisitions, would have
been up 17%," Mr. Bischoff added.

Investment management reve-
nues grew less significantly "be-

cause the majority of its invest-
ments are in fixed-income

securities and the bond market was
weaker," Mr. Bischoff said.

But, overall, -we were very
pleased with this quarter. We
maintained expense controls in
areas we needed to and thus main-
tained earnings growth,” he added.

"Marsh & MelLennan did a little
better than we had expected. Their
results were favorable in compari-

son with other brokers," said In-
terstate's Mr. Rosencrants, noting
that the "continued robust growth
in its consulting/employee benefits

business" contributed significantly
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First.quarter 1990 broker results

In thousands of dollars

SGSross 2o Net Y%
Broker revenues change income change
Marsh & McLennan $695,700 11.7% $94,200 67 %
Alexander & Alexander 311,200 2.9 5,200 -56.7
Corroon & Black 117,096 4,2 9,130 -29.2
Frank B. Hall 103,689 12.1 3,048 N/M
Rollins Burdick Hunter 101,613 345 14,041 as.8
Arthur J. Gallagher 45,652 9.3 2,926 -35.8
Hlib. Rogal & Hamilton 20,814 -$.8 2,340 -28.7
Poe & Associates 11,404 14.9 1,250 1.5

1 RBH reports only pretax income. N/M Not meaningful.

Source- Company Woots

to M&M's overall revenue growth.
M&M's "results were up, as op-
posed to most other brokers, and
an increase in its domestic reinsur-
ance brokerage revenues suggested
that the reinburance market is sta-
bilizing in terms of both pricing

and retention levels," said Shear-

son's Mr. Smith.

M&M had a "solid quarter,”" said
Alex. Brown's Mr. Malis, adding,
"We're very bullish on the stock.
This company is a market leader in
about everything that it does."

Alexander & Alexander

A&A's gross revenues grew 2.9%
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to $311.2 miillion in the first quar-
ter from $302.5 million in the first
quarter of 1989. However, net in-
come fell 56.7% to $5.2 million
from $12 million.

Part of the reason for the drop in
income was a 6.4% increase in ex-

penses to $293 miillion in the first
quarter of 1989, from $275.4 mil-
lion in last year's first quarter.

But, Mr. Wieczynski noted that
A&A reduced its operating ex-
penses by $7.9 million in the first
quarter of 1989 by purchasing an-
nuities to fund pension obligations
for certain U.S. retirees (Bl, May

Continued on next page
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Broker earnings

Continued from previous page

15, 1989). Without that non-recur-
ring credit in 1989, A&A's first-
quarter 1990 expenses would have
risen only 3.4%, Mr. Wieczynski
said.

In addition, the $3.5 million drop
in A&A's contingency commissions
in the first quarter of 1990 further
exacerbates the unfavorable com-
parison with last year's first quar-
ter, Mr. Wieczynski explained.

First-quarter results were essen-
tially "as we had anticipated, with
such a tough market-both the
problems with the soft market and
the shortfall in contingent com-
missions,"” he added.

Alex. Brown's Mr. Malis said
A&A is positioned for growth if
market conditions improve. But he
cited as a potential drain on future
earnings the $40 million punitive
damage judgment against the com-
pany by a Maryland state court
jury earlier this month over a

breach of contract dispute with a
Baltimore brokerage (Bl, May 7).

"I'd be shocked if the full judg-
ment held up, but any judgment
that does hold up they will have to
take a hit on because breach of
contract disputes are not covered
by errors and omissions insur-
ance,"” Mr. Malis said. As a result,
he has changed his recommenda-
tion on A&A stock from a "buy" to
"neutral," he said.

While it is "very impressive that
A&A has been able to hold its ex-
pense growth as well as it has,"
A&A's revenues are not growing as
quickly as expenses, said Shear-
son's Mr. Smith, who said he was
"pretty disappointed” in A&A's
results.

Although A&A earnings "came
in below our expectations. . .we
believe that we are right at the
bottom of the cycle and that A&A's
revenues and earnings will be ac-
celerating sharply within the next

couple of quarters," Mr. Rosen-
crants said.

Corroon & Black

Corroon & Black's gross reve-
nues dropped 4.2% in the first
quarter to $117.1 million from
$122.3 million in the first quarter
of 1989. Net income fell 29.2% to
$9.1 million from $12.9 million.

Mr. Lamberson explained that
because of continuing losses, Cor-
roon & Black's life/health under-
writing subsidiary, Consumer Ben-
efit Life Insurance Co. of
Nashville, Tenn., re-underwrote its
business last year. As a result, the
parent company lost $4.9 million in
revenues from that business in the
first quarter of 1990 compared
with the corresponding period a
year ago (Bl, Feb. 26).

However, the unit "showed a
$800,000 net profit in the quarter
against a loss in the prior quarter,”
Mr. Lamberson stressed.

The broker's net income in the
first quarter was hurt by losses
from the broker's third-party
claims administration business,
Corroon & Black Benefits Inc., he
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a publication of Crain Communications Inc

noted. "We expect a turn-around
in that business in the fourth quar-
ter of this year," he said.

The broker's expenses-exclud-
ing acquisitions-were down com-
pared with the first quarter of
1989, while commissions and fees
were up slightly, he said. And,
while "we're not pleased with the
quarter, our business plan had pre-
dicted results of that nature,” he
added.

According to Shearson's Mr.
Smith, "you can point to all the
little ups and downs at any given
time, but the problem is that they
don't have the basic core business
up where it needs to be."

Mr. Malis and Mr. Rosencrants

also characterized Corroon &

Black's first-quarter results as dis-
appointing.

Frank B. Hall

Hall reported an 11.6% jump in
gross revenues to $111.9 million in
the first quarter from $100.2 mil-
lion in the same period of 1989. Net
income exceeded $3 miillion in the
first quarter, compared with a $3.1
million loss in the first quarter of
1989.

This profit represented the first
quarter in two years that Hall-
which has been plagued with losses
stemming from litigation and dis-
continued operations since
1984-has reported net income.

Mr. Bell said that in light of
Hall's "aggressive revenue growth,
despite a soft market, | am con-
vinced that our strategies" of par-
ing down unprofitable operations,
hiring aggressive new salespeople
and making strategic acquisitions
over the past 18 months "have been
absolutely correct.”

However, because Hall is paying
dividends on preferred sharehold-
ings held by Reliance Group Hold-
ings Inc. by issuing new common
stock quarterly, Hall reported a 7-
cent-per-share loss in the first
quarter of 1990.

All three financial analysts con-
tacted acknowledged that Hall's
operational picture is improving.
None recommend Hall stock.

"Hall is a viable entity out there;
it's just not much of a stock invest-
ment,"” said Shearson's Mr. Smith.

Rollins Burdick Hunter

RBH Group revenues leaped
34.5% in the first quarter to $101.6
million from $75.6 million in the
first quarter of 1989. This repre-
sents the largest revenue increase
among publicly held brokers.

RBH's pretax income rose 48.8%
to $14 million from $9.4 million in
the first quarter of 1989. Aon does
not report net income of its subsid-
iary operations.

Mr. Ryan said that about 60% of
RBH's revenue growth was attrib-
utable to its purchase of broker
Bayly, Martin & Fay International
Inc. last summer.

In the first quarter, revenues
from RBH's retail brokerage oper-
ations grew 27.2%; revenues from
reinsurance brokerage grew
117.9%; revenues from employee
benefits consulting operations
grew 44.1%; and specialty market-
ing group revenues grew 6.7%.

Aon has "been investing in this
business for several years, and a lot
of our work of the past is starting
to give us the rewards we ex-
pected," Mr. Ryan said.

Julie A. Hilt, assistant vp with
Interstate/Johnson Lane, said that
RBH had "positive revenue contri-
butions from all areas. While the
Bayly, Martin & Fay acquisition
contributed to that growth, indica-
tions were that overall growth was
good" as well, she said.

Shearson's Mr. Smith said that
RBH "appears to have made an ex-
cellent acquisition in BMF, which
is already adding substantially to
its top line and appears to be ad-
ding to its bottom line as well."

Arthur J. Gallagher

Gallagher reported a 9.3% in-
crease in gross revenues to $45.7

million in the first quarter from
$41.8 million in first quarter of
1989. However, net income fell
35.8% in the quarter to $2.9 million
from $4.6 million in 1989.

While Gallagher's fee income
rose 23.4% and its investment rose
by a healthy 12.4%, its commission
income remained relatively flat, up
only 0.8% to $24.7 million from
$24.5 million. Mr. Gallagher attri-
buted this to continued rate com-
petition and a decrease in contin-
gent commissions.

The decline in profitability was
fueled by a 17.9% increase in ex-
penses, including a major data pro-
cessing conversion project under
way in Gallagher's benefit admin-
istration operations; an increase in
errors and omissions insurance
costs related in an increase in Gal-

lagher's coverage limits; costs in-
curred in three recent mergers; the
addition of new sales and market-
ing staffers; and an increase in rent
costs due to the relocation of five
Gallagher branch offices, Mr. Gal-
lagher said.

"We expect 1990 to be a difficult
operating environment, but we are
meeting that challenge with a very
serious look at our expenses and a
significant push for new business
growth," Mr. Gallagher said.

"Our fee business is a bright
spot, although it doesn't carry the
margins" of retail brokerage busi-
ness, he said. "We've had strong
new account production” in un-
bundled claims management ser-
vices, loss control consulting and
risk management information ser-
vices, "and it's growing stronger."

While both Mr. Malis and Mr.
Rosencrants were disappointed
with Gallagher's first-quarter re-
sults, Mr. Rosentrants said that
"because of its management's out-
standing long-term track record, |

am not willing to bet against Gal-
lagher."

Hilb, Rogal & Hamilton

HRH reported a 5.6% decrease in
gross revenues in the first quarter
to $20.8 million from $22 million in
the first quarter of 1989. Its net in-
come fell 28.7% to $2.34 million
from $3.28 million in 1989.

"Our revenue line was down, but
expenses were in line with our rev-
enues," said Mr. Hilb, attributing
the decline to lower contingency
commissions.

"We're not terribly distraught
about our first quarter. It was dis-
appointing due primarily to the
drop in our contingency income,
but the rest of 1990 still looks opti-

mistie from our standpoint,” Mr.
Hilb added.

Both Mr. Malis and Mr. Rosen-
crant-s also anticipate improved
earnings for HRH for the rest of
the year and still recommend the
stock.

"We expect substantially im-
proved earnings in the second
quarter of 1990 and beyond," said

Mr. Rosencrants.
Poe & Associates

Poe & Associates reported a
14.9% increase in gross revenues in
the first quarter to $11.4 million

from $9.9 million in the first quar-
ter of 1989. Poe's net income rose
1.5% to $1.25 million from $1.23
million.

Mr. Poe said that because "a lot

of our premium volume is not sub-
ject to contingency income," Poe's
contingency commissions were ba-
sically flat compared with a year
ago.

He attributed most of Poe's reve-
nue increase to acquisitions since
the first quarter of 1989. Without
those acquisitions, Poe's revenues
would have been flat, Mr. Poe ex-
plained.

Mr. Rosencrants, the only ana-
lyst contacted who tracks Poe's
stock, said that Poe "continues to
be one of our favorite stocks, not
just in the insurance group, but in
the overall stock market. Poe rep-
resents the best value among insur-
ance brokerage stocks." .



i charging Enserch and Ebasco with coverage, court papers show

Cove rage battle will receive all proceeds from the po- tying the two policies' deductibles
licies, court papers say into a single deductible, but never is-
Continued from page 1 If Ebasco was unable to recover sued a similar endorsement tying the
her rulings by the judge in the cover- from its msurers, the firm agreed to policy limits, Enserch and Ebasco ar-
age litigation-amounts to a finding guarantee at least $3 rmllion m addi- gued
that the each of the two Insurers is tional payments to the bondholder Judge Maloney granted the msur-
liable for the full $25 million limit of plaintiffs, court papers say
its policy, said Bobby R Burchfield, a Ebasco and parent Enserch sued suit into two parts, the first dealing
lawyer with the Washington firm of General Accident, Evanston and with mterpretation of the insurance
Covington & Burling, representing Shand Morahan in a Texas state contracts and the second dealing
Enserch and Ebasco court in Dallas m July 1985, and the with Ebasco's bad faith claim and the
The jury also found that Enserch suit was later moved to U S District msurers' RICO allegations
and Ebasco have incurred $10 2 mil- Court m Dallas Judge Maloney also disposed of
The suit sought to recover the $25 several coverage issues on pretrial
underlying bondholder litigation and million limit of each of the two pro- motions

ers' request to divide trial of the law-

lion in defense costs arising from the
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Update

Indiana wants insurer enjoined

INDIANAPOLIS-The Indiana Insurance Department is asking a
state judge to enjoin the operations of an offshore insurer the de-
partment says is doing business illegally in the state

In complamts fled m Marion County Superior Court May 1, the
Insurance Department seeks preliminary and permanent mlunctions
against Zenith Re-Insurance Co Ltd of the Turks & Caicos Islands It is
not related to Zenith Insurance Co of Woodland Hins, Calif

Zenith Re is not licensed in Indiana and is operating m violation
of the Indiana Unauthorized Insurers Act, the department alleges

The Insurance Department charges that Zenith Re wrote workers

$45 million m court costs lelated to fessional liability policies-in force Among other things,'the judge dis_ compensation coverage for Indianapohs-based Afflhnated Truckers of

the insurance coverage litigation from Apnl 1, 1982, through June 30, missed the insurers' argument that
An actual order requiring the in- 1983-along with the costs of de- since 14 separate WPPSS bond 1SSUeS
surers to pay out their policy hmits fending the bondholder action and were involved in the underlying
and reimburse Enserch and Ebasco the costs of the Insurance coverage bondholder litigation, 14 separate de-
for legal costs must come from U S litigation ductibles should be applied, Mr
District Judge Robert B Maloney, The suit also charged that Gen- Burchfield said
and Enserch and Ebasco have asked eral Accident and Evanston breached In its verdict last month, the jury
the Judge to immediately enter such their duties to defend Enserch and threw out most of the insurers' other
an order, Mr Burchfield said He Ebasco under the policies-for which defenses
added that the plaintiffs also have Enserch paid $13 million in premi- The jury concluded that the claims
requested $11 5 milhon m prejudg- ums-and repeatedly refused to par- against Ebasco in the bondholder ht-
ment interest ticipate m settlement negotiations tgation were covered by the General
Entry of an order by the judge General Accident and Evanston Accident and Evanston policies and
would allow the two insurers and denied liability on several grounds that the claims were not barred by
Shand to appeal the lury's findings, Both companies argued that policy the pohcies' various exclusions
and Mr Burchfield said he expects exclusions barred coverage The Jury also found that Ebasco
the defendants to appeal General Accident claimed policy notified the two Insurers of the bond-
Edward Phoebus, corporate coun- exclusions barred coverage
sel for Shand, agreed that an appeal - For any loss caused intention- riod and advised them before expira-
would have to wait for entry of a ally by Ebasco or any knowingly tion of the policies that It would be
final order by the judge However, wrongful acts, errors or omissions presenting a claim for coverage
Mr Phoebus declined to comment - For any failure to complete In addition, lurors rejected the in-
drawmgs, specifications or schedules surers' allegation that Ebasco pro-
The Jury delivered its verdict in on time, or to act on shop drawmgs vided false information m its cover-
the first stage of a two-stage trial age applications and threw out the
In the second stage-the start of - For failure to meet express war- argument that the issuance of two
which has not yet been scheduled-a ranties or guarantees, or estimates of separate $25 million policies had
Jury will address bad faith claims probable construction costs
leveled by Enserch and Ebasco

holder claims within a reasonable pe-

further on the litigation

on time

been a "mutual mistake "

« For losses ansmg from acts re- While finding that Enserch and
against the Insurers and Shand, ac- lated to the financing of a construe- Ebasco incurred $147 milhon in de-
coiding to Mr Burchfield

Shand and the two Insurers, mean-

tion project

Evanston claimed that the know- holder and coverage litigation, the
while, will pursue a counterclaim mgly wrongful acts exclusion barred jury also agreed with Ebasco that the
Insurers failed to provide a defense m

fense costs arising from the bond-

violations of the federal Racketeer Enserch and Ebasco never asked the bondholder suits and rejected

Influenced and Corrupt Organiza- the Insurers to provide a defense in General Accident's contention that It
tions law, he said the bondholder actions, and failed was never given an opportunity to
The RICO suit charges Enserch and to give timely notice of the WPPSS- participate in the defense
Ebasco knew they were committing related claims, the Insurers alleged Mr Burchfield said it is unclear
securities fraud in issuing opinion General Accident and Evanston whether the same Jury will hear evi-
letters on the cost and period of con- also argued that Enserch and Eba- dence in the second phase of the
struction for the nuclear power sco obtained the coverage fraudu- tnal
plants lently, misrepresenting information The bad faith claim by Enserch
The 1983 WPPSS bond default in their apphcations for coverage and Ebasco charges the two insur-
triggered a series of bondholder law- The applications required Ebasco ers wrongfully refused to cover the
suits, most of which were consoll- to poll its officers to determine if they WPPSS claims, reneged on an early
dated in U S District Court m Tuc- knew of any act, error or omission promise to defend the bondholder
son, Ariz The consohdated lawsuits that might produce a claim, accord- lawsuits and conducted a discovery
sought to hold Ebasco and numerous ing to court papers campaign in the insurance coverage
other parties Involved in the WPPSS Although Ebasco officials knew of litigation they knew would interfere
bond issues jointly and severally 11- circumstances surrounding the with Ebasco's defense of the bond-
able for more than $2 25 bilhon m WPPSS project that could give rise holder suits, Mr Burchfield said
damages to a claim, Ebasco failed to disclose Enserch and Ebasco will also file
The trial of the bondholder actions this in formation, the insurers a motion to dismiss the RICO coun-
started in September 1988, and Eba- charged
sco reached a settlement with the The insurers also alleged that there
bondholder plaintiffs in February was a "mutual mistake" regarding securities fraud allegation based on
1989 The settlement, approved by the limit to be provided under the an Ebasco status letter included in
the Arizona federal court last Sep- two policies While each policy ap- the WPPSS bond prospectuses, Mr
tember, calls for the bondholders to pears to provide a separate $25 mil- Burchfield said The status letter m-
recover $50 million, the limits of lion limit, the insurers argued the po- cluded El)asco's opinion on the feasi-
Ebaseo's two professional liability hoes were intended to be "tied" to bility of the WPPSS project and esti-
policies provide a single $25 milhon limit mates of cost and completion time
Ebasco paid the bondholders $7 2 Enserch and Ebasco disputed this Ebasco committed securities fraud
million up front, and the bondholders contention by fraudulently concealing the cost of
agreed to recover the remainder Before the policies were issued, the project, Shand and the insurers
solely from the proceeds of the two Alexander & Alexander of Texas Inc , charge
insurance policies Enserch's broker, pointed out that While knowingly committing se-
Proceeds from the insurance po- the policies did not contain any lan- curities fraud, Ebasco concealed the
licies will be allocated between Eba- guage tymg the pollcy limits or the $5 potential for professional liability
sco and the bondholders until Ebasco million per claim/$7 5 million annual claims in its applications for coverage
recovers its initial $72 million pay- aggregate deductibles with General Accident and Evanston,
ment, after which the bondholders Shand later issued an endorsement the insurers and Shand allege

Court denies bank agent license

LANSING, Mich -Insurance trade cause federal banking law preempts We're very pleased because it's
groups in Michigan are celebrating such action, and that the ruling den- one of the strongest opinions any-
an Ingham County circuit court rul- ied equal protection where," said Fntz Lewis, executive
ing that a bankmg company cannot The trade groups argued in a brief vp of the Independent Insurance
sell insurance through an agency that the bank could coerce or mislead Agents of Michigan "Our position

Judge Thomas Brown's April 27 customers by distributing promo- is not anti-competitive, but one of
ruling upheld a June 1988 order by tional materials and encouraging concern for the consumer "

Dhiral Shah, the actmg state msur- customers to think their loans de- Previous Michigan court rulings
ance commissioner, which denied pended on buying coverage The did not address constitutional ques-
Ludington Service Corp an insur- bank argued that the restriction vio- tions of banks in insurance, said
ance license The bank had planned lated its free speech rights Frank Venuto, partner in Zagaroli,
to buy an agency, but the commis- Judge Brown ruled that the LSC Colpean & Venuto, the LansIng firm
sioner ruled such a purchase would was considering activities "that are representing the trade groups

violate state law misleadmg and coercive to the public It is anticipated that the case will

LSC sued in August 1988, charg- -therefore undeserving of First be appealed
ing that the decision was illegal be- Amendment protection "

terclaim, he said
The RICO counterclaim includes a

-By Laura Mazzuca

America Inc Affiliated Truckers 15 headed by Paul M Myrehn, an
Indianapolis insurance agent who is also managmg director of Zenith
Re, the complaints say

Superior Judge Pro Tem William Fatout ordered Zenith Re to post
$300,000 in cash, securities or a bond before respondmg to the com-
plamts A hearing on the preliminary injunction is set for May 30

Store sued in hepatitis outbreak

CHICAGO-A supermarket in a Chicago suburb IS being charged
with negligence in a lawsuit seeking class-action status after more
than 50 people contracted hepatitis A from its delicatessen food

The suit, filed last week in Cook County Circuit Court, also al-
leges that Dominick's Finer Food Stores of Northfield, Ill, breached a
warranty that ItS food was safe and that store owners had a duty to
detect the hepatitis in workers The suit, filed on behalf of one claimant,
seeks $15,000 m damages for each count for each member of the class,
pending certification of a class

A spokesman said Dominick's iS paying to test people who fear they
have contracted hepatitis A from the store and IS paying the medical
expenses of those who have contracted the disease, which causes flu-
hke symptoms He would not discuss the store's insurance

Johnson & Higgins and the Boockford Agency in Oakbrook Terrace,
Ill, each place some of the store's coverage

Separately, the lllinois Appellate Court last week upheld a 1987
lury verdict that Melrose Park, Ill -based Jewel Food Stores does
not have to pay punitive damages to people who became 111 after
drmlang salmonella-tainted milk in 1985 (BI, Jan 26, 1987) A plam-
tiffs' attorney plans to seek a reheanng

Brokers to appeal restitution

NEW YORK-A brokerage fum and two surety bond brokers say
they will appeal a $3 2 million restitution award upheld last week
by an intermediate appeals court

The New York Insurance Department in May 1989 ordered DEF
Brokerage Facility Inc of Great Neck, NY, David Flatlow, a DEF
executive, and Phillip Montuori, another broker, to make restitu-
tion to contractors for alleged violations of state Insurance law

The department charged the parties collected service fees for placing
surety bonds without providing contractors with wntten agreements
detading the nature and cost of services they would receive

Between 1982 and 1986, the brokerage and the brokers collected
five times more m service fees than premiums, said the department

DEF and the brokers must offer refunds to each contractor within 60
days Both brokers were fined $2,500 for 759 violations If they fail to
make restitution, their licenses could be revoked

Briefly noted

Petroleum Marketers Mutual Insurance Co.-the second-largest
U S market for underground storage tank hability coverage-has been
ordered mto hquidation Petromark entered rehabilitation April 10 (BI,
April 16) All pohcies will be canceled on June 4 Pan American
World Airways settled last month for an undisclosed amount with 309
people miured and the famihes of 11 others killed in Lockerbie, Scot-
land, when a Pan Am Boeing 747 crashed there in December 1988 (B,
Dec 26, 1988) New York City corrections officers may be sub}ected
to random drug testing after the New York State Court of Appeals-
the state's highest court-ruled last week that }ail guards' Fourth
Amendment rights would not be violated by such tests The guards'
union is considering requesting a review by the U S Supreme
Court Former North Carolina Insurance Commissioner John R.
Ingram failed to win the Democratic nommation for the U S Sen-
ate Wind, hall, tornadoes and flooding caused an estimated $60
million in insured property damage m the Southeast from Apnl 24
to April 28, reports the American Insurance Services Group Aetna
Life & Casualty Co. is attempting to withdraw from the Pennsylvania
private-passenger auto market, citing inadequate rates and burdensome
regulations Phillips Petroleum Co. says it will contest $5 67 nul-
lion in fines proposed by the Labor Department for alleged violations of
federal workplace safety regulations that the department claims caused
the 1989 explosion of a petrochemical plant in Pasadena, Texas (BI,
Aprul 23, Oct 30,1989) 1\(IBIA Inc , holding company of Municipal
Bond Insurance Co., plans to sell 4 5 million shares of its stock for an
estimated $149 6 million Aetna Life & Casualty Co -MBIA's largest
shareholder-is offering 25 million shares, which would reduce its
stake to 31 3% from 38 7% Harbor Medical Administrators Inc.,
a Boston-based claims administrator that closed its doors Apl11 30, is
under criminal Investigation by the U S Department of Labor, Vermont
regulators confirm Harbor was affdiated with Harbor Medical Admin-
istrators of Georgia Inc, which was indicted in January on embezzle-
ment and kickback charges related to its operation of Omni Employee
Benefit Trust (Bl, Jan 29) An intermediate New York appeals court
has ruled that the liquidator of Insolvent Nassau Insurance Co is not
bound by an arbitration clause when it sues to recover $10 million in
reinsurance owed by Bermuda-based Ardra Insurance Co. Ltd. Fed-
eral and state courts have disagreed over whether arbitration clauses
are enforceable with alien reinsurers The 2nd U S Circuit Court of
Appeals has asked the New York Court of Appeals to decide if Lloyd's
of London is legally "doing business" in the state The request stems
from a suit by Alexander & Alexander Services Inc against a syndicate
with which it placed political risk coverage (Bl, Jan 18, 1988)
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issues to be resolved over personal nalizes a conservatively-run com-
automobile insurance pany "

Proposition 103
Continued from page 1

The issue of what constitutes a fair bration," the spokesman said "It's dress how premiums and related
rate of return for property/casualty round Ph of 10 rounds " losses and profits from Imes of bum-
Insurers stems from a May 1989 Cali- Harvey Rosenfield, head of Voter ness exempted from the rollback, hke
fornia Supreme Court ruling uphold- Revolt, the organization that spon- workers compensation Insurance, are
ing most provisions of Proposition sored Proposition 103, demanded to be handled, insurers understand
103 that Ms Gillespie "rewrite the de- that these would be excluded from

In upholding the voter-appioved cision to conform to what the peo- the rate-of-return calculation, Mr
insurance reform law, though, the ple voted for " Schnoll said
high court found unconstitutional a Judge Fernandez "never under- Mr Rosenfield asserted that the
provision that granted relief from the stood how Proposition 103 works," 13 2% rate of return for purposes of
law's mandatory 20% rollback of m- he asserted "It's exactly what we figuring the rollback "translates Into
surance "charges" to only those m- expected from a judge whose wife 30% to 50%" because Judge Fernan-
surers that would be "substantially works for insurance companies," he dez did not establish either an effi-
threatened with msolvency " Insurers said ciency standard that would prohibit
are entitled to a "fair rate of return,” Attorney General John Van de insurers from figuring into rates such
the court ruled (BI, May 8, 1989) Kamp had called for Judge Fernan- expenses as executive salaries or a

Risk managers should welcome dez to step aside because his wife is a cap on insurance executives' salaries
Judge Fernandez's decision, asserted partner in a law firm representing Several insurers doubt that they
a Risk & Insurance Management So- several major insurers in the pro- would have to refund premiums to
ciety Inc official ceedings over which Judge Fernan- policyholders based on Judge Fer-

"The Judge has stood up for sound dez presided (BI, April 23)
underwriting principles, and hope- "This just makes us angner. Mr
fully the rest of the country will see Rosenfield said
that California took a simplistic ap- Mr Rosenfield said he plans a re- return "falls well below" 13 2%
proach" to insurance reform with sponse to Judge Fernandez's recom- The Fireman's Fund spokesman
Proposition 103, said Howard W mendations, but he would not elabo- said "As we understand it, if the
Greene, director of governmental af- rate decision is upheld, we would not be
fairs at RIMS in New York Mr Van de Kamp said "Judge required to make any rel*te

The mandate to roll back "charges" Fernandez's decision could just as "If the judge's decision were to
20% below November 1987 levels 15 well have been written by the In- stand, It IS unlikely" that we would
most important for buyers of per- surance companies Indeed, the have to issue refunds, said David
sonal automobile insurance because judge's opinion acknowledges that he Nadig, assistant counsel for Allstate
rate competition in the commercial relied heavily on the suggestions of Insurance Co in Northbrook, Il
Insurance market already has driven the two industry-paid experts with Kent Keller, an attorney for Tra-
rates at least 20% below November whom he secretly met last month " velers Corp with Barger & Wolen
1987 levels But, RIMS has warned He continued "While we are confi- in Los Angeles, said he does not
that inadequate personal auto insur- dent that Judge Fernandez's decision know whether Travelers would have

"This is not a time for wild cele- While the decision does not ad-

nandez's recommendations

A spokesman for Farmers Group
Inc said Farmers' combined rate of

2 family leave bills
vary only slightly

WASHINGTON-While the core portions of family leave legisla-
tion passed by the House and pending before the Senate are identi-
cal, there are several differences in the two bills

Those differences include

« Length of leave

The House bill, H R 770, would require employers to offer 12
weeks a year for unpaid medical and family leave The Senate bill,
S 345, would require companies to offer 13 weeks unpaid medical
leave during a 12-month period and 10 weeks of unpaid family leave
during any 24-month period

- Small employer exemption

The House bill would exempt companies with fewer than 50 em-
ployees at one work site However, companies would be required to
count employees at different work sites within 75 miles to deter-
mine if they are under this 50-employee threshold

The Senate bill would apply to companies that employ at least 20
employees at one work site, the Senate legislation makes no men-
tion if companies have to include employees at work sites within
any geographic radius

« Scope of family leave

Under the House bill, employees would be allowed to take family
leave for birth or adoption of a child, as well to take care of a
seriously 111 child, spouse or parent The Senate bill includes these
requirements and also would allow family leave« to enable an em-
ployee to take care of an 111 parent-in-law

- Eligible employees

Under the House bill, employees who have been on the lob for at
least one year and have worked 1,000 hours over a 12-month pe-
mod would be eligible for family or medical leave The Senate bill
would allow employees who have been on the job for at least a year,
but only worked 900 hours over a 12-month period, to be eligible for
family or medical leave

ance rates could have adverse results would ultimately be reversed m the to 1SSUe refunds Travelers did not

in the commercial insurance market courts, the commissioner should her- earn a 13 2% rate of return on its

in California and nationwide (see self reject his ruling and move combined business nationwide, m- issues

story, page 32) forward to provide consumers with cluding workers compensation
Insurers said that the judge's de- their rebates without any further

Vision generally showed a good un- delay "

derstanding of the insurance busi-

the benchmark rate of return for
"No specific finding as to the cost rollback purposes He said evidence

But, Proposition 103 does not of equity capital or required rate of brought out in the hearings would
apply to workers comp, and Mr return can be made for any particular support this figure

Judge Fernandez issued his decl- Keller said he did not know whether insurance company on the record of
ness, though they were not sion m two parts
particularly pleased with the recom-

And, for future rates of return, the
excluding workers comp from Tra- these proceedings The evidence, Rubinstein & Perry staff will recom-
The first involves the one-time 20% velers' rate of return on combined however, does suggest a range of mend that Ms Gillespie separate
mended rate of return for determin- insurance "charge" rollback man- business would boost ItS rate of re- 11 2% to 19%," Judge Fernandez commercial Imes from personal hnes
ing whether insurers can be relieved dated by Proposition 103 The judge turn in the state over the 13 2% said
from the law's one-time rollback ruled that for insurers to be ex- benchmark "Commercial hnes cater to sophis- 11 2% to "something higher than
empted from the rollback, insurers Meanwhile, James Michener, a ticated buyers who have unique risks, 15%" as a rate of return for commer-
As insurers argued during the must not have exceeded a 13 2% rate Travelers counsel in Hartford, said unique exposures, and individualized cial hnes and a 112% to 15% rate of
hearings, any rate of return estab- of return on their combined business that while Judge Fernandez's recom- msurance needs Clearly there IS nO return for personal lines
hshed for the purposes of a rollback from Nov 8,1988, to Nov 7,1989 mendation "is an encouraging sign," generic standardized method that can In a separate ruling from his rec-
is "arbitraly,"” said Gary L Fontana, Judge Fernandez said "The 'base Travelers will not re-enter the per- be set up which would not do sub- ommendations, Judge Fernandez
an attorney representing the Ameri- measure' against which the 'al- sonal automobile market in Cahfor- stantial damage to such an insur- denied the motion by Mr Van de
can Insurance Assn and the Assn of lowable rate of return' to the eqg- nia (Bl, Feb 5) ance market, which needs maximum Kamp and consumer groups to dis-
California Insurance Cos uity owner is to be measured should Several other insurers, including flexibility,” he said quahfy himself
The judge's decision on rollbacks be the insurer's 'statutory equity ' Transamel-lea and Aetna, last week The recommended rate of return "There is no financial interest or
is "in error"” and "will punish the Statutory equity, for rollback and re- said they had not yet determined is in line with the average 112% conflict of interest that is any legal
efficient companies"” because those fund purposes, 15 to be calculated by whether they would be exempt from return enjoyed by property/casualty or ethical basis for disquahfication,"
msurers will have higher rates of re- the use of the long-term industry- Proposition 103's rollback provision insurers for the last 15 years, Mr Ru- the judge said
turn, he said wide average premium-to-surplus under Judge Fernandez's recommen- binstem said "Disqualification after this matter
However, Insurers are relieved that ratio of 2 to 1 " dation Insurers have said they would not has been submitted for decision
Judge Fernandez recommended that In the second part of his recom- seek rate hikes to provide them the would not only be irresponsible but
insurers in the future be allowed to much surplus should have been de- mendation, Judge Fernandez sug- highest rate of return allowable if Ms would result m a failure of Justice
use their own methodologies to de- dicated to premium,” that IS, half gested that a fair rate of return for Gillespie adopts the judge's recom- Adequate safeguards exist to correct
termine a fair return as long as they of the premium written in Califor- insurers filing rates as of Nov 7, mended range because of competition any imperfections m the record,"” the
can Justify their methodologies and nia, said Kenneth B Schnoll, an at- 1989, should range from 11 2% to in the soft market Judge ruled
the return falls between 112% and torney with LeBoeuf, Lamb, Leiby & 19% on an insurer's combined bum- Although "a wealth of insurer tes- Separately, the Insurance Depart-
19% The Judge suggested a method- MacRae m San Francisco, which rep- ness, depending on the cost of capt- timony" during the hearings sup- ment and Voter Revolt each will ap-
ology but did not prescribe one resents Aetna Life & Casualty Co tal ported the upper range of a 21% rate peal Superior Court Judge Miriam A
"The best thing | like (about the "The insurer would be permitted of return, Mr Keller, Travelers' at- Vogel's May 7 decision striking down
decision) is the awareness that insur- mium-to-surplus ratios would show a to develop a rate of return using torney, agreed insurers would not Ms Gillespie's regulations imple-
ers each have a story to tell," said higher rate of return than insurers sound actuarial principles,” under raise rates menting Proposition 103 provisions
Colin McRae, general counsel for with the same amount of surplus that the Judge's recommendations, Mr "I don't believe they (msurers) will on personal auto Insurance pricing
Transamerica Insurance Group Schnoll explamed be able to run to the trough," said (BI, Dec 11,1989)
Mr Schnoll speculated that Judge In his recommendation, Judge Fer- Consumers Union attorney Nettie Judge Vogel restrained Ms Gille-
a Fireman's Fund Insurance Co Fernandez may have developed this nandez said "The cost of equity cam- Hoge spie from enforcing a plan setting
spokesman called the "wild cards" in methodology based on a theory that tal at any given time for any particu- Ms Gillespie can modify Judge aside territorial rating and the use
the California insurance scene, In- insurers with low premi/m-to-sur- lar company or group, as well as the Fernandez's decisions only on the of gender and marital status m pric-
cluding what rate of return Ms Gil- plus ratios have a surplus .evel that is appropriate return on equity for such basis of evidence brought out dur- ing auto msurance Judge Vogel said
lespie ultimately will adopt, the reac- "unnecessary to support the volume company or group, are company-spe- ing the hearings the plan confhets with the require-
tion of consumers angered by delays of wntten premium " cific factual issues that should be de- Parties in the hearings may file ment established by the California
in implementing Proposition 103, the "We don't necessarily agiee with termined, using any econornically ac- briefs to Ms Gillespie by May 18 Supreme Court m its ruling on Prop-
upcoming election of a state insur- this," said James B Woods, another ceptable model, by the evidence, in Mr Rubinstein said his staff will osition 103 that an insurer is entitled
ance commissioner and remaining attorney with LeBoeuf, Lamb "It pe- the same manner as other factual file a bnef recommendmg 112% as to a fair return R

Benefits extended to unmarried partners

Unmamed partners of employees Santa Cruz County is treating the Fox, benefits manager
are entitled to health care benefits benefits as taxable income to the em-

Mr Rubinstern w11 recornmend an

provision

This formula "determines how

Therefore, insurers with lower pre-

wnte a greater premium volume
But, insurers remain wary of what

Seattle-area HMO that provides the Cruz County's 2,000 workers have
The city pays 100% of the pre- same coverage level as Group Health signed up for domestic partner cover-
under policies recently adopted by ployee since domestic partners do not mium for its 10,000 employees, which So far 194 of the 318 Seattle city age through the county's self-insured
two West Coast public entities meet the definition of dependent have three coverage options employees ellgible to receive domes- health care plan, according to Pruit
Domestic partners of Seattle city under current tax law The county, - King County Medical Blue tic partner coverage have enrolled, Tully, employee relations manager
employees on May 1 were given the though, IS seeking an Internal Reve- Shield, a Blue Cross & Blue Shield Ms Fox said Under Santa Cruz County's health
option of receiving fully paid cov- nue Service rulmg on the tax treat- indemnity plan that pays 80% up to Ms Fox could not estimate how care plan, employees receive 80%
erage from either the city'S mdem- ment of these benefits $1,000 over a $100 deductible, with much it Will cost the city to extend coverage above a $100 deductible for
nity plan or from one of two health Seattle has not yet decided how 100% coverage to a $1 milhon hfe- the coverage to domestic partners each covered individual Employees’
maintenance organizations tt w111 treat the benefits time cap per covered individual smce it plans to fully self-msure that maximum out-of-pocket expenses
In addition, unmamed partners of « Group Health Cooperative of portion of its benefit plan and actu- range from $1,250 to $2,500, depend-
employees of Santa Cruz County, the benefits after its Human Rights Puget Sound, a Seattle-area HMO anal studies have not yet been com- ing on the terms of the union contract
Calif, were offered the option of re- Department ruled that the city was that pays all costs except for a $3 pleted Seattle has not yet decided involved, Mr Tully explained
ceiving health care coverage from the violating its own anti-dlsennunation per-prescription copayment and $25 whether to purchase stop-loss cover-
county's self-msured indemnity plan laws by not providing coverage to emergency room copayment
as of April 30 unmamed partners, explained Sally < And, Pacific Health, another

Seattle decided last fall to extend

AN estimate of the cost of the
age for the self-insured benefit
Only eight employees of Santa

county program was not available
-By Joanne Weak
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The legislation generally would go into 1
effect six months after enactment, In the case "1 wonder how man tinue to be decided by negotiations between /ndex rose 13.1 pomts to 568.2 on May 11, from
of workers covered by collective bargaining y labor and management-not mandated by 555.1 on May 4. Advancing issues were led b
agreements, the legislation would take ef- employees will use the the government No kind of mandated na- Nobel Insurance Ltd., up 13.6%; Hilb, Rogal
feet at the termination of the contract or one . tional benefit can take into account the Hamilton Co., up 12. 6% and American Indem-
year after enactment, whichever is sooner programs. It strikes me as unique circumstances that individual busin- nity Financial Corp., up 11.1%. Declining Issues

Some employers, such as American Tel- more of a "yuppie benefit, esses face” followed Hanover Insurance Co., down 12.4%;
ephone & Telegraph Co , have launched fam- , . Some employers who are sympathetic to Sierra Health Services, down 11. 7%; and Safe-
ily leave programs that exceed the require- says TPF&C's Mr. Gisonny. the concept of family leave programs don't guard Health Services, down 11.5%. The most
ments laid down by the legislation For like the idea of Congress mandating em- active issue during the period was Argonaut
i ployee benefits Group, 7.9 million shares traded. The B/ Index

example, AT&T's new work and family pro- o Ilraea a manda This is 00 %95 3o f04 W the %
take u | ve programs, the employers 107 0n their Own orS B @e%
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th lans will have to devise ad-
But most companies do not offer such ro- nﬁstrcﬁ\r/g gystems to collect premiums benefits 3ré §o0d"dF bad 1o Fct{/‘efﬁ%ra'tfesef’ British Issues

I’aerQ\ SO e-re ease survey O 'r'n emp oyees’o is whe her these beneflts offered + womr
Io by Buck Consult dnc fougq Pa)(ré)ll deduct1 won 't work because on a voluntar ﬁh SIS Or w therthe GOV-  May 10 prce e ow view High-Low
es o ered unpaid there no ayc ec ere are some practi- ernment mandate at employers Companies pence pence % pence pence
9P C ers wjll have { must rt id Frank McA CommiUnion 446 206 287 64 a6y446
Wh Ie family leave programs wgl be a new dae sa@.I m%% upree, director o { ?mqﬁg\lVas%mg on lﬂ\é FP GO CE ot meciont 1054 156 667 64 1041058
benejit for most employers, bene ||t %pertg emnq yee bene |3|6n nc in At- eW| ssomates Gdn Royal Exch 218 191 153 70 225-218
question how many' e plOyeeS wi e a E Royal 435 234 340 78 450-435
vantage of the program ven if the family leave legislation is not Sun Alliance 295 108 167 56 200 205

he. sarne time com?ames vY|II hav%enacted more erm)loyers are expected to
Most employees lack the flnanC|aI re- to fin equwa nt positions Tfor employees begin such progra Brokers

soureesdo.stay off fhe iob.for a lengthy un- retgrn; ng to yr\{grlsrgfter unpaid leave, noted The Buc survey found that 43% of em-  Bradstock 235 165 100 43 235-235

"I wonder how many employees will use The direct economic impact of the legisla- gPacr’t)teb ﬁ%@‘jﬁﬁ%ﬁﬁgrjppf?;?n”;a;;?fgja;’“’ HogaGrop 161 106 97 60 1e1-159.
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~ Duncanson & Holt. _
Didn't they discover King Tuts
Tomb?! ‘

Truthfully, no. But as America’s first, largest and most innovative accident and health reinsurer, we've solved
the mystery of Group Long Term Disability for our clients. |

Our American Disability Reinsurance Underwriters Syndicate (ADRUS) is a full "tumkey" service facility
that provides total underwriting and claims expertise necessary to produce profits. For companies not currently
writing LTD, reentering the market or revising existing LTD programs, ADRUS offers an opportunity to provide
coverage for both traditional white collar and blue collar LTD risks. |

If you'd like to dig into more information about ADRUS or any of our flexible, innovative programs,
call our offices in Atlanta, Chicago, Dallas, Hartford, London, New York, Philadelphia, Portland,
Maine, San Francisco or Seattle. DUNCANSON & HOLT, INC. By any measure, first in the field. dh



