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Antitrust litigants

debate influence

of federal brief

By JUDY GREENWALD

SAN FRANCISCO-State attorneys general say two amicus
curiae briefs will help them overturn the dismissal of their antitrust
litigation against 31 insurance industry defendants.

One of the briefs was filed earlier this month by the U.S. Justice
Department (Bl, May 14), while the other was filed by 13 states not
among the 19 states that already are plaintiffs in the litigation.

Both amicus briefs ask the appellate court to reverse U.S. bis-
trict Court Judge William Schwarzer's decision to dismiss the
case (BIl, Sept. 25, 1989).

California antitrust guidelines anger insurance industry. Page 3

In addition, the 19 state attorneys general that filed the suit,
along with private plaintiffs in the case, filed a 66-page appeal
brief.

However, attorneys representing the insurance industry defen-
dants minimize the briefs' importance, contending they are unlikely
to have any significant impact on the 9th U.S. Circuit Court of
Appeals, which is hearing the attorneys general's appeal.

In the original litigation, attorneys general from 19 states filed
suit in U.S. District Court in San Francisco against property/ca-
sualty insurers, reinsurers, trade organizations. brokers and indi-
viduals, alleging the defendants conspired to manipulate the U.S.
commercial liability insurance market (Bl, June 27, 1988).

The 13 additional states that filed the amicus brief on May 11
were led by Texas, whose own antitrust suit against many of the

Continued on page 25

Court won't hear

asbestos lawsuit

brought by states

By STACY ADLER

WASHINGTON-The U.S. Supreme Court last week refused to
hear a lawsuit filed by 29 state attorneys general seeking to recover
the cost of removing asbestos from state-owned buildings.

Without comment. the high court refused to hear arguments that
26 asbestos manufacturers should pay for removing asbestos from
schools and other government buildings.

Removing asbestos from the nation's public and private buildings
would cost an estimated $51 billion to $750 billion, according to the
lawsuit. But removal from only public buildings in these 29 states
would cost an estimated $16 billion, said a spokeswoman for
Ken Eikenberry, the Washington attorney general.

Mr. Eikenberry, who organized the suit, said he believed "the pri-
mary reason why the Supreme Court did not accept the states’
claim was the complexity and burden presented by the consolidated
case.”

"The Supreme Court usually operates as an appellate court and
would need special procedures to function as a trial court,"” he said.

The Supreme Court ruling does not prohibit states from suing as-
bestos manufacturers in state courts. Eight other states already
have done so: Kentucky, Marylland, Minnesota, Mississippi, Penn-
sylvania, South Carolina, Virginia and West Virginia.

Washington "is going to pursue state action;' said the spokes-

Cant:nued on page 34
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LUI insurers may be placed

into creditor-arranged rehab
LONDON-The troubled insurance

companies owned by London United In-
vestments P.L.C. may be placed into a

creditor-arranged rehabilitation plan
under one of the options being examined
by brokers and insurers that want to en-
sure an orderly runoff of business writ-
ten on the U.S. casualty line slip man-
aged by H.S. Weavers (Underwriting)

Agencies Ltd.

Insurers and brokers-led by Sedg-

wick Group PLC. and Marsh & MeLen-

Continued on next page

States mplement

Nnew comp formula
Big firms with good reco rds to suffer

By MEG FLETCHER

CHICAGO-Some large employ-
ers with good loss experience may
face higher workers compensation
premiums under a revised formula
for calculating an individual em-
ployer's experience rating that is
being introduced around the coun-
try,,

The new formula also is likely to
inciease workers compensation
premiums for small employers with
poor workers compensation loss
experience.

However, the new formula-pro-
posed by the National Council on
Compensation Insurance and al-
ready implemented in four states-
is expected to decrease workers
compensation premiums for small
employers with good loss experi-
ence and for large employers with
poor loss experience.

In essence, the revised formula
means- loss experience will be less
of a rating factor for large employ-
ers and more of a rating factor for

small employers than under the old
formula.

The revised formula will encour-
age small employers to emphasize
safety programs to reduce losses,
supporters of the change say.

And, the formula may lead work-
ers compensation insurers to in-
sure more small employers with
bad loss experience since they will
be able to charge higher premiums,
thus removing these employers
from the residual market.

However, the prospect of in-
creased work comp premiums
could force some large employers
with good loss experience to opt
for self-insurance rather than con-
tinue ti, buy commercial insurance.

"It penalizes those large employ-

ers who do a good job and gives a
break to those large employers who
aren't doing as good a job," said
Lucille Gallagher, vp-risk manage-
ment for Monfort Inc., a meat pro-
cessing company based in Greeley,
Colo., and vp-governmental affairs
for the Risk & Insurance Manage-
ment Society Inc.

For large employers with bad ex-
perience,"It's going the wrong di-
rection," she said.

The revised formula so far has
been implemented in only four
states: Nebraska, North Carolina,
Georgia and Colorado.

However, 10 additional states
will implement the changes be-
tween June 1 and Sept. 1: Missis-
sippi, Connecticut, Indiana, Mary-
land, Minnesota, Tennessee,
Wisconsin, Alaska, Alabama and
Hlinois.

Continued on page 33

New IRS pension rules
hurt and help employers

By JERRY GEISEL

WASHINGTON-Internal Reve-
nue Service pension non-discrimi-
nation regulations published this
month wipe out an earlier IRS rule
thai could have raised havoc for
thousands of employers that offer
special pension provisions to only a
handful of participants.

But other provisions in the newly
issued non-discrimination rules
could cause problems for employ-
ers. benefit experts say.

In particular, one provision may
make it difficult for companies to
combine different pension plans to
pass the non-discrimination tests.

Another provision-involving
ho- compensation is computed-
would snip pension benefits for
high-paid executives.

The best news in the proposed
regulations is the IRS's decision to
withdraw a February 1989 regula-
tion governing the minimum num-
ber of participants a pension plan
must cover to be regarded as non-
discriminatory.

Chicago-Boargof Frade-prans

That regulation was intended to
implement a provision in the Tax
Reform Act of 1986 that said a
pension plan generally had to
cover 50 participants, or 40% of a

company's workforce, whichever
was less.

The IRS has got it
,ight this time,’
Buck's Mr. Rumack

savs of the minimum
pawticipation rule.

But the regulation proposed in
1989 by the IRS said this 50 em-
ployee/40% threshold had to be ap-
plied to each "current benefit
structure” in its pension plan.

For example, if an employer with
10,009 participants in its defined
benefit plan offered a slightly
richer accrual formula to 30 par-
ticipants, such as employees of an

acquired firm, the plan would have
flunked the minimum participant
regulation.

Embarrassed IRS officials, who
earlier this month described their
minimum participation regulation

s "a symbol of complexity," now
say that variations in benefit
structures will be allowed as long
as the overall plan meets the
threshold as well as other general
non-discrimination rules.

Benefit experts hail the IRS de-
cision to withdraw the 1989 mi-
nimum participation rule.

"The IRS has got it right this
time. The service is saying, 'We
don't care about an individual
benefit structure.’ It wants to look
at the plan as a whole as long as
the plan covers 50 people,” said
Frederick. Rumack, director of
taxes and legal services at Buck
Consultants Inc. in New York.

"The IRS heard the criticisms of
its regulation and recognized that
it went too far,"” added Frank
Rogue, a consultant with Hewitt

Continued on page 35

Flexible benefit programs
trim fat from health plans
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LUI rehab discussed

Continued frm preuzous page
nan Cos Inc -continued discussions last week on how to prevent
Walbrook Insurance Co Ltd and six other LUl companies from
going mto liquidation

Most of the insurers involved in the discussions ceded busmess to
Weavers, said David Robb, assistant vp of Hartford Insurance Group,
one of the msurers mvolved in the negotiations

"Well in excess of 100 million pounds ($167 million)" is needed to
"have a good prospect of conducting an orderly runoff of the vari-
ous companies within the LUI group,”" John Garner, chairman of
Lloyd's of London Insurance Brokers' Committee, wrote in a memo
to brokers last week

The workmg group has offers of at least 40 milhon pounds ($66 8
million) to help fund an orderly r.moff, Bus:ness Insurance learned

One of the options now being considered is a "scheme of arrange-
ment," confirmed Messrs Garner and Robb

A scheme of arrangement is a Bi itish court-approved rehabilita-
tion plan that must be supported by a majority of creditors It often iS
more advantageous than a liquidation because the administrator
usually has more freedom than a receiver to administer a runoff using
commutations and other methods to speed the process

Also, the worklng party believes funds raised to support the runoff
will be better protected under a scheme of arrangement

Benefit cuts trigger Bell strike

CINCINNATI-More than 3,000 unionized employees of Cincinnati
Bell remamed on stnke late last week, demanding continuation of fully
paid, first-dollar health care coverage

Under the contract that expired May 12, members of the Com-
munications Workers Union of Amenca employed by Cincinnati Bell
paid nothing for health care obtamed through various health mainte-
nance organizations or through a network of preferred provicers, said
Dodie Ditmer, bargaining chairwoman for the union

Employees using non-network providers paid 10% of costs above
a $100 individual deductible and a $300 family deductible up to
$900 per year for Individuals and $2,700 per year for familles

Cmemnati Bell-an independent company that is not part of Ohio
Bell, an Ameritech unit that settled a similar strike over health care
benefits last year (Bl, Aug 21)-is seeking to implement a flexible
benefits program for its union employees

Under the flex plan, employees would pay weekly premiums of at
least $6 for farmly coverage Individual coverage would not require
employee contributions

In addition, Cincinnati Bell has proposed that employees share m
some health care cost increases over the term of the new contract

Cincinnati Bell, which implemented flexible benefits for management
last year, declined to comment

The union also is seeking improved vision and dental benefits

Skandia to buy Met Re

NEW YORK-New York-based Metropolltan Remsurance Co will be
acquired by Skandia Insurance Co Ltd of Stockholm, Sweden, under a
letter of intent sised by Skandia subsidiary Skandia International
Insurance Corp and Met Re

Terms of the acquisition were not disclosed

Met Re reported 1989 net reinsurance premiums of $919 milhon,
a 22% decrease from $117 8 million written in 1988

Skandia America Reinsurance Corp in New York, another Skan-
dia unit, is expected to assume mos- of Met Re's busmess, although
some of Met Re's business will be assumed by other Skan(lia com-
panies, according to a Skandia America spokesman

Skandia America reported 1988 net reinsurance premiums wnt-
ten of $234 million

A spokeswoman for Met Re, a subsidiary of Metropolitan Life
Insurance Co in New York, said Metropolitan intends to focus on
other lines of business

Skanclia IS the world's sixth-largest reinsurer, according to a Bl
ranking, based on 1988 net reinsurance premiums of $1 2 billion

Insurers lose satellite suit

SANTA ANA, Calif -Three msurers lost a four-year battle to recover
almost $5 6 million from component manufacturers of a $75 mililion
satellite that failed to reach proper orbit m 1984

An Orange County Superior Court luly last week ruled that while the
motor of the satellite's upper-stage rocket booster-known as the pay-
load assist module-was faulty, manufacturers McDonnell Douglas
Corp of St Louis, HITCO of Newport Beach, Calif,and Morton Thio-
kol Inc of Chicago-now Thiokol Corp -were not negligent

However, the Jury found that Morton Thiokol, which manufac-
tured the faulty PAM motor, breached its warranty with McDonnell
Douglas But Morton Thiokol was responsible only for pa ing the
insurers' portion of the cost of the $485,000 motor, not the cost of
the entire satellite, Judge James Alfino ruled

The insurers, which underwrote 7 6% of the $75 million m limits
for the Palapa B2 satellite, should only receive their portion, or
$37,000, for the loss of the motor, said Larry Kaplan, partner of Adler,
Kaplan and Begy in Chicago, which represented Morton Thiokol

Plaintiffs Lexington Insurance Co, a unit of American Interna-
tional Group Inc, Talbot, Bird & Co Inc, a New York-based msur-
ance management unit of London-based Guardian Royal Exchange
PLC, and Northbrook Excess & Surplus filed the suit in March
1986 (Bl, March 10, 1986)

Plaintiffs' attorney Shaw, Pittman, Potts & Trowbridge m Wash-
ington, DC, could not be reached to comment

Continued on page 33

Errors and omissions
« A legal decision reported m the March 26 Legal Briefs, The

Chaznel Inc us Firemang Fund Insurance Co, was subsequently
depublished by the California Supreme Court

Fraudulent MEVWAS
pose growing worry

By JERRY GEISEL deputy inspector general at the emption provisions in the Em-

U S Department of Labor ployee Retirement Income Security

WASHINGTON-Fast-buck ar- Many self-funded MEWAs-also Act of 1974 bar state regulation of
tists linked with self-funded mul- known as multiple employer trusts self-funded MEWAs While legal
tiple employer welfare arrange- or METs-often are no more than battles are being fought, promoters
ments are leaving an increasing elaborate "Ponzi" or pyramid attract new clients and collect pre-
number of people with milhons of schemes, Ms Howard said Pro- miums
dollars in unpaid health care moters, often with insurance sales "They want to slow us down be-
claims, a Senate panel was told backgrounds, expect from the be- cause time is money," Ms Howard
last week ginning that the plans will become said

Self-funded "MEWASs are ticking insolvent By the time a state can shut
time bombs for consumers,” Jo To gain the trust of unsuspect- down a self-funded MEWA, It IS
Ann Howard, a member of the ing firms, MEWAs initially pay too late After it sets low prices,
Texas State Board of Insurance, small claims promptly from cash reserves inadequately and misap-
told the Senate Permanent Sub- flow But soon, premiums that propriates premiums, the MEWA IS
committee on Investigations should be set aside for reserves and broke and policyholders are stuck

Con artists lure small employers, to purchase stop-loss insurance are with unpaid medical bills, regula-
desperate to purchase affordable diverted to pay organizers fraudu- tors say
health insurance, to self-funded lent fees and administrative ex- No one knows exactly how large
MEWAs by promising cut-rate pre- penses the problem of collapsing self-
miums, regulators say Ms Howard said unscrupulous funded MEWAs 15

"We are talking about fraud in MEWA promoters fight every ef- "Neither we nor anyone else has
big, bold letters You are dealing fort by state regulators to shut any idea of the scope of the prob-
with professional racketeers They them down as unauthorized insur- lem," acknowledged subcommittee
(the promoters) are professional ance operations Chairman Sam Nunn, D-Ga

thieves," said Raymond Maria, The organizers claim that pre- Continued on page 32

Experts question plan's feasibility

Insurance futures proposed

By JUDY GREENWALD

about the proposed contracts
The futures contracts are ex-

ing in a price
A simplistic example would be a
CHICAGO-The Chicago Board pected to allow auto and health in- farmer who has hogs that will be
of Trade IS seeking federal ap- surers to protect themselves from ready to go to market in six
proval :o sell futures contracts for reinsurance premium swings, thus months He sells a futures contract,
health and automobile insurance stabilizing the price of insurance guaranteeing he will sell the hogs
The contracts will be based on sold to policyholders at a particular price
reinsurance, said Leslie Rosenthal, However, insurance Industry ex- If the price of the hogs rises dur-
chairman of the CBOT committee perts have expressed both puzzle- ing that period, the farmer then
that is designing the contracts ment and skepticism about the via- buys a contract for hog futures, ef-
He would provide few additional bility of insurance futures fectively offsetting the earlier con-
details, citing competition with A futures contract is an agree- tract He then sells the hogs In the
rival commodity exchanges ment to buy or sell a commodity open market at the higher price
The exchange announced the or financial instrument at a partic- and comes away with a profit
plan-with little elaboration-on ular price on a stipulated date The On the other hand, if the price
Wednesday after the Financial contracts are used to protect falls during that same period,
Times of London published a story against price fluctuations by lock- Continued on page 35

OGICO in rehabilitation in Ohio;
sale possible within the month

Insurance of Concord, Mass -based holdins

Meanwhile, the Oklahoma De- company The Group Inc
CONCORD, Mass -The 011 & partment of Insurance IS seeking a The Group also owns Chicago
Gas Insurance Co of Westerville, rehabilitation order for affiliate based Millers National Insurance
Ohio, must stop writing new busi- company Petrosurance Casualty Co, which the lllinois Insuranc,
ness following a rehabilitation Co of Tulsa, Okla , said Mary Department has been examining
order obtained last week by the Clark, the Oklahoma department's Millers was substantially reinsurec
Ohio Department of Insurance general counsel and managed by OGICO Late las
However, OGICO can renew Petrosurance had been ordered Friday, the department still wa
business and will continue to pay to suspend underwriting by the examining the financial status o
claims during the rehabilitation Oklahoma Insurance Department Millers and had taken no furthe

period, said Neil Rector, deputy on April 16 (Bl, May 14)
director of the Ohio Department of Both companies are subsidiaries

By CAROLYN ALDRED

action

Continued on page 3
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Flex plans hold line on health costs

By MICHAEL SCHACHNER earlier this year by A Foster Higgins & Co
Inc (BI, April 2)

And, based on 1988 data, health care bene-
fit costs comprise 8 7% of payroll for employ-
Avery's director of compensation and bene- among companies identified by the National ers with flex plans, compared with 97% of
While the hundreds of flex plans intro- fits Assn of Manufacturers as controlling costs payroll for other companies, according to the
Master Chemical, which is based m Per- through flex plans survey
tually cut employers' health care costs, em- rysburg, Ohio, introduced a self-insured plan Other employers are fighting rising health Likewise, a recent survey by Hewitt Asso-
ployers are discovering that offering workers 'for ItS 125 employees in 1984, and "we have care costs by implementing case manage- clates reports that per-capita health care
a choice of benefits does reduce the expense put the same ment programs (Bl, May 7), analyzing claims costs rose 14 9% in 1988 for employers with
of offering unwanted or unused benefits and amount of money data (BI, April 30), adopting comprehensive flex plans, while costs rose 22% for employ-
encourages employees to choose managed into our plan every health management programs (Bl, April 16), ers without flex plans
year since 1984 working with labor unions (BI, April 2), and Today employers view flex plans-whose

Two companies-Master Chemical Corp Some years we even . 7 m operating in-house medical clinics (BI, origin can be traced to the late 1970s-as a
and Avery International Corp -credit their ran at a surplus, F ma March 7) way to make increasing employee costs more
flex plans with keeping health cost increases which we simply left COSt E oo Even small employers have developed their palatable, benefits consultants agree
m the single-digit range in a time of dou- in the plan for the own special cost management strategies (B, "From a financial standpoint, cost hits (to
ble-digit health care inflation following year,” COntalnment March 19) employees) today are inevitable," says Kevin

Avery, an office supply retailer in Pasa- said Ronald Sladky, Companies across the nation report that Meehan, a Wyatt Co consultant in Washing-
dena, Calif, kept its annual health care costs vp-finance flex plans are a useful health care cost con- ton, D C "Flex makes the hit to the employee
Another company, Volvo North America tainment tool more palatable Many employers believe they
four of six years since implementing a self- Corp, says that while its flex plan is viewed For example, employers with flexible ben- could not get away with increasing employee
insured flex plan in 1983 primarily as an effective employee recruiting efit programs reported per-capita total costs without flex "

"If we had done nothing but kept our old and retention tool, the plan also has gen- health care costs of $2,635 in 1989, or 7% less With flex plans, employers' costs are in-
plan, we'd be paying at least 30% more each erated some unforeseen savings than the $2,831 reported by employers with- creasing 2% to 4% below the national aver-

' Avery, Master Chemical and Volvo are out flex plans, according to a survey released Contznued on page 23

Municipal E&O claims stabilizing: Study

By DEBORAH SHALOWITZ of appointed administrators in ported at least one E&O claim be-

cities, towns and counties tween 1983 and 1988

Unwanted benefits eliminated

Employers are increasingly controlling
their health care costs by implementing com-
prehensive flexible benefit programs

duced during the past decade have not ac-

care programs

below the national per-employee average in

The percentage of local govern-

Top sources of public
officials' E&O claims

The study focused on govern- Local governments serving pop-
ments and public officials report- ments' and officials' exposure to ulations of 10,000 to 25,000 re-
ing errors and omissions liability errors and omissions liability, ported the lowest claim activity
claims seems to be leveling off which typically does not involve Only 20% reported being hit with
after a big increase in the early accidental bodily injury or prop- an E&O claim
1980s, a recent study says erty damage Such claims usually Only 6 7% of those serving
But E&O damage awards against stem from alleged improper or in- 500,000 to 1 million people re-
government, entities are rising, as appropriate executive and mana- ported E&O claims But with only
is the number of claims for which gerial decisions or actions
no monetary damages are awarded,

Alleged improper dimissals of employees is the top source of errors

and omissions clai mgarsripal t}pvegmelts and public officials

seven respondents in this category,
Approximately 26% of respon- no meaningful conclusions could
according to The Wyatt Co survey dents reported E&O liability be drawn, the study reports

And quite frequently when sub- claims in the six years covered by Claim activity varied by region
stantial monetary damages were the 1988 survey, compared with In the Southeast, 31% of govern- 16
sought from a government entity, 25 2% in the six years covered by a ment entities were hit with an E&O
the final settlement involved little similar 1985 survey In 1982, only claim between 1983 and 1988,
or no monetary compensation, 16 4% reported such claims compared with only 19% in the 12
Wyatt found "We're observing a turning Northeast

1S - - ~1ovUf a-

Meanwhile, more local govern- Polnt" in the susceptibility of pub- Private citizens filed 43% of all
ments are self-insuring their E&O lie officials and governments to E&O claims against local govern- 8
liability risks than in the mid- errors and omissions claims, said ments and officials, while 29%
1980s, according to the survey Steven Math, an associate actuary were filed by employees or former

The survey, conducted in 1988 with Wyatt in Boston "The public employees, 13% by prisoners, and 4

and 1989, covered 1983 through has reached a level of knowledge 8% by businesses The remaining
1988 Respondents included 1,329 and aggressiveness about filing E&O claims were filed by labor
local governments in all 50 states claims that we think is going to unions, other government agencies
The survey was a joint project of stay for a while "

Wyatt and the International Com- Local governments most suscep- E&O claims most often’ were filed 1 O
munity Management Assn , a tible to E&O liability claims were against local governments 70% of
Washington, D C -based profes- those serving populations of 50,000 them named the local govern-

sional and educational association to 250,000, about 34% of which re- Continued on page 23 Source The Wyatt Co

and public action groups Employee Treatment of

dismissal

Zoning or Failure to follow
rezoning legally mandated
procedures

suspects and
prisoners

Bt/JOHN SMITHER

Product liability bill California antitrust rules

will improve safety,
proponent contends

By ADRIENNE C. LOCKE

anger insurance industry

By JOANNE WOJCIK gest that insurers regularly consult torney and partner with Buchalter,

antitrust lawyers before partlel- Nemer, Fields & Younger in Los
LOS ANGELES-Insurance pating m trade group meetings or Angeles

trade groups, brokers and lawyers other joint activities that may be

are boiling mad over final insur- viewed as collusive

Other insurance lawyers describe
the guidelines as adversarial in na-

WASHINGTON-Product liability reform legislation would help "Very little is changed from the ture

improve workplace safety by barring employers responsible for an

ance industry antitrust guidelines

employee's inluries from collecting a share of the tort award paid to
the injured worker by the manufacturer of a product involved in
the accident, a tort reform advocate said

However, an opponent of this provision in the bill, S 1400, testi-
fied before a Senate Consumer Subcommittee hearing that the
provision steps beyond the boundaries of product liability reform
and would make unwanted and unnecessary changes in workers
compensation law

Other supporters of the bill, introduced by Sen Robert W Kas-
ten, R-Wis, called the legislation a "pro-consumer” bill because it
would correct some of the problems in the current product habil-
ity system that translate into higher prices for consumers

But, a consumer advocate contends that the bill would not bene-
fit consumers if it encouraged manufacturers to bring unsafe prod-
ucts into the market

The May 10 hearing at times broke down into volleys of insults
and accusations about possible affiliations of some of the witnesses
to plaintiffs' lawyers, which resulted in Sen Kasten making an
unusual call to place all witnesses under oath

Sen Kasten's request was denied by the subcommittee's chair-
man, Sen Richard H Bryan, D-Nev

The raucous session was the subcommittee's final hearing in a se-
ries of three this spring on the Kasten proposal (BIl, April 16,

Contznued on page 11

released last month by California draft,"” said John J Nangle, vp and "It threatens the industry with
Attorney General John Van de assistant general counsel to the the prospect of having to defend
Kamp National Assn of Independent In- against not only the law, but Van
They are particularly upset that surers in Des Plaines, lll de Kamp's predilections of what
the guidelines, which are the state While his and other trade groups the law should be,- said Mr Sil-
Justice Department's interpreta- commenting on the draft "tried to berman of Sonnenschein, Nath &
tion of how state antitrust law will be scholarly” in defending insur- Rosenthal, a Chicago law firm
apply to the insurance industry, ance industry operations, the at-
vary only slightly from draft pro- torney general apparently didn't going to be sublect to a lot of in-
posals that observers said could pay attention, Mr Nangle said terpretation through litigation,"
severely restrict traditional 1ndus- At first glance, the final guide- the NAIB's Ms Haugen predicted
try practices (Bl, July 31, 1989) lines appear to be slightly more "Van de Kamp has laid down the
The final guidelines prohibit in- liberal than the draft, but "they gauntlet,” said Tom Brunner of
surers from sharing prospective still leave in question a lot of stan- Wiley, Rein & Fielding, a Washing-
loss cost information to determine dard industry practices,” said Bar- ton,DC, firm representing insur-
rates and suggest that use of stan- bara Haugen, director of federal ers in antitrust and coverage cases
dardized policy forms may consti- affairs for the National Assn of In- gauntlet,” said Tom Brunner of
tute illegal price fixing surance Brokers in Washington, Wiley, Rein & Fielding, a Washing-
The guidelines also question D C ton, DC, firm representing insur-
some common practices like using "If the guidelines are very ers in antitrust and coverage cases
lead and following underwriters in strictly construed, they could have Unlike U S Justice Department
reinsurance treaties, make surplus the opposite effect of what the at- guidelines that interpret certain
lines insurers sublect to state anti- torney general is intending by re- federal laws, this document "says
trust law, and restrict communica- ducing capacity rather than en- nothing about what are the legiti-
tion between brokers and insurers hancing competition,” said mate business practices It's an ad-
In addition, the guidelines sug- Jonathan F Bank, an insurer at-

California's antitrust law "is

Continued on page 10
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Bush examines pension portability

By JERRY GEISEL

WASHINGTON-The Bush ad-
ministration is drafting legislation
to make pension benefits more por-
table for the tens of millions of
workers who change jobs before
retirement, Secretary of Labor
Elizabeth Dole said last week.

Many details are unresolved, but
the proposal would require auto-
matically rolling over an em-
ployee's lump-sum distribution
from a defined contribution plan

into his new employer's plan or
into an Individual Retirement Ac-

count.

ANd if a defined benefit plan
provided a pre-retirement lump-
sum option, those distributions
also would have to be rolled
over into the new employer's de-
fined contribution plan or into an

Plan would require lump-sum rollovers

IRA.

Current law allows employees to
take, with some tax penalties,
lump-sum pre-retirement pension
distributions in cash when they
leave a company. Employees can,
though they are not required to,
roll the funds into an IRA. And
new employers do not have to ac-
cept the distribution in their de-
fined contribution plan.

The result, said Ms. Dole, is that
80% of these lump-sum distribu-
tions are spent rather than put
back into a retirement plan.

"These savings have been
granted tax-favored status on the
condition that they be used for re-
tirement income. Spending these

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

CNA helps you

hold down the cost
of quality health care.

You can be confident of high-quality, cost-efficient
health care for your 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 thefre 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

savings before retirement frus-
trates this objective,” Ms. Dole
said.

"Stated quite simply, portabil-
ity, to the greatest extent possible,
should ideally allow a worker to
maintain a single retirement ac-

count for all of his or her savings,"
she added.

In an address last week to the
Assn. of Private Pension & Welfare
Plans, a benefits lobbying organi-
zation, Ms. Dole outlined other
pension law changes the adminis-
tration is considering. Those in-
clude:

- Requiring multiemployer
plans to reduce the years of service
required before an employee is

vested.

Such plans now may require 10
years of service before full vesting.
Before the Tax Reform Act of 1986,
single-employer plans also could
use 10-year vesting, but that law
generally required single-employer
plans to adopt faster schedules by
1989.

Reducing that 10-year standard
to five years for multiemployer
plans-the limit typically used by
single-employer defined benefit
plans-would immediately vest an
additional 1.1 million workers in
multiemployer plans, Ms. Dole
said.

That proposal would create a
uniform vesting standard for

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

are appropriate.

Finally, our Quality Assurance 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 muki-site companies,
our network locations include 40 major metro-

politan areas.

For more information, call your CNA representative.

CNA

For All the Commitments You Make®

Group Benefits from C NA: Life & Health -AD&O- Vision - Dental - LID - Flexible Berefits Programs - Pensions - Long Term Care - Managed Care
Coverage is underwritten by Continental Assurance Company, one of the CNA Insurance Companies/CNA Plaza/Chisago, IL 60685

workers-regardless of whether
they were covered by a single or a
multiemployer pension plan. It
would also boost costs for mul-
tiemployer plans.

» Increasing the attractiveness
of special small employer pension
programs, known as Simplified
Employee Pension Plans, or SEPs.

The administration is consid-
ering raising to 50-from 25-the
maximum number of employees a
company can have for workers to
make pre-tax contributions to the
SEPs.

Under that change, "SEPs would
allow an additional 51/2 million
workers to accumulate savings
through pre-tax payroll deduct-
ibles," Ms. Dole said.

* Tougher enforcement rules.

The administration will soon
send to Capitol Hill a legislative
package that would increase the
scope and quality of pension audits
performed by outside certified
public accountants.

That package also would in-
crease penalties for employers that
violate the Employee Retirement
Income Security Act of 1974 and
award attorney and expert witness
fees to successful plaintiffs in pri-
vate ERISA civil actions.

The administration also. has re-
quested enforcement staff in-
creases-100 new positions in the

Most lump-sum
distributions are spent
rather than put back
into a retirement plan,
says Elizabeth Dole.

Pension and Welfare Benefits
Administration and 33 in the de-
partment's Office of the Soli-
citor.

"We will strive to ensure that
every participant receives the ben-
efits to which he or she is entitled.
| believe this can only be accom-
plished by renewed commitment
through enforcement of our pen-
sion laws," she said.

Ms. Dole lashed out at a proposal
by Rep. Peter Visclosky, D-Ind., to
require employers to share control
of defined benefit and defined con-
tribution plan assets with employ-

She warned that the proposal,
stripped last year frorn a broader
budget bill, but now under ren-
ewed congressional consideration,
would discourage companies from
offering pension plans (BI, Jan.
22).

Under the Visclosky amendment,
"Sponsors would have a strong
disincentive to maintain their
plans because they would bear the
risk of plan investment perfor-
mance without being able to deter-
mine investment strategies,” she
said.

The labor secretary also critic-
ized proposals to bar companies
from recovering surplus assets
when they terminate overfunded
pension plans.

Enacting such legislation would
discourage employers from start-
ing and fully funding pension
plans.

That would result in less security
and greater risk for millions of
Americans, Ms. Dole said.

Ms. Dole pledged, to a warm
round of applause, that she will
fight to preserve the voluntary na-
ture of the nation's pension system
and to oppose government man-
dates.

"Our pension system has suce-
eeded because it is driven by the
market, and not government man-
dates. | am committed to doing all |
can to ensure thatit stays that

way " she said. 1
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It's only an empty chair. Except when the person who's usually in
it happens to be on disability leave.

In which case that empty chair could cost your company untold
thousands in disability benefits. Not to mention the loss in productivity:

Which happens to be where the CIGNA companies come in.
We've been in the

LTD business ever since
there's been an LTD

business.

And, from day one,
disability management
services for both short-
term and long-term
products have always
been an integral part of
our program.

In fact, over the past
twenty years, our
rehabilitation specialists
have led the entire
industry in returning
people to productive
lives. While helping to

cut costs for countless employers. Saving an average of $20.00 for
every $1.00 invested in cost-reduction programs.

If you would like to learn more about our short- and long-term
disability programs, please address any questions you may have to
the CIGNA companies: Fax (215) 523-7915.
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And returned so many people to their seats.
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Opinions

Protecting beauty of reef

M ARINE INSURERS ARE MISSING the boat 1 Weao74

*Wea -t
by not requiring policyholders to use pilots 18##ss 14*4*/6« ——«y-
aboard ships navigating between Australia and the f*

Great Barrier Reef .

17,41

We only hope more underwriters get on board r1.2,5 .45, o
with this policy requirement before a devastating i r «
oil spill damages this unique and beautiful part of
our world _
The Australian government, unfortunately, does
not require the use of pilots on ships in the area 4/9...
As a result, marine insurers in Australia are try-
ing desperately to get pilots on ships navigating
these waters

On one front, Australia's representative to the 'Si 14, 4 If' '*

marine hull committee of the International Mari- *,41 ™

time Organization earlier this month argued that "Brel®
the IMO should adopt a requirement that ship

navigafing e waters between Australia qud the - 146974 GREAT AR(ER R EF Al
waters on board (see story, page 27)

So far, the IMO-a United Nations agency that DITAND DENDULUM

establishes standards for maritime safety and the
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Letters

A tip for RIMS: Drop an outdated speaker

To the editor | am a deputy member of complished much in her career and de- dated in his thinking There seems to be a
the Greater Kansas City chapter of the serves the recognition bestowed upon movement in this country to put women
Risk & Insurance Management Society, her Many of us have enjoyed the intel- again in the back seat whether they are
and | attended the national RIMS confer- lectual stimulation of work for many working full-time at home or in business,
ence in Boston | have attended four other years We have gone into the workforce and comments like Mr O'Neill's add fuel
conferences in the last five years, and willingly to achieve personal satisfaction to that movement

never was | so offended by a remark made by Contributing our talents to the busi- | heard mixad messages at the conven-
by a luncheon speaker as | was by one ness world tion-praise fir women who are in risk
made by Tip O'Neill It *-as personally offensive to me to management and a definite put-down of

In speaking of the comparison between have that achievement and contribution women from our Thursday luncheon
the workforces of the United States and brushed aside by Mr O'Neill in the con- speaker | apirlaud RIMS for recognizing
oui foreign competitors, Mr O'Neill text of the competitive world market ItS women members, | boo RIMS for
stated that more than 60% of the U - Ironically, Japanese women are now en- choosing speakers who do not

workforce IS female and that no one could tering the business world in greater num- Fran Romine
convince him that women work because bers than ever before Insurance Administrator
they want to With all due respect for Mr O'Neill's Research Health Services System

While | do not believe It IS polite to accomplishments, he is hopelessly out- Kansas City, Mo

leave the hall when someone is speaking
(and | never have before), | walked out

after Mr O'Neill's reference to working Why iS U R 'I ittl e g uy, ig n O red ?

women | wish all the women in the hall

had had the same reaction | did His To the editor With some frustration | ents larger savings than the "Big 10"
statement was a slap in the face to the read articles in your magazine that rely offers
women risk managers in the room only on the "Big Boys" of the indus- We'11 guarantee it tool

We have a female piesident of RIMS for try (Intracorp, Cost Care, etc ) as a source Our little-guy approach has taken us

the first time in Its history She has ac- of reference on utilization review If I'In nationwide and, as we quietly revolu-
not mistaken, Business Insurance should tionize the cost containment field, Bust-
certainly remember printing an ex- ness Insurance continues to call on the
tremely comprehensive listing of such grandfathers of the business for their
service providers opinion

- Whatever happened to the little guy, Our small voice needs to be heard, our
We reserve the nght to ed:t tetters blazing his own trail rather than simply footsteps planted in the fresh soil of

for clanty or space We will not R . . . . . R . .
X X following the utilization review boiler- unique ideas, our clients applauding all
publish unsigned letters Send your -
4 plate? the way to the bank
comments to Letters to the Editor,

Bustness Insurance welcomes let-
ten from its readers Please keep
your comments as brief as possible

We have been, and will certainly con- Doug A. Sandler
Bus:ness Insurance, 740 N Rush . . )
st. ch i1l 60611 tinue to be, a leader in our field Propor- Sen tol- Account Representative
t. i o . . .
cago, 1, tionately, as the little guy, we win our Medical Review Corp

share of contracts, often offering our cli- Morristown, N J
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Learning from a bad experience can be a nightmare
and its devastating results can linger long after the
lesson has been taught.

At Reliance National, our expertise can prevent you
and your clients from having a bad experience. With
our tried and tested underwriting ‘know how’, we can
help you effectively meet the needs of your
specialized insureds.

Our TECHNICAL RISK DIVISION offers specially
designed comprehensive coverage to handle on-shore
property and time element coverages on: Petroleum,
Gas, Petro-Chemical, Chemical, Coal, Electric
Utlities, and a variety of other related classes. Other
coverages are available for:

® Boiler and Machinery

® International Property

® Off-Shore Energy Risks

Our in-house capacity allows us to write 100% of
many risks and to participate on a quota share basis
on larger risks. All this, plus our excellent support
facilities in loss control and claims makes Reliance
National, THE CHOICE for Technical Risk
Insurance.

Yes, experience is the best teacher but there are some
experiences that no one should have to learn from.

Let our TECHNICAL RISK DIVISION keep you
and your clients from having . . . a bad experience.
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Antitrust rules

Continued from page 3
versarial document,” he said.

"There are a lot of customary in-
surance industry practices that
will be challenged,” Mr. Brunner
added.

The guidelines will have a
"chilling effect on what we believe
is a lot of legitimate business activ-
ity," said Kenneth Nails, senior vp
and general counsel for the Alli-
ance of American Insurers in
Schaumburg, IlI.

Deputy Attorney General Jesse
Markham in San Francisco, who
wrote the final guidelines, says
they will test insurers. "The insur-
ance industry represents that it's
competitive. This will put them to
the test,” he said.

"Antitrust Guidelines for the In-
surance Industry," is intended to
provide a detailed analysis to in-
surers, brokers and others sub-
jected to the Cartwright Act-
California's antitrust law-by

Proposition 103.

The attorney general's office also
published a summary of basic anti-
trust compliance rules intended for
non-legal insurance industry per-
sonnel.

While the draft version was pub-
licly circulated, the final guide-
lines have fallen into only a few
hands. Among those with copies

are insurance lawyers, publishers
of antitrust resource materials and

law libraries.

The final version of the guide-
lines include some corrections of
inaccurate material contained in
the draft version, as well as further
clarification of certain ambiguous
points, Mr. Markham explained.

The final guidelines also reflect
developments since the draft was
released last summer, such as the
dismissal of the federal antitrust
suit filed by state attorneys gen-
eral, including Mr. Van De Kamp
(see story, page 1).

In addition, the guidelines point
out differences between California

and federal antitrust law.

"The guidelines take the point of
view that California's antitrust law
is more progressive and restrictive
than federal laws,” Mr. Markham
explained. Joint trending or collec-
tive loss cost development are
among the common industry prac-

On the other hand, "the sharing
of strictly historical loss informa-
tion is of no concern,” he added.

Insurer attorneys criticize this
application of antitrust law as im-
practical.

"The idea that insurers may not
share price data simply ignores the

'What the industry needs to understand is that

practices used to develop prices for next year's

products based on last year's costs on a

collaborative basis are illegal in California,' says
Deputy Attorney General Jesse Markham.

tices that would be rendered ille-
gal, he said.

"What the industry needs to un-
derstand is that practices used to
develop prices for next year's
products based on last year's costs

on a collaborative basis are illegal
in California,” Mr. Markham said.

AUGUST 26,1992

basic nature of the industry,"” said
Royal Oakes, an attorney with
Barger & Wolen in Los Angeles.

"If you sell stpel, your price is
based on your costs. If you sell
insurance, you won't know your
costs for years. The only way to
price policies efficiently is for the

industry to exchange price data,”
he said.

"There has to be some way to
reasonably put the information to-
gether to develop rates," asserted
the Alliance's Mr. Nails. "Raw data
means nothing. If it can't be com-
bined, companies will not be able
to estimate rates consistent -with
loss costs.™

Setting rates without pros-
pective data would be "more costly
and especially difficult for small
insurers," he added. "In the end, it
could lead to the demise of smaller
companies or their purchase by
larger companies and eventually

fewer companies competing in the
market.”

The Insurance Services Office
Inc., which provides ratemaking
data to insurers, declined to com-
ment on the guidelines.

Use of standard policy forms is
also challenged by the attorney
general.

The summary to the guidelines
states: "Any agreement among
competing firms not to do business
with certain customers or suppli-
ers, not to do certain kinds of busi-
ness or not to do business except
under certain terms is considered
an agreement to boycott and is il-
legal.”

WWhile the use of standardized
products is not illegal per se,
"when competitors get together to
create a standardized product, an-
titrust restrictions apply.,"” Mr.
Markham said.

Mr. Nangle of the NAII asks:
"How will consumers comparison
shop if they all have different poli-
cies?"

And Wiley, Rein's Mr. Brunner
said he was "startled" by the sug-
gestion that "the development of
standard exclusionary language
could constitute a group boycott.”

The document also shows a par-
ticular "hostility” toward the rein-
surance industry, according to Mr.
Brunner. "l clearly envision hostile
scrutiny of certain practices and
procedures."

Reinsurance treaties and facul-
tative contracts underwritten
jointly by two or more insurers
"are not unlawful in and of them-

selves," say the guidelines. But
they do have "significant anticom-
petitive potential,” according to
the guidelines.

"Indeed, a typical reinsurance
treaty has some classic character-
istics of a cartel, including en-
forceable conformance to prices
and terms set by 'leaders,’ " the
guidelines assert.

That contention "ignores the fact

that no cartel can exist in a com-

petitive market, which reinsurance

is,"” said Lawrence Trent, an in-
surer attorney and partner at Bu-
chalter, Nemer in Los Angeles.
Proposition 103, he adds, "specifi-
cally excludes reinsurance."

Criticism of the use of leading
and following markets is directed
at Lloyd's of London, according to
other lawyers who represent insur-
ers. "The attorney general is as-
serting his right to go after British
and European reinsurers to the ex-
tent that they affect California
business,"” Mr. Brunner observed.

The guidelines also suggest that
London underwriters and brokers
attempting to influence coverage,
such as by developing the pollution
exclusion, could constitute a group
boycott, Mr. Brunner pointed out.

The guideline summary states:
"An agreement between a primary
insurer and a reinsurer to reinsure
a given risk is not prohibited by
the antitrust laws. However, par-
ticularly in tight markets, deci-
sions to exclude certain business
from the reinsurance agreement
have the potential unlawfully to
effect a boycott of primary insur-
ance customers.”

The Reinsurance Assn. of
America is still studying the guide-
lines and declined to comment.

Under the guidelines, surplus
lines insurers would be subject to

Continued on next page
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California antitrust law.

According to a footnote in the
guidelines: "Reinsurance and ex-
cess insurance markets for specia-
lized risks are likely to exhibit un-
usual barriers to entry in the form
of limited supply of the necessary
expertise and the lengthy period
and limited opportunities to de-
velop.

"The attorney general will exam-
ine closely any agreements among
such firms that appear to take ad-
vantage of these barriers to new
sources of competition."

The National Assn. of Profes-
sional Surplus Lines Offices Ltd. is
still studying the document and
declined to comment.

However, Richard Bouhan, exec-
utive director of Kansas City, Mo.-
based NAPSLO, noted that Insur-
ance Commissioner Roxani Gille-
spie has held that surplus lines are
exempt from Proposition 103.

Industry trade groups say they

are also concerned with the
amount of communication that will
be permitted between brokers and
insurers placing layered coverage.

In the final guidelines the attor-
ney general appears to acknow-
ledge the need for some communi-
cation, but "he doesn't go far
enough," said Ms. Haugen of the
NAIB. He "reserved tremendous
leeway to prosecute,"she asserted.

For example, the sharing of rate
information by agents and brokers
with insurers could be a violation
of antitrust law in some cases, ac-
cording to Mr. Markham, the
guidelines' author.

"Where there is a conspiracy
among insurers to raise rates or
boycott certain risks, and a broker
facilitates this, it's illegal,” he
said.

Brokers "claim to need to relay
from one insurer to another what
each of the insurers in the market
is doing," said Mr. Markham. "I'm
not convinced that they need to."

The guideline summary also
warns insurers to exercise caution
when holding trade association
meetings because such activities
"bring people from competing
firms together, creating opportuni-
ties for agreements that violate the
law.™

If, for example, industry repre-
sentatives complain about low
prices at an association meeting
and several insurers subsequently
raise rates, they could "support an
inference of an unlawful agree-
ment to raise prices,"the summary
states.

"Similarly, urgings that certain
business is too risky to insure, fol-
lowed by withdrawal of capacity,
invite the same inference," accord-
ing to the summary.

To avoid any appearance of im-
propriety, the guideline summary
suggests that insurers consistently
use written agendas for all meet-
ings, excluding topics that compet-
ing firms should not agree on, such
as prices, business plans, policy
terms or exclusions.

In addition, the document sug-
gests having lawyers at meetings
where potential antitrust concerns
may arise.

And the attorney general warns:
"It does not matter where the
meeting takes place. You cannot
comply with California's antitrust
laws by breaking them in another
state or country. If the effects are
felt in California, California law
applies."

Numerous industry groups, bro-
kers and insurers declined to com-
ment on the guidelines pending
further study.

Single copies of "Antitrust Guide-
lines for the Insurance Industry”
are available for $26.50, while the
summary document, "Antitrust
Compliance in the Insurance In-
dustry," costs $1. Send a check
payable to the state Of California to
the Department of Justice, Public
Inquiry Unit, P.O. Box 944255,
Sacramento, Cdif 94244-2550.

Product liability

Continued from page 3
March 5).

Sen. Kasten introduced the legis-
lation shortly after Rep. Thomas
Luken, D-Ohio, introduced similar
legislation in the House last year
(BI, June 26, 1989).

Victor E. Schwartz, an attorney
with Crowell & Moring in Wash-
ington, D.C, said S. 1400 closes a
loophole in product liability law
that allows an employer whose ac-
tions contributed to an employee's
injuries to recoup what it has paid
in workers compensation benefits
through a subrogation lien on any
recovery collected by that injured
worker from a product manufac-
turer.

Under a provision in the Kasten
bill, if the employer is in any way
responsible for the injury, it can-
not recoup its workers compensa-
tion payments, said Mr. Schwartz,
who testified on behalf of the
Product Liability Alliance, a coali-

tion that favors federal tort re-
form.

In most cases where this provi-
sion would arise, it is very clear
that an employer's actions indeed
contributed to an employee's in-
juries, he said.

The provision "places needed in-
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against an employer to recoup any
amounts paid by the manufacturer
to the injured worker, Mr.
Schwartz said.

But, Thomas D. Wilcox, execu-
tive director and general counsel
for the National Assn. of Steve-

dores in Washington, D.C., an or-

A provision in the Kasten bill, 'places needed

incentive on employers to keep their workplace
safe. If the employer is at fault in creating a

product-related accident, it loses its subrogation

lien,' says Victor Schwartz of Crowell & Moring.

centive on employers to keep their
workplace safe. If the employer is
at fault in creating a product-re-
lated accident, it loses its subroga-
tion lien," Mr. Schwartz said.
However, the bill also protects
employers by barring a product
manufacturer from subrogating

ganization composed of privately
owned marine terminal operators
and stevedore companies, said this
provision in S. 1400 would only
add to the problems faced by a
troubled workers compensation
system, "without any significant
benefit to the product liability sys-

AUGUST 26,1992

tem.”

The provision, if enacted, would
deny to employers the traditional
lien for injuries partially caused by
third parties, he said.

Many employers depend on that
reimbursement to keep their work-
ers compensation programs afloat,
especially self-insured employers
that pay workers compensation
benefits out of general operating
revenues, Mr. Wilcox said.

Almost half of workers compen-
sation benefits paid to workers
employed by NAS members in 1988
was paid by self-insured employ-
ers, he said.

And, Mr. Wilcox said, there is
nothing that indicates the current

subrogation system needs to be al-
tered.

"There is no evidence to, date to
justify a change in that policy,"”
he said.

Meanwhile, another proponent
of the Kasten legislation told the
committee the nation's product lia-

Continued on nert page

P\/-E=E CAN C FIAIVGE THYFIE FUTURE.

It's a pretty big claim. Even for an insurance company. But, together, we can rewrite the future now,

today, with a well planned and applied loss control program.

At Atlantic Mutual it's no coincidence that the kind of people we insure feel as strongly about loss con-

trol as we d6. Careful and conscientious themselves, they know we'll group them with other like-minded cus-

tomers. And share the financial rewards that come with it: lowered premiums and the potential for dividends.

It's a better way to insure. And everyone benefits.

Talk with your agent or broker about us soon. And start planning for a better future.

Atlantic Mutual Insurance Company, 45 Wall Street, New York, NY 10005. =-LLAtlanti(Mutual

I'T PAYS TO BE CAREFUL .
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Product liability

Continued from previous page
bility system, if left unchanged,
would continue to hurt consumers.

James Henderson, professor of
law at the Cornell Law School in
Ithaca, N,Y ., called the existing
system "anti-consumer" because it
benefits only the trial lawyers,
while driving up product Costs
charged by manufacturers.

In the end, "it is the consumer
that pays the price of the current
product liability system through
higher prices and cost,” Mr. Hen-
derson said.

However, Linda Lipsen, legisla-
tive counsel at Consumers Union, a
consumer advocacy group based in
Washington, D.C., said the Kasten
bill cannot help consumers if
it provides an avenue for danger-
ous products to reach the market-
place.

Many of the "safe" products that
supporters of product liability re-
form say are kept off the market by

fears of product liability legisla-
tion are, in fact, questionable from
a safety standpoint, according to
Ms. Lipsen.

As an example, she cited an as-
bestos substitute never marketed
by Monsanto Co. that was touted in
a March article by Vice President
Dan Quayle as the "quintessential”
example of how the existing prod-
uct liability system keeps good
products off the market.

However, the product caused
cancer in laboratory rats during
tests performed by Monsanto in
1986, according to a letter from the
Environmental Protection Agency
that same year, Ms. Lipsen testi-
fied.

The "secretary of commmerce in-
dicated in his testimony before this
committee that if S. 1400 were ap-
proved, more of these types of
products would be on the market,"
Ms. Lipsen said, referring to Com-
merce Secretary Robert A. Mos-
bacher.

However, "we don't need"” more

unsafe products on the market, she
added.

However, Sen. John C. Danforth,
R-Mo., severely reprimanded Ms.
Lipsen for not including this infor-
mation in her written testimony,
which is submitted days in ad-
vance of the hearing, and for using

However, Ms. Lipsen replied:
"This is not something we do
lightly." The subcommittee should
know the truth about this product

and other so-called safe products,
she said.

Meanwhile, the senators attend-
ing the hearing also said they were

Senators say they were offended by a May 1 letter

Ralph Nader sent to Sen. Kasten criticizing him for

sponsoring 'another piece of cruel anti-consumer

legislation' that would infringe on the rights of

injured consumers to obtain fair compensation.

this information as part of a
"sneak attack"” on St. Louis-based

Monsanto.

"l think you want to catch peo-
ple off guard,” he said, noting that
she left ro time for the subcom-
mittee to investigate her allega-

tion.

deeply offended by a May 1 letter
written to Sen. Kasten by con-
sumer advocate Ralph Nader that
criticizes him for sponsoring "an-
other piece of cruel anti-consumer
legislation” that would infringe on
the rights of injured consumers to
obtain fair compensation.

' TooM yLS.Firms
Are In'rhe DarkAbout

Their Foreign Exposures.

A lot of American businesses
have foreign exposures they don't
even know about. Consider the many
businesses without a single office in
a foreign country. But the staff trav-
els. So do the products. International
risks-and potential coverage gaps-
may result.

The fact is, domestic coverage
doesn't travel well, if it travels at all.
And insuring certain foreign expo-
sures under a domestic policy can be
expensive. Even worse, arranging
foreign coverage without the right
guidance can lead to bigger-and
costlier-surprises.

That's why you should rely on
Hartford Fire International-a com-

pany that understands both domestic
and international markets.

HFI can provide a complete line
of primary property/casualty prod-
ucts along with excess and umbrella

coverages. All tailored to meet spe-

cial needs. All from a single source.
And between our wholly owned
foreign operations and correspondent i

<522 ",

companies, our customers get the sta-
bility and worldwide service they
expect from The Hartford.

If you're in the dark about for-
eign exposures, let us shed some ,
light on the subject. For the HFI
Office nearest you, call James Leber,
Senior Vice President, at
1-800-533-STAG (In
Connecticut, 547-3030).

HARTFORD FIRE ¢

INTERNATIONAL, LTD.
Be *noce Pecde of Irrr

The legislation would limit dam-
age awards in some cases.

Mr. Nader suggested that Sen.
Kasten and his colleagues would
better spend their time dealing
with the epidemic of white-collar
crime and public scandals, like the
collapse of savings and loan insti-
tutions, and the lack of affordable
health care for the uninsured.

The senators took great offense
at a portion of the letter in which
Mr. Nader asked: "Why are you
spending your time huddled in
Washington with corporate lob-
byists, many of whom finance your
campaigns,"” while taking away
long-existing rights of injured peo-
ple?

Sen. John McCain, R-Ariz., la-
beled the remarks "repulsive" and
"offensive," while Sen. John D.
Rockefeller, D-W.Va., said the let-
ter was typical of the kind of
"knee-jerk" reaction for which
groups associated with Mr. Nader
are known.

INn addition, Sen. Danforth in-
sinuated that Washington, D.C.-
based Public Citizen Research
Group, a group affiliated with Mr.
Nader, and Consumers Union ac-
cepted donations from the Assn. of
American Trial Lawyers, a group
composed mainly of plaintiffs’
lawyers and a strong opponent
of the product liability reform
bill.

Sidney M. Wolfe, director of
Public Citizen, and Ms. Lipsen an-
grily denied the allegations.

Sen. McCain later asked both
groups to provide to the subcom-
mittee records of all contributions
the groups have accepted. Both
witnesses agreed.

Among its other major provi-
sions, the Kasten product liability
reform bill would:

- Eliminate joint and several li-
ability for non-economic damages
in product liability cases.

- Permit punitive damages only
it there is clear and convincing
evidence of negligence by the man-
ufacturer or product seller. A de-
fendant could also request that the
amount of punitive damages be de-
termined separately at a second
trial.

- Encourage attempts at settle-
ment before the action reaches
trial.

Either party would be able to
make a settlement offer. If the de-
fendant rejects an offer and the
subsequent verdict is for an
amount greater than the settlement
offer, the defendant would also be
required to pay the plaintiff's legal
fees.

If the plaintiff rejects an offer
and the subsequent verdict is for
an amount less than the settlement
offer, the defendant's legal fees
would be subtracted from the
award.

= Shield a manufacturer from li-
ability if the claimant was under
the influence of an intoxicating
drug or alcohol and that condition
was at least 50% responsible for
the accident.

< Bar punitive damage awards
for injuries involving drugs and
medical devices that are approved
by the Federal Drug Administra-
tion or aircraft that have been cer-
tified by the Federal Aviation Ad-
ministration.

- Reduce the amount of the
product liability award by the
amount of workers compensation
benefits received by the plaintiff.

= Generally restrict the filing of
lawsuits to within two years of the
discovery of the injury or its cause.

In addition, the legislation gen-
erally would bar product liability
suits involving capital goods prod-
ucts that are more than 25 years
old.

- Make product sellers only re-
sponsible for harm caused by their
own negligence. They would be re-
sponsible for the manufacturer's
negligence only if the manufac-
turer could not be brought to trial

or did not have the funds to pay an
E=— S S b =L e —— [ ]



Comings & goings: buyers

Allied appoints Yeaw
group insurance chief

Gary P. Yeaw, 32, promoted to
director of group insurance for Al-
lied-Signal Inc. in Morristown,
N.J. Mr. Yeaw has taken over the
responsibilities formerly held by
Joseph VW
Duva, who left
the company in
April to become
a partner at

E rst & Young j

in New York

Mr. Yeaw, whose --
previouss title .
was manager of
employee bene
fits, is now re- Mr. Yeaw
sponsible for

planning, finance and policy devel-
opment of welfare benefit plans for
Allied-Signal's worldwide opera-
tions, including the company's
managed health care programs.
Mr. Yeaw reports to Ronald S.
MeGurn, vp-employee relations
and benefits. Prior to joining Al-
lied in 1982, Mr. Yeaw was an un-
derwriter for Travelers Insurance
Co. in Hartford, Conn. Mr. Yeaw
holds bachelor's degrees in eco-
nomics and finance from the Uni-
versity of South Florida in Tampa.
He is a charter member of the In-
ternational Society of Certified
Employee Benefit Specialists. In
addition, Mr. Yeaw serves as a
trustee of the Regional Health
Planning Council in Northern New
Jersey and is a member of the

board of directors of the National

Assn. of Employers on Health Care
Action.

Charles F. Nalen, 43, named
vp-risk management and environ-
mental affairs at Crowley Maritime

A-924
Mr. Nalen Ms. Mitchell
Corp.'s Pacific division in Seattle.
In this new position, which Crow-
ley created to give greater em-
phasis to environmental issues, Mr.
Nalen is responsible for oil trans-
portation safety, oil spill preven-
tion, environmental compliance,
contingency planning, insurance,
occupational health and safety,
and claims. Mr. Nalen, whose pre-
vious title was director of risk
management for the Pacific divi-
sion, has been with Crowley for 10
years. He reports to Brent Stein-
ecker, president of Crowley's Pa-
cific division. Prior to joining
Crowley Marine, which provides
marine transportation and related
services, Mr. Nalen served as
director of vocational education at
Harry Lundberg School in Piney
Point, Md., where he conducted
tanker training courses. He also
had been an engineer in the Mer-
chant Marine. Mr. Nalen holds a
bachelor's degree in adult educa-
tion from the University of Mary-
land in College Park and has an
engineering officers license from
the Calhoon School of Engineering

in Baltimore.

In a related appointment, Chris-
tine K. Mitchell has been named
division risk manager for Crow-
ley's Pacific division. Ms. Mitchell,
who reports to Mr. Nalen, has
taken over many of Mr. Nalen's
duties in the areas of insurance
and insurance accounting, claims
management and contract review.

Ms. Mitchell, who has been with
Crowley Maritime for 17 years,
most recently as manager of insur-
ance accounting and systems, holds
a bachelor's degree in business
from the University of Oregon in
Eugene.

We'd like to report on staff changes
in your company's risk manage-
ment, safety and employee benefits
departments. Just drop a note to
Nancy Johnson, Copy Editor, Busi-
ness Insurance, 740 N. Rush St.,
Chicago, Ill. 60611-2590, or call
312-649-7784. Please send a photo-
graph, too.
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But words will
never harm youl.

Wktch out! Your publishing client's how-to-do-it
book may jump up and bite their budget That exercise
or first aid video could cause a slipped digit in the profit
column. It's part of the liability epidemic, and though
the claims sound wacky, they can be costly toa

And often enough, bodily injury and property
damage daims arising out of the content of published,
broadcast or exhibited matter may not be covered by a
general liability or products policy.

Several years ago, Media/Professional pioneered
specialized coverage for defective advice, imitation and
incitement claims arising out of textbooks, technical
publications, films, videos, and television and radio
shows. We provide it as an option to our Media Special
Perils Program, offered by A+ <'Superiof rated SAFECO
to media and entertainment companies.

Contextual E&O claims are no word game. They
require special handling and a working knowledge of
First Amendment Law Let our in-house attorneys and
our unique coverage help unscramble the legal jumble.

Before how-to" becomes how-not-ta"
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Media/Professional Insurance, Inc.

Two Pershing Square, Suite 800 - 2300 Main Street
Kansas City, Missouti 64108 - 816-471-6118
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GROUP BENEFIT PLANS

For quote, or information call or write:
Debbie Boucher

P.O. Bo>. 32(19, 527 E. Rowland Ave

Covina, CA 91722 (818) 967 2878
FAX (818) 332-5778

AlA work comp reform plan
iIncludes increased regulation

By MEG FLETCHER

WASTIINGTON-The American
Insurance Assn. is proposing a slate
of reforms including increased reg-
ulation and the expanded use of pre-
fri-red provider organizations to
combat workers compensation prob-
lems.

Workers compensation systems in
many states face -unprecedented
challenges," though workable solu-
lions exist :0 solve them, the AIA
nc.tes.

The property/casualty insurance
trade association outlined problems
that are common to many states’
work comp systems and proposes
ways to remedy them in a recently
released plan.

The AIA hopes that the 13-page

plan, entitled "An Agenda for
Change," will become a blueprint for
reform efforts in states with serious
workers compensation problems, in-
cluding Rhode Island, Florida, Mas-
sachusetts and Connecticut said Eric
Oxfeld, an AIA counsel.

The workers compensation system
is threatened by trends that are
harmful to workers, employers and
insurers," AlIA President Robert Vag-
ley said in a statement.

Those problems include soaring
medical costs, unclear rules and pro-
cedures about benefit eligibility.
needless litigation that delays benefit
payments to workers. and legal chal-
lenges to the fundamental pi-inciple
that workers compensation is an em-
ployee's exclusive remedy for work-
place injuries.
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In addition, "between 1984 and
1988, incurred claim costs increased
769-from $13.8 billion to $24.3
billion." the AIA says, adding that
' for the last 17 years, claim costs and
expenses around the country have
exceeded insurance premiums for
woi-kers compensation coverage.

"These are problems that cut
across state lines,” Mi-. Orfeld said.

Recommendations to correct gen-
eral problems in troubled states in-
clude:

- < ranting state administrative
agencies the authority to adopt and
enforce rules establishing appropri
ate behavior by all sy.stem partici-
pants, including injured workers, em-
ployers and their insurers.

These agencies should help avoid
unnecessary litigation and provide
prompt resolution of claims that air
litigated.

In addition, they should review and
approve for reasonableness all legal
fees incurred by injured employees.

The agencies also can serve as in-
formation clearinghouses for workers
and employers and provide forums
for the resolution of all factual dis-
putes.

+ Implementing medical cost con-
tainment measures that ensure iti-
jured workers receive high-quality
treatment at a reasonable price.

'-Preferred provider organizations,
which have become widely accepted
under other payment systems. show
promise for workers compensation in
directing injured workers to high-
quality, cost-efficient providers," the
plan says.

The AIA also believes that a fee
schedule specifying the maximum al-
lowable payment for individual med-
ical services can also be effective.

- Limiting vocational rehabilita-
tion to voluntary programs rather
than mandating them by law.

However, employers and insurers
should see that all workers who can
benefit from such programs are given
an opportunity to participate, the
AlAsays.

* Improving safety and loss con-
trol by making insurers responsible
for determining when loss control
services are likely to be beneficial
and for selecting appropriate ser-
vices, rather than having the state
mandate them.

< Applying reasonable limitations
on occupational disease claims.

Arbitrary restrictions on occupa-
tional diseases, including statutory
requirements that claims be macie
within an unreasonably restrictive
time after last exposure, should be
removed, the AIA said.

"AIlA supports statutes of limita-
tions that begin to 1-un when the
worker becomes disabled and knows
or should have known of the disabil-
ity and its relationship to rmploy-
ment,"” the AIA says.

In mental stress cases, the AIA
supports restrictions including n-
quiring that a licensed psychiatrist
provide the diagnosis and limiting
compensable cases to those that are
ccaused by extraordinary workplace
events.

The reform plan is part of the
AlA's "intensive" effort to improve
workers compensation programs
throughout the nation, the group
said.

The plan was produced by AIA

staff members and reviewed by some
of the ALA's 226 member insurers.

AlA members write 38% of the work-
ers compensation insurance nation-
wide, according to the organization.
The AIA is continuing its other
activities to improve state workers
compensation systems, including
meeting with business, labor and
other insurers. It also participates in
a national work comp advocacy
group organized by Gary L. Coun-
tryman, president and chief execu-
tive officer of Liberty Mutual Insur-
ance Co. (BIl, Feb. 26). 1
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Everybody knows it's time health benefits started -
making sense again. But not everyone has a clear
picture of how to get costs under control.

At lincoln National Employee Benefits, we see a
future where people have greater control over health .
care costs than they ever thought possible. And we seeh
that future beginning today.

We've listened to brokers. To employers and pro-
viders. And to our covered members. Everybody who's ;
involved. And we've responded with product and fund- 0
ing options so flexible, you'll be sure to get the most
out of your benefits. With the support of solid provider
networks, sophisticated medical management services, 2
and highly-trained Employee Benefits Managers who :
serve as managed care consultants, not just salespeo-
ple. Local market management, with the knowledge
and the power it takes to help make smart decisions for -
local companies. And some of the most advanced man- ®
agement information capabilities in the business.

We're out to become a leader in managed care. And
since we're part of the 7th largest insurance holding =
company in the U. S., we have what it takes to remain a =
leaden Along with a package of innovative products
and services that, until today, might only have been
envisioned in the future.

For more information, contact your broker or call =

your local Lincoln National Employee Benefits Office.
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3 i NATU@NAL
EMPLOYEE BENEFITS :

Integrated managed care. The future is here.
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REINSURANCE: CAPABILITIES IN CONCERT

1--

The first step in building a sound relationship with a reinsurer is choos-
ing one that is solidly structured. NAC Re has a pristine balance sheet, an
uncompromised policyholders' surplus of over $180 million, and a Best's
rating of "A."

We're a well-orchestrated company with substantial capacities. For
treaty business, our limits capacity is $5 million each for property and
casualty. For facultative, it's $5 million casualty and $25 million property.
This capacity plays an instrumental part in our role as a lead reinsurer,
but there's more to being a lead reinsurer than providing large limits.

It also takes the right players to strike the right chords. At NAC Re, our
people know the value of timely response, both to your submissions and to
your claims payment requests. We continually provide thoughtful opinions,
advice and information, all seasoned with sound judgment. NAC Re, where
solid structure, substantial capacities and responsive people make
beautiful music together.

Well be there when you need us.

« Treaty Reinsurance Written Through

Jnternmediarieces 7 d



Work comp cost containment

By Steven H. Pahl

ANAGERS. laoking to hold down soaring

RlSvaor ers compensation , must ook beyon
creative risk financing and renew an emphasis on
claims management and risk control.

One of the dominant risk management strategies
of the 1980s was the negotiation of increasingly
aggressive cash-flow plans. Cash-flow plans can be
defined as any traditional insurance arrangement
that allows the policyholder to hold on to the
premium payable beyond the inception of the policy.
The amount of premium deferred and the length of
the holding period define the "aggressiveness" of
the plan.

Plans progressed from 16- to 18-month premium
installments to very sophisticated unbundied,
fronted, collateralized, insurers-cost-plus
arrangements. The decade was marked by creative
underwriting on the insurer side, and creative
accounting/finance on the broker and buyer side of
the equation.

Aided and abetted by cash-flow underwriting, one
trend that emerged during this period was an
increasing number of insurer insolvencies. Many
state guaranty funds, expecting only the historical
two or three failures per year, lurched into technical
insolvency. State-run residual market mechanisms
proved incapable of properly pricing the risks they
assumed, piling up deficits in the billions of dollars.

At the same time, the indemnity and medical care
components of workers compensation loss costs
continued to race well ahead of the pace of
inflation.

An ever-expanding definition of what constitutes
a work-related injury made claims for stress,
cumulative trauma and latent exposure injuries
compensable. Many states legislated significant
increases in benefit levels for employees while
slashing requested rate increases from beleaguered
workers compensation insurers.

The exclusive remedy doctrine, the cornerstone of

Belatedly, a virtual army of companies
that traditionally sell managed care

services to group health programs
have turned their attention to the

workers compensation arena.

workers compensation, has continued to erode as
terms like "dual capacity" and "intentional harm™
bring attention to the perennially ignored employers
liability portion of the standard work comp policy.
Many primary umbrella insurers began to require
underlying limits of $1 million for their coverage.

Workers comp medical benefits-which now
comprise about 50 cents of every claim dollar
spent-emerged as one of the last uncontested areas
of growth for health care providers. Belatedly, a
virtual army of companies that traditionally sell
managed care services to group health programs
have turned their attention to the workers
compensation arena.

Many of the services these companies offer work
well when dealing with a corporation's increasingly
cost-sensitive employee population. However, the
workers compensation claimant has in many states

unfettered freedom of choice of medical care

providers and, therefore, has no incentive to keep
the cost of that care down.

As many policyholders are finding today, the first
trend is having an impact on the cost of their
carefully constructed cash flow plans. In the
extreme, workers compensation assessments and
residual market charges have become equal to or
greater than the premium upon which these loads
are based. More normally, it is not at all unusual to
find these charges adding 25% to 30% to the
premiums generated by a nationwide workers

Managers must
look beyond
risk financing

compensation plan. Obviously, such elements as the
mix of states involved and any rating plan factors
affecting the manual premium will also affect the
amount of those charges.

Strategically, it makes little difference whether
the current cash-flow plan is some variation of a
guaranteed-cost approach or a purely fronted, fully
collateralized arrangement. Every dollar of
insurance included for premium reporting purposes
will attract its proportionate share of taxes and
assessments. Insurers simply pass through these
charges in total to their customers. The alternative
then is fairly obvious. .

Insurance buyers and risk managers must
examine again the insured vs. self-insured

.buy less insurance.

calculation by state and, where reasonable,
self-insure their company's work comp exposure. In
the past, the comparative costs of these risk
financing techniques may have been roughly equal
to the prospect of dealing with a state regulatory
mechanism tipping the decision over to an
"insurance" alternative.

The fact that self-insurers did not pay state
assessments, premium taxes or residual market
charges for amounts they retain-although they do
have other taxes to pay-simply was not a pivotal
factor. It may certainly be so today.

Becoming a qualified self-insurer involves making
formal application to the individual states for that
privilege. While minimum levels of self-assumption
depend upon a number of factors, $175,000 may be
the least amount a self-insurer would be responsible
for and still attract a reasonably priced excess
insurance program from a highly rated insurance
company. Such insurance is readily and
competitively available on both a specific (each loss)
and aggregate (an accumulation of retained loss)
excess basis.

Administratively, most large property/casualty
third-party administrators maintain departments
whose function is to manage the application process.
They also calculate and pay on behalf of the
customer those state charges associated with the
privilege.

If, as expected, more companies avail themselves
of the self-insurance option for workers
compensation, the need for an effective loss control
program will become greater than ever, but not for

the obvious reasons.

The fact of the matter is that the incremental
savings gained by switching from an insured
cash-flow plan to a formal self-insurance approach,
while not insignificant, is but a fraction of the
savings available. The great potential benefit comes
from forcing company management to deal directly,
aggressively and creatively with the "loss"
component of the cost-of-risk calculation.

As important as risk financing was to risk
managers in the 19805, | am convinced that the
1990s wiill find claims management and risk control
elevated to star status. A renewed emphasis on these
disciplines will require that corporations take the
following steps:

« First and foremost, hire a risk manager.

For the self-insuring organization generating
standard workers compensation costs of $750,000
and greater, a full-time, skilled risk manager is a
must. It is the individual who must purchase bonds
and excess insurance, hire service providers,
establish claims and safety protocol, establish and
maintain a strong, in-house safety program, conduct
periodic claim reviews and develop and manage a

useful risk management information system.

If a risk manager is already on staff, make certain
that he or she has real authority over safety and
claims matters. Often, such authority must
supersede that of operations management in the
interest of a safe working environment. Given
recent legal developments, this authority is a valid
risk management tool.

Get serious about loss prevention and claims
management.

Current opinion has it that safety begins with job
and workplace design. Industry has become adroit
in the use of time and motion studies, videotaping of
jobs in progress and the resetting of job duties to
minimize lifting, bending, stretching and actions
involving repetitive motions.

As important as risk financing was to

risk managers in the 1980;,lam
convinced that the 1990s will find

claims management and risk control

elevated to star status.

Only recently has critical attention turned to the
other, equally important factor in the workplace
equation: The ability of the person hired to perform
the job proficiently and in an accident-free manner.

Typically, an organization will require a
pre-employment examination to assess an
individual's overall physical condition. Depending
on the nature of the situation, the applicant may
undergo a battery of tests to determine his or her
fitness for a particular job.

Seldom, if ever, are job criteria available that can
screen out (in a non-discriminatory fashion) those
not physically capable to perform a particular job at
an acceptable level of productivity over time
without an increasing likelihood of injury. So much
more goes into "fitness" than just looking able, as
any risk manager dealing with chronic back injuries
will attest.

However, the tools exist today to scientifically
establish such criteria. Applied to job classes with
the greatest exposure to frequent and severe
injuries, these techniques hold great promise for
reducing loss costs through loss prevention.

In a self-insured environment, the risk manager
has a real opportunity, if not a mandate, to control
the ultimate cost of an accident/policy year. Central
to this undertaking is a thorough understanding of
the source and nature of the information needed to
not only complete the requisite claim forms but to
establish potential claim defenses. The promptness
with which this data is collected often spells the
difference between a claim you can successfully
defend and one you've "bought." The best approach
is to have your claims'administrator conduct a
managerial/supervisory training session that deals
with accident investigation.

Once a claim has been made, depending on the
nature of the claim, it often is then possible to
utilize one of the myriad of services offered by
managed care vendors. The most comprehensive of
these reviews the information of every case
involving lost time injuries and offers an
independent estimate of the frequency and
duration of treatment helping to set accurate
medical reserves. It also provides evaluations
regarding length of disability and identifies cases
that may require a physician's review because of
questionable treatment or questionable
compensability.

Cases that fall outside of the guidelines
established as a result of this scrutiny receive
hands-on intervention from a medical professional
who consults with the treating physician.

Many variations of the above theme exist through
the utilization of preferred provider organizations

Continued on next page
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Continued from previous page
or other medical care networks.

Again, employee freedom of choice as to treatment
complicates the use of these cost-saving
mechanisms.

Injuries involving hospitalization, potential
physical or vocational rehabilitation
and/or extended disability fit neatly into
services sold and perfected in the group health
setting.

One of the most overlooked aspects of
injury cost containment is the manner
in which the organization treats the
injured worker in workers compensation

cases.

While certainly not true in all cases, an
employee who receives the same attention given
to a disabled working relative is much
less likely to unreasonably extend the length
of disability or to make the ultimate
disposition of the workers compensation
claim difficult.

The risk manager has available all the tools
needed to not only help prevent the most costly
accidents through better hiring practices, but to also
reduce greatly the cost of those accidents that
inevitably take place.

Certainly the above suggestions could not be
considered even a survey of what's available but,
rather, those suggestions represent several
relatively new services that can be utilized
by risk managers to gain better control over

-_

H S

workers compensation costs.

The shift in emphasis from risk financing to
claims management and risk control in workers
compensation is not emerging-it is upon us right

Those who ignore the challenge will find
that, while they may continue to enjoy the

benefits of cash flow, the flow of cash they
are most concerned with will have become a

torrent.

Steven H. Paht is an account executive with Arthur
J. Gallagher & Co. in Schaumburg, lll. Mr. Paht
hotels the Chartered Property & Casualty
Underwriter and Associate in Risk Management
designations.

New cost control techniques emerge
Systems vendors' products grow in sophistication

By David A. Tweedy

MY WORK schedule during the .

InSurance Mana
Society conference in Boston this year
allowed much less time than usual to
give speeches, visit hospitality suites
and spend the necessary time in the
Exhibit Hall (which continues to get
larger every year).

But despite the usual sensory
overload and blurred images that
occur after visiting the Exhibit Hall, |
came away with some useful
observations to report relating to risk
management information systems:

» Cost management/cost
containment emphasis: No question
about it, much of the growth among
vendors in the Exhibit Hall were
among those touting strategies,
systems or methods to analyze medical
expenses, whether they be from a
workers compensation or group health
origin.

These vendors have been around
awhile, but now they seem to be
coming out of the woodwork because
of the emphasis on managing medical

costs.

It has been said that the 1990s will
be the decade of controlling the
workers compensation/group health
cost spiral via cost management/cost
containment techniques (utilization
review, case management, preferred
provider organizations, bill audits,
etc.).

Risk management information
system and employee benefit
information system vendors are also
recognizing this fact.

Two well-known vendors, Corporate
Systems and California Interactive
Computing Inc., are among several
that have formed joint venture
relationships with organizations
specializing in medical cost
management services or systems.

Integrated system solutions: Every
year, | comment on the level of
sophistication of the risk management
information system consumer. That
trend toward increased sophistication
has continued, and it is quite evident
in a certain area: Clients are looking
to purchase an RMIS/EBIS that
integrates well into their corporate
system's structure
(finance/accounting, personnel, etc.).

| have been a longtime advocate of

purchasing a system that can integrate
with different existing systems within
the organization for maximum
efficiency.

Greater computer power, the
proliferation of powerful
microcomputers and advanced
networking capabilities have
augmented that process greatly.

| am personally excited about how |
see my prophecy of the merger of EBIS

11111111

have learned it from reading this
column or listening to their corporate
director of management information
systems, the message is getting
through. Although I still talk with
people from time to time who lament
taking an initial plunge into a system
solution without really studying the
long-range implications, the majority
of people | speak to now spend time
preparing user and system

nnn 11
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and RMIS taking place. | know of
several organizations (clients
included) who are pursuing a 24-hour
coverage concept combining group
health and workers compensation
policies, or, at least, want universal
reporting package that can track both
group health and workers
compensation claims, enabling the
ease of checking for "double-dipping"
or misallocation of claims (i.e., health
claims erroneously submitted under
workers compensation).

Potential customers are somewhat
disappointed that they cannot go to a
vendor and buy everything they need.
Although vendors are not
wholeheartedly jumping into
providing joint EBIS/RMIS
capabilities as well as policy
issuance/tracking, statutory rating in
accounting packages and agency
automation packages, the advances in
the hardware and software industry
are making it easier to merge different
hardware platforms cost-efficiently.

Another good sign is that consumers
are recognizing they must perform the
all-important needs
identification/requirements
documentation stage first before they
go out and buy a system. Whether they

Commentary
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specifications, involving key
departmental personnel with an
interest in the ultimate comprehensive
RMIS. Therefore, they are getting
better results.

- Back to the basics: Vendors, more
and more, are focusing on those
system capabilities that made RMIS so
popular initially-giving risk
managers the ability to monitor and
evaluate claims programs and,
therefore, control costs.

There was not as much emphasis on
the "bells and whistles" this year as
there has been in the past. Rather,
many of the vendors are focusing on
their basic claims management
package and providing more
user-friendly cost management
abilities. For example, many of the
claims systems available really
provide an ad hoc claims audit on the
claim administrator in terms of
reserve accuracy, contact of claimant,
regulatory compliance, payment
accuracy, settlement/negotiation
reasonableness, subrogation pursuit,
double-dipping and the all-important
management reporting package.

To my thinking, this is key. A system
should provide the diagnostic tools to
a risk manager to evaluate the

effectiveness of the claims program he
or she has, evaluate the accuracy of
the medical bills being paid, and
evaluate how well the legal aspects of
the claim are being managed. This is a
powerful capability, when used
correctly, for the risk manager.

* Less chaotic: Perhaps | went to
the Exhibit Hall at the right times,
but | got the strong sense it was much
less chaotic around the vendor booths
this year. In fact, because people are
better prepared than in the past, they
are able to come in, make
appointments with the vendors, see
the demonstrations, pick up the
descriptive material and leave without
a lot of distraction. | am aware that
many in the vendor community, over
the years, have experienced
"difficulties" in dealing with some of
the sales strategies used by some
larger exhibitors, but it seemed much
more manageable and orderly this
yvear.

One interesting note is that a lot of
the vendors are passing out
demonstration diskettes that prospects
can take with no sales pressure, review
at their leisure, and then set up a
interview if they are interested. | think
this is a great idea and probably saves
some people their vocal cords.

In summary, | was impressed by the
focus and intent of the vendors this
year. Although | would like to see
more integration between EBIS and
RMIS (and | expect | will during the
coming years), | expect that the
emphasis on the basics and a total
systems solution approach will well
serve the risk management

professional during this tumultuous
decade.

David A. Tweedy is a senior
consultant for Bettertey Risk
Consultants Inc. in Worcester, Mass.
He is the editor Of Bettertey Risk
Management Commentary and the
author of RMIS Update, a yearly

publication analyzing

; major risk
management
information systems
** « and vendors. Mr.

4 Tweedy's column on
E risk management
»- information systems

/ appears the third
Monday Of the month.
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FIeX plan Savi ngs ous health maintenance organiza- tional average in 1990 ployees with individual coverage have to pay more for additional life
tions And, all four indemnity Mr Bochinski said Avery rea- must contribute $18 42 per pay-pe- insurance benefits and core dental
Contznued from page 3 plans have built-in incentives for lized initial savings when it intro- riod for the more expensive of the coverage,” he explained

age, says Marianne Brackey, a con- employees to use preferred provid- duced flexible benefits because the two HMOs, the most costly plan Under the minimum premium
sultant with Hewitt Associates m ers Employees using providers flex plan replaced separate hospi- option An employee pays nothing plan, administered by Toronto-
Lincolnshire, lll "This iS mostly outside the company's network talization and major medical plans toward his benefits if he selects based Confederation Life Insur-
because employers are passing off must pay an additional 10% of with an all-inclusive comprehen- individual coverage with a $1,000 ance Co, an employee begins the
more of the costs"to employees costs above their deductible sive medical plan deductible vear with at least 870 "Flex-
Flex plans first grew in popular- Almost half the participants "That saved money from the Semi-monthly family contribu- Bucks" to purchase core health
tty in the early 1980s as employers choose Avery's core medical plan, start and it lust carries over into tions range from a credit of $5 for care coverage, and basic life and
tried to give workers more choices which requires employees with in- the future," he explained "Also, opting out of all coverage to $78 07 long-term disability insurance
among medical plans, observers dividual coverage to pay a $100 with many options available we for the most expensive HMO Employees receive an additional 15
say At that point employers were annual deductible plus 20% of ex- don't experience adverse selection Mr Sladky said the flex program Flex-Bucks for each year they are
only permitted to offer cafeteria penses beyond the deductible up to People participate in the right cost the company $57,000 in its with the company, plus additional
plans with non-taxable benefits $500 per year, he said Core family areas and we don't spend money on first year "That's a low figure be- Flex-Bucks equal to 1% of salary
And all employee contributions coverage requires a deductible of wasted benefits " cause of the conversion to flex "This allocation gives everyone
were made on an aftertax basis $300 with a separate out-of-pocket Flex plans are most common There's always a lag effect because enough to buy basic core benefits
But federal legislation passed in annual maximum of $1,500 among large employers concerned you won't have any claims to pay If they then shop frugally and just
1984 allowed employees to contrib- Avery also offers high- and low- with trimming traditionally rich on the first day " buy what they need, the plan won't
ute pretax dollars to flexible bene- option plans, which carry deduct- benefit plans, but one small em- Master Chemical subsequently require any paycheck deductions,”
fit plans, which made the plans ibles of $75/$225 and $300/$900, ployer-Master Chemical-used a spent $118,000 on health care in Mr Alstrup explained "If people
much more popular among em- respectively The high-option plan flex plan to help it hold the line on 1985, $104,000 in 1986, $83,000 in want more than basic benefits,

ployees, observers say requires a copayment of 10% up to employer and employee health care 1987, and $114,000 in 1988 they pay for it on a pretax basis "
-This legislation triggered the $250 per year for single employees contributions from 1984 to 1988 "The costs all the way through Core benefits are less generous
growth" of full-scale flex plans, and $750 for those with family cov- Only last year did Master Chemi- probably would have been closer to than before the flex plan was set
said Ms Brackey erage The low-option plan re- cal require its 125 employees to what we saw in 1989 without flex up, but Flex-Bucks permit employ-
In addition, concern over rising quires a copayment of 40%, up to a contribute more toward benefits Average cost increases in our re- ees to buy back what they had,
health care costs prompted em- maximum of $1,000 for individual "Last year, monthly contribu- gion would indicate that our pro- enrich coverage or receive cash
ployers to establish flex plans to coverage and $3,000 for family tions went up by about 25%," said gram would have cost more if we credits for unused Flex-Bucks,
make cost shifting more palatable coverage ) hadn't offered all the choices,” Mr which can be converted into tax-
to employees A fourth indemnity plan-pur- Sladky said, explaining that part able dollars, placed in a 401 (k)
The real explosion in popularity, chased by more than 400 employ- 'Flex allows of the program's success results savings plan or exchanged for up
though, did not occur for several ees-is intended for married work- from employees opting for higher to five vacation days a year, he
years, said Mr Meehan By about ers' spouses who are covered under employers to stretch deductibles, which reduces the em- said
1987, corporate finance depart- their own employers' health care a limited pool of ployer's cost The plan requires employees to
ments "began to realize that cer- plans This plan, which requires no The chemical company is "more choose at a minimum the plan's
tam health care benefits like de- deductible but covers only 25% of dollars ) says committed now to flex than ever," core medical coverage, the ehea-
pendent coverage and first-dollar expenses, is intended fo fill in gaps Hewitt's Ms. Brackey. though some changes are looming, pest option in terms of Flex-Bucks
hospitalization could be taken not covered by a spouse's plan Core medical is a comprehensive
away and replaced" with other, Core medical coverage costs "Some of our existing cost-con- medical plan that requires a de-
less expensive benefits $2049 per month for single em- tainment features are antiquated," ductible equal to 5% of salary, with
Thirty-one percent of Fortune ployees, $44 81 for an employee Mr Sladky, Master Chemical's vp- he said "Second surgical opinions a minimum deductible of $750 for
500 companies now have flex with one dependent, and family finance and precertification don't work by an employee with single coverage
plans, nearly double the 1988 total, coverage costs $62 05 per month, He cites two basic reasons for the themselves and channeling people who earns less than $20,000 per

said Ms Brackey And, the number said Mr Bochinski Higher contri- success flexible benefits, which to outpatient facilities that don't year and $1,500 for an employee
of companies with flex plans still is butions are required for the high- have allowed the company to im- require deductibles or copayments with family coverage who earns

rising 5% to 10% a year option plan, while some employees pose higher deductibles, and ex- isn't working any more These were less than $20,000
"With such a diverse workforce in the low-option plans receive a cellent loss experience innovative things in 1986, but Under core coverage, employees
with varying needs, flex allows credit from Avery "With such a small census, it's a we're thinking of dropping them also pay 25% of charges up to

employers to stretch a limited pool Monthly costs for HMOs-chosen bit dubious to attribute all of our now We're looking into more mod- $1,500 per year
of dollars over the greatest dis- by more than 40% of employees- success to flex We have had good ern cost-containment techniques Volvo also offers two medical
tance It allows companies to spend range from nothing to $110 experience and we all know that like utilization review and man- options with lower deductibles, co-
only for benefits that will be used,” The Avery flex plan also offers with a small self-insurer like our- aged care" payments and out-of-pocket manxi-
she said three dental plan options, two selves, one bad year can kill you," Meanwhile, Volvo North mums-one of which provides
"Among the Fortune 1,000, the levels of life insurance, two levels Mr Sladky said America Corp of Rockleigh, NJ, first-dollar hospital coverage
rate at which flex plans were being of long-term disability insurance, Its worst year was 1989, when eschews using its flex plan as an The fourth medical option is an
implemented went up in the late and health care and dependent health care costs ballooned 46% to aggressive cost containment mea- HMO
19805, and the number of big com- care reimbursement accounts $166,000 sure, and instead regards the pro- Mr Alstrup said the flex plan in-
panies putting them in is growing "The program has all the tradi- Master Chemical employees gram primarily as a recruiting cludes a dental plan option, which
faster during the first part of 1990 tional cost-containment features," choose one of five levels of deduct- tool provides 90% coverage for basic
than in 1989," Mr Meehan said Mr Bochinski pointed out "We 1bles for major medical coverage "Volvo Options," begun in 1987, services and 50% coverage for
He cites three reasons for flex provide free annual physicals, case The company fully covers hospital- hasn't provided measurable sav- other services, up to a maximum of
plan growth management for high-cost cases, ization expenses ings because the company hasn't $2,0001n benefits per year
- Health care costs continue to mail order drugs and utilization Individual major medical de- aggressively pursued cost control, The plan also allows employees
climb review We figure these things save ductibles range from $100 to said Keld Alstrup, director-corn- to select life insurance ranging
- Employers can offer work and about 18% per year " $1,000 and family deductibles from pensation and benefits for the au- from one to five times salary, acci-
family benefits inexpensively and He would not say how much $200 to $2,000 The plan also re- tomaker's U S division dent insurance ranging from one to
these benefits are an excellent em- Avery spent on health care in 1989, quires employees to pay a 20% co- "We have not gone after cost five times salary, short-term dis-
ployee recruitment tool but said the annual cost per co- payment, which includes the de- containment,” he said "When you ability coverage that pays a maxi-
- Employers simply are follow- vered employee was $2,772, about ductible do that, you risk creating a nega- mum of $200 per week or 67 % of
ing their competitors' lead even with the national average ex- Annual out-of-pocket maxi- tive atmosphere There were no salary, long-term disability cover-
"This is sad, but true," Mr Mee- penditure of $2,748 per employee mums range from $500 for an indi- Day 1 cost-containment features age with maximum payment op-
han said in 1989 reported by Foster Higgins vidual with a $100 deductible, to involved We're not exactly satis- tions of $600 per month, 50%
Avery first began offering flexi- (Bl, Jan 29) S2,800 for an employee with family fied that costs have risen 20% per of lost wages or 67% of lost wages,
ble benefits in 1983, when it estab- However, Avery's annual coverage and a $2,000 deductible year over the last three years, but and additional vacation days
lished a plan that offered medical per-capita health care costs have Coverage also is available we decided to spend the money " Mr Alstrup said that since all
and dental plan options to a lim- been below the national average through two local HMOs The plan, which helps retain em- Volvos are built outside the United
ited group of Avery employees four times since Avery initiated Employees may also select life ployees, "is discussed in all Job in- States, offering additional vaca-
The program subsequently was flexible benefits in 1983 insurance options ranging from terviews and iS included in our re- tion time is not a real problem
expanded and phased in on a In the two higher-cost years, in- one to four times salary and long- cruiting advertisements," he said "Without a production line here
group-by-group basis, explained cluding 1989, "we had a couple of term disability coverage that pro- However, Volvo's health care we can afford to do this The real
Mr Bochinski, noting that Avery premature babies delivered and vides 50%, 60% or 70% of salary costs-$4 1 million last year for cost would come in replacing line
now offers a comprehensive flex that can really drive up costs," he They also can convert credits into 1,175 employees-would have been workers It's a great recruiting
plan to 5,200 of ItS 11,600 employ- said "When you're self-insured cash to be placed in dependent care even higher without the flex plan, tool People starting new can come
ses you will have some spiked years " or health care spending accounts Mr Alstrup concedes in with three weeks vacation and
Employees choose from one of The company, Mr Bochinski Employees who opt out of all "Without flex there would be because we have priced this to be
four self-insured medical plans or says, has recovered and will again medical coverage receive a $5 nobody opting out of portions of equal to their salary, it's a trade-
can select coverage through var-i- be able to hold costs below the na- semi-monthly credit, while em- the plan and we would certainly off for us - B

Municipal liability

Connued from page 3 ably, Wyatt found "In many cases where substan- ments," the report added conscious decision to self-insure

ment as the defendant About 30% The largest settlement reported tial monetary damages were being Governments reported spending because it's more cost-effective"

mcluded several officials or em- in the 1988 survey was $5 2 million claimed, the final settlement in- $16,477 per claim on average in the when combined with a formal risk
(yees as defendants, while only -up from $1 1 million in the 1985 volved little or no monetary pay- 1988 survey, up from the $15,521 management program, Mr Math

4% of claims were directed to- survey and $230,000 in 1982 ment," the report noted they reported in 1985 noted
ward a single employee or official "Should this trend zontinue, we "There are a lot of claimants that Soaring premiums and severe re- Self-insurance tended to be more
Alleged improper dismissal was may see claim settlements ap- are kind of suit-happy," Mr Math strictions on policy provisions have prevalent among local govern-
the greatest source of claims, ac- proaching $25 million by 1991," commented prompted many local governments ments serving larger populations
counting for ’_16 1% of those f"ecf the report added Many people file a claim against to retain greater portions of their No local governments serving a
_ Other leading reasons for claims However, the great majority of a local government "Just to make a liability risks, the report noted population of 500,000 to 1 million
included claims still are for significantly point," he said "They're looking In the most recent survey, 76% of reported buying primary E&O in-
- Treatment of suspects and less or no money, Wyatt found to set a precedent and control the local governments-down from surance And 39% of governments
prisoners, 15 7% No monetary damages were paid government's behavior " 87% in 1985-reported purchasing serving populations of 250,000 to
- Zoning or rezoning, 12 8% in 63% of claims filed against local Defense costs and attorneys' fees primary public officials liability 500,000 reported buying primary
 Failure to foIIow Iegally man- governments and another 23% re- are not included in these figures, insurance, including coverage Ilablllty insurance
dated procedures, 11 9 quired payment of less than the survey noted written by municipal risk-sharing By contrast, 90% of governments
Damage payments-awards and $20,000 Fewer than 1% of claims "Often legal fees and expenses pools serving populations of 10,000 to
settlements-in public officials' required payment of more than equal or exceed the amount ac- "Instead of self-insuring as a last 25,000 bought primary E&O in-
E&O claims are rising consider- $500,000 tually paid out in claim settle- resort, (governments are) making a Continued on next o
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surance and 79% of those serving
populations of 25,000 to 50,000
bought primary liability insurance.

One million dollars was the most
popular primary E&O limit, chosen
by about 60% of the governments
buying such coverage.

"One of the reasons for the popu-
larity of this primary liability limit
is that it is the minimum primary
liability limit over which insurance
companies will write excess public
officials liability protection," the
report noted.

The average primary coverage
limit of those responding to the
survey was $1.45 million, down
22% from $1.87 million in the 1985
survey.

The most popular deductible-
chosen by 20% of local govern-
ments-was $5,000. The most pop-
ular deductible among respondents
to the 1985 survey was $2,500.

The second most popular deduct-
ible among those entities partici-
pating in the 1988 survey was
$10,000, followed by $2,500.

Of those governments that pur-

Colorado law
limits liability
for ski resorts

DENVER-Ski area operators will
have their liability capped for many
skiing and sledding accidents when a
new law goes into effect July 1.

A bill, S.B. 80, signed by Gov. Roy
Romer earlier this month requires
winter sport enthusiasts to assume
the risk of injury or property damage
resulting from the "inherent dangers
and risks" of snow sports, including
snow and weather conditions as well
as natural and man-made surface
conditions, like bare spots and water
hydrants along ski trails.

The law also caps at $1 million
the damages a ski area operator may
be required to pay in most accidents,
including up to $250,000 in non-eco-
nomic damages. However, a court
may raise that cap to compensate for
a victim's lost earnings and health
care expenses.

In addition, the law also shortens
the statute of limitations for snow
sport claims to two years from the
current thr.ee years. The law also
grants immunity from liability to vol-
unteers rendering emergency medical
assistance to an accident victim.

However, a ski area operator is
still liable for injury caused by the
use or operation of ski lifts. In ad-
dition, an operator is required to post
warnings about hazardous condi-
tions, and an operator must cover
hard-to-see, man-made structures on
slopes and trails in shock-absorbent
materials.

The governor also signed two bills,
H.B. 1065 and H.B. 1069, that limit
liability in medical malpractice cases.
The measures:

- Exempt from civil liability per-
sons or health care institutions that
render emergency assistance as long
as any acts or omissions were not
"grossly negligent or willful and
wanton."

= Establish uniform standards for
the imposition and distribution of
punitive damages in medical mal-
practice cases against health care
professionals.

For example, the law forbids men-
tion of punitive damages in civil ac-
tions or arbitration proceedings until
the plaintiff establishes there is-
without a doubt-an issue to be
tried.

In addition, it requires a showing
of fraud, malice or willful or wan-
ton conduct before punitive damages
are imposed.

Also, the law bars punitive dam-
ages in cases in which a drug or
product is used in accordance with
standards established by approved
state or federal regulatory agencies.

-By Meg Fletcher

chased primary liability insurance,
about half also bought excess lia-
bility insurance.

Premiums for local governments
appear to have increased substan-
tially since the 1985 survey, the re-
port noted, but "it is difficult to
construct meaningful statistical
tabulations" because many vari-
ables affect premium charges.
These include the size of the local
government, the policy limit, the
number of individuals insured, the
deductible and retention arrange-
ments, loss experience, the type of
organization and coverage fea-
tures.

However, "premiums shown in
the current survey are often two to
three times what they were in the
1985 survey for the same limits,"
the survey reports.

According to the 1988 survey,
New York-based National Union
Fire Insurance Co. of Pittsburgh,
Pa., a unit of American Interna-
tional Group Inc., controlled about
20% of the municipal liability mar-
ket, based on premium volume.

Next, with about 11%, was
Scottsdale, Ariz.-based Scottsdale
Insurance Co., a unit of Nation-
wide Mutual Insurance Co.

Other market leaders: Chicago-
based International Surplus Lines
Insurance Co., a unit of Crum &
Forster INnc., 9% ; Clarendon
America Insurance Co. of Wil-
mington, Del., a subsidiary of
Clarendon Insurance Group Inc.,
almost 9%; and National Casualty
Co.,a St. Louis-based unit of Na-
tionwide, 8%.

The report, "Public Officials Lia-
bility Insurance: Understanding
the Market," is available for $75
from The Wyatt Co., 80 William St.,
WeUesley Hills, Mass. 02181; 617-
237-3900.
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Hungry for informatio

New demands yield
improved data from
iInsurance industry

By MEG FLETCHER

SCHAUMBURG, Ill.-The insur-
ance industry is making progress
in satisfying the ravenous govern-

ment appetite for insurance data.
Government demand for data

has forced insurers to realize the
importance of the information they
generate, said William Bolinder,
president and chief executive offi-
cer of Zurich-American Insurance
Group in Schaumburg, lll.

WWhile demands for data often
have become "excessive”™ and
"sometimes border on the ludi-
crous," the demands still must be
considered and dealt with, Mr. Bo-
linder said during a seminar spon-
sored by the Insurance Data Man-
agement Assn. last month.

Historically, most requests for

data come from state insurance

regulators. Regulators seek finan-
cial information from insurers to
determine whether they are
operating prudently and will re-
main solvent.

Regulators also use data about
pricing methods and losses from
claims to evaluate the credibility
of rate requests and ensure that
rates are not 4 'excessive, inade-
quate or unfairly discriminatory,”

which is the standard recom-

mended by the National Assn. of
Insurance Commissioners.

In the mid-1980s, though, the
greatest demand for insurance
company data came from state leg-
islators and attorneys general, ac-
cording to David Gates, a former
Nevada insurance commissioner
and NAIC president who now
heads his own consulting company
in Kansas City, Mo.

State legislators and attorneys
general asked for a variety of in-
formation so they could respond to
consumer complaints that first
arose from the hard market of the
mid-19805.

Typically, these officials want to
find out for themselves if insurers:
requests for higher rates-or re-
fusal to write certain lines of cov-
erage-were justified, he said.

Some sweeping requests for in-
formation by state officials have
proved troublesorne for the insur-
ance industry because the infor-
mation was unavailable or not spe-

cific. Requests for data in a
non-standard format also created
burdens on insurers and the statis-
tical agencies they finance.

In contrast, state insurance regu-
lators' requests for information
currently tend to be "more realistic
in intent and utilization,”™ Mr.
Gates said.

One reason state regulators’' re-
guests are less onerous is that they
typically use NAIC-approved re-
porting formats, which have been
developed with input from insur-
ance trade groups, he noted. While
president of the NAIC, Mr. Gates
was responsible for significantly
enhancing data collection and pro-
cessing capabilities.

The insurance industry generally
has adopted a strategy of working
with state regulators and the NAIC
to help limit data requests to in-
formation that is both pertinent
and feasible to collect, insurance
industry spokesmen say.

The principal aim of that strat-
egy is to make data collection and
reporting requirements as uniform
as possible from state to state, they
say.

NAIC model laws on data re-
porting serve "as prototypical re-
sponses to reporting bills in
states,” said J. Michael O'Dono-
hue, manager of government rela-
tions-national affairs for the In-
surance Services Office Inc. in New
York.

Insurers' strategy of working
with the NAIC to help develop in-
dustrywide data reporting requests

s "sound," said Greg Heidrich, as-

sociate vp-research with the Alli-
ance of American Insurers in
Schaumburg.

But companies must lobby for
uniform state reporting require-
ments if they wish to forestall fed-
eral regulation, he said.

Insurance industry spokesmen
say they have recently worked with
the NAIC to enhance data report-
ing in several areas, including:

- Workers compensation in-
surance claims.

Industry representatives are
working to adopt by Jan. 1, 1991,
many provisions contained in an
NAIC model data reporting law,
which the NAIC adopted last year
(Bl, March 19; Dec. 11, 1989).

The model law allows insurance
regulators and state workers com-
pensation administrators to obtain
more detailed claims information
from insurers so they can better
analyze the costs and operation of
state work comp systems.

Data managers for work comp
insurers should begin now to de-
velop a plan to obtain the informa-
tion that will be requested, urged
Thomas D. Steele, assistant vp-
property and casualty data ser-
vices for Wausau Insurance Cos. in
Wausau, Wis. He distributed a
draft copy of recommended data
elements to the IDMA audience.

Insurers should gather data on

three principal areas, he said:
1 Accident information. This

would include: detailed biographi-
cal information on injured employ-
ees; general information about the
employer; details of the accident
and injury that led to a work comp
claim; and general details, like the

date the employer and insurer were
notified of a claim.

7 Benefit information. This
data would include information
about workers compensation bene-
fits paid, including medical, voca-

tional rehabilitation and post-re-
hab

itation benefits. Data on
benefit offsets, such as Social Se-
curity benefits, unemployment
compensation and employer pen-
sions, should be included. Also, in-
formation on the recovery of some
benefit amounts, be they from
third parties or special funds,
should be collected.

8,0 Attorney involvement and lit-
igation. This would include infor-
mation on plaintiffs' attorney in-
volvement in work comp claims

and data on the level of litigation
for contested claims.

- Auto and homeowners in-

surance claims.

The NAIC last December
adopted a new model plan for col-
lecting statistics on private pas-
senger auto insurance issues that
will give regulators more informa-
tion about auto losses and where
they occur geographically.

Industry representatives are
working with state regulators to
implement the model plan, said
Stuart Yakes, assistant vp-inde-
pendent statistical services for the
National Assn. of Independent In-
surers in Des Plaines, Ill.

Similar changes in the reporting
of homeowners insurance data are
now being discussed by the NAIC,
he said.

+ Study of closed property/ca-
sualty claims.

Insurance industry representa-
tives are participating in an NAIC
study of closed property/casualty
insurance claims, including a re-
view of jury verdicts, said ISO's
Mr. O'Donohue.

Industry representatives also are

Continued on next page
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problems, Mr. Inmon said.

The same system was used to
support two activities: operational
and management decision-making.
Operational activities-like ac-
counts receivable record keeping-
require highly structured pro-
cessing. On the other hand, data
processing for management deci-
sion-making-which, for example,
could be used to find out how many
customers purchased at least
$100,000 of a certain product dur-
ing the last calendar year--re-
quires a highly unstructured ap-
proach.

But using a single data base
created other problems, including
increased transaction processing
time, he said.

Ultimately, transaction pro-
eessing and management support

5%

activities were separated.

Most management support acti-
vities now are based on "extract
processing,” in which an analyst
extracts a subset of needed data
from -he operational system.

However, extract processing by
several analysts can cause prob-
lems. Inconsistencies in data ex-
tracted in different ways can cause
questionable conclusions to be
drawn, Mr. Inmon said.

Fac:ors that could contribute to
data inconsistencies include:

- Differences in the timing of
the extracts.

AnNn older extract would not con-
tain recently added information.

- Differences in the subsets of
data that analysts use.

For example, one analyst may
look at records only for contracts
valued at $100,000 or more while
another one may base his or her
conclusions on all contracts, re-

Advertising/Marketing/

Sales Promotion

gardless of their dollar value.

- Erosion of the data in the ex-
tract over time through the addi-
tion of information from a variety
of external sources.

For example, an allowance for
inflation could vary with the
source providing it.

To reduce these problems, Mr.
Inmon recommends that data man-
agers consider "unified data archi-

tecture,"” which differs primarily
by an added "atomic" level of data

and letting analysts draw only
from that level.

The atomic level consists of de-
tailed snapshots of data from the
operational system and serves as
an archive for data taken at a par-
ticular time following explicit
guidelines. Thus, it becomes a
common reference point from
which analysts can draw for future
decision-support projects.

-By Meg Fletcher

When budgets are set, what can insurers do to

stand out in their market and get the most for

their advertising and sales promotion dollars?
Bl will look specifically at events sponsorship,

and particularly at "second tier" events, as

viable marketing investments. And, Bl editors

have invited advertising executives to review
and critique insurance advertising in general.

Contracting for Services

What outside services do insurers rely on, and

is the trend to keep work in-house or to

contract out with consultants or other vendors?

Four years of teamwork
credited in policy system

By MARK A. HOFMANN

CRANBURY, N.J.-If at first you
don't succeed, the adage holds, try,
try again.

But a series of false starts in con-
nection with an automated policy-is-
suing system led Continental Corp. to
conclude that maybe it was tging to
do something the wrong way.

So rather than simply asking po-
tential users what they wanted or
telling the technical staff to build a
system to perform certain tasks, Con-
tinental brought both groups to-
gether to work on what became the
Total Commercial System.

That was four years ago. Now, the
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Employee Development & Education

employees' job skills sharpened - are they

developing their own programs or turning to

Bl editors will examine how insurers are using

educational programs to keep their

outside sources. In addition this section will look

at remedial programs - are they effective

tools for helping employees who lack basic

educational skills.
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teamwork concept responsible for
that system will be extended to other
areas of automation, says Bill Grier,
Continental's vp-insurance automa-
tion planning and development in
Cranbury, N.J.

Mr. Grier said the New York-based
insurer decided to bring users and
technical people together after suf-
fering "three or four false starts” in
the early 1980s.

For example, about 10 years ago
an attempt to create a commercial
policy writing and issuing system by
relying only on user input "failed
miserably," he said.

Users understood neither how au-
tomated systems worked nor their
limitations, he said. And communica-
tion between users and technical ex-
perts proved difficult. "We were
fighting each other," said Mr. Grier.

Another approach-working with
an outside vendor on a rating system
-was not a miserable failure, but it
did leave the insurer "fully depen-
dent” on the vendor for system
changes, Mr. Grier said. That ap-
proach also proved very expensive.

So Continental decided to bring
the two groups together throughout
development, he said. Every two
months the TCS Users Group-about
15 Continental underwriters, manag-
ers, raters and others-met with sys-
tem developers in New Jersey.

Involving users early in software
development represented a break
with the past, according to Mr. Grier.
Apart from one of the early-1980s
false starts, users generally were not
involved until much later.

Users reviewed plans and advised
engineers of field office trends that
could affect the system. Continental's
aim was to design a system that
wasn't outmoded even before it was
up and running.

Communications problems be-
tween two teams of participants-
one in Piscataway, N.J., sometimes
as much as an hour's drive away
from the other one in Neptune, N.J.-
slowed things down. Offices were
rented in Freehold, a town about
midway between the two sites, and
opened in early 1989.

Giving the project a home of its
own helped create an "entrepre-
neurial spirit" that fostered devel-
opment of the automation system,
said Mr. Grier. "We began to cre-
ate a team spirit."

Senior managers on a steering
committee reviewed plans, set priori-
ties and monitored progress, Mr.
Grier said.

By the end of 1989, the system
was up and running.

The result is a "full policy writ-
ing" system as opposed to the in-
surer's previous workstation system
that performed only rating and quot-
ing functions, Mr. Grier said.

The TCS follows policy issuance
from initial quotes to printing.
Laser-printed policies eliminate the
need for separately typed declara-
tions and endorsements, he said.

Continental learned insurance and
systems experts can work together
without becoming antagonists. The
TCS development experiment also
pointed to the possibility of cross-
training people in both disciplines.
For example, users are being en-
couraged to learn systems analysis
and other data processing techniques,
Mr. Grier said.

Systems experts are being en-
couraged to take insurance courses
and, if they desire, to pursue pro-
fessional designations such as Char-
tered Property and Casualty Un-
derwriter, he said.

The experiment in cooperation will
not stop here. "We plan to keep at
least some of the teams together to
work on the next logical step--a prel-
ude to an expert system," he said. |
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Automation lets Federated retrieve data

By MARK A. HOFMANN

OWATONNA, Minn.-Federated Mutual
Insurance Co. had been relying on auto-
mated data bases for about 10 years when a
mid-1980s burst of growth in commercial
lines sent the insurer scrambling for a bet-
ter way for field offices to gain access to
data and to handle policies.

"We had developed a good foundation of

data in commercial business," said Gary
Tobiason, vp-information systems for Owa-
tonna, Minn.-based Federated Mutual. The
catch was that data was tied up in hard-to-

access mainframe computer memory banks.
Mr. Tobiason said most of Federated Mu-

tual's commercial business is "Main Street”

accounts like small contractors, plumbers,

— = —
43

NOW, YOU CAN ISSUE IT.

retail farm equipment dealers and automo-
bile dealers. That business, generated by
direct writing rather than through inde-
pendent agents, is concentrated in the Mid-
west and Southeast, he said.

The insurer had automated its commer-
cial accounts receivable in 1975, said Mr.
Toi)iason and subsequently wanted to auto-
mate as much of its policy production as
possible. But with the insurer dependent on
mainframe computers, "it soon became ob-
vious” that further automation would be
difficult with existing tools.

Meanwhile, it seemed that Federated Mu-
tual was adding a mainframe computer
every year-an expensive and time-con-
surning process, he said.

At the same time, Mr. Tobiason said Fe-

derated's automation professionals had al-
ways wanted to provide easier access to all
of the data in the system. The insurer also
wanted to cut down on paperwork and in-
crease productivity.

Federated Mutual needed a way to link
the mainframe with personal computers in
agents' offices, he said.

Mr. Tobiason said that after examining
the market, in 1986 he chose the Metaview
cooperative processing software system de-
veloped by Metafile Information Systems
Inc. of Rochester, Minn. The system linked
personal computers to the mainframe and
allowed laser printing of forms, said Mr.
Tobiason.

The mainframe became a "large file
server" to the personal computer-equipped

in 10
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offices, he said.

Mr. Tobiason said savings from automa-
tion are difficult to determine because the
system is still being phased in. The major
application is currently commercial auto-
mobile liability insurance, for which the
system provides rates and prints forms, he
said. "All forms necessary to print a com-
mercial auto policy are stored electroni-
cally,"” he said.

This application has saved roughly
$150,000 annually in forms alone, he said.

Greater savings should be realized as the
system is extended to workers compensa-
tion and pollution liability insurance, both
of which are currently automated for form

printing but not for rating, Mr. Tobiason
said.

Life/health
firms invest

iNn 6social’

projects

By MARK A. HOFMANN

WASHINGTON-About a third
of surveyed life/health insurers in-

vest in socially desirable projects

like low- and moderate-income

housing, health facilities and
neighborhood redevelopment, ac-
cording to an insurance industry-
sponsored study.

"Social investing is alive and
well in the life and health insur-

ance industry,” says the report
from the Center for Corporate
Public Involvement, a joint com-
mittee of the American Council of
Life Insurance and the Health In-
surance Assn. of America, both
based in Washington, D.C.

Just more than a third, or 55, of
the 157 U S. and Canadian insurers
responding reported making at
least one social investment in 1989.
A social investment was defined as
"those made specifically for so-
cially desirable purposes that
would not have been made other-
wise under the company's custom-
ary lending standards."

Of 28 companies that gave rea-
sons why they were not making so-
cial investments, 39% said the
main reason for their decision was
an anticipated low rate of return
on the investment. The second
most frequently cited reason, noted
by 25% of those that did not make
social investments, was the re-
spondent's financial condition.

Other commonly cited factors for
not making social investments
were a perceived lack of a need for
social investing in the company's
geographical area, a preference to
make direct contributions, a lack
of interest within the company and
a lack of opportunities to make so-
cial investments.

The survey's authors caution
against projecting that level of so-
cial investing among the surveyed
companies to the entire life/health
insurance industry because only
companies with at least $140 mil-
lion in assets were surveyed. The
authors also concede that the sur-
vey results may be skewed because
companies that have made social
investments are more likely to re-
spond than companies that have
not.

Only companies belonging to ei-
ther the HIAA or ACLI were sur-
veyed.

Stanley G. Karson, director of
the Center for Corporate Public

Continued on nezt page
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Involvement, said that while there
has been no "scientific study" com-
paring how financial services indus-
tries stack in terms of their commit-
ment to social investments, "my
experience over the past 20 years is
that the life/health industry is the

leader in the field.”

Life/health insurers have more
money to commit to social investment
than property/casualty insurers be-
cause they can generally make
longer-term investments than prop-
erty/casualty insurers, Mr. Karson
explained.

Property/casualty insurers usually
need more ready access to liquid cap-
ital than life insurers, he noted.

The amount that individual life/
health insurers invested in social in-
vestment projects varied widely by
insurer, according to the survey, but
the most common social investment
-cited by 27% of the insurers-was
$500,000 or below. The survey did
not ask insurers what portion of their
total portfolios was social invest-
ments.

Distribution of investments by
project type also varied widely.

Of the 55 companies that made
social investments, 42-or
76 % -made an investment in hous-
ing projects or developments. Forty-
one percent of all funds committed to
social investments among the sur-
veyed companies were invested in
housing, with nine companies-or
16%-reporting making 80% or more
of their social investrnents in hous-
ing.

The second most popular social in-
vestment was economic development
and job creation, with 32 companies
-or 58%-investing in this area.
However, only 19% of the funds com-
mitted to social investments were in-
vested in this area.

Other areas in which social invest-
ments were made include commercial
revitalization, health facilities, edu-
cational projects and environmental
projects.

All responding companies with
assets exceeding $15 billion reported
making social investments. However,
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only 18% of the life/health insurers
surveyed with assets of $350 million
or less reported doing so.

A quarter of the companies mak-
ing social investments were guided
by a formal policy statement, a for-
mal program or both. And 27 com-

panies-nearly half of those that had
made social investments-said those

investments were made on an ad hoc
basis.

The remaining companies either
did not answer the question or re-
ported having an "established pro-
cedure" that they follow when mak-
ing decisions pertaining to social
investments.

While there is considerable diver-
sity among how insurers make social
investments, "there is notable confor-
mity on the issue of the source of
funds used for social investments,"
the report said.

Three-quarters-or 41-of the
companies said that the money came

from investment portfolios, while
16%-or nine-of the insurers said

social investments came from funds

earmarked for charities and other

types of contributions. Four com-
panies reported using both methods.

An overwhelming majority-949-
of the life/health insurers making so-
cial investments reported that they
intended to continue doing so. Six
percent reported they didn't know
whether they would do so in the fu-
ture.

Of the 47 companies projecting fu-
ture social investment activity, 19%
expected their social investment acti-
vities to increase, 11% projected a de-
crease and 64% said that activity
would remain the same, with 6% not

Mr. Karson said that the Center
for Corporate Involvement has
tracked social investments by life/

health insurers since the early 1970s.
The total amount insurers invested
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in social projects "has been pretty
steady in the area of $1.5 billion to $2
billion" annually during the past few
years, he said.

However, the 1989 study did not
disclose the total amount that life/

health insurers committed to social

(EED

Software of Florida, Inc.

investments.

Single copies of the survey are avait-
able free from the Center for Conoo-
rate Public Involvement, 1001 Penn-

sylvania Ave., N.W., Washington,
D.C. 20004-2599
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Insurer Topics

Demographic changes to impact insurers: Panel

By JOANNE WOJCIK interest that exists because we are women on maternity leave, so you said Mr Barth In addition, as technology im-
bearers of risk involved with in- may as well keep their jobs open,” For example, inJuries such as proves, "many new hazardous sub-
PALM DESERT, Calif -"Evolu- suring the workplace," Mr Cox noted Susan Koralik, a partner carpal tunnel syndrome that often stances will enter the workplace,"
tionary" changes in the composi- said with Hewitt Associates in Lincoln- are covered by employee health which could induce work-related
tion of the workplace will impact As employers, insurance com- shire, Il care insurance may increasingly be illnesses and injuries, Mr Scannell
property/casualty insurers both in panies must make changes in the The workforce of the future also identified as work-related and added
theii role as workei s compensation way they conduct their business in will be less educated, Ms Koralik be transferred into the workers "Another crucial and very sensi-
insurance underwriters and as em- response to changing demograph- said compensation system, said Gerard tive issue of the 1990s could well
ployers themselves, asserts the les, several speakers at the Alli- "Employers will be competing F Scannell, assistant secretary of prove to be drug abuse in the
outgoing chairman of an industry ance meeting concurred for the hard-core unemployable,” the U S Department of Labor and workplace," he predicted
trade group "Home situations affect job per- she predicted director of the Occupational Safety "We're seeing increased discus-
"The expanding role of women in formance and interrupt the flow of However, few employers today & Health Administration sion of possible links between
the workplace, the aging of the business," said Peter A Morrison, are training workers in the areas "OSHA has found that ergono- workplace accidents and substance
workforce and an intensifying director of the Rand Corp 's Popu- where skill shortages are devel- mic-related induries or illnesses or abuse There is not much data, but
labor shortage brought on by the lation Research Center in Santa oping, she pointed out cumulative trauma disorders such motor vehicle experience clearly
'baby bust' generation” are Monica, Calif For example, while basic read- as carpal tunnel syndrome or ten- demonstrates a strong relationship,
"bringing dra- The most prevalent change in ing, writing and arithmetic skills donitis are not Just confined to a as do some recent railroad, bus
CA”Iance matic Ch'alj\ge to home sit_uations will be the loss of and other disasters,” Mr Scannell
the traditional the full-time homemaker as more | said
employee-em- women enter and remain in the '"These are quality-of-life issues that demand Substance abuse also could be-
ployer relationship,” E L Cox, workforce, even after bearing chil- come more widespread among a
outgoing chairman of the Alliance dren, he said answers to Workplace queStionS regarding safety, workforce that is experienced in
of American Insurers, told those "Most children will have work- health and medical care, the environment, child drug use, having grown out of the
attending the organization's an- ing mothers, ' Mr Morrison pre- psychedelic '60s, suggested Mr
nual meeting last month in Palm dicted care, education and training,' says Mr. Cox. Barth of the University of Con-
Desert, Calif While only 30% of mothers 'These issues transcend employment.’ necticut
For example, changing demo- worked in the 1970s, that percent- Indeed, "since 70% of all adult
graphics, such as an increase in the age grew to 55% in the 1980s and is i lllegal drug users are employed, we
number of single-parent house- projected to reach two-thirds of must find innovative ways to fight
holds, will force insurers to make mothers by the mid-1990s, he said are at the bottom of the list for few industries such as meatpack- drugs in the workplace,” Mr
changes in their employee benefit "Employers will have to deal most companies' worker training ing or poultry processing,” Mr Scannell asserted
programs, he said with this in terms of child care programs, they are high on the list Scannell said Other changes in work habits
And, as the workplace becomes needs," Mr Mornson said of skill shortages, according to Ms These types of induries "are also could produce a different
more automated with less need for Working mothers also will be Koralik widespread in almost every work- breed of work comp claims, Mr
manual labor, the kinds of workers less amenable to working long The changing workforce also is place," he added Scannell and others at the Alliance
compensation claims and the types hours or undesirable shifts and likely to affect insurers as un- Already more than 50% of work meeting suggested
of employees who file them will will request more flexible work derwriters of workers compensa- comp claims in several industries For example, the definition of
change, said other speakers at schedules, he said tion insurance, according to Peter involve ergonomic-related disor- the workplace will change as more
the Alliance meeting, which fo- INn addition, as the number of S Barth, professor of economics at ders, primarily back injuries and employees work from personal
cused on "the evolutionary work- two-wage-earner couples in- the University of Connecticut at upper extremity cumulative computers at home or use their
place " creases, fewer employees will be Storrs trauma disorders, according to Mr cars to conduct business, they
"These are quality-of-life issues willing to relocate, he added For example, more stress claims Scannell said
that demand answers to workplace Employers also will be forced to are likely to develop as the work- And, almost one-half of the oc- Also speaking at the Alliance
questions regarding safety, health beef up their benefit programs to place becomes more automated, he cupational ilinesses in 1988 re- meeting were Mark | Schickman, a
and medical care, the environment, attract and retain skilled employ- said ported to the Bureau of Labor Sta- partner in the San Francisco law
child care, education and train- ees as a shortage of entry-level Indeed, more and more employ- tistics were cases of cumulative firm of Fox & Grove, Dr Sidney
ing," said Mr Cox 'These issues workers develops, Mr Morrison ees working In fully automated of- trauma disorders, he said Shindell, professor and chairman
transcend employment and de- predicted fices and factories feel "rushed,” Workers compensation insurance emeritus of the Medical College of
mand that we see the worker in a Because it will be difficult to re- according tc Mr Morrison's stu- underwriters in the 1990s will be Wisconsin in Milwaukee, and
holistic way and not just between place older, experienced workers, dies faced with insuring changing George S Odiorne, senior research
rush hours ” employers may find themselves of- Workers compensation claims workplace exposures, such as the associate at Eckerd College in St

Insurers have a twofold interest fering incentives to persuade pros- also could increase as employees hazards of acquired immune defi- Petersburg, Fla
in the "evolutionary workplace," pective retirees to remain on the become more aware of the health ciency syndrome, hepatitis B Franklin VW Nutter, president of

he said payroll, if only on a part-time consequences of performing cer- viruses and other blood-borne the Schaumburg, Ill -based Alli-
"We have a pragmatic interest as basis, he added tam tasks or the risks of exposure diseases, according to Mr Scan- ance of American Insurers, mo-
employers We also have a special "It also will be harder to replace to certain hazardous substances, nell derated the discussion

Alliance elects new officers .
PALM DESERT, Calif -Joel N Tobey, president - Robb B Kelley, chairman and chief executive Ad I n d e X

and chief executive officer of Amica Mutual Insur- officer of Employers Mutual Casualty Co of Des

ance Co, was elected chairman of the Alliance of Moines

American Insurers at the trade association's annual - James L Ketcherside, president and chief exec- -

meeting April 3-4 utive officer of Farmers Alliance Mutual Insurance I n S u re r TO p I CS
Mr Tobey, who has been president of :he Provi- Co of MePherson, Kan

dence, R | -based insurer since January 1985, was * John L Longnaker, president and chief execu-

Alliance chairman-elect last year tive officer of Pennsylvania National Mutual Ca- Issue of May 21
This year's chairman-elect is W Craig Heston, sualty Insurance Co of HarrisbLrg, Pa
chairman and chief executive officer of Utica Mu- = Theodore J Rupley, president and chief execu-
tual Insurance Co of New Hartford, N Y tive officer of Metropolitan Property and Liability
. . . . ADVERTISER PAGE #
Named as Alliance vice chairmen for one-year Insurance Co of Warwick, R |
terrns were - Leon J Weinberger, president and chief
- Fred E Bangs, president, chief executive offi- executive officer of Employers Insurance of Wau- Alliance Capital Management 24C
cer and treasurer of Utica Fire Insurance Co of sau, Wis
i encer A Broughton, chairman and president of . .
Oneida County, N ¥ . . . ,TQ’p © oughton, nc pres Habitat Corp Suites Network 24G
- Stephen B Otte, president and chief executive Citizens Security Group of Red Wing, Minn, and
officer of Florists' Mutual Insurance Co of Ed- George S Milnor, president and chief executive of: i 24D
wardsyville, 1l ficer of Millers Mutual Insurance Assn of lllinois Insurer T0p|CS
- Brian R Wilkin, president of Hingham Mutual In Alton, were elected as directors for one-year
Fire Insurance Co of Hingham, Mass terrns The New Hampshire 24F
Elected as directors for two-year terms were Two hundred property/casualty insurance com-
= C | Buxton Il, chairman and chief executive pany executives attended the Alliance's annual North American Reinsurance . 24E
officer of Federated Mutual Insurance Co of Owa- meeting, held April 3-4 at Marnott's Desert Springs
tonna, Minn Resort and Spa in Palm Desert, Calif Resource Information Management Systems 24B
- Gary L Countryman, president and chief exec- Next year's meeting is scheduled for March 26-27
utive officer of Liberty Mutual Insurance Co of in Maui, Hawall ) ) _ WLT Software 224G
Boston The Alliance of American Insurers is a national

< E L Cox, chairman and chief executive officer property/casualty insurance trade group with 170

of Amerisure Insurance Co of Detroit member companies
Entering the second year of their two-year term For information, contact Eleanor M Ryan, Exec-

as directors are utive Services Manager, Alliance of American In- B u S i n eSS
- A E DaSilva, executive vp and chief operating surers, 1501 Woodfield Road, Suite 400 W , .

officer of Lumbermen's Underwriting Alliance of Schaumburg, Ill 60173-4980, 708-330-8518 I nsumince

Boca Raton, Fla -By Joanne Wolcik
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Antitrust suit Laurel Price, assistant attorney clarified some of the questions in- going to be a matter of cosmic sig- fore that
general for New Jersey, said the volved, he said nificance on the appeal,” he said If the appeal 15 successful and
Continued from page 1 Justice Department brief is signifi- Edmond Rondepierre, senior vp He also described the additional the case returned to district court,

same defendants IS pending in a cant because it is an "external lit- and general counsel at defendant states' brief as a "complete non- the case will no longer be handled
Texas state court (Bl, Dec 18, mus test,” independent of the par- General Reinsurance Corp, said event | can't see why they did it by Judge Schwarzer, who has been
1989) ties directly involved that while the court will pay atten- They don't add anything to what named director of the Washington,

In addition, the Justice Depart- He said he believes the brief's ar- tion to all the briefs, "l don't think the other briefs say It's just an- D C -based Federal Judicial Cen-
ment's antitrust division filed a gument on the comity issue is pat- the outcome will be changed " other piece of paper to read " ter, the research and education
brief supporting the 19 state attor- ticularly significant because it Mr Rondepierre said the Justice The next step in the judicial pro- arm of the judiciary in Washing-
neys general (Bl, May 14) "would seem to erode most of the Department briefs principal con- cess is the filing of response briefs ton

However, the Justice Depart- theoretical underpinnings" of the cern seems to be that Judge by the insurance industry defen- Another U S District Court
ment says in its brief that it is par- defendants' position that comity Schwarzer ruled too early in the dants, which are due Aug 6 Plain- judge, Vaughn Walker, has been
ticipating in the case because it is should be an overriding issue in proceedings and it does not rule tiffs will respond to those briefs by appointed to the case

concerned that Judge Schwarzer's the case out the fact that there could be a Oct 5 Besides Texas, the other states
opinion may be misinterpreted and As for the 13 states' brief, Mr case for summary judgment in Observers said oral arguments in that filed the amicus brief are Del-
is not considering the "ultimate Price said, "It can't hurt It clearly favor of the defendants, he said the case are not expected to be held aware, Hawaii, Kentucky, Maine,
merits” of the case (see story, page shows there is a substantial Summary Judgment is often pre- for another year The three-Judge Mississippi, North Carolina, North
26) amount of awareness and concern ceded by extensive discovery, but appellate panel that will hear the Dakota, Rhode Island, South Da-
Both the Justice Department by governments at all levels" on Judge Schwarzer ordered only lim- case will be appointed shortly be- kota, Utah and Wyoming -
brief and the brief filed by the 13 the Issue ited discovery as to whether the
non-plaintiff states focus on Judge Robert C Ward Jr , assistant at- defendants' alleged conspiracy was

Schwarzer's opinion that the liti- torney general for Michigan, exempt from federal antitrust laws f
gation should be dismissed because added, "l think It'S wonderful that (Bl, June 27, 1988)

industry defendants did not violate the Justice Department has de- Judge Schwarzer's approach,

the McCarran-Ferguson Act, which cided to file an amicus brief " Mr said Mr Rondepierre, was that if

gives the insurance industry lim- Ward said his limited experience there was any any issue that could I I OW to kee p

ited immunity from federal anti- with briefs of this kind Indicates It lead to the case's disposition, "let's

trust laws will attract the court's attention rule on that one and save a lot of Co n Stru Cti o n

The Justice Department's brief time and money"” on discovery
also takes issue with Judge ! This is what IS now being ques-
Schwarzer's dismissal of the case New briefs give the honed in the brief, he said ro ' t t k
on the "state action” doctrine, . . "This doesn't change the nature p JeC S O n ra C =
which provides immunity from an- states' case’a good of the issues in any way," said John
titrust laws if anticompetitive re- deal of credibility,' G Harkins Jr, an attorney with 4
straint of trade reflects a state pol- . Philadelphia-based Pepper, Ham- f Contractors Who build near railways 6
1Cy says William M. ilton & Scheetz, who represents . ; :
In addition, the Justice Depart- Rubenstein. defendant Aetna Casualty & must have speC|aI Insurance protectlon
ment brief argues against the Surety Co "l don't see it as adding or face costly delays. To keep jobs and
Judge's decision to dismiss charges any new dimension to the litiga- costs in line, you need Railroad Protec-
against foreign defendants on the tion,"” he said of the Justice De- . . e T -
basis of comity, which is a recipro- As for the additional states' partment's brief 41 tive Llablllty coverage from Swett &
cal respect for foreign law brief, Mr Ward noted that some Mr Harkins also said the addi- Crawford, the nation's leading whole-
Michael Boudin, deputy assistant states were unable to participate in tional states' brief is not signifi- saler of commercial insurance.

U S attorney general, said the de- the original suit because they had cant "Certainly that brief doesn't

L - : - : . . - Our Railroad Protective Liability
cision by the Justice Department to neither the staff nor the financial raise any new issues," he said

file the brief arose from an ongoing resources available to take part in "l don't think that there is any program, underwritten by a leading
program of identifying cases that a major investigation significance to that filing," said * 4 domestic carner rated A by Best's,
have special significance "where Michigan, for example, was able Aubin K Barthold, an attorney offers limits of $2 million/$6 million <

we think our contribution may be to contribute financially to the hti- with San Francisco-based Han-

of some help to the court, and the gation but was not able to Contrib- cock, Rothert & Bunshoft, who CSL and a very attractive minimum

sound development of antitrust ute personnel because it has only a represents defendant Edwards & premium. Coverage is provided on an
law ™ small antitrust division, according Payne Ltd in the litigation ISO-RIMA form.

These cases are carefully selected to Mr Ward "l think that's an articulation of F . .
based on their merit and appropri- William M Rubenstein, assistant antitrust principles as seen or truly comprehensive protection
ateness, according to Mr Boudin attorney general for Connecticut, through the eyes of the antitrust you'll also want to track down Swett &

He said interpretation of the said the federal government and division, and | don't think it par- Crawford's Contract Surety Bonds,

MCCarran—lT_erg-uson Act is "a mat- a-ddit.ional states' decision to file ticularly meets the issues of the Contractors Equipment Floaters,
ter of ongoing importance"” be- their briefs "adds a good deal of states' appeal "

cause it affects an entire industry credibility” to the original 19 "It's their wish list on their Builder's Risks and other important
"We were concerned about how states' position world view, but | don't think it coverages for Construction Managers,
the district court's decision may be The defendants' have contended, bears any significance,” Mr . Design/BuiId Contractors and Archi-
read"” and of how the appellate Mr Rubenstem explained, that the Barthold said ;
, . . . . . . ) . tects & Engineers.
court's statements on that issue litigation is politically motivated Referring to the additional
could affect comparable cases, he These briefs lend credence to the states' brief, Mr Barthold said that To keep your construction business
said The department subsequently validity of the states’ legal opin- "theirs, obviously, is Just a tag- from being derailed, get Swett &
concluded that the state action ions, he said along They didn't participate in .
- o . s 2 ongd Y 1t partielp . Crawford on the line. Contact Nancy
doctrine and comity issues were of Commenting on the brief filed by filing the complaint, so it's too lit- .
concern as well, said Mr Boudin the additional states, a spokeswo- tle, too late " Ob“nger at (21 3) 251-1223.
Mr Boudin said there is no guar- man for the Texas attorney gen- Bartlett H McGuire, an attorney
antee the Justice Department brief eral's office said that "we do not with Washington, D C -based
will influence the cases' outcome think that the success or failure of Davis, Polk & Wardell, which rep- Swett&CranO rd
But, he said, it is "generally true” the appeal in California will have a resents defendant Insurance Ser-
that government amicus briefs at- direct effect on our case in Texas vices Office Inc, said because of . 3699 Wilshire BOUlevard, Los Ange|eS, CA 90010
tract a court's attention because whatsoever the way the federal brief qualifies c. © 1990 Svett 6 Cmwford
they represent expert advice from "Our involvement in the process ItS views, "It's a very, very narrow i

a party that does not have a direct is important to the state of Texas piece of paper " The brief "is not
stake in the outcome for antitrust enforcement gen-
He also noted, however, that the erally, and we believe the lower
Justice Department enforces anti- court's decision should be re-
trust laws "and the court takes versed,”

she said

that into account, too Meanwhile, attorneys repre-

"l think it will be hard to overes- senting defendants in the case H 't I C
timate its importance,” said New minimize the significance of both erm I age n S u ra nce Om pa ny
York Assistant Attorney General the briefs filed by the Justice De-
Richard L Schwartz, referring to partment and the additional states
the Justice Department's brief Alan H Silberman, an attorney
"l think they state very clearly with Chicago-based Sonnenschein,
the errors that Judge Schwarzer Carlin, Nath & Rosenthal, who
made, and the reasons why It'S ex- represents defendant Allstate In- A S peCIa Ity I nsu ra n Ce Com pa ny
tremely important for the 9th Cir- surance Co in the litigation, com-

cult to reverse them," said Mr mented "l think that in the end, SerVi ng PrOfeSSionaI E&S

Schwartz the Department of Justice submis- .
California Deputy Attorney Gen- sion will not lead to the conclusion WhOlesalerS EXCI uSIVer

eral Kathleen E Foote said, "l that Judge Schwarzer's opinion is

think it should have some effect, in error "

a division of Herm,tage Group

hopefully, because It under- Mr Silberman said the brief

scores the public policy interest states that Judge Schwarzer's
that the states are expressing opinion might be misinterpreted to i e w1 AAM GAJ
"l think the focus on the public indicate that it improperly ex- ’ ) )

policy Issues could well be an im- pands the antitrust immunity pro- ASSOCIATE MEMBER

portant aspect of the decision," she vided by McCarran-Ferguson The AMERICAN ASSOCIATION OF

added brief does not explicitly say, how- MANAGING GENERAL AGENTS
The additional brief by the 13 ever, that it actually does so

states underscores the public pol- "We will establish the court ap- = A

icy issues as well, said Ms Foote phd the law correctly,"” said Mr White Plains, NY

Insurance market manipulation IS Silberman Atlanta Boston Chicago

very complicated and difficult to "The fact of the matter is the

convey, she said The state briefs brief does not undercut the legal

will help stress the significance of validity of (Judge Schwarzer's)

the case to "ordinary people " opinion," though It may have
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Justice Department unsure of merit of states' case

By JUDY GREENWALD

SAN FRANCISCO-AN amicus
curiae brief filed by the U.S. Jus-
tice Department concedes it is un-
sure whether the evidence state at-
torneys general could muster to
support their antitrust allegations
against insurance industry defen-
dants "would persuade a jury."

The brief-which supports the
states' appeal of a decision by U.S.
District Judge William Schwarzer to
dismiss the antitrust litigation-was
filed because the department "has an
interest in assuring that the federal
antitrust laws and exemptions from
them are construed in a manner that
advances their objectives," the Jus-
tice Department's brief says.

The brief qualifies its support for
the states’ position, stating that "it
is not our purpose to express a view
on the ultimate merits of this case

which, if the case is remanded, will
depend on the plaintiffs' ability to
present evidence establishing the ex-
istence of an agreement among pri-
mary insurers and reinsurers to co-
erce competing insurers.

"Such a conspiracy is embraced
by the broad allegations of the com-
plaints, but we do not know whether
the evidence plaintiffs can muster
would persuade a jury," says the
brief, which was filed with the 9th
U.S. Circuit Court of Appeals, which
is hearing the attorneys general's ap-
peal of Judge Schwarzer's ruling.

The brief says it is not the depart-
ment's "purpose to criticize the dis-
trict court for its efforts to require
the parties to focus their contentions
and to resolve as many legal and fae-
tual issues as possible without trial.

"To the contrary, the United States
strongly endorses judicial manage-
ment techniques of the sort that we

understand were employed in this
case to streamline antitrust litigation.

"If this case is remanded, we would
not rule out the possibility of a sum-
mary judgment motion by defen-
dants, based on proper construction
of the law.”

The brief adds, "We are concerned,
however, that the district court's
opinion may be read improperly to
expand antitrust immunities."

"In our view, neither the McCar-
ran-Ferguson Act, the state action
doctrine, nor international comity
considerations provide defendants
with an absolute shield of immu-
nity for the conduct alleged by the
plaintiffs,” the brief says, referring to
the grounds on which Judge
Schwarzer dismissed the litigation.

The Justice Department brief noted
that the immunity provided to the in-
surance industry by the McCarran-
Ferguson Act does not extend to any
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Plus the benefit of expertise in Actuarial, Claims,

Balance Sheet Protection, Finance, Tax Consulting,

Underwriting and Data Processing.
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agreement or acts of boycott, coer-
cion or intimidation.

The attorneys general's suit, how-
ever, "fairly alleges" this conduct.
"Therefore, the district court's ruling
that the defendants were entitled *to
dismissal of all the federal counts on
the basis of the McCarran-Ferguson
Act was erroneous.”

The Justice Department also main-
tains that Judge Schwarzer erred by
dismissing the case on the basis of the
state action doctrine, which provides
immunity from antitrust laws if the
anticompetitive restraint of trade re-
Elects a state policy and if a state ac-
tively supervises any private anti-
competitive conduct.

"In concluding that the challenged
conduct reflected a clearly articu-
lated and affirmatively expressed
state policy, the district court ack-
nowledged that the state statutes it
relied upon as evidence of that policy

Atlanta, Bogota, Boston, Cairo, Chicago, Columbus, Dallas, Hartford, Kansas City, London, Los Angeles, Melbourne, Mexico City,
Minneapolis Montreal, New York, Philadelphia, Princeton, San Francisco, Santiago, Singapore, Sydney, Tokyo, Toronto

expressly prohibit coercion and boy-
cotts," says the brief. "Unfortunately,
its reasons for concluding that the
challenged conduct nonetheless re-
flects state policy are unclear."

The brief states that Judge
Schwarzer also was in error when
he dismissed the foreign defendants
from the case on the basis of comity
-a reciprocal respect for foreign
laws-on several grounds, including
the difficulty of exercising jurisdic-
tion over foreign defendants.

"The court failed to accord ade-
quate weight to the fact that the
competitive effects of the alleged
conspiracy were felt primarily within
the United States or to the resulting

interest of the United States in en-

forcing its law," the Justice Depart-
ment brief states.

Meanwhile, another 23-page
amicus brief filed by 13 states that
are not among the plaintiffs in the
litigation focuses solely on the
MeCarran-Ferguson issue.

The brief maintains that the plain-

tiff states "have a substantial interest

in ensuring that federal courts apply
the antitrust laws in a manner con-
sistent with underlying congressional
policy, past decisions of the United
States Supreme Court and this Cir-
cuit, and sound public policy."

Judge Schwarzer's decision, says
the brief, "erroneously broadens the
protection afforded to insurance
companies under the McCarran-Fer-
guson Act and severely narrows the
application of antitrust laws.

"The lower court's decision encour-
ages insurance companies to disre-
gard the antitrust laws, severely un-
dermining the free enterprise system
upon which the economic strength of
this country rests."

An appellate brief filed by the 19
states and private plaintiffs in the
litigation states that the defendants
engaged in a boycott "well outside
the scope of the protective cloak of
the (McCarran-Ferguson) Act.

"Moreover, reinsurers are not suf-
ficiently regulated by the states to
qualify for McCarran protection. Fi-
nally, the deep involvement of unre-
gulated reinsurers in this scheme
should result in forfeiture of the
McCarran Act exemption for all de-
fendants,"” the plaintiff states' brief
says.

The brief states also that the state
action doctrine is not applicable in
the antitrust litigation. "Neither the
defendants' state action motion, nor
the trial court's opinion, even sug-

-gests that the various agreements and
their attendant boycotts were ever
reviewed by any state regulator.”

In arguing against the application
of the comity principal, the brief
states that the effects of the illegal
actions by the insurance industry de-
fendants were felt almost exclusively
in the United States.

"Even the defendants cannot say
that reinsurance for Lloyd's and the
London company market has 'only a
minuscule effect’ on American ca-
sualty and property insurance mar-
kets," says the brief. "This factor thus
weighs heavily in favor of asserting
jurisdiction” against foreign defen-
dents in U.S. courts.

The plaintiffs' brief also argues
against dismissal of a claim that the
defendants conspired-in violation of
the Sherman Act, which also regu-
lates antitrust activity-to limit the
availability of property/casualty in-
surance products to consumers.

INn addition to the brief submit-
ted by the 19 states and private
plaintiffs, the state of New York sub-
mitted its own brief, focusing on the
foreign reinsurer defendants.

The brief argues that the immu-
nity provided by McCarran-Fergu-
son Act is not applicable to foreign
reinsurers because they are not re-
gulated by New York law.

California Deputy Attorney Gen-
eral Kathleen E. Foote said other
states did not join in New York's
brief because it concerned New York

H —w- ~~—— -



Business Insurance, May 21, 1990 / 27

INTERNATIONAL

AXA confident 2 syndicate cash calls

It will acquire
a U.S. insurer

iNn the future

By ISABELLE BERGLAS

PARIS-Only weeks after his bid for Farmers Group Inc fell
through, Claude Bebear IS confident he eventually will acquire a
US insurer

California regulators last month rejected the planned sale of Los
Angeles-based Farmers to AXA Midi Assurances SA, effectively
scuttling that deal and the much larger purchase of BAT Industries
P L C of London by Sir James Goldsmith

However, Mr Bebear, AXA's chairman, said in an interview last

week that the long, drawn out ordeal strength-

ened his hand
"We were unknown in the United States Now
we are known as professional, competent and

I W rich people,” said Mr Bebear
W-d- California was only one of nine states whose

regilatars could have derailed the Farmers,deal

bear

"Next time, we will perhaps be more careful in

our approach and take more into account the spe-

Mr. Bebear cificity of each state," said Mr Bebear, who tes-
tified before regulators in several states

And AXA s next U S acquisition attempt, he promises, will be a
friendly bid, for which regulatory approval is much easier to se-

Mr Bebear says AXA has received many proposals since the
Farmers acquisition fell through, but will not discuss specifics

"We are in no hurry We need to do something in the next several
years We are long-term minded," Mr Bebear says

If proposals submitted do not look promising, the chairman says
the insurer's investment bankers will be instructed to find potential
buyout targets in the $1 billion to $2 billion price range

His goal for AXA, now France's second-largest insurer, is clear
(Bl, Oct 16,1989) We want "to become one of the biggest interna-
tional groups To achieve that, we need to be present in the United
States to spread our risk around the world "

According to Mr Bebear, two elements contributed to the failure
of Sir James' bid for BAT and, thus, AXA's attempt to move into
the United States

First is the complexity of U S insurance regulation

"If we had secured authorizations by the end of 1989, the bid
would have been successful in London,” he said But even if Cali-
fornia regulators had put aside their concerns about burdensome
debt and approved the bid, "it was becoming obvious the takeover

Continued on next page

Australians seek

pilots on ships
navigating reef

By KATE McILWAINE

dation, citing the cost of hiring a
pilot, said Geoffrey G Gauci,
SYDNEY, Australia-Efforts to managing director of Marine &
persuade the International Mari- Aviation Management Services
time Organization that ships navi- Ltd in Sydney, an underwriting
gating the waters between Austra- management subsidiary of Nor-
lia and the Great Barrier Reef wich Winterthur (Australia) Ltd
should be required to have a pilot Mr Gauci, who is national un-
familiar with the waters on board derwriting manager for the Aus-
have met with little success, an trahan Hull Insurance Pool and the
Australian marine Insurance un- Australian Insurance Assn 's Com-
derwriter says mercial Hull Syndicate, is Austra-
Australia's sole representative lia's first representative on the
on the marine hull committee of IMO international marine hull
the IMO unsuccessfully lobbied his committee
colleagues to endorse the require- Brisbane solicitor Frank Turner,
ment earlier this month at a meet- who represents several London-
ing in Casablanca, Morocco based protection and indemnity
The IMO-a United Nations clubs in Queensland, said while the
agency that establishes standards members of the clubs are en-
for maritime safety and the pre- couraged to comply with IMO rec-
vention of pollution from ships- ommendations, they are not com-
already has recommended that pelled to do so
pilots be used in the 2,500-kilome- If IMO were to endorse a pilot
ter stretch between the Queensland requirement in the area, it would
coast and the Great Barrier Reef be up to Australia to pass a law
But, shipowners and charterers enforcing the requirement

have ignored the 1986 recommen- Continued on page 29

follow runoff settlement

reinsurance policy Merrett syndi- damages if information was Judged
cates 421 and 417 wrote for syndi- to be incomplete and the risk was
LONDON-At least two Lloyd's cate 544 in 1982 (BI, May 14) rnisrepresentea
of London syndicates are announc- Lloyd's underwriter Stephen The remaining 50% of the policy
ing cash calls from members fol- Merrett had voided the policy, was written by syndicates 317/661,
lowing an out-of-court settlement claiming the Merrett syndicates underwritten by RHM Outhwaite
earlier this month of a runoff rein- were misled by incomplete infor- (Underwriting Agencies) Ltd Syn-
surance policy dispute mation given to the underwriter dicates 317/661 settled with syndi-
Syndicate 544, managed by A J who had accepted the policy The cate 544 following the Merrett set-
Archer Holdings PLC, and syndi- policy provided 50% of unlimited tlement this month
cate 421, managed by Merrett Un- runoff reinsurance for claims paid As part of the settlement, Bust-
derwriting Agency Management by syndicate 544 on or after Jan 1, ness Insurance learned last week,
Ltd, are asking about 880 mem- 1982 for years 1978 and prior, ex- the policy's attachment point has
bers for a total of more than 9 mil- cess of $9 2 million been raised from $92 million to
lion pounds ($15 million) Derek Dolling-Baker, former un- $30 million In addition, the pol-
The two syndicates reached a derwriter for syndicate 544, sued icy has been capped at $60 million
confidential settlement, together Mr Merrett to force payment of the excess of $30 million
with Lloyd's broker Winchester policy Mr Dolling-Baker also However, the Merrett syndicates
Bowring Ltd and Merrett syndi- sued Winchester Bowring, the bro- will pay current outstanding
cate 417, midway through a Lon- ker that placed the policy, con- claims of $2 miuion that are be-
don High Court trial over a runoff tending that the broker should pay Continued on page 29

By CAROLYN ALDRED

British insurers report first-quarter losses

Windstorms wallop profits

By CAROLYN ALDRED

LONDON

LONDON-British insurers are
reporting severe first-quarter
losses from windstorms that swept surance, and almost 200 million with a pretax profit of 45 1 million
across Europe early this year pounds ($334 million) on a gross pounds ($72 6 million) for the first

General Accident Fire & Life As- basis, said Nelson Robertson, Gen- three months of 1989
surance Corp PLC, the first eral Accident's chief general man-
major British insurer to report ager
first-quarter results, announced a The insurer's premium volume Kingdom and Continental Europe
pretax loss of 80 9 million pounds fromm commercial property/ca- and which we now estimate have
($135 1 million), compared with a sualty and personal lines insurance cost the group a total of 55 million
first-quarter profit of 54 9 million for the first quarter totaled 782 9 pounds ($91 9 million), including
pounds ($88 4 million) in 1989 million pounds ($1 31 billion), up the cost of 22 million pounds ($36 7

Results "were seriously affected 8 9% from 718 6 million pounds million) to reinstate our reinsur-
by weather-related losses in the ($1 12 billion) for the same period ance protection,” said Tony Brend,
U K and Europe amounting to 90 in 1989 Premiums from life and the chief executive
million pounds ($144 9 million) investment policies totalled 102 4
net, including internal reinsurance million pounds ($171 million), Kingdom alone totaled an esti-
and reinstatement premiums," the compared with 87 8 million pounds mated 120 million pounds ($200 4
company said in a statement May ($141 million) million), said Commercial Union
10 Commercial Union Assurance

The loss "reflected the two major
storms which affected the United

Gross storm claims in the United

Meanwhile, in The Netherlands,
Worldwide weather losses in the Co Ltd PLC also reported a where Commercial Union holds
first quarter were 110 million first-quarter loss of 25 6 million about 7% of the market, gross

pounds ($183 7 million) net of rein- pounds ($42 8 million), compared Contznued on next page

Navigating the Great Barrier Reef

One of the most recent shipping accidents involved an Indonesian cargo sh,p that ran aground on a reef,n early May
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Comment sought on proposal LONDON
to discount Mentor's claims Continued from premous page to head a representative office in

claims from storm-related claims Frankfurt last year (BIl, Feb 20,
By ROGER SCOTTON totaled 50 million pounds ($83 5 1989)
Yy ini , ti ted Di t Joh As an interim arrangement,
BERMUDA 2;,:;?) estimate rectersenn Lloyd's iS seeking approval from
HAMILTON, Bermuda-Liquida- Commercial Union's first-quar- the Bundesaufsichtsamt fuer das
tors of failed Mentor Insurance Ltd _ ter premium volume totaled 1.05 Versicherungswesen, the German
are seeking comments from creditors seek court approval for it claims have been discounted billion pounds ($1 75 billion)_ insurance regulatory authority, for
on a proposal to discount contingent Messrs Kempe and Arnold, who The letter says that legal advisers 7142 million pounds ($ 1 2 billion) ~Rainer Bohmer-Lioyd's Swiss
claims against the Bermuda-based are now preparing to pay Mentor's have recommended that'a market  from property/casualty insurance representative—to act as a tem-
retnaerer o . first interim cash dividend, Possibly value of these claims be determined and 356 7pmilﬁ/on poundys (%562 3  porary representative until a sue-
Written submissions on discount- before the end of 1991, say they are "at the date of the winding-up (court) million) from life insurance eessor is found Meanwhile,
ing will be accepted until the end of emfowered by the Bermuda court "to order, namely June 21, 1985 " The Assn of British Insurers es. Lloyd's Frankfurt office is under
the month and then unll be placed decide the question of whether to In- "To arrive at a market value of tirnates total damage from the Jan- the day-to-day management of
before the Bermuda Supreme Gourt elude an element for discounting” in such claims, counsel have advised uary and February storms and Stephan Schinnenburg
n June, when the liquidators will be their dividend caleulations = that discounting should almost cer- subsequent floods at 2 billion
seexing directions on how o procee They argue that not to discount tainly be applied, as an actuarial pounds ($3 22 million) in the Dealings expanded
Mentor, a former cagtlve of Ocean Mentor's contingent habillties at all mattef (and as one of a number of United Kingdom alone
Drilling & Exploration Co of New "would produce an injustice to those other factors) to amve at that value " More than 3.25 million claims Lloyd's of London underwriting
Orleans, was ordered liquidated by creditors whose claims were mature "Sublect to obtaining directions were filed to British insurers, the agency Roberts & Hiscox Ltd is
the Bermuda Supieme Court in 1985 at tne date of the winding- up or re- from the (Bermuda Supreme) court, ABI reports the latest Lloyd's agency to an-
The hquidation has been proceedmg latizely shortly thereafter the joint hquidators propose to dis- "Insurance companies can be nounce plans to deal directly with

steadily despite an unsuccessful bid 1VIessrs Kempe and Arnold say in count Mentor's contingent liabillties justifiably ﬂroud of their record in non-Lloyd's brokers
bg dissident creditors in November their letter that the application of a to the date of the wmdmg-up order dealing with the unprecedented The agency has formed a new
1989 to oust Charles Kempe and Mi- rate of discount "will reduce the The decision to discount to the date number of claims that arose out of service company called Hiscox In-

chael Arnold as liquidators (BI, Nov quantum of Mentor's contmgent and of the winding-up, rather than the the storms Almost three times the surance Agencies to write and ser-
6, 1989, Dec 18, 1989) unliquidated claims, and possibly date of a d.vidend, is founded on the nurnber of claims were received in vice insurance policies, which will

Mentor is estimate_ﬁj_ to be insol- sign.1 ficantly reduce the claims of Joint hquidators' belief that the for- January and February compared be underwritten 100% by Lloyd's

vent by at least $800 million ) certain long-tail creditors " Iner creates greater equity," accord- with the hurricane in 1987," said syndicate 33, rnanaged by Roberts
In a Iette'r tO'aImOSt 3,000 f:redl- And theR.say that di'sc'ounting .l.J-Iti- ing to the Iet.ter ) ) ABI Chief Executive Mike Jones7 & H|SCOX Ltd The Serv|ce company
tors, the liquidators explained why mateI%/ will boost dividends "in terms The liquidators estimate that be- referring to the October 1987 will underwrite hlgh-valuefprl-
they believe claims discounting is of cents in the dollar," including tween $300 million and $400 mil- windstorm that struck southern vately owned assetssuch as fine
necessary and how they intend to those payable to creditors whose lion of Mentor's claims were mature England and France art, antiques and classic cars

at the date of the wmding-up and ,,One in every eight households  through the service company
will not be subject to discounting made a claim and the vast ma}ority Under the arrangement, HIS will
Approximately $500 millton or more have been settled," Mr Jones said be able to accept business from any
. Speed is crucial when your in claims will be discounted-some According to the ABI, the first broker-including non-Lloyd's
Why deal with heavy equipment is down So over a penod of Just months, others storm that hit the United Kingdom  brokers-throughout the country
. } it pays to work with someone over several years _ _in January cost insurers 1 55 The business will then be placed
JUSt an appra|ser who can handle not just the The annual rate of discount will billion pounds ($2 59 billion), with syndicate 33 through a guar-

isal but al diusting O be sublect to the directions of Ber- while February storms cost insur- anteeing Lloyd's broker
h | : ggpraisal but also adjusting Lur muda's Supreme Court but is likely ers 530 million pounds ($885 | mil- In recent years, many Lloyd's
wnen we nge yOU avy-equipment specialists to between 5% and 7%, according lion) underwriters have complained that
; have the authority to do both to the hquidators' letter Of the total number of claims, use of Lloyd's brokers for placing
a heavy-eqUIpment Plus the expertise, based on ~ The case may establish precedent 3 million related to personal prop_ small risks is woefully inefficient
d- t ) long experience in such areas in Bermuda courts erty, 240,000 related to commercial Brokers, for their part, have con-
a JUS er: as construction, mining, logging, property and 55,000 related to auto ceded the inefficiency but blamed
preumon machinery, farm and AXA Ians Iossesl, the A-BI said . inaccessible undell'wnters and 1.:he
mar ne equipment P Swiss Reinsurance Co of Zurich, overly bureaucratic way of doing
Your claims get a fast start too Z_Z”_“”Eedcf,rom premous page Switzerland, earlier this year esti- business at Lloyd's

id in London wou al mated that the windstorms that However, in recent months sev-

Simply report them to one of

He also blames a takeover wari- swept through England, France, eral initiatives have been started
our four conveniently located

ness in the United States fueled bY Belgium, The Netherlands, Den- by brokers and underwriters to

regional offices, for quick referral the collapse of Drexel Burnham mark and Germany during the first overcome the restrictions of the

to the nearest adjuster with the Lambert Group Inc -a major fig- three months of this year W111 cost Lloyd's market and to better com-

right expertise ure in the BAT deal-and the long world insurers $8 8 billion (BIl, pete for less exotic business (BI,
For more information includ- slump in the Junk bond market Aprll 30) March 12)

. . created by Drexel's demise
Ing our Claims Directory, please

N "All that put together made the
contast acquisition far more difficult than LOwndeS Lambert StOCk SB‘J expands
it was a year ago The timing was Lloyd's of London broker London broker Steel Burrill

Michael I. O'Malley

Assistant Vice Prosident bad The commissioners though it Lowndes Lambert Group Ltd will Jones Group PLC is taking a con-

Continental Loss Adjusting looked like a leveraged buy-out-- seek a London Stock Exchange trolling stake in a new brokering

One Continental Drive and they didn't like It,” he said listing next year if stock market company specializing in fine arts,
Cranbury N 1 085 70-0001 He notes that the collapse of the conditions are right, says Chair- jewelry and specie risks
B A T takeover has yielded one man Richard Shaw The company-to be called SBJ
Trl If*)9) 195 2 368 Fax (609) 995 6903 . . . .
paradoxical result AXA stock is Lowndes Lambert was acquired Specialty Ltd -was set up by
rising by its management two years ago Chairman and Managing Director

According to Mr Bebear, "the following the acquisition of its Jim Clark, formerly managing
4 C t' t I analysts didn't exactly understand previous parent company, Hill Sa- director of Halford Shead & Co, a
On Inen a what we were trying to do with muel Group Ltd, by TSB Group division of Alexander Howden
. . Farmers, so when they heard it PLCin 1987 Group Ltd, and Directors Chris
& LOSS Ad_l UStl ng S didn’t go through, they were very Since the management buyout, Bailey West, Trevor Calver, David
happy " » Lowndes Lambert has continued to Codling, Peter Curtis and Clifford

expand through acquisitions and Lambdon
the growth of existing business SBJ's interest in the company
Last year revenues from insur- "has been acquired for a nominal
ance brokering worldwide in- initial consideration SBJ may be
SET Y OUR OAANAT ESsS creased to more than 40 million required to purchase the balance of
pounds ($64 4 million at year-end the shares for a consideration,
1989), up 28% from 1988, said Mr which has an upper limit and
Shaw which is expected to be paid be-
Pretax profit also increased to tween 1994 and 1999, calculated by
5.15 million pounds ($8 29 nullion) reference to the future earnings of
from 3.19 million pounds ($5 77 the company and the price-earn-
million at year-end 1988) ings ratio of SBJ shares," accord-

Increased revenues during 1989 ing to a statement released by SBJ
were generated by the acquisition

Issue May 14- Reader Service
closing May 1
editorial feature RIMS Report Risk Management

issue May 21
closing May 9
demographic section Insurer Topics Automation Underwriting/Policy Management

of other brokerages and new ae-

issue May 28 Bonus Distribution NAIB ey Castle acquires agent

closing May 15

i izi Castle Underwriting Holdings
editorial feature Property Loss Control - Directory Loss Control Consultants Lowndes Lambert IS finalizing 9 9

plans to acquire some U K com- Ltd has acquired fellow Lloyd's of
mercial retail brokers, Mr Shaw London underwriting agent Chil-
said, but he would not comment tern Underwriting Agents Ltd for
further 800,000 pounds ($1 34 million)
Castle Underwriting manages
three Lloyd's non-marine syndi-

issue June 4 Bonus Distribution NAIC
closing May 22
demographic section AgenUBroker Topics Niche Marketing

issue June 11 Bonus Distribution SHAA PRIMA ' i

: Lloyd's rep resigns cates with a total capacity of 117 9

closing May 30 - ' ' - A
musiness Lloyd's of London's general rep- million pounds ($196 89 million)
Insurance resentative in West Germany has Chiltern Underwriting Agents is a
New York 212 210-0228 Chicago 312-649-5276 Los Angeles 213 651 3710 resigned less than 18 months after Lond's members agency repre-

Fax 212 210-0704 Fax 312 280-3189 Fax 213-655 8157 a publication of Crain Communications Inc . . . . e
becoming the market's first repre- senting 136 members writing a
sentative in West Germany premium income of 60 miillion

Wolfram Kausche was appointed pounds ($100 2 million) -



Pilot proposal

Continued from page 27

Separately, Mr. Gauci has tried
to persuade underwriters that po-
licies should be warranted to en-
sure a pilot was on board all ships
negotiating the Torres Strait,
which is above the northern tip of
Australia, or any other areas of the
Great Barrier Reef. But it's been
-impossible" to convince them, he
said.

The Great Barrier Reef-the
world's largest collection of coral
reefs-is a 1,250 mile-long maze of
islands, shoals and reefs along the
Northeast coast of Australia (see
map, page 27). The Australian gov-
ernment has made most of the
Great Barrier Reef a national park.

The Torres Strait, a thin stretch
of water between Australia and
Papua New Guinea, constitutes the
shortest safe shipping route from

O the east coast of Australia to ports

Runoff settlement

Continued from page 27

neath the new attachment point
but would have been payable
under the original policy terms, the
Merrett agency explained in a let-
ter sent to members' agents.

Above the new attachment point,
the Merrett syndicates will pay a
maximum of $7 million prior to
1995 and up to a maximum of $15.5
million prior to the year 2000, the
letter explained.

Chris Burton, joint managing
director of Archer, would not dis-
cuss the terms of the settlement
and would not comment on
whether Winchester Bowring is
contributing to the settlement.

C.T. Bowring & Co. Ltd.-Win-
chester Bowring's parent and a
unit of Marsh & MelLennan Cos.
Inc.-did not return repeated
phone calls.

However, Mr. Burton confirmed
that following the settlement, syn-
dicate 544 "will be showing a loss
for members on its 1986 account,

although profits for the 1987 year

Profits in 1987

'should help mitigate'

some members'
1986 losses,
says Chris Burton.

should help mitigate the loss" for
members who invested in the syn-
dicate both years.

Syndicate 544 is making a cash
call of about 2.5 million pounds
($4.18 million), about 20% of the
syndicate's 1986 premium capacity
of 12.7 million pounds ($18.8 mil-
lion at year-end 1986), to help
cover a total loss for the year equal
to 40% of capacity, said Mr. Bur-
ton.

The 1986 year will remain open
for the near future, he said, adding
that it was too soon to tell whether
additional cash calls will be neces-
sary in future years.

Syndicate 421 also has "pro-
duced a substantial loss on its open
1983 underwriting year,"” said Ken
Randall, managing director of
Merrett Holdings P.L.C.

As a result, the syndicate will be
making a cash call this year of
about 6.8 million pounds-200% of
the syndicate's 1983 premium ca-
pacity of 3.4 million pounds ($4.93
million at year-end 1983), he
added.

The loss is due mainly to losses
from several runoff reinsurance
policies the syndicate wrote in the
early 1980s, he noted.

Mr. Randall would not comment
on the settlement.

Syndicate 417 has not yet re-
ported its results. Syndicate 317/
661 likely will report its results

FaeeS<t NANes e < n

in Asia and the Northern Hemi-

sphere.

An estimated 2,000 oceangoing
merchant ships cross the strait
each year.

WWhile Mr. Gauci attended the
IMO meeting, a 3,000-metric-ton
cargo ship without a professional
pilot, the Carakajayaniaga No. 3,
ran aground on a reef about 160
kilometers north of Cookstown,
Queensland.

No oil spilled from the Indone-
sia-registered vessel and divers
from the ship's agent reported no
major hull damage after the ship
was pulled clear of the reef by two
tugs.

Mr. Gauci said the grounding of
the Indonesian ship underscores
the need for skilled local pilots
who know the waters to be piloting
ships through the reef waters.

Mr. Gauci said his efforts to get

Awustralian underwriters to include

a pilot warranty in marine policies

INTERNATIONAL

have met with little success be-
cause a "very minimal" amount of
marine business is written in Aus-

tralia.

"If we imposed the warranties
we would need the support of the
London underwriters and they are
not prepared to do it," noted War-

ren Holmes, Queensland manager
for Marine & Aviation Services in

Brisbane. "No one wants to bite
the bullet.”

"If | was to tell shipping com-
panies that they must have pilots
or we will load their premium, they
will go elsewhere and we will lose
their business,” Mr. Gauci ack-
nowledged.

"The market is so soft and there
is such an enormous amount of
competition, no underwriter would
run the risk of losing any busi-
ness," he said.

As a result, some groups have
taken the argument for a pilot re-
quirement to foreign underwriters.
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Chris D. Henri, marine manager
for the Insurance Council of Aus-
tralia in Sydney, said the ICA had
asked the Institute of London Un-
derwriters and syndicates at
Lloyd's of London to consider re-
quiring marine policyholders to
warrant they will use pilots in the
reef areas.

"I understand it will be dis-
cussed again in September at the
annual meeting of the Interna-
tional Union of Marine Insurers in
London," Mr. Henri said.

Unless pilots are used, there
could be a serious accident on the
Great Barrier Reef, Mr. Holmes
said.

"Shipowners and masters must
realize the dangers of risking
ships, lives and pollution by pro-
ceeding in those waters without
pilots," said Mr. Henri.

The 10-million gallon Exxon
Valdez oil spill is a "timely re-
minder of what can happen when a

Durins our 100th Anniversary Year,

IRI thanks some very important people

who made the journey possible:

our Customers.

Some customers

we have served

for one hour,
others for nearly

a century.

The earliest from

November 13, 1892.
There are nine

other customers of

continuous service
from the 1890s.
And a total of

185 customers

we have served for

50 years or more.
Also, thousands

of others.

Some are small,
some are large,
some are global,

all are important.
We are honored

by their trust
in selecting us

to be their

property insurer.
"Thank you,"

from the employees
of Industrial

Risk Insurers.

SERVING YOU IN
OUR 24 CENTURY

ship spills its guts in an environ-
mentally sensitive area,"” he said
(BI, April 3, 1989).

-It would take 10 years or more
for a slick the size of that from the
Exxon VValdez to move out of that
area because of the tides,” Mr.
Gauci estimated.

According to Mr. Henri, though,
the Exxon spill in Alaska's Prince
William Sound has prompted more
shipowners and masters to use
pilots in dangerous reef areas.

"l think we are winning the
campaign,”" he said.

Mr. Gauci, though, is less opti-
mistie.

"In my opinion, the only way out
is for government intervention. |
regret that, because | am a true be-
liever in free enterprise in the in-
surance market," he said.

Mr. Henri, though, said legisla-
tion should be a last resort, be-
cause enforcing it would be "a
nightmare and expensive." |

Industrial Risk Insurers, 85 Woodland Street, Hartford, Connecticut 06102



30 / Business Insurance, May 21, 1990

The professional marketplace

RATES AND CLOSING TIME:

Rates: Display class#ied ts $108 50 per column inch, minimum oforte inch Straight class#ied is Closing: Published every Monday Copy must be m typewritten form by noon Tuesday, 6
$900 per line, minimum of 5 hnes Count 34 chamcters per line (indude atch space and days preceding publishing date No verbal phone copy accepted Prepayment required for
punctuatton asa character) Additional $17 50 charge for all blimi box ads Only those reponses straight advertisements Mad ads to Margaret Hikido, Classijied Advertising, 740 N Rush
which jit mto a bustness size envelope WIIl be forwarded Responses are forwarded daily

INSURANCE CONSULTANT

Marine transportation trade association Is seeking a
person with skills in loss control, risk management and
insurance program administration The Insurance Con-
sultant will monitor the association's insurance pro-

grams and provide assistance and direction to the In-
surance Committee and association members

Must be willing to travel and operate with minimal
support staff Location is flexible We will interview full
and part-time candidates To request a Job description
and background Information contact

NAPVO
1511 K St., N.W., Suite 715

Washington, DC 20005
fax - 202-628-6630

To apply send cover letter, resume and salary/fee re-
quirements to the above address

RISK MANAGER

Dane County in Madison, WI has an opportunity for an expen-
enced professional to manage its risk financtng and reduction pro-
grams, including purchased or self-funded insurances and loss con-
trol/safety

Requires equivalent to a bachelor's degree in business or pub-
llc administration or related field and 4 years full-time experience

MARKETING
MANAGERS

CCN, a dynamic leader m the PPO
environment Is recruiting Marketing
Managers for the followng areas

Employee Benefits
Specialist

This Sr Account Executive will be
responsible for professionally market-
ing and selling CCN products in Los
Angeles The qualified candidate will
possess an advanced degree in bust-
ness, health or related Thorough
knowledge and successful sales in
the group health benefits arena with
preference to general understanding
of the managed care marketplace

Workers'

Compensation

This pos,t,on will sell and service the
Southern Calif area Responsiblittes
include marketing and selling CCN
products to insurance camers, TPA's
and self-insured employers and may
involve statewide travel Ideal candi-
date shuld have a Bachelor's De-
gree, a thorough understanding of
Workers' Compensation rules and

regulations and experience in work- 1 COMMUNITY CARE NETWORK

ing in the workers' compensation in-
dustry

CCN offers an exceptional compen-

operating risk management programs in a large complex orga- sation package and bonus potential
nization including purchased and self-funded insurances, liability and Please send resume and salary his-

workers compensation Associate in Risk Management designation
preferred

Annual salary range of $34,540-41,594 with a further year-end
increase in this range to $35,917-43,264 Additional longevity pay of
3% - 11% of base comp, excellent benefits and merit system reten-
tion Dane County has a 350,000 population and its government em-
ploys 1,600 personnel

Recruitment ends 430 pm, MONDAY, JUNE 11,1990 This civil
service position will be competitively filled based on an examination of
the extent and relevance of each qualified candidate's education,
training, experience and achievement as presented intheir application
papers and as may be further requested of them For job de-
scription and application contac Dane County Employee Relations
Office, Room 418, City-County Building, Madison, Wisconsin, 53709,
608/266-4123 An Affirmative Action Employer

PROFESSIONAL

toryto
COMMUNITY CARE NETWORK
Attn C Boorkman
9245 Sky Park Ct., Ste 130
San Diego, CA 92123

An Equal Opportunity Employer

GET RESULTSI
ADVERTISE IN THE
PROFESSIONAL MARKETPLACE

INDEMNITY BROKERAGE

inet International Professional Indemnity (MIPI) Is the preeminent global
broker for Professional Indemnity Insurance Technical excellence plus
consultallve services well beyond the traditional brokerage role continue
to drive MIPI growth and profitability Its commitment to the US market has pro-
duced significant growth over the last few years, but this groath requires additional

top quality staff to service the needs of its clients.

Accordingly, MIPI Is mounting an accelerated development program for a lim-
ited number of fast track early career Insurance professionals; Individuals whose
outstanding performance has already led to promotions with-n an insurance corn-
pany, brokerage or consulting context. Candidates will ideall/ have a minimum 5
years' relevant experience and superior technical credentials. Professional Indemni-
ty experience is not a requirement, a casualty orientation with knowledge of finan-
clal products Is very desirable, and a law degree or experience with alternative risk
financing would be a real plus You must have the presence and communication

skills to deal effectively at the partner level In large profesalonal organizations.
Successful senior MIPI managers are team players with a Vands-on attention to

detail and appetite for hard work

Intense customized professional indemnity training requires relocation to
Montreal for some number of months. Completion of training leads to promotion

and return to the US in one of two possible roles:

« Senior client relationship management worldng out of MIPI offices In Paramus,

New Jerey, New York or San Francisco

» Supporting MIPI expansion through opening new offices Cendidates for this role

will be comfortable in client development activities

The few outstanding professionals qualified for this demanding accelerated pro-
gram will enjoy relocation support to and from Montreal plus :ompensation oppor-

tunity commensurate with their career growth
to date. Please send your resume and cover let-
ter, highlighting relevant credentials, to our
search consultant at- Box 243,486 Madison
Avenue, Suite 1900, New York, NY 10022. We
are an equal opportunity employer.

Mittet

St. Chicago, IL 60611. For more information call 312-649-5340 FAX 312-280-3189

WORK COMP CLAIMS

Service Company Wanted For
Acquisition By Investor Group
All replies confidential
William Goetsch
Hebert & Youvon Insurance
2350 Monroe
Dearborn, Ml 48124

ADJUNCT FACULTY POSITIONS

INSURANCE, BUSINESS, ACTUARIAL SCIENCE &
LIBERAL ARTS

The College of Insurance is now hiring qualified adjunct faculty for the
Fall of 1990 Adjunct faculty members are important to the mision
and are part of the life of the College

Applicants who posses the following credentials and experience dre en-
couraged to apply

Insurance

CPCU and industry experience

Strong background m mathematics or actu-
anal science

MARKETING
MANAGER
Mid-Atlantic Region

Community Care Network, innovators
in the healthcare management en-
vironment has an exciting opportunity . . R L
for a Marketing Manager, Mid-Atian- The College of insurance, accredited by the Middle State ASOCIatI(?n
tic Region Rgesponsmllltles include of College and Schools, offers the bachelor's and MBA degrees in
all marketing and sales functions m. insurance, risk management, finance, actuartal science, and business
duding market planning, staffing and administration There are 1200 students enrolled m courses at the new
marketing interface with employers. campus factlites located 3 blocks north of the World Trade Center

consultants, brokers and other con-

Actuarial Science

Business Administration MBA degree and experience
Liberal Arts Ph D and teaching experience

M B A courses Doctorate or law degree highly desirable

stituents

Send applications or nommations to the Dean of Academic Services

CNN offers an exceptional benefits The College of Insurance, 101 Murray Street, New York.NY| 0007

package, competitive salaries and
the opportunity to work in a dynamic
corporation Interested applicants

may send resume with salary history
to

Safety Services Department Manager
Midwest Property/Casualty Insurer seeks a Manager of Safety Ser-
vices, having a minimum of 3 to 5 years experience managing
a Safety/loss Control Department The successful candidate will
also possess a Bachelors Degree in Safety or related field and a
CSP (Certified Safety Professional) designation

Attn: C Boorkman

9245 Sky Park Ct., Ste 130
San Diego, CA 92123

An Equal Opportunity Employer This individual will work out of our Home Office directing com-
pany staff, field staff, and fee service company staff to perform
safety surveys of insured premises Position will also include budget
preparation and administration, monitoring of department results, as-
sistance in presentation of safety recommendations and developing
safety programs for Insureds Staff training and development will also
be part of the varied responsibilities Some travel will be necessary in
this position This individual will report directly to the Vice President of
Underwriting

ACCOUNT
EXECUTIVE

(Southern California We offer a competitive salary including a full benefits package

consisting of Major medical, dental, short and long term disabil-

Position) tty, life insurance, 401(K) and employee stock purchase plan

For confidential consideration, please submit current resume and
compensation history to
The insurance specialists
at Marsh & McLennan, Inc

GcCilc

Great Central Insurance Company
3625 North Sheridan Road
Peoria, IL 61604
Attn: Human Resources

are currently seeking an
experienced Account Ex-

ecutive topreservethe pro-
fessional standards that

have made us the world's

most prestigious brokerage

POSITIONS WANTED HELP WANTED

company

INSURNCE AGENCY DIRECTOR OF GROUP BENEFITS
UNDERWRITER/MARKETER SET, Inc, a provider of Group Insur-
involves handling an es- Property-Casualty background, exten- ance Benefits has an immediate open-
tablished Unit of commer- sive experience, desires downtown ing for an experienced Director of
; : Chicago or Western Suburbs Reply Group Benefits This position has total
cial and risk management duringgbusir\ess hours (708) 851—2p9)1:,2 resp%nsibilily for thepoverall operation
accounts With the sup- of this area including aggressive claims
pon of an Accoun rocessing, underwriting and the bill-

sentative, the seletc{zgpi)ﬁ?_BUSINESS OPPORTUNITIES ing anqir%ollectlon of over $30 milhonin

miums Qualified candidates will

have a minimum of 5 years increasingly

for servicing and renewing more responsible group claims/under-
this existing book of bust- . . . wnting and m.anage't'al experience

If you're planning to get out of this Send resume including salary history

ness from our office in tuslness and want to sell your cases to to
Newport Beach, CA someone who will provide excellent
service and not compete with your TPA

or insurance services, please write or 415 W Kalamazoo Street

The ideal candidate will call in confidence Howard Rubin, Lansing, MI 48933

have 3-4 years brokerage LSSPCa,rk5353 Gamble Drive 7St Louis EoE

. . o3 " MN 55416, 612-546-177
experience in a similar

Th highly visible position

dividualwillbe responsible
WE BUY SEC 125 CASES

Personnel Manager
SET, Inc

position Abrokers/agents

license and excellent writ-

ten and verbal communt- LET THE GOVERNMENT FINANCE your
cation skills are also re— new or existing small business Grants
and loans up to $500,00000 Free re-
corded message 707-448-0270 (PA8)

DIRECTOR OF
WORKERS' COMPENSATION-LES
Salary Range $51,000-$89,000 This is
a Senior Management position respon-
sible for planning, directing and rc-
viewing all activities of the State
Workers' Compensation Program The
Director recommends legislation, in-
terprets Workers' Compensation Law,
reviews and controls the administrative

benefits package Quali RISK MANAGEMENT budget, and directs seven Bureaus
within the Division Minimum Qualifi-

fiedapplicants pIease;end Coordinate, mon.itor and dire(.:t all Risk cations Background in one or more of
your resume along with Management functions at a major pri- tt?(e following preferred workers' com-
salary history to v < or!

quired

Marsh & MclLennan, Inc
offers competitive salaries
and a comprehensive

HELP WANTED

vate University in Centra pensation insurance, management or
including insured, sellf—lnsured Pro-  administration of a government agency
grams, safegy aqd environmental health or program, executive level experience
aining ?n tsa de:)y pr(f)'(grams‘ INSUr-  jn private industry Submit a com-
. ance contract and benefit programs ne- leted State of Florida Employment
Marsh & MCLennan, Inc gotlat!jon§_ and §ovgrnment(§1lmgs Appﬁcasflon or a resume 'Ey VES §1,
P O Box 75055 identifying, tracking and disp8sal of "1 590 Io Florida Department of Labcr
. hazardous waste Bachelors degree g Emplpym Security, reau,af
LOS Angeles, CA 90075 with 5 years' experience in insurance Personnerand Training, Atth T M
Atthn Personnel contract and self insurance manage- collins, 2590 Executive Genter Circle,
ment, claims/loss evaluation and pro- gy ite 100, Berkeley Building, Tallahas-
cessing, safety/loss prevention, retire- sece, Florida 32399-2166 EQUAL OP-
ment plan and benefits management, PORTUNITY EMPLOYER-AFFIRMA-
environmental health management, TIVE ACTION EMPLOYER
and hazardous waste disposal Desig-
nation of CPCU, CLU or ARM 15 desir-
able Must have excellent managerial,
and written and verbal communica-
tions skills Liberal benefits Including
tuition Apply by resume indicating
education, experience and salarv re-
quirements, by June 30, 1990, to Office
of Human Resources, SYRACUSE UNI-
VERSITY, Skytop Office Bldg, Syra-
cuse, NY 13244-5300 AA/EOE

Administrator.

0166

Applicants only please
We are an Equal Opportunity Employer

Advertise in the

PROFESSIONAL

MARKETPLACE

(@)



From The Reprint Department Of:

uumnmness
Insurance

Reporting weekly for
corporate risk. employee benefit

and financial executives

Reprints/Permission
If you want copies of articles
appearing in Bl to distribute at
corporate or industry meet-
ings. or for promotional mail-
ings - or permission to pro-
duce your own reprints -
contact the Bl Reprint Dept.
We've expanded to provide
you with fast. low-cost ser-
vice. (Minimum print order is
100 copies.) Call or write:
REPRINT DEPARTMENT
Business Insurance
220 East 42nd Street
New York, NY 10017
(212)210-0229.

Article Photocopies
If you missed an article in 81
and would like a photocopy
- send your request along
With $360 per copy / per arti-

cle and a self-addressed
envelope to the 81 Reprint

Dept. Please specify issue
date and headline of arti-

cle. Only pre-paid written
requests will be fulfilled.

Issue Sales

For a copy(s) of any back
issue of Business /nsurance.

contact Single Copy Sales.
Call(313)446-1609.

MARKETING SPECIALIST
Progressive SouthEastern P&C agency seeks
marketing specialist with a minimum of 8-10
years experience in the marketing of energy
related accounts, ie. oil, gas, mining. Posi-
lion otters superb vertical growth opportun-
ites into management. The person filling this
opening will have servicing responsibilities
for key major accounts. Starting compensa-
tion above industry norm. Please contact im-
mediately.

GILBERT-HAFNER & COMPANY

Insurance Stamng Consultants

6060 N. Central.Dallas, TX 75206
214/361-9341

AGENCY UNDERWRITING
MANAGER

Opportunity of a lifetime. Dy-
namic Chicago Suburban
agency seeks an Underwriting
Manager. Substantial salary,
bonus incentive, benefits and
stock ownership awaits the suc-
cessful candidate. Reply in con-
fidence to: Box 2609, Business
Insurance, 740 Rush St., Chi-
cago, IL 60611-2590

MANAGER
NATIONAL ACCOUNTS

CCN, Inc., a dynamic and
progressive nationwide healthcare
management organization has a
management position in our San
Diego office. Responsibilities include
the sales, service and overall ac-
count coordination for assigned
"multi-state” or "national” CCN cli-
ents. The ideal candidate will pos-
sess a Bachelor's Degree with a min-
imum of 5 or more years experience
selling, servicing and administering
group health insurance, PPO's,
HMO's or cost containment pro-

grams.

CCN, Inc. offers an excellent com-
pensation package and cémprehen.
sive benefits to include medical, den-
tai, LTD, Section 125 and a
contributory 401 (k). Send resume in
confidence to:
COMMUNITY CARE NETWORK
Attn: C. Boorkman
9245 Sky Park Ct., Ste. 130
San Diego, CA 92123

An Equal Opportunity Employer

CLASSIFIEDS

require.
W O R K ' / LEONARD BLACK ASSOCIATES
- FAX 44 702 586165 TEL 44 71 623 8188
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Insurance services guide

Advertise in

The Insurance Services Guide

USA

FAX your advertisement for the next issue
FAX: 312/280-3189

PHONE: 312/649-5340

Investigations

Alili:f)41
443# - Sureveillances

Contact Margaret Hikido = sub Rosa

to reserve space.
800-822-8220

Aacs
ARG

CLAIM BERVICES

TEMPORARY
CLAIMS EXAMINERS

Qualified, experienced medical & dental claims examiners are avail-
able nationwide to assist you with claims processing.

Staff is available during regular hours, after hours and on weekends.
Examinerskills are exactly matched toyour requirements on manual or on-
line systems.

As the leading national firm devoted exclusively to temporary assis-
tance in claims processing, we have been the proven answer to claim back-
log problems for over 600 companies. Call us to find out about how we can
be a part of your solution.

CLAIM SERVICES RESOURCE GROUP - 800.331.5039

CLAIMS MANUALS

Medical, Disability, Dental

SPEED UP CLAIMS HANDLING -
IMPROVE ACCURACY -
MAINTAIN CONSISTENCY -
DEVELOP GUIDELINES -

MEDICAL/DISABILITY
CUIMS HANDBOOK

Comprehensive Reference
Basis for Training
Updates Available

(213) 681 .3300
J. P. Kennedy Publishing Co.
-747 E. Green Street, Pasadena, CA 91101
10-DAY REFUND GUARANTEE

1460 pages 1,/
including 95 - -
index pages

InPhoto Surveillance

FAX: 800-752-0720

BACKLQG..L.J.

ORARY L PROFESSIONALS

We provide experienced Temporary Insurance Professionals Nationwide: Our services include
qualified professionals in several areas: Group Underwriters, Auditors, Medical/Dental Claim
Examiners, Disability Examiners, Customer Service Representatives and Pre-Claim Proces-

sors.

Our staff'is available during YOUR business hours: Daily, Evenings, Weekends

Backlog, Ltd., is an emerging firm, solving workflow problems for Group Carriers, T.P.A.'S,
Self Insurers, Indemnity Insurers, Dental Providers, PPO's, and HMO's.
EXPERIENCE OUR PROFESSIONALISM
BACKLOG, LTD., 312-225-4111
FAX # 312-225-4860

INSURANCE SOFTWARE PACKAGES, INC.

Value Leaders In Risk Management Software

Full Function Claims Management Systems
Ideal For Self Insureds, TPA's, Associations & Carriers

O WORKERS' COMPENSATION
O EMPLOYEE HEALTH BENEFITS
O MEDICAL FEE SCHEDULE & BILL REVIEW

O MULTI-LINE LIABILITY
O GENERAL LIABILITY
O COMMERCIAL AUTO

O COBRA

O-' Call For A Free Demo Diskette

Micro & Network Versions Available

INSURANGE $0FTIVARE PAGKAGES, NG

US (800) 237-8133 FL (813) 621-6069

iNnstallations a

For advertising information in the INSURANCE SERVICES GUIDE Contact: Margaret Hikido,
740 N. Rush Street, Chicago, lllinois 60611. Telephone (312) 649-5340

Still got problems with your CEDANTS in spite of
1 V using all those expensive Lawyers, Auditors,
Experts, Consultants and other advisors.
Then use the PROFESSIONAL

45 yrs. experience as an auditor, reputation
within the worldwide reinsurance. Lloyd's
market, as one who get the results his clients

New York City

COMPTROLLER'S OFFICE-

New York City Comptroller's Office has an executive posi-
tion for a highly qualified attorney to serve as the 2nd Dep-
uty Comptroller. The 2nd Deputy Comptroller' s respon-
sibilities include supervision of settlement of all claims

10&=+UM

and actions by and against the City of New York and
investigation of most of those claims as well as manag-
ing approximately 200 employees in the following depart-

ments:
* Bureau of Law and Adjustment

* Bureau of Engineers

» Risk Management and Claims Analysis Unit

* Real Property Unit

The successful candidate will have solid management and
legal experience; strong negotiating skills, the ability to ex-
amine and interpret complex legal and factual issues; and
innovative ideas for upgrading the City's "self-insurance"
operations and managing the heavy claims caseload. Must
work closely with the City's Corporation Counsel and other

City agencies.

Requirements include a minimum of ten (10) years of
litigation-oriented legal experience subsequent to admission
to the Bar and substantial management experience, preferably
with a casualty carrier or comparable government agency.

Salary will be commensurate with experience. NYC resi-
dency required within 90 days of appointment. Submit re-

sume with salary history to:

New York City Comptroller's Office
Personnel Division, Room 510 Dept.
1 Centre Street, New York, New York 10007
Equal Opportunity Employer M/F/HA/.

WORLD HEADQUARTERS
FOR WORLD HEALTH CARE

Manager of
Corporate Insurance

At Johnson & Johnson you'll
make a world of difference.

Johnson & Johnson has been at the leading edge of the health care
industry fér more than 100 years. Today we have grown into a world-
wide family of companies. We presently have a position available at
our world Headquarters in New Brunswick, New Jersey, for an insur-
ance professional who shares our commitment to serving the needs
and safeguarding the future of our employees and our corporation.

As Manager, you will report to the Director of Corporate Insurance

and will be responsible for interpreting the risk management and in-
surance philosophy ofJohnson & Johnson and translating it into via-
ble programs ensuring optimum protection for our employees and our
corporate assets. Your scope of responsiblities will extend from identi-
fying risk exposures, negotiating and implementing overall risk fi-
nancing and insurance programs with outside brokers and
underwriters, to the actual panicipation in major loss settlements.
25-30% travel is required.

Qualifications include a college degree and 5-7 years' related experi-
ence in a corporate insurance environment. International insurance
exposure is a real plus Solid analytical skills are essential for devel-
oping and implementing the most cost effective programs for our do-

mestic/international operating companies. Excellent communications
skills are critical.

We are proud to offer a competitive salary and outstanding benefitS
including our LIVE FOR LIFE Wellness Program and recently opened
on-site Child Development Center. For immediate consideration,
please send your resume and salary requirements to: Employment
Department JT, One Johnson & Johnson Plaza, New Brunswick, NJ
08933. An Equal Opportunity Employer.

WORLD HEADQUARTERS

Leadership Beyond Compliance
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MEWA hearings

Continued from page 2

But state regulators compare it to
the national scandal caused by the
collapse of self-funded MEWASs in
the late 19705 and early 19805

"This is a repeat of the late 1970s,"
said North Carolina Insurance Com-
missioner James E. Long.

Precise figures on the number of
people harmed by failed MEWAs are
unavailable, but state regulators say
the problem clearly has reached mas-
sive proportions.

Ms. Howard testified that unpaid
claims involving just six MEWASs that
had covered Texas residents and are
now bankrupt or otherwise defunct
amount to tens of millions of dollars.

"There are slick operators who wiill
try to cheat the system. It is the indi-
vidual. It is the family that suffers,"
said Sen. William Roth, R-Del.

And the problem is likely to grow

"New schemes are multiplying like
cancerous cells. Newly established

MEWASs surface on an almost weekly
basis," Ms. Howard said.

"Thieves are moving from MEWA
to MEWA, from state to state,” Mr.
Maria said.

In fact, the Labor Department and
the Office of Inspector General are
conducting more than 60 investiga-
tions of possible fraud, said Assistant

Secretary of Labor David George
Ball.

Sen. Nunn said he intends to draft
legislation designed to curb MEWA
problems, though he did not offer
specifics.

Operation and regulation of self-
funded MEWASs now "is an open-
ended invitation for fraud,” Sen.
Nunn said.

Some state regulators want com-
plete regulatory authority

"The real solution is to eliminate
duality," said Florida Insurance
Commissioner and Treasurer Tom
Gallagher.

He noted that some MEWASs are

subject to state law and others are
covered bv ERISA.

EEditorial

INmndex

Serviee
19000

The Business nsuran Fdtorl

news reports and feature articles published
by Business Insurance newsmagazine.

The annual service includes three

quarterly reports and a cumulative
annual volume. In addition, article citations

between publication of quarterly reports are
availble from Bl's Information Centers in
New York and Chicago... at no additional
charge... it's part of the service. Complete

is avai

rmore.

alphabetical and chronological listings by

company, person, subject and geographic
location enables you to access data quickly

and accurately.

"The federal government should
return control of health care arrange-
ments and especially MEWAs to the
individual states," he said.

But Sen. Nunn said: "Victims want
their medical bills paid. They are not
interested in esoteric arguments on
state vs. federal regulation."”

But the interplay of federal and
state law is driving the MEWA prob-
lem today just as it did more than a
decade ago.

And the same force that drove
small employers into the hands of
crooked seH-funded MEWAs in the
1970s-soaring premiums charged by
commercial insurers-is back with a
vengeance today.

Self-funded MEWASs were de-
signed to give small employers the
advantages of group health insur-
ance. Promoters established self-
funded health care trusts and mar-
keted these prograrns to thousands
of small employers, typically firms
with fewer than 25 employees. Many
of the plans were based in California,
Florida, lllinois and Texas.

s, Busigss nsurance, s te

Track the trends. Follow the changes and
developments in risk management,
employee benefits and the commercial
insurance industry - with topics such as
self-insurance, cost control, captives, plan
design & administration, systems & analysis,
surplus lines, insurance exchanges,
reinsurance, market conditions, financial
developments, claims settlements, -
government regulations & legislations, and

hefg o e 1990 Busiess Isuance

advantage of this cost effective tool and fill
out the coupon today.

Please send me the following index(es):
Full Index Service at $100* for: 0 1990 E 1991

Softcover editions at $100* each:

01989=1988 01987 01986
Hardcover editions at $150* each:

0 1985 EI 1984 EI 1983[3 1982 0 1981

« foreign postage additional

TOTAL ENCLOSED $

PAYMENT MUST ACCOMPANY ORDER -

O Visa El Mastercard [] Optima @ American Express

O Check Enclosed (make check payable to Business Insurance)

Mail to:

Editorial Index Service
Business Insurance
220 East 42nd St.

New York, NY 10017

Or call: 212/2104137

Organizers contended that the
trusts were employee benefit plans
and thus protected from state regula-
tion by ERISA's provisions that pre-
empt states from regulating self-
funded employee benefit programs.

While state regulators said self-
funded MEWAs were unauthorized
insurers, MEWA promoters, then and
now, vigorously resist regulators ef-
forts to shut them down, citing
ERISA's pre-emption provision.

While the legal battles were being
waged, the MEWAs continued to op-
erate. By the time the Labor Depart-
ment ruled on whether MEWASs were
really benefit plans, many had gone
bankrupt.

In one well-documented case, the
Idaho Insurance Department in 1977
tried to gain jurisdiction over the Na-
tional Assn. of Independent Busin-
esses, a Boise-based self-funded
MEWA with more than 6,000 partici-
pants.

The legal battle was going on three
years later when the MEWA filed for
bankruptcy, leaving hundreds of

Business
INnNsurance
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thousands of dollars in unpaid bills
(BI, Sept. 7, 1981).

John Erlenborn, an lllinois con-
gressman who called fraudulent
MEWAs one of the country's most
widespread white-collar crimes in
the early 1980s, drafted legislation
that Congress passed in 1982. Ex-
perts thought it would end the

MEWA problem (BI, Dec. 27, 1982). L

Under the Erlenborn amendment,
self-funded single employer health
care plans still would be regulated by
ERISA. However, with a few excep-
tions like self-funded plans deve-
loped in conjunction with labor
unions and plans developed through
rural electric cooperatives, group
self-funded arrangements, like self-

funded MEWASs, generally were made
subject to the full scope of state regu- ,

lation. In addition, fully insured
MEWASs would continue to be regu-
lated by the states as are commercial
health insurers.

But regulators say they still face
all sorts of roadblocks when trying
to assert authority over self-funded
MEWAS.

Ms. Howard said that delaying tac-
ties impede state investigations. She
outlined one case in which a state in-
vestigator asked an unidentified
MEWA in November 1988 whether it

was fully insured or whether it quali- ,

fied for an ERISA exemption. A sec-
ond request was sent a month later
and a third in January 1989. Later
that month, the MEWA said it had no
participants in Texas. In February,
the MEWA's attorney wanted to
know the basis for Texas's request
for information.

"More than three months had
passed and the state had obtained
none of the basic information needed
to determine whether this was a le-
gally operating ERISA plan, exempt
frorn state regulation, or a self-
funded MEWA that was violating the
insurance laws of Texas. Meanwhile,
the MEVWA continued to collect mil-
lions of dollars in contributions,” Ms.
Howard said.

In other cases, MEWASs send state
regulators on wild goose chases. One
claimed to be fully insured and
therefore bona fide under Texas law.
However, several insurance com-
panies denied providing coverage to
the MEWA, Ms. Howard said in a
written statement.

She noted that MEWASs are pre-
pared to fight it out when states de-
mand documentation.

"Money rightfully belonging to
policyholders is plowed into attor-
ney fees, expert witness fees, dis-
covery fees, court costs, travel ex-
penses and the like. The attraction
of maintaining a continuing stream
of contribution dollars during pro-
tracted litigation far exceeds the cost
and nuisance of going to court," she
testified.

For instance, the regulator de-
scribed another alleged agreement in

which a MEWA agreed to pay attor-

neys a fixed percentage of premium
contributions received.

North Carolina's Mr. Long, in his
testimony, described new ways that
self-funded MEWA organizers escape
state regulation.

In one twist, unions agree to pro-
vide "associate union" membership
to non-union members. The MEVWA
then claims exemption from state
regulation as a collectively bargained
plan, Mr. Long said.

Mr. Ball, the assistant secretary of
labor and chief of the Office of Pen-
sion and Welfare Benefits Adminis-
tration, said the administration is
drafting legislation that would re-
quire self-funded MEWASs to register
with the department.

Those failing to file statements
would be subject to criminal sane-
tions, he said.

The proposal, Mr. Ball said, will
assist state regulators in policing
MEWAs by providing a national reg-
istry of information about them and
their promoters.

That information, he said, should
enable states to act quickly to pre-
vent situations where contributions
and reserves are inadequate to pay

—— = i r = _ —wm



employees The prospect of lower premiums
Application of the new formula in will provide not only the Incentive for
Colorado increased the Denver Water small companies to beef up their
Department's minimum premium safety programs, but give them the
under its retrospectively rated work- funds to implement them, he said
ers comp Insurance program by about In the past, small employers com-
33%, said Mr Crockett, who also is plained that even if they tried to bet-
president of the Rocky Mountain ter control their losses, they clid not
Chapter of RIMS see the effort reflected m their expe-
The Water Department had a 0 32 rience ratmg modification factor and
experience modification factor ap- their premium, Mr White said
phed to its 1989 workers compensa- However, Mr Crockett of the Den-
tion premium, Mr Crockett ex- ver Water Department said a small
plained The Water Department's employer's premium savings "rmght
broker calculated that increased buy a few safety posters, but it 1Sn't
losses would have caused the depart- going to fund an extensive safety
ment's experience modification to program "
climb to O 48 this year under the old

formula

NCCIl formula

Continued from page 1

In addition, adoption of the revised
formula is pending in 14 additional
states, and the NCCI expects to even-
tually introduce the proposal m the
approximately 10 remaining states in
which it acts as workers compensa-
tion Insurers' ratemaking representa-
tive or consultant

While the revised experience modi-
fication formula will change the
work comp premiums paid by em-
ployers across the country, "most em-
ployers don't know that this is hap-
pening,” pointed out Norman
Goodman, president of Premium Re-
view Associates, a Keene, N H -based
consultant and software developer

The revised formula w111 also bene-
fit large employers with bad loss ex-
However, application of the new penence, m that it will give them less
rating formula-which went Into ef- of a debit and thereby lower their
feet Jan 1 m Colorado-has caused premiums for workers compensation
the Water Department's 1990 expen- insurance
ence modification factor to Jump to While this seemingly could dis-
0 61, Mr Crockett said courage employers with bad loss ex-
Workers compensation Insurers es- perience from adding safety pro-
sentially multiply an employer's ex- grams, "l don't think it creates a
penence modifier by the employer's disincentive," the NCCl's Mr Jaeger
manual work comp rate to determme said However, he did concede that
an experienced-rated premium "it does -take away a httle bit of the
Under the new formula, the Water Incentive which is there "

that specializes in workers compen-
sation premium calculations

The revised experience modifica-
tion formula is designed to allocate
premiums more equitably m both the
voluntary and the residual workers
compensation insurance markets,
regulators say Employers with bad
loss records that are unable to meet
insurers' underwriting guidelmes can
purchase coverage in the residual
market, m which all work comp in-
surers m a state must participate

"This plan is an improvement and
something the NCCI should have
done a long time ago," commented

Department's minimum premium for "l wouldn't want to take away any
1990 is about $ 130,000, compared degree of Incentive if that were the
with an estimated $97,500 it would only consideration The primary con-
have paid this year under the old for- sideration IS to get the nght premium
mula, Mr Crockett said for each poheyholder," he said
Alan Wickman, casualty actuary . " X K . Small employerls with .bad (?Xpe—
with the Nebraska Department of In_ zinged" by implementation of the rience, thougrb, Will receive hgher
. . Tew formula, even though their loss del)its under the revised formula, m-
surance, which implemented the X ) X N ) i
experience did not detenorate, said creasing their work comp premiums
Nebraska's Mr Wickman "We've already received some calls
One Nebraska broker said he about this,"” said Georgia's Mr
knows of about a dozen medium- White

2 ears and at that time was state- sized and large employers whose A byproduct of higher debits for
of-the-art Smee then, our ability to workers compensation premiums small em_gloryers with | poor loss ex-
collect and analyze data has im- have increased this year primarily penence is that more msurers m the
because of the new formula voluntary work comp market may be
and actuary with the NCCI, explain- He questions whether the revised wdling to underwnte these risks be-
. ’ formula truly is "revenue neutral” cause the employers have to pay
ing the reason for the .chanae ; . .
In the early to mid- 1980s, the because the only premium changes more, the NCCl's Mr Jaeger said

NCCI conducted a study which indi- ~ "® '3 seen have been Increases This could have a "margmaily pos-
cated that the predictive value of its Mr Wickman said that if such itive" impact on a state's residual

basic experience rating formula complaints continue, he may ask the market, Nebraska's Mr Wickman
could be improved," he said This NCCI for a statistical sample to test said

study showed that the experience the revenue neutrality of the new The workers compensation systems
formula m many states are strained because

loyers typically did not fully reflect Large employers with good loss ex- too many employers are purchasing
the employer's loss record, while perience may decide to self-insure coveraqe in the residual market,
larger employers tended to be %ven their workers compensation risks leading to Increasing residual market
too many crédits or debits for their rather than purchase commercial char%(las for insurers

. . if i - eanwhile, many employers are
loss history, he explained coverage if it becomes more expen y > ploy
" B L. . sive under the new formula unaware of the revision m the for-
This revision of the experience

rating plan is also an effort to be It certainly should induce more mula since "in virtually all states,

responsive to the marketplace and emlelloyers to go to self-insurance," no hearirlg_ iS requir_ed because es-
to policyholders' comments," Mr said Monfort's Ms Gallagher sentiallyit is a Fating plan change
3 aeger said "Any time a company feels It IS as opposed to a rate change," Mr
_The new plan "will avoid the possi- paying more than its fair share it Wickman said
bility of small employers with good looks at alternatives, mcludmg self- In Colorado, "a lot of people felt
experience and Iar%e employers with Insurance," agreed Robin Obetz, ex- this was a back-door attempt by the
bad experience subsidizing other ecutive secretary of the Ohio Self-In- NCCI to get a rate Increase after the
types of employers," he said, adding surers Assn and an attorney with insurance commissioner denied a
“there is some indication from poli- Vorys, Sater, Seymour & Pease in 28 3% requested Increase” m Decem-
cyholders that was the case in the Columbus er, said an Insurance Department
past " The NCCI's Mr Jaeger says that spokesman However, "that's simply
"In the past, the plan used to be a new shift by large employers with not true," he said
more in favor of larger emplo%?rs good loss history to self-Insurance The NCCI refiled for a 143% rate
than smaller ones," said LarrK hite, would "decrease the amount of pre- increase, and a hearing on that is
property/casualty analyst with the mium volume written by insurance scheduled for May 24, he said
Georgia Insurance Department, carriers It is not expected to have Meanwhile, some employer repre-
which implemented the change on any effect on the results or profitabil- sentatives are downplaying the ef-
Feb 28 ity of the remammg business " fects of the change
Generally speaking, large e_mploy— Iln addition, he said tha.\t ttl1e de- k N
ers are considered those with more fection from the commercial insur- do we expect any significant results,"
than $250,000 m expected workers ance market of large employers with said Virginia Morrison, manager of
compensation losses, while small em- good experience would cause the loss government affairs for the Greater
ployers are those with less than data from which manual rates are Denver Chamber of Commerce
$100,000 m expected losses, said the derived to deterlorate, which could "l can't say there is no concern,
NCCI's Mr Jaeger However, these mean Increases m manual rates but it hasn't’surfaced at this time,”
definitions may vary from state to However, that doesn't mean that said (%?/nthia Cover, director of pubhc
state, he said an employer's premium would then affairs for the North Carolina Citi-
The revised formula is not Sup- necessarily rise, he said zens for Business & Industry in Ra-
posed to generate more premium rev- "Even if the rate goes up because leigh )
enue on either a state or national of the loss of better large msureds, It's been a non-issue,” agreed
level However, some observers say other large insureds will have the Ronnie Chamberlain, deputy com-
that while premiums for some em- opportunity to show up better" missioner of the North Carolma In-
ployers are rising under the new for- against the employers left in work surance Department's Fire and Ca-
mula, they have not seen any de- comp Insurance market, Mr Jaeger  sualty Division
creases m premiums said But, "all embloyers would like to
Risk managers for some large com- Unlike their larger counterparts, know about the new calculation and
panies and others complain the new small employers with good loss his- whether they will benefit or lose by
tory will receive more credit for their it," said Bonnie Stewart, staff attor-
"I feel the plan penalizes the larger loss history under the new formula ney with the Connecticut Business &
insureds by not giving them full and thus be charged lower premiums Industr¥ Assn in Hartford
credit for safety programs and past "This will encourage small employ- States in which the revised for-
experience," said James Crockett, ers to come up with better safety mula has been approved but wi]1 not
manager of risk and employee bene- programs to control their losses be- go mto effect until later this year are
fits for the Denver Water Depart- cause a decrease in losses will be Mississippi, June 1, Connecticut, In-
ment The department, which pro- more accurately reflected in their eliana, Maryland, Minnesota, Tennes-
vides water service to the premiums," said Georgia's Mr see and Wisconsin, al-1 Julyl, Alaska,
metropolitan Denver area, has 1,050 White Alabama and lllinois, all Sept 1 |

"In Nebraska, a few employers got

change in November Nebraska was

the first state to implement the re-
vised formula

"The old system was m place for

proved," said Rich Jaeger, senior vp

modification factors for smaller em-

"It's not a significant change, nor

formula is unfair
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U.K. insurer plans runoff

LONDON--Officials of National Employers Mutual General Insur-
ance Assn Ltd met with creditors in London late last week to
discuss a proposed scheme of arrangement to run off ItS non-U K
underwriting business

The plan is expected to be filed in the British High Court m the
next two months, said Joe Albon, consultant at NEMGIA's London
offices He would not say how much in losses the runoff entails

The malonty of the runoff will entail liabilities from workers com-
pensation msurance written by Australian subsidiary NEM (Australia)
Pty Ltd Those habilities could amount to more than $200 million
Australian ($152 6 milhon) NEMGIA has stopped paymg those claims
and "was instrumental” in having KPMG Peat Marwick, the Australian
unit s provisional hquidator, appointed to run off the Australian busi-
ness, Mr Albon said

By liquidating NEMGIA's Australian subsidiary, creditors can tap
Australia's guaranty fund, he said

NEMGIA m March sold more than 90% of its U K operations to
AGF Holdings (U K ) Ltd, the Bntish subsichary of Assurances Gen-
erales de France m Pans, for an undisclosed sum NEM Insurance Co,
which is what AGF named the operations, is not involved in the runoff
of NEMGIA, said Mr Albon

NEMGIA, estabhshed m 1914, wrote 200 million pounds ($362 mil-
lion) in gross premiums and 99 7 million pounds ($180 5 million)
m net premiums in 1988, the latest 5gures available Surplus stood
at 32 6 million pounds ($59 mllhon) at year-end 1988, according to
figures from A M Best Co

Meanwhile, NEMGIA's Far East operations are not involved in the
runoff and contmue to operate, said Mr Albon

NEMGIA ceased underwnting and paying claims through an agency
agreement with London-based Chancellor Insurance Co earher this
year, said Mr Albon NEMGIA also stopped underwriting through the
Victor Wright Underwriting Agency earlier this year, but Mr Albon
said that other participants on the Wright underwriting slip have
"picked up" the NEMGIA business

Pennsylvania auto insurance

HARRISBURG, Pa -Insurers m Pennsylvania would be prohibited
from wntmg all forms of new commercial and personal hnes insurance
if they stop wnting personal auto msurance under legislation proposed
last week by two state senators

Auto insurers in Pennsylvania say the bill is unfair because It
would force insurers to wnte personal auto coverage at a loss

The bill was mtroduced after three insurers-Aetna Life & Ca-
sualty Co , Harleysvule Mutual Insurance Co and SAFECO Corp -re-
cently sent non-renewal notices to all 273,000 of their private passenger
auto insurance pollcyholders in the state The three Insurers are among
the 116 Insurers that failed to file 10% rate reductions by May 1 as
mandated under an auto insurance reform law signed by Gov Robert P
Casey on Feb 7, accordmg to an Insurance Department spokeswoman

The auto reform law calls for rates to be frozen from Dec 1, 1989,
to June 30, after which rates must be cut 10% if drivers make no
coverage changes In addition, drivers can obtain an additional 12% rate
rollback if they select optional no-fault coverage (BI, Feb 19)

Insurers adamantly oppose the proposed legislation

"There is an element of unfairness mvolved It would require com-
panies to write the busmess at a loss," said an Aetna spokesman

Leo Doyle, assistant vp and regional manager for the Nat:ional
Assn of Independent Insurers, said the bill raises constitutional ques-
tions "There's a simple question of due process You can't force com-
panles to wrlte insurance m hnes where they can't make money "

Also, Gov Casey announced last week that the state had filed a suit m
Commonwealth Court in Philadelphia against eight of the state's 10
largest auto Insurers claiming the Insurers acted m concert in ignoring
the May 1 deadhne for fihng 10% rate reductions

Briefly noted

Robert J Vairo, president and chief executive officer of Crum &
Forster Inc., has also been named chairman He succeeds Melvin
Howard, who took early retirement Richard H Jenrette, chair-
man of The Equitable Life Insurance Society of the United States,
has also been named president and chief executive officer He succeeds
John B Carter, who retired Due to a 10% mcrease m the frequency
and seventy of directors and officers hability Insurance claims smce its
incorporation in 1986, Corporate Officers & Directors Assurance
Holding Ltd. will apply a 5% surcharge to all renewals, pohcy exten-
sions and new busmess effective June 1 It is the first rate mcrease by
Bermuda-based CODA, a pohcyholder-owned facihty However, not-
for-proht, closely held companies and Canachan- and U K -based com-
panies will receive premium credits reflecting their reduced expo-
sures Citmg losses related to the junk bond market, AmBase Corp.,
parent of The Home Insurance Co, reported a $42 milhon loss for the
first quarter, compared with a $26 million profit for the comparable
period a year ago AmBase's insurance operations posted a 108 4% com-
bined ratio Michael J Mullen, an Insurance and product liability
lawyer most recently with Crowell & Monng m Washington, DC,
has been appointed executive director of the National Assn. of Insur-
ance Brokers, effective today A former counsel to the Senate Judiciary
Committee and the Commerce Committee's Consumer Subcommittee,
Mr Mullen was the principal author of the Product Liability Risk Re-
tention Act and its subsequent amendments Workers in flour mills
have shown a significantly greater incidence of cancer-related deaths
than employees in the overall grain mdustry and the general population,
says a study by the National Cancer Institute While the reason for the
increased cancer death rate for flour mill workers has not been deter-
mmed, the NCI speculated that exposure to pesticides used to control
insects in grain consumed by humans might be a possible
cause Milwaukee-based Christiana Cos. unll appeal a Cahfornia
state court Jury award of $8 1 milhon to homeowners who charged rn a
1985 suit that a unit of Chnstiana was responsible for faulty construe-
tion of a San Diego condominium project About 84% of the award will
be covered by Insurance, said Christiana's chief fmancial officer The
remainder is not covered because one of its insurers went bankrupt
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OG I CO week that OGICO's capital and sur- In the Franklin County Court
plus was at least Ohio's minimum of Judge McGrath last week ruled that
Continued from page 2 $25 million "The focus iS On the OGICO "is in such condition that ItS

Ohio Supenntendent of Insurance quality of the assets," he said, ex- further transaction of business would
George Fabe took control of OGICO plaining the difference of opinion be financially hazardous to its polley-
last week after the Court of Common over OGICO's solvency holders, creditors or the public "
Pleas, Franklin County, Ohio, ap- The Group Inc failed m its effort Moreover, "without the appoint-
pointed him as rehabilitator to convince the department to delay ment of a rehabilitator, (OGICO) is

Three U S insurers have expressed the rehabilitation order so that the not in a condition to continue the
an interest in buying OGICO and company could be sold insurance business and may cause
each is in discussions with the Ohio The Group said previously that all harm to the interests of ItS policy-
insurance department, Mr Rector ItS insurers were for sale, including holders, creditors or the public in
said Millei s general, and that unless restrained,
OGICO also underwrote reinsur- (OGICO) will be forced to operate
days whether a sale will be forth- ance fol captive insurance companies in a condition contrary to the best
coming to protect pollcyholders," Mr under an agency agreemen- with interests of (OGICOQO's) pollcyholders,
Rector said Aneco Reinsurance Underwriting creditors or the general public," the

Mr Rector would not comment on Ltd in Bermuda Judge added
what will happen if a sale is not OGICO wrote 10 reinsurance po- And, "the assets of (OGICO) may
concluded Acies for captives in 1989, which become dissipated, causmg irrepara-

OGICO, which writes property and were reinsured 40% with Aneeo and ble and immediate injury of the poh-
casualty Insurance for small 011 and 40% with Forum Reinsurance Co cyholders, defendant creditors and

gas companies, "has a negative net Ltd, both owned by Forum Re Group the general public," he said
worth of $3 7 million on a statutory (Bermuda) Ltd Oklahoma's Insurance Department
basis," said Mr Rector

"We should know within 30 or so

Forum Re IS related to The Group IS seeking a rehabihtation order for
OGICO wrote $19 3 million in through cornmon majority ownership Petrosurance partly because of the
gross premiums on a direct basis and of the two holding companies by rehabilitation order placed on afflli-

assumed $14 2 milhon m reinsurance Mark Hardy of Concord, Mass ate company OGICO, confirmed Ms
premiums in 1989 Its net premiums This year, "three or four" policies Clark
totaled $22 8 million at year-end, have been written by Aneco on behalf Petrosurance's statutory deficiency

with capital and surplus of $75 mil- of OGICO, with 70% of the risk rein- as of December 31, 1989 is about $1 5
lion, according to The Group Inc sured with Aneco, said Aneco Rein- million, said Ms Clark However, the
President Clive Becker-Jones surance Underwriting President Jon- company has not yet filed its first-

Mr Becker-Jones maintained last athan J Crawley quarter results, she noted

Asbestos lawsuit

Continued from page 1 for the court to entertam its ongl- of the manufacture, distribution and
woman in the attorney general's of- nal Jurisdiction," said Ms Fickler, marketing of their asbestos-contain-
fice who represented U S Gypsum Co ing products to the states "

A spokesman said last week that ir. the litigation "This usually leads Manufacturers also "breached
no decision has been made on what the court to deny these petitions " their duty to provide safe products
action Connecticut Attorney General This particular case also would to the public" by failmg to warn of
Clarine Nardi Riddle will take fol- have required extensive discovery asbestos' dangers, the suit alleges
lowmg the Supreme Court's decision and a high degree of judicial ad- Other states Joining the suit were

"l don't think anybody was really ministration, said Ms Fickler Alabama, Arizona, Arkansas, Cali-
predicting how this thing would turn "The Supreme Court iS simply not fornia, Connecticut, Delaware, Flor-
out," the spokesman said, referring to in a position to handle this type of ida, lllinois, Indiana, lowa, Louisi-
the court's refusal to hear the case case," she said ana, Maine, Missouri, Montana,

Meanwhile, defense attorneys Chuck LaGrave, senior litigation Nebraska, New Hampshire, New
noted they said early this year that counsel with Fibreboard Corp in York, North Carolina, North Dakota,
they did not expect the high court Concord, Calif, said the Supreme Ohio, Oklahoma, Rhode Island,
to hear the unusual suit, which Court "showed appropriate judicial South Dako:a, Tennessee, Texas,
sought to mvoke the Supreme Court's restraint” In denymg the complaint Utah, Vermont and Wyoming
original Jurisdiction "We never thought this was the In its ruling last week, the high

"l am not surprised,” said Irene appropnate avenue for this type of court denied New Jersey's request
Warshauer of Anderson, Kill, Olick litigation," he said "The states can to join the suit
& Oshinsky in New York, who re- sue in state and federal courts' Other defendants were United
presented asbestos manufacturer He concedes, however, that indi- States Gypsum Co , USG Corp ,
Keene Corp in the lawsuit "This vidual lawsuits may be "too costly” American Biltrite Inc, Armstrong
lawsuit was contrary to all prior pro- for the states World Industries Inc, Azrock Indus-
cedures * The Supreme Court accepts orig- tries Inc, Basic Inc, Carey-Canada

In their lawsuit, the attorneys gen- inal Jurisdiction rarely, usually in Inc, The Celotex Corp, Certamteed
eral said going directly to the Su- disputes between states, hke contro- Corp, Crown Cork & Seal Co Inc,
preme Court was appropriate be- versies involving borders or water Eagle-Picher Industries Inc and The
cause no other forum could hear a rights rather than disputes between Flintkote Co
consolidated action against all the states and pnvate parties, according Also, GAF Corp, Georga-Pacific
defendants to legal scholars Corp,HK Porter Co Inc, Kentile

However, Ms Warshauer con- The attorneys general sued under Floors Inc , Owens-Cornmg Flberglas
tended "these cases are being han- a 1948 federal rule allowing the high Corp, Owens-lllinois Inc, Pfizer Inc ,
dled adequately by state trial court to share jurisdiction with other Raymark Industries Inc , Sprayed In-
courts federal courts over lawsuits involving sulation Inc, and Turner & Newall

Arlene Fickler of Hoyle, Moms & states and citizens of other states PLC
Kerr in Philadelphia said "The state Asbestos manufacturers, the suit
attorneys general had alternative alleges, "knew or should have known, Alabama et al vs W R Grace et at,
forums of the 1mk between exposure to as- U S Supreme Court, No 116 Ong:-

"This was an inappropriate case bestos fibers and disease at the time nal

Aneco directors resign
to form new company

HAMILTON, Bermuda-The management of Aneco Reinsurance
Underwriting Ltd, a specialist in reinsuring captive insurers, is
raising money for a new reinsurance company to succeed Aneco

As a result, Aneco Reinsurance Underwriting President Jonathan
J Crawley and three other members of the Aneco Reinsurance
board have resigned "to avoid any resultant conflict of interest,”
according to a statement released last week by Forum Re Group
(Bermuda) Ltd, which owns Aneco

Forum Re Group (Bermuda) IS affiliated with Concord, Mass -
based The Group Inc through the common majority ownership of
the two companies by Mark Hardy

Mr Crawley said last week that It IS "totally comcidental” that
the announcement of the formation of a new reinsurer by Aneco
management was made the same week that the Ohio Insurance De-
partment put Group Inc subsidiary 011 & Gas Insurance Co into
rehabilitation (see story, page 2)

In addition to Mr Crawley, resigning from the Aneco board were
Aneco Vp of Underwriting Bruce M Jones, Aneco Vp of Technical
Services Eric J Line and outside Director Robert W Dressel

"It is inappropriate for the board to remain composed of people
who will be the board of the company that will negotiate with
Aneco the details of the terms for the takeover of ongoing business,"
Mr Crawley said in an interview

The remaining Aneco Reinsurance board members are David A
Thirkill, president of Forum Re Group unit Forum Reinsurance Co
Ltd , lan A Carswell, controller of Aneco Reinsurance, and Michael
Jones of Cox & Wilkinson, the company's legal representative in
Berrnuda

The new reinsurance company being formed, to be called Ascot
Reinsurance Co Ltd, will be capitalized with $30 million, which
Mr Crawley expects to raise from a majority investor from the
insurance or reinsurance industry, institutional investors, manage-
ment and a bank

Ascot will be capitalized "as soon as possible," Mr Crawley said
"We expect to have confirmation of the makeup of the equity par-
ticipants by June 30 or soon after,” he said "And after that, It'S just
a matter of lawyers for the equity participants and Firemark's law-
yers doing the paperwork," he said, referring to Parsippany, NJ-
based Firemark Capital Corp , which is acting as Ascot's investment
banker and has made a commitment to invest in Ascot

When Ascot IS capitalized, policies written by Aneco in 1990 will
be assumed by Ascot, effective with the Aneco policy Inception,
with the permission of the policyholder

In addition to reinsuring captive insurance companies, Aneco
writes property catastrophe reinsurance for select London un-
derwriters (BIl, April 30)

Ascot also expects "to manage the runoff of the Aneco business
under a management agreement,” Mr Crawley said, referring to
captive reinsurance and property, aviation and marine reinsurance
that has been underwritten in recent years by Aneco

Ascot will not run off the business that Aneco refers to as discon-
tinued lines, which includes casualty and multiperil reinsurance
written before 1984 That runoff will be managed by an indepen-
dent company that IS handling business formerly managed by
Group Inc subsidiary Monument Square Associates Inc of Con-
cord, Mass

Separately, Forum Re Group (Bermuda), which purchased Am-
berco Inc from The Group Inc earlier this month, put the reinsur-
ance broker into runoff following the resignation of Amberco Presi-
dent William A Wanklin and Senior Vp Julian Griffiths

Amberco no longer will place renewal or new business, but Forum
will ensure its old business and existing clients' files are managed in
an orderly way, said Mr Thirkill

Meanwhile, Messrs Griffiths and Wanklin have acquired Am-
berco's captive management company, Amberco Management Co

Also, Forum Re's underwriter and Senior Vp Michael J Welch
resigned "several weeks" ago, said Mr Thirkill, who could not com-
ment on Mr Welch's plans

Affiliated FM challenges coinsurance ruling

By MICHAEL SCHACHNER portion of the claim,” he said Henry Menghtni, an attorney with time of renewal to inform us of all ker since 1984 when it acquired
A federal court in St Louis re- the St Louis law firm of Evans & changes They omitted the most lin- Lawton Byrne Bruner Insurance
ST LOUIS-Affiliated FM Insur- Jected that argument On April 25 Dixon, which represented M&M in portant change” Agency Co Inc of St Louis

ance Co says it will seek a new trial the jury ruled that Affiliated FM-an litigation, said Affiliated FM had not

Affillated FM contends that it tele- In its suit, M&M characterized Af-

after a federal jury awarded Marsh & Allendale Mutual Insurance Co sub- required a coinsurance penalty clause phoned the policyholder to discuss fillated FM's refusal to provide cov-
McLennan Cos Inc $473,000 that the sidiary-negligently misrepresented in its original policy, which ran from the inclusion of a coinsurance clause erage as "vexatious, malicious and

broker had paid toward a business the coverage when it required ADF to May 1984 to October 1986, but m-
interruption claim the insurer had carry insurance to full propert> value
refused to pay diring the renewal of ADF's pohcy J

Affiliated FM contends that a for the period of Oct 31, 1986, -0 Oct 1 'The insurer had a
Springfield, Mo, food processing 31,1987, and ordered the insurer to |

Affiliated FM had Insured the food without just cause or excuse

company for property damage and "ADF paid substantial premiums
business interruption losses since for busmess Interruption coverage as
May 1984 set out in renewal requests and

ADF had msured its Georgia plant agreed to by (Affdiated FM) and has

firm is not entitled to coverage for pay restitution to M&M duty at the time of for $600,000 but Affillated FM deter- met all conditions precedent under

its full $550,000 business interrup- If Judge William L Hungate enters renewal to inform us mined that the value of the plant was the applicable policy,"” M&M's suit

tion claim from an April 1988 fire a Judgment in accordance with the $43 million Since the property was alleged

at a Georgia plant because the prop- Jury verdict, Affiliated FM will move of all changes,’ says Insured at only 138% of its value, the If M&M had known that a coin-

erty had been underinsured to have the verdict overturned, Mr Mr. Menghini. Insurer said it only owed ADF 13 8% surance clause was being Inserted,
American Dehydrated Foods Inc Pomeroy said The judge had not en- of its business interruption claim the broker would have fought the

"did.not keep its insurance up to tered a judgment as of late last week M&M paid the difference to clause, Mr Menghini said

full value™” as its contract required, He would not say whether Affi- American Dehydrated Foods because Refernng to Affiliated FM's con-

said Jack Pomeroy, an Affiliated FM hated FM plans to appeal if its mo- serted the clause m the renewal pol- the company was "a good client," tention that it had discussed the pol-

lawyer and vp m Johnston, R | tion to overturn is denied icy without informing M&M m writ- said Barry W Furst, an M&M lawyer icy change with ADF, Mr Menghini
"ADF should have been insured New York-based Marsh & McLen- ing of the change m the pohcy and vp "We felt the insurance com- said "Our expert testimony con-

to a higher value There was a coin- nan sued in June 1989, claiming AMI- "The broker never realized that pany was terribly wrong and we vinced the jury that msurers do not
surance provision in the contract liated FM inserted a coinsurance there was a coinsurance penalty made a judgment to relieve the in- conduct busmess orally and that the
stating if the insured does not keep penalty clause into ADP"s policy dur- being Included m the renewal," Mr sured of htigation and assume the re- scope of a renewal investigation is
insurance up to full value, we are ing a 1986 renewal without informing Menghini said "Our argument was sponsibihty ourselves " traditionally geared to focus on the

only responsible for an appropriate M&M in writing of the change that the insurer had a duty at the

M&M had been the company's bro- terms that are subject to change " |
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Pension rules qualify for a safe harbor and should face no Gerald Uslander, a prmcipal with Wilham M
additional compliance problems Mercer Inc in Washington, D C 88_' nsurance Index

Continued from page | But some employers may run mto problems Employers would have to redesign their plans
Associates in Lincolnshire, 1ll unless the regulations are amended to create similar core features or perhaps open ' 575

Had the IRS not changed course on the mini- Benefit experts are concerned, for example, their plans to more lower-paid employees
mum participation rule, many employers, espe- that an employer that offers a defined Contribu- Other benefit experts, though, say the IRS
cially those Involved in mergers and acquisi- tion plan to salaned employees, who tend to be may have made a drafting error and they want 570
tions, would have had problems more highly compensated, and a defined benefit to get more information on the aggregating pro-

"A typical Fortune 500 company had rea- plan to lower compensated hourly employees, vision before commenting
son to be concerned if it was involved in a could face problems One thing that is clear in the regulations is 565 A i
merger or acquisition," said Dennis Coleman, a As part of the new IRS rules, pension plans that certain highly-paid executives will receive
partner at Kwasha Lipton in Fort Lee, N J must cover a certain percentage of non-highly smaller pension benefits than they may have |

Rather than incur the expense of operating compensated employees-generally those mak- anticipated
two pension plans, acquiring companies have ing less than $54,000 a year-to be considered Under the Tax Reform Act of 1986, com-

continued to offer the new employees-through non-discriminatory panies may use up to $200,000-indexed an- 1
its own plan-the same, richer benefit formula One method of testing, known as the ratio nually after 1989 to the Consumer Pnce Index j
that they previously had percentage test, would require the percentage of -of employee compensation in calculating the --

"The,IRS didn't realize how common it was non-highly compensated employee%covered by employee's pension benefit , . .
for laige companies to have separate benefit a plan to be 70% of the'percentage of highly For example, a company's pension benefit 550

siuetures,saidJahnWayke a-princinaLwith compensated employees covered by the same formula may stipulate that an employee'spen- F 490 % P 44 4

Crosby Inc m Valhalla, N Y For example, if a plan covered 80% of a a three-year period times the employee's years i Base = 100 or Dec 29,1978
It remams to be seen, though, whether any company's highly compensated employees, 56% of service The maximum amount of pay that [ 56uMT-No1 Ftematioiial,Er
other good news is contained in the IRS pen- of non-highly compensated employees would could be recognized in 1989 would be $200,000
sion regulations The proposed regulations, also have to be covered Indexed to the CPI, this limit rises to $209,200 Insurance industry stocks continued their as-
which generally will take effect for plan years The IRS rules allow employers to aggregate in 1990 And, based on current inflation, the cent last week, as the Business insurance Index
beginnmg on Jan 1, were published In the May different pension plans, like a defined bene- 1991 limit is expected to be about $220,000 rose 4.6 points to 573.8 on May 18, from 568.2
14 issue of the Federal Register fit and a defined contribution plan, to pass Benefit experts had expected the IRS to on May 11. Advancing issues were led by Nobel
Despite their sheer bulk, consultants agree this ratio percentage tests allow, m the case of plans whose benefit for- Insurance Ltd., up 16.0%; Frontier Insurance
no comparison should be drawn between the But m order to aggregate the plans, the IRS mulas are based on an average of several years Group, cp 11.490; and Selective insurance
pension non-discrimination rules and the late requires that the plans have comparable"core" of pay, that an employee could use the highest Group, up 10.8%. Declining issues followed Poe
Section 89 non-discrimmation rules for welfare features Examples of a core feature would in- indexed limit m the year he or she is retiring as & Associates Inc.. down 8.3%; Frank B. Hall &

plans (Bl, Nov 13, 1989) clude the ablhty to take lump-sum distributions the basis for compensation Co. Inc., down 6.7%; and Statesman Group Inc.,

"The IRS has made a good-faith effort to and make in-service withdrawal of contribu- However, the IRS says compensation must down 5.736. The most active issue during the
produce workable rules, though fine-tuning tions be based on an average of the hmits m each week was Argonaut Group, 5.9 million shares
certainly will be needed,” said Mr Coleman While defmed contribution plans almost al- of the years For example, assume a plan bases traded. The Business insurance index gained

In addition, the pension non-discrimination ways offer lump-sum distributions, defined benefits on three-year fmal pay and the ellgible 1.0% for the period, performing ahead of the
rules contain "safe harbors" that will greatly benefit plans often do not And, while in-ser- compensation limits are $200,000 in 1989, leading market indexes: The Standard & Poor's
simplify compliance, benefit experts say vice withdrawal of contributions 16 common $209,200 this year and $220,000 m 1991 For a 500 was up 0.804; and both the Dow Jones 30

Some employers, like companies that use a in defined contribution plans, defined bene- very high-paid executive retmng next year, the industrials and the New York Stock Exchange
uniform contribution formula-such as the fit plans never-as part of receiving tax-quah- maximum amount of compensation that could Composite wvere unchanged.

same percentage of salary as the basis for all fied status-ontain such a feature be recognized would be $209,733, not $220,000
contributions to a profit-sharing plan-will "This is a potentially senous problem," said as hoped for .
British Issues
Insurance futures 1 Week
May 17 Price P/E Div Yield High--Low
. . . . i o
Contznued from page 2 o Reinsurance contracts, which often are man- trouble measurmg the price" of their own re- Companies pence pence % pence pence
he delivers against the original contract, and uscripted, are not a commaodity item nor are newals, so it would be difficult to establish an Commt Unen 471217 28 7 6 471-432
profits from having sold the contract six months they easily indexed mdex on which the future contracts would be Gen: Accident 1044 160 667 64 1047-1025
. . . . . . Gdn R« I E h 233 204 153 66 233-222
earlier at the higher price The concept may have been viable 20 years based, said Paul Ingrey, president of F&G Re m N Roval Exc
. . . . . . . Royal 463 249 340 73 461-433
One of the questions raised about the viability ago, when quota-share treaties were the norm, Morristown,NJ,a USF&G Corp unit Sun Alliance 314 115 167 53 314.300
of the CBOT's plan for insurance is how rem- but that is no longer the case today, he said Mr Smith also questioned how this concept
. . . . . Broke's
surance is applicable to a futures contract Under quota-share treaties, every risk ac- would be greeted by state insurance regulators
. : . . Bradstock 235 165 100 a43 235-235
One hkely approach would be to set up a rem- cepted by the prunary msurer within a particu- Non-admitted remsurance must be backed up e toan 628 140 345 65 530525
H " " H H H
surance index ba_sed_ on a "market basl_(et of lar class_ of busmess is shat_’ed by the reinsurer by some secunty, such as a letter of credit, to Hogg Gioup 6o 107 57 6O 163152
prices, then allowing insurance companies to on a straight percentage basis guarantee the payment of remsurance recover- Uoyd Thompson 287 179 97 34 287-237
trade against it, said Michael Smith, an an- Today, said Mr Smith, more remsurance is ables, he said PWS Holdings 70 109 33 as 70-70
alyst with Shearson Lehman Hutton written on an excess-of-loss basis, with the Similarly, regulators are likely to demand ad- Sedginck Gr; 249 187 160 64 265-249
However, in order to establlsh pnce indexes reinsurer's responsibdity beginning only when ditional secunty as well if an insurer buys a Steel Bri Jones 269 164 147 S5 270-259
so that futures contracts can be efficiently the loss exceeds the primary msurer's retention remsurance futures contract, he said Willis Fper 276 174160 88 276274
bought and sold, the underlying asset must be Under this approach, remsurance is much less A spokesman for the National Assn of Insur- Source Philip Olsen/Paul Hodges, Insurance Industry, 1
readily identifiable, like a specific volume of of a commodity ance Commissioners said that the NAIC had not Special.sts Kitcat & Aitken Stockbrokers, ,
hogs or some stock market indexes "Individual companies already have enough seen the proposal and could not comment .Z2J -
MAY 14, 1990 THROUGH MAY 18, 1990
Weekly Year to Date Annual MkVBk Weekly Year to Date Annual Mijak
BROKERS Pnce % change % change High Low Vol (000) $ Div % Yield P/E Book value value Pnce % change % change High Love Vo, (C) $ jv % Yield P/E Book value velue
Lawrence Insurance Group AsE 875 a4 2281 013  eso 13036411 1 440 266
Alexander & Alexander NYS 24.00 o000 23.81 3400 2325 729 100 a.17 19 o218 261 Liberty Corp NS o8 78 resr ae7e 820 1= ee= 18e e stez 156
e e N T noomees e ” o 297 tincom nasona Nys ssas  oes 1086  ezas arso 215  =eo ars 10 asae
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Berkley W R Corp oTc 44.75 529 751 46.50 30.25 168 oaa oos 10 2s.06 1.79 Re Capital Corp ASE 1388 ooo 4.31 1525 1075 10 00O ocoo 11 12.50 110
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, INSURERS/REINSURERS Selective Ins-Group ore 1800 10.77 ses 2025 15.50 a7 04 s7s s 15,72 15
States/an Group Inc oTc 206 571 2498 363 138 1e D16 776 a 4.19 oao
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American General NYS 49.13 0.77 5000 50.63 28.13 az13 320 651 1a 34.68 142 |rensamerica NYs 3763 oee 1569 48 00 3335 631 o= s10 ° 3a63 o9
American Heritage NYS 22.25 114 21.93 24.63 1950 2 1 00 a.a9 11 2260 oo  Travelers Corp NYs 2975 1.65 1oz 45 00 2933 so7 240 8 07 6 44.85
American Indemnily/Fin | oTc 600 4.00 2500 1300 .25 25 o.08 1.33 ' 1738 035 Trenwick Group Inc oTe ==50 =27 ad 2688 16J0 =6 0.6 160 s 1691 33
American International NYS 96.75 5.16 829 112 00 81 25 2577 048 0 50 12 41 92 2 31 United Fire & Casually oTe 3175 325 379 34 S0 2933 © =20 3.78 ° 22.36 +1
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Flexible benefit programs - Choiceflex. naged care programs - Mutuul £%%
HMOs, PPOs, EPOs. Life insurance - basi supplemental, term, group .
universal life. Health benefits - medical, d tal, vision, short/long-term 8/Om||ha|hf
disability and long-term care. Alternative f 1*ling techniques - ASO, cost Compunies

plus/minimum premium. Services - benef communications, plan design,

implementation. Pension programs. Emp yee benefit plans made to order. Group Operiltion

The Managed-Cost Professionals7

For further informeton on Mutual of Omah *11-indusive range of produes and services for employers, send your business card to
Tom McKellar, Director of National Accounts, ept. D, Mutual of Omaha Group Operation, Mutual of Omaha Plaza, Omaha, NE 68175.



