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Is no news good news?
Major U.S. property/casualty insurers are still bumping along at the

bottom of the cycle, with a first-quarter combined ratio virtually
unchanged from a year ago. However, insurers lost premium

volume in this year's first quarter.
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First.quarter
results prolong
insurer gloom

By JUDY GREENWALD

Insurers hoping to see some signs
of a turn in the market are again
disappointed and there are no in-
dications that their spirits are
likely to rise any time soon.

The lackluster results that

haunted the commercial property/
casualty insurance industry in
1990 did not improve in the first
quarter of 1991, analysts and in-
surer executives agree.

And, aside from the market
forces pinching insurers' bottom
lines, the industry's problems are
exacerbated by a $1.4 billion as-
sessment on workers compensation
insurers to boost the reserves of the
National Workers Compensation
Reinsurance Pool, which reinsures
residual markets in 31 states.

The assessment will further
drain insurers' earnings without
hastening a turn in the overall
marketplace, observers say (BI,
April 15).

The 30 major commercial insur-
ers surveyed by Business Insurance
posted a 110.6% combined ratio for
the first quarter, a deterioration
from the 110.1% combined ratio

posted in the first quarter of 1990.
However, the first-quarter 1991

combined ratio was a slight im-
provement over the 110.7% com-
bined ratio the insurers reported at
year-end 1990 (BI, April 1).

Still, market observers say there
is little cause for optimism.

"The market continues to be very
soft and there's just no sign that
it's going to change any time
soon," said Barbara Stewart, pres-
ident of Stewart Economics in
Chapel Hill, N.C.

"I imagine we're in-for a very
long period of soft pricing and dis-
appointing results," she said. "My
gut feeling is that this is going to
be a long, drawn-out and excru-
ciating affair."

Bernard C. Hlavac, vp and trea-
surer at Sentry Insurance Cos. in
Stevens Point, Wis., commented:
'Our results in the first quarter are
close to what we did last year, and
I think we were hoping for a
slightly better year, but I think it's
going to be a struggle to get there."

Sentry's net income nudged
ahead 1.5% to $12.2 million in the
first three months of this year.

Continued on page 42

Health care bills would increase

employer-provided coverage
WASHINGTON-Legislation that would

mandate employer-provided health care
coverage and would remove state benefit
mandates for coverage offered by groups of
small employers has been introduced in
Congress.

Sen. John D. Rockefeller IV, D-W.Va.,
last week introduced a reform proposal
modeled on the recommendations of the

Pepper Commission, which he chaired.
Under the bill, S. 1177, employers with
more than 100 employees would be re-

Continued on net page

NAIC's oversight
lacks muscle: GAO
State officials

defend system
before Dingell

By DOUGLAS McLEOD

WASHINdTON-The National
Assn. of Insurance Commissioners
is incapable of establishing a uni-
form insurance solvency regulatory
system because it can't compel
states to follow its standards, a re-
port by the General Accounting
Office concludes.

While crediting the "good inten-
tions" of the NAIC's widely publi-
cized solvency policing agenda, the
GAO found that fundamental bar-
riers in the state regulatory system
-along with NAIC's lack of en-
forcement powers-will prevent
the program from ever achieving
its goals.

A key element of the NAIC
agenda, for example, is a program
for the accreditation of state
insurance departments that meet
minimum NAIC financial reg-

Rep. Dingell

ulation standards.

The GAO, however, questioned
the thoroughness of NAIC's ac-
creditation reviews and concluded
that the standards on which ac-
creditation is based are vague and
provide "little more than an ap-
pearance of uniformity" among
states.

Richard L. Fogel, assistant
comptroller general, stopped short
of recommending federal insurance
regulation in his testimony before
the House Oversight & Investiga-

tions Subcommittee last week. The

subcommittee, chaired by Rep.
John D. Dingell, D-Mich., ordered
the GAO study.

However, Mr. Fogel cast doubt
on one idea discussed in earlier

subcommittee hearings: state or
federal empowerment of the NAIC
to enforce compliance with its
standards.

For various reasons, neither state
nor federal empowerment is likely
to work, Mr. Fogel said.

NAIC officials, meanwhile, crit-
icized the GAO report and de-
fended state regulation in testi-
mony before the subcommittee last
week.

"The GAO would scrap a system
that has provided solid protection
for consumers to replace it with
what?" asked Earl R. Pomeroy,
North Dakota insurance commis-
sioner and a former NAIC presi-
dent.

"A blend of federal and state
regulation of the sort that brought
us problems in banking and
thrifts? Or complete transfer of au-
thority to federal regulators whose
own record of regulation is spotty

Continued on page 46

Workers sue employers
over potential GIC losses

By JERRY GEISEL

Employees enrolled in 401(k)
plans sponsored by two companies
that'purchased guaranteed invest-
ment contracts from Executive
Life Insurance Co. are demanding
their employers cover any benefit
losses resulting from the insurer's
collapse.

These suits may be only the tip of
the iceberg of litigation from First
Executive GIC investment losses,
benefit experts warn.

And more employers -are ex-
pected to try to protect their 401(k)
plan participants from losses from
the Executive Life debacle.

Employees of Unisys Corp. and
Honeywell Inc. filed separate suits
in federal court this month. Both
suits charge that the companies
violated the fiduciary and disclo-
sure standards laid down by the
Employee Retirement Income Se-

curity Act of 1974 by purchasing
GICs from Executive Life, which
was seized last month by Califor-
nia regulators.

By investing a sizeable portion of
its fixed income fund in Executive

Life GICs, Honeywell· failed to ad-
equately diversify the fund's GIC
assets, according to a suit filed in
U.S. District Court for the District
of Minnesota.

Meanwhile, plaintiffs' attorneys
say eight suits have been filed
against Unisys in connection with
the purchase of Executive Life
GICs. The suits charge that the
Blue Bell, Pa.-based computer
manufacturer, among other things,
failed to adequately take steps to
eliminate those contracts from

fund portfolios.
All the suits seek recovery of any

participant losses related to the
purchase of Executive Life GICs.
The suits also seek unspecified pu-

Asbestos in buildings constitutes I Public entity risk managers meet

property damage, court rules  at 12th annual PRIMA conferencePage 2 Page 3

nitive damages as well as attor-
neys' fees.

At Honeywell, 16%, or $72 mil-
lion, of its fixed income fund, is in-
vested in Executive Life GICs. At
Unisys, $134 million, or· 30% of a
fixed income fund that is being
phased out is invested in Execu-
tive Life GICs, while $44 million,
or 7%, of an insurance contract
fund is invested in Executive Life
GICs.

These suits are the latest fallout

following the April 11 seizure by
California regulators of the junk
bond-laden insurer, which sold
more than $1 billion of contracts to
401(k) and other pension plans.
Many of the GICs were purchased
between 1986 and early 1988, when
Executive Life offered highly at-
tractive rates and was rated AAA
by Standard & Poor's Corp. and
A+ by A.M. Best Co.

Continued on page 36

Proposals unveiled to safeguard
supply of blood, human tissue
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Update- Court finds that asbestos
Health care bills introduced
Cont:nued *om previous page
quired to provide a minimum health care benefits package or pay a new
payroll tax to fund a pubhc program that would provide coverage causes property damage
Employers with 100 or fewer workers would have five years to offer
health coverage to the workers before they would be subject to the tax By MICHAEL SCHACHNER Both policyholder and insurer and I think all new cases will fall

Identical legislation, sponsored by Rep Henry A Waxman, D-Cahf, attorneys call the May 20 decision in line-that asbestos contamina-
is expected to be introduced in the House this week SPRINGFIELD, Ill -An Illinois a landmark ruling tion is physical damage to property

The U S Bipartisan Commission on Comprehensive Health Care- Supreme Court ruling that as- Policyholder attorneys laud the as defined under a CGL policy,"
known as the Pepper Commission-announced its recommendations bestos in buildings constitutes decision, saying it confirms what Mr Skinner said
last year (BI, March 12, 1990, March 5, 1990) property damage and that an as- many trial and intermediate courts Insurer attorneys agree that

Meanwhile, Rep Rod Chandler, R-Wash, last week introduced legis- bestos Installer facing litigation have already ruled Asbestos in courts nationwide will be in-
lation that would void state benefit requirements for health insurance from building owners is entitled to buildings constitutes property fluenced by the Illinois Supreme
policies sold to small employers that band together to buy coverage on a a defense from ltS liability insurers damage as defined by the compre- Court'S rullng on insurers' duty to
group basis will influence courts nationwide, hensive general liability insurance defend

Insurers also would not have to pay state premium taxes on health attorneys say policy However, they add that the scope

insurance pollcies sold to these groups under the bill In unanimously affirming an ap- "This is a very significant ruling of the ruling 15 limited because it
To qualify, the small employer group would have to have at least 100 pellate court decision, Illinois' because you have the first high did not address several other major

employer members, with no individual company having more than 100 highest court becomes the first court in any state ruling on the issues at the center of hundreds of
employees These groups would have to be controlled by their members state supreme court to rule that as- issue of whether asbestos in build- asbestos property damage cases
and not by an msurer bestos fibers in buildings consti- ings constitutes property damage Those issues Include whether in-

All small employer groups would have to be certified by the Health tutes physical damage to tangible caused by an occurrence," noted surers must indemnify policyhold-
and Human Services Department property under comprehensive attorney William Skinner of Co- ers for court awards to building

"Significant steps must be taken today to improve access and control general liability insurance policies vington & Burling in Washington owners to cover the cost of identi-
costs This legislation puts affordable health insurance within the grasp As a result, the court ruled, an DC, which represents Armstrong fying and removing asbestos and, if
of small employers and provides them with the incentives to reach out installer that purchased CGL cov- World Industries Inc in asbestos so, which liability policies must re-
and take hold," Rep Chandler said erage over a 21-year period is enti- lawsuits spond

tled to a defense "The trend is clearly emerging- Contznued on page 45

C&F to spin off Constitution Re
BASKING RIDGE, N J -Crum & Forster Inc filed a registration

statement with the Securities and Exchange Commission last week for Safeway claims dispute
an initial publle offering to sell more than 50% of Constitution Re Corp,
a newly formed holding company for Constitution Remsurance Corp Coverage for settlement of warehouse fire claims at issueNo pnce has been set for the offermg of 10 6 mill.on shares, nor
has a date been set for the sale, said a C&F spokeswoman Pro- By JOANNE WOJCIK more than 18 nearby residents who said Robert Zeavins, an attorney
ceeds of the offering, which is contingent on regulatory approvals were already suffering from van- with Buchalter, Nemer, Fields &
and market conditions, will be used to bolster C&F's commercial OAKLAND, Calif -Safeway ous diseases In addition, the fire Younger in Los Angeles, who rep-
property and casualty msurance operations Stores Inc is embroiled in litiga- was blamed for personal injuries resents National Union Fire Insur-

Constitution Re, the 11th-largest U S remsurer, wrote $318 4 milhon tion with its primary liability in- like smoke inhalation and damage ance Co of Pittsburgh, Pa, in the
in net premiums in 1990 (BI, April 22) surers over coverage for a $59 mil- to automobiles, homes and per- case

Separately, C&F said it has signed a letter of intent to sell its lion settlement of claims arising sonal property The insurers, led by National
Toronto-based Canadian busmess to General Accident Assurance Co of from a 1988 warehouse fire Safeway's liability insurers al- Union, a unit of American Interna-
Canada for an undisclosed amount The Oakland, Calif -based gro- ready have paid out $39 million in tional Group Inc, maintain that

cery store chain announced last third-party bodily injury and Safeway's liability policy excludes
Insurer must be notified: Court week that it would pay $59 million property damage claims stemming coverage for third-party damage

to settle 11,800 claims brought by from the fire, Business Insurance resulting from smoke and fumes
BOSTON-A manufacturer that enters mto a consent decree with residents living near the facility in learned released from the warehouse fire

the government to clean up polluted property without notifyirig its Richmond, Calif In return, the res- However, the insurers contend The pollution exclusion clause

Insurer forfeits coverage, the Massachusetts Supreme Court ruled idents signed release forms waiv- that the most recent $59 million added to the commercial general
The court held that Liberty Mutual Insurance Co does not have ing their rights to sue settlement is not covered, prompt- liability policy in 1986 excludes

to indemmfy Mansfield, Mass -based Augat Inc and wholly owned sub- An additional 2,400 claims are ing Safeway to file suit in San coverage for smoke damage from
sidiary Reliable Electronic Finishing Co Inc for more than $4 mllion of still being negotiated Francisco Superior Court to re- a hostile fire, according to a
cleanup costs stemmmg from a consent decree with the Massachusetts Plaintiffs' attorneys representing cover the cost of the settlement spokesman for the Insurance Ser-
Department of Environmental Quahty Engineenng Augat operated a the claimants had alleged that the Documents related to the litiga- vmes Office Inc in New York
water treatment system that discharged contaminated water into the fire contributed to the deaths of tion have been sealed by the court, Continued on page 47

sewer system and soil at a plant m Canton, Mass
Liberty Mutual wrote pnmary CGL coverage for Augat from 1970 to

1986 with annual limits of $500,000 The pollcy stated "The insured
shall not, except at his own cost, voluntarily make any payment, assume Texas Eastern litigates
any obllgations or mcur any expenses other than for first aid to others
at the time of the accident"

"The purpose of the policy provision was to give the insurer an
opportunity to protect its Interests," the court said "After Augat over PCB cleanup cover
agreed to a settlement, entered into a consent judgment, assumed
the obhgation to pay the entire cost of the cleanup and m fact paid By STACY ADLER now expects to spend $480 million operates a pipeline that stretches
a portion of that cost, it was too late for the msurer to act to protect for on-site cleanups and $250 mil- from Texas and Louisiana to the
its interests There was nothing left for the insurer to do but issue a HO UST ON-Tex as East ern lion for off-site and groundwater Northeast, used PCBs-which are
check" Transmission Corp will pay $200 cleanups nationwide suspected of causing cancer-as a

The court demed Augat's arguments that the consent decree was million to remove PCBs from 19 And, the $480 million cleanup fire-retardant in the pipeline be-
not "voluntary" and that Liberty Mutual must show it was prelu- sites in Pennsylvania and a record estimate does not Include govern- ginning in 1968 The company is
diced by the pohcyholder's action before it can deny coverage $186 million in civil penalties for mental fines or penalties currently litigating with its 29 gen-

violating state environmental laws The Houston-based company eral liability insurers over cover-

Huge satellite losses feared The cleanup costs were "in- said it expects the Pennsylvania age for the cleanup costs There are
cluded in the company's previously agreement to be merged into a lawsuits pending in state court in

LONDON-Satelhte msurers have been put on notice of two potential announced cleanup estimate" of larger agreement lt has reached Texas and federal courts in Dallas
claims totalmg about $235 mlihon $400 million to remove polych- with the U S Environmental Pro- and Philadelphia

By far the largest single nsk is the Telesat Anic E2, owned by lorinated biphenyls from 90 sites in tection Agency to clean up the There have been no judgments on
Telesat Canada, which has an msured value of $220 mdlion and is 16 states, said a Texas Eastern company's compressor station sites the availability of insurance to
feared to be a total loss (BI, April 22) The coverage is placed m spokesman (BI, June 13, 1988, Nov along its 10,000-mile long natural cover the cleanup costs
world markets by Leshe & Godwm Ltd m London and Richards Mell- 16, 1987) gas pipeline The company is accounting for
Ing Inc m Montreal However, the company says it Texas Eastern, which owns and Contmued on page 36

The other potential loss is for an ASC2 satelhte, which was launched
in March and is owned by the American Satellite Corp Three of the
satellite's-transponders-or radar devices--have power problems

Inside--
Underwnters have been mformed that a maximum $15 mdlion partial + Public entity risk managers need a renewed comm,t- Departments

claim may be filed The satelhte's total insured value lS $107 million ment to enforcing police officer training in the const,tu-
The coverage is placed m world markets by Leslie & Godwin and Frank t,onal use of force, says th,s week's editorial PAGE 8 Advertiser index 40

B Hall & Co Inc m New York A.R.M. exercises 28

9 Two Crum & Forster Inc. units have been fined Around the states 10

Reinsurers' results improve $250,000 each by the New York Insurance Department,n Benefit beat. ...................... ... 6

connection with various violations PAGE 10 ClassififIc 42

WASHINGTON-U S remsurers posted a 105 8% combined ratio for Comings & goings: industry .............................. .- ...11

the first quarter, an improvement from the 107% posted by a compara- a•• Despite E C efforts to harmon,ze laws. local traditions Insurance services guide ........................... .............. 43

ble group of remsurers for the same penod a year ago, according to the will present obstacles to an open ,nsurance market for international 31

Reinsurance Assn of America years to come, says R Patnck Thomas of Alexander & Letters................................................. . ..................... 8
The 62 remsurers participating m the latest survey, which reported Alexander International Inc in Perspectives PAGE 27 London 32

$432 7 milhon m net Income m the first quarter, wmte $2 7 bilhon of net Markets ................................................................44

premiums, up 7% from $2.5 bilhon m 1990's first quarter (BI, June 4, 4 AMBAC Indemnity Corp says Cabank's plans to sell Opinions ........................................................... ......... 8
1990) a maionty interest in the municipal bond ,nsurer to the Perspective® 27

First-quarter 1991 premiums earned totaled $27 bilhon, while there public will have no impact on its operations PAGE 29 Vol 25, No 21-Business Insurance (ISSN 0007-6864) 15 published weekly
were $2 bilhon in loss and loss adjustment expenses and $818 5 milhon by Crain Communications Inc, 740 N Rush St, Chicago, Ill 60611-2590

m underwnting expenses The reinsurers reported $167 milhon m un- 7 Japan's M,n,stry of Finance Is considering broad Second-class postage is paid at Chicago, 111, and at addmonal mailing of-

derwnting losses Policyholder surplus totaled $12 6 bilhon
fices Postmaster Send address changes to Business /nsurance, Circulation

changes to the nation's insurance law in an effort to spur Department, 965 E Jefferson Ave, Detroit, Mich 48207-3185, 800-678-
Updates contmued on page 45 competition in the market PAGE 31 9595 or 313-446-1611 Copyright 1991 by Crain Communications Inc
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CEOs to make Governmental
next cost cuts

in health plans?
risk management
Risk managers

By JOANNE WOJCIK tional Assn of Employers for
Health Care Action < 4{,Af,!1/ i

SAN JOSE, Calif -Concern over The meeting, titled "Managed need to assess
lili=) U

rising health care costs will move Health Care Strategies for the
from the employee benefits depart- '9Os," was held May 16-17 in San
ment into the corporate boardroom Jose, Calif air quality problems
during the next decade, predicts a Mr Boland said three factors 6 •turE
health care consultant will work together to bring health By SARA J. HARTY

And when that happens, the onus care costs to the attention of chief . 11'8.1.0,
will be on employee benefit man- executive officers, ATLANTA-Risk managers can help prevent pro-
agers to educate corporate finan- • Continuously rising health longed, expensive investigations
cial officers about quality and care costs, despite benefit manag- into indoor air quality problems by
cost-effectiveness of certain types ers' past efforts to curb them 111.illl..1 doing their homework before a  1
of employee benefits to prevent top "In general, I don't believe that problem develops or at least before
management from using a meat-ax managed care, per se, has saved outside specialists are called in, two
approach to cost containment, the money," Mr Boland said "It risk managers suggest 11
consultant warns shifted costs, lt shifted risks, lt'S The American Society of Heating,

While health benefit decisions done a lot of things But aggregate Refrigerating & Air Conditioning
are not made by the top decision health care costs and the unit costs Engineers in Atlanta sets fresh air
maker at 99% of U S corporations, have not been appreciably affected standards with which all risk managers should be L'

"for the first time, the CEOs are by the intervention of managed familiar, said Sharon E Floistad, risk manager of
going to have to deal with health care " the Douglas County School District in Castle Rock, k

care," asserted Peter Boland, pres- • New Financial Accounting Colo

ident of Boland Healthcare Con- Standards Board rules that will re- Risk managers need to get "more involved in the
sultants in Berkeley, Calif, at the quire employers to account for fu- design phase of buildings-especially remodels and
recent annual meeting of the Na- Continued on page 38 renovations," Ms Floistad advised

They should also make sure that contractors are

Concerted effort needed to reform system
-

very familiar with the ASHRAE standards, Ms
Floistad said in an interview after her presentation
at 12th annual Public Risk Management Assn con-

Interactive panel ference, held May 13-15 in Atlanta
Contractors "typically want to go with the system

that gives the most energy-efficient building and Ms Floistad and another public entity risk man-
that can sometimes compromise fresh air stan- ager shared the tips they learned when they faced

views comp crisis
dards," she said Continued on page 12

By MEG FLETCHER The 80-year-old workers com- Written policies best defense
pensation system is being plagued

CHICAGO-A workable solution by "a growing crisis," said Stephen
to the problems in the workers J Paris, president of the Society of against police liability exposu res
compensation system requires the CPCU and managing partner of the
participation of all those with a Boston-based law firm Morrison, By MICHAEL SCHACHNER must do more to look over their subordinates-not

stake in the system, despite their Mahoney & Miller overlook their actions," Mr Gallagher said dur-
divergent interests, experts say Panelists collectively rated the ATLANTA-Police departments can best manage ing a session at the 12th annual Public Risk Man-

Eleven "stakeholders"-includ- health of the workers comp system potential liability by implementing agement Assn conference in Atlanta earlier this
ing employers, employees, insurers, as a "7" on a scale ranging from a written policies and procedures and month
lawyers, doctors and state workers high of 1 to a low of 10 However, Illim,"1 then training officers to adhere to "The police chief and risk manager can't manage
comp administrators-discussed Individual panelists' ratings them, according to a liability man- liability if they can't manage their people The
"Workers Compensation Crisis ranged from a "5" by a state work- agement consultant greatest exposure to liability exists when the police
Resolution" during a nationwide ers compensation administrator to Police chiefs and municipal risk chief knows what's going on but doesn't do any-
"videoconference" last week spon- a -14" by Wilham Hager, president managers also must make a greater thing," he explained
sored by The Society of Chartered of the National Council on Com- effort to supervise and guide sub- Mr Gallagher said that while police work is a
Property & Casualty Underwriters pensation Insurance in Boca Raton, ordinates to control police liability "tough line of business where the adrenaline gets

The 2%-hour program was Fla, which collects statistics and exposures, he said pumping," supervisors of line officers must imple-
broadcast to more than 1,600 peo- proposes rates on behalf of insur- In light of recent highly publicized cases of police ment a systematic approach to instructing officers
ple at 40 sites around the nation In ers and manages residual market brutality, like the Rodney King case in Los An- about the proper use of force, one which addresses
addition, people viewed the pro- programs nationwide geles (BI, March 25), law enforcement officers now liability and increases effectiveness Any approach
gram at five companies that paid a The disparity in the assessments are under a tremendous amount of scrutiny regard- also must detail disciplinary measures the depart-
special fee to receive the broad- of the health of the workers comp ing the use of force, observed G Patrick Gallagher, ment will take against officers who violate policy
cast, a Society of CPCU spokesman system was indicative of the differ- director of the Institute for Liability Management "As a leader, you need to guide with a plan and
said ent points of view of panel mem- in Leesburg, Va vision," Mr Gallagher said

The interactive program allowed bers "Jury sensitivity toward police violence is way That plan should include
viewers to telephone panelists with From insurers' perspective, the up, while police credibility lS down Supervisors Continued on page 16
questions Continued on next page

Proposals target safety of blood, tissues
' Sg " G i-F By CHRISTINE WOOLSE enough to guarantee the safety of sue bank may have processed and will implement new standard9. 5 the human tissues and organs those dispensed tissue infected with the operating procedures and improve

The risk of medical providers facilities process virus that causes acquired immune staff training

+ afl¢ using contaminated blood and As a result, some tissue banks deficiency syndrome, despite con- "The procedures will be uniform
human tissue when treating pa- and a consultant on federal regu- ducting proper screening proce- -that's really the key risk man-

d '#,1 , 4* tients would be mitigated under a lation of medical devices are call- dures agement technique going on here,"
new American Red Cross program ing for the Food and Drug Admin- The Red Cross says that next said Christopher Mandel, director

6 and a proposal by some tissue istration to implement regulations January lt W111 begin a program of of risk management for the Ameri-
banks to provide safer products that would require tissue banks closing each of its 53 blood centers can Red Cross "Because of the de-

In an effort to allay the public's and other centers that handle skin, for eight weeks at a time to install centralized nature of our current

* 4, fears about the safety of the na- bone or ligaments to follow a stan- a single national computer system structure, centers were basically
Y hon's blood supply, the Red Cross dardized set of operational proce- designed to facilitate record keep- able to do whatever they wanted

F
is overhauling the way it collects, dures during processing ing and retrieve information on and needed to do in terms of auto-

/ 5 processes and distributes blood That consistency would help blood donors mation Now there will be one sys-
At an estimated cost of $120 mil- guarantee the safety and effective- In addition, the Red Cross is re- tem everyone can understand and

lion, the Red Cross will temporar- ness of these medical "products," vamping its donor referral registry tap into "
ily shut down every Red Cross re- they say All Red Cross centers will be able The use of one central computerPhoto by Michael A Marcotte gional blood center in the country And, some independent tissue to tap into this archive through the system is "particularly important
during the overhaul, which is ex- banks are calling for the govern- national computer system to obtain with donor referral-health his-
pected to take 2 th years to com- ment to form a national computer any health history data or test re- tories and lifestyle histories are a
olete registry that could track the path suits that have categorized a blood key part of the system" and will

Meanwhile, some of the nation's of tissues from donor to recipient donor as unsuitable help the Red Cross keep track of
700 to 800 tissue banks and organ Some of those facilities pointed The new system will replace the unsuitable donors, Mr Mandel

American Red Cross regional procurement agencies believe that to an incident last month in which 10 Independent operating systems said
blood centers will be shut down nternal risk management and vol- the Colorado Department of Public the Red Cross currently uses The reforms also limit blood

during a procedural overhaul. untary quality controls may not be Health raised concerns that a tis- The Red Cross at the same time Continued on page 40
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Workers comp
Continued from previous page
system is "a monster" that is doomed
to fail in many states unless regul:-
tors allow insurers to charge ade-
quate rates and control costs, Mr.

Hager said.
The NCCI says the "key cost dri--

ers" in the system are: increased
medical costs; increased inden-ni-y

costs; the burden posed by the resid-
ual market; and fraudulent practice,
like employee leasing schemes de-
signed to avoid payment of workers
connp prenniurns.

Insurers also are frustrated by
many states' prohibitions against
using managed care techniques like
limiting an employee's choice of sub-
sequent treating physicians, sa: d
Gary Countryman, president of Lit>
erty Mutual Insurance Co. in Boston,
the nation's largest workers com? r-
surer.

In addition, medical costs are ex-

cessively high in too many states due
to provider cost shifting, while .itiga-

tion involving both claimants and
defense lawyers-as well as the doc-
tors both sides find to support their
cases-is increasing, several panelists
said.

Litgation added $1 billion to Cali-
fcrnia workers comp costs in 1988, or
an amount equal to one-sixth of all

California workers comp costs, Mr.
Hager said.

Mr Hager and Mr. Countryman
also faulted employers for not edu-
eating employees about the workers
comp system before an injury OCCUra.

In addition, it can mean "big
bucks" in workers comp cost sav-
ings if an employer shows an in-

jured employee that it cares about
him and his recovery, Mr. Coun-
tryman said.

However, other panelists said in-
surers are the cause of workers comp
problems.

For example, panelists engaged in
a heated exchange over whether in-
surers of residual market risks pro-
vide adequate loss control services.

"Loss control is almost non-exjs-

//////4",1/" Eli 1„ /1 1,/ ,

tent in the residud market," sail
Allyn C. Tatum, a commissioner witn
the Arkansas Workers Compensation
Commission and president-elect c f
the International Assn. of Industrial

Accident Boards & Commissions.

The NCCI's Mr. Hager responded
thaz Mr. Tatum's allegation was "ir-
accurate."

"It's simply not being done,"
quickly retoned Richard L. Katten,

vice chairman and chief operating 06-
ficer of The Ferd. Marks Insurance

Agency Ltd. in New Orleans and im-
mediate past president of the Society
of CPCU.

Other panelists faulted insurers for
sloppy claims handling and failing 10
keep employers informed about the
status of contested 2laims.

The two employer representatives
on the panel-both self-insurers-fo-
cused on not exaggerating the crisis
and on ways to control health care
costs and help employees return:o
work.

Alan Strohmaier, director of un-

employment and workers compensa-

tion issues for General Mitors Corp
in Detroit, emphasized that some
states' wcrkers comp systems work
well and t.e urged panelists to "build
on these strengths"

"Once we label something a cri-
sis, the tendency is to go :o work
with a meat ax, rather than a seal-

pel His-ory is full of examples which
demons-x:te lat this doern't work,"
he said.

In addition, Lucille Gallagher, vp-
risk management for Mon'ort Inc. in
Greeley, Colo., and vp-goernmental
affairs for the Risk & Insurance Man-

agement Society Inc., urged all em-
ployers to 50.10 the lead of self-in-
surers that have lowered their

workers compensation costs. These
Dompanies have done so by demon-
strating their concern about employ-
ees' health thrcugh education and
loss contrc,1 programs: active man-
agement of claims, and emphasis on
return-to-work and weliness pro-
grams, she said.

Labcr spokesman James Ellen-
berger, assistant director cf the AFL-
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CIO's Department of Occupational

Safety and Health in Washington,
D.C., expressed his frustration with
inadequate loss control and inade-
quate benefit levels in some states.

In addition, he noted labor's op-
position to efforts by employers and
insurers to limit employees' choice of
physician or a Florida program that
allows employers to combine workers
compensation and group health care
coverage into a "24-hour" coverage
program. Under that program, in-
jured employees could be required to
make copayments for medical care
(BI, March 18)

A government representative-
William E. O'Neill, chairman of the
Industrial Commission of Virginia-
said that more states should adopt
alternative dispute resolution proce-
dures, which have proved effective in
his state.

Arkansas's Mr. Tatum joined sev-
eral panelists in expressing concern
about unnecessary litigation, adding
that he personally is "really con-
eerned" that employers and insurers
are litigating admittedly compens-
able claims.

However, a defense and a claim-
ants' counsel strongly advocated
their roles in the system.

Employers need lawyers to repre-
sent their interests because of the in-

creasing complexity of claims for
problems like stress and toxic expo-
sures, as well as questions about
whether claims filed by an aging
workforce are indeed work-related,
said Paul Goodrich, a defense attor-
ney with Morrison, Mahoney &
Miller.

"Lawyers are not interlopers;" they
are "inherent in the system" and
should be "invited to the feast/' said

Peter Macdonald, a claimant attorney
with Macdonald & Wallace in

Quincy, Mass. "Creative lawyering"
is a boon to injured employees be-
cause it requires employers to be "a
little more humanitarian," he said.

Doctors were criticized by many
panelists for overcharging workers
compensation claimants through cost
shifting and sometimes subjecting in-
jured workers to excessive and un-
necessary treatment.

Besides voicing problems, the pan-
elists also outlined potential solutions
for the ills that plague the workers
compensation system.

The "ultimate solution" is control-

ling cost through utilization review,
managed care, alternative dispute
resolution and a renewed commit-

ment to safety, Mr. Countryman said.
Reaching that solution requires re-

forms that can only be achieved
through coalition building, communi-
eation among stakeholders-prefera-
bly before a crisis develops-and lob-
bying with the help of employees, he
said.

An effective coalition must have

leaders "that can stand up to vested
interests," Mr. Hager warned.

In addition, they must be able to
hammer out an effective compromise
in which each party wins more than
it loses, GM's Mr. Strohmaier said.

But such a movement should not

lose sight of the fact that the "princi-
pal parties" are employees and em-
ployers, the AFL-CIO's Mr. Ellen-
berger emphasized.

Certifying lawyers as being capa-
ble of handling workers comp cases
may help, suggested Mr. Macdonald,
the claimant attorney.

In addition, states should consider
adopting a program like one in Cali-
fornia designed to establish stan-
dards for medical providers who
evaluate uncontested workers com-

pensation cases, said Dr. Ira H. Mon-
osson, president of the State of Cali-
fornia Industrial Medical Council in

Santa Monica. That should help re-
duce "doctor shopping" as well as the
influence of "medical mills," where
patients receive multiple specialty
exams and treatment whether or not

they are needed, he said.
If the existing system cannot be

fixed, there will be increased inter-
est in alternatives like state work-

ers compensation funds-which labor
supports-and 24-hour coverage pro-
grams, other panelists said. m
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EPO, flex plan keep health costs in check
By MICHAEL SCHACHNER Benefit beat
A recently implemented flexible

benefits plan with an exclusive
provider organization feature is
helping one of the largest private
hospitals in Phoenix rein in rising
health care costs by keeping more
than 85% of medical expenditures
within its own control.

Due to unexpected high enroll-
ment in the EPO, St. Joseph's Hos-
pital and Medical Center now esti-
mates that about $7 million of an
estimated $8 million in medical

claims this year will be paid to the
hospital itself or to network doc-
tors affiliated with St. Joseph's,
said A.J. Lindemann, vp-human
resources.

"Now we're redirecting most of
our employees to our hospital and
exclusive providers with whom we
have discounts," according to Mr.

Lindemann. "The program will
also allow us to build an extensive

data base which can give us infor-
mation to become more competi-
tive," he said.

The EPO, which is one of many
features in the hospital's new self-

funded flexible benefits plan, has
attracted about 87% of eligible St.

Joseph's employees.
Mr. Lindemann estimates that

3,000 of the hospital's 3,500 bene-
fit-eligible employees and 2,300 of
their dependents have enrolled in
the EPO, which the hospital began
offering as part of the flex plan on
Jan. 1.

„ Enrollment far exceeded our

expectations and wildest dreams,"
Mr. Lindemann said.

"We would have been very ex-
cited with 70% enrollment," he
added.

Only 25) of the hospital's bene-
fit-eligible employees and 187 of
their dep=ndents have opted for
traditional indemnity coverage.

The remaining 250 eligible em-
ployees have opted not to obtain
health coxerage through the hospi-
tal.

St. Joseph's, a division of Catho-
lic Healthcare West, believes it is
one of the first health care facili-

ties in the country to implement a
flexible benefits plan with an EPO
feature under which the hospital
acts as the plan purchaser and pro-
vider.

EPO errollees must seek care

through a network of 700 Phoenix-
area physicians, all of whom are
affiliated with the hospital.

EPO enrollees pay only a $15 of-

It takes more than just technology
to deliver today's group health plan.

fice visit copayment.
Additional tests and major radi-

ology must be conducted at St. Jo-
seph's and are fully covered by the
plan.

EPO enrollees in need of hospi-
talization must be admitted to St.

Joseph's. The hospital, in essence,
reimburses itself using Medicare
diagnostic-related group rates.

The health care costs incurred by
EPO enrollees who obtain care

from providers outside of the net-
work are not covered.

"Everyone wins here," Mr. Lin-
demann said.

"Employees pay much less" than
they would through the indemnity
option, and they "work in partner-

ship with the hospital to absorb
cost increases. The hospital works
in partnership with physicians to
expand their patient volume. And,
the hospital reduces benefit expen-

an array ofgroup productS and services, including
flexible benefits, alternative funding mechanisms,
multi-option managed care arrangements and
multiple employer trusts.

To find the group health plan that's right for
you, call us today.

ee
PM GROUP

A Facific Mutual Company

PM Group Life Insurance Co., 17360 Brookhust Suest, Fountain Valley, CA 92708
(714) 7604440 or (800) 733-7020

ditures because we pay doctors off
a fee schedule instead of retail

rates, and hospital costs are paid to
ourself based on DRGs."

The EPO also requires no claim
forms or hospital registration.

"It's simple and paperless, which
is exactly what we wanted, Mr.
Lindemann said.

EPO enrollees are not subject to
any deductibles or copayments.

An employee's monthly contri-
bution toward the cost of coverage
is based on several factors, includ-

ing length of service; lifestyle
habits, like whether the employee
smokes; and the number of indi-
viduals covered.

Mr. Lindemann said that the

EPO is a drastic departure from
the hospital's only previous health
care program-a traditional in-
demnity plan.

"Employee reaction to the in-
demnity plan was dismal, and $5.6
million of about $8 million in an-

nual costs were being paid to faci-
lities outside our universe of influ-

ence," Mr. Lindemann explained.
Under the self-funded indemnity

plan, most enrollees are subject to
a $500 or $1,000 per person de-
ductible. The monthly contribution
toward the cost of coverage is
based on the deductible and other

factors.

However, enrollees who live out-
side of the EPO area can select a

$200 deductible.

A traditional indemnity plan
enrollee also is subject to a 20% co-
payment requirement. The annual
out-of-pocket maximum, including
deductibles, is $5,000.

St. Joseph's claims administrator
is ALTA Health Strategies Inc. of
Salt Lake City.

In addition to the EPO, the flex

plan also offers St. Joseph's em-
ployees:

• Dental and vision benefits.

• The option of one of three
levels of long-term disability cov-
erage: 40%, 50% or 67%.

• Six levels of life insurance,

written by Northwestern National
Life Insurance Co. The coverage
also is available to spouses on an
aftertax basis. Available limits are

$10,000; $50,000; limits equal to an
employee's base salary and two,
three or four times base salary.

• The option of buying or sell-
ing 40 hours of vacation and sick
days.

Mr. Lindemann said this option
is one of the most appreciated ben-
efits in the flex plan.

"Employees get what they ask
for, and we get happier employees.
It's a great benefit for single par-
ents who may want to buy ortho-
dontia benefits or something. Also,
employees who don't use all their
vacation can sell them back at the

end of the year for cash. There's no
use-it-or-lose it," Mr. Lindemann
said.

• The option of placing up to
$3,000 in a pretax health care
spending account. The money can
be used to pay copayments in the
EPO or deductibles and copay-
ments in the indemnity plan.

The hospital committed itself to
flexible benefits in 1989 but did

not begin creating the EPO until
last July, according to Mr. Linde-
mann.

"We didn't want an off-the-shelf

flex plan," he said.
"We wanted to find a way to reel

in costs that was automated and

not people-intensive. This program
only requires one full-time medical
director and a part-time assis-
tant."

"Everyone has been amazed at
how quickly and cheaply we set
this up," he said. Initial start-up
costs were only about $100,000, in-
cluding legal and consulting fees.
"We did a lot of the work our-

selves," Mr. Lindemann explained.
The Wyatt Co. in San Diego was

St. Joseph's consultant. m
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Opinions

Minimizing police liability
I)UBLIC RISK MANAGERS, who have long re-
1 cognized the potential liability for excessive use of
force by their police departments, have powerful new
arguments for a renewed commitment to adopting and
enforcing police officer training in the constitutional
use of force.

The videotaped beating of Rodney King by Los
Angeles police officers in March has heightened public
awareness and scrutiny of police activities, greatly in-
creasing a municipality's exposure to accusations and
findings of police brutality.

Juries, with the horrific scenes of that beating en-
graved in their memories, are likely to be much more
sympathetic to plaintiffs alleging police brutality.

Two sessions at the Public Risk Management Assn.'s
recent annual meeting dealt with this important issue,
offering public risk managers excellent advice (see
story, page 3).

Supervisors of line officers must implement a sys-
tematic approach to instructing officers about the
proper use of force and detail disciplinary measures the
department will take against officers who violate pol-
icy, it was pointed out.

All public risk managers with a police force in
their jurisdiction, even those with the highest con-
fidence in their department's training and use-of-force
policies, should meet with their police chiefs to review
those policies and procedures. Reinforcement of their
importance and effectiveness is the least that needs to
be done, while some jurisdictions may find their poli-
cies and procedures in need of improvement. Any risk
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manager whose relationship with the police chief is too
weak to accomplish this is not doing his or her job.

Public risk managers must capitalize on this new
public awareness to implement effective police training
policies to ensure that what happened in Los Angeles
will not happen in their jurisdictions.

More than a municipality's finances are at stake.
The lives and constitutional rights of its citizens and
respect for the police force are at risk, too.

Letters

State funds meet most tank coverage needs
To the editor: As a major producer of

pollution liability insurance for petroleum
storage facilities, I would like to comment
on Robert R. Harrigan's letter on this sub-
ject (BI, April 29).

Mr. Harrigan makes comparisons between
state underground storage tank funds and
pollution liability insurance with a pro-
nounced bias toward insurance.

Mr. Harrigan indicates that since many
state tank funds are structured on a reim-

bursement basis, a tank owner/operator

may experience a substantial delay in ob-
taining money from the fund. First, most
state funds provide for partial reim-
bursement, so the tank owner/operator
should not have to wait for reimbursement

until cleanup is complete. Second, payment
delays are endemic with insurance corn-
panies on this line of business, to a great
extent caused by the necessity of going back
and forth with the policyholder regarding
what costs are covered.

For example, a petroleum official in-
volved with the administration of the Ohio

fund indicates that tank ownens/operators
are submitting expenses for everything, in-
cluding the kitchen sink. I am not surprised;
we have been experiencmg this since our
involvement with this coverage in 1982.

Mr. Hamgan is correct that "participa-
tion in a state fund does not necessarily
meet the EPA financial tests." This is true

where the state fund clearly intends to sat-
isfy only a part of Environmental Protection
Agency requirements; for example, when a

fund only provides coverage for cleanup and
not third-party liability. In such instances,
insurance, or another acceptable mecha-
nism, can be used to cover that portion not
covered by the fund. However, a UST

Business Insurance welcomes let-

ters from its readers. Please keep
your comments as brief as possible.
We reserve the right to edit letters
for clarity or space. We will not
publish unsigned letters. Send your
comments to Letters to the Editor,
Business Insurance, 740 N. Rush
St.. Chicago, 111., 60611.

owner/operator can use state funds that
have been submitted to, or approved by, the
EPA to satisfy all or part of EPA require-
ments.

Mr. Harrigan's contention that some state
funds are underfunded is valid, but most

state funds are moving toward funding
through taxes, as opposed to fees, and this
should solve most funding problems.

Conversely, Mr. Harrigan does not ad-
dress certain major problems that relate
to pollution insurance policies as compared
to state funds. For example:

• Nearly all state funds are entitlement
programs, which means that no under-
writing requirements other than tank regis-
tration have to be met. This has obvious ap-
peal to the tank owner/operator when
compared to the lengthy and costly under-
writing requirements usually necessary to
obtain insurance.

• Many insurance policies have a ret-

roactive exclusion that negates coverage for
leaks occurring prior to the policy effective
date. Since gradual leaks are responsible for
at least 85% of all UST losses, a retroactive

provision has the effect of eliminating cov-
erage for most losses discovered during the
first three or four years that the insurance is
in force. Most state tank funds not only do
not have a retroactive restriction, many even

provide reimbursement for losses cleaned
up within a certain time period prior to
the establishment of the fund.

I believe that tank owners/operators
should take full advantage of the state funds
that they have lobbied so hard to obtain,
using insurance primarily to fill gaps, if any,
that exist between a particular state fund
and EPA requirements.

Max Clay
President

The Planning Corp.
Reston, Va.

Costs of carving out drug benefits
To the editor: You reported that many

employers are considering carving out their
prescription drug programs from their cur-
rent major medical plan designs in order to
capture data and effect savings (BI, May 6).

In reality, the opposite is likely correct.
A state in the far Northwest carved out

a portion of its prescription drugs from
its major medical coverage and offered a
mail order benefit to capture the mainte-
nance drug savings. Although there may
have been some savings of ingredient costs,
by carving out the benefit and allowing em-
ployees immediate access to this coverage
with inappropriate front-end deductibles
and coinsurance levels (flat copayments and
no deductibles were used in the plan de-
sign), the employer's contribution to the
benefit went from 68% of the balance of its

major medical coverage to 92% of the pre-
scription drug program. If mail service can
offer up to a 20% savings on ingredient
costs, then this plan cost the state more than
10% (after cost sharing), assuming it was
able to capture the full ingredient savmgs
suggested.

Another example is a utility in New En-

gland with two benefit plans. One for cer-
tain bargained active employees has a
carved-out prescription drug pharmacy re-
imbursement program along with mail order
service. The employer is paying 93% of the
benefits under this program. Under its sala-
ried and retiree groups, which are still to-
tally subject to the medical deductible and
coinsurance levels, the employer pays 67%.

Therefore, the very act of carving the
benefit out may incur the greatest cost in-
crease for the employer. Nowadays, the la-
test in technology allows us to capture all of
the data, effectively manage the benefit, yet
still require the employee to pay for the
drugs in full prior to submission of the
claim. This allows the cost containing as-
pects of major medical to work, while cap-
turing the savings opportunities from effec-
tive claims processing and retail network
development-but without the high utiliza-
tion or aberrant cost sharing percentage
seen with carved-out benefits.

Gerald Chalfin

Senior Vp
INSURx Inc.

Cleveland
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• THE ARGONAUT FORUM

Part of an ongoing series of conversations
between Argonaut Insurance Company, our
dientsand theirbrokers, dealing with issues
important to their business. The intent is to
keep the lines of communication open. We
invite your participation.

THE PARTICIPANTS MARKA.

MARIANI, Owner and President of Mariani
Packing Company, a leading processor and distributor of
driedfruits. BO B APPLE BY, Woodn#
Sawyer & Co., Mariani Packing Company's broker.

S T EVELA SHIER, Senior VPSafe
Management, Argonaut Insurance Company. JOE

S I LVA, Executive Safety Management Consultant,
Argonaut Insurance Company.

\1()1 )1 K \ 1 C )R First of all, how many
employees do you have?

Mm: About 225. Approximately 40 are sal-
aried and the balance hourly.

11( )1)1 R \Ic )1< And how many facili-
ties do you have?

MM: We have three full time facilities, pri-
marily processing plants. SanJose is the fmal
packaging facility.
:,, 4 :: \I, ),< You've had a sub-

stance abuse program in place for about 18
months. Tell us about it.

mal: Our program is very simple. Every
new employee is to be tested. Part of the
program is the knowledge that if someone
wants toworkhere, they willbe tested. Upon
the completion of those tests they either will
or will not be eligible to work here.
M) ,., , ji< What motivated the

program? Did you have an intemalproblem,
or was it just the realization that substance
abuse is a growing problem in general?

mm: Wedidn'thaveaproblem. 1 think there
was an awareness at the management level
within the company that we can't put our
heads in the sand and think thatwete not

. NO. 1 IN A SERIES • THE ARGONAUT FORUM • NO. 1 IN A SERIES I

affected by drugs in the workplace. The
other issue was that we found it was the

newlyhired employees that werebeinghurt
on thejob.Theywould comeonfortendays,
two weeks, then get hurt and go on workers'
comp or disability. Pre-testing was one com-
ponent of an overall effort to identify and
correct the causes of injuriesin the workplace.
itc )1)1 N \Ic )14 What kind ofreac-

tion did you get from the employees when
you told them you were going to initiate
the program?

MM: There wasn't any negative
response.

15: The program wasn't just
thrown at them. There was a lot

ofpublicity, alot oftalking about
it before it began.

MM: We let people know
through our bi-monthly news-
letter. We also have what we

call"toolbox meetingsi depart-
ment meetings, on a regular
basis.

15: Also, this program didn't
affect edsting employees.

\3 11)1 K \11)K Do you
bring up substance abuse
as part of those "toolbox"
meetings?

BA: Substance abuse isjust
one of many factors in the
overall safety prognm that
we talk about.

mm: 1 don't think thesub-
stance abuse issue can be

handled successfully if
that'stheonlyissue.1 think
you have to go to the em-
ployeesandsay Howcan
wemakethisasaferwork-

place as a whole?" And
substance abuse, along
with being ill-prepared
in the mornings, or not
understanding regula-
tions and a lot of other

factors, areallpart ofa
program to insure a
healthier workplace. 1
think what's reallyim-
portant is that you

• THE ARGONAUT FORUM I NO. 1 IN K=

have to deal with the well-be:ng of the
workplace as a whoie.

SL: That's exactly hcwyou should approach
it. The successful substanceabuse programs
are the

ones thal

have dealt

withitjust
as VOU

have--as

a safety
and health

issue.

RIM: I think it's interesting that while an
abuse program has to be orchestra:ed by
management, italso has to have thesupport
of employees. We just finished tabulating a
questonnaire we passed out among our
employees One of the questions was how
they felt about drug testing. Over 98.6% of
them said 'We want drug testing:
sug8.696. That's an impressive 3.guze

MM:'Ne don't feelwerehereto x the police.
Were here toprovidea safeenvirxtment for
our working community We're 225 people
who spend nearly M of our lives together,
andwe'd betterworkas a commimity brthe
safety and well-being of all of us.

itc ,1,1 N \Ic )1< Why did you Put out
the questijnnaire?

Mal:We wanted to ask them"Do YOL think

drugs should be in our workplace? Do you
think our equipment operators and drivers
of our vehicles should be drug tested ro pro-
vide a safer work environment for ail the

community members?"

And 98.6% said yes, we wan: testing 1
intend ro take that response and implement
a program for random drug testing
SL: What you're doing now is not random.
You're talking about a specific class of em-
ployees-equipmentcperators, k,rklift driv-
ers-people that have the capability of doing
serious damage to your plant, to themselves
orother employees. Courts haveupheld that
testingan entire class of employees. because
of their job function, is legal. Especially if
it's demonstrated that their job is safety

related. And if you structure your program
properly, you'll find that as long as you
test every single person in that class, you
won't be labeled discriminatory. Now, 1 al-

ways recommend
thatcustomerspass
their prograrns
through a labor
attorney.

ls: They're testing
a specific group for
safety related
reasons.

SL: Right. That'snot random.You'respecific-
ally testing all the workers in a clearly de-
fined group. What you're doing is called
"periodic and intermittent" or "routine" test-
ingofthatjob class
mal: I was ahead of myself when 1 said
random. 1 should have said that we are clas-

sifying'safety-sensitive job descriptions' and
that we will be having unscheduled testing
of workers in those classifications. Again, the
process as we see it is first having the man-
date by our community, developing the

criteria, and rewriting our policy handbook.
Then we'llhave everyone tested in those clas-
sifications. And we'll tell them that if they're
going to continue to be a forklift driver for
us, well be routinely testing them.

15: If I could interject something here; the
questionnaire that Mark is talking about
addressed much more than just substance
abuse. It covered a wide variety of issues.
Substance abuse is not being singled out,
it's being incorporated into the overall man-
agement concerns.

BA: What Joe's saying is important.If other
companies are going to follow our example,
1 think it's very important that they look at
substanceabuse asa component ofanysafety
program and not make it the only issue:

Continued next week

We'd like to hear whatyou have to say about
substance abuse in the workplace, and about
our discussions on topics that concern your
business. Send your comments to Mike Crall,
President, Argonaut Insurance Company, 250
Middlefield Road, Menlo Park, CA 94025.

Argonaut
©1991Atgoraut
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New York fines Crum & Forster units
NEW YORK-Two Crum & For- Balkalian nate temporary total disability

ster Inc units have been fined Around the states By freeing future purchasers of benefits If the employee objects,
$250,000 each by the New York Ir- the property from liability for he or she must make a written
surance Department in connection cleanup costs, the agreement complaint within seven days of re-
with violations involving ln: CCL- adequate reserves until shortly be- ute $350,000 to clean the bay The al_ows the property to be put to a ceiving the notice
rate schedules in 1987 and 1988 f_- fore a $120 million loss payment total cost of cleaning the bav is ex- beneficial use, explained Michele If the state workers compensa-
nancial reports, reinsurance and was pa_d in October, 1988 Because peeted to reach $32 million Corash, an attorney with Morri- tion boa/d 15 unable to resolve the
managing agency agreements and of an estimated $30 million salvage The EPA is seeking the balance son & Foerster in San Francisco, disagreement within 10 days of re-
establishing inadequate resen es recovery on the property, there was of the cleanup coats from more who represented Seafirst Bank, a ceiving the employee's objection,

According to a stipulation agree- a net 1css of $90 million reported as than 200 companies that own prop_ unit of BankAmerica Corp it must arrange for the employee to
ment signed by both New York of September 1988, a,-cording to a erty on the bay or sent their wastes -By Stacy Adler be examined by an independent
i egulators and company officials, department report to the area doctoi If the doctor determines the

Basking Ridge, N J -based United A Crum & Forster spokeswoman The owner of the property went Comp deductible employee can return to work or the
States Fire Insurance Co and noted that "there were procedural bankrupt f_ve years ago The mort- employee does not appear for the
Westchester Fire Insurance CD errors that the two c,mpanies got gage on the property was held by INDIANAPOLIS-Beginning examination, the benefits ma> be
filed inaccurate schedules In their themselves involved with " She American Savings Financial Corp July 1, employers in Indiana will terminated
1987 annual and March 1988 .luar added, "Most _f not all, of these of Tacoma, which was purchased have the option of obtaining work- If either ide disagrees with the
terly statements that ''did not violations havi oeen orrected " by Seafirst eIs compensation insurance with a doctor's decision, the matter can be
allow for proper evaluation" Df The stipulaticn agreement states The agreement reflects a 1989 deductible, under a new law signed refen ed to the workers compensa-
their reserve adequacy the viclations "were not the result policy instituted by the EPA to recently by Gov Evan Ba>h tion board for a hearing The em-

In addition, from 1978 to 1987, of any conscious company policy or work out agreements that limit the House Act No 1517 says that in- plc)yei is not required to continue
through their participation in a re- practice to evaae the requirements liability of innocent prosDective surers may offer deduclibles in the benefits for more than 14 days
insurance pooling arrangemer_t, of the insurance law' and that the purchasers of polluted property, multiples of $500 up to a maxi- after the proposed termination
the units participated in several units will "take all additional steps explained Allan Balkallan, assis- mum of $5,000 oer compensable date unless the independent doctor
reinsurance agreements and man- necessary to Trevent the recur- tant regional counsel for tile EPA claim, or offer coinsurance for each says the employee is unable to re-
aging general agency agreemerts renee of similar violaticns " in Seattle compensable cla_m The co-insur- turn to work
with affiliated Crum & Forster in- -By Jud2 Greenwald Although this is the first so- ance must require the insurer to The law also sets a schedule of
suiers without submitting tie called Prospective Purchaser pay 80% of the benefits due to an benefits foi temporary total dis-
agreements for prior appro al Dy EPA limits liability Agreement the EPA has entered employee, and dn employer may ability and permanent partial im-
the superintendent, as requized by into solely with a bank, the agree- not be required to pay more than pairment, which increase annually
New York statutes TACOMA, Wash -The U S En- ment is unrelated to the agency's $4,200 in coinsurance for each until July 1, 1994 The benefits,

In addition, according to the ce- vironmental Protection Agency proposed lender liability rules, claim which vary according to the sever-
partment, in 1986 the units also agreed to limi: the _iability of a which make lenders that take part An employer is not permitted to ity of the injury, aze generally
became aware they were liable lor bank that wints to foreclose on in the management of a company require an employee to pay a de- based on the idea the injured
a loss in connection with a finan- polluted prop.)rty Jointly and severally hable for ductible or coinsurance for work- worker should receive a benefit
cial guarantee policy involving Under the agreement, the Sea- cleanup costs, explained Mr Bal- ers compensation benefits, the law equal to about two-thirds of his or
four $30 million notes issued by a first Bank of San Francisco will kallan (BI Sept 3,1990) says her wages, said Roy Dominguez,
paitnership pay about $250,00€ to clean up "This is not a lender liability set- The law also states that in most chairman of the Workers, Compen-

In violation of the insurance law, prope-ty on Commencement Baq tlement, it is a prospective pur- cases an employer must notify an sation Board of Indiana
however, they did not establish near Tacoma Wash End contrib- chaser settlement, ' explained Mr employee of its intention to termi- -By Colleen Johnson
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AIG makes several management changes
Comings & goings: industry

American International Group
Inc. has announced several top

management changes.
Thomas R. Tizzio has been

elected president of AIG with re-
sponsibilities for worldwide gen-
eral insurance operations (BI, May

20). Mr. Tizzio, who joined AIG in
1967, had been vice chairman-do-

mestic general insurance.
Among other duties, Mr. Tizzio

was elected president of AIG's Do-
mestic Brokerage Division in 1985
and executive vp of AIG in 1986.

Jeffrey W. Greenberg, formerly
president of National Union Fire
Insurance Co. of Pittsburgh, Pa.,

has been named executive vp in
charge of domestic brokerage at
AIG. As head of the brokerage
group, Mr. Greenberg-who joined
AIG in 1978-succeeds Mr. Tizzio.

Before being appointed president
of National Union in 1987, Mr.
Greenberg served as president of
the North American division of

American International Un-

derwriters, AIG's overseas general
insurance marketing division.

Succeeding Mr. Greenberg at
National Union is William D.

Smith, who had been president of
the insurer's management liability
division. Before joining AIG in
1990, Mr. Smith served as corpo-
rate director of risk management
for Sears, Roebuck & Co.

Kevin H. Kelley, president of
AIG's Lexington Insurance Co.
unit, was named senior vp of the

parent company. Mr. Kelley, who
joined Lexington in 1975, will also
become chairman of Commerce &

Industry Insurance Co.
Edmund Tse was named an ex-

ecutive vp-life insurance with ex-
ecutive responsibility for coordin-

, I
"

Mr. Friedewald

I **

Mr. Puntney

ating AIG's life insurance
operations in southeast Asia, the
Philippines and Taiwan. He will
continue as president of American
International Assurance Co. Ltd.,
AIG's southeast Asian life insur-

ance unit based in Hong Kong. Mr.
Tse has been with AIG for 30

years.

R. Kendall Nottingham, cur-
rently chairman of American Life
Insurance Co., will also become a
senior vp of AIG. He has been with
AIG for more than 20 years.

In other insurer changes:
Metropolitan Life Insurance Co.

of New York announced three pro-
motions to senior vp: James A.

Valentino, in the pension division;
Judy E. Weiss, in charge of pen-
sions, corporate accounts; and Dr.
William T. Friedewald, who re-
mains the company's chief medical

Itp* 1 1 E
Mr. Liggett

vp at Frank B. Hall & Co. of Illi-
nois in Chicago.

Richard N. White elected vp
and regional manager for the
metro region of Hobbs Group Inc.
in Greenwich, Conn. Hobbs Group
is a brokerage subsidiary of
Arkwright Mutual Insurance Co.

Paul R. Wankle named area

president in Oakland, Calif., with
Gallagher Heffernan Insurance

Mr. Clark Ms. Brierre Mr. White

director.

Eric Puntney named vp and
director of marketing/under-
writing effective Aug. 1 for Econ-
omy Fire & Casualty Co., a Kemper

Group unit. He replaces George
Liggett, who is retiring after 25
years with the company.

Jim Clark named vp of Group
Insurance Services Inc. of Chatta-

nooga, Tenn, a unit of Blue Cross &
Blue Shield of Tennessee.

Agent/Broker
Linda K. Brierre named senior

Brokers, a division of Arthur J.

Gallagher & Co.

Reinsurance

Mark Rosen, deputy general
counsel with the Federal Deposit
Insurance Corp., will on June 3 be-
come managing director of Execu-
tive Re Inc. of Simsbury, Conn. Ex-
ecutive Re, a directors and officers

liability reinsurer, is a unit of
Aetna Casualty & Surety Co

General Reinsurance Corp. an-
nounced two promotions to vp: J.
Frederick Coon in Hartford,

Conn.; and Kurt G. Steinhauer in
New York.

James R. Cody joined Reinsur-
ance Alternatives Inc., an interme-
diary in Minneapolis, as senior vp.

Scott D. Moore will join Skan-
dia American Reinsurance Corp. of
New York as senior vp and chief
financial officer. He currently is
partner with Coopers & Lybrand.

Other suppliers
Michael R. Touhy named man-

aging director of the Tillinghast
division of Towers, Perrin, Forster

& Crosby Inc. Since 1989, Mr.
Touhy had been head of the Til-

linghast life insurance consulting
practice nationally.

Martin E. Segal Inc. of New York
announced five promotions to se-
nior vp: Julian K. Byron; Glen E.
Cline; Matthias F. Erieg;
Thomas R. Harter; and

Lawrence M. Singer. The con-
sulting firm also announced these
promotions to vp: Peter Bern-
stein; John J. Coyle, Roderick B.
Crane; Bonnie S. Gellas; Marvin

B. Gibbons; James Green; Jean
S. Kuhl; Virginia McGlinley;
William F. Robinson Jr.; B.
Shana Saichek.

ABBEY Home Healthcare, a pro-
vider of medical equipment and
services for home health care,
named Timothy M. Aitken presi-
dent of the Costa Mesa, Calif.-
based firm. I
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Indoor air quality
Continued lrom page 2
indoor air quality problems.

Poor indoor air quality may
present a Eroblem for up to an es-
timated 3036 of all new and remo-

deled buildings, according to Ms.
Floistad.

Poor indoor air quality can cause
sick building syndrome or build-
ing-related illnesses, both of which
may be caused by poor ventilation,
pollutants emitted inside the
building, contamination frcm out-
side sources and biological con-
tamination, according to an En-
vironmental Protection agency
fact sheet distributed to risK man-

agers at the session.

According to the EPA, symptoms
of building-related illness .nclude
coughing, tightness in the chest,
fever, chills and muscle actes that
are believed to be caused by expo-
sure to indoor pollutants. Those
suffering from BRI do not always
feel immeciate relief after leaving

the bui.ding.
Wi:h sick building syndrome,

howevzr, iccupan:s generally com-
plain c·f things like headaches, eye,
nose or :hroat irritatior, itchy
skin, dininess, nausea and diffi-
cilty concentrating, according to
the EPA. The cause of the symp-
toms is ur.known and complainants
repor: relief upon leav.ng the
building.

"That was the tig thing I heard:
'As soon as I leave the building I'm
OK,' " Ms. Floistad said, recalling
a first-hand expfrience with sick
building syndrome.

The Do uglas County School Dis-
trict o.ened its new administrative

building, conver:ed from an old
high s:hz,ol, in April 1930. The
building had beer. completely gut-
ted:rd rehabbed; only the wood
floors and stone walls remained

from the high school.
However, employees working in

tne remodeled building socn began
t) ccmplain of burning lungs, eye
irrit:tiin. inability to wear contact

Poor indoor air quality
can cause sick

building syndrome or
building-related

illnesses.

lenses End la:igue, she sail
The county Health Department

ran te.zs tiat showed a negative
reading for iarbon nonoxide but
high levels if carbon dioxide.

An :i-.vestigation was begun to
find the soirce of the protlem. In
the rreantke, Ms. Floistad said,

emplcyees wzre required to take a
five-minute break every hcur out-
side the bui.dins and a one-hour
lunch break outside the bailding,
which alleviated symptoms of ill-
ness.

The building's air luality prob-
lems FEre ev.ntually four.d to stem
from a combination of circum-

stances. Exhaust stacks that were

too short allowed air that was

leaving the building to De sucked
back in and recirculated, Ms.
Flois.ad said.

"We raised those stacks. and that
cost about $50. That cured a lot of
our problem,- she said.

Fur:hermore, workers had in-
stalled a belt on the air mtake fan

that was too large and slipped off.
As a r.sult, fresh air was not com-
ing into the building, she sa.d.

The last contributing facsor was
environmental. Ms. Floistad

showed the audience a picture of
the administration building, be-
hind which loomed a large rock
structure that gives the city of Cas-
tle Rozk its name.

Be:ween the rock and the ad-

ministration building are train
tracks that carry as many as 100
trains a day, Ms. Floistad said. The
exhaust fumes from the locomo-

tives are unable to dissipate be-
cause of the huge rock wall, which
compounded the building's venti-

.
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lation problems.
While the causes of the air qual-

ity problem were eventually disco-
vered, the school district faced 19

worker compensation claims and
$6,500 in investigation costs.

"We have been reimbursed by
our general contractor for part of
our investigation costs," Ms. Fois-
tad said.

While the Douglas County
School District's problem "was a
regular everyday ventilation prob-
lem," according to Ms. Floistad,
the city of Westminster, Colo.,
faced a more exotic problem.

After opening a new swimming
pool complex, lifeguards began to
exhibit signs of building-related
illness, explained Pierrette E. Ray,
the city's risk manager.

Whereas the Douglas County
school employees reported almost
immediate relief upon leaving the
administration building, the life-
guards only found relief after two
or three days away from the pool.

Westminster had constructed the

pool facility because it had
"wanted to do something that
would set us apart from other
cities in Colorado," Ms. Ray said,
who was not risk manager at the
time.

The facility is based on "leisure
pools" common in Europe and
Canada. The pool area is comple-
tely enclosed with permanent glass
windows.

The complex includes a deep
pool with rope swing and diving
platform, a large recreational pool
and a play pool. There are also two
large saunas and a sun deck out-
side for sunbathers, Ms. Ray said.
Special features include a 72-foot
water slide in the recreational

pool; a smaller slide in the play
pool; several water falls that con-
nect the three pools and are part of
the pool complex's water circula-
tion system; and fan and mush-
room sprays set in the pools.

These "water features made the

pool unique but were also part of
our problem," Ms. Ray said. "The
pool was a huge success with all
kinds of utilization; therein was
also part of the problem."

From the beginning, the air in
the building was "thick, heavy and
smelled like chlorine," Ms. Ray
said.

Soon the lifeguards began to
complain of congestion, difficulty
breathing and aching muscles. The
city's workers compensation doc-
tors could find nothing wrong with
the guards.

After several days away from the
pool, though, the symptoms would
disappear.

Finally the ailing lifeguards were
diagnosed with hypersensitivity
pneumonitis, a rare allergic reac-
tion, Ms. Ray said. In fact, the con-
dition is often referred to as

farmer's lung, since farmers who
have inhaled moldy hay dust are
the most common patients, she
said.

The pool had to be closed. "This
was a multimillion-dollar facility
that had been paying its way. We
closed it, and our income dropped
right away," Ms. Ray said.

The pool area subsequently was
found to have ventilation problems
that were repaired at a cost of al-
most $400,000.

However, two months after the

pool reopened, 17 lifeguards-15 of
them new employees-began to
complain of the same symptoms.

"Clearly our problems were not
just related to air," said Ms. Ray.

All 17 employees were diagnosed
as having contracted or being
likely to contract hypersensitivity
pneumonitis.

Finally, experts concluded that
the pool's filtration system was
"grossly undersized," allowing
bacteria and cell bodies free to
float in the water and into the

water falls, slides and sprays.
"The drops from the sprays were

just the size for inhalation into the
lungs," Ms. Ray said.

Continued on page 14



Congratulations,

Arnold L. Davenport

on the recognition

by Business Insurance
of your work as

Risk Manager of Marriott Corp.

We have enjoyed our association

with you, and

we wish you continued success
in the future.

Crawlard
CRAWFORD & COMPANY
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Indoor air quality
Continued from page 12

Now the city plans to install a
new filtering system that should
solve the problem.

However, in the meantime, it has
faced 82 pool-related workers
compensation claims, $153,369 in
Costs to investigate the problem
and $500,000 in remediation costs.

The pool is still not open.
When all is said and done, the

city expects the combination of in-
adequate ventilation and filtration
to cost $2.5 million to $3 million,
she said.

The project's contractors have
been notified of the city's intent to
file suit for damages.

PRIMA names

new directors

at conference
ATLANTA-About 1,400 people

attended the 12th

annual Public Risk

i rima conference, held
Management Assn.

i||||||||| Attendance wasMay 12-15 in At-
lanta.

up slightly from

1,300 last year, ac-
cording to PRIMA. Also, 112 exhi-
bitors displayed their wares in the
exhibit hall at the Atlanta Hilton

& Towers Hotel, up from 98 exhi-
bitors a year ago.

During the conference, PRIMA
announced its 1991-93 board of

directors.

Michael Burch, risk manager of
Larimer County, Colo., was elected

president, succeeding Tom Phil-
lips, risk manager for the city of

Santa Monica, Calif. (see story,
page 23).

Larry Weston, executive director
with the Water & Sewer Insurance

Pool in Issaquah, Wash., will take
over as PRIMA's vp of Region 2,
the Northwestern states. He re-

places Mr. Burch.
Annese Ashton, risk manager for

Genesee County, Mich., will take

over as vp for Region 3, the Mid-
western states. She replaces Stan-

ley Fayne, director of safety and
risk management for Oakland
County, Mich.

Elizabeth Puddington, executive
director of the New Hampshire
School Boards Insurance Trust,

takes over as vp of Region 4, the
Northeastern states. She replaces
Corey Stein, risk manager for the
city of Harrisburg, Pa.

Piper Price, assistant director
with School District R-12 in

Springfield, Mo., takes over as the
at-large vp. She replaces Rita Con-
stantino, business manager for the
Oxford Public School District in

Oxford, Conn.

Remaining on the board as vps
are: Jim Garrison, risk manage-

ment administrator for the city of
Phoenix, representing Region 1;
Fred Marshall, risk administrator
for the city of Winston-Salem,

N.C., representing Region 5; and
Mary Wheeler, risk manager for
the Albuquerque, N.M., public

school district, representing Re-
gion 6.

Richard Maddalena, administra-

tor of the Special District Risk
Management Authority in Sacra-
mento, Calif., was named the new

president of the PRIMA pooling
section. He replaces Dubravka Ro-
mano, associate executive director
of the Texas School Services Foun-

dation in Austin.

Next year's PRIMA conference is
scheduled for May 17-20 at the
Disneyland Hotel in Anaheim,
Calif.

For more information, contact

Lynne Armstrong, Manager of
Meetings and Conferences, PRIMA,
1117 N. 19th St., Suite 900, Arling-
ton, Va. 22209; 703-528-7701.

-By Michael Schachner

From a workers compensation
standpoint, indoor air quality
problems are becoming more sig-
nificant, Ms. Floistad said. "Risk

managers need to educate them-
selves. Knowledge is the best de-
fense," she said.

Risk managers should be "ex-
tremely specific in contract lan-

guage about what you're looking
for in specifications," said Ms.
Ray.

Definitions of terms should be

very clear as well, she added.
For instance, "what does six air

changes per hour mean? To me it

means a complete change of out-
side clean air with inside air. To a

contractor, it may mean a complete

shift of air from the top of the
room with air at the bottom of the

room," Ms. Ray explained.
The session was moderated by

Eunice Brown, risk manager
for the Cuyahoga County Board
of Mental Retardation and Dev-

elopmental Disabilities in Cleve-
land. I
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Information on air quality problems
By SARA J. HARTY

ATLANTA-A rash of unex-

Illima cl:iacesheoard::t:e k SS% Scu.
|||||||||| Pierrette ERay, risk manager of

pants of a single building should be
a tip-off to a possible air quality
problem, say two risk managers.

the city of Westminster, Colo., and
Sharon E. Floistad, risk manager of the Douglas
County School District in Castle Rock, Colo., spoke
of their personal experiences with "sick" buildings
at the Public Risk Managers Assn. conference ear-
tier this month (see story, page 3).

Risk managers who believe they have an indoor
air quality problem or would like more information
on the subject may wish to consult the following
sources:

• The Environmental Protection Agency, Public
Information Center, Mail Code PM-211B, 401 M St.
S.W., Washington, D.C. 20460.

The EPA has published a variety of fact sheets on
sick building syndrome and indoor air quality.

• The National Institute for Occupational Safety
and Health, 4676 Columbia Parkway, Cincinnati,
Ohio 45226,

NIOSH publishes a step-by-step guide for indoor
air quality investigations.

• The American Society of Heating, Refrigerating
& Air Conditioning Engineers, 1791 Tullie
Circle N.E. Atlanta, Ga. 30329.

ASHRAE has published voluntary standards for
indoor air quality.

• Solar Energy Research Institute, 1617
Cole Blvd., Golden, Colo. 80401-3393; 303-398-
1520.

• National Jewish Center for Immunology and
Respiratory Medicine, Dr. Cecile Rose or Dr. John
Martyny, 1400 Jackson St., Denver, Colo. 80206;
303-398-1526.

Dr. Rose was the physician who finally diagnosed
the hypersensitivity pneumonitis of the city of
Westminster lifeguards.
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You know what self insurance costs you
Whether your self insurance program is

voluntary cr involuntary, you have to be prepared
for what lies ahead.

AM-RE MANAGERS can help you plan for
flure liabil ties now We have professionals who are
t-ained to identify potential problems and look
beyond the obvious. We will put together a team
of specialists to focus on concerns 11<e unrecove--

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

No matter what your business is, we'll make
it our business to help. For more information, call
AM-RE MANAGERS.



Playground safety tips
Knowing how kids play enhances loss prevention: Expert

By SARA J. HARTY

ATLANTA-Understanding that
children don't al-

ways play the way

111.imi crtszte:113ys
||||||.| For example, one

toward making play-
grounds safer.

child will sit on a

playground swing
seat while, at the same time, an-
other will stand on the same seat.

To an adult, this is an example of
"misuse," but the thing to remem-
ber is that "kids don't play exactly
in the fashion we would like them

to," said Frances Wallach, president
of Total Recreation Management
Services Inc. of New York.

Ms. Wallach spoke on playground

safety at the 12th annual Public Risk
Management Assn. conference earlier
this month in Atlanta.

Playground safety guidelines
should virtually eliminate this par-
ticular problem by calling for soft
belt swings that serve the dual pur-
pose of making it nearly impossible
for two children to ride on the same

swing. In addition, a soft seat will
cushion the blow if a child is hit in

the head by a swing.
Another problem in "all play-

ground settings is that we are see-
ing children younger than the de-
signated age playing on that
equipment," Ms. Wallach said.

Good equipment can become a
hazard when it is used by children
too young or too old for it, she said.

The idea that "parents make good
supervisors" is one that requires

f r

some thought as well, Ms. Wallach
said. She said that often parents can
be seen encouraging their children to
misuse the equipment. For example,
Ms. Wallach projected a photo-
graphic slide that pictured an adult
helping a toddler to climb up a slide
instead of sliding down it.

"Repair, replace or remove" da-
maged equipment, Ms. Wallach
stressed. Otherwise, children will
find a way to enhance their play
with the damaged equipment.

She told of a child who seriously
injured himself on a damaged piece
of play equipment. Instead of repair-
ing the equipment, sawhorses were
placed around it. Ms. Wallach noted
that for adults, a sawhorse may mean
to stay away, but for children they
are simply additional pieces of
equipment on which to play.

4 9

Another child was seriously in-
jured by the same piece of equip-
ment within the week, she noted.

Another slide projected by Ms.
Wallach depicted a playground slide
that had not been completely re-
moved, leaving the ladder still stand-
ing. To prevent play on the freestand-
ing ladder, trash cans had been tied
to the top of the ladder.

Ms. Wallach observed dryly that
the play possibilities for children
were rather obvious.

Besides proper care of equipment,
Ms. Wallach said that other play-
ground safety problems that risk
managers must address include:

• Surfacing. Hard surfaces are a
a major reason for serious injury,
she said. However, the American
with Disabilities Act requires access
for disabled children and many soft
surfaces are difficult to traverse in a

wheelchair or on crutches.

• Remembering that any modifi-
cations in playground equipment can
lift responsibility from the manufac-
turer.

;f
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• Trees located on or at the edge
of a playground should be pruned
up to a height of seven feet. Ms.
Wallach showed a picture of tree that
had branches all the way to the
ground. A little boy lost an eye when
he ran into one of the branches.

Risk managers do not have to be
told that attitudes toward respon-
sibility for accidents have changed,
Ms. Wallach said.

She noted that after she had bro-

ken an elbow at a local playground
as a child, "the first thing my mother
did was hit me because at that time,
the attitude was, 'if you're playing on
the playground, you should certainly
be able to take care of yourself.' "

That is no longer so. Now if a
child breaks an elbow at a play-
ground, there is no doubt that he
would have been a major league
pitcher and a lawsuit will follow,
she said.

However, risk managers can take
several steps to guard against such
litigation. For example, recreation
departments should unfailingly use
waivers or hold harmless agreements
when sponsoring potentially hazard-
ous activities, advised Robert K.

Bush, an attorney with Ancel, Glink,
Diamond & Cope, a firm in Chicago
that specializes in public entity de-
fense.

Mr. Bush spoke at another session
at the PRIMA conference.

Besides serving to make sure that
the participant or his parent is aware
of the potential hazards, these con-
tracts can shield against liability for
an accident, he explained.

Adult participants without a men-
tal handicap can sign their own
waivers, while parents should sign
for minors, he said.

Waivers of liability that are some-

times printed on the back of tickets
to an event are not likely to be en-
forced by the courts. Such a waiver,
though, "helps in negotiating" a set-
tlement, he said.

As to how long a signed waiver
should be kept after the activity con-
cludes, "forever is a good time," Mr.
Bush said, half-jokingly. He added
that the waivers must be kept for at
least a year or two after the statute of
limitations has run.

Warning signs are another tool that
can be used as a first line of defense

should an accident occur, he said.

Not generally needed for open bodies
of water or other obvious hazards,

warnings are needed for hazards that
may be unknown.

Signs must be reasonably detailed
with warnings of particular risks, Mr.
Bush said. For example, "A 'no div-
ing' sign is not sufficient if there are
hazards underneath the surface that

you know about," he said. That sign
should also include the fact that sub-

merged rocks or undertows are pres-
ent.

Keven 0. Marks, loss control man-

ager for the Park District Risk Man-
agement Agency in Wheaton, Ill., said
a good warning sign should:

• Include the word DANGER pro-
minently printed across the sign.

• State the unacceptable activity.
A sign that says "No sledding"
clearly states what is prohibited.

• Contain an explanation of con-
ditions making the activity unaccept-
able. Sledding may be banned be-
cause there are "too many trees."

• Include a list of potential con-
sequences. For example, someone on
a sled could hit a tree and break

his or her neck or arm.

• A graphic example of an acci-
dent occurring. In this case, a per-
son on a sled can be shown hitting
a tree head-first.

The session was moderated by An-
nese Ashton, risk manager for Genes-
see County, Mich.

Arthur H. Mittelstaedt Jr., a safety
consultant with Ward Associates in

Ronkonkoma, N.Y., and Kenneth
Kutska, superintendent of parks and
planning for the Wheaton Park Dis-
trict in Wheaton, Ill., also spoke at
the session featuring Ms. Wallach.
That session was moderated by Betsy
R. Kutska, executive director of the
Park District Risk Management
Agency in Wheaton. I
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Police liability
Continued from page 3

• A complete program of policies
and procedures. "You have to have
these. There are no short cuts," Mr.

Gallagher asserted.
Policies are usually formal writ-

ten rules. They are formal when is-
sued by the police chief, but they
become informal when modified by
supervisors, he noted.

"You need policies for every lit-
tle thing you do," agreed Richard
Shaffer, police chief for the city of
Harrisburg, Pa., in another session
during the PRIMA conference.
"Whether it be in the use of fire-

arms, foot pursuit or vehicle opera-
tion, you must have written policies
governing the procedures."

• Training. "You have to train
your people in departmental policies.

Officers do go through the academy.
but they don't come out with an un-
derstanding of your department's po-

licies," Mr. Gallagher said.
"For example, a shooting case can

become a problem-not because the
officers lacked the skills to fire their

weapons properly, but because they
wei'en't trained as to when to shoot,"

he explained.
"You can't have police on the street

with a gun or performing a high-
speed chase when they haven't com-
pleted proper training courses. We
wouldn't have pilots flying airplanes
under the promise that they'll soon
be attending flight school," Mr. Gal-
lagher said.

• Supervision and discipline. Offi-
cers who commit egregious acts do
not feel that they will be held penso-
nally responsible, Mr. Gallagher said.

"Often, the police department
doesn't feel pain or loss in a law-
suit. Change your policy so that the

officers know that they'll be held
directly responsible for what they do
on the street," he advised.

Supervision and discipline, "com-
bined with policy and training, is
your defense in court," Mr. Gallagher
said.

"If you have clearly written poli-
cies, training and supervision, you
can control a case. You can't con-

trol a robbery or a high-speed car
chase at 2 a.m., but if you have done
everything else, it forces the plaintiff
to fight you based on the incident
only, rather than on five fronts."

"If you have policies and train-

ing, the chief, the department and
the city are much better protected,"
Mr. Shaffer agreed.

• Review and revision. Risk man-

agers and police department heads
must pay close attention to police lia-
bility lawsuits filed locally or nation-
ally, court decisions and any new
state or local statutes that affect law

enforcement and adjust their policies
and procedures accordingly, Mr. Gal-
lagher urged.

• A legal adviser, who does not
necessarily have to be the city at-
torney.

Mr. Gallagher recommended that

the public entity responsible for a
law enforcement body employ a full-
time specialist knowledgeable about
police work who would advise the
chief and city attorney after an inci-
dent, handle post-incident press rela-
tions and be a liaison between the

department and a plaintiff.
"This specialist should be able to

offer advice, but not necessarily legal
counsel. Many city attorneys just
don't understand police work," Mr.
Gallagher said.

A problem in implementing the
program often develops, though, be-
cause many risk managers cannot es-
tablish a partnership with the police
chief and the department's other
ranking officers, according to Mr.
Gallagher.

"Hopefully, the relationship be-
tween the police department and the
risk manager is good," Mr. Shaffer
said. "But if the chief is not open to
communication, then the risk man-

ager should go straight to the mayor,
who is likely the only one who'11 be
able to change the police chief's
mind," he said.

"But don't start out by trying to
stuff your risk management program
down the throat of the police chief,"
Mr. Shaffer warned. "You have to re-

member that cops aren't risk manag-
ers-they're police officers, and they
don't know your lingo and speech."

In developing a liability manage-
ment program, departments should
study the programs in place at sim-
ilar police departments around the
country and use them as models, Mr.
Gallagher advised.

"Try to identify five departments
that you would call leaders. Exam-
ine their leadership, training courses
and values and employ them for
yourself. There are plenty of very
good police departments out there--
they just have to be identified," Mr.
Gallagher said.

Mark Wilson, risk manager for the
city of Plano, Texas, moderated the
session at which Mr. Gallagher
spoke.

Valerie Harrington, risk manager
of the city of Etobicoke, Ontario, mo-
derated the session at which Mr.

Shaffer spoke.
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Fire departments urged
to adopt safety rules

By MICHAEL SCHACHNER

ATLANTA-Fire departments

looking to develop
a Yc,rmal safety pri-

111.illl/ 'Jational Fire

gram should look to

|||||||||| specialist recorr-
Prctection Assn.

mxiel for guidance,

a ross prevention

mends.

"All fire departments should
keep a safety and nealth olan up -:o
date based on ICPA 1500," as-
serted Jonathan K.pp, Poss preven-
tion manager witR rhe Compensa-
tion Funds of New Hampshire -n
Bow, N.H.

Mr. Kipp, speaking earlier this
month at the 12th annual Public

Risk Management Assn . conferen ze

6 6Mid-sized businesses

can use some big-league
insurance help right now"

On top of it all are new FASB accounting
rules covering health care benefits for
active and retired employees. Most
companies haven't gathered the data
needed to comply, which puts another
financial strain on mid-sized operations.

Big companies have people to deal With
such problems. Mid-sized businesses
usually don't.

That's why they need someone like us.
Wemaybeglobal,butweknowwhat

makes a smaller business tick.
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AISKAND INSURANCE MANAGEMENTSERVICES: EMPLOYEE BENEFIT CONSUCTING WORLDWIDE.

in Atlanta, emphasized that the
Quincy, Mass.-based NFPA's Code
1500 is probably the best written
foundation for creating a fire de-

partment safety program. Drafted
in 1987, the code is currently being
revised.

Using these guidelines as a
framework, fire departments can
set their own individual safety

agendas, depending on character-
istics like size and location, Mr.

Kipp said.

"NFPA 1500 is good because it's
not a canned safety program. It's

a framework for establishing what
you ought to do, and you really
need a safety program. So much of
our focus has been on how to pro-
tect the citizens, and the firemen

are put second.
"Firefighters mostly get hurt like

(workers in) any other industry.
Only 20% of their injuries come

from battling fires. The remainder
come from contact with objects,

slip and fall instances, and other
things," he noted.

Mr. Kipp outlined some key ele-
ments of NFPA 1500's fire depart-
ment safety program:

• Departmental administration

must develop a safety policy state-
ment.

"This is top management's com-

mitment to the program. Without it
you're doomed to fail," said Mr.
Kipp.

• When training and educating
firefighters, department safety
managers must make certain that

all live fire training sessions are
safe.

"For example, in a breathing ap-
paratus drill, you don't want
smoke-generating devices putting
out toxic smoke," he said.

• Safety must be taken into ac-
count when operating all vehicles
and equipment.

"This sounds general, but it
means a lot," Mr. Kipp said. "In all
situations, riders on fire trucks
must be seated and belted. And in

many states, the drivers of those

trucks are exempted from having
to obtain a commercial operators'
license, so it's imperative that they
at least get proper training in
operating the vehicles."

In the area of protective clothing

and equipment, "this is your last
line of defense so everything must
fit securely and be issued indivi-
dually. You don't want generic

gear like some departments had for
quite a while," said Mr. Kipp.

• During emergencies, it's im-
portant to have a formal "incident
management system" as well as a

"personnel accountability system."
"You certainly don't want to be

walking away from a fire think-
ing all is well only to find out that
one of your men is unaccounted

for," Mr. Kipp said.
• All firefighters should be in

good physical condition.
To ensure firefighters are in good

shape, pre-placement physical
screenings and follow-up evalua-
tions are a good idea, he said.

"This is a hard-sell to the unions,

but we're moving forward. You
don't need a set timetable for eval-

uations because it depends on age
and physical condition. You can
even have a staff doctor doing the

evaluations, especially if the doc-
tor knows the firefighters and their
lifestyles and work-related haz-

ards," Mr. Kipp pointed out.
"You would think that fire de-

partments have had safety pro-
grams forever, but in most cases
that's not true," he said. "Always
remember that the best way to get
a firefighter's name into the news-
paper is to have him get hurt or
killed. We have to quit that."

Thomas LoPizzo, director of

group services with the Vermont
League of Cities & Towns in Mont-
pelier, moderated the session. I



By SARA J. HARTY

ATLANTA-The public and
physicians would

Ill.illill a "massively res-
be better served by

tructured" health

care system, says a
proponent of na-
tionalized health

care.

Under the cur-

rent systenn, costs are out of con-
trol and many people do not have
access to health care, said Dr.

Henry S. Kahn, associate professor
at Emory University School of
Medicine in Atlanta and chairman

of the Georgia Chapter of Physic-
ians for a National Health Pro-

gram.

However, a Canadian-type, sin-
gle-payer system is "undesirable
and, more importantly, not feasi-
ble," said Dr. Alan R. Nelson, the
immediate past president of the
American Medical Assn. in Chi-

cago

"One of my Canadian colleagues
says, 'Fast, good, cheap. You can
have any two of the three but not
all three,' " Dr. Nelson said.

In Canada, "they have good and
cheap, but often not fast," he said.

But, Americans "have different

expectations and certainly have a
different relationship with their
government," Dr. Nelson observed.

"Americans don't like to stand in

line. They'll sue before they'll
queue," he joked.

The two doctors debated the pros
and cons of a national health care

system earlier this month at the
12th annual Public Risk Manage-
ment Assn. conference in Atlanta.

Dr. Kahn noted that there are 37

million people without health in-
surance in the United States and

that 20 million to 40 million more

Americans are so underinsured

that they risk poverty if they were
to suffer a serious illness.

Still, health care represents 12%
of the U.S. gross national product,
he said. "We are seeing rationing
in the presence of abundance, not
rationing in the presence of scar-
city."

Dr. Kahn said a national health

care system should:
• Provide universal and compre-

hensive coverage.
• Preclude hospitals from charg-

ing patients admission fees. Hospi-
tals would be compensated on a
lump sum basis for their operating
expenses.

• Preclude all out-of-pocket ex-
penses for health care recipients.

• Provide for system adminis-

Doctors debate future of health care

NOTICE

The City of Wilmington shall
entertain proposals for an up-

grade of its R.M.I.S. Pro-
posed system configuration

I should address 8 or more

users, compatability with our
native PICK Payroll System,
and flexibility to migrate to a
UNIX environment. Applica-
tion desired include claims,

benefits, and insurance policy

management. Completed pro-
posals are due by 3:00 p.m.
on June 15, 1991. For a for-

mal R.F.P. contact:

Raymond J. O'Donnell
Risk Manager

City of Wilmington
800 French Street

4th Floor,
Risk Management Division

Wilmington, Delaware 19801

(302) 5714445

tration by a public or quasi-public
institution.

• Guarantee accountability to
the public.

However, Dr. Kahn conceded

that the Canadian system is not
perfect: Canada has the second
most costly health care system in
the world, at 8% of GNP.

Dr. Nelson said that, "at its best,

the U.S. health care system is un-
surpassed."

"Few Americans would choose to

have a serious illness treated else-

where," he said.

However, Dr. Nelson acknow-

ledged that he is "starting with the
assumption that the status quo is
not desirable."

To have more than 30 million

uninsured Americans is a disgrace
for a country as wealthy as the
United States, he said. No woman

should go through pregnancy with-
out prenatal care, and no child
should be without necessary im-
munizations, he said.

In addition, health care costs are

unacceptable and must be lowered,
Dr. Nelson said. "Cost contain-

4

Amwest Underwriters

ment dominates our thinking, and
it should," he said.

However, in the country's
media-driven society, "miracles
are heralded but never with a fis-

cal note," Dr. Nelson said.

People who can pay for health
care should pay, said Dr. Nelson,
who supports keeping-but im-
proving-the current health care
system.

"Significant change, not just tin-
kering, is not only necessary but it
is desirable," Dr. Nelson said.

Among other reforms, the AMA

Other

supports:
• Expansion and improvement

of Medicare.

• Increased employer-provided
insurance.

Tax credits should be given to
small employers so they can afford
to offer health insurance to their

employees, said Dr. Nelson, adding
that two-thirds of uninsured

Americans are employed.
• Tax law changes that would

allow individuals to establish indi-

vidual retirement accounts for

Continued on next page
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National health
Continued from preuious page
health care.

Dr. Kahn and Dr. Nelson also

agreed that hospital and physici an
administration costs are driving up
overall health care costs.

In the United States, there may
be two clerks handling one physic-
ian's administrative work at an av-

erage of one hour per transaction,
Dr. Kahn said.

In Canada, with its single-pa>er
national health system, one clerk
can handle the administrative

work for eight physicians at an :v-
erage of three minutes per transac-
tion, he said.

Dr. Nelson suggested that one
way to ease administrative costs

under the current U.S. health sys-
tem would be to develop a st:n-
dard claim form.

The session was moderated by
Mary Lou Emmert, risk and bene-

fits manager for Monterey County,
Calif. I

Not all public entities need TPAs
But other entities can benefit from adm

By MICHAEL SCHACHNER tic,1 your dollars," said Sherry R.
Rynders, administrative services

ATLANTA-Public entities that director with the city of Fort
manage :heir own Myers, Fla., during a session on

111.ima
claims have more 12th annual Public Risk Manage-

liability and work- hcw sell-insured public entities
ers compensation sh)uld manage their claims at the

 can bemore flexi- claims yourself? It allows you to

control over their ment Assn. conference in Atlanta.

claims dollars and 'So why not also manage the

ble than if they use accurately set your loss reserves,
a third-party ad- ard if you want to change any-

ministrator, according to a munici- thing in-house, you can do it with-
pal administrative specialist. oz:t having to make any contract

However, quality TPAs can pro- changes with a TPA," Ms. Rynders
vide specialized expertise in the said.

areas of state regulation and But O.lie L. Darmon: assistant
claims data analysis that many vT with Sedgwick James of Geor-
self-administered entities io not gia Inc. in Atlanta, insisted that
have, counters an executive with most TPAs are flexible and can

a large third-party administrator. wirk to the advantage of the pub-
"You self-insure to tetter zon- lic entiti because they offer per-

inistrator's expertise, data analysis
1

It projects a better
image if a city, not
a TPA, is in control

of taxpayers' money,
says Ms. Rynders.

formance guarantees and access to
comprehensive data bases.

In advocating self-administra-
tion of claims, Ms. Rynders said
this method allows a public entity
to save TPA fees and use the sav-

ings to bolster its internal claims
staff.

In addition, she said self-admin-
istration eliminates common con-

flicts that arise between the self-

Weknowwhat
attracts associations.

*Dividends cannot be guaranteed and can only De paid upont
declaration by the companyb board of directors in its sole discretiol.

=mm. \.0. 1

Over the past 20 years, Royal's
Business GuardSM plans have
been providing innovative,
custom-tailored property-
casualty coverage for groups as
diverse as commercial printers,
radio common carriers, televi-
sion and radio broadcasters

and beverage distributors.
We can structure a program,

market it and manage it on a
national, regional or state level.

And we do it with a country-
wide network of branch offices

or through the convenience of
centralized underwriting for
eligible national programs.

Business Guard also features
a valuable dividend plan.*
So with Royal's track record of
more than 160 affinity group
programs already in place, the
pull for associations has never
been greaten

For more information, drop
us a line at RO. Box 2488, Suite
300, Charlotte, NC 28247
(Attention:A.G.M.).

And see why associations
find us so magnetic.

aw Royal Insurance

insured public entity and its out-
side administrator.

"How often do you disagree with
your TPA?" she asked the audience
at the session. "There are cases

when you want to fight the claim
and the TPA just wants to settle it.
If you pay it just to avoid a battle
with the TPA, the word gets out
that your town rolls over on
claims," Ms. Rynders said.

"This is the taxpayers' money
you're sending out the door, and it
projects a better image if you, and
not a TPA, are in control of it,"
she said.

Ms. Rynders also maintained
that TPAs occasionally can be the
cause of image and communica-
tions problems within a municipal
entity.

"It's so much easier to get a rap-
port going with your attorney if
there is no TPA interference. And,
without the TPA you get a straight
answer," she noted. "Also, you
have to pay attorneys' fees every
time the TPA talks with a lawyer."

Employees also seem to be more
open with internal claims person-
nel than with TPA employees, Ms.
Rynders said. "They report a lot
more because they know the infor-
mation is not leaving the house."

Accountability is another advan-
tage to self-administration, Ms.
Rynders said. "With internal
claims management, you have no-
body but yourself to blame if some-
thing goes wrong. "

But Sedgwick James' Mr. Dar-
mon countered that most large
TPAs must purchase errors and
omissions coverage as part of their
contract with the self-insured cli-

ent. "If the TPA messes up, you're
covered, so I don't know why you'd
want to take the blame for a mis-

take," he said. "If you're not get-
ting this coverage as part of your
contract, you should-or you
should consider switching TPAs."

And Mr. Darmon said TPAs have

an incentive to do the best job pos-
sible. That incentive, he said, is
profit.

"We want a long-term relation-
ship with the client," Mr. Darmon
said. "That's why we're contin-
ually training our people and of-
fering performance standards
where we are accountable for our

work," he said.
In addition, Mr. Darmon ques-

tioned the self-administered en-

tity's ability to deal with regula-
tors and the courts.

"Compare our experience in pro-
cessing and managing claims to
that of a town that handles only a
few hundred claims per year. If
you handle 15,000 workers com-
pensation claims per year like we
do, you get to know the judges, at-
torneys and doctors. You know the
lawyers that are good as well as the
ones that are bad. You know which
attorneys want to settle claims and
which ones don't," Mr. Darmon
said.

Mr. Darmon also said TPAs are

equipped with the technological
ability to help their clients con-
trol costs better.

"We shoot to provide the holistic
package, where you're not charged
for every little thing we do. We
have the computer system neces-
sary to analyze claims data. It's not
a static system. It's constantly
being updated to meet various cli-
ent needs. If the data fields are

there, you can do with it what you
like," he said.

Mr. Darmon acknowledged,
however, that hiring a TPA is not
the correct choice for all public en-
tities. "If you're a small town or (a
member of a pool) of some sort, you
may not need our expertise."

William Knickerbocker, risk
manager for the Kansas City, Mo.,
city school district, moderated the
session. I
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strong independent insurance agencies to ioin

us as affiliates, and then leave them free to

continue their winning ways. Except, of course,

in matters where we can help them succeed

even further.

The main strength of this strategy revolves

around the matter of security Financial peace

After a little while,
our affiliates begin
to notice a change

in their books.

of mind, to be precise. Backed by the resources

of a national organization, not to mention the

economies of scale that go with it, agents

suddenly find themselves free to concentrate

on what they do best. Bring in new business.

Add to this a vast network of expertise

as well as access to new product lines, and

their attraction to existing and prospective

clients soon becomes even greater Allin all,

the service which they are able to offer is not

only expanded, but made more efficient. And

that, for our affiliates, is really the bottom line.
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Risk managers or party poopers?
Special event planners often overlook hazards

By SARA J. HARTY

ATLANTA-Analyzing the risks
posed by municipal
special events can

111.illa cult by the nature

be made more diffi-

||11|111|| tial for accidentsof the event, but

risk managers can
mitigate the poten-

and liability with
careful planning, a special events
consultant says.

"There are a lot of people in-
volved in special events who don't
have a clue about risk manage-
ment. On the other hand, many risk
managers don't know much about
special events. Somehow the two
must be integrated," said Alex-
ander Berlonghi, president of
Event Risk Management in Dana
Point, Calif.

Marketers and planners of spe-
cial events sponsored by public en-
tities-like concerts, art fairs and
fireworks displays-are often en-
thusiastic, yet uneducated, about
potential problems, making risk
managers "the party poopers of
events," said Mr. Berlonghi dur-
ing the 12 th annual Public Risk
Management Assn. conference,
held May 13-15 in Atlanta.

Special events are characterized
by generally tight budgets-many
don't actually receive any revenue
until the day of the event-and
they are time- and deadline-
oriented, Mr. Berlonghi said.

This makes accidents more likely
to occur in the frenzied hours just
prior to the start of the event, he
said.

Analyzing the risks posed by
these events is complicated by the
fact that six months prior to an
event there typically are only two
or three planners involved but, as
the event approaches, the number
of people involved grows rapidly,
he explained.

Many of these people working on
the event-like ushers, mainte-
nance personnel and security
guards-don't show up until the
day of the event and "may know
about as much (about the risks of
the event) as the people attend-
ing," Mr. Berlonghi said.

Risk analysis prior to the event is
also made more difficult by the
lack of structures or equipment on
the premises prior to the day of the
event.

"You don't see the fences and

scaffolding," and you may not even
know all the equipment and types
of vehicles that will be present on
the day of the event, Mr. Berlonghi
said.

One way to keep on top of unseen
risk factors is to use "countdown

meetings," he said.
All persons in charge of different

aspects of the event-be it security,
scaffolding or stages-are gathered
together. Each one is given three to
five minutes to report on what has
been done, what needs to be done
and what each group is waiting
for to complete its assignment.
There is no discussion, just a report
of the facts.

By scheduling the meeting for at
least half an hour longer than it
should take and ending it early, the
organizer can then tell the com-
mittee members, 'We've got a few
minutes; why don't you work out
some of the loose ends with each
other,' " he said.

"This is an excellent way of
finding out the risk factors," Mr.
Berlonghi said. He suggested hold-
ing at least two regularly sche-
duled countdown meetings prior to
an event.

Mr. Berlonghi cautioned against
making generalizations about risks
at certain types of events. "There

have been riots at art fairs and

hundreds of rap concerts where
nothing happened," he said.

"Security for an event is more
like security for a war. As people
move from one area to another, the
police must also," he said. "You
want to manage crowds so they
have a good time."

Ushers, maintenance people,
parking, traffic control, lost-and-
found stations and sanitation faci-

lities are all aspects of crowd man-
agement, he explained.

On the other hand, when security
says, 'Tm sorry, that goes beyond
what you can do at our event; ei-
ther stop or leave"-that's crowd
control. he said.

"Volunteers are terrific at events

because they save money, but they
are also a liability," Mr. Berlonghi
said.

It is important to not let volun-

teer ushers or maintenance people
take on the job of crowd control, he
said, because their lack of training
could lead to dispu:es with atten-
dees and liability for organizers or
sponsors. Ushers' duties should be
restricted solely to crowd manage-
ment, he said.

Mr. Berlonghi ncted that some
cities give ushers hats to wear. If
an usher takes his hat off, that can
be a sign to the security staff that
assistance is needed he said.

An example of good events plan-
ning is evident in Santa Monica,

Calif., where the 4th of July fire-
works celebration is actually held
by "The Dawn's Early Light," Mr.
Berlonghi said.

Since the fireworks display is
held so early in the morning, the
event is "more family-oriented,
and crime is less of a problem.
Also, traffic is less of a problem
that early in the morning," he ex-
plained.

The session was moderated by
Ken Horner, director-risk services
for Cities & Villages Mutual In-
surance Co. in Brookfield, Wis. I
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Communication fuels benefits program
By MICHAEL SCHACHNER

ATLANTA-Because employee
benefits will con-

itrillia The biggest and
inue to be one of

|||||||||| benefit communi-
most costly work-
place issues of the
1930s, effective

vation is becoming
more and more im-

portant.
"Employee benefits are a bigger

issue in the 199)s :han they were in

the.19805. but that doesn:t mean

the challenge of providing and
communicating cost-effective ben-
efits is less difficult," said Mary
Garneau, director of benefit com-
munications with Buck Consul-
tants Inc. in Atlanta.

Ms. Garneau, speaking earlier
this month at the 12th annual Pub-

lie Risk Management Assn. confer-
ence in Atlanta, said that it is
prime tims to let employees know
exactly what benelits they're enti-
tled to and how those benefits fit

into a public entity s overall

operating plan.
'In tbe 1980s we talked in a vac-

uum with only a few people within
a ·company understanding the ben-
efit plans. Now, .t's time to let it
sink into the general population."

When communicating employee
benefit programs to workers, em-
plcyers have to use common sense
and be aware of the balance be-

tween employee expectations and
reality.Ms Garneau said.

' -The expectation most employ-
ees have is that benefits are an

entitlement that come alongside a

At Affiliated FM and Appalachian Insurance We can also makz available our engineering
Companies we have the proven experience to resources-resources helpful in reducing or
tailor property policies for companies of different controlling property losses and in satisfying
sizes. That's why brokers are s-arting to see your clients' needs
Appalachian and Affiliated from a new perspective. So, if you want insurers who provide capacity

Affiliated Fk[ and Appalachian are rated A+ by cc,verage, and service, talk to one of our
Best's. We offer a complete product line fcr Commercial Property Operations Managers. And
property risks- including an "all risk" poticy that's get a new perspective on property insurance.
simple, comprehensive, and flexible. We have a Affiliated FM Insurance Company
proven track record of serving brokers who Appalachian Insurance Company
require fast, competitive, and complete service. We Associated with Allendale Mutual Insurance Ca
put you directly in touch with our underwrkers A member of the Factory Mutual System.
who can tailor a policy to meet your clients' East Central (216) 524-9300 Midwest (708) 572-OEOO
needs, then get it out the door quickly We've even New York (2011 992- 3700, (212) 233-8700

Northeast (401) 275-3000 South (404) 955-2700been known to hand-deliver a policy in a pinch.
West {818) 704-1133, (213) 873-1722

And, our claims handling is just as fast, just as Affiliated FM Insurance Company
efficient, and certainly, fair. n , *,C 5 d f & Canada,(416) 494-7111, (514) 485-1520
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paycheck. If you fool with benefits,
ycu have a problem because em-
ployees feel they never have

enough," she said.
However, the reality surrounding

emgloyee benefits .s that employ-

ers .are facing shrinking budgets
and. as a result, benefit cutbacks

ma> be necessary, according to Ms.
Garneau.

k addition, the ability to com-
municate those changes may be
hindered by sagging corporate
earnings, she added.

"Companies are going through a

1

a . b I

30

lot of downsizing, and when this
happens public relations and cor-
porate communications are usually
the first to go. You still have to try
to communicate to employees be-
cause no communication is a form

of communication in itself.

"No news tells employees that
they're not up to hearing difficult
truths. What then occurs is the

rumor mill gets cranked up and
rumors are often worse than real-

ity," Ms. Garneau said.
She urged employers to break

through common barriers to bene-
fit communication. Those walls in-

clude cost, time, the belief that

communidtions materials are ig-
nored and the assumption that an
insurer or plan administrator will
do the communicating.

Instead, employers should em-
bark on a formal communications

campaign that establishes a clear
benefits philosophy.

"This shows you where you have
been and in what direction you're
going. Simply put, it tells you how
the organization feels about bene-
fits and what it is willing to in-
sure," she said.

A planned approach saves time
and money, and should include em-
ployee surveys, focus groups and
other ways of finding out what em-
ployees are thinking, Ms. Garneau
said.

"It's a very good thing to ask
people what they think. Employers
often think they know what's on
the employees' minds but they
really don't," she said.

Also, the entire communications
project should not be rushed.

"Doing a communications pro-
gram on a shoestring leads to some
initial savings, but you'll have to
go back again and again, especially
if you're trying to tell workers
about a flexible benefits plan,
which takes some coaching and
hand-holding," Ms. Garneau said.

In addition, if employers don't
communicate to employees the nu-
ances of a flex plan, they'll likely
experience the same adverse selec-
tion they were experiencing in in-
demnity options before the imple-
mentation of flex, according to Ms.
Garneau.

"If you have spent the time and
money to get an HMO, a PPO and
other special benefits, you can't af-
ford to not explain them," she
said.

The key to keeping the cost of a
benefits communications plan to a
minimum is by taking ample time
to develop the plan, she said.

"The longer you have to develop
the plan the less it will cost," Ms.
Garneau said. "But, for example, if
you decide in January that you
want a flex plan up and running in
July, it's going to be very expensive
to let everyone know what is hap-
pening. The longer the time frame,
the more you can accomplish in-
house."

A benefits communications plan
should always convey three key
messages, she said. They are: Use
benefits wisely; rising costs are a
fact of life; and everyone is in it
together.

Lastly, benefits communications
materials should be kept short and
simple so as not to lose their mes-
sages.

"Clear, simple and interesting
materials help reinforce your key
messages," Ms. Garneau said.

"And, as Daniel Webster said,
'There is nothing so powerful as
the truth,' and while employees
may not like it, at least they know
where they stand," she said.

Debbie Slappey and Amy Asher,
both assistant communications

consultants with Buck Consultants

in Atlanta, also spoke at the ses-
sion. Abigail Hudgens, risk and
benefit manager with the city of
Knoxville, Tenn., moderated the
session. •
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'Turn out a top qua/ity job - always.
Report promptly, accurately and concisely.

Remember, we are a service organization ....

Jim Crawford

Founder and President, 1941 1963
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6New' Europe is years away
By R. Patrick Thomas area because companies usually leave the designCultural traditions, and manufacture of products to plant or product

TA TE HAVE HEARD MUCH about the European managers They will need to set up more safety
P i IV Community's directives, in particular the committees within companies to gather information

product liability directive, the proposed product not E.C. directives, from all people concerned with design,
14+ safety directive and the harmonization of technical manufacture, storage and distribution However, it
f t
*. h. - standards (BI, April 2, 1990) However, these are shape risk functions is unlikely for the near future that such committees

relatively minor byways along the main highway of will be the norm, or that they will be headed up by
-C economic integration The tree flow of capital and qualified risk managers.

goods, common banking standards and monopoly As a result, very few individuals can afford this Turning to the insurance aspect of the changes in
and merger issues are still the European form of recourse Even with legal aid, many people European legislation, it is traditional for insurance
Community's main focus shy away from bringing a lawsuit In most countries, industry experts to issue warnings of increased

Insurance and risk management are not regarded the losing party can end up having to pay its legal claims activity This, they say, will necessitate the
as major factors in the creation of Europe's single costs and those of the prevailing party as well increase of product liability insurance rates, a move
market Moreover, insurance and risk management However, changes in Europe as well as the merger to claims-made forms and more restrictive policy
are not uniform or even comparable in most and acquisition activity prior to 1992 may lead wordings, which could lead to higher costs
European countries. There are four distinct to new challenges for risk managers However, at this time, there appears to be no
insurance traditions in Europe In Great Britain and The expected improvement in foreseeable crisis in European liability insurance,

1,2 the Netherlands, the insurance market was built on infrastructure-perhaps even the opening of the no explosion of claims activity, no deterioration in

a maritime trading empire In Belgium, Luxembourg Channel Tunnel-will probably lead to a greater product claims experience and no need for a
and France, the Napoleonic Code applies, and concentration of commerce with more sophisticated wholesale re-examination of policy cover. Sal&

insurance regulations and practices have distribution patterns Goods from a single source
incorporated major aspects of the code A third are more likely to be spread across a greater area,

group of countries, including Germany, Austria and resulting in potentially larger claims from a single It took over a year to persuade one
4, 5

Switzerland, developed as federations of faulty product source. Therefore, the need to devise European tire maker to put the
principalities with a myriad of different laws and labels and warnings may become more acute, and necessary warnings on tires exported
customs In Greece, Italy, Spain and Portugal, the exposure to recall claims could be expanded to the United States. Its European tires« 111."<f political and religious customs have been major Who is to respond to these challenges?

3 influences in shaping present-day commerce So far, true risk mangers as they are known in the still don't have the warnings.
In addition to differences in economic and United States are few and far between in Europe So

political history, Europe is made up of different who does "manage risk" in Europe? In Great

cultural traditions that will not change overnight. It Britain, the insurance function is usually in the It is interesting to note that when several U.S
remains a diverse society, and many more aspects of hands of the company secretary-a combination of Insurers imposed restrictive clauses on overseas
life remain untouched than have been altered in administrative director, legal counsel and liability contracts, U S risk managers sought out
recent years Despite the European Commission's bookkeeper In Germany, the responsibility European casualty insurers for their overseas risks.
efforts to harmonize the laws of the individual generally falls on the legal department, with There is a large liability insurance capacity in

lisp» . countries, local traditions will present obstacles for consequent emphasis on policy wordings and Europe The products directive, which is not
at least the next 20 years contracts In Belgium, it is often the shipping generally an exclusive remedy, imposes a ceiling on

The pharmaceutical industry has most often been manager who takes on the task, in the Netherlands, strict liability of 70 million European Currency
62.6

in the spotlight for product-related as well as usually the purchasing manager, in France, the Units ($85 4 million at current exchange rates).- 41 --

« * ' environmental issues A December 1989 study by accountant one step down from the chief financial Many major corporations already purchase amounts
officer, in Spain, the personnel manager, and in well in excess of this-as high as $500 million in
Italy it is often the general manager's secretary All some cases In addition, they can offer generous

Despite the European Commission's m all, it is a mixed group and generally one without excess capacity, notwithstanding restricted
efforts to harmonize the laws of the any specific training in risk management wordings The legislative changes based on the

individual countries, local traditions in The claims and legal climate m Europe has not product liability directive do not appear to
34

had the effect of improving risk management significantly affect the availability or essential cost
Europe will present obstacles for at practices as it has in the United States On the of product liability insurance

least the next 20 years. other hand, contact with the United States can H6wever, pollution coverage is a more sensitive
84

affect risk management, even though it is often only issue There has been much talk about the
regarding exports One example is a tire "greening" of Europe, and Germany is the first

Tillinghast, a division of Towers, Perrin, Forster & manufacturer that started exporting to the United major country to have to confront a significant
Crosby Inc, analyzed a maJor German company States The owner was told early on by distributors, Green political party The European Community has
The study found that the company has two-thirds of brokers and attorneys that his company should probably issued the greatest number of all its edicts
its $1 5 billion sales in Europe and one third in the incorporate proper warnings on the tires It took in connection with the environment, and there is no
United States and that it has no adverse claims over a year to persuade the tire manufacturer's doubt that this issue is beginning to develop the
experience in either continent In Europe it could legal department that such warnings were same sort of interest as has existed in the United

purchase full occurrence-based general liability necessary The company's European tires still do not States for the past 10 or 12 years It seems likely
.SC cover including sudden and accidental pollution, have the warnings that an omnibus E C directive eventually will be

with no deductible, for a premium of approximately However, a more immediate impetus for product passed that will hold strictly liable the entity
$1 million In the United States, the company was safety for major European corporations is not the responsible for the pollution
unable to buy occurrence cover. In addition, it had proposed products safety directive but internal For years, it has been standard in Europe for
to accept a $2 million deductible and a pollution standards imposed by major manufacturers One general liability insurers to provide certain
exclusion for a premium of $2 5 million. The demanding company in Europe requires an absolute pollution cover in their policies Coverage is
premium alone is five times more per dollar of commitment to quality from all suppliers The firm generally is written on an occurrence basis, and the
sales in the United States than in Europe This tests dozens of batches of products and is stringent typical clause covers property damage, bodily injury
example is representative of some of the problems in in excluding those that do not meet their standards and direct financial loss as a result of sudden,
obtaining product liability cover in general, not Just The higher unit labor costs in Europe have unexpected and intended events The concept of
those affecting product liability cover for fostered increased mechanization, the use of robots "accidental" lS often included

pharmaceutical companies and automated warehouses This, in turn, has made While these terms have been the subject of
One reason for the apparent lack of concern in it imperative to be able to trace and identify extensive litigation in the United States, they

Europe regarding liability insurance is the social products quickly through machine reading Bar continue to be used and interpreted in their
security systems in most European countries Those codes are used extensively and, by linking the traditional sense throughout Europe European

** who fall 111 or are inlured by a product at work infrared reader to a computer, it is relatively simple general liability policies do not normally extend to
or in a car accident generally have all their medical to pinpoint any batch of components or products cover cleanup costs to prevent a loss The German
bills paid and a large portion of their wages or This procedure was invented for reasons other than water pollution policy does not specifically include
salary continued Lawsuits are not always safety, but a resulting advantage is the ability to this, and in France, Italy and the Netherlands,
considered a necessary measure for an injured remove faulty products from circulation quickly and special policies may be purchased to provide this
individual to obtain compensation for the injury unobtrusively extension.

suffered In addition, the legal remedy in Europe Most European executives involved in risk The demand for these specialized pollution *
has, since Roman times, been an expensive business management have not had specific training in this Continued on next page
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European risks
Continued from previous page
policies has been small. The initial French pool,
known as Garpol, was only able to attract about 200
clients, of whom 60% were operators of waste
dumps. The low level of Garpol capacity was
assumed to be a deterrent, so a new pool, Assurpol,
was set up with a capacity of close to $20 million. In
the Netherlands, there is a reinsurance pool known
as MAS offering some gradual pollution cover, and
ANIA in Italy does the same. We will probably see
continued use of pools, and the interest level will
likely stay low.

It is possible to obtain environmental impairment
liability policies, but often this cover is only
available after extensive surveys have been carried
out by independent consultants. This is likely to
lead to a vicious cycle: A corporation may approach
an insurer seeking cover and will be told that only
after surveys, risk management programs and
monitoring have been set up can insurance
protection be considered. Even then the insurer may
only be willing to offer cover of perhaps $5 million.
Many corporations may tend to self-insure instead
or carry the risk in a captive, where they may be
able to find some excess cover in the reinsurance

market. When insurers price themselves out of the
risk transfer market, potential premiums can be lost
to the conventional market.

There are many political issues that may affect
implementation of strict liability. In spite of all the
statutes and injunctions relating to pollution, in
some cases there is a reluctance by authorities to
prevent pollution or punish polluters because they
are often major employers, sometimes in areas in
which employment opportunities are limited. A

Risk fina

shutdown because of pollution-related offenses
could lead to job losses and the diversion of new
investment to countries that are not so stringent in
monitoring those offenses. In Europe, the desire to
avoid confrontation is still strong.

Risk management professionals in the "new
Europe" will probably witness a growth in the
number of captives. Tax legislation in certain
countries has tended to inhibit this, but recent
moves, such as the special tax concessions in

 Capacity for product liability insurance
and broad wordings will probably

remain available in Europe. Insurance
is not expected to be a major element

in dealing with pollution problems.

Dublin, may make onshore funding vehicles more
attractive. Likewise, the increased size of European
corporations will result in large overall premium
volume, which is more likely to provide the
financial basis for the decision to self-insure.

Neither legislative developments nor pollution
issues are likely to be critical components in this
trend. Once formed, captives probably will be used
to provide coverages not available in the
conventional insurance market.

Other professions may benefit from these
developments. There has already been an
unprecedented boom in legal advisers moving into
Brussels to keep up with all the different aspects of
E.C. law. The complex web of E.C., national and
local law will pose many problems for cross-border
business. Insurers themselves are striving for new

ncing tec

groupings and alliances. Many of them are
increasing their staffs to provide increased
engineering and loss prevention services, which up
to now generally have been soft-pedalled.
Environmental consultants and engineers are
moving to set up business in Europe, particularly in
the United Kingdom. Insurance brokers are
strengthening their European networks and
emphasizing risk management services.

Neither the new product liability rules nor
environmental policy directives are expected to
have a major impact on the risk management
profession or on the European insurance industry.
In all likelihood, capacity for product liability
insurance and broad wordings will remain
available. Insurance solutions are not expected to be
a major element in dealing with pollution problems.
The trend toward self-insurance and captives will
probably accelerate as a result of larger economic
groupings within Europe. The necessity to provide
insurance cover will not be an important factor in
the development of the captive sector. Although risk
managers will continue to gain more expertise,
particularly in the financial and contractual areas,
technical issues will probably be the responsibility
of designated safety engineers. Those who anticipate
any radical change may be disappointed. i

'.

< R. Patrick Thomas is director of
Alexander & Alexander

International Inc.'s global business
development group in New York.

hniques
Losses, premiums affect company's income tax treatment
By The Insurance Institute AR.M. excercises
of America -

The following question and answer
are drawn from the curriculum for the
Associate in Risk Management
designation awarded by the Insurance
Institute of America. They represent
the type Of question asked-and the
possible answers-in one of the three
examinations for the A.R.M
designation.

This month's question and answer,
taken from a recent national
examination in ARM 56-Essentials of
Risk Financing-deals with how a
differing income tax treatment Of
various risk financing techniques can
influence an organization's risk
financing decisions.

Q: Gamma Corp. treated each of the
following losses or liabilities arising
out of 1990 events as a current

expense paid out of current revenues.
Explain how each loss or liability

will affect the company's 1990 federal
income tax return, and describe any
likely differences in the company's
1990 federal income tax liability if
each loss or liability had been fully
covered by insurance purchased by the
company in 1990.

A: Gamma Corp.'s losses and
liabilities are as follows:

• One of the company's trucks, with
a book value of $20,000 and an actual
cash value of $50,000, was destroyed

in a highway accident. The company
paid $80,000 for a new replacement

1

truck.

• The company paid $16,000 to a
passerby injured through the
negligence of one of its employees and
set up an unfunded reserve of $60,000
for estimated future payments to the
claimant.

in truck depreciation expense for the
portion of the year the company
owned the new (rather than the old)
truck.

If the company receives a $50,000
insurance recovery for the lost truck,
it can't recognize a 1990 casualty loss

in general, a casualty loss-and the tax treatment of that
loss-affects an organization's tax deductions for casualty

losses, for depreciation expenses and for incurred insurance
expenses. And, in certain cases, insurance proceeds may

generate taxable income for an insured organization.

To what extent should Gamma

Corp.'s management be influenced by
any difference in federal income tax
treatment of these losses when

deciding whether to insure or retain
such losses?

Justify your position.
In general, a casualty loss-and the

tax treatment of that loss-affects an

organization's tax deductions for
casualty losses, for depreciation
expenses and for incurred insurance
expenses.

In addition, under certain
circumstances, insurance proceeds
may generate taxable income for an
insured organization.

If Gamma Corp. retains the loss on
the truck, the two 1990 tax effects are
a $20,000 casualty deduction for the
book value of the truck and a change

for the vehicle.

However, it can take an insurance

expense tax deduction for the truck
insurance premiums attributable to
1990, and can choose whether to treat
the $30,000 gain from the insurance
recovery (the $50,000 of insurance
proceeds minus the $20,000 book value
of the lost truck) as either a long-term
capital gain in 1990 or as a reduction
in the depreciable value of the new
truck (so that its tax-deductible
appreciation expense for trucks is
reduced in future years).

The tax treatment of retained or

insured payments for liability losses
largely parallel those for property
losses, except that no depreciation
expense or potential capital gain is
possible for the organization found to
be liable.

If Gamma Corp. retains the liability
loss on the injured passerby, the
$16,000 paid in 1990 is deductible as
an ordinary business expense for that
year. However, establishing an
unfunded reserve for future years'
payments has no tax consequences. In
future years, the company can deduct
from its taxable income only the
payments made in those future years.

If Gamma has liability insurance for
this claim, it suffers no casualty loss
for tax purposes. However, the 1990
premium for the liability insurance is
a tax-deductible business expense for
the company.

All management-including risk
management-decisions should be
made on the basis of aftertax, rather
than pretax, revenues and costs. (For a
tax-exempt organization, aftertax
costs and revenues equal pretax costs
and revenues.) Both insuring and
retaining losses have tax consequences
for taxable organizations.

In general, insurance costs are
tax-deductible before losses occur, but
the costs of retained losses are

deductible only after those losses have
occurred and their amounts can be

known with reasonable certainty. I

The sample questions and answers

used in this column are taken from the
Associate in Risk Management
designation curriculum of the IIA. For

more information on the content Of the
A.R.M. program, torite Dr. G.L. Head,
Vp, Insurance Institute Of America,
P.O. Box 314, Malvern, Pa. 19355.
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Citibank plans AMBAC divestiture
Public share offering to raise $567 million

By JUDY GREENWALD

NEW YORK-An AMBAC In-

demnity Corp. official says Citi-
bank's plans to sell a majority in-
terest in the municipal bond
insurer to the public will have no
impact on its operations.

Robert J. Genader, senior execu-

tive vp of AMBAC, says it will
continue to be "business as usual"

at the 20-year old insurer follow-
ing Citibank's planned divestiture
of about 50.3% of AMBAC Inc.,
AMBAC Indemnity's holding com-
pany.

Citibank, the main operating
subsidiary of New York-based Ci-
ticorp, has filed a registration
statement with the Securities and

Exchange Commission seeking
permission for a public offering of
17.6 million shares, with a possible
overallotment of an additional 2.64

million shares.

Citibank is seeking to sell the
stock for $28 per share, or $566.7
million.

In addition, AMBAC has filed a

registration statement with the
SEC proposing to sell $150 million
of debt securities.

The $150 million will be used to

repay a loan AMBAC plans to take
to pay a dividend to Citibank.

Because AMBAC has never pro-
moted its relationship with Citi-
bank, the divestiture is not ex-

pected to have an impact on the
company, Mr. Genader said.
"We've always been such a dis-
tinctly separate business," he said.

"I don't think we'll be hurt or

helped" by the stock sale, Mr.
Genader said. "We never pushed
on the market our ownership. We
have always stood on our own
strength," he said.

"I think customers are not even

going to be aware the ownership
has changed," Mr. Genader added.

Mr. Genader also noted that Ci-

tibank has been trying to sell
AMBAC since March 1990 (BI,
March 12, 1990).

Citibank said at the time that

proceeds from the sale would be
used to rebuild capital depleted in
connection with a $1 billion provi-
sion involving loans to underdevel-
oped countries.

Citibank also has said more re-

cently that the equity sale will im-
prove Citibank's capital position.

"It's been a consistent objective
that they have been trying to
achieve," said Mr. Genader, who
would not comment on what inter-

est has been generated by Citi-
bank's offer.

But, Richard Smith, vp for rating
agency Standard & Poor's Corp. in
New York, said in regard to Citi-
bank's attempted sale of AMBAC:
"Either nobody wanted it or no-
body was willing to pay the price
that Citibank wanted."

Both the equity and the deben-
ture sales are contingent on
AMBAC retaining its Triple-A rat-
ing from S&P and Moody's Inves-
tors Service.

The Triple-A ratings conferred
by the rating agencies enable
AMBAC-which accounts for

about one-third of the municipal
bond insurance market-to confer

its top rating in turn on the lower-
rated municipal bonds it insures.

Both rating agencies have al-
ready affirmed the ratings.

"Moody's has known for some
time of Citibank's plan to divest it-
self of AMBAC Inc. and, based
upon these plans and the capital
structure expected to result from
this move, we believe that no rat-
ing action is warranted at this
time," the rating agency said in a
statement.

S&P's Mr. Smith said the equity
offering is not expected to have

any impact on AMBAC's credi-
tworthiness. "That didn't create

any problems for us," he said.
AMBAC reported $112.2 million

in net premiums written in 1990, a
30.3% increase from $86.1 million
in 1989.

Mr. Smith said the equity sale
holds advantages for both Citibank
and AMBAC. He pointed to federal
risk-based capital guidelines that
Citibank must abide by, which be-
came effective this year (BI, Feb.
20,1990).

Under the 1988 Basel Accord, an
international agreement in which
the United States is participating,
banks had to maintain a minimum

ratio of total capital to total risk-
weighted assets of 7.25% by year-
end 1990. Bank have to maintain a

minimum 8% ratio by year-end
1992.

In determining total risk-
weighted assets, off-balance sheet
items-or contingent liability
items, including financial guaranty
insurance obligations-are taken
into account, along with on-bal-
ance sheet items such as loans.

"AMBAC's liabilities all needed

to be included in Citibank's calcu-

lations, and that's the problem,"
said Mr. Smith, noting that bond
insurers were not considered when

the regulation was devised. As a
result, AMBAC's higher-quality

'1 don't think we'll be

hurt or helped' by the
stock sale, says Mr.
Genader, AMBAC's

senior executive vp.

insurance business is treated the

same as lower-quality letters of
credit or direct lending operations,
he said.

Citibank never put additional
money into AMBAC because of the
regulation and would not have had
to do so, but the capital would
nevertheless have had to be some-

where within the Citibank organi-
zation, Mr. Smith said.

This is why Citibank was willing
to sell the operation, he said. It
frees up capital for other busin-
esses.

At the same time, one could view
Citibank as a somewhat "less than
ideal" owner because of the oner-

ous regulation, Mr. Smith ob-
served.

In addition, the access to the
public AMBAC will now have
could be viewed as positive, he
said.

However, the public is not a
"particularly reliable source of
capital," Mr. Smith said.

He pointed to S&P's statement
affirming AMBAC's triple-A rat-
ing which states in part that pub-
lic ownership will require AMBAC
management to "place even greater
emphasis on strategic capital for-
mation issues."

AMBAC will have to structure its

operations so that it can obtain
money when it is available, not just
when it needs it, Mr. Smith com-
mented.

It cannot always assume it will
have access to the public markets,
he said.

For example, Mr. Smith pointed
to the negative impact 6n the stock
of municipal bond insurer MBIA
Inc. when there were reports that
the city of Philadelphia was ex-
periencing financial difficulties
(BI, Oct. 8, 1990).

"We just don't view the equity
markets as a continuing source of
capital," Mr. Smith said.

AMBAC's Mr. Genader re-

sponded to the S&P statement on
strategic capital formation issues:
"We always have been concerned
that we generate adequate capital
internally to fund our growth.

"I think S&P is recognizing that
this is a much more mature, solid
industry today than it was in
1985," when there was a big spurt
in the growth of financial guaran-
tee insurers.

Mark H.S. Cohen, managing
director of the financial guarantee
group at Fitch Investors Service,
which does not rate AMBAC, said

he believes the sale could be posi-
tive for the insurer.

"The business of financial guar-
antee insurance essentially is a
perception one," he said. "You
have to create the perception-and
the reality, actually-that you're
pristine."

Referring to Citibank's financial
difficulties, Mr. Cohen said it has

been difficult over the past two
years for AMBAC to have a "sick
parent."

However, AMBAC has done a

good job of dealing with the nega-
tive perception that policyholders
may have had in connection with
its ownership by Citibank, Mr.
Cohen commented.

But, "on the flip side," AMBAC
no longer will have a rich par-
ent to "step up to the plate" in the
event it needs additional capital,
Mr. Cohen observed. •
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Vorld Insurdnce Congress

Restructuring
For

Opportunity

July 1-3, 1991
Queen Elizabeth II Conference Centre

London

Two of the most respected publishers in the
insurance industry, Business Insurance and Lloyd's
of London Press Ltd., have joined forces to produce an
exceptional event to fill an important need in the
insurance and reinsurance calendar worldwide.

The World Insurance Congress will provide a
unique forum for all members of the insurance,
reinsurance and risk management communities. The
Congress will enable attendees to: discuss the future
of the global insurance market; meet top insurance
and reinsurance executives from all over the world;

attend plenary sessions dealing with subjects of
global interest; and participate in specialized
breakout sessions.

Morning plenary sessions will focus on: The
Distribution System, Coping With Catastrophes,
and Global Restructuring of Insurance Markets.

Afternoon breakout sessions will focus on more

specialized subjects: Professional Liability, Financial
Reinsurance, Global Insurance Programs, Banking &
Insurance, Claims Handling Following a Disaster,
The LMX Market, Toxic Torts & Product Liability,
Insurance Regulation Worldwide, The Green
Movement and EC Directives.

Under the title of 'Restructuring For Opportunity,'
a host of internationally recognized experts will
debate and present papers on the challenges facing
the industry.

The 1991 World Insurance Congress will be opened
by the Lord Mayor of the City of London, Sir
Alexander Graham GBE DCL. The keynote address
to this exceptional event will be given by David
Coleridge, Chairman, Lloyd's of London.

Included on the program to date are:

1. E. Adams, Emeritus Professor
Queen Mary & Westfield College, Uniu. of London
Director of Training, Titmuss, Sainer & Webb

Liliana Archibald, Director
Holman Wade Insurance Brokers Ltd.

Simon S. Barnes, Chief Executive of LMX
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Mark Burbidge, Managing Director
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Peter Christie, Vice Chairman, Minet Holdings
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Colin Croly, Partner, Barlow Lyde & Gilbert
Chris:ian Dahms, Partner, lauch & Huebener
Pierre-Marie Ducorps, Managing Director

Union des Assurances de Parts

Orio Giarini, Secretary General & Administrator
The Geneva Association

Steven Gluckstern, President

Centre Reinsurance Holdings Ltd.
10}in Gordon, Director

Cater Allen Lloyd's Holdings Ltd.
H. Edward Hanway, President, CIGNA Worldwide Inc.
Richard Heydinger, Risk Management Director

Hallmark Cards Inc.

Angus Hislop, Partner in Charge of Strategic Services
Coopers & Lybrand Deloitte

Peter W. Huber, Senior Fellow,
Manhattan Institute for Policy Research

Takashi Kagawa, Senior Managing Director
The Tokio Marine & Fire Insurance Co., Ltd.

Robert Kevitle, Chairman, Willis Faber Dumas Ltd.
H. Felix Kloman, VP & Principal, Tillinghast
Edith Lichota, President, Lichota & Associates
Hush Loader, Managing Director, Group Ins. Mgr.

tetra Pak Insurance Services Ltd.

Angus Maciver, Gen'l Mgr.-Professional Indemnity
fAt Insurances Ltd.

Roy Marshall, Sr. Underwriter, Swiss Re (U.K.) Ltd.
Stephen Merrett, Chairman, Merrett HoldinSs P.L.C.
Brian M. O'Hara, President & Chief Operatmg Officer,

X. L. Insurance Co. Ltd.

David Olsen, President, johnson & Higgins
Henry G. Parker 111, Managing Dir., Chubb & Son Inc.
Michael Payton, Sr. Partner, Clyde 9 Co.
Patrick Pearson, Ins. Div., Directorate General XV

Commission of the European Communities
Patrick Peeot, Chairman

Societe Lommerciale de Reassurance

Martin Piers, Partner, Gouldens
Steve Robinson, Chief Executive

The Environment Council

David Rowland, Chairman, Sedgwick Group P.L.C.
Herbert Schilling, Member of the Executive Board

Gerting-Konzern
John T. Sinnott, President, Marsh & Mci.eyman Inc.
joseph C. Smetana, President, AlGlobal
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Assicurazioni Generali S.p.A.
Herbert Tiedemann, Enlineering Ccnsultant
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Michael Wilson, Managing Dir., Sumner Wilson & Co.
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Wilhelm Zeller, Member 9[ the Board

Cologne Reinsurance do.

Exhibition

As an integral part of the conference, a comprehensive
exhibition is planned. Insurance and reinsurance
companies, brokerages, automation firms and other
industry service providers are invited to exhibit their
products and services. Exhibit space is limited.

Registration Fees

All delegate fees include conference materials, access to
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Payment Policy
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Access/Visa/Diners Club/American Express cards are
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To Register
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Lloyd's of London Press Business Insurance
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Registration
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the World Insurance Congress,
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London will review

war risk policies
By GAVIN SOUTER

LONDON-Aviation un-

derwriters will review the wording
of war risk policies in the after-
math of the Persian Gulf War and a

recent arbitration decision on the

payment of claims following a Chi-
nese hijacking incident.

London market aviation un-
derwriters and war risk un-

derwriters will set up a body
"within the next few weeks" to re-

view war risk coverages and will
publish their findings, "hopefully
within months," said Peter Hubert,

chairman of Lloyd's Aviation Un-
derwriters Assn.

The war risk coverage review
body, which is yet to be estab-

lished, will consist of war risk un-
derwriters, aviation hull un-

derwriters and aviation liability
underwriters from Lloyd's of Lon-
don and the London insurance

company market, Mr. Hubert said.
Its main task will be to establish

a satisfactory method of dealing
with coverage following a nuclear
detonation, he added.

The review body will focus on
a clause in the policies that calls
for the automatic termination of

war risk coverage if a nuclear
weapon is detonated. Underwriters
and brokers had worried about the

effect on the marketplace if nu-
clear weapons had been used in the
Persian Gulf War, forcing the au-
tomatic cancellation of war risk

Lloyd's losses
to grow: Analyst

By GAVIN SOUTER

LONDON-Overall market losses at Lloyd's of London will in-
crease following Lloyd's first marketwide loss in more than two
decades, market analyst Chatset Ltd. says.

Chatset predicts that Lloyd's will announce a 278 million pound
($536.5 million at appropriate exchange rates) loss for 1988 when it
reports its global results next month (BI, May 20).

The loss will double the number of members fleeing the market
this year, Chatset said, predicting that 5,000 members will resign
from Lloyd's effective at year-end.

However, even worse results are yet to come, Chatset said. When
Lloyd's 1989 results are released in June 1992, the overall market
loss could be as much as 10% of the market capacity, or 1 billion
pounds ($1.74 billion at current exchange rates), Chatset cautiously
predicted.

"I am very nervous about predicting so far in advance, but I
think we would be lucky to escape with a market loss of less than 1
billion pounds" for the 1989 underwriting year, said Charles
Sturge, joint editor of Chatset's Lloyd's League Tables.

This will cause even more members to resign from Lloyd's and
could cause capacity in 1992 to shrink to 8 billion pounds ($13.9
billion) from the current 11 billion pounds ($19.1 billion), Mr.
Sturge said.

However, a reduction in capac:ty "will be very healthy for the
market and it will tighten it up," he added.

Besides the resignation of members, Lloyd's capacity also will be
reduced by members that choose to decrease their underwriting
capacity, Mr. Sturge said.

Lloyd's last posted a marketwide loss in 1967 in the wake of
Hurricane Betsy.

The 1988 loss will come entirely from the marine market, accord-
ing to Chatset.

The marine market will post a loss equaling 14% of premium
capacity, while the non-marine market will show a 5% profit, the
aviation market will report a 10% profit and the motor market will
post a 12% profit, Chatset said (BI. May 20)

When losses from syndicates that have not closed their accounts
Continued on page 34

policies (BI, Jan. 28).
Problems with the coverage as

now written were highlighted by
the Persian Gulf War when brokers

had to set up automatic reinstate-
ment line slips to allow war risk
coverages to continue after a nu-
clear explosion.

"This was not satisfactory, be-
cause the limits" available through
the replacement line slips "were
much less than the original cover-
age purchased. We must review
whether automatic termination

should take place and if so under
what circumstances," Mr. Hubert
said.

The review body also will con-
sider the ramifications of the arbi-

tration ruling that all-risk aviation
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A coverage ruling in a Chinese aviation loss may affect war risk cover.

underwriters should pay a claim
for two aircraft destroyed after a
hijacked aircraft crashed into
them, Mr. Hubert said.

The arbitration concerned a

claim from October 1990 that was

provisionally settled jointly by all-
risk and war risk underwriters

pending an arbitration.
The two aircraft, a Boeing 757

and a Boeing 707, were destroyed
Continued on page 34

Libya builds two rivers'
Brunt of coverage for project ceded to European markets

By MARIA KIELMAS
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LONDON London-based

United Insurance Brokers Ltd. will

place facultative reinsurance for
the $5.3 billion second phase of
Libya's Great Man-made River

project, the broker confirms.
The 2,600-mile long $25 billion

pipeline is designed to collect fossil
water from aquifers in southern
Libya and transport it hundreds of
miles north to Mediterranean

coastal areas to be used as drink-

ing water and to irrigate 72,900
acres of coastal farmland.

About 80% of Libya's 4 million
population lives on the coast. Over
the years, local aquifers there have
been seriously depleted. Water
supplies are supplemented by 14
desalination plants.

The $3 billion initial phase of the
multiple phase project, which was
started in 1983, is designed to
pump water from aquifers in Sarir
and Tazarbo north to the cities of

Benghazi and Sirte.
The first water was scheduled to

arrive by August this year, but
United Insurance Brokers Chair-

man Jad Kabban says the project is
running about one year behind
schedule. All phase one work is
now expected to be completed in
1992.

The second phase of the project,
which is expected to cost $5.3
billion, will connect Tripoli,
Libya's capital, with aquifers in
west central Libya. This phase is
scheduled to be completed in 2002.

Japan considers insurance reforms
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The Libyan state insurance and
reinsurance monopoly, Libya In-
surance Co., is underwriting the
entire project.

For the second phase of the
project, LIC retains 6% of the busi-
ness and cedes 34% to its treaty
reinsurers-predominantly London
market companies, though Arab
and European reinsurers also par-
ticipate, said an LIC spokesman in
Tripoli.

The remaining 60% of the rein-
surance for the second phase, all
facultative, is being placed by
United Insurance Brokers.

Mr. Kabban says the lead un-
derwriter on the facultative place-
ment is Skandia Insurance Co. Ltd.

Other leading reinsurance com-
panies on the project include Mun-
ich-based Munich Reinsurance Co.,
Cologne-based Gerling-Konzern
Globale Ruckversicherungs-A.G.
and Bahrain-based Arab Insurance

Group B.S.C.
Mr. Kabban declined to reveal

the gross premium for the project.
United Insurance Brokers also

placed 10% of the reinsurance for
the first phase of the project, Mr.
Kabban said. He said that the risk

so far had been "profitable to the
market."

U.S. insurers and reinsurers have

been banned from doing business
in Libya since the U.S. government
imposed economic sanctions on the
country in 1986. These sanctions

were renewed in January this year.
Mr. Kabban said U.S. capacity

has not been missed because the

world market has ample capacity.
"I would think (U.S. insurers)

are missing good business," Mr.
Kabban said.

The Libyan property/casualty
and life/health insurance market's

total premium volume is about 60

million dinars annually ($17.4 mil-
lion).

This figure includes premiums
from large-scale risks, like the
water project, and from state oil
company National Oil Corp. LIC
reinsures more than 90% of these

large-scale risks abroad, but it re-
tained 50% to 60% of other busi-

ness in its 1990/1991 fiscal year,
the LIC spokesman said. "We re-
tain almost 100% on our marine

account, and on fire we retain 1.5
million dinars ($435,000) on each
and every risk. We probably have
one of the highest retentions in the
Middle East. Over the years, Libya
has developed a firm policy re-
garding retentions," the spokes-
man said. I

By JUDITH RAWNSLEY

TOKYO-Japan's insurance in-
dustry is poised

Japan
shake-up in 50

for its first

 try, released last
years.

A draft report
on reform of the

insurance indus-

month by an ad-
visory body to Finance Minister
Ryutaro Hashimoto, has called for:

• Removal of barriers between

life and non-life insurance.

• A partial lifting of restrictions
on insurers entering the banking

and securities businesses.

• Reforms of the way insurance
companies manage their assets,
including raising ceilings on
investment in stocks and real es-

tate.

The report, which was drawn up
by the advisory Insurance Council,
will now be acted upon by the
Ministry of Finance, which over-
sees the country's insurance indus-
try. The Ministry of Finance is ex-
pected to reshape the structure of
the industry by 1994 at the ear-
liest.

The Insurance Council's report
comes as part of the Ministry of Fi-
nance's overall financial reform

program, which also includes a
review of the separation of bank-
ing and securities brokerages in
Japan.

"We expect discussions about in-
surance industry reform to be fin-
ished by the end of the year, so the
technical discussion as to how to

actually introduce the system is
likely to begin next year," accord-
ing to Atsushi Mimura, an official
of the First Insurance Division in

the Ministry of Finance.
Discussions about the overhaul

of Japan's insurance law began in
April 1989, when the Insurance
Council launched a study of the
law.

The council placed priority on
the promotion of competition be-
tween life and non-life insurers, as
well as interaction with other fi-

nancial sectors.

"We have been discussing reform
of the insurance business law since

the spring of 1989, as part of the
overall program of financial dere-
gulation and in order to promote
greater competition among the in-
surance companies," said Mr. Mi-
mura.

Under the proposal now being
considered, life insurers would be

allowed to more freely invest about
10 trillion yen ($72.8 billion) of
their total assets of more than 100

trillion yen ($728.3 billion), while
continuing to hold about 90% of
their assets in reserve for the needs

of policyholders.
Under current law, insurers are

restricted as to how they can invest
their assets.

For example, not more than 30%
of assets can be invested in equities
or in foreign currencies, while the
limit on real estate investments is

20% of assets.

Deregulation is also expected to
force life insurers to compete more
actively, resulting in lower premi-
ums and higher dividends on in-
vestment-type policies.

Continued on page 35

8



32 / Business Insurance, May 27, 1991

INTERNATIONAL

Citicorp divests London-based brokerage
By GAVIN SOUTER

LONDON-The management-led
buyout of Citicorp Insurance Bro-
kers Ltd. was completed last week
as the company changed its name
to Nelson Hurst Group Ltd.

The purchase was led by the
Chief Executive David Woodward

who, along with CIB's 11 other
board directors, received financial
backing from three institutional
investors: National Westminster

Bank P.L.C., Bank of Scotland
P.L.C. and Advent International, a
fund manager. The purchase price
was not disclosed.

CIB reported 34 million pounds
($65.6 million at year-end ex-
change rates) in revenues in 1990
and expects to generate revenues
of 35 million to 40 million pounds

LONDON

($60.9 million to $69.2 million at
current exchange rates) in 1991,
Mr. Woodward said.

The new company will continue
to concentrate on CIB's traditional

markets, Mr. Woodward said.
These include professional liabil-
ity, marine and aviation insurance
and international non-marine fa-

cultative reinsurance, he said.
Nelson Hurst also will continue

to place "a significant amount" of
Citicorp's own insurance needs,
Mr. Woodward said.

The brokerage is represented in
18 countries and has about 750 em-

ployees, Mr. Woodward said.
Nelson Hurst units in South

Acordia Administrators of Southern California

Los Angeles, CA (213) 872-0473

Acordia Benefit Services of Northern California
Sacramento, CA (916) 649-6614

Acordia Benefits of Florida
Jacksonville, FL (904) 348-2850

Acordia Benefits of the South

Atlanta, GA (404) 395-4740

Acordia Benefits of Texas
Dallas, TX (214) 841 -1062

Acordia Business Benefits of Evansville
Evansville, IN (812) 465-6000

Acordia Collegiate Benefits
Greenwood, IN (317) 885-2000

Acordia Corporate Benefits
Greenwood, IN (317) 889-2700

Acordia Educational Benefits of Texas
Dallas, TX (214) 841 -1005

Acordia Financial Industry Benefits
Indianapolis, IN (317) 543-4500

Acordia Health Industry Benefits
Indianapolis, IN (317) 486-5600

Acordia Local Government Benefits
Indianapolis, IN (317) 575-5100

Acordia Personal Benefits

Indianapolis, IN (317) 290-3400

Acordia School Benefits

Indianapolis, IN (317) 290-4100

Acordia Senior Benefits

Indianapolis, IN (317) 290-2800

Acordia Small Business Benefits

Indianapolis, IN (317) 486-4000

Acordia.

America and Asia will operate as
Citicorp Nelson Hurst, though Cit-
icorp does not have an equity stake
in the company, he said.

He would not disclose the break-

down of ownership in Nelson Hurst
other than to say that all shares
had been bought from Citicorp, all
of the directors have an ownership
stake in the company and no one
individual has more than 50% of

the shares.

CIB was formed in 1984 from the

insurance division of another Citi-

corp company, Grindlay Brandts
Bank. The company doubled in size
in 1989 when it bought profes-
sional liability broker Nelson
Hurst & Marsh (Holdings) Ltd.

The new company has reverted
to the Nelson Hurst name because

"the name goes back to 1919 and it
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is a well-respected and well-
known name in Lloyd's and the
London market," Mr. Woodward
said.

A spokesman for Citicorp said:
"The sale of Citicorp Insurance
Brokers to its management is in the
best interests of both parties. Citi-
corp has consistently stated that it
will de-emphasize involvement in
non-core activities. The sale is in

line with this" (see story, page 29).

Capacity exceeded
Lloyd's of London has told three

excess-of-loss reinsurance syndi-
cates to cease underwriting be-
cause they have exceeded their
stamp capacity.

However, two of the syndicates
will appeal the ruling.

The three syndicates are marine
syndicate 575, managed by J.H.
Chappell (Underwriting Agencies)
Ltd., and marine syndicate 321 and
aviation syndicate 1122, both man-
aged by Gresham Underwriting
Agencies Ltd.

Problems arose for the syndi-
cates after they had to write auto-
matic reinstatement coverages fol-
lowing the chain of catastrophes
that blighted the 1987, 1988, and
1989 underwriting years.

Under many excess-of-loss rein-
surance contracts, coverage is au-
tomatically reinstated one or more
times after limits are exhausted.

An additional premium is paid
upon reinstatement.

During the three years when the
syndicates exceeded their under-
writing capacity, the market suf-
fered an extraordinary number of
catastrophe losses, including the
European windstorms of 1987, the
explosions of the Enchova and
Piper Alpha oil platforms in 1988
and the San Francisco earthquake
and Hurricane Hugo in 1989.

On top of this, the aviation in-
surance market suffered eight
major losses in 1989.

"Our aviation underwriter

stopped underwriting any more
risks after three of the losses, but
he then had to face another five

and nobody could have predicted
that," said John Goodger, manag-
ing director of Gresham.

Syndicate 1122 is forecast to ex-
ceed its 1989 capacity of 2.8 mil-
lion pounds ($5.1 million at appli-
cable exchange rates) by 30%, Mr.
Goodger said.

Gresham is appealing the sus-
pension order on the grounds that
the syndicate has written only 48%
of its 1991 capacity and, unless it
obtains more premium income, it
will be unable to meet its reinsur-

ance costs and expenses, forcing it
to recoup these costs from its mem-
bers, Mr. Goodger said.

Gresham also will appeal the
suspension of syndicate 321, he
said.

Syndicate 321 exceeded its 1987
capacity of 25 million pounds
($37.1 million) by 6%, exceeded its
1988 capacity of 39 million ($73.6
million) by 48% and exceeded its
1989 capacity of 40 million ($72.3
million) by 14%, Mr. Goodger said.

The syndicate probably would
have not written any more business
this year, he said, since most of its
business renews on Jan. 1.

However, it will appeal the deci-
sion because of the uncertainty the
suspension would will place on the
syndicate, he said. Mr. Goodger
explained that there is no set date
for the ban on underwriting to be
lifted and the syndicate would
have to begin negotiating renewals
in October.

J.H. Chappell will not dispute
the ruling affecting syndicate 575.
said John Heynes, chairman of J.H.
Chappell.

Syndicate 575 exceeded its 1988
capacity of 23 million pounds

($43.4 million) by 44%, and it is
forecast to exceed its 1989 capacity
of 33 million pounds ($59.7 mil-
lion) by 18%. While the syndicate is
not expected to exceed its capacity
in 1990, Lloyd's forecasts that it
exceeded its 1991 capacity by 2%,
Mr. Heynes said.

Sedgwick results
First-quarter results remained

static at Sedgwick Group P.L.C. as
insurance premium rates remained
depressed.

Sedgwick reported unaudited
pretax profit for the first quarter
totaling 42.6 million pounds ($74.6
million at March 31 exchange
rates), compared with 42.5 million
pounds ($69.7 million at March 30,
1990, exchange rates) for the first
quarter of 1990.

Revenues increased by 1% to
183.2 million pounds ($320.6 mil-
lion, and expenses were reduced
by 2% to 138.9 million pounds
($243.1 million).

"The market continues to be very
flat, so any revenue gain is a good
thing," said Sedgwick Chairman
David Rowland. Only specialized
areas in the London rnarket have

seen significant premium in-
creases, he added.

However, the sharp contraction
in capacity in the London non-ma-
rine reinsurance market, which
followed the January and February
1990 European storms, has re-
sulted in lower revenues for Sedg-
wick's London reinsurance broker,
E.W. Payne Cos.

But, Sedgwick James in the
United States showed a moderate

increase in revenue, Mr. Rowland
said, noting there was "good profit
improvement in the U.S."

Kuwaiti rates

Aviation cargo war risk premi-
ums for flights in and out of
Kuwait have been standardized.

The Lloyd's of London/Institute
of London Underwriters war risk

ratings committee on May 13 set
aviation cargo rates for Kuwait at
0.05% per $100 of insured value as
the threat of damage to cargo sub-
sides in the aftermath of the Per-
sian Gulf War.

Previously, rates for aviation
cargo insurance for flights to and
from Kuwait had been set on a

"held cover" basis, which meant
that individual underwriters could
set their own rates.

Marine cargo rates for ships call-
ing on Kuwaiti ports remain on a
"held cover" basis.

New Royal unit
Royal Insurance Holdings P.L.C.,

the parent company of Charlotte,
N.C.-based Royal Group Inc., is
forming a new company to under-
write worldwide property and ca-
sualty risks for multinational cor-
porations.

Royal Insurance Global Ltd,
headquartered in London, will
focus on providing services for
multinational clients, a focus in
which the insurance company ex-
pects great potential for growth,
pointed out Ian Rushton, group
chief executive of Royal Insurance
Holdings.

Thomas J. Brown, currently
managing director of Royal Insur-
ance Holdings, will serve as chief
executive of worldwide operations
for Royal Global. The new com-
pany also will have locations in
New York, The Netherlands and
Australia.

For more information, contact
Claude Adams, Vp of North
American Operations, Royal Insur-
ance U.S.A., 150 Williams St., New
York, N.Y. 10038; 212-553-3398.

Continued on next page
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Legionnaires' disease
A former cab driver who claimed

to have nearly died from Legion-
naires' disease was awarded 26,400

pounds ($45,936) in British High
Court last week in the first court-

enforced compensation award for
victims of the disease.

Peter Lower, 50, of north Lon-

don, contracted the virus in April
1988 after it spread from a cooling
tower of the British Broadcasting
Corp.'s radio headquarters in cen-
tral London.

He was one of 89 people who
contracted the disease, which has

symptoms similar to viral pneumo-
nia. Three of those people died.

Mr. Lower suffered cardiac ar-

rest and nearly died as a result of
the disease, said his lawyer, Wil-
liam O'Brien, a partner at Russell
Jones & Walker in Manchester.

The BBC and its liability insurer,
Commercial Union P.L.C., offered

Mr. Lower 18,000 pounds ($31,320)
in damages and compensation for
loss of earnings. He rejected the
offer, claiming he is still suffering
fatigue. "The judge made the
award on the basis that Mr. Lower

was still suffering from the dis-
ease," Mr. O'Brien said.

Sixty-seven other claims against
the BBC, including awards to rela.
tives of the three people who died,
have been settled already.

Mr. Lower's award is the largest

yet, said a BBC spokesman, who
would not reveal the total paid so
far.

Twenty-two other claims are
pending, though the spokesman

ing. "None of the remaining cases
are controversial."

Another outbreak of Legion-
naire's disease in 1989 affected

about 30 people in the Piccadilly
area of central London, but the
source of the virus was not identi-

fied at the time.

However, Mr. O'Brien has been

approached by a victim who says
he can identify the source and that
he wishes to file a claim against
that party. He said he will assess
the case over the next few weeks.

Jardine purchase
London-based Jardine Insurance

Brokers International Ltd. has ac-

quired the majority interest in spe-
cialist North American casualty
broker J. Besso & Co. Ltd. for an

unspecified sum.
Jardine acquired Besso from

London United Investments P.L.C.,
which held 25%, and other institu-
tional investors, said a Jardine
spokeswoman. Colin Bird-not to
be mistaken with LUI's adminis-
trator of the same name-will re-

main chairman of Besso.

Soccer star covered

Underwriters of permanent dis-
ability coverage as well as Brit-
ish soccer fans are wishing En-
glish star Paul "Gazza" Gascoigne
a speedy recovery from the knee
injury that may keep him off the
field until the end of the year.

The underwriters wrote 5.5 mil-

lion pounds ($9.6 million) of dis-
ability c6verage for Mr. Gascoigne.
Windsor Insurance Brokers placed
the coverage on behalf of Mr. Ga-
scoigne for his team, the Totten-
ham Hotspur, market sources say.

The coverage is led at Lloyd's of
London by David Sear, un-

INTERNATIONAL

derwriter for a syndicate managed
by Gooda Walker Ltd., the agency
confirmed.

A payment will be made only if
the injury forces Mr. Gascoigne to
permanently quit soccer.

Mr. Gascoigne tore his knee liga-
ments making a tackle during En-
glish soccer's premier event, the
F.A. Cup final, on May 18. He was
carried off the field on a stretcher

and was rushed into surgery.
Calling the operation a success, a

Spurs spokeswoman said he was
expected to be playing again by
Chistmas.

The Spurs went on to beat Not-
tingham Forest, 2-1.

After shooting to fame as the star
of the England World Cup squad
last year, Mr. Gascoigne has ex-
panded his activities outside soc-

nuslness insurance, iviay z I, 1,31 / aa

cer, including recording a hit rec-
ord.

The injury could not have come
at a worse time for the Spurs,
which were rumored to have con-

sidered selling Mr. Gascoigne's
contract to help reduce its 11 mil-
lion pound ($19.3 million) bank
overdraft.

It was widely rumored that Mr.
Gascoigne would be dealt to
Rome's Lazio team for 7.9 million

pounds ($13.8 million) last week,
but the deal was postponed be-
cause of the injury.

The deal would have alleviated

the pressure on the Spurs, whose
shares are quoted on the London
St6ck Exchange. Lazio is still in
negotiations with the Spurs.

But, if Mr. Gascoigne's contract
is sold, his disability coverage
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could be invalidated.

"When a transfer goes through,
any outstanding disability claims
die with the transfer," said Brian
Cook, a director at Windsor. He
would not confirm that Windsor

placed the coverage.
However, Windsor does place

coverage for the Football League,

which makes "nominal" payments
for loss of earnings to injured play-
ers, Mr. Cook said.

The coverage is underwritten by
Colin Owen, underwriter for
Lloyd's syndicate 718, which is
managed by Oxford Syndicate
Management Ltd., he said.

The Spurs say they will continue
paying Mr. Gascoigne's salary-
rumored to be more than 3,000
pounds ($5,250) per week-while
he recovers. •
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Lloyd's losses
Continued from page 31
are added to known losses, the loss
for 1988 could be as much as 550

million pounds ($957 million), Chat-
set said.

"Added to this, advance cash calls

on the 1989 year are thought to be
about 300 million pounds ($522 mil-
lion), plus a few calls on the 1990
year, so, in total, names may (have) to
write out checks this year for 800
million pounds ($1.39 billion) or just
under 8% of their stamp allocation,"
Chatset reported.

"Pre-1986 names will be hardest

hit as continuing losses on the open
years make their impact," the ana-
lyst said.

Although the marine market was
hit by the $1.3 billion Piper Alpha
loss in 1988, much of the 1988 loss
was produced by marine syndicates
that write mcidental non-marine ac-

counts, including U.S. liability expo-

sures stretching back over 50 years,
Chatset said. Many major syndicates
have had to "dramatically increase
their reserves on the old years," said
Mr. Sturge explained.

Syndicate 406, managed by Wel-
lington Underwriting Agencies Ltd.,
gives a good example of the problems
that the marine market faced on its

1988 year of account, Chatset said.
Syndicate 406 wrote net premiums

of only 34.2 million pounds ($66 mil-
lion at appropriate exchange rates)
on gross capacity of 115.6 million
pounds ($223.1 million), or just less
than 30% of its capacity.

Losses after an allowance for in-

curred-but-not-reported losses to-
taled 51.9 million pounds ($100.2
million), which produces an ultimate
loss ratio of 152%, Chatset said.

"Thus the only good thing about
1988, from a name's point of view,
was the gross overcapacity of the
market. Otherwise, losses on the pure
1988 year could have been three

INTERNATIONAL

times as great on stamp allocation.
Quite clearly, premium rates were lu-
dicrously low," the analyst said.

The main losses for the syndicate
arose from prior years of account,
which now need an additional 89.8

million pounds ($173.3 million) of re-
serves, Chatset said.

The reserves are made up as fol-
lows: 49 million pounds ($94.6 mil-
lion) for pollution losses, 15.7 mil-
lion pounds ($30.3 million)
forasbestos losses, 16.3 million
pounds ($31.5 million) for other li-
ability losses and 8.8 million pounds
($17 million) for other non-liability
losses, Chatset said.

The syndicate's prior year losses
were cut to 54 million pounds ($104.2
million) through payments from time
and distance reinsurance.

The reserve restrictions imposed on
Lloyd's by the British Inland Reve-
nue puts the market at an unfair dis-
advantage to its European competi-
tom, Chatset said. These restrictions
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require that British insurers justify
their reserves, while the same is not
required of European insurers, Chat-
set said. Also, the Inland Revenue
usually requires there to be a histori-
cal precedent for the occurrence of
claims in a particular year and does
not accept the argument that IBNR
claims are generally increasing,
Chatset added.

And recent developments like the
U.S. Environmental Protection

Agency's decision to regard drilling
rig mud as a toxic waste will increase
the need for additional reserve in-

creases to account for as-yet un-
known long-tail liability losses, Mr.
Sturge said.

"The drilling rig market is very
worried that the mud used to block

oil wells will be regarded as a pol-
lutant. . . .Professional reinsurers,
such as Swiss Re and Munich Re,
have been able to build up reserves
to pay losses like this, but in Lloyd's,
the (Inland Revenue) only allows

syndicates to put aside a relatively
small amount," he added.

In the non-marine market, prof-
its will drop to just less than 6% of
capacity in 1988 from 10% of ca-
pacity in 1987, Chatset predicts.

However, Hurricane Hugo losses,
which Lloyd's says may hit $4.2
billion, will mean that the non-ma-
rine market will join the marine mar-
ket in the red in 1989, pushing the
overall loss up to 1 billion pounds
($1.74 billion), Chatset said.

Motor and aviation syndicates will
do little to stem the 1989 losses, since
they will both produce lower profits
for the year, Chatset said.

And, with retrocessional reinsur-
ance scarce, all syndicates will have
to bear more of their future losses,
Mr. Sturge said. "It looks like Lloyd's
is becoming more and more of a net
market-that is, syndicates will have
to retain much more of what they
write rather than send it around the
rest of the market" I

War risk coverage
Continued from page 31
on the ground at Guangzhou air-
port in China on Oct. 2 after a
hijacked Boeing 737 exploded on
landing and crashed into the two
stationary aircraft, killing 127
people (BI, Oct. 8, 1990).

All three aircraft, which were

valued at around $80 million, were
owned by the Civil Aviation Ad-
ministration of China and were in-

sured by the People's Insurance Co.
of China.

However, more than 60% of the

hull, hull war risk, and liability
coverage was reinsured in the Lon-
don market.

The reinsurance was placed by
C.T. Bowring & Co. Ltd. and Willis
Faber P.L.C.

The war risk underwriters, led

by Lloyd's syndicates managed by
Janson Green Ltd., fully paid for
the loss of the 737, but all-risk un-
derwriters, led by underwriter
Barry Coleman on a syndicate
managed by Murray Lawrence &
Partners, provisionally paid 50% of
the claims for the 707 and 757.

Following arbitration proceed-
ings held in March, Lord Roskill, a
retired House of Lords judge, ruled
that the all-risk insurers should

pay 100% of the claims for the 707
and 757 that were parked.

The all-risk underwriters have

subsequently repaid the war risk
underwriters the 50% of the claims

for the two aircraft that they had
paid, Mr. Coleman said.

In his ruling, Lord Roskill said
that although the destruction of
the two aircraft on the ground was
caused by the hijacking, the word-
ing of the hijacking exclusion
clause in the all-risk policies did
not exclude coverage for aircraft
that were not hijacked, said Jon-
athan Barrett of Clyde & Co., the
war risk underwriters' lawyer.

The arbitration could be prece-
dent-setting, said Grant Whytock,
a director at Nicholson Chamber-

lam Colls BankAssure Ltd.

However, due to the unique cir-
cumstances of the crash, the ruling
may not be enough to change pol-
icy wordings, Mr. Whytock said
last week.

"All three of the aircraft were

owned by the same company and
were directly insured by the same
insurer. However, there are now
moves in China to split up all of
the state airlines, so perhaps a sim-
ilar loss could not happen again,"
he said.

"There is a possibility that the
policy wordings could be adjusted
to exclude similar losses, but noth-
ing has yet been discussed in the
market," Mr. Coleman said.

If all hijack-related losses were
excluded from all-risk policies, un-
derwriters would have to secure

an agreement from war risk un-
derwriters to assume the addi-

tional liability, added Mr. Cole-
man.



Japanese market
Continued from page 31

The Insurance Council hopes
that intensified competition will
lead to a greater number of insur-
ance products to cover the coun-
try's growing number of senior cit-
izens.

The reform plan also will include
discussion as to how life and non-

life insurers can move into each

other's areas of business.

Insurers are likely to be allowed
to compete directly in the three
specific areas of medical, old age
and personal accident insurance.

According to analysts, there is
already some overlap in this area;
changes in the law will just make
such business official.

Entry for the life insurers into
key non-life insurance areas like
fire insurance, however, will be
permitted only through subsi-
diaries, according to the Ministry
of Finance.

In addition, overall reform of the
industry would allow life and non-
life insurers to enter other finan-

cial businesses now only handled
by banks and securities firms.
These businesses would include

foreign exchange and the un-

derwriting of privately placed
bonds.

The Ministry of Finance also in-
tends to approve entry for banks
and securities firms into the insur-

ance business via subsidiaries.

However, the proposed reform,
which is expected from the min-
istry next month, largely depends
on the result of discussions about

the removal of barriers currently
separating the banking and securi-
ties businesses.

The draft also recommends that

insurers limit their capital-to-
assets ratio similar to the level re-

quired for banks and securities
houses by international banking
agreements.

The Ministry of Finance decision
to review the insurance industry
comes at a time when insurers are

keen to diversify their sources of
funds.

The companies have been badly
hit by declines in stock prices,
which reduced the value of their

investment portfolios, and by a de-
cline in the influx of new funds

after the deregulation of interest
rates, which has diverted funds to
bank deposits from insurance in-
vestment products.

Sales of high-return, single-pre-

Japan may reform
insurance laws

for foreign firms
TOKYO--The Ministry of Finance's Insurance Council, an advisory

body, is considering a proposal to abolish a separate law regulating the
operation of foreign insurance companies in Japan.

The law has been criticized as unfair and cur-

Japan rently is viewed as a source of trade friction with
A- . other nations, insurance industry sources say.

If the law is abolished, the government would
' I) unify rules regulating both foreign and domestic
' 1 insurance companies.

"There currently are two different laws for do-
D 5 V: . ' mestic and foreign insurance firms," said Atsushi

Mimura, an official with the Ministry of Finance's
First Insurance Division. "The subcommittee has been discussing the
problems the current Insurance Business Law has been creating for
foreign firms. The same two laws are likely to be harmonized."

Under the current law, foreign insurance companies are required
to set up a 10 million yen ($72,830) trust deposit with the Ministry
of Finance prior to writing any business in Japan.

Foreign insurers also must obtain approval from the ministry for
each contract involving foreign currency.

"This issue will be discussed at the General Assembly of the In-
surance Council," Mr. Mimura said. "And, the Insurance Council is
likely to make a final decision whether to abolish these restrictions by
the end of the year," he said.

Meanwhile, the United Kingdom recently asked Japan to liberalize its
insurance market. U.K. negotiators at recent financial talks between the
two countries in Tokyo requested that their Japanese counterparts allow
Lloyd's of London to operate in Japan, among other things.

-By Judith Rawnstey
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mium annuity-type policies, very
popular during the 1980s in par-
ticular, have declined, plunging
60% in the six months ending Sept.
30, 1990. Both the life and non-life
insurers are in favor of reforms

that would allow them to enter

ness if it were allowed to do so, an-
alysts say.

"The life insurers are so much

more powerful than the non-life
that if the barriers between their

business areas came down-though
I don't think that this will happen

Nippon Life Insurance Co. of Osaka alone is as
big as the entire non-life insurance industry

in Japan and could easily swallow up a big chunk
of the nation's non-life business if it were

allowed to do so, analysts say.

new areas of business and, thus,
create more competition and reve-
nues.

However, although reform of the
insurance industry would un-
doubtedly stimulate competition,
analysts say major life insurers
have a lot more to gain from liber-
alization of the laws than the

smaller non-life companies.
Nippon Life Insurance Co. of

Osaka alone is as big as the entire
non-life industry in Japan and
could easily swallow up a big
chunk ef the nation's non-life busi-
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completely-the non-lifes would
have a lot to lose," said Linda Da-
quil, financial analyst at UBS
Phillips & Drew in Tokyo.

For example, savings-type ca-
sualty insurance-which offers the
policyholder a return on the in-
vested premium upon the policy's
maturity (BI, May 13)-provides
up to 40% of non-life insurers' pre-
mium income, so small to medium-
sized non-life companies could be
hurt by competition from life com-
panies in this area.

Another crucial area of business
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for the non-life industry is fire in-
surance underwriting.

"If the Ministry of Finance lets
the life insurers into fire under-

writing, it would be very bad for
the non-lifes, as this is their most
predictable business area after ma-
rine insurance," Ms. Daquil ob-
served.

Non-life insurers, however, at
the same time have been applying
for licenses to engage in pension
fund management, which life in-
surance companies view as their
own domain. Reforms in this area

could provide a suitable compro-
mise.

"The quid pro quo would be al-
lowing non-lifes into the pen-
sion fund market/' said Ms. Da-
quil.

The Ministry of Finance-s re-
forms are expected to encourage
reorganization within Japan's

sectors.

The ministry, which has been
eyeing the possibility of reform in

sectors, has already decided to ap-

firms into each other's businesses

through the use of wholly owned
subsidiaries. I
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First Executive
Continued from page 1
Other Executive Life developments
last week include:

• California Insurance Commis-
sioner John Garamendi released a

"rehabilitation blueprint" for Execu-
tive Life that will give policyholders
two choices.

Policyholders could either cash out
policies for a reduced value or could
swap Executive Life policies for new
policies from a newly organized com-
pany. Those taking the second option
would be required to hold policies for
a minimum "lock-in" period, proba-
bly between three and five years. But
those who exchange policies would
later have a chance of receiving
higher benefits than those who cash
in now.

Mr. Garamendi, though, warns that
the proposal could collapse if a $643
million Internal Revenue Service lien

against Executive Life is upheld.
In addition, Mr. Garamendi said

at a congressional hearing in Wash-
ington last week that the "spirit" of
ERISA suggests that the federal Pen-
sion Benefit Guaranty Corp. should,
if necessary, guarantee benefits to
Executive Life annuitants who had

been covered by pension plans that
later were terminated to recover sur-
plusassets.

Mr. Garamendi also said that em-

ployers that purchased annuities
from Executive Life to replace bene-
fits of overfunded pension plans they

.

terminated should be required to
make up any benefit shortfalls re-
sulting from the insurer's collapse.
Executive Life annuitants now are

receiving only 70% of promised bene-
fits (see story, page 37).

• Two more employers-Ralston
Purina Co. in St. Louis and Promus

Cos. Inc. in Memphis, Tenn.-are
promising employees that they will
bear potential losses connected to the
purchase of Executive Life GICs by
their 401(k) plans.

Ralston Purina says it will make
up any losses of principal and in-
terest, both accumulated and future,
on the $14 million invested in Execu-
tive Life GICs in its plan's fixed in-
come fund. Those contracts represent
about 13% of the $107 million fixed
income fund.

"Management has agreed to en-
sure that the necessary funds are
available to keep the plan running
smoothly and to protect your account
balance in the fixed income fund
from losses with respect to Executive
Life investments," Ralston Purina
told its employees.

However, the company noted that
its intervention is a 'one-time event"
and that it would not intervene if
other "investment situations" arise in

the future.

In addition, Promus-which oper-
ates the Embassy Suites, Homewood
Suites and Hampton Inns hotel
chains-says it will guarantee princi-
pal and interest accumulated through
March 31 on $12.8 million in Execu-

tive Life GICs held by its 401(k) plan.
"We felt this was the right thing

to do. We want our employees to
have every confidence that their
401(k) plan is a good way to save,"
a Promus spokeswoman said.

Ralston Purina and Promus' ac-

tion follows the decision of Holiday
Inn Worldwide, the Memphis-based
hotel chain, to protect ennployees
from losses on $12.8 million in its
plan's so-called Stable Income Fund
that is invested in Executive Life

GICs (BI, May 13). Holiday Inn said
it will guarantee principal and inter-
est accumulated through April 11 on
Executive Life GICs. Principal, but
not interest, would be guaranteed
after April 11.

• The Alaska Legislature last week
gave final approval to a measure that
sets up a $45 million fund to protect
more than 22,000 participants in a
state-sponsored savings plan that
purchased Executive Life GICs and
annuities. The legislation also would
allow an additional $95 million to be
used in the future, if necessary.

In all, the Alaska savings plan pur-
chased about $132 million in Execu-
tive Life GICs-about 20% of the

plan's assets-and $5 million to $6
million in Executive Life annuities to

provide benefits to employees when
they retired.

• Labor Department officials said
they have received a flood of phone
calls from employers interested in
purchasing Executive Life GICs from
their 401(k) plans. Such purchases
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would make employers, not 401(k)
plans, Executive Life creditors.

Such a sale-normally barred by
ERISA-would have to approved by
the Labor Department through an in-
dividual exemption.

Speaking last week before the an-
nual Washington meeting of the
Assn. of Private Pension & Welfare

Plans, Deputy Assistant Secretary of
Labor Ann Combs pledged quick ac-
tion on individual employer requests
for exemptions so they can purchase
Executive Life GICs from their
401(k) plans.

Earlier this year, Georgia-Pacific
Corp. received Labor Department
permission to purchase an Executive
Life GIC held by a subsidiary's sav-
ings plan.

It was "the simplest, cleanest way
to remove an investment that fell
below our credit standards," said
John Stettler, director of benefit in-
vestments and risk management for
the Atlanta-based company.

Also at the APPWP meeting, Mi-
chele Varnhagen, an aide to Sen.
Howard Metzenbaum, D-Ohio, and
counsel to the Senate Labor and
Human Resources Committee, said
the committee will investigate
whether employer purchases of Exec-
utive Life annuities satisfied all fidu-

ciary obligations under ERISA.
• A group of major employers

whose savings plans purchased Ex-
ecutive Life GICs is forming to pro-
tect the interests of plan participants
as well as to keep companies in-
formed of the latest Executive Life

developments, said Mark Lipscomb,
manager of investor and public rela-
tions at Unisys, which belongs to the
group.

Benefit experts expect more com-
panies to take action to protecs their
401(k) plan participants from invest-
ment losses resulting from the Execu-
tive Life debacle.

"There are some employers who
believe that since employees didn':
make investment decisions as to
which GIC insurers were selected,
the employees should not be hurt"
if one of the insurers fails, said Kim
McCarrel, a consultant with Wyatt
Asset Services Inc. in Portland, Ore.

More litigation, though, likely is
in store for employers that do not
make their employees whole.

"I would not be surprised if there
was more litigation. Whenever there
is money involved, there is litigation,
even when the employer has done
everything it could to ensure that a
GIC insurer it selected was highly
rated," said Henry Saveth, a princi-

Texas Eastern
Continued from page 2
the cleanup costs on a pay-as-you-
go basis, reporting cleanup costs in
its annual report as part of operat-
ing expenses, the spokesman said.

Texas Eastern already has spent
$50 million for investigative
cleanup efforts in Pennsylvania.
And, under the Pennsylvania
agreement, the company will spend
$150 million more in cleanup costs.

Unlike the U.S. EPA agreement,
Texas Eastern has agreed to clean
up off-site soils, streams and
groundwater in Pennsylvania.

Specifically, Texas Eastern has
agreed to clean up all contamin-
ated stream sediments and off-site
soils to attain essentially undetect-
able levels of PCBs of less then 2

parts per million. The company
also has agreed to clean up its own
property to about 5 parts per mil-
lion, which will make the soil safe
for human contact.

In addition, the company will
conduct continuing studies to eval-
uate the environmental impact and
the effectiveness of the technology
used in the cleanups.

"Our efforts in this case have re-
suited in a much better deal for

Pennsylvania than if we would
have simply accepted those agreed
to by the U.S. EPA," said Pennsyl-
vania Gov. Robert P. Casey.
"We've gone the extra mile to pro-
tect our people, our law and our
water."

pal with A. Foster Higgins & Co. Inc.
in New York.

Indeed, Karl Cambronne, a part-
ner with the Minneapolis law firm
of Chestnut & Brooks, which has
filed suits against Honeywell and
Unisys, said he has been contacted
by other plaintiffs' attorneys seek-
ing additional information about the
litigation.

The suit against Honeywell charges
that Honeywell, its retirement com-
mittee and 401(k) plan trustee did
not disclose to participants that a sig-
nificant portion of their "risk-free"
investment in the fixed income fund

had become very risky.
"Defendants totally failed to in-

form plaintiffs and the members of
the class that a staggering 16% of
the fund was in serious jeopardy as
a result of the shaky financial con-
dition of Executive Life," the suit
says.

"This loss is even more unpalat-
able when it is remembered that con-

tributors to the fund reasonably be-
lieved that they had selected an
extremely safe, virtually risk-free re-
tirement investment. Many good,
faithful Honeywell employees will
suffer sleepless nights as a result of
defendants' unconscionable derelic-

tion of duty," according to the suit.
The suit also says that the 16% of

fixed income investments in Exec-

utive Life GICs "is far in excess of
what prudence would dictate appro-
priate for a pension plan. Prudence
would indicate that a well-diversified

portfolio of GICs would be far more
likely to mmimize the risk of loss to
plan participants," the suit said.

Citing company policy, a Hon-
eywell spokeswoman declined to
comment on the suits.

In one of the suits against Unisys,
plaintiffs charge that the company
failed to provide information to plan
participants that was "sufficiently
accurate and comprehensive" that
their investments were "in dire jeop-
ardy" because of the investments in
Executive Life GICs.

In addition, because Unisys failed
to "adequately monitor the status of
Executive Life and to take steps to
eliminate the Executive Life GICs

from the funds' portfolios, the defen-
dant breached its fiduciary obliga-
tions," the suit charges.

Unisys also declined to comment
on the litigation. However, Mr. Lip-
scomb, the manager of investor and
public relations, noted that at the
time the Executive Life GICs were

purchased, the insurer had the high-
est ratings available. I

In addition to the $200 million in
cleanup costs, Texas Eastern will:

• Pay $5.35 million in civil pen-
alties to the state Department of
Environmental Resources to settle
charges that the company violated
Pennsylvania's Clean Streams Law
and Solid Waste Management Act.
This is a state record for civil pen-
alties.

• Pay $3.55 million over the next
10 years to the Department of En-
vironmental Resources for the

agency's future costs associated
with overseeing the cleanup of the
contaminated sites.

• Post a $3 million letter of
credit with the Department of En-
vironmental Resources necessary
to guaranty payment for cleanup
activities at the sites.

• Pay $1.55 million to the De-
partment of Environmental Re-
sources for past oversight costs,
dating back to 1987.

• Spend $3 million to develop
and evaluate new types of technol-
ogy for cleaning up groundwater
contaminated with PCBs.

• Pay $1.55 million to the Penn-
sylvania Fish Commission to assess
the impact of PCBs and other con-
taminants on aquatic life. This
payment includes a $300,000 dona-
tion to the Fish Fund.

• Pay $650,000 to the Pennsylva-
nia Game Commission to evaluate

the effect of PCBs and other con-
taminants on wildlife. m



Annuity guarantees urged
By JERRY GEISEL

WASHINGTON-The Pension

Benefit Guaranty Corp. should
guarantee retirement benefits for
employees and retirees whose com-
panies terminated pension plans
and subsequently purchased an-
nuities from life insurers, includ-

ing Executive Life Insurance Co.,
argues California Insurance Com-
missioner John Garamendi.

Executive Life, which among
other things wrote annuities for
participants in terminated pension
plans, was placed in conservation
by the California Insurance De-
partment last month (see story,
page 1).

The PBGC maintains that its

benefit guarantees only extend to
defined benefit pension plan par-
ticipants and not to individuals
who receive annuities purchased
from insurance companies by em-

ployers that have terminated their
pension plans.

However, Mr. Garamendi said

the PBGC's position is "bad news"
to the millions of retirees and em-

ployees whose companies termin-
ated their pension plans and
funded their pension benefits with
insurance company annuities.

"It also is inconsistent with the

spirit of the landmark ERISA leg-
islation of the 1970s, which would
lead any layman to believe that it

was the pension benefits that were
guaranteed by the Pension Benefit
Guaranty Corp.," Mr. Garamendi
told the House Subcommittee on

Select Revenue Measures last

week.

To fail to guarantee annuities
would invite "public ridicule" of
the pension benefit guarantee pro-
gram, he said.

"I invite you to imagine having
to explain to the widow of a retired
pensioner that she is out of luck

because the elaborate pension ben-
efit guarantee system we set up for
her does not in fact guarantee her
pension because her pension is not
the exact kind of pension we guar-
antee," the California regulator
said.

But the committee members said

they were concerned about extend-
ing PBGC guarantees to annuities.

Rep. Rod Chandler, R-Wash.,
worried that broadening PBGC
guarantees to cover annuities
could send PBGC termination in-

surance premiums-which are paid
by employers-spiraling.

New premium hikes could lead
more employers to terminate their
defined benefit pension plans, Rep.
Chandler warned.

Rep. Charles Rangel, D-N.Y.,
also was troubled by Mr. Gara-
mendi's suggestion that the PBGC
guarantee annuities.

"It never entered my mind that
PBGC should be exposed to that
kind of liability," Rep. Rangel
said.

Mr. Garamendi also said employ-
ers that terminated overfunded

pension plans and then purchased
Executive Life annuities to replace
pension benefits have an obliga-
tion to make up any benefit short-
falls to workers and retirees. Cur-

rently, under the California
Insurance Department's conserva-
tion plan, individuals covered by
Executive Life-issued annuities

are receiving 70% of promised ben-
efits.

"Surely companies that did
(pension) reversion raids in the
'8Os should be held accountable"

and cover any shortfalls to annui-

tants caused by Executive Life's
collapse, Mr. Garamendi said.

But, Rep. Don Sundquist, R-
Tenn., pointed out that while asset
reversions may have been "raids,"
such actions were not against the
law.

Angered subcommittee members
wanted to know how it was possi-
ble for Executive Life to hold a

high percentage of its assets-more
than two-thirds-in junk bonds.

"To allow 67% of assets in junk
bonds is pure incompetence,"
fumed Rep. Byron Dorgan, D-N.D.

Mr. Garamendi agreed that a
cap, possibly 20%, is needed on the
maximum percentage of insurer
assets that could consist of non-in-

vestment grade or junk bonds.
He also said he is investigating

the California Insurance Depart-
ment's regulation of Executive
Life.

ithout doubt,
there's no

industry that comes

closer to touching the
lives of every citizen

of our country than
the insurance

industry. And yet,
most consumers

believe insurers are

ripping them off. A

recent Gallup poll
found that more than

two out of three

respondents think
P & C insurers earn

"excessive" profits,
but fudge figures to
hide profitability.

Now, we all know

that, in fact,

insurance companies
are less profitable
than other kinds of

companies and our
state regulators and

public accountants

aren't going to let us

"fudge" the numbers.

Mr. Garamendi also repeated to
the subcommittee earlier warnings
that a $643 million Internal Reve-
nue Service lien on Executive Life

for back taxes and penalties and
interest "guarantees failure to re-
habilitate the company and con-
serve for the people as much as we
possibly can" (BI, April 29).

But even if the IRS lien is lifted,

policyholders will not receive all
promised benefits under the most
optimistic of rehabilitation plans,
he said. •

Where does this

misperception come
from? And more

importantly, what can

we do to change it?

I think the answer to

both of these

questions boils down
to one word: service.

It's service, or the
lack of it, that causes

consumers to be

disillusioned and it's

service that can

change that
disillusionment into

satisfaction.

When I take off my
hat as "insurance

company president"

and put on my
«insurance consumer"

hat, I'm appalled by
what I see. I buy a

commercial policy
and it takes three or

four months to get it.

When I get it, my

1
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Get the advantages of Vermont's largest
and most experienced independent

captive manager. Full service from
formation to operation, regulatory
reporting, accounting. rein-
surance, investment. Exclusive

providersofthemostcomprehen-
sive and timely financial reporting

available. Plus the choices and cost

savings available only through an
independent.

H. Uncoln Miller, CEO Michael T. Rogers. COO
Experts in alternative market mechanisms Prime Movers of law

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

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

"Wh, does turnaround 
for an insurance policy

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

college education isn't
enough for me to

wade through the

confusing verbiage.
It's about time we

started doing

something about
consumers' problems.
It's time we started to

demonstrate our care

and compassion

through our service.

At RLI, that's just

what we're doing.

And we begin with
fast service. There's

no reason policy
turnaround should be

as high as 90 days.
Our underwriters

consistently succeed

RLI

in making that
figure fifteen days.

Why can't other

insurance companies
do the same?

Speed isn't the only
thing we're concerned
about at RLI.

Compassion and

caring are what this
business is all about.

We need to be there,

showing our support
when our customers'

business or home

burns down. We need

to work to change the

300 year old tort
system that ends up

making the insurance

company the ultimate
loser. We need to let

the public know what
the insurance industry
does for their safety

and well-being. Work
with RLI in making

the changes we need

to make. I challenge
you to be the best

you can be.

9025 N. Lindbergh Drive
Peoria, IL 61615

800 /445-5468
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Chief executives The new Medicare payment rates to educate CEOs and CFOs about
for phys.cians will have a "tre- the role that mental health care Resist urge to cutContinued from page 3 mendous impact on cost shifting in and substance abuse benefits-in-

ture retiree health care cos:s on the next _8 to 24 months," Mr Bo- cluding employee assistance plans
their current financial statements land stressed "There's going to be -can play in reducing overall

Once it factors in these liabi- more cost shifting in the next two health care costs, Mr Boland as- mental benefits,lities, "a $500 million company years than we could have imagined serted
will become a $400 million com- in the last two years, ' he warned Top executives also would prob-
pany," Mr Boland said (BI, April As a resuit "any employer that ably cut the number of health care
1) does not iave almost all of its em- plans offered to employees, ac- psychiatrist saysHowever, FASB lS considering a ployee population sheltered in a cor(ling to Mr Bowland
rule that would reduce the liabill- fixed cap tation program or a frxed Already, many large U S cor-
ties employers must recognize on performance-basec kind of con- porations are consolidating their By JOANNE WOJCIK diture profiles, it's a reflection of
their balance sheets-and the re- tract is gcing to get ;alled " health care plans BankAmerica something that happened earlier in
sulting charge on their income Several problems will result Corp,for mstance, last year pared SAN JOSE, Calif -Self-insured the employee's behavior," he ex-
statements-by more than a third when CE Os take control of the its health maintenance organiza- employers plained
in many cases fight againd rising health care tion offerings to six from 15 (BI, *E should offer be- While self-insured employers

The proposed rule change still costs, acciraing to Mr Boland Oct 1, 1990) havioral health have a variety of options to manage
must go through the accounting First, "when CEOs are put in the Several other employers are re- benefits to their behavioral health and control

board's lengthy review and ap- hot seat, what will they do?" he placing multiple health care plans workforce w order to reduce over- health care costs, they must realize
proval process, but is expected to asked "Call in the cist cutters ' with a single point-of-service plan all health care costs and be more there's no off-the-shelf product
become final by early next year Unfortunately, the cost cut:ers Examples include Allied-Signal competitive in the global market- that will respond to their employ-
(BI, May 20) likely to be selected by corporate Inc 's Health Care Connection and place, a psychiatrist says ees' behavioral health care needs,

• The new Medicare phys.clan financial ofhcers are not hkely to the Customeare plans at South- "We need to preserve and en- Mr Freeman stressed
payment schedule included ir last be familiar with employee benerits, western Bell Corp (BI Feb 18) hance the physical fitness and the For example, such programs as
year's budget law Mr Boland pointed out While many of the recent plan mental health and productivity of behavioral health prevention, pro-

Among other changes, physicians "These are not human resources consolidations may have benefitted our workforce in order to be com- motion, m anagement and con-
will now be paid according to the people," t.e said "They look at or.e both employers and their employ- petitive in this global market- sumer education that prevent un-
relative value of their services, not thing Where is the bleeding? ees, Mr Boland expressed concern place," said Michael A Freeman, necessary utilization in the first
the market levels that they gen- "Our concern is that these cost that the criteria used to make the president of the San Francisco- place cannot be purchased on the
erally charge The new approach, cutters, as smart as they may be, cuts were too superficial because based Institute for Behavioral open market, according to Mr
which will be phased in diring may not be long-term visionane: they focused solely on which plans Healthcare Freernan

1991 and 1992, is intended to slow Our conc€rn is they're going to use covered the most employees Unfortunately, many employers "It's not like you want a car, so
the growth of Medicare physician a meat ax net a scalpel " "It doesn't take a genius to fig- that are faced with increases in you go to the automobile dealer to
payments, which rose as much as The second problem that could ure out where to make cuts based their mental health care spending see what's for sale this year," he
15% per year during the 19805. result from top executives taking on that," he quipped usually eliminate or reduce mental said

However, costs not paid b3 the over benefit cost containment de- Enrollment should be the first health care benefits, Mr Freeman Instead, behavioral health care
Medicare program are likely 10 be Cisions is the areas in which they concern in such a decision, accord- told benefit managers attending benefits must be customized to
shifted to the private sector, simi- make the cuts, he said ing to Mr Bowland, but quality of the annual meeting of the National meet the needs of each employer's
lar to the cost shifting that oc- Mental health and substance care also should be taken into con- Assn of Employers for Health Care workforce in order for them to be
curred after Medicare changed the abuse benehts will be "the sin- sideration because "there is no cost Action, held May 16-17 in San effective
way it reimbursed hospitals for in- gle most cbvious area for cuts,' he containment without quality as- Jose, Calif Mr Freeman cited the advan-
patient charges in 1983 While that predicted "They don't like to deal surance " In fact, "fully 15% of American tages and disadvantages of several
system, based on diagnosis-related with it, they don't understand it, it "We've been so over-focused on employers impose benefit limita- behavioral health management op-
groups, did cut the government's affects fea-er people and it'S less cost containment that we haven't tions, benefit restrictions or some tions for self-insured employers
health care costs somewhat, hospi- bread-and- butter than acute realized that we can't manage cost form of benefit reductions," Mr • Benefit redesign, including
tals shifted those costs onto other care ' without managing the care," he Freeman said limitations, restrictions, exclusions
patients It will be benefit managers' ]ob said But mental health care "benefit and incentives

elimination is not the right solu- Benefit redesign is relatively
tion," according to Mr Freeman, easy to accomplish and produces
especially since one out of five direct cost savings, but it can in-
people has a diagnosable psychiat- crease the Indirect costs of beha-
ric condition, and one out of four vioral health problems or nega-
women will have a major de- tively affect quality of care,
pressive episode in the course of according to Mr Freeman
their lifetimes Depression's mor- • Stand-alone utilization review

tality rate is 15%, Mr Freeman programs, including inpatient UR,
added outpatient UR and retrospective

Employees with psychiatric con- review
ditions, especially those suffering While UR is simple to administer
from chemical dependency. will and can reduce costs without af-
generate five times more medical fecting the original benefit design,
claims than those who are psycho- the UR process can be adversarial,
logically healthy, Mr Freeman Mr Freeman pointed out
said In addition, UR vendors can be

Behavioral health problems also unreliable, since there are no uni-

Our people.They have the produce numerous indirect costs, versally accepted UR standards or
like excess medical plan utiliza- criteria, he added

time-tested, hands-on expen- tion, absenteeism, workers com- • Carving out mental health
ence to deliver the quality ser- pensation stress claims, lower pro- benefits from a company's health
vice you need today And they ductivity, accidents and injuries, care plan and contracting with an
stay sharp through ongoing wasted management time and un- alternative delivery system, such

necessary employee turnover, re- as a specialized behavioral man-
training programs cruitment and training, according aged care vendor, to deliver these

You'll be served by a team to Mr Freeman services

of experts, not Just cne They'll "That's just the tip of the ice- Carve-outs are the most cost-ef-

handle your account exactlv berg," he said "Every once in a fective approach to behavioral

the way you wish giving you while you have something like health management and have great
Exxon, which gets ln trouble with potential for quality assurance and

better service and more cori- the Valdez oil spill Disasters of quality improvement, according to
trol of the claims process that nature are not isolated " Mr Freeman In addition, contract
With betterinforma .lori made The captain of the Exxon Valdez designs can be flexible

possible by the most was intoxicated under Coast However, employees lose free-

0, D
Guard blood alcohol content limits dom of choice of providers, andadvanced technology and not at the ship's helm when the these benefits usually are not inte-

For more information Exxon Corp -owned tanker ran grated with a company's employee
including our Claims Directory aground in March 1989, triggering assistance program, he pointed

a huge oil spill that fouled Alaska's outplease contact.
Prince William Sound (BI, April 3, • EAP-driven managed beha-

A A 1989) vioral health care systems in whichGeorge H. Czerwonka,Ir.
Mr Freeman said he knows of a EAP case managers act as gate-6 A ' Assistant Vice President

040
situation m which mariluana-im- keepers, determining the need forContinental Loss Adjusting
paired employees who failed to referrals as well as providing fol-One Continental Drive

Cranbury, Nj 08570-0001
keep the computerized records of low-up care
stolen credit cards cost one finan- Such programs produce signifi-

Tel (609) 395-2045 cial services company $20 million cant cost savings and positive out-
Fax (609) 395-6303 overnight comes while securing good em-

"The bigger the company, the ployee relations, according to Mr
bigger the problem," he said Freeman

Higher overall health care costs However, some EAP case manag-
are a secondary phenomenon of ers may not be qualified to make
behavioral health problems ac- referrals, and the programs can be
cor(ling to Mr Freeman costly since they require employers

"It's kind of like if you look at to fund start-up costs

4* Con the surface of a pond and see rip- In addition, such EAP programs
tinental ples, you know there was a stone can Increase employer liability if

dropping someplace else a while the EAP is developed ln-house
* Loss Adjusting s back It's the same way with costs rather than provided by an outside

of benefits expenditures When you contractor, according to Mr Free-
There when it counts. see utilization profiles and expen- man
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150 attend NAEHCA conference Firms detail cost savings success
SAN JOSE, Calif -Gary Yeaw, director of group insurance at

Allied-Signal Inc of Morristown, NJ, was elected chairman of the By JOANNE WOJCIK zontally, with all types of providers In order to reduce ltS non-Health-

National Assn of Employers for Health Care Action during the • Discounted fee arrangements Link HMO offermgs, Xerox will no
group's 1991 annual meeting SAN JOSE, Calif -Point-of-ser- should be avoided The chosen pay- longer permit employees to enroll m

In addition, Stan Benson, vp of health care operations at Pfizer vice plans offer ment system should address both the those plans for the first time How-

Pharmaceuticals Inc in New York, was re-elected vice chairman,  i:i*ii*, the most effective pnceand the volume of services ever, those that were enrolled pnor to
and Elmer Kindt, manager of compensation analysis at Dow Chemi- ---„,- method for man- • Providers should participate in the introduction of HealthLink are
cal Co in Midland, Mich, was elected treasurer mizing managed the financial outcome cf the program permitted to continue

Ruth H Stack will continue to serve as president of the Key health care networks while minimlz- at reasonable levels Xerox plans to offer only 27 non-
Biscayne, Fla -based organization mg employee relations difhculties, a • The insurer or administrator HealthLmk HMOs m 1992

NAEHCA members elected to the board of directors were benefit manager says should share in the financial sue- While 98% of Xerox employees are
Thomas E Burns, manager of employee benefits at General "Point-of-service is the most prag- cess or failure of the plan ellgible to participate in HealthLmk,

Electric Co , Michael R Herman, director of national accounts man- matic way of extending managed "Try to estabhsh a system where approximately 52% do so, according
agement at Merck, Sharp & Dohme, a pharmaceutical manufacturer care," said Gary Yeaw, director of everybody has a stake," Mr Yeaw to Ms Diehl While this number may
m West Point, Pa, Joe Johnson, operations manager-benefits at Bell group msurance at Alhed-Signal Inc advised employers considering a appear small, it is up 13% from last
South Corp in Atlanta, William R Johnson, director of corpo- in Mornstown, NJ, one of the pio- pomt-of-service plan year, she pointed out
rate employee benefits at International Multifoo(is Corp in Minne- neers m the development and use of Under Allied-Signal's program, While Ms Diehl did not provide
apolis, and Joyce Johnston, manager of patient care services at point-of-service managed care plans plan administrator CIGNA Health cost savings figures for the plan, she
Southern California Edison Co in Rosemead, Calif However, employers should know Plans Inc agreed to absorb Cost in- said Xerox will monitor the plan's

A total of 150 members and exhibitors attended the meeting, ti- that they will not realize savings creases that exceeded a stipulated performance through oversight acti-
tled "Managed Health Care Strategies for the '90$," which was untll several years mto a plan's oper- amount in each of the program's vities and reports conducted by the
held at the Fairmont Hotel in downtown San Jose ation because of the cost of building a three yeans (BI, Feb 22,1988) national HealthLmk managers

Next year's meeting is scheduled for April 30-May 1 at the point-of-service network, Mr Yeaw While neither CIGNA nor Alhed- "Xerox and its national Health-

Marriott Hotel in Minneapolis told benefit managers attending the Signal w111 disclose the specific per- Link partners wlll collaborate to ad-
For more information, contact Ms Stack at NAEHCA, P 0 Box annual meetmg of the National Assn centage for the first two years of the dress additional member needs and

220, Key Biscayne, Fla 33149, 305-361-2810 of Employers for Health Care Acticn, program, CIGNA guaranteed that requirements for program enhance-
-BY Joanne Wojcik held May 16-17 in San Jose, Calif Allied-Signal's costs would not in- ments," she said

After three years of offering its crease more than 6% to 7% m the Because Hewlett-Packard Co 's

point-of-service product, dubbed the third year (BI, March 19, 1990) business philosophy places heavy

Preserve relationships: Expert Health Care Connection, Alhed-Slg- Allied-Signal recently negotiated emphasis on profit-shanng-approx-
nal's projected per-capita costs for an extension to its three-year con- imately 22% of its prohts are shared
health care are 23% lower than they tract with CIGNA, the terms of with employees-the company also

SAN JOSE, Calif -Employers quality and efficiency, and thereby would have been if its previous m- which were not released stresses cost-sharing in its benefit
should select a moderate the cost," he said demnity arrangement had been con- • Point-of-service networks should program, according Arthur J Young,
managed care When determining a plan s com- tmued, accordmg to Mr Yeaw address quahty of care m addition to corporate benefits manager for the
plan on the basis mitment to quality, the employer The projected plan costs for 1991 financial arrangements Palo Alto, Calif -based company
of how well it should ask where quality fits into are $2,902 per employee, compared • Health care can be delivered After studying the types of diag-

supports the patient-doctor relation- the organization's pnonties and how with a projected $3,569 per worker most effectively using a mix of m- noses that generated the most health
ship, a health care expert says it screens its participating physic- that would have been paid in m- house services, staff models, group care expenditures in 1989, the com-

"The nature of that relationship, ians demnity plan premiums for the cur- models, independent practice asso- pany in 1990 limited some benefits-
the nature of that bond," is critical "Is it merely a matter of pnce or rent plan year, he said cia:ions and non-network pronders, like physical therapy, chiropractic
to "what happens in terms of pa- efficiency? Or does the plan apply In addition to lower premium dependmg on the circumstances treatment and mental health care

tient outcome," said David McKin- an ongolng test of a physicians' cre- costs, the Health Care Connection Sharon Diehl, manager of bene- benefits-while encouragmg employ-
non Lawrence, vice chairman of Kai- dentials and clinical decisions9" Mr also resulted m fewer hospital ad- fits operations for Xerox Corp in ees to use preferred providers
ser Foundation Health Plan Inc m Lawrence asked missions and shorter lengths of stay Stamford, Conn, described her com- For example, employees who use
Oakland, Calif In addition, employers should (BI, Feb 18) pany's strategy for managing health PPO providers receive 90% coverage,

"When we see it working at its make sure the plan has a quality The program placed greater em- care She said Xerox decided to con- while those who use non-network
best there lS greater hkehhood of assurance program m place that pro- phasis on outpatient treatment, with sohdate its HMO management under providers receive only 70% coverage
appropriate technical output But vides incentives for physicians to act employees havmg an average of 44 a smgle program called HealthLmk The changes resulted m a net sav-
more importantly, there iS greater in the best interest of patients physician encounters per year com- (BI, June 25, 1990) 1ngs of $3 5 milhon last year, accord-
likehhood of appropnate clinical or Systems organization and mtegra- pared with the indemnity plan aver- To select the HMO companies that ing to Mr Young
patient care-oriented outcome," Mr tion also are essential to forming a age of Just two office visits annually would serve as Healt,Llnk "manag- In addition, by increasing em-

Lawrence said during his keynote commitment to quality, accordmg to These results show that "the ga- ers," Xerox used a competitive bid- ployee cost-sharing in the mdemmty
speech at the recent National Assn of Mr Lawrence tekeeper system is the most effec- clmg process, according to Ms Diehl plan, HMO participation grew to 56%
Employers for Health Care Action "Look at the relationships and tive method for managmg care, and "As a result of the competitize bid- m 1990 from 21 7% in 1985
meeting m San Jose, Callf linkages among the insurance ele- the primary care physician is m the ding process, m 1991 our program m- Like Xerox, Hewlett-Packard is

In selectmg a managed care plan, ment, the busmess management and best position to act as the care man- cludes six HealthLmk managers with panng down its HMO offerings, he
employers also should examme the the providers," he said ager," said Mr Yeaw a total of 151 (local) network plans," said Using selection criteria that
plans' commitment to quality, sys- A good system w111 not only iden- Other, less tangible findings of Al- she said The program will add 10 focus on federal quallfication, fman-
tems organization and integration, tify the good quality physicians and hed-Signal's experiment with point- more local plans m 1992 cial stability and rates, Hewlett-

and accountability and responsibihty hospitals but also w11 keep track of of-service plans, he said, mcluded In addition to the HealtnLink Packard reduced ltS HMO contracts

programs, according to Mr patients' records, making sure they • A pomt-of-service network must HMOs, Xerox also has a self-insured to 78 m 1991 from 84 the year before
Lawrence precede them when they receive be integrated vertically, with all indemnity plan and a choice of 36 The panel was moderated by Stan

"Each of these criteria has the po- treatment types of hospitals and outpatient non-HealthLmk HMOs, a reduction Benson, vp of health care operations
tential of helping to enhance the -B Joanne Wojok treatment facilities, as well as hon- from 50 the year before at Pflzer Inc in New York
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Blood supply
Continued from page 3
testing-currently conducted at 53
blood centers-to fewer than 10 re-

gional laboratories and beef up in-
ternai inspections at those labs.

Red Cross officials hope that li-
miting the number of testing labs
will alleviate safety concerns about
the quality control of blood testing
procedures.

However, customized patient
services-like special blood typing,
tissue services and holding a per-
son's blood for use during surgery
-will now be provided by all Red
Cross blood centers.

Other Red Cross centers will

provide blood to areas whose cen-
ter has been temporarily closed. At
the end of each regional transfor-
mation: normal donor recruitment,
blood collections and blood com-

ponent production will resume at
each of the centers.

As the Red Cross implements
these operating reforms, it also
plans to appoint a biomedical
board of directors at each local

center to oversee only the center's
blood services. Currently, there is
no separate oversight of a center's
blood services and social services.

Red Cross officials say the gover-
nance changes are needed because
the organization's blood services
and social services operate with
different missions and separate
budgets.

The AIDS epidemic and many
recent FDA citations charging

BENEFITS
Mid-Year Market Report
A recent survey* among Bl's corporate executive readers
revealed that ...

60% are responsible for employee benefits;
62% buy, specify or approve group insurance

plans;
62% read all of their last four issues of Bl;

69% are especially interested in employee
benefits and group insurance topics;

79% review their employee benefits programs
annually;

88% take action based on what they read in Bl.

Corporate executives rely on Business Insurance to
present the facts. Always taking the pulse of what's
happening, Bl will dig deep ... track the trends...
forecast where premiums and rates are going ...
in this special mid-year market report on
employee benefits.

In-depth news and comprehensive reports on
managed health care networks and employee
assistance programs will be must reading for the
thousands of financial and administrative

executives, risk, employee benefits and human
resource managers deeply engrossed in or

planning renewals for their employee benefits plans.
And these readers will tum to Bl's new Directory
listing EAPs and Mental Health Networks for the
resources they need.

If you're an important player in the employee benefits
market, you have to act on the facts and keep your
company's name and capabilities in front of the
decision-makers reading Business 1nsurance. Use the
advertising order form in this file to reserve your space
or call one of our sales offices today.

*Source: An Audience Profile of the Business Insurance "Buyer" Reader. !990
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'The reorganization
was needed to

restore public
confidence,' says

Mr. Mandel.

some Red Cross blood centers with

unsafe practices spurred the Red
Cross into action.

"The reorganization was needed
to restore public confidence in the
nation's blood supply and to reach
a more effective level of regulatory
compliance," Mr. Mandel said.

"We had been going through
some changes of these types since
last summer," Mr. Mandel said.

But, "the missing element was the
centralization of tHe testing pro-
cess." Red Cross senior manage-
ment felt an overhaul-rather than

a piecemeal approach-was neces-
sary to ensure all blood would be
safe, he said.

"By and large, the performance
of most Red Cross centers has been

good" and the problems generally
"are not direct threats to public
health," an FDA spokesman said.

However, he said that "there

have been a small number of cases

of serious and chronic problems.
The strict procedures we insist
upon were not being followed,
leading us to believe that the na-
tion's blood supply was not as safe
as it could be."

The most serious problems have
been limited to a Red Cross blood

center in Albany, N.Y., and a cen-
ter in Portland, Ore., the FDA
spokesman said.

The FDA threatened to revoke

the Albany center's license because
of severe problems in record keep-
ing, blood testing, and training for
personnel and supervisors. The
center eventually withdrew its li-
cense voluntarily.

The FDA ordered the Portland

center closed after hitting it with
more than 50 citations, including
poor record keeping and distribut-
ion of infected blood.

In a speech given last week dur-

ing the organization's annual na-
tional meeting, Red Cross Presi-
dent Elizabeth H. Dole said that

"more than one-third of the FDA

citations in the past year stem from
errors reported or the lack of
proper procedures in the blood
testing process."

Quality control of testing proce-
dures is "difficult to maintain with

absolute integrity when 53 differ-
ent laboratories are involved," she
said.

The Red Cross performs seven
tests on blood to ensure its safety.

Red Cross labs performed 100
million more tests from 1985

through 1990 than they did in the
previous five years, Ms. Dole ex-
plained. "With fewer testing labs
we will have greater control over
quality at this stage."

While new capacity is ti,ickling
into the liability insurance market
for blood banks, the Red Cross
does not look to the traditional

market for coverage. The Red
Cross in 1988 set up a captive to
underwrite the first $1 million of
general liability and association li-
ability coverage, among other cov-
erages (BI, Dec. 24, 1990; April 18,
1988).

Mr. Mandel said the Red Cross is

uncertain about how it will fund

the sweeping reforms. "The fin-
ancing is still being worked on. It's
likely it will be financed through
loans, fund raising and expense re-
ductions that result from the re-

forms," he said.
Unlike the Red Cross, the tis-

sue bank industry is fragmented
and some banks are looking to the
government to help them initiate
reforms.

Some tissue banks are calling on
the FDA to standardize the way
human tissue products are regu-
lated, much like the way mechani-
cal medical devices are already re-
gulated, said Ed Ransom, a
consultant with Rantran Inc., an
independent medical device manu-
facturing consulting firm in Ash-
land, Va.

"The tissue industry has never
been under specific enforced regu-
lation," he noted. But, the industry

Continued on next page
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Continued from previous page
should be regulated in the same
manner that the medical device in-

dustry is regulated by the FDA, he
said.

"Tissues are products. When you
go in and make a bone product, you
do a lot to it. You trim it to size,

make it different shapes-in es-
sence, it's a manufacturing pro-
cess," Mr. Ransom explained.

"We want consistency of process
and consistency of regulation so
that the consumer and medical

profession has consistency of prod-
uct. We are trying to assure a safe
and effective product so that if a
medical facility gets tissue from
one tissue bank, they will know it's
as high quality as from another
bank."

However, another group of six
tissue banks that process heart
valves are submitting a proposal to
the FDA calling for specific regu-
lation but want separate treatment
from manufacturers of mechanical

nnedical devices.

"We feel there is a need for regu-
lation, but we feel we need differ-

ent set of regulations because tis-
sues aren't strictly mechanical-
they have biological aspects," said
Mike Strong, scientific director of
Northwest Tissue Center in Seat-

tle.

"We'd like to see some legislative
activity that would classify us in a
category of our own" with regula-
tions based on the tissue banking
industry's particular characteris-
ties, Mr. Strong said.

Some tissue banks also are call-

ing for the government to create a
national computer registry that
would serve as a registry of donors,
much like the system the Red Cross

intends to implement.
Mr. Strong said he would sup-

port a national registry that would
collect data on tissue donors and

recipients.
That registry could ensure that

information about subsequent
problems experienced by recipi-
ents is sent to the tissue banks or

organ procurement agencies for
their review, Mr. Ransom ex-

plained.
Timely notification of potential

quality problems would enable tis-
sue banks and other processing
centers to examine their internal

processes for flaws that may have
led to a defect, he said.

New laws regulating the medical
device industry "mandate that dis-
tributors and hospitals report back
any serious problems that happen
in the field," Mr. Ransom pointed
out. Similar laws should be deve-

loped for the tissue banking indus-
try, he suggested.

This notification could eliminate

the possibility of tissue banks re-
leasing additional infected tissues
to other recipients, said Tim Hub-
bard, president of medical research
group and law firm Chatham-
borough Research Group in Pitts-
boro, N.C.

Mr. Hubbard pointed out that
tissue banks and organ procure-
ment agencies request that doctors
who implant these materials fill
out and return a card that gives in-
formation about the recipient.
However, because physicians are
not obligated to return the cards,
the return rate on such cards is

only 30% to 40%, he said.
Confidentiality concerns and a

lack of funding are the major road-
blocks to setting up a national reg-
istry of donors, processing centers,
implanting facilities and recipi-
ents, Mr. Ransom said.

"There is a lot of concern about

costs," Mr. Strong agreed. "We
don't have the funding to get it
going"

But, because of budget and staff
cuts at the FDA, it may be unlikely
that the agency will be given the
authority to oversee the tissue
banking industry, the FDA spokes-
man and other sources say.

Still, some tissue banks point to
an incident earlier this month that

they say underscores the need for a

computerized registry of tissue and
organ recipients.

The FDA says that tissue bank
LifeNet Transplant Services of
Virginia Beach, Va., processed and
dispensed to medical providers tis-
sue contaminated with the AIDS

virus.

In the' incident, a Virginia hospi-
tal harvested five organs, 54 tissue
grafts, two corneas and several
vials of bone marrow from a gun-
shot victim who apparently con-
tracted AIDS shortly before he was
killed during a robbery in 1985,
FDA officials say.

The tissues were supplied to
LifeNet, which then supplied many
of the tissues to more than 30 hos-

pitals.

In April, the Colorado Depart-
ment of Public Health notified

LifeNet that one of the tissue re-

cipients of an unprocessed, fresh
frozen graft was infected with the
human immunodeficiency virus,
which causes AIDS. The departm-
ent suspected the tissue may had
been contaminated because the re-

cipient-an elderly woman-had
no other AIDS risk factors.

A LifeNet investigation found
that three recipients of organs
from the gunshot victim had died
from AIDS-related illnesses within

a few years of the transplants.
LifeNet, though, did not process
those organs.

LifeNet then asked the FDA and

the federal Centers for Disease

DculneSS Inau/Unce, ivitly 4 4, 12,411 / Il

Control in Atlanta to help notify 53
other recipients of the man's tis-
sue.

Mr. Hubbard of Chatham-

borough, which represents Life-
Net, said that tracking the recipi-
ents would be much easier if a

central registry existed.
LifeNet officials would not re-

turn phone calls.
However, Mr. Hubbard asserted

that the facility is not at fault for
releasing the infected tissues be-
cause LifeNet conducted further

tests when the tissues were being
processed. "Tissues are processed
to make them safe for transplanta-
tion, but there is really no way to
make them safe from HIV," he
said.

HIV testing is conducted using
blood samples, which are tested for
the presence of HIV antibodies.
However, the virus may not have
been detected in this particular
donor's tissue because a window

exists from the time a person is in-
fected with HIV and the time the

body produces HIV antibodies, Mr.
Hubbard explained.

FDA officials also say there is no
evidence to suggest that any im-
proper procedures were followed
in the recovery or distribution of
the donor's tissues and organs.
Prior to the surgical removal of the
organs and tissues, the donor's
blood was screened twice and

tested negative for signs of HIV in-
fection, they said. I
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When someone asks me todiscuss some of the thinkingbehind The IRI Difference,"Wayne Crawford, IRI President,said"there are a number of things Icould say. One of the most impor-tant messages for our customersand their agents or brokers,ever, is the financial strength of theIRI partnersh how-
ip.

3 leading insurance companies
"We are a unique, worldwideinsurance organization com#

with an aggreo
policyholders'

rised
SU ate

rplus of billions of dollars.These financial resources standbehind our policies which cover50,000 properties in more than 70countries.

"IRI is financially solventbecause each of our membersmaintain an Excellent rating asdete mustConirnimed by the 4 ..M. Bestpany. This stringent member-ship provision assures our cus-' tomers and producers that IRI andltS

whenmember companies will be hereyou need us This is a
Mr. Crawford said.

Industrial Risk Insurers, Hartford, Connecticut 06102

WayneCrawford,Industrial Risk insurers
exa

"Other
He went on to say,mples include fast and fairclaims settlement and custom-tailored policies, to mention a few.I am convinced the companies thatprovide this kind of service excel-lenc

e are the ones which will suc- 'ceed and remain solvent in thedecade of the '9()s."

121
can make a difference
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Insurer results d in the first quarter of last year subsidiary in April (BI, April 1,Insurers' poor first-quarter results are due • With cash flows still declining, 1990) Reliance's results wereContinued from page 1
investment income growth con- down in the first quarter because"We haven't seen anything that's
tinues to be nominal, increasing of the continued softness in thegiven us any encouragement." said  structtUrfitbralentrihUdtringagdUattophe only 4 6% to $3 9 billion This com- property/casualty market as wellAlan Levin, senior vp at rating

agency Standard & Poor's Corp in losses and slowing investment income growth, pares with a 48% increase in in- as some pressure on its title insur-
New York vestment income in all of 1990 and ance business caused by the slug-

says Michael Lewis of Dean Witter Reynolds."The results were somewhat a 7 2% rise in 1990's first quarter gishness in the real estate market,
poorer than expected," said Mi- • Policyholder surplus for the a spokesman said
chael Lewis, first vp for Dean Wit- companies reporting that data in- Meanwhile, insurers vary on how

creased 5 5% to $41 2 billion This they will reflect the workers com-ter Reynolds in New York "Things Securities Corp in New York brilliant, but they were not that compares with a 41% increase in pensation residual market assess-
went wrong" in some areas, like There were no real changes in pric- bad," agreed Dennis Busti, presi- 1990 and a 5 5% increase in the ment in their results, with many
continued inadequate rate struc- ing or underwriting practices, in- dent of Reliance National Insur- first quarter of last year insurer officials noting that theytures, bad weather that triggered vestment income growth was mini- ance Co in New York He noted, 0 Net income increased 57% to do not yet know precisely howcatastrophe losses and slowing in- mal, the upswing in the group though, that his conclusion is $1 6 million For 1990, insurers much they will be charged
vestment income growth, Mr health insurance cycle appears to based on companies' published re- posted a 274% decline in net in- For instanceLewis said

be topping out and, finally, "no sults and added that he suspects come, while net income declined • Transamerica Insurance Co 's
The other major trend illustrated one really seems to be concerned" that insurer's actual results-after 15 3% in last year's first quarter first-quarter results reflect itsby first-quarter results, said Mr about lackluster results, he said reserve deficiencies are addressed

Lewis, is the "tremendous gap be- Individual insurers' results var- original $21 million estimate of"The threats to earnings in '91 -are worse ted dramatically from last year its share of the pool's reserve defi-tween the commodity property/ca- and '92 are more severe than I had Besides the slight deter=ation For instance, Home Insurance Co, ciency, said Ed Santos, chief finan-
sualty and the specialty writers," thought going into the quarter," in the combined ratio, other first- which reported a $200 million loss cial officer for the Woodland Hills,like Chubb Corp and General Re Mr Seifer said quarter results posted by the insur- last year stemming from signifi- Calif -based insurer TransamericaCorp, which "continue to see de-
cent results " However, some observers point ers surveyed by Business Insurance cant losses in its ]unk bond portfo- now estimates, however, that theout that insurers' results could show that lio, reported a $28 million profit m assessment could cost it another $4Chubb reported a 98 8% com- have been a lot worse • Underwriting losses again the first quarterbined ratio for the quarter, down million, which would be reflected

While Thomas D Sargent, vp at rose, increasing 46% during the However, Reliance Group Hold- in future earningsfrom 102 1% a year earlier, while Conning & Co in Hartford, Conn, quarter to $2 6 billion This com- ings Inc, which had reported a • Philadelphia-based CIGNAGeneral Re's first-quarter com- noted that "the major trends evi- pares with a 27% increase in all of 513 7% increase in net income in Corp 's first-quarter results reflect
bined ratio stood at 99 7%, up from dent for a while are still very ap- 1990 and a 31 9% increase in 1990's 1990 to $133 4 million, posted an its estimate of a total assessment99 0%

parent," he added that first-quar- first quarter (BI, May 28, 1990) 81 4% decline to $1 8 million for of $23 million after taxes, though it"Generally, it was a disappoint- ter results were "pretty close to • Net written premium volume the first quarter Reliance's 1990 has not yet received a final bill,
ing quarter" for a number of rea- expectations and were not bad, actually fell 1 7% to $23 5 billion results reflected a $245 5 million said a company spokesmansons, said David Seifer, vp at Don- with a few exceptions "
aldson, Lufkin & Jenrette This compares with a 1 8% increase aftertax gain from the sale of its • Baltimore-based USF&G

"Results were certainly not that in all of 1990 and a 24% increase General Casualty Insurance Co Continued on next page
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A GOLDEN OPPORTUNITY EGS INSURANCE INDUSTRY • CAREER OPPORTUNITY Mental Health HELP WANTED
Earn up to $650 part time 5 to 6 hours
per week aftiliated with a Fortune 500 UNDERWRITER

A dynamic growth onented Aviation Insurance Firm, with its Corporate Office CLINICAL
household Droduct nationally advertised
on CBS, NBC and ABC TO HEAD m Ormond Beach, Florida, and busmess interests in the Southeast is looking to SALES MANAGEMENT

We are looking for reliable parties, Men NEW DEPARTMENT expand its Executive Productton Staff DIRECTOR COMMERCIAL INSURANCE

& Women who have a good credit rat- We are looking for a person with the following attnbutes As a highly successful Division of a A+ rated, direct writing company
Ing, are m excellent health and who have Speclally Insurer in Chicago seeking a commercial property & ca-
a Steady work record plus are handy with Sales expenence m the insurance industry and major managed health care organization. sualty professional to manage a re-area seeks energeric, ag-tools You will collect money out of our a destre to give 101% effort to establish a career, not only a Job we seek a Clinical Director for a Minne- glonal sales operation in Northern Cal-
coin machines located m major TRAFFIC gressive underwrirer Good apohs based opportunity Your key role tfornia

LOCATIONS eg AIr, Bus or RR Terminals, pay and Benefirs - Greor if you can service existing accounts, help grow the current client base, and will be providing leadership and di
Motels, Hotels, 0,scos, Cocktail Lounges, rection in the planning, coord,nation and Operation consists of approximatelv 20
Ottice bldgs and factory lofts Profir Commissions Must participate m management decisions, we have an opportunity for you We management of clinical staff tr multiple multi-line agents/10 offices in a four

are offering excellent earnings/compensation, good corporate benefits and a county area Along with Commercial,You must have a minimum of 10K which hove underwriting expen- wonderful career opportunity sites. and Insunng that our high quality we focus on Farm, Personal Lines, Life
ts fully secured by inventory and equip- ence in casualty field mental health and subst.nce abuse ser- & Health
ment We shall furnish transportation it Please reply In wnring or fax Contact m the strictest confidence vices are cost effective and responsive to
you need a car and don't own one changing needs We desire an individual who has de-

You must be prepared to switch to a tull
resume ro

Mr. Tom Coughlin, President monstrated team achievement in the
time schedule when your income out of Theresa Mikosz Specifically, your challenges will in- commercial P&C arena through effec-

Air-Sur, Inc.this business exceeds your full time in- clude hiring and training clinical staff tive sales management & leadership
come If qualified write fully about your- Human Resource Director 141 Sage Brush Trail, Suite A, Ormond Beach, Flonda 32174 and insuring staff are kept on the cutting
sell including references and phone num- Complete Equity TEL 904-6724210 • FAX 904-677-2690 For consideration of your qualifica-edge of new therapies You wil1 design lions, please send letter or resume tober for a immediate appointment with our
Regional Manager

Markets. Inc. E.O.E.- M/F/WH and implement innovatim cltrical pro- PO Box 2668, Business Insurance, 740
1098 5. Milwaukee Ave. grams You will also mon,tor the qual,ty N Rush Street, Chicago, IL 60611-2590

Curtis Retchhold of care provided. by closely checking
ABC Vending Suite 200 compliance with QA standards and pro-

593 Tenth Avenue tocols
New York, N Y 10036

or FAX #708
Wheeling. IL 60090

-541-0755
The Texas Municipal

 League Intergovernmental
PRODUCER Candidates must have a Doctorate m

Psychology from an APA approved pro- RESEARCH CONSULTANT - CHEMICALRisk Pool, the oldest and ACCOUNT gram, or equivalent, and be currently 11
largest municipal pool m MANAGER censed At least 6 years expenence in a Commercial property insurance
the country, has a unique mental health environment and a clear business providing underwriting, loss

prevention and claim service, seeks a
career opportunity for an knowledge of mental healthkhemical Research Consultant - Chemical Re-Prestigious Westchester County Bro- dependeny issues and service detivery sponsibilities include preparing tech-individual with a strong kerage interested in tiking to profes- systems, are essential Familianty with nical guidelines and interpretations re-
property/casualty sional producers expenenced m estab- psychological diagnoses, including lating to world-wide loss prevention

standards and accepted practices in theunderwating background to hshing and maintaining medium to DSM-Ill-R is required. 2 + years related
GD oil and chemical industry, evaluating

establish and manage the large commercial accounts Mth strong supervisory experience ts preferred foreign codes and standards to deter-
Knowledge of clmical outcome research mine compliance with specified loss

Pool's In-house emphasis on customer service and in- methology ic desired prevention standards and practices,
underwriting operation A tegrity Please send resume to consulting with regional loss preven-

Ms Helen Hoffman. R P. O'Brian We offer the right candidate a highly tion staffs, national management and
HEALTH CARE COST bachelors degree. five years & Co . 411 Theodore Fremd Ave.. competitive salary, outstanding benefits claims department in areas of chemical

management experience and and the opportunity to make a real dif- loss prevention, assisting international,
MANAGEMENT INDUSTRY R¥e, NY 10580. ference m a highly progessive environ- national and regional management in

knowledge of underwnting reviewing unusual loss exposures in the

MAJOR ACCOUNTS
ment For consideratior, pieise send national and international market,FA systems is required Send your resume in confidence to Box 2669. providing technical advice to Commu-

resume and salary Business Insurance. 740 N Rush St

SALES OPPORTUNITY CONTRACT SURETY nications Department in preparation of

 requirements to
Chicago, IL 60611-2590 EOE articles for ln-house publications,

BOND UNDERWRITER audio/visual presentations and other
Health Economics Corporation, a leader in the Healthcare Cost Man- Underwriting Manager technical communications, assisting in

Northeast Central regional developing training programs and su-
agement field. providing data proaucts and analytical services as well Position, TML Risk Pool, surety needs home office bond pervising and training of chemical
as TPA, PPO, UM, UR and Case Management services, seeks a Dis- - 211 E 7th Street, Suite underwriter to maintain his/her staff, assisting Director-Research in

planning of research programs, and
trtct Manager with a proven record m new business development W 300, Austin Texas 78701 third of $4 million book of stan- monitoring research progress and pre-

dard and non-standard contract HELP WANTED paring research reports
Successful candidate Will have three to five successful years of sales expen- surety accounts and to develop Candidate must have a BS degree in
ence Chemical Engineering or Chemistrynew agencies and accounts Candidate must also have 4 years of ex-
Qualified candidates should send resumes to Health Economics Cor- Ideal candidate will have 5-10 perience as a Research Consultant

poration, Human Resources, 1300 W Mockingbird, Dallas, TX 75247 GET RESULTS! REINSURANCEyears relevant experience in ACCOUNTING MANAGER
Chemical or as a loss prevention engi-

home office, branch, and/or neer or loss prevention supervisor, at
or fax resumes to (214) 9054412 We offer competitive compensation least 2 years of such experience in loss

with an excellent commission program with a dynamic company m an agency and will want to work in West Coast Reinsurance Intermediary prevention, fire prevention, fire pro-
non-traditional setting Base sal- is seeking a reinsurance Accounting tection design, testing procedures and

exploding industry Manager Responsibilities include man- highly-protected risk concepts 40

HEC
HEALTH Advertise in the ary around $40,000 with sub- agement of all reinsurance accounting hours per week, 8 00 a m to 4 00 p m

stantial annual bonus for prof- staff, functions and accoun-ing sys- $52,100 annual salary Send resurne to
ECONOMICS itable results Send resume to tems Strong experience in remsurance Job Search Technical Unit, Connecticut
CORPORATION PROFESSIONAL accounting, management and industry Department of Labor, 200 Folly BrookMr. Meyers, Century SuretY knowledge is required Send resume to Boulevard, Wethersfield, CT 06109 (Job

 A HALUBURTONCompany Underwriters, 6111 Carey Manager of Personnel, Evan &Co,PO Order No 3086758, no telephone calls)
HECis an equal opportumly employer MARKETPLACE Drive (Suite 1), Valley View, Box 969, Burlingame, CA 94011

Ohio 44125.
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Summary of major property/casualty insurers' first.quarter results

Rank

1991

1 Home Insurance Co.

2 Royal Group (U.S. subs.)2
3 Hartford Insurance Group
4 Lincoln National Corp.
5 Crum & Forster Inc.

6 CNA Financial Corp.

7 Argonaut Insurance Co.
8 Continental Corp.

9 Chubb Corp.

10 CIGNA Corp.
11 Old Republic Int'I
12 The St. Paul Cos. Inc.

13 Ohio Casualty Corp.

14 American International Group
15 General Re Corp.

16 Travelers Corp.
17 Sentry Insurance Cos.2
18 Hartford Steam Boiler

19_SAFECO Corp.
20 Fremont General Corp.
21 Berkshire Hathaway Group
22 Transamerica Ins. Group

23 Aetna Life & Casualty Co.
24 Reliance Ins. Co. & subs.

25 USF&G Corp.
- Fireman's Fund Ins. Cos.2

- Commercial Union ins. (U.S.)2

- Kemper National P/C Cos.2

- Nationwide Mutual Ins. Co:

- Liberty Mutual Ins. Co.2

Cumulative

' After dividends

Consolidated

revenues

1991

580,000

N/A

2,292,000

2,128,800

950,600

2,680,000

129,293

1,328,200

1,089,400

4,711,000

298,337

1,021,167

405,311

4,077,083

804,100

2,989,600

376,904

154,100

822,824

148,615

175,470

547,751

4,695,700
846,555

1,092,000

N/A

N/A

N/A

N/A

N/A

Corporate

Net

Income

1991

28,000

9,600

136,000

39,400

48,400

117,600

21,877

38,700

128,300

48,000

24,883

84,171

17,832

375,404

150,400

93,100

12,247

20,633

55,308

6,445

57,062

11,530

137,400

1,789

(55,000)

N/A

N/A

N/A

N/A

N/A

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

Percent

increase

(decline)
1990-1991

315.4

174.4

100.0

50.4

29.8

24.8

21.2

20.2

15.5

14.3

12.4

9.4

8.9

5.6

2.2

1.6

1.5

1.3

(1.7)

(2.2)

(4.1)

(23.6)

(81.4)

(207.8)

N/A

34,344,810 1,609,081 5.7

2 Statutory 3 Before dividends

Continued from previous page
Corp.'s $20 million estimate of its
share of the assessment also is re-

flected in the first quarter, said a
company spokesman.

• Hartford-based Travelers

Corp.'s results included an aftertax
charge of $7 million, said a spokes-
man. However, a major portion of
its share of the assessment was

provided for in previous quarters.
"We believe we've taken care of

this. We don't anticipate any more
changes," he said.

• SAFECO Corp. of Seattle al-
ready has established a supple-
mentary reserve for the workers
comp pool reserve shortfall, said
George Yonker, assistant comp-
troller.

However, the assessment will

cost an additional $2 million,
which will be reflected in second-

quarter results, he said.
• A total of $2 million was re-

flected in Sentry's first-quarter re-
sults, said Mr. Hlavac, with an ad-
ditional estimated $8 million to be
layered into the insurer's results
throughout the year.

• Reliance's estimated $4 million
contribution is being split between
the first and the second quarters,
Mr. Busti said. "We just wanted to
get rid of it as quickly as possible,"
he said.

The impact of the workers comp
residual market assessment on in-

surers "ran the gamut," com-
mented Charles Ronson, an analyst
with Baird, Patrick & Co. in New
York.

"It depends how cautious the
companies had been" in setting
their reserves, Mr. Ronson pointed
out.

"Most of it could have been anti-

cipated," added Mr. Ronson. "It
did not take a rocket scientist to

realize you've got serious problems
there," he said, referring to the
workers compensation residual
market.

Insurers also reported varying
impacts of catastrophes on their
first-quarter results.

N/A

N/A

N/A

N/A

For instance, weather-related
losses reduced Lincoln National

Corp.'s earnings by $22 million on
an aftertax basis, stemming in part
from tornados and wind damage in
the Midwest during the last week
in March.

But, CIGNA's results reflected
pretax catastrophe losses of just $5
million, compared with $57 million
in the first quarter of 1990, which
included $52 million for the mas-
sive European windstorms (BI,

Feb. 5, 1990).
"Some companies got hit pretty

badly," commented Gloria Vogel,
associate director at Bear Stearns

'Some companies got
hit pretty badly' by

disaster losses, says
Ms. Vogel. Others
'got off scot-free.'

& Co. in New York. "Other com-

panies seemingly got off scot-
free."

Storms in the Midwest and the

carryover from the California
freeze in December were among
the biggest weather-related prob-
lems, she said. "It depended on
where your book of business was

going as to whether you were going
to be affected or not."

Meanwhile, although USF&G

plans to raise up to $300 million in
additional capital through a stock
sale, observers generally agree that
others are unlikely to follow
USF&G to market.

USF&G has filed a registration
statement with the Securities and

Exchange Commission for a public
offering of up to 3 million shares of
a convertible preferred stock offer-
ing at $50 per share, with a possi-
ble overallotment of an additional

450,000 shares.

It also plans a separate proposed
private placement of another series

Comblnedl
ratio

1991

111.62

126.4

107.3

112.32

115.1

114.42

106.12

115.02

98.82

117.8

107.32

105.1

103.29

99.72

112.6

105.9

88.2

110.2

105.4

138.2

113.1

116.5

107.72

116.32

121.1

112.73

102.9

107.1

115.9

Comblnedl

ratio

1990

108.42

123.0

107.5

107.82

115.1

114.02

103.22

114.92

102.12

117.4

104.82

105.6

106.8

99.32

99.02

113.9

104.9

84.4

106.1

105.0

113.9

111.2

113.8

108.12

109.32

117.5

110.33

112.8

109.9

112.3

Property/casualty operations
Net , Percent

premiums Increase
written (decrease)

1991 1990-1991

Pretax

underwriting

income (loss)
1991

455,000 (19.6) (55,000)

383,000 (28.2) (97,600)

1,590,000 3.2 (131,000)
571,100 (7.7) (61,300)

641,200 (19.2) (96,800)
1,760,0002 6.7 (263,400)2

109,0852 (0.3) (8,554)2

1,024,1002 (8.5) (150,100)

737,700 11.9 8,100

1,332,000 (4.5) (238,000)
169,736 (4.8) (14,825)

748,088 3.1 (41,150)

370,2462 (1.2) (10,329)
2,239,804 0.2 24,872

572,900 7J (4,600)

1,123,900 (9.5) (149,800)
325,295 10.6 (22,144)

84,610 14.6 9,456

426,330 3.4 (43,408)

114,950 1.8 (5,902)
162,700 74.7 (32,181)

469,212 - (63,593)

1,502,400 (6.0) (236,300)

444,790 (7.6) (30,600)
885,0002 (17.3) (144,000)

711,706 (2.4) (138,660)

356,300 (1.7) (53,300)

915,572 10.3 (158,833)

1,488,902 4.1 (106,597)

1,781,938 6.5 (254,034)

110.6 110.1 23,497,564

N/A-Company did not provide data

of preferred stock. The company
said last week that it had received

commitments to purchase an ag-
gregate of $130 million in pre-
ferred stock as part of the private
placement.

A.M. Best Co. has assigned the
insurer an A-minus rating on the
basis of its plan to raise the equity
and to continue to implement a
cost containment and capital pres-
ervation strategy, USF&G also
said.

The insurer announced an ad-

ditional 1,900 layoffs last month,
to bring total cuts to 25% of its
workforce (BI, April 8).

Most observers identify USF&G,
which reported a $569 million loss
in 1990 and a $55 million loss for
the first quarter, as in a unique sit-
uation in the property/casualty in-
surance industry.

"In all honesty, most companies
don't really need the money, and
when they will need the money, in
a pinch, I'm sure, they can borrow
it," said Baird Patrick's Mr. Ron-
son, commenting on USF&G's
stock offerings.

"I think the industry overall is
overcapitalized," said David Wells,
an analyst with rating agency
Fitch Investors Service in New
York.

USF&G needs the capital, said
Mr. Wells. But, "I don't see other
commercial property/casualty in-
surers running in any numbers to
the market. I don't see why they
would want to. For the most part, I
don't think they need the capital to
write business."

USF&G's capital needs put it in
a unique situation, agreed Con-
ning's Mr. Sargent. "The average
property/casualty company is not
going to be in the market looking
for stock unless there's a special
situation," such as the case with fi-

nancial guarantee insurer AMBAC
Indemnity Corp., which Citicorp is
selling to the public (see story,
page 29).

However, "in general, because of
attractive rates in the capital mar-

Percent

Increase

(decline)
1990-1991

Pretax

Investment

Income
1991

Percent Percent
increase Policyholders increase

(decrease) surplus (decrease)
1990-1991 1991 1990-1991

(1.9) 74,000 (14.0) 761,000 (3.8)

21.4 84,000 0.4 861,200 15.4

77 273,000 21.3 2,786,000 1.4

(24.6) 68,300 (17.1) 1,306,500 (12.0)
22.9 148,400 (1.6) 1,402,600 5.4

(5.6) 298,9002 12.2 3,390,000 8.0

(42.5) 29,7942 (2.0) 419,584 5.1

7.0 180,300 (2.2) 2,042,200 1.1
158.7 120,400 4.2 1,475,800 11.9

1.3 218,000 - 1.4 2,005,000 1.7

5.7 41,438 12.5 796,294 17.2

(3.0) 160,331 2.2 1,542,473 3.8
62.0 46,508 1.5 537,372 6.5

13.3 283,032 13.1 N/A N/A

43.2 187,100 9.2 3,120,000 16.4

15.7 189,800 1.2 1,948,600 (8.0)
(20.0) 39,227 8.0 688,078 11.6

(16.7) 10,108 10.5 380,088 13.3

(75.0) 72,015 4.0 1,113,929 9.8

(12.4) 15,214 (19.0) 188,816 (0.5)

(149.8) 91,282 15.8 N/A N/A

(22.0) 63,834 4.8 796,601 1.2

(7.1) 266,600 2.0 2,594,800 4.8

(16.8) 56,867 3.3 N/A N/A

(9.1) 115,000 (23.8) 1,307,000 (1.8)

(7.8) 146,970 18.0 1,435,566 27.9

(13.4) 42,100 (5.8) 577,800 1.1

(33.0) 86,447 12.6 1,572,591 (3.5)
5.6 194,947 11.6 3,534,614 20.7

(65.0) 279,956 5.7 2,636,020 8.1

(1.7) (2,569,582) (4.6) 3,883,870 4.6 41,220,526 5.5

kets, more companies may be issu-
ing more debt," said Marvin Shul-
man, an analyst with rating agency
Moody's Investors Service, who
noted that USF&G's convertible

preferred issue has the option to be
converted into common stock.

These other insurers will be re-

placing short-term debt with in-
termediate-term debt, thus locking
in relatively low interest rates for
the next five to six years, said Mr.
Shulman.

USF&G's success in raising the
capital could actually prolong the
underwriting cycle, said a CIGNA
official. "I think it's an interesting
test, because if they can raise capi-

tal easily, it will allow other com-
panies, rather than raise prices, to
go to the capital market."

Meanwhile, most observers say it
will be late this year before the
market turns-at the very earliest.

"We just don't see it for this
year/' said Reliance's Mr. Busti.

"My own view is it's going to be
turning in late '91 or early '92,"
said Baird, Patrick's Mr. Ronson.

The CIGNA official also said he

would be surprised if there were
any signs of a change before the
January 1992 renewals. "And, it
could be longer," he said. "We're
simply not seeing any signs of re-
versal at this point." •
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PruCare acquires John Hopkins HMO
Prudential Insurance Co of The company will provide basic care services company, acquired Insurance Co. moved ltS head-

America wil_ expand ltS managed Markets Fension actual·ial and plan design the Institute for Human Re- quarters to 100 S Brentwood, St
care offerings in Baltimore and consulting services and will focus sources, a Rockville, Md -based Louis, Mo 63105, 314-862-2211
Washington, DC, through its a.- on the design and financing of re- provider of employee assistance The National Assn. of Casualty
quisition last week of The John plo•'ers, said Anthony J Manley tiree medical benefits and non- program services Terms were rot & Surety Agents moved its head-
Hopkins Health Plan presicent of the newly fir:rec cualif-ed pension benefits disclosed IHR serves approxi- quarters to 316 Pennsylvania Ave

The Newark, N J -based in- corrpany And, he said, the Eirm CCA- will target Chicago area mately 250 organizations covering SE, Suite 400, Washington, DC
surer's Prudential Health Care offers its services in a.1 states emplo,ers but offers its services to more than 750,000 employees and 20003, 202-547-6616
Plan Inc unit acquired the HMO, Cistovin's audit eramines how emploiers located elsewhere dependents The combined organi- The National Assn. of Surety
which has approximately 113,000 claim eligibility is verif-ed and In addition to Mr Terry, CCA's zation will do business under the Bond Producers moved ltS offices
members in Marylard and Wasn- makes assessments of the TPA's re- professicnal staff includes Harold IHR name from Bethesda, Md, to 5301 Wis-
ington, D C Formerl 1 a subsidiary portirg, billing, co.lections and S Cooper, Lina E Flores and Noble Lowndes U.S.A., a bene- consin Ave NW, Suite 450, Wash-
of the Johns Hopkins Health Sys- adjudication processes The audi. James G Peard, all formerly with fit consulting firm based in East ington, D C 20015, 202-686-3700
tem, the Baltimore-based HMO 17- also checks whether the TPA 15 TPF&C, the employee benefits di- Orange,NJ, recently acquired Medco Containment Services

cludes more than 70 primary care complying with relevant federal Lision of Towers, Perrin, Forster & Cowan Actuarial Co., a Cincin- Inc. a health care cost contain-
physician offices, more than 1,500 regulations regarding plan admin- Crosby Inc nati-based consulting group that ment company, moved its head-
specialists and 26 hospitals istration For more information, contact provides actuarial and consulting quarters from Fair Lawn, NJ,to

Johns Hopkins oKns and oper- Within :wo weeks after the audit Thomas S Terry, President, Chi- services for retirement plans The 100 Summit Ave, Montvale, N J
ates 11 medical offices Those cf- lS completed, a repor: of Cristo- cago Consulting Actuaries Inc, 216 new entity will be known as Noble 07645, 201-358-5482
fices will remain witn the Hopkins vin s findings is sent to the chert, S Jefferson, Suite 600, Chicago, Lowndes/Cowan Actuarial The Benefit consultant William M.
Health System, but PruCare mem- detailing the results of the audit Ill 6066_, 312-454-3222 acquisition will beef up the con- Mercer Inc. consolidated its two
bers will be able to receive health anc recommending soluti:)ns to sultant's presence in the Midwest, Chicago area offices The firm will
care services through them Be- any inefficiencies in tne acminis- Specialty brokerage noted John Malpass, managing relocate 175 consulting and sup-
cause the company will contract tration process director port staff from Deerfield, Ill to the
with the same hospitals and phqs- In addition to improving rPA A new minority-owned specialty Republic Hogg Robinson of Chicago office at 10 S Wacker
icians that are currertly part of the services, employers also can ise insurance broker has been formed Pennsylvania Inc., a Wynnewood, Drive, Chicago, Ill 60606-7485,
Hopkins network, HMO members' the results of the performance re- to provide insurance products to Pa -based unit of broker Republic 312-902-7500
services should not be disrupted ports :o negotiate the prices of ad- financial institutions, as well as Hogg Robinson Inc , acquired Frank B. Hall & Co. of Ari-

PruCare acquired all of the Hop- ministrative services onl,1 con- to other businesses Barry R. Milberg & Associates zona, a unit of Frank B Hall & Co
kins networK's empliyer and sub- tracts For example, -f the aidit Mumbly Green Insurance Ser- Inc., a Bala-Cynwyd, Pa, pension Inc, opened a new office m Phoe-
scriber contracts, as well as its finds an administralor isn't per- vices Inc 's focus is on creative spe- actuarial/administration and rec- nix The address lS 3030 N Central
marketing, enrollment, claims pro- forming up to par, an employer cialty products that will provide ord-keeping firm The firm spe- Ave , Suite 609, Phoenix, Ariz
cessing and client service opera- ma, be able to negotiate a orice re- clients #ith a competitive edge, cializes in the design and installa- 85012, 602-274-4477
tions ducticn until service imprcves noted President Kim M Green In tion of qualified retirement plans Princeton, N J -based American

The Hopkins network will be- For more information, contact addittor., MGIS will provide risk and currently operates as a divi- Re-Insurance Co. relocated its
come part of PruCare A new name Anthcny Manley, President, Cris- management and consulting ser- sion of RHR of Pennsylvania in Los Angeles offices to 333 City
for the HMO has not been deter- town Inc, 6902 Pearl Road, Suite vices for insurance buyers without Wynnewood Blvd West, Suite 1900, Orange,
mined No building closings or lay- 50£, Cleveland, Ohi) 44130, 216- their own risk management opera- Stockton, Calif -based Health Calif 92668-2924, 714-634-2233
offs are planned Hopkins network 884-5454 lions, said Executive Vp Lily Han Care Evaluation Inc., a managed Benefit consultant Yaffe & Co.
officers, management and staff Both Ms Green and Ms Han care utilization review firm, Inc. moved its main offices from
will continue to perform their cur- New consulting actuary have extensive experience in un- merged with Pacific Peer Review Baltimore to Towson, Md The ad-
rent functions derwriting and brokering insur- Inc. of Oakland, Calif HCE spe- dress 15 Mercantile-Towson Build-

Prudential's PruCare HMO is the A newly formed :ctua··iai and ance programs for Fortune 1,000 cializes in managed health care ing, 409 Washington Ave, Suite
seventh-largest general service ber.ef-t consulting firm in Chrcagi companies programs, and PPR focuses on hos- 700, Towson, Md 21204, 301-494-
health maintenance organization lS challenging the notion that For more information, contact pital utilization review The com- 4100
in the country, with more than maior employers can )nl> be ser- Kim M Green, President, Mumbly pany will conduct business as American Royal Reinsurance
800,000 members (BI, December vicu by one of the nation's largest Green Insurance Services Inc, 30 Health Care Evaluation Inc and Co. moved ltS offices to 1 Liberty
1990) ber ef-t consulting firms Wall St, Sixth Floor, New York, will be headquartered at 6602 N Plaza, 29th Floor, New York, N Y

Chicago Consulting Actuaries N Y ]OC 05, 212-509-0303 Inglewood Ave , Suite G, Stockton, 10006, 212-225-7500
TPA audits Inc. will operate as a "biutique" Calif 95207, 209-951-6711 Pasadena, Calif -based employee

consultant-providirg specialized Name change benefit consultant Garner Con-
Self-insured employers in- financial advice to sponsors of re- New offices sulting and its insurance agency

terested in conducting an indepen- tirement plans and cther emp-cyee Prescot Management Ltd., a division, Garner Insurance Ser-
dent audit of their third-party benefit programs init cf Minet Holdings PLC, will Applied Risk Insurance Ser- vices, have relocated The new ad-
claims administrator can engage "W_th today's computer technol- now operate as Minet Risk Ser- vices Inc. has moved ltS offices to dress is 199 S Los Robles Ave ,
the services of a newly formed ogi, we have research, analists and vices Ltd. in all locations world- 25251 Paseo de Alicia, Suite 108, Suite 560, Pasadena, Calif 91101,
company reEorting capabilities matching wide The division provides risk Laguna Hills, Calif 92653, 714- 818-440-0399

Clevelanc-based Cristovin Inc thcse of the largest consulting Len- 2onsulting and advice on alterna- 770-8867 American Re-Insurance Co.
will perform a quality assurance tures," said Thomas S Terry, pres- live r_sk financing services Medical care cost containment Ltd.'s Chicago office moved to 10
review that examines the accuracy ident of CCA But, he said, "our firm Value Health Sciences Inc., S Wacker Drive, 12th Floor, Chi-
and efficiency of claims adminis- smaller size means we're attentive Mergers/acquisitions moved to 2400 Broadway. Suite cago, Ill 60606, 312-993-8600,
tration serv-ces and responsive to cl_ent needs the 100, Santa Monica, Calif 90404, 800-621-2106

Cristovin also /111 perform way cnly a smaller, more client-fo- Minneapolis-based United 213-315-7400 Genesis Underwriting Man-audits for self-administered em- cuied firm can be " HealthCare Corp., a managed St Louis-based Paragon Life agement Co. moved its offices to
75 Wall St , 25th Floor, New York,
N Y , 10005, 212-908-2500

Clayton Environmental Con-
sultants Inc., a subsidiary ofPremium finance The pristme beaches of Manzanillo Bay, deep Marsh & McLennan Cos Inc ,

sea fishing, championship golf, and the exotic moved its offices to 5785 Corporate

leadership does have resort of Las Hadas on Mexico's Gold Coast. Ave , Suite 150, Cypress, Calif
90630, 714-229-4806

They're all part of Transamerica Insurance Integrated Run-off Insurance

its responsibilities. Finance Corporation's first annual Leadership Services Corp , formerly Aon
Council Meeting to be held October 15 to 20, Risk Consultants, moved from Old

Bridge, NJ,t08 Centre Drive, Ja-1991 to address the policies, procedures and mesburg, N J 08831, 609-655-

,4' ?,-'i,r (*b:4, : ,;4*# operations that will shape the future of the 8383
--

..1

-' - premium financmg industry. Kernan Associates Inc., an in-
surance and reinsurance consult--4.

-.Sl

If you are presently financing premiums with
ing firm, relocated to 560 Lexing-44 Transamerica Insurance Finance or are consi- ton Ave, 16 Floor, New York, N Y

dering usmg premium fmancing and you have 10022, 212-888-5639
Conger's Inc., a risk manage-demonstrated outstanding leadership and profes-

ment and insurance consultingsionalism, we'd like to consider you for partici- firm, is relocating to Glacier
pation in our first, all expenses paid Leadership Building, 111 N Higgins, Suite
Council Meeting in Manzanillo, Mexico. 109, Missoula, Mont 59802

Spectrum Underwriting Man-k For information on how you can quahfy for
agers Inc., a group medical stop-participation on the Leadership Council, call loss placement facility, opened a

your Transamerica Insurance Finance Marketing new office at 2780 Waterfront

Representative. Or call toll-free 800-423-5748 Parkway, East Drive, Suite 325,
Indianapolis, Ind 46214, 317-328-east of the Mississippi, 800-423-5749 west of 0279

the Mississippi. Community Care Network, a
managed care company, moved its
Los Angeles office to Warner Cen-
ter Plaza, 21700 Oxnard St, Suite
1050, Woodland Hills, Calif 91367,

r.. - TRANSAMERICA 818-594-0811, 213-477-4420, 800-

INSURANCE FINANCE 222-7771

Travelers Corp. opened an At-
lanta office at 400 Perimeter Cen-

Void where prohibited by law Transamenca Commercul Fmance Corporation 1991 ter Terraces, Suite 800, Atlanta,
Ga 30346, 404-393-7517 .
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Update Asbestos ruling peated exposure to conditions that resolve everything But you still
result in property damage, neither have the hard-liners challenging

Life/health insurer's rating cut Continued from page 2 expected nor intended by the in- the coverage issue So, I'm a little
As a result of the ruling, Wilkin sured," is covered by a CGL pol- skeptical about predicting that the

NEW YORK-Standard & Poor's Corp has lowered the claims Insulation Co of Mount Prospect, icy Illinois case will affect anything
paymg ability rating of Mutual Benefit Life Insurance Co to A from Ill, which installed spray-on fire- "By virtue of the continuous or but Wilkin Insulation "
AA t, citing capital losses of more than $200 million last year as mort- proofing materials containing as- repeated exposure to the condition Mr Kiesler, USF&G's attorney,
gage and real estate losses exceeded expectations bestos in hundreds of public build- of asbestos fiber release, the build- said that because this decision was

The lower rating also affects about $1 5 bilhon of industrial revenue ings in Illinois and Indiana ings and contents became conta- returned by Illinois' highest court,
bonds and collateralized mortgage obligations guaranteed by the m- between 1958 and 1970, is entitled minated It is the continuous expo- "other courts will look to it for
surer, accordmg to Mark Puccia, who is in charge of SUP's life and to a defense in nine pending as- sure that constitutes the guidance "
health insurance ratings S&P also lowered the insurer's commercial bestos-related lawsuits filed by accident," Justice Bilandic wrote But, Mr Kiesler said the court
paper ratmg to Al from Al + schools and public entities "The underlying complaints" overlooked key elements in

Mutual Benefit Life said m a statement that it plans to take several The five insurers wrote a total of against Wilkin "allege that the USF&G's case
steps to reposition itself in the marketplace, 1ncludmg creating a $9 million of primary CGL limits buildings and the contents therein "Our whole case centered around

separate stock company for its group busmess, which wlll create access for the installer from 1964 through were contaminated by toxic as- whether asbestos fibers released
to capital markets Mutual Benefit Life reported $32 billion m written 1984 Wilkin could trace its CGL bestos fibers Therefore, the under- into a building damages property
net premiums last year, meluding $605 milhon in group accident and policies only as far back as 1964, lying complaints allege physical Asbestos fibers, although harmful
health msurance prermums and $224 milhon in group lie msurance explained Wilkin co-counsel Craig injury to tangible property Thus, to human beings, are not destruc-
premiums, according to S&P S&P noted m its report that the com- Mielke of Murphy Hupp Foote we find that the underlying com- tive to tangible property
pany's group busmess contmues to perform well Mielke & Kinnally in Aurora, Ill plaints allege potentially covered "If the fibers shorted out a

The duty-to-defend litigation property damage," Justice Bilandic motor, that's property damage But

Eastern retiree health care pact ensued when Baltimore-based wrote all we have here lS perceived
United States Fidelity & Guaranty The court also rejected insurers' bodily injury As a matter of law

1¥IIAMI--Some 14,000 retirees of bankrupt Eastern Air Lmes Inc Co in 1984 refused to defend Wil- argument that they should not and contract, we feel the court

have negotiated an interim agreement that extends their health care kin in the nine underlying law- have to provide a defense to Wilkin erred in ltS ruling" Mr Kiesler
benefits for six months while they htigate their standing in Eastern's suits USFUG claimed asbestos because there were several cover- said

bankruptcy proceedings Eastern, which filed for bankruptcy under fibers only constitute a health haz- age exclusions in the policies writ- David C McLauchlan, an attor-

Chapter 11 of the Federal Bankruptcy Act m 1989, claims it can no ard to humans and are not destruc- ten for Wilkin ney with Lord, Bissel & Brook in
longer afford to pay for retiree health care (BI, May 6) tive to property The Supreme Court ruled that a Chicago, which represents Lloyd's

Under the agreement, the retirees will contribute $75 monthly and The insurer, which wrote pollution exclusion, a sistership of London underwriters in asbestos
Eastern will contribute $145 monthly per retiree toward the cost of $500,000 of primary CGL hmits for exclusion, a business risk exclu- cases, also called the decision "an
individual health care coverage until Dec 30 The retirees previously Wilkin from Jan 1, 1984, to Jan sion and miscellaneous exclusions important statement on the duty to
did not have to contnbute toward the cost of coverage 1, 1985, filed a lawsuit seeking a in the policies were all inapplica- defend "

The settlement, which originally was to apply only to 7,000 non-union summary ludgment on the issue of ble But he predicted that the case
workers and pilots, was extended by the bankruptcy Judge late last whether lt had to defend the in- In addition, any ambiguity about will have limited impact on other
week to mclude all Eastern retirees, said Wilham G Bell, an attorney staller a policyholder's right to a defense asbestos litigation because it in-

Will(in then filed suit against must be construed in favor of the volved an asbestos installer, whichwho represents many of the retirees
Meanwhile, retirees will continue to litigate their prionty in the USF&G as well as its other CGL policyholder, the court found he labeled an "aberrational in-

bankruptcy proceedmgs, Mr Bell said If that issue is not resolved insurers between 1964 and 1985 As a result of the ruling, Wilkin sured," rather than an asbestos
by Dec 30, there will be additional hearmgs before the bankruptcy seeking a summary judgment re-   entitled to unlimited defense manufacturer
court on the retiree health care issue quiring the insurers to pay defense costs Wilkin has accumulated at Mr McLauchlan also said he was

costs The other liability insurers, least $200,000 in defense costs to "surprised" that "the decision says

EXEL applies for stock offering though, have provided the installer date, primarily from defending it- insurers have a duty to defend but
a defense under a reservation of self in suits brought by the Chicago doesn't say which insurers " It

HAMILTON, Bermuda-EXEL Ltd, the parent of excess habillty rights Public Schools and two suburban would be "unfair" to interpret the
insurer X L Insurance Co of Bermuda, has applled to have its common The other insurers are Chicago school districts, as well as opinion to mean all of Wilkin's in-
stock quoted by NASDAQ for the over-the-counter market • Argonaut Insurance Co of a national class-action suit pend- surers have a duty to defend if an

Menlo Park, Calif Wilkin pur- ing in Philadelphia, Mr Mielke insurer can show ltS p011Cy wouldCaymans-based EXEL said lt filed a registration statement with
chased $300,000 in primary CGL said not have to respond to any courtthe Securities and Exchange Commission last week for an initial

publlc offering of 10 1 million shares About 8 1 milhon of those shares limits annually from Argonaut and The insurers have until June 10 awards in the underlying litiga-
would be offered m the United States and about 2 milhon would be one of Argonaut's subsidiaries be- to petition for a rehearing, said tion, he said

made available m what the company calls "a concurrent international tween April 1, 1964, and April 1, Robert Kiesler of Kiesler & Ber- However, Mr Neal, Wilkin's at-

offenng outside the United States " 1973 man in Chicago, USF&G's attorney torney, said he believes all of the
The offering, whi ch represents about one-fourth of EXEL's 43 million • Commercial Union Insurance and the lead insurer attorney in the insurers are "]ointly and severally

shares, is bemg made by 25 of its 108 corporate shareholders Co of Boston From April 1, 1973, case on the hook for defense costs "

Following a 10-for-one stock split on May 3 that reduced the through April 1,1977, Wilkin pur- The insurers have not decided Mr McLauchlan also pointed out
book value of EXEL shares to $20 from $220, the company expects chased $500,000 in primary limits whether they will file for a retrial that the decision does not reach the
the shares to be traded m the low- to mid-205 annually from Commercial Union or abide by the ruling and pay Wil- "critical" issue of whether insurers

EXEL pointed out that it will not receive any of the proceeds and one of its units kin's legal expenses, he said owe a duty to indemnify policy-
from the offenng, which was announced last month after 75% of ltS • Aetna Casualty & Surety Co "The Supreme Court ruling is a holders for the costs of removing

of Hartford, Conn Wilkin pur- total affirmation of the appeals asbestos from buildings This "de-shareholders at the company's annual meeting approved gomg pubhc
(BI, Apr'118) chased $500,000 of limits annually court ruling and is the most com- values the opinion and ltS prece-

Chief Financial Officer Brian Walford said it is too early to say from Aetna between April 1, 1977, prehensive ruhng to date on the dent value," Mr McLauchlan said
which market w111 be used for the international offermg through Jan 1, 1982 defense issue," said Mr Neal, Wil- "It is not a comprehensive deci-

• A Zurich Insurance Co unit kin's co-counsel slon "

ACLI reviews McCarran stance Wilkin purchased $500,000 of CGL "The court ruled against the m- Jerry S Sallee of Dinsmore &
limits from Zurich between Jan 1, surers on all issues of their appeal Shohl In Cincinnati, which repre-
1982, through Jan 1, 1984 It is clear that they have a duty to sents Liberty Mutual Insurance CoWASHINGTON-The board of directors of the American Council

of Life Insurance w111 vote this week on whether to reverse its earher Defense costs are not included defend," he said in asbestos-related cases, agreed
support for a legislative alternative to the McCarran-Ferguson Act within Wilkin's CGL limits, said "The court re]ected all of the de- The high court "only said a car-

The ACLI board m March voted to support a measure that would Wilkin co-counsel Stephen C Neal fenses that insurers have been try- rier has the duty to defend if po-
leave the msurance industry fully subject to two federal antitrust laws of Kirkland & Ellis in Chicago, ing to use That's why this case is tential liability exists That's the
the Sherman Act of 1890 and the Clayton Act of 1914 However, the who represented Wilkin before the so important," agreed Covington & broadest reading a policyholder
ACLI proposal would exempt msurers from oversight by the Federal appellate and Supreme Court Burling's Mr Skinner can draw from this," Mr Sallee
Trade Commission (BI, Apnl 1) Wilkin also purchased excess lia- "This is a good decision for pointed out

The board also authorized discussions with other insurer trade groups bility coverage each year from var- building owners because it estab- Thd case also may have limited
to develop an alternative to McCarran-Ferguson ious insurers, with limits ranging lishes the property damage 1SSUe, Influence outside of Illinois be-

But earher this month, the ACLI's legislative committee voted 8-7 from $1 million to $5 million ex- and it's also good for asbestos cause it was not based on facts de-
that the group should not endorse a McCarran-Ferguson alternative cess of primary limits, Mr Mielke manufacturers and installers be- veloped in a lengthy trial but

"There were some member companies who felt more time should said cause it establishes the duty to de- rather on a stipulated record, Mr
be spent examining the issue, and the board felt they should be A trial court granted summary fend issue," observed Marilyn MeLauchlan observed

]udgment for the insurers in Au- Kueper, assistant chief of asbestos Mr Sallee also questioned theaccommodated," an ACLI spokesman said m explaining the board's
decision to take another vote litigation for the Illinois attorney method the court used to make itsgust 1987

The Amencan Insurance Assn already has proposed a McCarran- But, Wilkin appealed, and an ap- general's office, which filed a brief Judgment
Ferguson alternative (BI, May 20), while the Alhance of American In- pellate court reversed the decision in the case in support of Wilkin "This decision is set apart from
surers says it will work with trade groups and congressional staffers on in December 1989, finding that the Tom Freeman of Brobeck, the others, especially the recent
alternatives The National Assn of Independent Insurers opposes any nine underlying complaints "suffi- Phleger & Harrison in San Fran- U S Gypsum case, because no rec-
changes to the 1945 law ciently alleged property damage CiSCo, which represented asbestos ords were used This was a simple

caused by an occurrence to bring manufacturers in the coordinated granting of summary judgment

Briefly noted the cases within coverage by plain- asbestos htigation in California in There was no extensive discovery
tiff's insurance policies," court 1988 (BI, Sept 12, 1988), believes nor were there near the number of

Peter Chnstie has been named group managing director and chief papers say that insurers' "first line of de- depositions and documents taken I
Because no determination had fense" in asbestos property dam- don't think the court aired out theoperatmg officer of London-based broker Minet Holdings P.L.C.

Mr Chnstie, currently deputy group chairman responsible for North been made about Wilkin's liability age coverage disputes-that as- underlying cases well enough," Mr
Amencan operations, will direct all of Mmers worldwide operations m in the underlying cases, any deter- bestos does not constitute property Sallee said

mination of the insurers' duty to damage-is crumbling In the seven-month-long case in-his new position Wind, hail, tornados and nooding caused an esti-
mated $50 million of insured property damage to six states May indemnify Wilkin would be prema- "Nearly every court to date has volving U S Gypsum Co, a Cook
10-13, reports the Property Claim Services division of the American ture, the appellate court ruled ruled that asbestos ln buildings County, Ill, judge ruled that as-

The Illinois Supreme Court, in an constitutes property damage for bestos in buildings constitutesInsurance Services Group The severe weather, assigned Catastrophe
opinion written by Justice Michael the purpose of insurance Now, property damage but that only theNo 74, hit portions of Kansas, Missouri, Nebraska, North Dakota,
Bilandic, a former Chicago mayor, there is a supportive state supreme producer's liability coverage inSouth Dakota and Texas The Alaska Legislature approved a resolu-

tion last week authorizmg Gov Walter J Hickel to settle the state's affirmed the appellate court's de- court ruling, too," Mr Freeman force when the building owner dis-
claims against Exxon Corp ansmg from the 1989 Exxon Valdez oil cision explained covers the asbestos lS triggered
spill Exxon earller this month terminated the $1 bilhon civil agree- The insurers had argued that But Mr Freeman stopped short That ruling is being appealed (BI,
ment it reached with the state m March as part of a larger settlement there was no "event or accident" of saying the Illinois decision will Jan 21)
that included a plea bargam on federal criminal charges after a federal resulting in property damage influence courts nationwide pre-
Judge rejected the plea bargam (BI, May 13) However, the court ruled that an siding over similar cases Assoczate Edztor Stacy Adler in

occurrence, defined as "an acci- "We all believed the California New York contnbuted to this re-

dent including continuous or re- case was comprehensive enough to port
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NAIC oversight mending accreditation for the New
York and Florida departments-

Continued from page 1 the only two states accredited so Reaulators slow to act: GAO
at best, and who face unimaginable far-were only a half-page in
budget deficits year in and year length, Mr Fogel told Mr Dingell,
out?" the subcommittee's chairman By DOUGLAS McLEOD companies These Include

While the subcommittee staff has Accreditation files for the two • Reliance by the states on outdated or unven-

floated a proposal calling for a fed- states included copies of the states WASHINGTON-State insurance regulators gen- fied financial data

eral role in insurance regulation, laws and regulations but no work erally have delayed talnng formal action against finan- The mitial mdicator of financial trouble lS often

subcommittee members last week papers or discussion by the NAIC cially weak property/casualty insurers, hampered m the insurer's annual statement, though these state-
part by the lack of a clear standard defining when a ments are not submitted until two or three monthsappeared divided on the Idea (BI, accreditation team, Mr Fogel said

March 25) In a review of the Illinois Insur- company is in trouble, the General Accounting Office after the end of the year and can take six weeks to
Rep Norman Lent, R-N Y, for ance Department, an NAIC accred- concludes three months for regulators to review, the report says

example, repeatedly pointed to the itation team was denied access to In a review of state actions m Insurer failures since In several cases, failed insurers also submitted mac-

savings and loan debacle in ques- corrective orders against specific 1980, the GAO found that regulators m most cases curate, mcomplete or misleading financial data, the

tioning the superiority of federal companies, the GAO found took no formal action until after insurers were statu- report added

regulation, while Rep J Roy Row- "So without these documents, tonly insolvent and m many cases allowed insurers to The GAO noted that the NAIC now requires in-

land, D-Ga, questioned the need they could not determine if there continue wntlng even after they were identified as h- dependent audits and actuarial certification of loss
for creating "a new federal bu- was proper implementation" of nancially troubled reserves with each annual statement, beginning with

reaucracy" to regulate insurance NAIC standards? Mr Dingell The investigative arm of Congress submitted the the 1990 annual statement (BI, June 18, 1990)
Other subcommittee members, asked report last week to Rep Cardiss Collins, D-Ill, chair- Insurance department field exams are another

though, appeared to be in favor of "That's absolutely correct," Mr woman of the House Subcommittee on Commerce, source of information about troubled companies,
some form of federal action Fogel said Consumer Protection and Competitiveness though regular exams are required only every three

A second GAO report on the operations of the to five years and can take months and sometimes"The pretense of protection 15 In later testimony, NAIC offi-
probably worse than no protection cials maintained that there were National Assn of Insurance Commissioners was sub- yeans to complete

mitted last week to the House Oversight and Investiga- • States often do not have statutory or regula-at all," said Rep Dennis E Eckart, work papers supporting the ac-
D-Ohio, referring to the current creditation teams' recommenda- tions Subcommittee (see story, page 1) tory standards for identifying troubled companies

state regulatory system tions on New York and Florida, In its survey on state responses to insolvencies Of five insurance departments visited by GAO ex-
the GAO compiled data on the actual msolvency dates aminers-California, Illinois, New York, Oklahoma"Federal minimum standards and that half-page documents sim-
for 140 of 215 property/casualty Insurers that regula- and Washington-only Illmois had written cnteria formay be necessary," observed Rep ply represented "yes or no" recom-

Gerry Sikorski, D-Minn mendations on accreditation tom reported taking over m the 1980s identifymg troubled msurers, while the others relied
That mformation was compared with the dates reg- on the case-by-case Judgment of department officialsHowever, even if widely imple-

mented, the standards would still ulators reported they first took action against 122 While the case-by-case approach allows flexibil-
'Federal minimum "provide little more than an ap- of the 140 compames ity, it can also create uncertainty and internal dis-

In 87 of the 122 cases-or 719-state msurance agreement about whether a given insurer is trou-pearance of uniformity," because
standards may most are vague and subJect to wi- departments did not take formal regulatory action bled, the GAO concluded

be necessary,' says dely varying interpretations, Mr or seek rehabilitation orders until after the insur- For example, the Texas Insurance Board had u-
Fogel testified ers were Insolvent, the GAO found formation indicating the possible msolvency of Na-

Rep. Gerry Sikorski, One of the NAIC's standards, for In 83% of those 87 cases, regulatons took no ac- tional County Mutual Fire Insurance Co m August

D-Minn. example, requires states to set tion until one month or more after the insolvencies, 1987, but disagreement among top department offi-
minimum capital and surplus re- and in 39% of the cases took no action for more cials over the company's condition delayed action
quirements for insurers but does than six months after the msolvencies In one case, agamst the insurer until October 1988, the GAO said
not say what the minimum re- more than two years went by before the insurance The report also quotes an unidentified Midwes-

Last Wednesday's packed sub- quirements should be department acted, the GAO found tern regulator and a guaranty fund official who say the
committee hearing-attended by The NAIC has said, though, that Troubled companies also were often allowed to con- Massachusetts Insurance Department should have
several more subcommittee mem- it will define this standard more tinue wntmg business, accordmg to the study Of 65 taken over American Mutual Insurance Co of Boston a
bers than previous hearings by the clearly when it completes new troubled insurers whose premium wntings GAO ana- year or more before it did in 1989
panel on insurance matters-cen- risk-based capital requirements lyzed, 47 Increased net written premium volume be- • Statutory dehnitions of insolvency may be too
tered on the GAO's report on the The investment regulation stan- tween 1984 and 1988 And, 36 of these mcreased their vague

operations of the NAIC writings after regulators identified them as financially Whlle the NAIC's model law on rehabilltation anddard, meanwhile, requires insurers
troubled hquidation contains a defmition of insolvency, it dealsThe report was one of two stu- to maintain "diversified" invest-

dies on insurance regulation re- ment portfolios, but does not de- Thus, the GAO concluded, msurance department "only tangentially" with the question of loss reserve
leased by the GAO last week a fine what "diversified" means, Mr delays m acting against weak companies have in- adequacy, the GAO concluded
second study submitted to Rep Fogel noted creased the ultimate cost of insurer insolvencies The model law's definition of liabilities includes

Cardiss Collins, D-Ill, found that The NAIC's fundamental prob- For example, the report said Transit Casualty Co reserves, but does not specify what constitutes an ade-
could have been taken over a year before it ac- quate level of reserves, leaving the issue open to dis-states have typically been late in lem, though, 15 that it lacks the au-

taking formal action against trou- thortty to compel states to adopt tually was m 1985 Up to $1 bilhon in post-hquida- pute between an insurer and its state regulator
bled insurers (see related story) its standards or perform any other tion claims could have been prevented if Transit's The GAO recommended a variety of steps that

The GAO's examination of NAIC regulatory function, he said under'wribng had been restricted in 1984, the GAO could be taken to address the shortcommgs lt Cites
operations was requested by the The "NAIC lS dependent on con- said in the report, including more frequent submission
House subcommittee in January, sensus-indeed unanimity-among Delays m obtainmg hquidation orders agamst failed of insurer financial data to regulators, a uniform
and GAO officials worked between state insurance commissioners and insurers have also delayed claim payments to pollcy- standard for determining when an msurer is fman-
January and May at NAIC's head- legislatures to enact and imple- holders for extended periods, the GAO said In many cially troubled and a more detailed definition of insol-
quarters in Kansas City, Mo (BI, ment its policy recommendations," cases, state regulators suspended payments while vency
Jan 28) he testified keeping companies in rehabilltation, the GAO said The study also notes that insurer solvency regu-

In presenting the report last While the regulatory group has Of 127 companies in liquidation for which the GAO lation and monitoring of troubled companies is the
week, Mr Fogel credited the made progress in its reform efforts determmed the actual date of insolvency, 56% were responsibillty of the states only because it was de-

msolvent for seven months or more before hquidation legated from the federal level under the 1945 McCar-NAIC's efforts to develop ltS S01- lately, "given NAIC's historical
vency policing agenda, intended to lack of success in securing state orders were issued, either because regulators were not ran-Ferguson Act

create a uniform national regula- adoption of ltS model policies, it is aware of the insolvency or because decisions were Although the report makes no recommendation
tory system highly questionable whether such made to delay hquidation about where regulatory authority should rest, it notes

However, "we do not believe that progress will be sustained over the The GAO cited several possible reasons for msur- that "overriding federal legislative authority still
NAIC can successfully attain that long run," Mr Vogel testified ance department delays in actmg against troubled exists" to reassume msurance regulatory duties
goal," Mr Fogel testified This quandary probably could

To create a national system, Mr not be resolved either by the states
Fogel testified, a regulatory body or by the federal government much solvency-related legislation story, page 1) January 1990 and was concerned in
like the NAIC would need the granting enforcement powers to was enacted by so many states in Mr Dingell produced a Decem- late 1990 that actions like New
power to the NAIC, he added so short a time," Mr Long said ber 1990 NAIC resolution con- Jersey's could trigger massive pol-

• Establish uniform require- Empowerment by the states William H McCartney, Nebraska demning the New Jersey Insurance iey surrenders
ments for accounting and timely fi- would require each state legisla- insurance commissioner and the Department for demanding a spe- He added that regulators did not
nancial reporting by Insurers and ture to cede part of its authority to NAIC's vp, asserted that the GAO cial $500 million deposit by Execu- have financial data showing that
set uniform rules defining safe and the NAIC, he noted This authority report "is the product of a strong tive Life t o protect the state's poll- the company was insolvent until
sound operations of insurers could always be revoked, leaving bias against state government " cyholders The resolution-adop- the first quarter of 1991

• Establish minimum capital the NAIC in a weak position as a Mr McCartney maintained that ted four months before Executive Asked why they didn't take ac-
standards that reflect the risks in- regulator while national minimum solvency Life's failure--stated among other tion on their own to protect Execu-
herent in an insurer's operations Empowerment by the federal standards are needed, there should things that "it is the expert opinion tive Life policyholders in their

•Set minimum standards for ef- government would create an ir- not be complete uniformity in reg- of the special committee that the states, Mr Pomeroy, Mr Long and
fective solvency regulation by state reconcilable conflict of interest" ulation Executive Life companies are in no Mr McCartney said they largely
insurance departments for insurance commissioners, who "The ability of the states to ex- imminent financial danger based relied on the California depart-

• Monitor the states' regulatory would be accountable to both state periment with new forms of sol- upon the information, data and re- ment as Executive Life's primary
functions and compel state regula- and federal authorities, he said vency regulation is one of the ports it has reviewed over the last regulator
tors to enforce solvency rules and Several NAIC officials took issue strengths of the system," he ar- several months " "You had the authority, but you
take action against troubled com- with the GAO's conclusions in tes- gued Mr Dingell also produced a De- didn't do anything," Mr Dingell
panies timony last Wednesday Mr McCartney also complained cember 1990 Illinois Insurance De- charged "There is nobody in your

Noting that the NAIC has no "I will stack the record of state that the GAO wrongly measured partment memo sent to all other state that is protected by you You
power to compel states to adopt its insurance regulation against the state regulation against "an artifi- insurance commissioners reporting all ceded your authority to Califor-
model solvency laws, Mr Fogel ex- record of any regulation, state or cial standard of perfection " the resolution and urging individ- nia "
pressed doubts about the NAIC's federal, of any other financial in- The GAO "tells us that only per- ual states not to take "unnecessary Rep Thomas J Bliley Jr, R-Va,
ability to enforce state-by-state stitution," said James E Long, feet regulatory systems can regu- and preclpitous regulatory ac- asked why regulators allowed Ex-
compliance with the models North Carolina insurance commis- late effectively and since state in- tion " ecutive Life to accumulate a mas-

through its insurance department sioner and NAIC president surance regulation is imperfect, it "What it does is testify to the sive portfolio of Junk bonds over
accreditation program Mr Long said 44 states have cannot regulate effectively," he splendid good health of Executive several years

He also questioned the quality of considered laws or regulations in- said Life Insurance Co," Mr Dingell "If you are supposed to be the
the accreditation process, under cluded in the NAIC's solvency After reading their prepared tes- said of the resolution "Anyone watchdog, obviously the watchdog
which the NAIC accredits insur- standards and 20 of those states timony, the NAIC officials faced a reading this would have been im- was asleep," he said
ance departments in states that have adopted legislation enacting withering barrage of questions pelled to run out and buy some Ex- Mr Pomeroy noted that state in-
have adopted certain model laws the standards this year from Mr Dingell on the NAIC's re- ecutive Life stock " surance regulators were not the
and that pass a review of their reg- "Look at the record of the last sponse to the deterioration and ul- Mr McCartney explained that an only regulators who failed to rec-
ulatory procedures three months and find another timate collapse of Executive Life NAIC working group had been ognize the danger of large invest-

Reports by the NAIC recom- time in American history when so Insurance Co in Los Angeles (see monitoring Executive Life since ments in junk bonds .



Safeway fire million claim
Insurance companies participating in the

Safeway had $100 million in first-party $40 million excess of $10 million layer, he
Cont,nued from page 2 B# Insurance Index

property coverage written in four layers said, were Aetna, which underwrote $10
A hostile fire is defined as a fire that be- above a $100,000 deductible for fire damage, million, Commonwealth Insurance Co of 710

comes uncontrollable or breaks out from he said British Columbia, a Seattle-based unit of
where it was intended to be Safeway also participated in the first two The Home, $4 million, The Home, $7 5 mil-

In addition to National Union, Safeway's layers by retaining $125 million of the $5 lion, Lexington Insurance Co of New York, 700
other primary liability insurers are The an AIG unit, $1 million, National Union, $10 /- --1 -Home Insurance Co of New York and Chubb 1 million, and syndicates at Lloyd's, $75 mil-
Corp of Warren, NJ, Business Insurance Safeway's liability insurers lion 690
learned

Insurers participating in the $50 million
Together, the three insurers wrote $95 mil- already have paid out $39 I

excess of $50 million layer, Mr Schiff said, 1
t

lion in occurrence-based liability coverage million in third-party bodily 680were Aetna, $10 million, Allianz Un-
excess of a $5 million self-insured retention, derwriters Insurance Co of Los Angeles, $1
said a source close to the litigation, who injury and property damage million, Associated International Insurance
asked not to be identified In addition, 670

claims, 8/ has learned. Co , a Los Angeles-based unit of Willis Cor-
Safeway purchased $200 million in excess roon PLC,$2 million, New York-based s
liability insurance from ACE Ltd of Ber- Continental Corp via the Marine Office ofmuda 660 1

America Corp, $5 75 million, CNA Financial

Safeway reached an amicable settlement million excess of $100,000 layer and $750,000 Corp of Chicago, $5 million, The Home, $5 ' # > ,f ,0' 0 4' 4> 4?with its property insurers in March 1990 of the $5 million excess of $50 million layer, million, Lexington, $1 5 million, National
over coverage for first-party propert,y dam- Mr Schiff said Union, $1 million, Phoenix Insurance Co, a Base = 100 on Dec 29 1978
age and business interruption claims arising Other underwriters in these property Travelers Corp unit in Hartford, Conn , via Source: Nordby international Inc
from the fire, according to Robert Schiff, an layers, according to Mr Schiff, included William H MaGee, $1 million, and Lloyd's Insurance industry stocks rallied last week asattorney with Fisher & Hurst in San Fran- Philadelphia-based General Accident Insur- syndicates, $17 75 million
CISCO the Business insurance Index rose 16.1 pointsance Co of America via William H MeGee & The July 11, 1988, fire of unknown origin to 684.3 on May 24, from 668.2 on May 17.Mr Schiff represented Hartford, Conn - Co Inc, which underwrote $3 75 million, destroyed about 535,000 square feet of Sa- Advancing Issues for the week were led bybased Aetna Casualty & Surety Co and a Employers Insurance of Wausau, A Mutual feway's regional warehouse facilities in HMO America Inc., up 15.9%; Pacificare HealthLloyd's of London syndicate that led the $50 Co, a Wausau, Wis -based unit of Nation- Richmond, about 12 miles northeast of the System, up 14.8%; and U.S. Healthcare, upmillion excess of $50 million property cover- wide Corp, $35 million, and syndicates at company's Oakland headquarters (BI, Aug 14.2%.Declining issues for the week followedage layer, which was pierced by the $66 6 Lloyd's, $750,000 8,1988) I Seibels Bruce Group, down 7.7%; Trenwick

Willis revenues up, profits down Group Inc., down 5.295; and Safeguard Health

Kansas to hike
Enterprises, down 4.4%. The most active issue
for the week was Sears, Roebuck (Allstate),

LONDON-Wilhs Corroon PLC reports that with 5.1 million shares traded. The B/ Index was
Wilhs Corroon also announced that it plans up 2.4%; The Standard & Poor's 500 rose 1.4%;its first-quarter revenues grew 5% but profits to sell most of its U K underwriting opera-

shrunk by 4% compared with the combmed re- tions, including Sovereign Marine & General comp rates 24% the Dow Jones 30 Industrials were up 1.0%; and

sults of Willis Faber PLC and Corroon & Insurance Co Ltd The broker will keep the the New York Stock Exchange Composite
Black Corp for the same period in 1990

climbed 1.2%.
portion of Wilhs Faber Underwriting Manage- TOPEKA, Kan -Workers compensa-

For the first quarter, the broker reported ment Involved m runoff, a spokesman said tion rates will increase an average of
revenues of 184 9 milhon pounds ($321 7 mil- The decision to sell the underwriting oper- 24% in Kansas beginning June 1 British Issues
hon),a pretax proht of 44 nilhon pounds ($76 6 ations sterns mamly from a change m clients The Boca Raton, Fla -based National 1 Week

million), and an aftertax proht of 285 million needs, the spokesman said Council on Compensation Insurance May 23 Plice P/E O¢v Yield High--4Low
pounds ($497 milhon) Expenses grew 9% over Mr Smith said the decision may also have had sought a 30 9% hike, which Kansas Companies pence pence % pence pence
the first quarter of 1990, the broker reported been mfluenced by losses m that division and Insurance Commissioner Ron Todd Comml Union 490 14/M 30 7 63 498- 488

Wlills Corroon did not release combined hg- a greater scrutiny of those losses now that turned down GenIAccident 537 14/M 35 7 66 541- 530

ures for the first quarter of 1990 but pro- Wlths Corroon shares are traded ln the United The commissioner's approval of the Gdn Royal Exch 205 14/M 159 7 7 205- 202

vided percentage changes calculated at con- States smaller increase also caps at 35% the Royal 436 N/M 34 7 79 439- 433

stant exchange rates The Wllhs Faber and C&B Wilhs Corroon also announced plans to move increase in the rate for any individual Sun Alliance 364 11/M 187 5 1 375 364

merger was completed m October 1990 (BI, Oct the major·lty of corporate functions now han- classification, said a spokesman for the Brokers

15, 1990) dled m New York either to London or to Nash- Insurance Department Bradstock 140 160 60 43 143- 140

CE Heath 473 139 34 5 73 484- 473The results were "a little bit stronger than vule, Tenn The company's headquarters are m The increase is the second workers

I was looking for, but I was belng cautious," London, and Nashville will have the largest compensation rate hike in the state in Hogg Group 198 120 107 54 20 198
Uoyd Thompson 340 22 6 10 0 29 345- 340

observed Michael A Smith, vp at Shearson concentration of Wilhs Corroon employees m 13 months The state approved a 56% PWSHoldings 88 107 47 53
Lehman Bros m New York Mr Smltn added the United States hike that took effect last May after the

90 -88

Sedgwick Grp 244 23 4 16 0 65 244 241
that he had not previously seen Willis Faber's Some corporate offices will remam m New insurance commissioner rejected the Steel Brrl Jones 271 145 163 60 285- 271
results for the first quarter of 1990 York, he said, adding that the move is "not NCCI's initial request of a 22 6% in- Willis Corroon 292 155 176 60 303 292

However, "the company has to be disap- prtncipally designed" to be a cost-cuttmg mea- crease Source Philip Olsen, Insurance Industry Analyst
pomted" that expenses Increased at a greater sure -By Mark A Hofmann London

chp than revenues, said Mr Smith -By Colleen Johnson

Bi Industry Stock Report
MAY 20, 1991 THROUGH MAY 24, 1991

BROKERS Weeklb Year to Date Annual Mkt/Ek Weekly Year to Date Annual MI(t'Bk
Pnce % change % change Hgh low Vol (000) $ Div % Yield P/E Book value value Pnce % change % change Hgh Low Vol (000) $ Div % Y,eld P/E Book value value

Alexande, & Alexander NYS 2200 115 486 2800 1613 244 100 4.55 17 9 77 225 NAC Re Ccip OTC 3900 3.65 1818 42 50 25.50 94 0 20 051 14 1890 206
Gallagher Anhur J & Co NYS 2313 3.33 054 2838 19.75 27 064 2 77 17 588 393 Nailators Group OTC 3200 0.79 46.56 34.00 16.50 51 000 0.00 17 1352 2 37
Frank B Hall NYS 350 345 3.45 4.13 2.00 134 000 000 7 5.24 067 Nobellnsu,ance LTD OTC 375 000 2500 4.38 238 32 000 0.00 1 16 048
Hilb Rogal & Hamilton OTC 1650 149 1186 1750 1125 176 0.36 218 24 356 4.63 NWNL Companies NYS 2663 -093 5778 34 50 1175 186 140 5.26 6 4273 062
Marsh & Mclennan NYS 7900 032 128 87 25 59.75 407 2 60 3.29 19 14 77 535 Ohio Casualty Corp OTC 47.13 590 1494 47.75 26.75 40 248 526 10 3638 130
Poe & Associates OTC 13.13 2.78 6406 13.75 775 105 040 305 12 2.61 503 Old Repubic Int I NYS 29.50 085 2896 3000 17.38 159 068 231 7 3309

BROKERS 089
AVEAAGE 44 98 23 12 C)non Captial Corp NYS 2813 0.00 60.71 28.88 1300 14 092 3.27 9 2042 138

Phoenix RE Corp OTC 9.88 395 27.42 1125 5.00

CONGLOMERATES & HOLDING COMPANIES
273 020 203 13 1330 074

Protective Life Corp OTC 1950 000 31 09 20 75 10.25 104 084 431 9 1629 120

Prov,dent Lite OTC 20.50 123 17.14 26.25 1200 246 092 4.49 5 2588 079

Berkiey WRCorp OTC 3100 000 1733 3225 1900 175 0.32 103 17 23.89 130 :,25tq«cNP ASE 1800 0.70 3981 1863 1175 71 000 000 13 1505 120

Berkshwe Hathaway Inc NYS 8375.00 340 2547 890000 567500 0 000 000 27 4612 00 182
NYS 1438 0.00 086 1638 9.63 16 044 306 7 1441 100

ITT (Hantord Group) NYS 5838 086 21 61 60 88 4025 724 172 295 7 64.01 091
St Paul Companes OTC 65.50 113 4.38 74.25 47.00 426 260 397 7 5200 126

Sears (Allstale) NYS 3850 199 51 72 4000 2200 5098 200 519 13 3738 103 SAFECO Corp OTC 40.00 1.27 2167 4475 25.13 555 148 3.70 9 31 50 127

CONGLOMERATES AVERAGE 16 204 23 3 SCOA U S Corp NYS 1425 3.64 1515 1525 8.38 36 0.24 168 9 1119 127

Se,bels Bruce Group OTC 750 769 76.47 1100 4.25 29 0 36 4.80 150 735 102

INSURERS/REINSURERS Selective Ins Group OTC 1525 167 1509 1825 1250 119 104 6.82 8 1891 081

Stalesman Group Inc OTC 2.75 2.24 75.94 3.00 125 34 0.00 0.00 28 248 111

Tok;0 Mailne & Fire OTC
Aetna Lite & Casuany

4788 179 132 5650 3450
NYS 4075

2 026 054 7093
124 067449 5438 2900 1200 2 76 6 77 8 64.23 0 63 Torchmark Corp NYS 5363 4.13 9.72 5850 3800 367American Germal NYS 160 298 13 16 70

38.00 -065 2358
321

49.25 2350 825 200 526 8 37.14 102 Transarnerca NYS 32.50 038 038 41 00 23.25Amencan Heritage NYS
162 196 603

2913
10

591 3656
3869 0.892888 1963 7 104 3.57 13 1925 1 51 Travelers Corp NYS 23.38 2.75 40.60 3238 11 50 619

American Indernnuy/Fin I OTC 160 684
6.25

12 4144
196

056
9231 750 275 2 008 128 12 1293 048 Trenwick Group Inc OTC 25.25 516 9.19

Amencan International NYS 8900
3000 1625 101 060 238 10 2171

128 1577 116
10200 5700 1440 044 049 13 4534

Aon Corp
196 United Fie & Casualty OTC 4700 3.09 3381 5800 28.75 1

NYS 1 32 2.81 9
3863

35 39
198 1331115 41 38 26 75 206 160 414 11 1850 209 USF&G Com NYS 988 2.47 31.67 2900 700 873Argonaut Group OTC 0.20 203 1

9188 414
1196 0834355 9988 5300 8 204 2.22 9 48.26 190

UNUM Com NYS 6538 7.61 40.21
AVEMCO Corp 69.00 32.13 284

NYS 104 159
30.75 12 37 25

000 176
21 78 3425 2113 16 040 1 30 16 955 322 USLIFE Ccm NYS 3950 128 4107 41 75 23.25Baldwin & Lyons Inc OTC

45 164 415 9
2350 330 6034

2533
065

2525 1700 26 028 1 19 8 2429 0 97 Unit,in
Be!vedere Corp

OTC 38.25 066 24.39 41 50 24 50 2008 080 209
ASE 325

14
833

3070 125
3000 4.13 175 7 004 123 23 765 042 Washingloi National NYS 1500 0.83 37.93 2188 938

Chandler Insurance OTC
32 108 7.20

388 8
000

26.86
4364

056
925 275 20 000 0.00 3 595 0 65 USUCO Corp NYS 20.00 738 25.98 2225 14.75

Chibb Corp 43 100 500
NYS

9 2944
67.63 208 24.65

068
7525 3463 689 148 219 11 35 19 192 Zer,*Na!:onal Ins NYS 1663 148

CIGNA Corp
2202 1825 988 113NYS 100 6.02

4900
69 1314

453 1 27
1988 56.75 33.25 599 304 620 11 7315

CNA Financial Corp
0 67 INSURERS/REINSUAERS AVERAGE 10 265

NYS 81 25
32 58

093 1840 9250 4950 60 000 0.00 13 70.23 116

Continental Corp NYS 28 50 444 14.57 31 38 1575 363 2.60 912 11 3783 075

Durham Corp OTC 3100 040 1071 3300 23 00 5 092 2.97 16 28.04

Fund American Corp NYS 64 00 Q39 2337 6525 31 25 144 068 1 06 14 36 11 1 77 HEALTH MAINTENANCE ORGANIZATIONS
Fremont General Corp OTC 20.00 062 3793 22 13 1013 55 088 440 6 19.13 105

Frontier Insurance Group NYS 25.13 161 3224 3300 1538 174 000 000 10 1120 2.24 FHP Internat,onal OTC 22.88 339 50.00 29.75 8.88 1264 000 0.00 20 544 420General RE Corp NYS 9375 4.90 081 10250 6900 451 1.68 179 13 3750 2 50 HMO Ame :ca Inc OTC 1550 1589 13846 1713 4.25 797 000 0.00 19 061 2541
Hanover Insurance Co OTC 2975 4.39 1226 30 75 21 00 2 044 148 12 3744 0 79 Pacd<are Heaith Sys OTC 33.00 14 78 103 08 3400 12.00 331 0.00 000 19 655
Harleysville Group OTC

504
2850 339 24.59 31 50 1350 29 064 225 9 2299 124 Saleguaid Health Enier OTC 550 -435 1579 763 4.00 3 000 0.00 19 353Hartford Steam Bolle, NYS

156
6238 1.22 2795 63.75 43.50 83 180 2.89 16 1705 366 Sierra Health Services ASE 25.00 929 81.82 2950 550

Kansas City Life Ins OTC
242 000 000 43 178 1404

3425 000 1093 3650 3000 7 120 350 9 3922 087 Un,led Healthcare Corp OTC 48.13 907 106.99 4825 13.13 1137 006 012 31 376 1280
Kemper Corp NYS 3625 203 52.63 43.13 17.13 336 092 2.54 66 3420 106 Unmed Mejacal Corp ASE 963 128 2031 11.38 663 1
Lawrence Insurance Group ASE

020 208 12 879 109
9.25 1.33 3214 9.50 638 9 048 5.19 14 471 196 US Healthcare OTC 35.25 1417 2000 36.25 1000 4113 032 091 26 338 1043Liberty Corp NYS 4175 121 152 5025 3900 6 092 220 14 2386 175 HMOS AVERAGE 76 671 04 24

Lincoln Natonal NYS 4838 293 1250 5600 3075 236 272 562 10 4516 1 07 ALL COMPANIES AVERAGE 16 282 27 8

System design Nordby International Inc
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Performance Without Consistency Isn't Enough Any group insurance company

can promise fast claims service, but we guarantee it. 0 We're confident enough about the quality of

our claims service to put our high standards in writing, guaranteeing to meet our promised

4

.

.It
1-1-0

turnaround time. We're comforcable offering this guarantee because we routinely exceed industry

standards in turnaround time of claims processing. Our resources include an advanced cost-management

technology in processing systems -- a Personalized Claims Administration system which provides

flexible, adaptable administration of any benefits program. 0 Clients who depend on your advice want

to know what group insurance companies promise. Now you can tell them what we guarantee. For more

information, call Tom McKellar at 1-800-877-1052.
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