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Court rules ERISA pre-empts

state any willing provider law

NEVW ORLEANS-ERISA pre-empts a
Louisiana any willing provider statute, the
5th U.S. Circuit Court of Appeals has ruled.

Affirming a U.S. District Court, a three-

judge panel ruled last week that a 1992
state law that prohibited preferred provider
organizations from excluding any physician
that met certain state standards "related to"
benefit plans and was therefore pre-empted
by ER[SA.

The ruling applies directly only to Louisi-
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Liability reform vetoed

MARK A. HOFMANN

WASHINGTON-Repiblicans and busi-
ness groups wi.1 try to turn President
Clinton's veto 01 product liability legisla-
tion to their advantage in the fall cam-
paigns.

AN override cf the veto is considered
highly un] ikely because the bill was nar-
rowly approved in both houses.

Even before the president vetoed the bill
in a White House ceremony last week, Re-
publicans were putting his expected move
to politica. use.

"This bill would

hurtfamilics
without trulv
improving O Ur
legal system.’

President Clinton

Override unlikely, backers
looking to fall elections

rhe president is abandoning the "hard-
working American consumers" who foot the
bill for large verdicts in favor of "smooth-
talking, geo-rich-quick trial lawyers who
have surned the pursuit of justice into a
big-dollar game of search and destroy,"
said Sen. Robert J. Dole, R-Kan., the pre-
sumptive Republican presidential nominee.

'With today's veto, the president will be
confirming what we already suspected: It is
the trial lawyers who are calling the shots
at the White House," he said.

Mr. Clinton, of course, used the veto of
H.R. 556, the Common Sense Product Lia-
bility Legal Reform Act, for other purposes.

Flar-ked by several people whose family
members had been killed by allegedly de-
fective products, the president was asked if
nis ve:o was a payback for plaintiff's law-
yers' support as Republicans have charged.

'l think you should. . .ask (the Republi-
cans) how :hey could justify depriving
Americans who are just like these people of

the right recover for their injuries," he said.
"And ask them if they really believe that
our economy is so fragile that we have to
strip from these people the right to be made
whole in order to continue to make our
economy go forward."

The president appeared to hold an olive
branch of sorts to bill supporters.

"l am eager to sign legislation to make
our legal system work better at less cost in a
fair way. But this bill would hurt families

without truly improving our legal system,"”
said President Clinton.

See Veto on page 71

7t is the trial

lawyers who are

calling the shots
at the VWWhite

House:

Sen. Robert Dole

Rovyal, Sun merger rocks U.K.

Overseas expansion plans, anticipated savings lie behind surprise deal

By EDWIN UNSWORTH

LONDON-The merger of two of Brit-
ain's major multi'dne insurers, Royal Insur-
ance Holdings P.L.C. and Sun Alliance
Group PLC., wi.1 create the largest insur-
ance company in the United Kingdom and
the ninth largest multiline insurer in the
world, according :0 company officials.

Officials of the two insurers, who an-
nounced the deal on Friday to a surprised
market, said the merger provides them
greater capacity for overseas expansion.

-The new company, Royal Sun Alliance
PLC., wil. be "strongly placed to take ad-
vantage of the opportunities in the chang-
ing financial services sector both in the
U.K. and r.ternationallv,” according to a

Solution sharing Microsoft Corp. 's Scott K. Lange led one o."' severa/ so-
lution sharing sessions during the 34th annual Risk & insurance Management
Society Inc. conference, held April 21-26 in Toronto. Coverage ot this new ses-

statement released at a press conference.

Sun Alliance is slightly larger than Royal
Insurance in terms of capitalization, annual
premiums and profit. Royal Sun Alliance
wfll have the largest capitalization of any
U.K. insurance company at £5.4 billion
-$:.06 bill,cn). Last year, each company had
non-lire net premiums written of £3.5 bil-
.ion (15.44 billion). Royal's 1995 operating
profit was £439 miillion ($681.8 miillion),
while Sun Alliance's was £480 million
,$745 4 millie,n).

The companies hope to complete the
merger in early August, pending approval
of both se:s of shareholders, the UK High
Court, the U.K. Department of Trade & In-
dustry, the European Commission and other
regulatory authorities in the United States

and other jurisdictions.

U.K. insurance industry analysts said the
anticipated cost savings would be good for
shareholders. The analysts also forecast fur-
ther consolidation in the U.K. insurance
sector. Investors apparently agree. Royal
shares rose 17.8% to close Friday at 436
pence in London Stock Exchange trading;
Sun Alliance shares were up 14.7% to 412
pence.

Given overcapacity and competition in
many lines of insurance, one analyst char-
acterized the merger "the best thing to hap-
pen in the U.K. insurance market in 20
years."

Royal had been one of the U.K. insurers
subject to takeover speculation last year,

See Royal Sun on page 69

Labor defends

OSHA's funding

By MEG FLETCHER

WASHINGTON-Marking the Occupational Safety and
Health Administration’'s first 25 years is a bittersweet experi-
ence for organized labor, which fears that progress at making
workplaces safer is threatened by government cutbacks.

A new AFL-CIO report contends that workplace injuries and
illnesses-particularly ergonomic injuries-will proliferate
without stronger oversight from an agency that many in the
Republican-controlled Congress are trying to scale back.

Outside the labor movement, though, some experts think

that may be overstating the agency's role. They point out that

some businesses have voluntarily adopted safety programs to

sion, and many other risk management sessions at RIMS, Degins en page 3.

increase productivity and cut costs.

Symbolizing the other extfeme in business behavior is a gift
that OSHA made last week to the Smithsonian Institution's

See OSHA on page 61

ana, Texas and Mississippi. Nationally,

See Updates on nezt page

Head quits

board of

U.K. insurer

Sphere Drake chairman
disputes allegations
By GAVIN SOUTER

HAMILTON, Bermuda-John C.
Head, the largest shareholder in

Sphere Drake Holdings Ltd., resigned
last week from the board of the tor-

mented insurer after a run-in with
other directors.

Mr. Head cites "a serious disagree-
ment” with other board members over
undisclosed transactions at the insurer
as his reason for resigning.

But other directors contend the res-
ignation follows unsuccessful attempts
by Mr. Head to gain greater control of
Sphere Drake.

Analysts say r-

follow, per- S~ F— .
haps including .iilliill
the sale of Mr.
Head's shares

in the com- [ ] hd

pany.

The bgard— //=- -

room fraca
M1 ;

Ftrolbled few

months for Mr. Head
Sphere Drake.
In December, lan Dean resigned sud-
denly as president and chief executive
officer of Sphere Drake and was re-
placed by Michael Watson (BI, Jan. 1).
And in January, the insurer took a $45
million charge to strengthen its re-
serves (BIl, Jan. 22). Then in April,
Standard & Poor's Corp. downgraded
Sphere Drake to BBB from BBB-plus
because the reserve strengthening led
to an $18 million net loss (Bl April 8).
Mr. Head, who owns 6.9% of Sphere
Drake's stock, which is worth about
$13 million, announced his resignation
last Monday, the same day as Sphere
Drake's annual general meeting.
"Within the past months there has
come to light a pattern of undisclosed
related-party transactions involving
one or more members of management
of the company, which resulted in the
resignation in December 1995 of lan
H. Dean as chief executive officer of
the company,” his resignation letter
says.

Mr. Dean resigned over differences
with other board members over how to

deal with the revelations, Mr. Head
said.

The latest of those transactions to
come to light were two lease guaran-
tees totaling £120,000 pounds
($179,100) made in 1990 and 1991 for a

See Sphere on page 70
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ERISA pre-empts provider law

Continued from previous page
though, 24 states have some sort of any willing provider requirements
on their books.

The Louisiana law encroached "on legal terrain that Congress has
properly deemed pre-empted,” the court said. The law meets two key
tests of pre-emption by the Employee Retirement Income Security Act,
the court ruled: It refers to ERISA plans, and it is connected to them.

The law "prohibits those ERISA plans which elect to use PPOs from
selecting a PPO that does not include any *lling licensed providers.
As such, the statute connects with ERISA plans," the court said. Direct
interference with benefit plan structures, due to state rules on provid-
ers, is enough to prove such a connection, the court ruled.

The law was challenged by Metairie, La.-based CIGNA HealthPlan
of Louisiana Inc. and Bloomfield, Conn.-based Connecticut General
Life Insurance Inc., which operate managed care systems in Louisiana.

Under the statute, no licensed provider who meets the requirements
of the state's 1984 Health Care Cost Control Act, which enabled pre-
ferred provider organizations to be created, can be denied inclusion in
a PPO. The two CIGNA Corp. units sought a declaratory judgment so
that they would not be required to accept unwanted physicians into
their networks or be subject to suits by rejected providers.

GE's captive plans stalled

BOSTON-The Massachusetts Division of Insurance has indefinitely
postponed a scheduled May 7 hearing on General Electric Co.'s pro-
posed acquisition of Electric Insurance Co., a former unit of GE's insol-
vent Electric Mutual Liability Insurance Co. of Bermuda.

Several EMLICO reinsurers had requested the delay while they pur-
sue charges in Massachusetts and Bermuda courts that the GE acquisi-
tion and earlier redomestication of EMLICO to Bermuda are part of an
"elaborate scheme" to deceive regulators and saddle reinsurers with
huge GE-related pollution and asbestos losses (BI, April 29; April 22).

Reinsurers are seeking to reverse the reorganization, in which EM-
LICO spun off Electric Insurance and moved to Bermuda, where it
filed for winding up last October under Bermuda's creditor-friendly
liquidation law.

"At present, there is a great deal of evidence that this acquisition in-
volves fraudulent conduct and abuse of process on the part of GE and
EMLICO," Lloyd's of London underwriters charged in an April 30 fil-
ing,"The pending application for transfer of EIC stock to GE (should)
be adjourned.. .until a final deknnination is made as to whether the
various steps in the GE/EMLICO scheme should be rescinded.”

In a separate filing, Kemper Reinsurance Co. offers new details sup-
porting its charge that EMLICO knew it was insolvent before it sought
regulatory approval for its move.

In reinsurance commutation talks with Hannover Ruckversicherungs
AG. and Allstate Insurance Co., EMLICO and GE revealed that GE's

CIGNA deposit ordered

By DAVE LENCKUS

PHILADELPHIA-Michigan
regulators have set a May 21
deadline for two CIGNA Corp.
units to make a $165.3 million
special deposit "to secure the
rights" of Michigan policyholders
that CIGNA moved into its new
runoff operation when it reorga-
nized in February.

In issuing the order last week,
Michigan Insurance Commis-
sioner D. Joseph Olson rejected an
offer by CIGNA to give up a large
portion of its property/casualty
insurance business in the state in
lieu of making the deposit. Under
the offer, Insurance Co. of North
America would have stopped
writing new business and would
not have renewed business in the

state.

A spokesman for Philadelphia-

Most brokers
report gains
in first quarter

By MICHAEL BRADFORD

In the soft commercial insur-
ance market, brokers are scram-
bling for new business and con-
taining costs to offset lagging fees
and commissions, as is evidenced
by the first-quarter results of the
publicly held U.S. brokers.

Brokers that

RESULTS

benefited from
rising invest-
ment income a

yvear ago
weren't able to

Michigan sets
May 21 deadline
for compliance

based CIGNA would not comment
on whether the two CIGNA units
subject to the order-INA and
Century Indemnity Insurance Co.,
CIGNA's lead runoff company-
would make the deposit.

He said CIGNA will continue
working with the commissioner,
describing the regulator's con-
cerns as being "limited to the di-
vision of INA" into two compa-
nies during CIGNA's reorganiza-
tion into active and runoff opera-
tions. The segment of INA that re-
tained most of the company's lia-
bilities was merged into the run-
off operation.

The CIGNA spokesman added,

"We have no wish to stop writing
business in any state."

In a letter accompanying his
April 30 order, Mr. Olson said he
is not challenging INA's division.
Rather, he said he objected to INA
moving all but its in-force busi-
ness to the runoff facility without
obtaining policyholder consent.

John Schoonmaker, director of
legal resources for the Michigan
bureau, would not say how Michi-
gan regulators would respond if
the CIGNA units do not comply.

Under CIGNA's reorganization,
which several policyholders and
rival insurers are challenging in a
Pennsylvania appellate court, the
company isolated 80% of its as-
bestos and environmental liabili-
ties in a new, separately capital-
ized runoff operation.

CIGNA reorganized to recog-

See CIGNA on page 69

Picking HMO stocks

Investors advised to be choosy
By JUDY GREENWALD

Selectivity is the key to investing in HMO stocks in today's jit-

tery market.

In a market in which the bigger HMOs' growth rates are slowing
because the companies have already become so large, while some

smaller HMOs are stumbling
with earnings problems,

"you have to be selective, .
you can't love them all,” 17 ’ —_ If

said Thomas Snow, an HMO

analyst with Buckingham
Research Group in New

"Meanwhile,

/<« \
(R&*Y»7 L-

J LN\S5*SX\ -
rumors are

circulating that Aetna Life -

& Casualty Co. is still inter-

ested in making a West Coast HMO acquiisition. A spokeswoman
said the company does not respond to rumors, however, and ob-
servers say that while another acquisition is possible, it is unlikely
to happen soon in light of Aetna's recently announced $8.9 billion

1s Qtr

pollution losses were far higher than previously disclosed, Richard J.

Marcus, chief underwriting and claims counsel at Kemper Re, says in
an affidavit.

duplicate those
yvields in the

first three

The Allstate talks occurred in February 1993 and September 1994,
while the Hannover talks occurred in Februaiy 1995, all long before
EMLICO sought regulatory approval for its move, the dfidavit says.

Since the Hannover talks were going on at about the time EMLICO
was preparing its 1994 financial statements, "it appears that EMLICO
may have deliberately understated its alleged liabilities in that state-
ment and in its financial statements for the first two quarters of 1995
in an effort to avoid insolvency proceedings in Massachusetts," Lloyd's
underwriters charge.

Filing false material information in such statements may violate fed-
eral criminal laws, Lloyd's underwriters allege.

Mr. Marcus also states in his affidavit that an official of Bates
Turner Inc. a reinsurance brokerage unit of GE, told a Kemper Re of-
ficial in November 1995 that EMLICO's move was "sneaky" and the
work of "some clever lawyers."

The Bates Turner official also said that he believed the move was
"unethical” but that he had been told to "keep silent."

Representatives of EMLICO and GE could not be reached.

Quake facility imperiled

SACRAMENTO, Calif.-A move by the Internal Revenue Service to
rescind the tax-exempt status of the California Earthquake Authority
could be a fatal setback for the proposed facility.

In a two-sentence letter, the IRS told the California Insurance De-
partment last week that it was withdrawing the tax exemption granted
in a February private letter ruling "pending further review."

The IRS offered no explanation for its action, which caught regula-
tors, state legislators and others by surprise.

'We are totally perplexed. We can't even speculate intelligently” on
the reasons for the move, said Richard Wiebe, deputy insurance com-

Several sources familiar with the CEA, however, said the move may
have been prompted by changes to the original CEA structure pro-
posed in bills now before a state legislative conference committee. Bills
passed by the state Assembly and Senate would significantly alter the
structure originally approved by the IRS.

Regulators are trying to find out what the IRS's objections are, Mr.
Wiebe said. They hope to addmss the problems in the pending CEA
legislation and go back to the IRS for a new ruling, he said.

It was unclear last week, though, whether the conference committee
will even go ahead with a scheduled Wednesday hearing in the wake
of the IRS decision.

"This is a serious setback. There is no way to put a positive spin on
it," Mr. Wiebe conceded. "It's not a fatal blow, but it's certainly pretty

close."”

See Updates on page 70

months of 1996 and instead relied

on acquisitions and whatever new
business they could find to help
raise revenue.

Yet, all the publicly traded bro-

kers except Alexander & Alex-
ander Services Inc. showed in-

creases in revenue and net income
for this year's first quarter. New
York-based A&A's revenues fell
3% to $314.3 miillion from $324.2
million the year before and net in-
come dove 68.5% to $13.1 million
from $41.7 million in 1995. A&A
attributes much of the decrease to
its sale in 1995 of its claims man-
agement subsidiary, Alexsis Inc.

A&A is hoping acquisitions al-
ready made in Australia and oth-
ers expected in the future will
boost revenues.

The largest percentage gain in
first-quarter net income was rec-
orded by Arthur J, Gallagher &
Co.: 22.3%, to $8.2 miillion from
$6.7 million a year ago.

Revenues at Gallagher were up

See Brokers on page 62
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Some employers skeptical
of rosy report on FMLA

By MARK A. HOFMANN

WASHINGTON-A few busi-
nesses are not buying a federal
commission's conclusion that the
Family and Medical Leave Act is a
boon for employee and employer.

"The real problem with the
FMLA is it's a good concept for
companies that didn't have any-
thing for their employees," said
Libby Sartain, vp-people at South-
west Airlines Co. in Dallas. "Where
it became a problem for us is
where we had a myriad of benefits
and took care of employees."

After the 1994 law, the airline
had to "reprogram" its payroll sys-
tem and train supervisors and

Datebook

managers in the law's complexities.
Production also has suffered as
more employees-more than 700 at
a time-take leave, said Ms. Sar-
tain, chairwoman of the benefits
and compensation committee of
the Alexandria, Va,-based Society
for Human Resource Management.

No such skepticism was evident
in a report and survey that the
Family and Medical Leave Com-
mission issued last week.

The act-which requires busi-
nesses with at least 50 employees
to grant up to 12 weeks' unpaid
leave to care for a new child, for
one's own health or to care forill
parents, children or spouses-

See FMLA on page 6%
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Outsourcing pitfalls
prove staff necessity

By MICHAEL BRADFORD

TORONTO-Many companies don't realize
how badly they need a risk manager even
though service providers rnight appear to be
doing a fine job at managing the companies'
risks

That was the consensus reached during a so-
lution sharing session at the 34th annual Risk
& Insurance Management Society Inc. confer-
ence, held last month in Toronto.

The solution sharing sessions, held for the
first time this year, were open discussions
among audience members and panels of ex-
perts and were intended to address the still-un-
answered questions of people who had been in
meetings for the week.

In the session that focused on risk manage-
ment, the discussion turned to whether a staf|
risk manager is really needed or if outsourcing
the function might work just as well.

An audience member who described herself
as a former risk management consultant
pointed out that many of her former firm's eli-
ents are making the mistake of relying on
someone outside the company to provide risk
management services.

Brokers often fill the role of the risk man-
ager and that can be a disservice to companies,
she said, because the broker often must deal
with people in the company who don't under-
stand risk management or exposures the com-
pany faces.

And the broker may not always have the eli-
ent's best interest in mind, one of the panelists
pointed out.

"When the broker is in that role, there's a
tendency for compromise between the carrier
and the insured, whether it's negotiating a
retro or trying to settle a claim," said Brian D.
Casey, director of risk management and loss
prevention at Coming Inc. in Coming, N.Y.

"If they're doing it on my behalf, | don't
want a negotiator. | want somebody who's go-
ing to be a hundred percent for me," he said.

It's scary to think that top management at
some companies may be thinking of getting rid
of risk managers as a way to save money, said
Scott Lange, director of risk management at

By SALLY ROBERTS

TORONTO-One chapter of RIMS may
have the solutions risk managers are look-
ing for to improve the quality of their work
processes.

The Pittsburgh chapter spent the past
year identifying the "best practices" and
benchmarks for a variety of risk manage-
ment tasks and shared its findings at a
standing-room-only session at the 34th an-
nual Risk & Insurance Management Society
Inc. conference, held last month in Toronto.

"Networking is often not enough. News-
letters often do not provide all the informa-
tion risk managers need, and advice from
brokers and consultants can be single di-

Microsoft Corp. in Redmond, Wash., who mod-
erated the session.

"There are a lot of us in this room that are a
little concerned about this," Mr. Lange said, re-
ferring to downsizing in corporations, What if
"our management is actually think-
ing, '"Hmm, we can replace these
guys. That's a lot of money being
spent over in the risk management
department, and we can just bring
in our broker, they know all about
insurance, they know how to do all
this stuff.”

Mr. Casey said, "l don't think U,
there's anybody that can represent 5
your company better to the market @
than somebody in the company.” 1
Brokers more often than not "don't 5
have a sense of where the actual ex- W
posures are and what the nuts and 5

See Outsource on ned page 5
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Soggy weather outside the convention center, bottom, made it difficult for attendees
of the 34th annual Risk & Insurance Management Society Inc. conference to take in
sights like Toronto's New City Hall, middle. But, exhibits like Arkwright Mutual Insur-
ance Co.'s robot, top, gave conference attendees plenty to see indoors.

Fresh approach to benchmarking

Year of risk managers'
research offers useful tips

mensional and not always to the point,”
said Gerald L. Belfiglio, corporate risk
manager for Blue Cross of Western Penn-
sylvania in Pittsburgh, who coordinated the
session.

Through the best practice project, "we
can offer suggestions and best practices to
new risk managers in need of guidance and
also offer benchmarks to risk managers
who need a fresh approach," said Sherry L.
Pilz, claims and loss control specialist for
J.C. Penney Co. Inc. in Pittsburgh.

Ms. Pilz and Mr. Belfiglio participated in

the steering committee on the risk manage-
ment best practices project.

After sending questionnaires to more
than 300 individuals soliciting suggestions
on which risk management tasks need
benchmarking and which tasks they would
like to learn more about, the chapter se-
lected five topics as a starting point to help
risk managers improve the quality of their
work processes, Mr. Belfiglio explained.
The five resulting reports, which are now
available through the chapter for $5 each or
$23 for the set, include: safety program as-
sessments, the broker selection process,
choosing a risk management information
system, cost allocation and communicating

See Benchmark on page 12

New risk financing tools imminent

By RODD ZOLKOS

TORONTO-While no one is quite sure
just how Wall Street and the capital mar-
kets will ultimately be involved in risk fi-
nancing and hedging operational risk, a
panel of industry experts says it's inevita-
ble that they will have a role.

Risk managers who overlook the develop-
ment of the new tools will do so at their
own peril, the panelists said during a ses-
sion at the Risk & Insurance Management

Society Inc.'s 34th annual conference, held
last month in Toronto.

The move to embrace the use of financial
instruments is a natural development in the
course of risk financing, the panel sug-
gested. It follows the course that saw risk
managers move from buying insurance to
making use of self-insurance and cash flow

programs, forming captives and using fi-
nancial insurance and reinsurance.

However, as the capital markets' role de-
velops, brokers and insurers are likely to
still have a place-brokers as dealmakers
and consultants, and insurers to cover risks
that the capital markets are unwilling to
tackle.

"We're still early on the curve in using fi-
nancial management in risk financing and
hedging of operational risk," said Douglas
G. Hoffman, managing director of New
York-based Bankers Trust New York Corp.
"But we're not too early."

"To be oblivious to the capital markets,
you're doing yourself a disservice," said
Martin H. Scherzer, senior vp at Johnson &
Higgins Inc. in New York, who moderated
the panel on the capital markets' role in
risk financing. "Whether you know it or

not, the capital markets have already insid-
iously woven their way into your insurance
placements.”

Insufficient capacity in the commercial
insurance markets, a more holistic view of
risk and a widening mismatch between the
views of insurers and buyers are some of
the main factors promoting the involvement
of the capital markets.

Bryan Bowers, managing director at Cen-
tre Trading Holdings Ltd. in New York,
said the numbers speak for themselves in
arguing for the capacity the capital markets
can provide.

While reinsurers' policyholder surplus
was estimated at $39 billion in 1995, the av-
erage daily volume on the New York Stock
Exchange was $13 billion last year, while
the average daily volume in Treasury bond

See Capital on page 6
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Continued from previous page
bolts of it are," according to Mr. Ca-
sey.

Nevertheless, he noted, there are
companies that don't want to spend
the money to hire a risk manager or
in some cases are in such shaky fi-
nancial condition that they cannot
afford to spend it.

Still, risk managers shouldn't ig-
nore the benefits of outsourcing, the
panelists warned, despite the fears

But when outsourcing was given a
name, "people got very shook up
about something you've been effec-
tively doing all your careers," Mr.
Hackenburg said. "It's your responsi-
bility to manage and control what it
is that your organization does. Out-
sourcing is a function that you've got
to control.”

Mr. Lange pointed out that it is
important for the risk manager "to
retain the strategic aspect of the
function-the management part and
the vision part. Just look at outsoure-
ing as an extension of your capabili-

Nearly all risk managers are outsourcing
by using risk management information
systems vendors, TPAs or other service
providers, says P. Richard Hackenburg.

sorne have gbout vendors taking
their jobs.

Nearly all risk managers are out-
sourcing by using risk management
information systems vendors, third-
party administratons or other service
providers, said P. Richard Hacken-
burg, president and chief operating
officer of the risk management ser-
vices division of Willis Corroon
Corp. in Nashville

"So you've been outsourcing, liter-
ally, for your entire careers," Mr.
Hackenburg said.

ties to execute at the tactical level.
That's the way we've looked at it at
Microsoft, and we've gotten a lot of
horsepower out of taking that sort of
a view of the process."

If a risk manager wants to con-
vince a company that it needs him or
her as a risk manager, there are
ways to do it, according to Carol
Harrington, a panelist and director
of risk management at Sun Mi-
crosystems Inc. in Mountain View,
Calif.

Research the company, know its

expostues and contact the decision-
maker, she advised. "Bring to their
attention some of the issues and the
exposures you may see in going
through all the financials, such as
moving into new emerging nations,
directors and officers liability con-
cerns" and other areas that might
leave the company exposed.

Mr. Hackenburg agreed that a
company's decision-makers can be
convinced to hire a risk manager or
assign one full-time from within the
company.

"Try to get to the people who have
the interest or desire to at least eval-
uate the process, whether they be the
CEOQOs, the finance people, the opera-
tions people or whatever," said Mr.
Hackenburg

Help them develop a mission state-
ment as to what the risk manage-
ment function ought to be, he sug-
gested. "Share some of the vision
that you have with those people, and
then ty to demonstrate the benefits
that can be achieved by installing
this kind of system"

That tactic can be persuasive, Mr.
Hackenburg pointed out, because
"we're all in business to make
money," whether it's from reducing
operating costs or increasing reve-

Assuming there is a risk manager,
panelists were asked where a risk
manager fits within the corporation
and to whom the risk manager re-
ports.

Ms. Hanington, who reports to her
company's finance department, did

Business Insurance

Editor Paul D. Win-

ston, top right, pre-
sents plaques recog-
nizing the achieve-
ments of the 1996
Risk Management
Honor Roll mem-
bers. Pictured with
Mr. Winston are
Craig S. Macdonald,
at top, risk manager
at the Bi-State Devel-
opment Agency in
St. Louis, and
Michael Tawney, be-
low, vp-risk manage-
menVlioss control at
Loomis Armored Inc.

in Houston.

an informal sruvey of around a
dozen high-tech companies and
found that risk managers at most of
them were responsible to the trea-
suret- or chief financial officer. One
reported to the audit department

and a few to their companies' legal
departments.

Risk managers at companies that
defend a lot of liability claims are
likely to report to the legal depart-
ment, she said.

Mr. Lange reports to Microsoft's
treasurer, and he said that "is an ex-
cellent place for risk management."

... for assuring quality care and controlling the costs Of
Workers' Compensation, Group Health, Disability and Casualty claims.

Managed Care Solutions

Utilization Management

Case Management
Medical Review Services

National Provider Networks
ProVention Services

Injury Management Program
Pre-Certification

PPO Program

Integrated
Cost-Reduction Services

Services

Corporate Headquarters:

Intervention

Bill Review

Peer Review

Continued Stay Review
Medical Case Management
Independent Medical Exam

Vocational Rehabilitation

Disability Management Program
Review Services

735 Chesterbrook Blvd., Suite 200, Wayne, Pennsylvania 19087
610-993-2800 1-800-31-GENEX fax 610-993-2819

Risk managers have to cross over
into a lot of areas within a company,
and because there is some kind of
"monetary element"-whether it be
revenue, budgets or financial report-
ing-associated with every depart-
ment, risk managers who are tied
into the finance department may
have an easier time working with
those other areas, Mr. Lange ex-
plained.

"If you figure out how to use that
finance connection to your advan-
tage, it's a very powerful connec-
ton," he said. Tul
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Capital
Continued from page 3
futures was $34 billion and the daily
turnover of swap contracts in the
gl)bal markets was $123 trillion.

'The capital markets are where in-
vestors hold financial assets," Mr.
Bowers said. "Is insurance a finan-
cial asset? | sure think so."

It's important, though, he said, to
import some of the capital markets'
prce setting mechanisms into the in-
surance markets and remove some of
the friction that erently exists in
insurance transactions.

-What the new approach to risk fi-
nancing should underscore, Mr.
Hoffman said, is that "in the mind of
the CFC), risk has no boundaries"”

3'roma buyer's perspective, there's
nothing dramatically different in
10)king to the capital markets to
ccier risk, Mr. Hoffman added.

He suggested that the risk man-

ager needs to take a more "holistic"
view of risk, looking at managing
the organization's exposures across
its entire spectrum of risks, not just
the traditional insurable ones.

The capital markets can play a
part in managing some exposures,
such as foreign exchange risk, com-
modity price risk or possibly even
such exposures as reputational risk
for which coverage isn't available in
the traditional insurance market.

"When financial risk managers
think about managing risks, they put
all of them in a basket,” Mr. Hoff-
man said. "The idea is to pick and
choose which ones to hedge. Insur-
ance can be a hedge."

Meanwhile, the "insurance con-
frontation” has "added fuel to the
fire," of a search for capital market
solutions, Mr. Hoffman said.

He defined that confrontation as a
situation in which reduced capacity
and poor performance by insUIES
has caused an unwillingness to pay

claims. causing a misma:ch between
events and recoveries that has led
some companies to conclude it
would be easier tc self-insure or go
to the apital markets.

And the capital markets are hav-
ing a more direct impact on the in-
surance industry, as well said J&Hs
Mr. Seherzer. The capi-al markets'
ir.sisance on healthy retirns is fort-
ing industry consolidation, which is
"concentrating more financial power
in fewer hands," he said.

‘Just as there's been concentration
in the marketp'ace, there's also been
new capital formation:" he said,
pointing to the new money flowing
into Bermuda as an example.

Ore of the most impcrtar_t devel-
opments of the capital .MErkets' in-
volvement is competiticn, he said.
Risk managers shouldn't just look to
insursrs to address their r-sk financ-
ing needs, but also to reir.surers, in-
vestment banks, comm€reial banks

and capital market consultants,

Mr. Scherzer noted that J&H is
working with clients to develop an
"option policy." In that coverage, a
client might retain $20 million in-
stead of $10 million, but purchase an
option to buy down that retention
later if some factor, such as interest
rates or business performance,
doesn't develop as planned.

That approach might be new to
the insurance markets, but options
are obviously a well-known hedging
tool in the capital markets, Mr.
Scherzer noted.

Another development is the two-
tiered coverage trigger. For example,
he said, a soft-drink maker might
buy property coverage on a facility
that would be triggered only in the
event of both a fire and an increase
in sugar prices. Such a two-tiered
approach is an attempt to link a
company's business objectives with
its insurance program in exchange
for lower premiums, he said.

As for where such developments
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might lead, Mr. Scherzer described a
scenario in which a risk manager
with a windstorm approaching a
Florida plant could price and pur-
chase "windstorm units” via com-
puter, figuring the price of those
units would rise if the storm hit, giv-
ing the company a hedge against
possible losses.

H, however, the storm blows out to
sea, the risk manager would sell the
units, again over the computer, pos-
sibly taking a loss but without hav-
ing to maintain the coverage once
the threat no longer exists.

"This is not happening tomorrow.
I can't even tell you that it will hap-
pen," Mr. Scherzer said. "But what
does it for me is that if it does hap-
pen this is going to be so big you
can't afford to ignore it."

Existing capital market tools-like
cat bonds, catastrophe insurance fu-
tures on the Chicago Board of Trade,
industry loss warranties and standby
surplus notes-"are all really trying
to achieve the same thing: new ways
to transfer risk," Centre Trading's
Mr. Bowers said.

The capital markets provide some
obvious attractions, offering opportu-
nities for getting nearly instant cov-
erage that the insurance markets
can't offer, he said, in addition to
providing more capital.

However, for the capital markets
to really play an insurance role,
more attention must be paid to meet-
ing the needs of the investors who
will be taking on these risks, he said.

Attempts to involve the capital
markets in risk financing have devel-
oped slowly so far because the edst-
ing instruments haven't given inves-
tors "enough reason to take on the
other side of these trades," he said.

"Wall Street investors are all used
to making investments where return
varies, but few are used to betting
their principal,”" Mr. Bowers said.

They're also used to investments
with known "if/then" risks, that
spell out clearly what the invest-
ment's outcome will be if a certain
event occurs. Rijsk financing instru-
ments must be developed, then, that
would tell them exactly what their
return would be if a 7.0 earthquake
occurred in California, instead of
structures that would tell them their
return only at some point well down
the road, once losses from the quake
were sorted out and paid.

Giving investons that sort of assur-
ance would obviously leave some
risk on the table and "this is where
the insurance companies are going to
play," Mr, Bowers said.

By covering a portion of the risk
and passing the remainder to the
capital markets, insurers will be able
to provide customers better products
at a lower price, he said.

The insurance industry also will
have a role covering the unknown,
unpredictable risks that won't find a
market on Wall Street, he said.

Although capital market applica-
tions for property risks like Califor-
nia quake seem close at hand, trans-
fet'ring liability risk to Wall Street
might be a longer-term process.

"l think today and tomorrow we
won't be able to do anything about
liability," Mr. Bowet said. "Wall
Street likes things they can read in
the paper-'"There was an earth-
quake in California,' 'There was a
hurricane in Florida.' They don't
like, 'There's creeping pollution in
New Jersey.™

J&H's Mr. Scherzer said he ex-
pets brokers's role to change after
the involvement of the capital mar-
kets. "l think we brokers will have
to provide a lot more analysis" and
make better use of technology and
be global in reach, both geographi-
cally and on a product basis.

"The capital markets don't live
and die between the East River and
the Hudson River," he said. "There's
capital all over the world and it goes
to where it's treated best.” s/
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Set standards, stop debate

HQULR fhe fiskmanagemeant community, ems

function is performed?

We say yes-as long as the standards are voluntary
and remain open to periodic review and change.

As we report in this week's issue, the need for risk
management standards is still hotly debated among
risk management professionals (see story, page 43).
To date, risk management standards have been
adopted for public entities in Australia and New
Zealand and are in draft form in Canada.

We agree with supporters of the standards, who
say they would:

- Set a basic level of quality for certain risk man-
agement functions.

* Provide a framework for the novice or part-time
risk manager to follow.

» Give more experienced risk managers a depar-
ture point from which they -an develop sophisticated
and innovative programs.

Many risk managers fear such standards-particu-
larly those promulgated by outside organizations un-
familiar with the profession. They worry that such
standards would expose them to liability for deviat-
ing from a specific performance of their jobs.

We think that concern is overblown. If it were true,
the thousands of service and manufacturing organi-
zations that are striving to achieve certification of
quality by meeting various standards would be del-
uged with lawsuits. That is not the case. But, even if
it were, there are risks in all activities. And, as any
risk manager knows, risks can be managed.

Another concern voiced about risk management
standards is that they would not be drafted well and

Letters

could bind the profession to duties or goals that are
flawed or outdated.

To that we say risk managers have no one to blame
but themselves if that becomes the case. If such stan-
dards prove inadequate or too rigid, it would largely
be because risk managers have failed to offer real-
world input and critical advice.

The Risk & Insurance Management Society Inc., for
example, declined an invitation by a Canadian stan-
dards organization to be involved in the development
of standards there. Thankfully, several individual
risk managers and Canadian RIMS chapters did get
involved.

In Australia and New Zealand, risk manager in-
volvement was critical to the development of practi-
cal and well thought-out standards, according to
consultant Felix Kloman.

In short, we think the benefits of such standards
outweigh the risks voiced by risk managers.

The development of standards should be seen as an
opportunity to set a new benchmark for quality in
the profession.

Indeed, the development of risk management stan-
dards would be a natural offshoot of the current ef-
fort to develop a new designation, Fellow in Risk
Management. This new designation, the goal of
which is to encourage risk managers to broaden their
education beyond the Associate in Risk Management
courses, will entail a vigorous examination. Elements
of that examination could be the foundation of risk
management standards.

Risk management standards have been debated for
years. It's time for risk managers to quit debating
and lead the way in their development.

CICA conference and captive coverage praised

To the editor: Thank you for your exi sentatives from just about every state inr . 3

cellent cov@rage of the 23rd Annual the United States.

CICA Conference held in March in
Phoenix (BI, April 1).

We actually had the honor of hosting
captive owners and service providers
from all over the globe, including Ber-
muda, British Virgin Islands, Canada,
Cayman Islands, England, Ireland, Ja-
pan, Philippines, Switzerland and the
U.S. Virgin Islands.

This, of course, is in addition to repre-

surance market.

Companies Assn. Inc.

1 Business Insurance wetcmes letters ,

On behalf of the entire captive indus- ' to the editor. The section is,intended to
try, we appreciate gour continued inter- . be a forum for readers' opinions and
est in our progress and the issues which
affect this significant segment of the in-

ry;-tiesSit. wUm {;

publish unsigned letters. Please send |

Julie C. Haines Your letters to Letters to the Editor, '
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greater details as to the best prac- executive's qualifications, malor Therefore, risk managers need to fo- pany, conducting a market analysis
B e n Ch m a rk tices of each assessment, Ms Pilz did markets used by the broker, mtema- cus on the design of the cost alloca- of the possibillties, developing a re-
glve atendees a tIst of some of the tional service capabilities, exposure bon system and make sui-e "it ftts quest for proposal, reviewing and
Contmued from page" resilts identiftcation services, risk and loss into the overall culture of the organi- comparing the options available, ne-
the nsk management message For example, when assessing the control services, claims handlmg and zation," he sald gotiating and selecting a system and
Mr Belfigho said the second- company's safety culture, a risk others Risk managers should then To do this, six factors need to be maintaining the system
round topics--variabla broker .om- manager sh,uld survey the percep- detail each broker as It pertains to considered These are the orgarnza- Commumcating thensk manage-
pensallon, disaster recovery, the risk tms cf thB program participants, each categor> This allows all the tion's size, sophistication, owner- ment message was also discussed
management hbraty and natural di- determ-ne the methods of measuring brokers "to go head-to-head," Ms ship, rtsk management expertise, Risk managens need to make sure
saster analysis and evaluaion-will accoinlability, and the level and Pilz said geographic location and exposures to their communicabons have a pur-
be available soon methoc of cimmunication, and iden- Ethics played a big role in the bro- loss, he said pose and are free of typos and errors,
In the meantime, the chapter IS eX- nfs safety's role in the company's ker selection process, accordmg to Additionally, in order for the cost he said, adrnitting that some of this
panding its questionnaire scope and missior statement the best practice report, she said allocation system to function prop- information is "Communications
has posted a question. on Ihe Inter- Wnenassessing the safety program Previously, no formal standard of erly, a company needs an internal 101 "
net Risk managers can access resources, risk managers need to re- ethics existed within the industry nsk management information system How often do you see proposals
RISKNet through the RISKWet view the department and director's Risk managers "need to glve fair to support it, Mr Brauer said This from brokers with typos? And how
World Wide Web site at 1-ttp /,4 sccpe cf dulnes, safely staffing, safety and even consideration to all parties woild melude reporting timely and many of you look and focus on those
www RISKWeb corr and prcvide bulget the effectiveness of the involved" Ms Pilz said accurate data errors and think this is not a quality
feedback to the Pittsburgh chaptel safety ,committee, and external re- Among the best ethical practices The best practice report also found broker?" Mr Brauer asked the audi-
on the topic of vanable broker corn- sources when selecting a broker, r:lIsk manag- suen costs as Insurance premiums, ence Ask managers need to make
pensation When assessing the company's ex- ers should never let fnendship affet retained losses, loss adjustment ex- sure their communications efforts
The aim of the best practices pro- posures, risc managers need to re- their broker consideration, accept penses, administrative overhead and are error free, he said
ject is three-fold, Ms Pilz said nrst view the company's operations, the material gratuitous gifts, share accruals for catastrophic losses Some rtsk managers do not com-
is to understand the systemic flow of histoncal trendmg data and the quotes or broker-to-broker informa- should be allocated under the sys- municate beyond how something af-
speclfic rlisk management work pro- safety program already in place, as- tion, use the selection process as a tem fects the budget, but "If you don't do
cesses that consistently produce ses tte standards and regulations means to replace an incumbent bro- Mr Brauer also revealed the re- it, who w119" Mr Brauer asked
quallty results Second is to provide th:t agply and the emerging issues ker, or use the selection process as a sults of the best practices for choos- By practicing good communica-
knowledge to others who desire to In addition to safety assessment, means to ratrfy a decision that has ing a rtsk management mforinatlon ttons, nsk managers improve their
improve work processes, and th_rd is Ms PLz also revealed the results of already been made system dunng the session job secunty, he said "If no one
to create common urderstanding of the chapter's best practice findings The best practices for assessing a The committee m charge of this re- knows what you're domg, how w]11
how work processes car. be im- foi selectins a broker company's cost allocation system port acknowledged that many books they know how successful you are?"
proved to produce quality results The team m charge of this report also were revealed during the ses- haze been wntten on the process m- Effective communication also al-
The chapter's research shows tha. found :he best practices for selecbng mon volved m purchasing an RIMS, and lows nsk managers to be bed to cor-
the "best practices" for assess=ng a a broker are a needs analysis, a bro- "There is no best system," said that it is not attempting to rewnte porate success and helps nsk manag-
company's safety prigram irlude ke service analysis and then the se- David Brauer, semor vp at Marsh & the books Instead, the committee ers "sell" change within the com-
takmg a closer look al the safety cul- lection process, Ms Pilz said MelLennan Inc m Pittsbugh, who highhghted the texts and identified pany, Mr Brauer said
ture, safety program resources, expo- As gart of the best practices, risk also participated m the best prac- the steps of the process to provide a For a copy of one of the first five
sures, post incident prcced ires, managers are advised to develop a tlces project A risk allocation system framework for purchasing an RIMS, best practice reports or for the set of
safety tiaining program and emer- briker questionnaire and matrix, "Is a process that identifies and at- Mr Brauer said reports, wnte Mr Belflglto at 120
gency response plan, l/Is Pilz sa-d Ms P_z said The matnx should m- tributes a company's cost of nsk The best practice framework m- FIfth Ave, Stute 1092, Pittsburgh,
While the mdividual reports glve cll.de such categones as the account among vanous accounting units" cludes definmg the needs of the com- Pa 15222 ir]
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The Equation is Elementary.

To cut loss costs by as much as 30%, our risk legitimate claims are paid. In addition, we offeryou
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can help produce significant savings. That's money you our team and turn your workers' comp program into a
can invest in your company's fture. competitive advantage for your company. The result is a

At the AIG Companies, we not only take a unique healthier financial statement and healthier employees.
approach to workers' comp claims, but we also examine For more information on how adding a team of
your entire program. This is the first step in our equation specialists to your workers' comp program can help your
for solving workers' comp problems. We develop financial bottom line, calll-800-291-3400 or call your agent or broker.
plans to preserve gour cash flow; create engineering
safety programs that prevent accidents before they

) ) ) WORLD LEADERS IN INSURANCE AND FINANCIAL sERvices A\ | (S
OCCU I'; and Cond UCt InVGStlgatlonS tO enSU re th at On Iy American International Companies, 70 Pine Street, New York, NY 10270



14 /May 6, 1996 Business Insurance

A verdict on friendship

Relationships can't preclude prudence in transactions

By SARAH GODDARD

TORONTO-Citing trust in a per-
sonal friend won't allow a company
to recover damages after an acqui-
sition goes sour.

That was the verdict reached by
an informal jury of risk managers
in a mock trial at the 34th annual
Risk & Insurance Management So-
ciety Inc. conference, held last
month in Toronto. The trial pitted
the fictitious Megachemicals Corp.,
with a "squeaky clean reputation,”
against the fictitious Northern
Holdings, from which it had pur-
chased Canadian chemical manu-
facturer Blackfly Solutions.

Megachemicals' president, Joe
Mutt Moleculi, and Northern's
chief, Sella Gain, had enjoyed a
friendly relationship for several
years before the purchase. After the
purchase, Megachemicals was
forced to spend more than $1 mil-
lion to clean up the damage from
underground storage tanks and

5051Ef@Psift

pipelines that had been leaking,
and its reputation was damaged.
Megachemicals was seeking both
remediation costs and compensa-
tion for its lost reputation.

There were three issues to be con-
sidered, said plaintiff's lawyer
Harry Dahme of Toronto law firm
Gowling, Strathy & Henderson.
First, had Northern known about
the problem and concealed it from
Megachemicals? Second, had Mega-
chemicals undertaken a sufficient
due diligence procedure before the
purchase? If not, should Mr. Mole-
culi have trusted the information he
received from Ms. Gain as a result
of their friendship?

Megachemicals was asking the
jury to rewrite the original contract,
countered defense lawyer Mark
Madras, also of Gowling, Strathy &
Henderson. When Megaehemicals
bought Blackfly, it had been denied
environmental representations or
warranties and was given 60 days
to complete a due diligence investi-
gation, with full access to Blackfly's
records and plant.

Mr. Moleculi (who was played by
Richard Saylor, insurance and risk
manager at Coca-Cola Beverages
Ltd. in Toronto) testified that be-
cause of their "long and trusting re-
lationship” and the fact that he and
Ms. Gain "shared the same view" of
business, he had believed that he
could rely on her. So when he sent
a team led by his risk manager,
Ivana Findit, to the Blackfly site, he
told Ms. Findit she could be "more
relaxed” than usual.

The Megachemicals due diligence
team performed an environmental
phase one audit, but relied on the
phase two audit provided by North-
ern, despite Ms. Findit's recommen-
dation that Megachemicals carry
out its own phase two audit and the
proviso on the phase two audit that
it was solely for Northern's use.

Mr. Moleculi confirmed that he
was aware that there would have
been a premium on the purchase
price if it had been accompanied by
environmental representations and
warranties, but said he thought he
didn't need them.

Megachemicals' risk manager,
Ms. Findit (Nancy Chambers, risk
manager in the finance department

of the city of K.tchener, Ontario)
checked with the Ministry of the

Er-vironment that it was content
with the sites status. She com-
pleted a satisfac-ory site inspection
with Blackfly plant manager Pete
Moss, who answered all her ques-
tions and gave her full access to the
plant's documen:ation. But she ig-
nored internal ccrrespondence.
However, after the deal had been
concluded, a memorabdum from
Mr. Moss to Ms. Gain came to light,
expressing concrn at above-nor-
mal shrinkage in chemical inven-
tory, possibly due to a leak in tanks
or lines. If she had seen the memo
before the deal had gone ahead, she
certainly would nave inspected the
underground tanKS, Ms. Findit said.

Northern's Mo. Gain (cons-Utant
Heather Pearson of Pearson Enter-
prises in Thornhill, Ontario) testi-
fied that she had offered Blackfly
to Mr. Moleiuli on an "as is" basis
for "a fantastically cheap price,

Ms. Gain's reply to MIl. Moss's
memo stated that productir. -p-
peared unaffected, although she
asked to be kept informed if th€ po-
sition detertora:€d. Since she had
not heard ctherwise, she assumed
everything v,as under control.

Both memos were available to the
purchaser during the due diligence
operation and were not concealed.

In his closing :rment, plaintiff
lawyer Mr. Dahme emphasized the

trusting relat.onship between Mr.
Moleculi and Ms, Gain. ' He co-

ceedec |. good faith to rely on his
friendship witn Ms. Gain," said Mr.
Dahme, to conduct this tansac-
tion in a way which recognized the
friendship and which had attached
to it an expectation that there
would be full disclosure, that there
would be honesty and integrity”

The leagage had already been
identitied, but Ms. Gain was solely
concerned w.th production and
took advantage of Mr. Mcleculi's
trust, -ie argued.

Mr. Madras, she d2fense lawyer,
reiterated tha. the jury was being
asked to change a fair commercial
deal that had teen struck between
two experienced parties. Tne ab-
sence of environmental guarantees
and warrantie was reflec'ec in the
purchase price, but now the pur-
chaser was asking the jury t) write
in ar er.vironmental indemnity.
What's m)re, Megachemicals had
been Over. an opportunity to carry
out a full cue diligence assessment.

The juiy was unanimous that
Megachemicals had purchased
Blackfly on an "as is" basis and had
to accept the consequences of not
doing a full due diligence assess-
ment. Deliberate concealment had
not taken place, the jury decided,
noting Megachemicals was respon-
sible for asking the right questions.

Under Canadian law, a deal can
be revoked if a vendor has failed to
disclose informaticn on a latent de-
feet if requested, but the vendor is
not liable if it is not aware that the
defect exists.

Only one juror thought the
friendship between the two com-
pany executives should have made
:ny difference to the transaction.

According to mock trial judge
David Esterin, also of Gowling,
Strathy & Henderson, "You have to
:sk the right questions and do your
own investigations and have audi-
tors with good professional liability

cover"” =1



Disputes over bad faith
a matter of perspective

Buyers see broken promise, insurers see excessive costs

By JOANNE WOJCIK

TORONTO-It's no wonder that
policyholders expect more from an
insurance company than from any
other party zo a contract, a lawyer
contends.

The images that insurers' market-
ing, campaigns conjum up give poli-
cyholders the impression that
"they'll be there for you," observed
Bbb Hc,rkovich, a partner with

Anderson Kill Olick & Oshinsky in
New York.

Some insurer advertisements im-

ply that."an insurance contract isn't

just a contract; it's a moral obliga-
tion," he said.

"So they set up an expectation
that they will be there for you," he
told risk managers attending a ses-
sion titled, "Bagging the Bad Boys:
Prosecuting a Bad Faith Action
against Insurance Abuses" at the
34th annual Risk & Insurance Man-
agement Society Inc. conference,
held last month in Toronto.

But, Evan H. Krinick, an insurer
attorney with Rivkin, Radler &
Kremer in Uniondale, N.Y., warned
risk managers that their companies
should be just as diligent about how

they present claims to insurers to
avoid the possibility of a reverse
bad-faith suit.

"The covenant of good faith and
fair dealing is a two-way street," he
said.

As a result, Mr. Krinick said, a
company that manages its own
claims within a large deductible or
self-insured retention may find itself
"on the wrong side of a bad faith ac-
tion."

Policyholders should be as hard-
nosed about settling claims as Mr.
Horkovich accuses insurers of being,
Mr. Krinick asserted.
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AnNd in cases where fraudulent
first-party claims are filed by policy-
holders against their own coverage,
insurers may seek to recoup their in-
vestigation costs.

"Insurance companies will no
longer sit back and break even," 3/Ir.

Krinick warned. "They may sue for
damages. '

While few, if any, actual "reverse
bad faith" lawsuits have been filed,
he pmdicted this will be a growing
area of coverage litigation in the
next decade *S avery new and
emerging area," he said.

Mr. Horkovich did not offer specif-

RSI
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ics during his presentation, instead
offering to provide risk managers in
attendance a comprehensive guide-
book to bringing bad faith actions.

Insurers' "intent is really to take
your money and hold on to it as long
as possible at your expense,” Mr.
Horkovich asserted.

According to a recent report by
the Santa Monica, Calif.-based Rand
Corp., the U.S. insurance industry
collectively spend a half-billion dol-
lars fightmg policyholders' claims
each year.

Insurers also realize that because
98% of bad faith suits never go to
trial, they can collect interest on the
money paid in premiums, Mr. Hork-
ovichsaid.

"They hold on to it, earning inter-
est. That's bad faith," he charged.

He said that, in effect, insurers are
gambling that "you might back out
or they might win."

But, "you can make insurance
companies honor the promises they
are making, folks," he said, while
pilijng up on the podium plastic bags
stuffed with brochures he collected
from the RIMS exhibit hall.

"This will be valuable evidence,"”
he said, explaining that every year
he collects the marketing materials
in what he labeled the "Hall of
Promises" just to have exhibits to
use when a bad faith suit arises
against a particular insurer.

Unfortunately for policyholders,
the venue in which a bad faith suit is
brought has a lot of influence over
which side wins, Mr. Horkovich
pointed out.

Because insurance transactions are
regulated by the states, "bad faith is
determined state by state,” he ex-
plained.

For example, the Caljfornia stan-
dard is the most liberal, finding for
the policyholder when an insurer's
activity is deemed "objectively un-
reasonable," he said.

By contrast, Arkansas courts re-
quire that policyholders prove that
an insurer had an "evil mind” when
it denied a claim, according to Mr.
Horkovich.

The most common standard for
determining bad faith is "reckless
disregard of policyholders' rights or
lack of reasonable grounds" for de-
nying a claim.

In some jurisdictions, policyhold-
ers can apply a separate tort or
cause of action, which could increase
recoveries

"This means policy limits don't
matter," Mr. Horkovich said. For ex-
ample, California permits policyhold-
ers to seek additional damages be-
yond policy limits under the state's
Unfair Claims Practices Act.

Insurers are likely to deny a claim
if it reaches the $1 million threshold,
he said.

"If a claim is seven digits or more,
they have a greater chance of being
denied," he said, adding that "if a
claim is over $1 million, the claims
people are not handling it; they're
using counsel"

Mr. Horkovich also suggested that
insurers sometimes destroy old poli-
cies prematurely-in less than 10
years-so that they cannot be used
as evidence against them in bad
faith suits.

But, Mr. Krinick disagreed.

"They don't have the space to keep
them," he said.

However; insurers increasingly are
turnjng to electronic methods of stor-
ing data, Business Insurance has re-
ported.

He then asked a risk manager in
the audience how long his company
kept personnel records.

"From 1972," the man replied.

"That's a good company;' 1Vir

about all the millions of policies that
insurers have.”

Thomas Lawrence, director of in-
surance for New York University,

moderated the session. loi
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Many exhibitor booths at the 34th annual Risk & Insurance
Management Society Inc. conference were big, bells-and-whis-
ties productions. But at least one was a work in progress.

Recommending QualCare should be your next

Our PPO network product is unbeatable, and our
commission plan is great. With the QualCare
preferred provider plan you can promise your
clients substantial benefit and administrative
savings. Last year we saved self-funded
companies as much as 45% on hospital costs and
25% on physician charges. For more information
and your free copy of the best-selling business
book Smart Moves by Sam Deep and Lyle
Sussman, call our toll-free Broker Hotline at
1-800-992-6613, or send in the coupon.

Internet features Nno benefit

iIf they aren't regularly used

Training as important as hardware to profit from Internet access

TORONTO-Risk ni2vad@rssand
benefit managers considering
whether to jump into the Internet
frenzy first need to make sure
their desktop computers are capa-
ble of Web browsing, technology
experts say.

"When you buy a PC, it doesn't
matter how many features it has,"
said Brian J. Devine, risk analyst
for SULZERmMedica USA Inc., a
medical device manufacturer
based in Angleton, Texas.

"You get a big list of all the fea-
tures the computer has. But how
much do you understand of it?

FlchbaPy<SEaUuTREVA" I B =
said.

"But what's really important
about the computer is what bene-
fits it will provide to you,” Mr.
Devine told those attending a ses-
sion titled "Surf's up on the Inter-
net: Are You on Board?" at the
34th annual Risk & Insurance
Management Society Inc. confer-
ence, held last month in Toronto.

To surf the Internet, a computer
must have a 486 or faster proces-
sor; a modem of at least 14,400

baud; an online service provider,
such as America Online or Com-

SMAFT i
MOVES |

Okay, send me the smart Moves
book, and call me to discuss saving
my clients an average of 35% on their

health care plan.

NAME TITL-E
COMPANY
ADDRESS
cITYy STATE

TELEPHONE

BEST TIME TO CALL

Mail to: Marketing Dept., Qua[Care, 242 Old New Brunswick Rd.,

Plscataway NJ 08854-3754

81596

QUALCARE

PREFERRED

PROVIDERS (PPO)

Reach us on the internet at http://www.qualcare-usa.com

puServe, and Web browser soft-

Risk and benefit managers also
have to commit to using the com-
puter.

"If it's got every feature in the
world but it's just going to sit on
your desk and not be turned on,
there's no benefit to that,” said
Mr. Devine.

Companies that provide their
employees with Internet access
also should invest in training, ad-
vised Kevin Quinley, senior vp of
risk services at Hamilton Re-
source Corp. in Fairfax, Va.

"If your company's idea of In-
ternet training is buying a copy of
'Internet for Dummies,' it's not
enough," he said.

"You don't get much with hard-
ware if you don't invest in peo-
ple-ware as well."

Risk and benefit managers
should perform a cost-benefit
analysis before deciding whether

and how they will use the Inter-
net, according to Mr. Devine.

"There are tons of features on
the Internet, but what you really
need to look at are the benefits,”
he said.

"You need to ask yourself if this
time adds value to your time man-
aging risk,” Mr. Quinley sug-
gested.

Among the services available to

risk and benefit managers on the
Internet are:

= Access to the World Wide
Web, which is less daunting than
the Internet itself because it uses
graphics, vikuals, text and sound
to communicate with users.

For example, Mr. Devine noted
that risk managers can easily
monitor potential hurricane and
windstorm exposures via World
Wide Weather, located at http://
www.weatherins.com/.

+ Online discussion groups, or
"chat rooms," where risk manag-
ers and benefit managers can talk
to peers and advisers who are on-
line at the same time.

For the most part, "corporate
America hasn't taken advantage
of this capability,” Mr. Devine
said.

"You can do the online equiva-
lent of a conference call at a much
lower cost,"” he said of the discus-
sions.

< Electronic mail, which can
transport documents or other files
anywhere around the world in a
few moments.

"This saves time, especially in-
ternationally,” he pointed out. In
addition, there is no additional
charge to send any amount of e-
mail anywhere in the world over
the Internet.

"The Internet brings the entire
world together in a single local
phone call," agreed Ann Deering,
president of Environmental Tebh-
nology & Telecommunications in
New York.

The session was moderated by
Laurie Rutson, assistant risk
manager at Nike Inc. in Beaver-
ton, Ore.

-By Joanne Wojcik
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A Company Wanted Its Truckers To Drive Safely.

Computer analysis told us a small truck fleet was having big trouble backing up. We saw too many dents,
dings and scratches. They saw too many expenses. So Liberty Mutual recommended a safety plan-including
Decision Driving™ seminars \\l@ Syggested They Drive Backwards.
and a mirror check station to help the drivers back up. Today, accidents are down and the truck fleet has

a big dent in their expenses. To see solutions for your loss prevention problems, see Liberty Mutual.

E@Sﬁs S ERIY

I\/I T UAL®VV



HY BE BOUND BY THE
NTANGLEMENTS OF
A TEGAL ONSLAUGHT?




There was a time, not so long ago, when legal entanglements were merely unpleasant facts of corporate life.
Today, however, lawsuits are often an assault on executives, jeopardizing personal and corporate assets.

Though your hands may be tied by the legal system, you can protect yourself with a powerful partner.

Zurich-American provides expert solutions to large public corporations, private companies and not-for-profit
organizations for managing executive liability risk. We even provide for the unique risk management
needs of emerging companies. At Zurich-American, our people are highly trained specialists in
Director’s and Officer’s liability. Our commitment is backed by our global capacity and by
Standard & Poors AAA and A.M. Best A+ ratings.

For more information on Executive Assurance contact your agent or broker,
or call Zurich-American at 1-800-382-2150. Your assets are at stake, so act swiftly.
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VValk in workers' shoes

to gain trust, visibility

By ROBERTO CENICEROS

TORONTO-The way Gary E.
Bird, director of risk management
for Phelps Dodge Corp. in Phoenix,
sees it, his department has two sets
of customers: the corporate heads
upstairs and the personnel who oper-
ate the corporation's mjnes, factories
and other businesses.

He told colleagues attending a ses-
sion at the 34th annual Risk & In-
surance Management Society Inc.
conference, held last month in Tor-
onto, that he has to serve both sets
of customers equally well. He has to
get their respect and recognition,
which can be a challenge when risk

managers often are viewed as med-
dling overhead.

"l don't care if it's good or bad,
but | want you to know who | am,"”
he said.

One way to get positive recogni-
tion is to go far beyond submitting
department annual reports for the
corporation's board of directors.

But a quarterly risk management
report, printed for all department
heads, can gain even more exposure.
Those reports can contain informa-
tion about significant loss events,
new risk management programs,
corporate reserves, loss control, secu-
rity and other current topics. They

can even create a claims reduction

competition between departments if
they contain performance data.

"Find any vehicle that you can to
help do that, and a quarterly re-
port-something consistent, some-
thing they can see from one period
to the next-will help you to do
that,"” Mr. Bird said.

Such reports can be limited to
general summaries so they don't di-
vulge proprietary information about
particular claims, Mr. Bird said in
response to one audience member's
concern.

Delivering personal presentations
to the operations personnel about the
company's property and casualty
programs also can boost the coopera-

tion the risk management depart-
ment receives.

"If you allocate your costs, let
them know what that is, how you do
that, what is the basis for that,” Mr.
Bird said.

Learn the problems faced by facil-
ities managers and commiserate with
them, he advised. And, develop your
own personality tools, such as perse-
verance and consistency.

Perseverance is called for when
people want to remind you every
time you meet with them that risk
managers are merely company over-
head. That is fine, let them have
their words, then get your rnessage
across, Mr. Bird said. That and a few
favors can eventually win their coop-
ezation.

"But you have to hang in there,"
he advised.

Consistency is also necessary be-
cause many times people don't like
the risk management message.

"Be consistent,” Mr. Bird said. "If

Attention All Agents an[1 Brokers

Are you liaving troulle sellarating

yourself trom me liepil?

Help us help you !
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We are a leading national insurance consulting firm with offices across the nation

that wants to know your area of expertise to direct our clients to the right source to
meet their needs.

Tell us what truly sets you apart from your competition! ! Be specific, telling us
your area of expertise and the market sectors or classes of business in which you
specialize or excel, including geographical locations and all other pertinent data.
We're looking for what's unique about youl

Please send detailed information to:

Business Insurance Box #2980 « 74 North Rush Street « Chicago, lllinois 60611-2590

all replies will be kept in the strictest confidence

they know the same thing is going to
be told to them the next time they
ask, they are going to trust you be-
cause they know they are going to
get the same answer. But, if you are
wrong, tell them you are wrong."
Risk managers should be an infor-
mation source for their customers
and make sure they get answers.
"You have to know their opera-
tions," Mr. Bird said. You have to be
able to walk around and be able to
identify a particular piece of machin-
ery, a particular process. | have gone
to the extent of driving a 240-ton
haul truck just so (I can say), 'Hey
I've done it, I've been them.' It helps.
You have to show genuine concern.
You have to feel the things they feel
and you have to be genuinely con-
cerned with the problems they have.
If you are not, no credibility. (You
get), 'Go away, you can't help us. "
Risk managers also must be re-
sponsive, and that can include trav-
eling to Montana when it is 40 de-
grees below zero and a facility oper-
ator has requested help. 'That shows
you are willing to undergo the same
rigors that they endure, he said.
"You have to understand that
there are certain things in your orga-
nization that other people are not
willing to do," Mr. Bird said. "If you
are willing to step up and do some-
thing that may be a little different to
help one of those operations or one
of the people upstairs, you are going
to gain visibility and credibility, and
the game in our operation is trust.
We have to know our people. We
have to know our product. We have
to know what we do, and they have
to know what we do and how we
can help."
Mr. Bird was joined on the panel
by Joe R. Taylor, executive director-
risk management in Phoenix for Cir-

Risk Management

cle K Stores Inc, and Chris Weeks,
vp-risk management in Bradenton,
Fla., for SL Staff Leasing. Mr. Tay-
lor moderated the session, and Gre-
gory Imvier, senior vp for Johnson
& Higgins in Phoenix, coordinated.

Mr. Taylor advised his colleagues
not to be perceived as insurance
buyers.

"Frankly, the insurance-driven so-
lutions to me are the sexiest part of
the business," he said, "l love doing
deals, as many of you may. But
when | reflect on my own career and
what | have been recognized for, it
hasn't been those deals. It has been
non-insurance-driven solutions.™

As an example, Mr. Taylor said
that in 1992 Circle K had $46 mil-
lion in workers compensation ex-
penses. Those expenses are now less
than $20 million because of a rele-
sign of the claim and case manage-
ment processes. That was based on
cultural change and a decision to
treat claimants more like customers.

"Just recognize that you can lever-
age your own capability to change
your organization and push it for-
ward by accepting ideas from the
field, brokers and carriers and other
consultants,"” Mr. Taylor said.

"Perception can be reality," added
SL Staff l,easing's Mr. Weeks. "Our
sales force has a very negative image
of my workers comp underwriting
gmup. They view us as a hindrance
to sales. So what | have done is |
changed the name. Now they are the
Client Risk Assessment Group. It's a
little less threatening.”

Mr. Weeks' department also has
started an education program for the
sales force so they can learn of ways

the Assessment Group can help
thern. H3



Carnival atmosphere
prevails in exhibit hall

By MICHAEL BRADFORD

TORONTO-It may seem like a
circus at times during the hectic
week of the Risk & Insurance Man-
agement Society Inc. conference, but

there is always a carnival going on
in the exhibit hall.

Insurers and brokers and other
service firms were at the 34th annual
conference in Toronto last month
with the usual mixture of silliness
and seriousness. Exhibitors aiming
to rope in risk managers were there
in greater numbers and with a little
more extravagance than those look-
ing to lasso benefit managers (BI,
April 29).

Along with the ever-present pop-
corn machine, there were miniature
golf courses to navigate, basketball
shots to take and photo opportuni-
ties with celebrity look-alikes.

Some exhibitors were on hand for
the first time, for legal and other rea-
sons.

X.L. Insurance Co. Ltd. was at its
first-ever RIMS conference. Had it
gone to previous gatherings in the
United States, the insurer would be
subject to U.S. tax laws. The insurer
came to Canada laden with informa-
tion on its products and drew visi-
tom to its booth with logo-embla-
zoned giveaways that included
mousepads, pre-paid telephone cards
and compact disks that described the
company's X.L. Interactive service.

X.L. Interactive is used by brokers,
insurance buyers and prospective
customers who want more informa-
tion about X.L. products. One sec-
tion includes all of X.L.'s applica-
tions and policy forms as well as the
1995 annual report and first quarter
1996 earnings report. A second see-
tion contains text, slideshows, graph-
ics and sound in a presentation on
products and services.

Creative Options was another
first-timer in Toronto. The Waterloo,
Ontario-based firm was in town to
show risk managers its safety and
loss control educational materials.

"We develop totally customized
health, safety and loss pmvention
communication packages," explained
Dan Hess, Creative Options' commu-
nications representative for Canada.

The company develops talks on
different topics that employers can
deliver to employees and also pro-
vides customized artwork for the job
site. Photos of workplace areas that
are designated for some type of at-

Games, look-alikes
mix with business

tention are redrawn by Creative Op-
tions artists and made into posters.
Employees are involved in a lighter
side of safety by answering safety
questions on scratch-cards that can
be signed as ent:ry forms in prize
drawings.

The Network, a 14-year-old Nor-
cross, Ga.-based company, takes a
similar approach to safety and loss
control by providing customized pro-
grains.

The company helps employers by
gathering information that insurers
and third-party administrators typi-
cally don't collect, explained Kevin
E. Lynch, national sales director.

That information might include
details like whether a worker who
hurt her foot was wearing steel-toed
shoes. Employers use the informa-
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tion "to help them manage their
business better," said Mr. Lynch.

The Network also uses a poster
program to promote workplace
safety and gives managers a guide-
book listing monthly loss prevention
topics to be covered with workers.

Hiring the right employee can re-
duce the likelihood of some claims
and Avert Inc. in Fort Collins, Colo.,
was at the RIMS conference to show
how its background services can
take some of the guesswork out of
those choices.

Avert performs seven background
checks, including checking whether
an employee who has been offered a
job has filed a workers compensation
claim at a previous job.

Other checks will show whether
an applicant has a criminal record,
produce driving records, credit re-
ports, educational and credential in-
formation, reference checks and any
"identity variables" like duplicate
names or addresses linked to a single
Social Security number.

Avert says that as many as 10% of
the individuals it checks have crimi-
nal records, while 30% of job appli-
cants lie about degrees or other edu-

spreading on the Web

More Internet sites target risk manager

By JOANNE WOJCIK

TORONTO-Risk management
and insurance industry service pro-
viders are gearing up to merge with
the traffic on the information super-
highway.

Several vendors demonstrated
their new online wares during the
34th annual conference of the Risk
& Insurance Management Society
Inc., held last month in Toronto.

While many displays in the confer-
ence's exhibit hall featured a new el-
ement-World Wide Web "home
page" addresses-only a few indus-
try service providers are actually of-
fering services over the Internet.

Among the more advanced ser-

vices is the Risk & Insurance Man-

agement Society Inc.'s own RIM-

SNET site, which features easy In-
ternet access to the same services
that had previously been available to
subscribers only with a direct mo-

dem connection.

While access to the RIMS home
page-http:// www.rims.org/-is free
to all Internet users, RIMS members
also can subscribe to RIMSNET to
obtain additional information and
resources via the Web site for $19.95
a month.

The expanded service includes ac-
cess to news, bulletins, events and
developments affecting risk manag-
ers worldwide. Subscribers also can
read RIMS publications online, ap-
ply for scholarships, grants or posted
job openings via electronic mail, con-
nect to hundreds of other risk man-

See Exhibit on next page

cational accomplishments and
around 5% of work references are
bogus.

Employers that need to settle casu-
ally claims can turn to Philadel-
phia-based Jurist Inc., a Philadel-
phia firmm that lowers its fees the
longer it takes to settle a claim.

When a claim can't be settled by ists

an employer's adjuster or examiner

and is earmarked for outside coun-
el, an employer can turn to Jurist

with the aim of settling quickly and

cheaply. The company's fee is $1,000

if a claim is settled in

the first 30 days, $800 if

it takes up to 60 day-

sand $600 if a case con-

tinues longer than 60

days. The company says
it settles 85% of its

cases in the first 30
days.

"We're tlying to in-
troduce common sense *,
back into cost contam-
ment,"” said Michael E.
Weisberg, director of

case intervention ser-
vice at Jurist Inc. "It
makes sense not to w A

ity to
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vice as a way to keep m
drunk drivers off the

road. For companies that use drivers,
the device was promoted as a way to
decrease exposure to liability from
accidents.

The device resembles a car phone
that drivers must blow into in order
to start the ignition.

Sometimes employees get in a
bind in a faraway place, Worldwide
Assistance Services Inc. in Washing-
ton is set up to help out when that
happens.

The company can call on any of
200,000 people in 200 countries for
services ranging from evacuating pa-
tients in a medical emergency to
tracking down lost baggage.

In medical cases, Worldwide Assis-
tance can help with such tasks as re-
patriating remains, arranging for vis-
its by relatives or friends, providing
emergency medical payments and
providing medical personnel with
prescription information.

The company also investigates
medical claims and coordinates pay-
ment of benefits among insurers.

If disaster strikes a plant, risk
managers turn to exhibitors like
Relectronic-Remech Inc. of Waterloo,
Ontario, to clean up the mess.

Whether fire, flood, or fire extin-
guisher powder actually does the
damage, the company can clean and

restore eletronic and mechanical

equipment, said President Jay L.
Sutherland.

Getting companies up and running
quickly can reduce the costs of busi-
ness interruption, retraining and re-
clairning marketshare, Mr. Suther-
land said.

Rosco Document Restoration Inc.
relies on freeze-drying to save books,
records or other paperwork damaged
in floods or fires.

The Montreal-based company
freezes documents as fast as possible
after a disaster in specially designed
crates to stop the growth of mold or
mildew and prevent deterioration.
The documents then are dried
through a process that takes up to
two weeks and involves turning the
solid water molecules into vapor.

Insurers were among the most in-
novative and shameless companies in
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Exhibitors at
the Risk & In-
surance Man-
agement So-
ciety's con-
ference of-
fered enough
eye-catching
attractions

and diver-
sions, includ-
ing a minia-
ture golf
course, to
keep the tour-
away
from the con-
vention cen-
ter's neigh-
boring Sky-

Dome.
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Liberty Mu-
tual enticed
visitors to its
booth with a

chance to be

photographed
alongside

Lady Liberty
and a Cana-

dian Mountie.

the exhibit hall this year.

Probably the most popular promo-
tion was the talking, multi-colored
robot that moved around the area
staked out by Arkwright Mutual In-
surance Co. The chatty metal man
was even seen dancing with a Ma-
donna look-alike from a neighboring
booth.

Arkwright used the robot's draw

to promote several of its products
and services.

Nat Cat is a weather alert service.
"It covers every location we insure,”
said Jonathan W. Hall, vp and man-
ager of southern operations in At-
lanta. When windstorms threaten an
area, loss prevention steps are faxed
to customers ahead of time, he said.
Red Flag is a service that notifies en-
gineers at policyholder companies, as
well as Arkwright's own engineers,
about changes in exposures due to
new processes, use of new materials,
plant expansion or other factors.

ArkRisk is a risk management in-
formation system that allows risk
managers to generate a number of
customized reports and complete
tasks like currency conversion or
premium allocations.

The popular Arkwright exhibit
was flanked by others that got a lot
of attention.

The Madonna impersonator was
joined by an Elvis and a Marilyn
Monroe clone alongside a popcorn
machine. They were next to a mar-
quee that listed The Travelers In-
demnity Co. and The Aetna Casualty
& Surety Co.
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The current features of the now-

combined insurers were touted in a

playbill handed to passers-by. Star
players for the new company were
listed inside along with information
on the strategy and products offered
by the insurer.

A Canadian Mountie joined a Miss
Liberty, who was painted the sickly
green of the statue in New York, to
pose for photos with attendees.

Nearby, Liberty Mutual promoted
its "Borderless Risk Management"
services in an expansive area that
was sectioned off to provide infor-
mation on TPA services, loss preven-
tion, global solutions to risk manage-
ment problems and other topics of-
fered through its operatmg compa-
nies.

Long a large presence in the RIMS
exhibit hall, CIGNA Corp. was on
hand this year to show off products
and services that included software
designed to integrate the manage-
ment of disability and workers comp
claims. The system allows employees
with disability or workers comp
claims to call a single toll-free num-
ben

Claims information is gathered, re-
ports are issued to employers and
government agencies and return-to-
work plans are developed.

The objective is not simply to issue
checks quickly, but also to "return
the employee to work as quickly and
safely as possible," said John Thorn-
son, senior vp, managed disability

consulting for CIGNA's group insur-

ance division. =1
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Continued from previous page
agement and insurance sites on the
Web or even sign up to attend next
year's RIMS conference in Atlanta.

The site, which was developed by
Information Inc. of Bethesda, Md., is
continuously evolving, including
plans to eventually include a floor
plan of the exhibit hall at the 1997
conference with hypertext links from
numbered booths to exhibitors’
home pages.

Also under development is an on-
line conferencing center, which will
allow RIMSNET subscribers to com-
municate with each other in "real-
time" from anywhere in the world
with Internet access.

The system will work much like
the online "chat" rooms hosted by
such information services as America
Online, CompuServe or the Mi-
crosoft Network.

N
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Another Internet service unveiled
at this year's RIMS conference is a
site created by Insurance USA, a
joint-venture of RIMS, Sun Mi-
crosystems Inc, The College of Insur-
ance, Aon Risk Seivices Inc, the
Electric Power Research Institute,
the Disaster Recovery Business Alli-
ance and software developer and
systems integrator IMONICS.

The new Web site, unveiled April
21, provides worldwide weather
forecasts and maps and hundreds of
pages of content on insurance and
risk management topics, as well as
hypertext links to sponsors' home
pages. Insurance USA can be found
on the Web at http://insur-
anceusa.iconnet.net/

Unlike many other Web sites, In-
surance USA is not intended to be a
sales or marketing platform, accord-
ing to Ann Deering and Patrick Vice,
strategic partners with Sun Mi-
crosystern's insurance team.

Ms. Deering and Mr. Vice will

TeamCover puts control

where it should be - with

the project owner. DPIC's

project-dedicated pro-

fessional liability

insurance program

provides non-cancel-

able coverage at a

guaranteed premium

rate for up to ten years.

AnNnd it covers the entire

design team for up to $10 million

in limits - even more if needed.

TeamCover eliminates the worry of

other projects' claims eating away at

your coverage. If a dispute occurs,

Ommin BY liflGN 101 Milm ill Y[Aar

The Professional Liability Specialist

of the Orion Capital Companies

jointly manage the site.

Insurance USA will- serve as an
centralized information source, orga-
nizing original content and other In-

telnet resources to make it easie for

professionals in risk management
and insurance to find the informa-
tion they need as quickly as possible.

"As the site grows, we expect it
will be the first stop on the informa-
tion superhighway for visitors and
sponsors alike," Ms. Deering said.

Regular features of Insurance USA
will include: The Technology Corner,
providing updates on software and
hardware, electronic commerce, risk
assessment products and research;
Virtual Insurance Reporter, provid-
ing exclusive weekly news, inter-
views, executive appointments; Di-
sasters du Jour, developed primarily
by the University of Delaware's Di-
saster Research Center; Legal Liai-
son, contributed by the Defense Re-
search Institute and other sources; as
well as a Conference Calendar.
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"Insurance USA gives RIMS an-
other presence on the Internet," ex-
plained Louis J. Drapeau, president
of R(IS. The two Web sites can be
accessed from one another via hyper-
text links.

"We think of it as an insurance

plaza," said Mr. Drapeau, who is
also manager-insurance and risk
management of The Budd Co. in
Troy, Mich.

"Our own proprietary system,
RIMSNET, will now be available on
the Internet," and "Insurance USA
will be a billboard to part-time and
full-time risk managers in need of
support and services," he said.

Other new services featured at
RIMS that will come online in the
coming months include:

= Access A&A, which will be
available to Alexander & Alexander

Services Inc.'s clients via the World
Wide Web beginnjng on June 21.

Through Access A&A, clients will
be able to access their insurance

we're there to help you - long

before it becomes a claim.

Add our partnering option

to TeamCover and

enhance the team's

focus on a single

goal - timely, suc-

cessful completion of

your project. We'll even

help pay for the process.

For more information on how

TeamCover protects your project by

covering the entire design team,

call our TeamCover Division at

800-227-4284.

Tea

DPIC Companies, Inc.
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Monterey, CA 93940
info@dpic.com
http://www.dpic.com

In Canada:

Security Insurance Company of Hartford

800.565.6038

info@tor. dpic.com
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portfolios, industry information, pro-
prietary A&A research, insurance
products and alternative solutions on
a real-time basis. The service also
will provide electronic links to A&A
account service teams (BI, April 15).

"We've harnessed the potential of
the Internet and demystified it by or-
ganizing vast information pools into
an easy-to-use format," said Mia
Shernoff, Access A&A program di-
rector in New York.

A&A clients will be able to access
the site via their own risk manage-
ment department home pages, which
also will be created by the broker.

+ Sedgwick James Inc., Chubb &
Son Inc. and Sun Microsystems an-
nounced completion of a "proof of
concept" for an Internet-based ven-
ture that would allow policyholders,
brokers, consultants and insurers to
exchange information via the Inter-
net.

Among other things, the system
will allow access to generic insur-
ance information to satisfy routine
requests for certificates of insurance.
Also in development are online di-
rectories of offices and contacts; loss
run data; policy data; loss control in-
formation; and electronic mail inter-
connection.

Because the site is stin under de-
velopment, its Web address is not yet
available.

* Near North Insurance Brokerage
Inc. announced the planned launch
of "World Link," which will provide
Internet access to insurance regula-
tions and information on political
and social conditions and social se-
Curity issues in more than 180 coun-
tries. The service, intended primarily
for the Chicago-based broker's eli-
ents, will be launched sometime in
June.

Besides the unveiling of these new
information services, several other
vendors at the RIMS conference an-
nounced strategic partnerships to de-
velop similar Internet information
sites for risk management and insur-
ance professionals.

For example, RiskINFO and
RM[SWeb announced that they are
joinjng forces to provide risk man-
agement professionals with a greater
depth of information content and
services.

"RMISWeb is pleased to be the
risk management information sys-
tems resource within the RiskINFO
site," said Mike Turner, creator of
RMISWeb and president of InfoTech
Consulting Inc., an Internet consult-
ing company based in Ann Arbor,
Mich.

The collaboration will provide
"tremendous opportunities to pub-
lishers as well as to providers of risk
management services to harness the
benefits of this important new me-
dium," he said.

Besides assisting the insurance in-
dustry in developing leading-edge
Internet software applications,
RiskINFC) of Larkspur, Calif., also
features several industry publica-
tions on its Web site, including:
"Practical Risk 1V[anagement, . ,The
Warren Report," and "Smart's Insur-
ance Bulletin," among others.

RiskINFO's Web site can be ac-
cessed at http://www.riskinfo.com/.

RMISWEB's address is: http://
www.rmisweb.com/.

Not to be upstaged in the online
arena, CIGNA Property & Casualty,
a division of CIGNA Corp., hosted
an online chat on America Online
during the week that offered tips for
"Defensive Driving on the Informa-
tion Superhighway."

The 45-minute "chat" featured
John Ingram, technical director of
loss control services for CIGNA
P&C, and Butler Lampson, systems
architect with Microsoft Corp.

The two Internet security experts
also spoke at a RIMS session cover-
ing security issues related to all busi-
ness uses of technology (see story,
page 41). -AI
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Improving claims handling

Teamwork seen as key to effectively managing claims

By DAVE LENCKUS

TORONTO-Claims manage-
ment programs will be far more
effective if risk managers heed
some advice they first heard as
children, according to a panel of
experts.

Stressing that an effective

claims management program is
founded on a bedrock of risk man-

agement's coordination with the
company's safety and engineering,
legal and medical disciplines and
senior management, New York at-
torney John G. O'Brien observed,
"You've got to play well with oth-
ers.”

"It's important to make attor-
neys and other experts a part of
your team," agreed insurer attor-
ney Richard P. Maggi of MeDer-
mott & MeGee in Millburn, N.J.
"They know where to go, whom to
interview.”

Those experts also will tell the
risk manager "things you don't
want to hear" but will help you

defend against a claim, Mr. Maggi
said.

The successful coordination of

these elements will lead to more

effective general liability and

15]151-299;urk

workers compensation claims
management programs that not
only will lower claims cost but
also will improve the company's
public image, according to Mr.
O'Brien. That will be "a great
way" to generate new business, he
said.

Messrs. O'Brien and Maggi were
part of a panel that reviewed ef-
fective claims management during
a session at the 34th annual Risk
& Insurance Management Society
Inc. conference, held last month in
Toronto.

Mr. O'Brien, of Atkins &
O'Brien L.L.P. in New York,
stressed the importance of risk
management coordinating with
safety and engineering, which he
called "the first line of defense"
against claims and high claims
costs.

Safety personnel can inform the
risk manager about problems that
have arisen and keep the risk
manager up to date on various
government regulations, Mr.
O'Brien said.

"But the best part about safety
is they're very good consultants
on claims,” he said.

Safety also can guide the risk
manager to various experts who
can help the company investigate
a claim, he said.

They key to taking advantage of
safety's expertise in these areas is
for the risk manager to consult
safety immediately after a claim is
filed, he said.

Risk managers also should ad-
vocate calling in forensic engi-
neers before a new product is
marketed, suggested Mr. Maggi,
the insurer attorney.

"You may not see the potential
uses and misuses of a product and
where your deficiencies exist,"
but a forensic engineer can, he
said.

The engineer also may know of
a feasible alternative technology
used by other industries that the
company should incorporate into

its product design.

That single design change can
help a company defend against
future claims that question
whether the design was state of
the art, he said.

Even if a machine with moving
parts is designed with guards, the
manufacturer may not be able to
defend its design if operators can
circumvent guards easily, said a
forensic engineering consultant.

An equipment manufacturer
can attach the guards with non-
standard screws or special fasten-
ing systems that only a machine
mechanic would know how to get
past, said the consultant, The-
odore J. Guis of Guis & Associates
in Montville, N.J.

Mr. Guis also suggested engrav-
ing, casting or stamping into a
machine's framework a warning
that states an operating manual
exists and explains how it can be
obtained.

The equipment manufacturer
cannot do much to ensure the op-
erator will obtain and read the
manual, he said. However, the
warning -at least will help the
manufacturer defend against
claims that it did not provide in-
formation on how to operate the
equipment safely.

In the event of a slip-and-fall
accident involving a third party,
employees who take claim reports
have to be meticulous information

gatherers, stressed Mr. Guis, who

also is a private investigator.

"Usually, | don't get called into
a case until several years after the
fact. It's very difficult to work at
that point," he said.

And often when an insurer calls
him into a.case, he gets little co-
operation from risk management,
he said. "Thfy hired you, you take
care of it," is the attitude many
risk managers take, he said.

"But, early intervention by the
risk manager and others on the
scene can make my job much eas-
ier,” he said.

Mr. Guis explained how quanti-
tative observations at an accident
scene can minimize claim costs,
while qualitative observations are
"of little use."

A qualitative observation at the
scene where a customer fell on a
company's sidewalk might be that
a tree root raised a slab in the
walkway.

A quantitative observation

would identify the street location
of the slab, how far it is from the
corner and how much it was
raised at various points.

"If you don't document it at the
time of the accident, you're giving
the plaintiff a wide open arena,"
Mr. Guis said. At a later time, the

plaintiff could claim he tripped
over "the worst slab in the side-

walk," he said.
The company also has to inter-

view witnesses immediately after
an accident. "You can't wait two

or three weeks. Memories dimin-
ish too fast,” Mr. Maggi said.

And, in some cases, witnesses-
including employees-drop out of
sight, he warned. But companies
can give themselves a good chance
of always being able to track wit-
nesses by immediately obtaining
their names, phone numbers, ad-
dresses. date of birth, Social Se-
curity numbers and drivers li-

See Claims on next page

Two Sides To Disability

Kemper National, a proven winner in
risk management and insurance, leads

Management...

the charge in today's hottest cost
control battle - integrated disability

management.

nearly $900 million in workers comp
costs since 1987 and made us #1 in a

survey of 1,000 U.S. risk managers.

Another big difference - we're truly
integrated. One source for claims and

We're successfully managing occu-
pational and non-occupational
disabilities. . . applying the same
expertise that saved our customers

disability case management. One
system. One team riding hard to
coordinate quality health care and
improve return to work efforts.
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cense numbers, he said.

"Without that information, it will
cost more to locate one witness than
it will to take the information on 100
of them," he said.

Mr. Guis also recommended tag-
ging, bagging and storing all evi-
dence collected at the scene.

Photos of the accident comprise
another valuable information re-
source. "You can't take too many,"
he said. Mr. Guis moommended us-
ing only 35 mm film so the pictures
of the scene will not fade and can be
enlarged clearly later, he said.

The photographer should begin
with an overall view of the accident
scene and work up to very tight
shots, all the while incorporating a
yardstick, ruler, pen or some measur-
ing standard to provide a later
viewer a point of reference, he said.

RIMS TV helped to bring interviews and discussion to the at-

tention of a larger audience.

A forensic engineer or an insur-
ance adjuster can provide this early
information-gathering sevice, but
an employee can be trained to con-
duet this work, he said.

If a company opts to assign some
employees to this task, the employer
should have an accident reporting

kit onsite and ready for use, Mr.
Guis said. The kit should include a

DU6B67662,6- 1766'U/U/,Ce, 1Vicly O, 12UU /7 Od

floor plan, a 35 mm camera with
flash, a 1-inch-wide and 25-foot long
measuring tape, a brightly colored
yardstick with large numbers, a
small tape recorder, a clipboard with
paper and a drag sled, which is a

small device designed to measure a
surface's slickness.

Mr. Guis further cautioned risk
managers not to be intimidated if a
plaintiffs attorney argues that their
company's product or pmmmises vio-
lates a safety code or standard.
There often is no statutory basis for
those standards, he said.

Noting that more companies are
assuming a greater percentage of
their risk through large self-insured
retentions and deductibles and retro-
spectively rated programs, Mr.
OBrien urged risk managers to press
their insurers for the right to select
the attorney who will defend their
companies against claims.

"If you're assuming more of the
risk, you have a bigger interest in

One Integrated Source

So lost work days plummet. As well
as wage replacement, medical pay-

ments, cost shifting, lost productivity
and countless other costs. The result -

you can return hard dollars straight to
your company's bottom line.

Ride with a partner who knows the

territory. Talk to your Kemper broker
or call 1 -800-726-8898.

Visit us on the Internet at

http//www.KemperNational.com
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companies

whom you pick as your lawyer," he
said. A risk manager wants an attor-
ney who is loyal to the risk manager,
not to the claims adjuster to whom
the attorney will be loolcing for his
or her next case, Mr. O'Brien said.

Selecting the attorney gives the
risk manager more control over legal
counsel and how the company ap-
proaches each claim, he said.

Another benefit of selecting an at-
torney is that the counsel, if retained
over the long term, will have a much
better sense of the company's his-
tory, products, industly, shengths
and weaknesses than would attor-
neys that the company's insurers
would select, Mr. OBrien said.

"But, remember, it's not the law
firm you hire-it's the attorney,"” Mr.
OBrien cautioned risk managers.
"Every time you change a lawyer,
you start over."

He also advised risk managers to
never select a lawyer based on his or
her fees. The selection should be
based on whether the lawyer will
"do what you want him to do."

Risk managers' role in the partner-
ship includes making documents
available to legal counsel so lawyers
do not have to spend a lot of
time-at the company's expense
hunting for that material.

Risk managers should have a rec-
ords management program to make
that process efficient, he said.

Good records can be a "double-
edged sword" because in some cases
they will help a plaintifs case, Mr.
Maggi acknowledged.

Still, "even if it goes against you,
then you know what you're facing,"
he said. "Then you can focus on the
settlement and keeping costs down."

Mr. Maggi warned, though, that
companies have to keep records in
some prescribed manner as a regular
course of business. If they do not,
material that could help the com-
pany prove its case may be inadmis-
sible in court, he said.

In the workplace safety area, this
documentation should include train-
ing manuals signed by employees to
attest they received proper instruc-
tions to operate machinery.

Companies also should docurnent
their mandated safety procedures.

To guard against product liability
claims, records should show that the
company used only good material
and discarded defective material. For
component parts used in production,
a company should maintain serial
numbers, warranties, information on
applications of the components and
manufacturers' recommendations re-
garding use of the components.

"At least you can show, by keep-
ing records, that you did everything
right before (the product) left your
hands,"” Mr. Maggi said.

That same level of control over an
insurer's claims administration alm
is equally important for risk manag-
ers, he said.

Jonathan Lawlor, corporate risk
manager for Louis Dreyfus Holding
Co. Inc. of Hartford, Conn., recom-
mended ascertaining whether a
third-party adrninistrator is over-
worked. Depending on the types of
claims, a claim workload in excess of
800 to 1,400, a desk overflowing
with paperwork Snd a history of not
returning phone calls promptly indi-
cate the TPA may have more than
he can handle, Mr. Lawlor said.

Keeping senior nianagement ap-
prised of the number, severity and
settlement of claims also is para-
mount, Mr. OBrien noted.

"No program is ever going to sue-
ceed without top management sup-
port," he said. "If you never talk to
them, they'll never have any faith in
what your program” is all about.

Dr. Bertram M. Kummel of Mor-
ristown, N.J., listed attributes that
companies and risk managers should
seek in medical providers.

Mr. OBrien moderated the session,
which Mr. Maggi coordinated.
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GERLING AMERICA

Improved coverage
there for the asking

Panel details no-cost policy changes
that significantly broaden coverage

By GAVIN SOUTER

TORONTO--Risk managers can
greatly enhance their insurance
coverage for little or no cost "just
by asking," experts say.

Insurers often are willing to
make minor policy changes that
can add up to significant increased
coverage, and especially in the cur-
rent soft market, a panel of experts
said at the 34th annual Risk & In-

surance Mar-agement Society Inc.
conference held last month in Tor-
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FOR EUROPEAN AND U.S. INDUSTRIES

Gerling America is part of the Gerling Group,
an international insurance and reinsurance group
headquartered in Cologne, Germany. Founded in 1904,
the Group operates in more than 27 countries with a
premium volume of U.S. $12 billion, invested assets of

U.S. 528 billion and a total of 9,600 employees.

Gerling America Insurance Company (GAIC) writes
industrial and commercial property, casualty and ocean
marine insurance. It is rated "A" by A.M. Best and its
Financial Rating is Class VIII, with capital surplus of over

U.S. 5100 million.

GERLING AMERICA INSURANCE COMPANY

717 Fifth AvenuesNew York, New York 10(122
Telephone: (212) 756-2600 Facsimile: (212) 319-5626

onto.

The coverage improvements that
can be obtained for free make it
easier to amend and broaden cov-
erage, said David J. Undis, princi-
pal and senior vp at Johnson &
Higgins of Tennessee Inc. in Nash-
ville.

Several general improvements
are available for most insurance
policies, he said at a session at the
RIMS conference.

For example, rather than simply
covering a parent company, policy-
holders can obtain coverage for
subsidiaries, partnerships, joint
ventures and other controlled enti-
ties by using a "broad form named
insured"” clause.

Another general improvement is
amending the disclosure clause.
Ordinarily, this clause voids cover-
age if policyholders fail to make
accurate and complete disclosure
of relevant facts, but insurers usu-

ally will amend it so that uninten-
tional failures to disclose will not

void coverage, said Mr. Undis, who
coordinated the session.

Requirements that losses be re-
ported as soon as they are known
also can be modified.

"You can have problems with
this. For example, you have an in-
cident that doesn't appear to be a
big deal and the only person that
knows about it is the night watch-
man and then two months later
you find out about it," Mr. Undis
said.

He advised amending the policy
so that the duty to report the loss is
only triggered when a risk man-
ager learns of a loss.

Specific coverages also can be
improved through amendments to
policy wordings.

For example, workers compensa-
tion coverage can be extended to
cover employees not covered by
statutes, such as domesties and
farm laborers, and U.S. citizens
working overseas, said Marilyn K.
Wojcik, underwriting specialist in
the umbrella and excess depart-
ment at Zurich-American Insur-
ance Group in Nashville, Tenn.

"You may not anticipate needing
the coverages, but you can add
them anyway for no cost," she said.

Workers comp coverage also can
be extended to cover the cost of
bringing deceased or disabled em-
ployees home from overseas, Ms.
Wojcik said. Most insurers will add
coverage up to at least $25,000 for
repatriation.

Free general liability enhance-
ments, she said, include amending
the absolute pollution exclusion to
provide coverage for "hostile
fire"-fires in places where fire is
not intended-and completed oper-
ations.

And employee-related coverages
also can be improved for little or
no cost, she said.

For example, coverage for errors
and omissions in the administra-
tion of employee benefit programs;
the definition of an employee for

See Just ask on page 28
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Just ask

Continued *om page 26
all coverages can be amended to in-

Umbrella and other excess poli-
des often are overlcoked by policy-
holders but they, too, can offer op-
l:or:unities to improve cogerage, Ms.
Woe: ck said.

clude temporary workers; exclusions 'Trn often surprised by people

that remove coverage for damages
from discrimination can be

amended to apply only to employ-
" ment-related claims.

that spend a lot of time cn their pri-
maxy program and then when they
go to the umbrella they just look at
the price. Every underwriter has

Other general liability improve- their own form," she said

i ments include: amending the gen-
eral aggregate to apply per project
or location; increasing fire legal lia-
bility limits to $100,000 from the

| usual $50,000; and coverage terri-
tory definitions can be amended

f worldwide for all activities and

a products, Ms. Wojcik said.

Auto liability policies can be im-
proved for free. For example, policy-
holders can add "drive other car
coverage," which applies only to
employees who have company cars

but do not own and insure other

i cars. "You might have an employee

Coverages that m.ght not be in-
cluded m an umbrella Tolicy unless
the/ are specifically asked for in-

clude: liquor liability; garage keep-

€rs legal liability; pcluion; contrac-

to tua liability; unins.lred motorists;

and aircraft liability.

Property policies should be
checked for possible frfe improve-
ments, said Gerald F. McCabe, di-
rector in the risk management de-
partment at Burlington Industries
Inc. in Greensboro, N.C.

For example, check for debris re-
mcval coverage. *

that has a company car over week- ' Coverage is generally subject to

, ends but he borrows a truck to pick
' something up (and doesn't) have

2596 of the amount of loss or a spe-
cific dollar amount, r# hicnever is the

personal auto coverage because he greater. Make sure the percentage is

4--mployees that use their own cars for

* -,0any business can usually be added to
=;te policy, says Marilyn K. Wojcik

of Zi>-American.

has a company car. So you should
add this coverage to your program,”
Ms. Woijcik said.

Similarly, employees that use
their own cars for company business
can usually be added to a corporate
policy, she said.

aPElied to your physical damage
and time element loss, before deduc-
tion for any deduct-bles." said Mr.
McCabe, who modeat€d the ses-
lion.

Flood coverage can be modified to
include coverage fer unusual and

rapid accumulation or runoff from
surfaDe waters from any source, Mr.
McCabe said.

Polieyhololea with separate insur-
€rs for property risks and boiler and
machinery risks should ensure that
each pokey contains a joint loss
gre€ment, he said.

"This agreement defines how a
loss will be paid when there is a dis-
pute over which policy should re-
spond zo she loss," Mr. McCabe said.

Property coverage can be
amended to protect the brand or
trademark of a company, he said.

This coverage proved very useful
to Burlington several years ago
when it had a warehouse collapse
that caused a $8 million loss. In-
cluded in the damage were rugs
housed in the building.

"Our problem was that we
":hough: a lot of them were salable
and they would be sold for $3 or $4
a rug wh€n we would be selling the
same thing down the road for $8,"
Mr. McCabe said.

Fer:unately, Burlington's policy
nad preAously been amended to
give the company full salvage rights
:0 it was able to buy the merchan-
lise back from its insurer, Industrial
Risk Insurers, he said.

Directors and officers liability
contracts, which come with a vari-
ety of wordings, can be enhanced
free cd charge, said Kirk L. Jensen,
senior vp at Johnson & Higgins in
New York. Risk managers should
start by cheking three definitions.

First, any reference to "negligent”
should be deleted from the defini-
tion at a wrongful act, Mr. Jensen
said

When D&O0 coverage was first
construczed decades ago, "no
thought was given to a director or
officer being sued for an action that
was not negligent," he said. Despite

the changing environment for litiga-
tion, some policies still contain the
term negligent, Mr. Jensen said.
Second, the definition of a direc-
tor or officer should be extended to
include specified non-officer posi-
tions and foreign titles. For exam-
ple, the managing director of a sub-
sidiary in England, where the term

to 20% of consolidated assets of the
policyholder, Mr. Jensen said.

"There is no reason for you to
have an uninsured loss just because
no one told you that you have just
acquired a small company in
Spain," he said.

The first way to take advantage of
crime coverage is to buy it in the

'There is no reason for you to have an
uninsured loss just because no one told you

that you have just acquired a small company
in Spain,' says Kirk L. Jensen of J&H.

"officer” g not generally used,

should be covered, he said.

Thirdly, the definition of the com-
pany or organization covered should
be extended to include subsidiaries,
partnerships or any other related
companies, Mr. Jensen said. "Ensure
that your program matches your ex-
posures."

Certain exclusions should be ad-
justed or deleted, Mr. Jensen said.

For example, the exclusion that
removes coverage for suits brought
against the company by directors
and officers should include an ex-
ception for employment practices
claims, he said.

Exclusions that should be deleted
include: failure to maintain insur-
ance; commissions and illegal pay-
ments; and outside positions when
serving in a non-profit capacity, Mr.
Jensen said.

Other coverages should be added
to D&0 programs, he said.

For example, coverage for newly
created or acquired assets should be
automatic up to a threshold of 10%

first place, Mr. Jensen said.

"Get it and get a lot of it-it's
cheap," he said. And several free
amendments can make it even more
of a bargain.

Pirst, the definition of the insured
should be modified to include asso-
ciations, societies and clubs of em-
ployees, he said.

Then, if the definition of money
orders and counterfeit currency re-
fers only to dollars, it should be
amended to include any currency.

And the definition of a messenger
in the policy should be extended to
include any person who might de-
liver something, Mr. Jensen said.

Finally, the definition of an em-
ployee in a crime policy should be
amended to include: all non-compen-
sated officers; all directors and trust-
ees performing duties of an em-
ployee; any member of any commit-
tee elected to examine or audit; re-
tired employees retained as consult-
ants on a contingent or part-time ba-
sis; and temporary personnel from
agencies, Mr. Jensen said. -gl

Surveillance Disappoints Some People,

-9
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But Not This Guy

Richard H. Wille, National Director of Disability Management
Services, Northshore International Insurance Services Inc. of
Salem Massachusetts, has been actively involved in disability
management for over thirty years. He has been affiliated

with insurers and employers alike, including CNA, Allstate

and UNUM.

Mr. Wille lectures on the many benefits which are
derived from surveillance, one of the major benefits
being the millions of dollars his clients have saved on
exaggerated disability claims. He feels as though
surveillance is essential in many cases and InPhoto

is the only company he could recommend.

According to Mr. Wille "InPhoto's
professionalism is unmatched, a quality which

is essential in the area of disability risk

management. | feel comfortable with using
InPhoto nationwide and recommend them to

insurers and employers for the verification of
disability claims.”

Inph*to Surveillance

(800) 822-8220 - Fax: (800) 752-0720
E-mail: inpho@inphoto.com
World Wide Web: http://www. inphoto.com/inphotowww
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Environmental risks may be job enhancing

Helping solve thorny problem can raise statu re in firm

By MICHAEL SCHACHNER

TORONTO-Environmental lia-
bility is so crucial a corporate ex-
posure that it provides risk man-
agers with an opportunity to get
into the board room and enhance
their careers, according to a bro-
ker.

Until recently, managing envi-
ronmental exposures was more
the job of corporate legal and op-
erations personnel than that of
the risk manager. And, the way
they typically managed it was for
the legal department to stifle in-
formation and for operations peo-
ple to say everything was under
control.

But the risk manager's role in
dealing with environmental issues
is more important now than ever
before, said David Dybdahl, man-
aging director-environmental risk
management with Willis Corroon
Corp. in Nashville, Tenn.

Speaking at a session on pre-
emptive environmental risk man-
agement strategies at the 34th an-
nual Risk & Insurance Manage-
ment Society Inc. conference, held
last month in Toronto, Mr. Dyb-
dahl said companies have finally
realized that they can no longer

-6 1\1<2 1 -Ci
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rely solely on lawyers and engi-
neers to identify, control and
manage the growing environmen-
tal liability exposure.

"Science is a big part of this
risk, as is law. But you can't go
into corporate meetings relying on
corporate legal or operations be-
cause they don't understand how
insurance works. So, you can re-
ally get some teaming going," he
said.

Anthony J. Burlando, vp-risk
management with the Hillman Co.
in Pittsburgh, agreed that the im-
portance of the risk manager's job
at most large corporations is
evolving, largely due to risk man-
agers taking on responsibility for
handling environmental liability.

"Risk managers always just
managed natural disasters. But
then came along man-made disas-
ters. We could deal with all the
fires and floods, but it's these arti-
ficial risks that are new, and they
are new. (The Resource Conserva-
tion and Recovery Act) was only
passed in 1976. Superfund fol-
lowed in 1980. We still don't know
what the impact will be from
these environmental statues on
the bottom line of the companies
we work for," he said.

Messrs. Dybdahl and Burlando
offered their opinions on various
environmental risk management
subjects in response to questions
from session moderator Cheri
Hawkins, assistant treasurer
and director of insurance with
Weyerhaeuser Co. in Tacoma,
Wash.

When asked what skill sets risk
managers need to develop on a
continuing basis to deal with
growing environmental liability,
Mr. Burlando said the area is far
more scientific than other areas of
risk management, thus, "If | was
starting out in this field, I'd take a
chemistry or a physics course, or
I'd at least attend a class or two to

familiarize myself with the lan-

guage.”

Mr. Dybdahl, meanwhile, sug-
gested that risk managers work on
their comfort level before the cor-
porations' upper management
team. "You can ride environmen-
tal risk management right into the
board room. If your company is
considering a $200 million acqui-
sition of land or another company
and the risk manager is not in-
volved, that's a big mistake."

Ms. Hawkins reiterated that in
today's corporate culture, the bar-
riers between different depart-
ments have been broken down
and opportunities for risk manag-
ers to step up have improved.
Thus, she asked the two speakers
to assess how "teaming" between

once separate departments is ben-
efiting risk managers.

"No one knows less about insur-

ance than attorneys,"” said Mr.
Burlando. "These broken down
barriers are really serendipity for
risk managers. (Other depart-
ments) really need you. | don't
think there's any limit in what
you can get involved in. These
days it's, 'Put me in, Coach, | can
do it." "

With this more aggressive atti-
tude, however, comes conquering
any fear of failure a risk manager
may have. "But that's something

that should be overcome," he
added.

Mr. Hawkins asked whether the

perception that environmental

risks are hard to manage was cre-
ated by a growing number of reg-
ulations, i.e. Superfund, or a lack
of knowledge among those that
are charged with tackling envi-
ronmental risk mEnagement.

"Behind worke:s compensation
and health care, environmental is
the highest-ranking risk in terms
of perceived diYTJieulty. A big
problem is getting information.
There are more environmental
laws than tax codes, so in a
stripped-down corporate environ-
ment, like many are today, it's
hard to go after, ' said Mr. Dyb-
dahl.

As to why environmental risk is
perceived as hard to manage, Mr.
Dybdahl said la Nsuits, common
law rulings and added regulation
are fueling the fire of mispercep-

lion. "A paper company in Geor-
gia is now being sued by 13,000
people for pouring PCBs into a
river in 1954, but did anyone get
nurt? Is there any cause and effect
oetween PCBs in 1954 and inju-
ies? But because of this, damage
potential increases every day."

Furthermore, Mr. Dybdahl said
zertain states permitting joint and
several liability and the fact that
insurance companies deny most
claims at first, and litigate many
to the bitter end, also have helped
paint the picture of environmental
risk being a tough one to manage.

Mr. Burlando, meanwhile, was
more blunt. "The reason for this
perception: They are!" he said. In
addition, retroactive liability and
asset conversion without due pro-
cess "are both devious and must
have been written by a very mean,
Cro-Magnon lawyer."

When asked how traditional

Continued on nert page



Continued from previous page
risk management tools apply to
the prevention and control of en-
vironmental risks, both panelists
said the conventional approach of
identifying, controlling, managing
and preventing more of the risk
doesn't really work.

"The old process is linear and
doesn't really lend itself to envi-
ronmental,” said Mr. Burlando.
ISO, yoU really need to investigate
and keep your eyes, ears and noses
open all the time. You're the inter-
preter for the team we talked
about and it sure helps to know a
little chemistry and to be able to
identify the uncertainties. Basi-
cally. it's the five I's investigate,
interpret, inform, influence and
integrate. Risk managers can't do
it all. The plant manager must be
taught spill control, for example."

Mr. Burlandc emphasized that
the old days of test and clean up
are gone. "It's more risk assess-
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ment and measurement today."
Mr. Dybdahl did not disagree.

"Prevention and control in the

linear model actually work, but
it's the identification that's hard.

Just look at contracts closely.
That's where the greatest expo-
sure is and that's basic.”

'‘Basically, it's the five I's:
investigate, interpret,
infonn, influence and

integrate,' says Anthony
J. Burlando.

Lastly, Ms. Hawkins asked what
risk financing options are there
for environmental exposures
other than avoiding it altogether
in contracts.

"There are new products being

offered that: are real insurance.
The premiums are reasonable as
are the terms."” said Mr. Burlando.
"It's like HPR today. If you learn
about the products, it'll enhance
your career."

Mr. Dybdahl also said the insur-
ance market is responding to a
historical lack of comprehensive
environmental coverage.

"Due to exclusions or vanilla
markets, there have been gaps in
coverage. Now, there are more
than 100 insurance products out
there that respond directly to EIL,
although I'm not saying there are
100 different policies. And even
with a known prior acts exclu-
sion, which is common, you can
still collect a lot easier under a
pollution policy than general lia-
bility," he said.

David Kuhnke, executive vp
with the Merit Group Ine in Hart-
ford, Conn., coordinated the ses-
sion. 101
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The Risk & Insurance Management Society Inc. used its an-
nual conference to unveil its new home page on the World
Wide Web. For more information, see story on page 21.
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Managing new product liability exposures

No relief likely from federal lawmakers

By DAVE LENCKUS

TORONTO-Changes that m:nu-
facturers are making in the way
they conduct business potentially
create new product liability issues
for risk managers, a consultant says.

Although federal product hablity
reform legislation is going nowhere,
new legal issues "are coming along
at a pretty fast clip,” observed
Kathryn Turck Rose, a senior risk

management consultant with Coo-
pers & Lybrand L.L.P. in New
York.

From starting up a company to
outsourcing various elements of pro-
duction to selling products globally,
risk managers will face numerous
product liability risks with which
they have not dealt previously, Ms.
Rose said during a session at the

34th annual Risk & Insurance Man-

agement Society Inc. conference in

THINK GLOBALLY
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Assurex International has gained
market prominance through its global
network of professional brokers. In your
city...in your state...across the nation

..and around the globe you will find an
Assurex partner to provide innovative
and cost-efficient answers to your insur-
ance and risk management questions.

Through our global electronic net-

around the globe.

work your local Assurex partner can
access experience and expertise from
insurance and risk management profes-

sionals from across the nation and

If your comany has international
locations your Assurex partner can pro-

vide valuable information on insurance

laws and regulations, local customs,

Toronto last month.

The session was held a week be-
fore Congress sent the prodLet lia-
bility reform legislation t.o President
Clinton, who was expected to
quickly veto it (Bl, April 1).

The reform legislation, if it sur-
vived, would have addressed several
longtime concerns of business.
Among other things, the measure
would have:

= Limited punitive damages in
most product liability cases to the
greater of $250,000 or .wice corn-

Ir

pensatory damages.

+ Required plaintiffs zo present a
stronger case to obtain punitive
damages. It would have raised the
standard of eviderce to clear and
convincing from the current prepon-
derance of evidence standard. It also
would have required plaintiffs to
show that defendants a=ted with a
conscious and flagrant indifference
to the safety of others.

- Eliminated joint liability for
non-economic damages and allowed
states to determme whether to re-
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and industry specific practices.

The wide scope of services provided
by our network of local brokers inakes
Assurex International the priority choice

for your risk management program.

Assurex International is a global or-
ganization with the capabilities to meet
you at your point of need - national and

international.
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tain joint liability for economic
darnages.

= Barred product liability law-
suits over capital goods and work-
place durable goods that have been
in use more than 15 years.

* Reduced an award by the per-
centage of blame for an injug that
is attributable to the plaintiff's mis-
use or alteration of the product.

Regardless of the failure to enact
federal reforms, risk managers still
have to negotiate a continuously
evolving product liability landscape,
according to Ms. Rose.

Even in a soft market, some star-
tup companies, which do not have a
product liability track record, will
have trouble finding affordable cov-
erage, Ms. Rose said. Many under-
writers will seek premiums equal to
the startup company's expected
profits, she said,

However, other insurers may look
at the experience that the startup
company's management had at
other companies, she said.

Long-established companies also
face new product liability issues.

-391)364 19*p *ft-1

Among them is the trend toward
outsourcing some production steps.
Chances for product failure increase
as the number of people and compa-
nies involved in making a product
grows, she said.

As a result, risk managers must
make greater efforts to control that
increased risk, she said.

Claims arising from some types of
failed products may not even be
covered by product liability insur-
ance in the future, Ms. Rose mused.
The consultant said that software
producers eventually may find that
they will need errors and omissions
insurance rather than product liabil-
ity insurance to cover claims for
losses that are attributable to faulty
software programs.

Globalization also poses risks,
while offering potential financial re-
wards. Risk managers have to be
aware of the product safety stan-
dards and the legal system in each
foreign region in which the com-
pany operates, Ms. Rose said.
"Things can get complicated."

Product liability risks pose a
unique challenge for risk managers,
said Anita DiGiulio, risk and insur-
ance manager for The Hartz Group
Inc. of Secaucus, N.J. "Product lia-
bility gives you an opportunity to
use everything you know about risk
management.”

To get an early read on potential
product liability problems, risk
managers should keep in touch with
consumer relations staff, Ms.
DiGiulio advised. They are the com-
pany's first line of defense against
claims, and they can point out an
unusual number of claims involving
certain products, she said.

If nothing else, consumer relations
can provide a risk manager some
comic relief, according to Ms.
DiGiulio. For example, she re-
counted a complaint filed with a
Hartz consurner relations represen-
tative about the company's canary
seed. The consumer grumbled that
she planted the seed but a canary
never grew.

The conference session was mod-
erated by Ms. DiGiulio and was co-
ordinated by Ms. Rose.

Anne B. Allen, legislative counsel
for RIMS in New York, also spoke
on the panel. [Mi
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International trade demands

global insurance programs

Canadian companies at the forefront of using global programs

By GAVIN SOUTER

TORONTO-The pivotal role
that international trade plays in
the Canadian economy often
makes a global insurance program
a similarly crucial part of a Cana-
dian risk management program,
risk managers say.

Canadian risk managers can
gain far better control over their
companies' far-flung exposures if
they take steps to centralize in-
surance buying, regardless of
whether their corporate culture
itself is centralized, they say.

By using a global insurance pro-
gram the risk manager can gain
better leverage with insurers, en-
sure high safety standards are ap-
plied throughout the company,
gain more capacity for catastro-
phe coverage and increase the
profile of risk management with

*1*uG:4 Bul
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senior management.

But the implementation of a
global program is not always sim-
ple or straightforward. Interna-
tional diplomacy is a necessary
aspect to any global insurance
program, risk managers say.

The international nature of the
Canadian economy drives Cana-
dian risk managers to the fore-
front of global risk management,
according to Pierre Catudal, di-
rector of risk management and in-
surance at Alcan Aluminium Ltd.
in Montreal.

While Canada has a population
whose size only ranks somewhere
between Morocco and Colombia,
its economy is the seventh-largest
in the world and it is the No. 1
trading partner of the United
States, he said.

"As our domestic economy
grows, but our market population
remains small, we have to chase
business outside of Canada," Mr.
Catudal said.

Consequently, Canadian risk
managers often face international
risks not presented to similarly
sized companies in the United
States, he said.

"Often, we have a smaller sales
and asset base in Canada than we
do outside of Canada, so it's logi-
cal that we have a global insur-
ance program,"” Mr. Catudal said.

And global programs can be set
up for centralized or decentral-
ized companies, he said.

"We used to be a decentralized
company, but now we are central-
ized and we have the same global
insurance program,” Mr. Catudal
said.

What is needed for a global in-
surance program to work effec-
tively is uniformity, he said.

First, there must be a consistent
corporate philosophy regarding
risk, Mr. Catudal said.

"You are going to act as a mis-
sionary and preach the gospel ac-
cording to the head office, and if
they do not have the same philos-
ophy about risk, you will find that
your job as a missionary is very
difficult,” he said.

Alcan’'s risk philosophy starts
with its policy of self-insuring

high-frequency/low-severity risks
and only buying insurance fol
low-frequency/high-severity
risks, Mr. Catudal said.

Also, Alcan seeks to maintain
highly protected risc standards
throughout the company's loca-
tions worldwide. Currently about
70% of its locations are protected
to HFR standards, he said.

"You have to have standards
that are that same,” Mr. Catudal
said.

And it is not just loss prevention
engineering standards that have
to be uniform: access to policy

limits, access to the risk manage-
ment department and access to in-
surers has to be granted to all op-
erating units on the same basis, he
said.

This uniformity also should ap-
pear in the insurance program,
said Mr. Catudal, explaining that
the global spread cf insured assets
should be matched by the global
spread of insurers.

For examole, if 60% of a corpo-
ration's assets are based in Eu-
rope.then 40% of the insurance
capacity should be obtained from
European insurers he said.

"This helps the European sub-
sdiaries accept the fact that the
program is global and no: just
North American HPR-driven," he
said.

Implementing loss prevention
engineering standards unique to
the company also can help obtain
subsidiaries' acceptance of a
global insurance program Mr.

Catudal said.

For example, Alcan's HPR stan-
dards are a combination of Fae-
lory Mutual standards and Euro-
Fean engineering standards, he
said.

To successfully implement a
global insurance program risk
managers have tc select their in-
surers carefully, according 10 Mr.
Catudal.

The insurers must be prepared
13 enter a long-term relationship
with the policyholder, he said.

"They must look at loss erperi-
ence over a 10- to 15-year term,

and if they are making money
they are happy, and we can amor-
tize the premiums over the period,
and we can get a better deal,"” Mr.
Ca.udal said.

Also, global programs are more
effective if they are layered rather
than purchased from a few insur-
ers. he said.

Layering coverage can increase
the available capacity for tough
linas, Mr. Catudal said.

For example, one insurer's net
capacity may only include $40
mi.lion or $50 million in earth-
quake coverage. However, by us-
ing several insurers, the net earth-
quake capacity available from all
of them might total hundreds of
millions of dollars, he said.

The policies themselves should
he manuscripted for a global pro-
gram to meet all the needs of a
Fo.icyholder, Mr. Catudal said.

' In exchange forprompt report-

Continued on next page
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ing of losses, we want to have a
broad wording so that all of our as-
sets are covered," he said, adding:
"All of the forms that are provided
by insurers are there to protet in-
surers."

Finally, risk managers need to be
unconventional when they are buy-
ing a global insurance program, Mr.
Catudal said.

For example, in many countries
convention dictates that a certain
percentage of a risk should be ceded
to state reinsurers, but there may be
no law mandating such conventions,
he said.

"If you want to be state of the art,
be willing to be unconventional," he
advised.

Bombardier Inc. was seeking to
bring more coherence to its insur-
ance coverage when it set up its
global insurance program in 1989,
said Marc Darby, director of risk
management and insurance at the

Montreal-based transportation
equipment manufacturer.

Problems arose from rapid expan-
sion of the company, often achieved
through acquisitions. Over the past
10 years, he said, the company's in-
come has grown to $7.1 billion Ca-
nadian ($5.21 billion at current ex-
change rates) torn $405 rnillion Ca-
nadian ($297.3 million at current ex-
change rates), and the number of
employees has grown nearly five-
fold to 32,000 from 7,000.

The risk management department
was faced with a growing number of
new divisions, each with different in-
surance coverages in place, Mr.
Darby said.

Mr. Darby said he wanted to re-
place it with a single global program
that would bring central control of
risk financing to the risk manage-
ment department.

A key part of the global insurance
program is the captive insurer that
Bombardier established in Barbados

in 1989, he said.

The captive allowed Bombardier
to "make a buck" and enabled to the
company to wrest control of the
company's insurance from its insur-
ens, he said.

Currently, the captive covers
mainly properly exposures but it will
likely be expanded to cover addi-
tional risks, he said.

The captive helped provide unifor-
mity of coverage and rates for all of
the locations, he said.

"And it is easy for us to add new
locations to the program,” Mr. Darby
said.

The session was moderated by
Maurice J. Smith, director of risk
management and corporate real es-
tate at CCL Industries Inc, a per-
sonal care products manufacturer in
Willowdale, Ontario. It was coordi-
nated by Peter Cleyn senior vp and
manager of the risk management di-

vision at Johnson & Higgins Ltd. in
Toronto. rm
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A new era began at the 34th annual Risk & Insurance Manage-
ment Society Inc. conference last month in Toronto as Louis
Drapeau, right, succeeded William J. Kelly as president.
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Agent/Broker Topics

Agents and insurers in a love/hate affair

Two sides tend to see same relationship
from very different perspectives

By MICHAEL BRADFORD

agents are either gegiﬁa,
I leg St
garding the tricky relation-
ships between underwriters and
the agencies that provide them
with business depends, in many
cases, on which side of the com-
mission you're on.

Some agents feel like unloved
stepchildren when asking for ser-

vices they need, while many in-
surers believe they are trying
hard to keep the love alive.
Some small, independent
agents, in particular, are feeling

rejected while larger intermedi-

aries are a little cozier with un-
derwriters.

Agents concede that insurers
in many cases would like to meet
their needs, but simple econom-

ics means some agents are not

getting the attention they want
no matter how they yell.

"It isn't that they aren't trying
to keep the agent in mind, but |
don't think one agent or a small
group of agents is going to get
listened to" by insurers, said
Kelsey Wood, president of Gor-
don Wood Insurance Agency in
Roseburg, Ore.

"I've never had an insurance

company listen to one specific

thing and then change it for
me," he noted. "I do know some
agencies with enough clout or
some that scream loud enough”
to force changes from insurers,
"but it's just not normal.”

"Somewhere between coma-

tose and the crematorium” is

how Hartwig Moss, president of
Hartwig Moss Insurance Agency
Ltd. in New Orleans, character-
ized insurer/agency relations.
"The number of agencies is
dwindling drastically and largely

because of economics and the

In premium financir_g, low rates are important. But the combination of low rates with an unmatched commitment to service sets
A.1.Credit apart. Were not just talking quick turnaround. Our expert analysts can help design a premium payment plan uniquely
suited to each clientk individual needs. It's hard to find flexibility like that anywhere else.
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actions insurance companies

have taken,"” said Mr. Moss.
"Things have not exactly been
rosy for agents."

The general business climate
has led many insurers in recent
years to be more selective in the
number of agencies they use and
to cut expenses by scaling back
on services, agents noted.

Insurers "are trying to rational-
ize their operations,”" he said.
"Some do it better than others.
Some can do it without tearing
up agency relationships.”

Within the changes are the
"seeds for a lot of conflict,” he
added. Some insurers will work
harder than others to keep
agency relations smooth. "A lot
depends on the leadership out
there and the vision people have
on the company side.”

"We are very affected by what
they do and don't do," said Mr.

GRAPHIC BY KYLE LOCKWOOD

Moss. "Agents are getting less.
Less loss control services, under-
writing service, commissions,
you name it."

Insurers agree that business

conditions and economics are

molding the relationships be-
tween the entities.

"The reality of life is that the
smaller agents are finding it
tougher and tougher to have a
variety of markets," said Fred
Hyer, executive vp in charge of
worldwide marketing at Chubb
Corp. in Warren, N.J. "The days
of the $2 million agent having
seven or eight companies have
gone the way of the dodo bird."

Larger brokers are probably
OK, he noted, because they can
supply enough premium volume
to keep markets interested.
"Their future relations with the
industry will probably be fine.
The smaller guy's got a problem.
That's a trend that's been going
on for years and years."

"The independents are strug-
gling because of increasing vol-
ume demands," agreed James
Emert, vp-agency sales at Na-
tionwide Insurance Group in Co-
lumbus, Ohio. "What I'm hear-
ing is that even though they are
independents, it's gotten to the
point where they have to have
so much volume with one com-
pany that they're almost an ex-
clusive agency."

Insurers say they realize agents
are the lifeblood of their busi-
ness and are working to keep

See Relationship on page 36D
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which carrier adds speed and agility
to the equation ¢
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agents hapgy

'We know who the mcst im-
portant person in The bLSiness
is-the agent said Erwin Chel-
din, chairman or Crusader Insur-
ance Co. in Woodland Hilfs, Ca-
lif. "Our job 15 to suppT 1ihe
agent, whe is the one in tlie
trenches fighting the battles.'

He said he doesn': think most
insurers respond to agents
quickly enough That's wny tis
company offers qi.otes caer the
telephone and policy issuancz .n
two or three days "A big issue

with agents is fast service, fast
quotes and policy delivery."

Others say intermediaries and
underwriters just don't talk to
each othe: as often as they
should.

"One of the things that we
hear pretty frequently is the con-
ti ni-led need tc communicate on
what we are doing as a com-
pamy," according to Michael Ma-
honey, assistant vp-agency sup-
port foir Travelers/Aetna Property
Casualty Corp. in Hartford,
Conn.

"And more importantly,” he
added, "what we are going to do
with regard to business strate-
g.es. We hear that request time

and time again.”

"There's always room for
smoother relations,” said Mr.
Mahoney. "But | would describe
our overall relations as pretty
solid. Both (Aetna and Travelers)
have done a pretty good job of
communicating what we do and
why we are doing it."

Nationwide's Mr. Emert said,
"Our relationships are as strong
as they have ever been. But that
certainly doesn't mean we don't
have challenges."

He agreed communication is
the key element in keeping a
harmonious relationship. Na-
tionwide produces regular publi-
cations and special bulletins as

needed to inform its agents of
product offerings, changes at the
company and other news.
Nationwide agents can suggest
to the insurer ways to improve
delivery systems, enhance prod-

ucts or other ideas to heli them

become more efficient.

Agents frequently request
training support, Mr. Emert said,

and he suspects this is true even
of intermediaries that don't dc

business with Nationwide. The
insurer provides help Kith teach-
ing agency staff the ins and outs
of various products, sales tech-
niques and computer processes.
"We are an exclusive agency
company,”" he said. "Our agents

There are certain things a business needs to be

able to rely on every minute of the day Whch

explains why so many brokers tru«t AA'11a ed M

Insurance They appreciate the cost

effective property rifk management

services we shane w th our dients.

As well as our commitment

to getting questions answered

quickly through direct contact with

e\perienced produ. tion underwriters

Not to mention our Superior rating bg AMBst

Which makes It certain there are some things zou

and your chents can sull rely on Call 1-800 313-4677

have taken us where we have

gotten so far and they will take
us where we are going in the fu-
ture."

"In general, our agency rela-
tionships are pretty good," said
Chubb's Mr. Hyer.

"We work hard at it." Mr. Hyer
said he and other executives
meet frequently with agents and
gather feedback on their needs.

Generally, agents tell the in-
surer they are pleased with the
service they receive from Chubb
but wish the insurer would write
more kinds of business so they
could place more there, Mr. Hyer
said.

CNA also is pleased with its re-
lationship with agents.

"We're proud of the relation-
ships we have. We've always
worked closely with our agency
partners,” said Dale Hart, execu-
tive vp-chief distribution officer
for the commercial lines group
at the Chicago-based insurer.

CNA communicates with

agents through its PACER pro-
gram, originally named the Pro-
fessional Agents Council of the
Eastern Region when it was
formed in 1967. Although its
scope has broadened, the insurer
has kept the acronym. The pro-
gram is conducted through a se-
ries of meetings with intermedi-

aries in the spring and summer.
"We've been real comfortable

that PACER has served us well to

make sure there is open dialogue
at all levels with agents and
we've truly gotten grass-roots
feedback," Mr. Hart said.

Agents agree that frequent dia-
logue helps agents and insurers
discover each other's needs and
how to meet them.

Chandler-Frates & Reitz, a
Tulsa, Okla.-based agency, holds
meetings annually with insurers
to build new partnerships and
work on existing ones, said
Chuck Taylor, chief marketing
officer.

There's lots of open dialogue at
those meetings with underwrit-
ers, claims handlers and other
personnel from the insurance
companies, he said.

The agency prepares a report
card that grades how insurers are
doing and they get one from the
insurers.

Some meetings involve re-
gional vice presidents and in
those discussions strategic alli-
ances may be formed, said Mr.
Taylor.

"We don't view our relation-
ships as adversarial," he said.
"We view them as partnerships
in the true sense of the word.”

Others agree and say insurers'
efforts are paying off.

See Relationship on page 36F
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"We see the markets as making
a real large effort currently to be
certain that they have open
communications and that they
know what we need and what
they need to be for the clients,”
said John T. Lockton, chairman

and chief executive officer of the

Lockton Cos. in Prairie Village,
Kan.

"A lot of companies have done
their re-engineering,” Mr. Lock-
ton added, and now that they
are in good shape they are look-
ing for business. That means

Do

they will be eager to have good
working relationships with the

agencies that will bring them
that business.

Mr. Lockton said most insurers
could stand to improve on their
claims-handling but all in all
they are trying hard to maintain
a high standard of service.

Market conditions that have
kept rates down also may have
contributed to a certain sweet-
ness on the part of insurers, he
speculated. "Let's face it, the
market is soft and relationships
have a lot to do with where busi-
ness ends up. They want to make
sure they have good relation-
ships." Tul

Working together with technology

Distribution system, customer service expected to change with time

By REGIS COCCIA

gents and insurers
will conduct busi-
ness differently in
the future, but they
are expected to con-
tinue working to-
gethe closely.
As the industry's use of tech-
nology grows; customers con-

tinue to-demand-etter serviee:

market, the distribution systenJI

LAWYERS PROFESSIONAL LIABILITY

in the future will have a new

look.

"Technology and joint plan-
ning will allow agents and (in-
surance) companies to form
more customized relation-
ships-and thus more profit,”
pointed out Jeff Yates, executive
vp of the Independent Insurance
Agents of America Inc. in Alex-
andria, Va.

Insurers "are going to grow
one way or another, or they're
going to find other distribution

major prospects expect

morefromrou than

you're equippea to serve up?
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that for over three decades. Cater to

all your prospects' needs. Put all the
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DEDICATED TO EXCELLENCE

systems,"” Mr. Yates said.

"We will never get rid of the
independent agent in any line of
business, as far as | can see," said
Rodger Lawson, president of the
Schaumburg, lll.-based Alliance

of American Insurers.

"There will always be segments
of the market that want to deal
with an agent because they add
value. The question will be,
'How much am | willing to pay
for that?' " he said.

Mr. Lawson predicts little
change in the way agents and in-
surers deal with each other over
the next two years, but the
longer term is unclear. The "big
question mark" on the future of
the distribution system is what
role technology will play, he

MMmMmmmli,O v

said.

"There will be continued pres-
sure to hold down the cost of
policy acquisition," and insurers
are likely to put pressure on
agents either to reduce commis-
sions or cut costs, he said.

Ron Smith, president of Roch-
ester, Ind.-based agency Smith
Sawyer Smith Inc,, and IIAA
president-elect, predicts many
insurers will experiment with
new ways to sell their products
but will continue to depend on
independent agents.

"A blending of distribution
systems" has taken place over
the past few years, Mr. Smith
said, adding that some insurers
known for their exclusive agency
force now are working with inde-
pendent agents.

Los Angeles-based Farmers In-
surance Group, which sells its
products mainly through about
15,000 exclusive agents, recently

began using independent agents
in underserved urban areas in

California where the insurer

doesn't currently have its own

agents, a spokeswoman said.
The program, called Farmers

Action for Communities of To-

morrow, or FACT, aims to help
the insurer underwrite business
in urban areas designated as "un-
derserved" by the California De-
partment of Insurance, the
spokeswoman said. Farmers may
expand this program to other
states, she added.

"Using independent agents in
this way is a new thing for us.
We are going to continue using
these agents," the spokeswoman
said.

"Everything we're doing now
is committed to strengthening
our agency force," which in-

Continued on next page



cludes using computer technology

to speed up policy processing and

"family account marketing" to help

agents sell more personal lines poll-
des per household, she said.

Farmers In-

surance Group

has strong ties

to agents but is

open to alter-

native distribu-
tions systems,
046 30 prained. =~

Mr. Yates "VWhere we

don't have an
agency force, if we can sell polides
in a way that's profitable, then of
course we'd like to explore that,"
she said.

"You'll never lose in a product
like this the importance of a one-
on-one, someone who can explain
this (insurance) to me in plain En-
glish," she said.

At Cincinnati Insurance Cos.,
"we have no other delivery system
and are not contemplating any
other delivery system. We don't
spend 5 cents hedging our bet that
the independent agency system
will fail,” said J. Frank Scherer, se-
nior vp-sales and marketing at the
Fairfield, Ohio-based insurer.

"Given the option, the public
will choose to do business with
somebody they can look at and ex-
plain insurance to them," he said.
"We have every confidence in the
world" that independent agents
will continue to play a role in the
industry.

The U.S. Supreme Court's deci-
sion in late March allowing na-

tional banks to sell insurance will
add another facet to the insurance
distribution system.

With the high court's ruling in
Barnett Bank of Marion County NA.
vs. Nelson, Florida Insurance Commis-
sioner, "you're going to have an in-
crease in banks' involvement," said
the IIAA's Mr. Yates. But, "long-
term impact is uncertain at the cur-

rent time."”

"Banks will become more and
more a player in the agency sys-
tem," Mr. Scherer predicted. Al-
though Cincinnati Insurance Cos.
may do business with a bank-
owned or broker-owned insurance
agency, "our preference is to do
business with
locally owned
agencies," he

Said.
Over the
long term,

'banks presunn-
ably will be

able to sell in- —n

surance prod- Mr. Lawson
ucts," the Alli-

ance's Mr. Lawson said, "and that
dearly is going to nibble away at
agents' role."

The distribution system will start
to involve banks, Mr. Smith said.
"In my opinion, several insurers
will contract with banks to sell in-
surance. And several banks will buy
an established insurance agency,”

he said.

"What | think this means for in-

dependent agents is agents are go-
ing to have to understand better

what an insurance company
wants," said Mr. Smith, who regu-
larly visits insurers with which his
agency does business.

"Almost without exception, (in-
surance) companies want more
business," he said.

The IIAA's Mr. Yates agreed. "In-
surers' major concern is they want
more growth from agents. Th«re
pleased with profitability but want
to see more growth."

As a result, agents will have to be-
come better sales people. Agents in
the future will need to market
themselves and their products
more, Mr. Smith said. Generalist

agents "have to sell it twice-to the

customer and then sell it to the

company."

Insurance companies "will ex-
pand the power of agents; they
can't afford to have field representa-
tives in every area," he said.

Companies also will rely more on
their agents' expertise and hold
them more accountable for profits,
Mr. Smith said. He foresees a return
to the days when an independent
agent could talk to an insurer about
specific accounts and why it should
underwrite the business.

Agency/insurance company plan-
ning is an important area for inde-
pendent agents, and the IIAA last
year unveiled a tool to help its

members focus on planning, said
Mr. Yates.

1 WhyDoes

Willis Corroon

Do Business |

With Amwest? r |

James M. Matoner, Deputr Chairman

WHllis Corroon Constrliction

A past President, Nationa/Association

of Surety Bond Producers I it
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'Given the option, the public will choose to

do business with somebody they can look

at and explain insurance to them,' says J.
Frank Scherer of Cincinnati Insurance Cos.

"We're pushing effective joint
agency/company planning, which
has a lot of promise for relations,"

he said.

The planning tool, part of the

IHHAA's annual "Best Practices”

study, is designed to help agents

and insurers conduct more fre-

quent meetings to find out how

they can make their business rela-
tionship more productive, Mr.
Yates said.

"As agents start to see with this
the input agents have with compa-
nies, it will be increasingly popu-
lar,"” he said. "If this planning con-
cept takes hold, (agents and in-

See Distribution on next page
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surers) will be working more
closely in the future.”

But, Ken Crerar, executive vp of
the Council of Insurance Agents
& Brokers in Washington, which
represents mainly large, commer-
cial lines-oriented agencies and
brokerages, paints a different pic-
ture.

Agency/insurer relations will
grow more tense as industry con-
solidation, competition and the
need to cut costs increases, he
said. "The customer doesn't care
how we deliver the product, they
just want it delivered" quickly
and without errors.

"The distri-

bution system

--——- we see today is
going to

- change very
dramatically,”

he said. In

middle-market

commercial
Mr. Crerar lines business,

customers
need the services of a broker.
That's something customers
value, Mr. Crerar said.

In larger commercial markets,
though, he foresees more direct
transactions between underwrit-
ers and sophisticated buyers.

"If you please the customer, it
benefits everybody"-the agent as
well as the insurer, Mr. Crerar
said.

Although many insurers and
agents are developing a presence
on the World Wide Web and us-
ing computer technology, online
insurance sales are "down the
road," Mr. Crerar said.

"Technology isn't going to save
the independent insurance
agency," he said, stressing that at-

tention to customer service will

remain a key to agents' and bro-
kers' success.

"Agencies who do well with
technology are those who use it

to free themselves up to be in .

front of their clients,"” Cincinnati
Insurance Cos. Mr. Scherer
agreed. For example, agents
should use computer automation
to streamline administrative tasks
so they have more time for per-
sonal meetings with customers,
he said.

The proliferation of technology
permitting online sales of insur-
ance is "an ominous sign" for
agents, the Alliance's Mr. Lawson
believes.

"In the next year or two, it'11 be
business as usual, with little incre-
ments of advantage from technol-
ogy," like speeding up quotes and
the claims process, he said.

But, "as time goes by and use of
technology becomes prevalent,
there's a reasonable chance it will
provide greater competition for
the independent agent,” Mr. Law-
son said.

"If you're adding value to the
transaction, you'll be in the
game," Mr. Crerar said. "If you're
incidental to the transaction, ulti-

mately you'll be moved aside.'ll

Solid finances and growth plan key for agents

By REGIS COCCIA

hat do insur-

ance compa-

nies lock for

in agencies

they're con-

s.dering do-
ing business with?

Although the answers vafy de-
pending on the insurer, mos. com-
panies say they seek Egendes with
sound finances and a plzn for
growth that meshes w.th the insur-
er's.

What follows is a look at a few

ATLANTA REGION

Insurers tell what they look for in producers

insurar_e companies' wish lists:

Strong people, plans
in marketing

Cincnnati Insurance Col, a Fait-
field, Ohio-based insurer that was
founded by independent agents 46
years ago, has a short list: sales,
staff, a strong finandal footing and
service.

"We look for an agency that has
a marketing plan" that shows thz
agency is sales-oriented, said J.

BOSTON REGION

CHICAGO REGION

Frank Scherer senior vp-sales and
marketing at Cincinnaj Insurance
Cos. The property/casualty com-
pany distributes products :hrough
about 1,000 independent Hents in

the Midwest and So ith zastern
United States,A/BT, Mav 2, 1394).
"We look for an agency :hat has
the people to carry (the marketing
plan) out,” said Mr. Scherer. He
added that the insurer also 1coks at
whether the agency has attracted
young people to its ranks.
Recruiting egency staff .5 211 im-

CLEVELAND REGION

portant consideration for :he in-
surer. "Flom a company perspec-
live. we still do not believe enough
young people are coming into the
industry,' he said.

To hefp remedy that problem,
Cincinnati Insurance Cos. cffers its
agents consulting and Enandal
help in attracting new talmt, he
said. But first, the agency m.ist "get
its house in order," he said.

"Many agencies think they need
a new producer tc get sales going,
so they bring in a new person
without insurance experience

Continued on rext page
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and tell this person, 'Do what | say,
not what | do Mr. Scherer said,
citing agendes whose prindpals
helped build the business but no
longer are generating new ac-
counts.

"If you don't see (commitment
to sales) in practice, it's tough to
pull that off," he said. "Before you
risk the $75,000 to $100,000 it
takes to train a new producer, get
your house in order” by returning
to what made the agency successful
in the first place, Mr. Scherer rec-

ommended.

Cincinnati Insurance Cos. also
looks for financial discipline in the
agendes with which it does busi-

LOS ANGELES REGION

Los Angeles
(213)689-3950
Costa Mesa
(714)435-6618

Denver

003)295-7111

ness, Mr. Scherer said. "Does the
agency have a balance sheet that
their banker would love?" he asked.
Before contracting with an agency
the insurer requests and examines
detailed financial statements.

The insurance company cur-
rently deals mainly with agendes
in the "upper echelon," those in
the top 25% of the industry in rev-
enues, Mr. Scherer said.

Lastly, the insurer looks for agen-
des that are ' organized to add

value to the transaction.” It's im-

portant for an agency to be able to
communicate to its cistomers what
value it brings to the table, he said.
Chemistry and solid relationships
also are important to Cincinnati In-

NEW YORK REGION
New York
(212)478-7101
Parsippany
(201)402-6700
Downtown

(212)7761309

surance Cos., which seeks a good
fit with all of its agents, he said.

"Il the short term, shinking
agency revenues are causing agen-

des to make a decision to sell” or
try to keep it going, he said.
.As a result, there has been a

"weeding out" of agency operators

DusfneSsS MQUTURCe, 1¥lay O, 13UU / 001

within the last five to 10 years,
which Mr. Scherer expects to con-
tinue. Some agendes have merged,
and others have been acquired by
brokers or even banks, he said.
"Over the last 10 years, the fudge
factor is not there anymore; you re-
ally have to run your business," he
said. "You can't let it run you."

Sound finances
and a close bond

Long Grove, lll.-based Kemper
National Insurance Cos. also looks
for agencies that have marketing
plans, are finandally sound and
can maintain a dose relationship

with the insurer, said Bruce Fritz,

STOP
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vp in charge of commerdal lines.

That generally means agendes
that have been in business for at
least five years and have between
$5 million and $10 miillion in pre-
mium volume, he said.

"This is our general philosophy
as to where we go with our agency
appointments," Mr. Fritz said. How-
ever, the insurer will be flexible
when it comes to agency size if, for
example, an agency specializes in a
line of business, he said.

Kemper's distribution system in-
dudes about 1,000 independent
agents across the United States, as
well as the offices of larger brokers
like the so-called alphabet houses,
Mr. Fritz said.

"We're looking to grow, but our
interest is not in numbers per se,"
he said. "When we develop market-
ing plans with agents each year, we
always try to get behind what the
agent's needs are." Kemper offers fi-
nandal assistance to agencies to
help recruit producers or upgrade

computer equipment, for example,
Mr. Fritz said.

Inoking for key role
in agency's growth
Worcester, Mass.-based Hanover

Insurance Co. looks for agendes

An agency must be
able to communicate

to its customers what

value it adds, says J.

Frank Scherer.

whose book of business and oper-
ating philosophy "match" its own,
said Vp Barry May, who is respon-
sible for the insurer's New England
and Mid-Atlantic operations.

"It's an expensive process for a
company to appoint an agent, just
as it's expensive for an agent to
take on a new account,” he said.
"It takes 12-18 months before you
start seeing a flow of business."

As a result, Hanover likes to form
longerd4erm relationships with its
agents, which are normally ap-
pointed by the insurer's local of-
fices. The insurer currently deals
with about 2,800 independent
agents across the country.

An important question for Ha-
nover is "what's the real opportu-
nity and what's the real match" at
an agency. "Are we going to be an
important player in that agency?
Not necessarily No. 1, but are we
going to be viewed in that agency
as part of their long-term growth
plan?" Mr. May asked.

Agency size is not as important,
though Hanover does hope to
grow the business it gets from its
agendes, he said.

"We're looking to grow. We'd
certainly like to reach a point
where, if not $1 million (in pre-
mium) at every agency we're in,
we'd like to balance between a re-
spectable premium size and re-
spectable position within the
agency," Mr. May said.

"Regardless of the numbers, you
want to be well-positioned within
the agency."
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Showtime for Insurance Broadcast System

By MICHAEL SCHACHNER
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grams in New York re-

cently and the special-
ized. subscriber-orly insurance net-
work was expected to begin broad-
castng soon.

With 28 subscribers already com-
mitted, IBS, the nation's only all-
insurance broadcasting comFany
last month was in the final stages
of preparations to go on the air.

Lo5 Angeles-based IBS, which has
been in the works for the past cou-
ple of years, will offer at least 90
minutes of original programming
each weekday, which will be rerun
over the course of the workday.
said Chief Execlitive Dennis Rich-
ard.

Piogramming will include insur-
ance news, issues-oriented inter-
views, training and educationa.
programs and teecourses for un-
derwriters, executives, brokers and
agen-s.

Ir_ March, IBS taped a pair d 30-

mirute programs dealing with

new directions in health care and

state vs. federal insurance regula-

tior.

The health care piece is moder-

From left, Herbert E. Goodfrienc, David Farmer, Susan Van Gelder
and Larry G. Mayeski participate in a recent IBS taping in New York.

ated by Herbert Goodfriend, a part-
ner with KPMG Peat Marwick

L.L.P. Guests aie David Farmer, se-
nior vp-federal affairs with the Alli-
ance of American Insurers, Susan
Van Gelder, vp with the Health In-
surance Assn. of America and Larry
Mayewski, senior vp-life and
health division of A.M. Best Co.
The show or. regulation is mod-
erated by Joe Decaminada, for-
merly of the Atlantic Mutual Cos.
Guests are Franklin Ritter, presi-
dent of the Reinsurance Assn. of
America, and Rodger Lawson, pres-
ident of the Alliance of American

Insurers.

Shows will be taped in the near

future in New York and Los Ange-
les on subjects ranging from pubnz
policy issues in insurance to loss
control to risk management, Mr.
Richard said.

Monthly specials on reinsurance,
the business elements of insurance,
medical fraud, human lesou:CES
and alternative dispute resolution
are also scheduled.

Subscriptions to IBS are currently
$400 per month, per site, for :wo
years, or $500 per month; per site,
for or_e year. There is a $ 1,200 sar-
ellite installation fee as well.

For more information, call the In-
surance Broadcast System at 31(}-
820-3303; fax: 310-826-2023. EIl

Good meetings start
with good planning

By MARK A. HOFMANN

n agenda, objectives and dear goals form "the holy
grail” for making the most of meetings, a meeting
planner says.

If you don't have that, says David Kliman, then you
just have logistics like making sure there are enough
coffee cups for the attendees.

Mr. Kliman, a 16-year veteran of the meetings industry, is director-
travel management and corporate events for Fireman's Fund Insur-
ance Co. in Novato, Calif.

He also is president of Meeting Professionals International. The
Dallas-based trade group is the world's largest assodation of meeting
planners, consultants and suppliers of meeting-related services, with
nearly 14,000 members in more than 50 countries.

Half of its members are buyers, ranging from corporate and associ-
ation representatives to independent professionals who plan meet-
ings for third parties. The other half consists of hotels, airlines and
other companies that serve the meetings industry.

Mr. Kliman said the most common problems associated with
meetings are establishing goals and objectives for the gatherings and
then documenting the return on investment afterward. Sometimes
returns are fairly straightforward, such as for an insurer-sponsored
gathering of agents. "You can say, '"We've spent X dollars on having
a wonderful incentive but we've written X times 100 more pre-
mium,' " Mr. I<liman said.

But, without a dear vision of what the meeting is supposed to,
achieve, the meeting will not succeed, he said.

This is true of elaborate, multiday events as well as of "down and
dirty, in and out of O'Hare" in the same day meetings. "If there's a

Continued on next page
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A/BTB . f annual revenue, medium, area defined as a "central city" erwise classified as part of a Met-
rers $150,001 to $750,000; large, by the U S Office of Manage- ropolitan Statistical Area.
$750,001 to $2.5 million; and ment and Budget, "suburban/ Business mix is classified as
Classifying agencies agencies by revenue, location/ jumbo, over $2.5 million. medium city,” an area adjacent "personal lines" or "commerial
marketing area and mix of‘busi- The association defines total to urban area or medium-size lines" if at least 70% of an agen-
ALEXANDRIA, Va.-In an at- ness, such as "small, urban, com- revenue as all insurance prod- city, "small town," a community cy's revenue is derived from ei-
tempt to create a clearer way to mercial lines," "medium, rural, uct-based income, including or county with population of ther of those accounts.
measure independent agencies, personal lines" or "lumbo, sub- commissions, contingency in- less than 50,000 that is not An insurance agency may be
the Independent Insurance urban, balanced personal and come, fees and interest earned within a Metropolitan Statistical classified as "balanced personal
Agents of America Inc. has commercial lines " on premiums Area as defined by the Offtce of and commercial lines" if both
formed a Standard Agency Clas- Agency size is determined by Location/marketing areas are Management and Budget; and personal lines and commercial
sification System the following revenue classes- defined as- "urban,” mainly an "rural,” an area with a popula- li nes accounts generate less
The new system categorizes small, $ 150,000 or less in total inner-city or densely populated tion of 5,000 or less and not oth- See A/BT Briefs on nextpage
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lack of dear vision, that will be bru-
tally apparent from the get-go,"” Mr
Kliman said.

To prevent this from happening,
he said there must be a physically
printed agenda "that says this iS

caata

what we're going to talk about"
and speafies the time penods

"As a meeting professional, it's 7, “
my responsibility to work with the 4-1<4
meeting sponsor to make sure they
know with a gut danty that the
spothght mil be on them" and
they must have their business prep-
aration done, Mr. Klunan said This
doesn't mean the sponsor willl read
a 20-page speech verbatim; some
people can run a very successful
meeting without notes. But "they
can't lust wmng it, he said

Even brainstorming agendas have
to be wrapped around something - "
else, he said. "This is not a group
therapy session where you Just =, 1
come in and start tallang stream of
consciousness, this is a business ses-
ston- OsiPi, I, i.4

A meeting's purpose wlll help de-
termine how it's run, he noted

For example, there is no hard Y
and fast rule about holding events FIRW/"
throughout the day during a muilti- - 5, V 32167t .
day conference or leavmg mom-
ings free for golf. Instead there are ~r RA * at
common-sense rules such as not
keeping people m a dark room for
hours at a time 4" mv.

Although there are guidelines for
how many days a conference onz 71
should last, there can be diminish- - ffy Jorl f
ing returns after four days. M\/$O1 9**44«:

People have hves outside of 24 xS

meetings and they're golng to start
concentrating on their outside IS IT ANY WONDER OUR NEWEST SYSTEM IS CALLED "SMART"?
world, whether It'S their family or
their business," he said

Bells and whistles and Whiz-bang At Delphl, we recognize our desktop- Marketing’ |ntegrated Rating‘
One thing that is certain is that technology are perfectly fine But for ongoing responsibility to deliver new Fax, Download, Policy Processing,
large Insurance industry organtza- our clients, there needs to be something functionality and enhancements to our ACORD Forms, Accounting, Imaging
tions spend a good deal of tune more answers, ideas, smart busmess INfinity; INSIGHT; Insurnet™and and more And as a full Windows-based
and money on meettngs, Mr. Kli- solutions And that's exactly what PC-ELITE" clients to further improve application, SMART is as easy to use as
man said Delphi provides to our more than agency efficiency, competitiveness and poinbng and chclang
Meeting planners who 10 years 12,000 clients. which mclude 90% of service We also offer a variety of Delphi remains committed to
ago did httle more than make sure the industry's largest brokerages. system options like Branch Office offering each of our clients intelligent
the temperature was nght and the From customized automation tools Operations, Remote Communicattons business solutions. Because m our view,
coffee cups were ready today are in- to the industry's finest support and and ucal Area Networks (LAN), that's the smart thing to do.
volved in malang sure the meet- consulting services, our solutions take along with the integration of Windows® For more Information about
ings run effectively, he said many forms. All in an effort to answer technology and Graphical User Delphi's product and service offerings.
your diverse needs Interface tools So our clients can take or for a free SMART for Windows

There's another certam thing,
too, he said. advantage of future opportunities by demo diskette and information Kkit,
evolving their systems at theirown pace call 1-800-4-DELPHI, ext. 225

Our newest system, SMART™ for
WmdowsP is LAN-based and uses a

Even though teleconferencing

and other technological advances
can in some cases ellmmate the

relational database and Client Server *
need for an executive to fly to and . . D E L P H I
i . y ﬂS MART technology to deliver fully-integrated
from a distant city to make a 20- ‘Windows business solutions right to your 1N ORmarioN $.5TEM:

minute speech, meetings are not
heading to the corporate museum
anytime soon MiclosoR.

M frnomilm

DELIVERING SOL«UI IONS FOR TODA AND TOMORROW
"l don't think you Mil ever re-

place the need to press the flesh

Windows as a registered trademark of M,crosoft Corporation

and gettmg to know people," said
Mr Kliman il
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than 70% of the agency's revenue.

Copies of the Standard Agency
Classification System are available
by calling the IIAA at 703-683-
4422.

The lIAA is the nation's largest as-
sodation of independent insurance
agents, representing more than
280,000 agents.

NCIM chairman

AUSTIN, Texas-The National
Council for Insurance Marketing

has nanned itS filSt chairman and

established a scholarship program.
The NCIM is an arm of the Aus-

tin, Texas-based Academy of Pro-
ducer Insurance Studies, a research
and development organization that
promotes insurance and risk man-
agement information.

Thomas G. Williams, chairman
and chief executive of InterVWest
Corp., a Sacramento, Calif.-based
agency with more than $150 mil-
lion in property/casualty premium
volume, is the new NCIM chair-
man. His insurance sales concepts
form the basis for the council's Dy-
namics of Selling program, an

agency sales training program.

To honor Mr. Williams, the
NCIM established 10 Thomas G.
Williams Scholarships for its Dy-
namics of Selling program.

For more information on the

scholarship program, contact the

National Council for Insurance
Marketing, P.O. Box 27027, Austin,
Texas 78755; 512-346-7050; or e-

mail at alliance@scic.com.

Chair endowed

BRYN MAWR, Pa.-An endowed
chair in memory of a late insurance
executive has been established at
The American College in Bryn
Mawr, Pa.

The Charles J. Zimmerman En-

dowed Chair in Life Insurance hon-

ors the late Mr. Zimmerman, who

was chairman and chief executive

officer of Connecticut Mutual Life

Insurance Co. during a 50year in-
surance career before passing away
in 1994.

The chair was set up earlier this
year with $1.2 million in funds
from Mr. Zimmerman's estate, con-
tributions raised by the Connecti-
cut Mutual Fundraising Steering
Committee and a matching gift

from Connecticut Mutual Life In-

surance Co.

The American College, founded
in 1927, offers various professional
designations and courses in life in-

surance and finandal services.

Information in brief

The Michigan Ins:irance Hall
of Fame, based at Olivet College

in Olivet, Mich., is accepting nomi-
nations for new inductees until
May 31. An induction ceremony
will take place Oct. 23. For more in-
formation or to nominate profes-
sionals who have made significant
contributions to insurance or risk
management in Michigan, contact
Michael R. Hubbel, administrator of
the Michigan Hall of Fame, at 616-

749-7626....A revised edition of

the "Insurance Designations
Handbook" is available from the
Society of Insurance Trainers & Ed-
ucators, 2120 Market St., Suite 108,
San Francisco, Calif. 94114; 415-
621-2830. Copies of the revised
handbook, which lists more than
70 designations as well as their re-
quirements and sponsoring organi-
zations, are $5 each for SITE mem-
bers, $6 for non-members. Ell

Texas agents to put fingers in ink

Fingerprinting program aims to keep criminals out of industry

By MICHAEL BRADFORD

ew Texas insurance

quired to submit to fingerprinting
when taking license examinations
conducted by Insurance Testing

happened the conviction has been
quite a ways in the past and the ap-
plicant had tons of evidence that

agents rnust file Corp. at locations throughout the indicated he was rehabilitated," ex-
their fingerprints state. The prints will be forwarded plained a spokesman for the Texas

Jeff Rubin of Kaye Insur-

ance knew what his client

needed. E&O liability cover-

age to protect against inten-
tional assault, false arrest,

malicious prosecution, libel
and slander, violation of

privacy and more.

to the Texas Department of Insur-

- surance Depart- ance and background checks will

be conducted using the databases
fraud-fighting program adopted by of the National Crime Information

the state.

Department of Insitrance in Austin.

The rule also will apply to agents
already operating in the state if
they apply for a license to market
additional types of coverage.

Agents support the rule change.
The license of an applicant iden- "We started off feeling like it was
agents may be denied a license un- tified as having a criminal record going to be a relatively time-con-

rthe rulé adopted recently By | have to be approved by the  suming procedure to follow,” said

Texas Insurance Commissioner
) commissioner. Don Morriss, president of the Texas
Elton Bomer (B|, April 15)- There are no state laws that bar Assn. of Insitrance Agents.

The requirement also applies to sonieone with a conviction from But, after studying the proposal
risk management consultants, ad- the association decided it was in fa-
justers, reinsitrance intermediaries,
fitle company
tors who
for propertykasualty agents and life

insurance counselors.

Center and the Texas Crime Infor-

If a criminal background check mation Center.

turns up a record, prospective

getting a license, but there is a stat-

ute that allows denial or revocation vor of the effort to screen appli-

y escrow officers, solid- of a license if an agent has been cants for criminal activity. “We
rm certain functions convicted of a felony. don't want to subject our clients
"The commissioner can grant a and the general public to anyone
license to someone with a record, with a criminal record," said Mr.

Under the rule, agents are re- Morriss. M

but in the few cases that thai has

Effective Security Systems needed
coverage for property they guarded,
insurance to pay legal expenses,
protection for personal injury lawsuits by
employees, for punitive damages, and
still more. In short, they AAKAL,A

et st gl

Jeff "talked to the

Brownyards" because 1

|cy 0 Now Avalape

COMP S

he knew they created 009, 1/VIAA*\ ANAP

this coverage, because they pro- F vV v, T4
vide insurance for more guard and

investigator firms than anyone else,

because they are backed by excellent

insurers, because the rates are competitive
and the claim service is unexcelled.

Whether your clients needs are com-
plex or simple, just like Jeff, give yourself
the competitive edge. Call or FAX for a
quote today. "Talk To The Brownyards."

BROWNYARD

\GROUR INC.

21 Maple Avenue, CN9175, Bay Shore, NY 11706-9175
(516) 666-5050 = (800) 645-5820 (Except in NY) » FAX (516) 666-5723

LEE AND ASON HAS BEEN HELPING BROKERS
WITH THEIR AUTOMOBILE LEASING INSURANCE
OPPORTUNITIES FOR OVER 15 YEARS ...

. Residual VValue Insurance

. Contingent and Excess Liability

- GAP Insurance

* Vendors Single Interest

f.-rel ' ' r- filf '
J_.— g« CY W) 4«__I %
. 41% TJF 1 21

Combining our industry expertise and highly-rated resources to

provide customized programs, together with prompt and efficient

servicing of all policies, we make you look good to your client.

LEE AND MASON OF MARYLAND, INC.

a meniber of the

BSCRmerica

financial services group

20 Park Avenue

Baltimore, MD 21201

410-752-8700

410-752-0175 (fax)
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Insurance firms require fraud oversight

Employment practices now come under federal scrutiny-and include federal penalties

By W. Neil Eggleston
and Dimitrid. Nionakis

ICTURE THIS SGENARIO: An
Bureau of Investigation has just
called the general counsel of a
large insurance broker or
company and informed him that
the FBI was investigating
violations of federal criminal law
relating to the company's
employment practices.

Both the director of human
resources and the general
counsel had held their jobs for a
long time and did their best to
follow the typical issues and new
developments in employment
law.

But, what they did not know is
that the Violent Crime Control
and l.aw Enforcement Act of
1994 enacted new provisions
that make insurance-related
matters federal offenses for the
first time.

‘these laws affect both the
company and its individual
employees, from the entry-level
secretary to the general counsel
and the chief executive officer.
Most importantly, the legislation
all lilit mandates that any
com pany engaged in the
business of insurance or
reinsurance-including agents
and brokers-implement a
compliance program in its
employment practices to ensure
that it is not exposed to federal
criminal liability.

This legislation resulted from
Congress' conclusion that there
is a need for federa] law
addressing the insurance
industry.

For more than three years, the
House Energy and Commerce
Subcommittee on Oversight and
Investigations conducted
hearings on this subject. The
panel concluded that the
patchwork of state enforcement
of insurance laws and
regulations was ineffective (Bl,
Feb. 29,1990).

First, the subcommittee
examined the failures of four
major insurers: Mission
Insurance Co., Integrity
Insurance Co., Transit Casualty
Co. and Anglo-American

Insurance Co. The subcommittee
also studied the near-failures of
Omaha Indemnity Co. and the
Insurance Co. of Ireland. The
patiel concluded that the states
were inadequate in investigating

and taking legal action against

insurance fraud. The
subcommittee also concluded
that the existing state statutory
penalties and remedies were not
in accord with "the realities of
today's insurance market and
the interstate and international
nature of the business of
insurance in todav's
marketplace."

In particular, the

subcommittee found that

individuals involved in

insurance fraud often escape
investigation and even continue
their unlawful behavior in the
insurance industry.

Second, the subcommittee
found that federal criminal
enforcement of insurance fraud

had been restricted for two

reasons: defrauding or
embezzling from an insurance
company was not a federal
crime; and even though the
federal government could

prosecute insurance fraud by
enforcing mail and wire fraud
laws, the provisions have only a
five-year statute of limitations,
which often expired before
criminal investigations could be
completed.

Congress rectified the latter
problem by extending the
statute of limitations for
prosecuting mail or wire fraud to
10 years.

The new legislation appears in
the U.S. Code in Sections 1033

and 1034 of Title 18. Section

1033 applies to persons
"engaged in the business of

insurance whose activities affect
interstate commerce.” The law
defines the "business of
insurance" as "the writing of
insurance, or the reinsuring of
risks by an insurance company,
including all acts necessary or
incidental to such writing or
reinsuring and the activities of
persons who act as, or are,

officers, directors, agents or

employees of insurers or who are
other persons authorized to act
on behalf of such persons.”
Under the statute's definition,
most insurance business
unquestionably affects interstate
Section 1033 punishes any
person who: "knowingly, with
the intent to deceive, files a false
statement with or willfully and
materially overvalues any land
to an insurance regulator for the
purpose of influencing the
actions of that insurance
regulator; willfully embezzles or
misappropriates funds of an
insurance company; knowingly
See Fraud on next page
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The anti-fraud law essentially requires that

Continued from previous page
makes false entries or statements
regarding the financial solvency
of an insurance company with
the intent to deceive any
individual or regulator regarding
the financial solvency of that
company; and obstructs the company's employment
investigations of insurance practices.
regulators.” Section 1033(e)(1) has
The maximum punishments for

these offenses include substantial

reciprocal provisions that: bar

certain types of felons from the
fines and/or imprisonment insurance industry and, more
ranging from 10 to 15 years.

Section 1033 also criminalizes

significantly for the companies

bar insurers and brokers from

one aspect of an insurance employing such felons.

companies react immediately to the new
requirements to avoid any sanctions
against their employees.

These requirements will have
immediate impact or* the
nsurance industry and essenially
require that companies react
mmediately to the new
requirements to avoid any
sanctions against their emplcyees.

The new section prohibits any

individual who has been

Tbey iuseu INSURANCE.
wi iupmiAS SURANCE.

Many companies can sell insurance, but can
they give you assurance? Assurance that your
phone call will be returned. Assurance your
questions will be answered. And assurance
you'll always be treated warmly and with
respect. This is, after all, a business built on
meeting the needs ofpeople.

It's something we've never forgotten.

We're Standard Insurance Company and
we selllife and disability insurance and
retirement plans for individuals and groups
plus group dental. But, the truth is, we're
really much more than just an insurance
company. We're a people company. That's
because we know our services mean nothing
without solid, long-term relationships with
rPreople lilkke yaoua o

So, the question is, who do you want to
work with? Someone big? Someone small?
Fortunately, we're both. We're large enough
to provide the products you demand, yet
small enough to offer the quick and personal
service you need to stay on top. Did we
mention knowledgeable representatives?
You'll get those too.

What's more,we'll keep our promises
because we know there are people out there
relying on you to keep yours.

For more information about working
with our unique company headquartered in
Portland, Oregon, call us at 1-800-642-9888

(8 a.m.-5 p.m., Pacific Time).

STANDARD INSURANCE COMPANY

People.Not jl,st policies.™

"convicted of any criminal felony
involving dishonesty or a breach
of trust, or who has been
convicted of an offense under
(Section 1033)" from willfully
engaging in the business of
insurance or participating in such
business, unless he or she obtains
the written consent of any
insurance regulator authcrized to
regulate the insurer. The
maximum punishment for this
violation is a fine anc/or
imprisonment for a maximum of
five years.

The reciprocal section imposes
a restriction on an insurance
organization's employment
practices. Subsection

1033(e)(1)(B) prohibits an
individual engaged in the
business of insurance from
"willfully permitting” an
individual convicted of the crimes
described in subsection
1033(e)(1)(A) to engage in the
business of insurance.

Under the federal criminal
code, an "individual” is a human
being. Thus, the statute does not
impose direct criminal liability on
the company. The statutory
limitation to individuals,
however, may or may not
preclude the possibility of an
insurer or broker being accused of
aiding and abetting the
commission of this offense.

The maximum punishment on
an individual for this offense is a
fine and/or imprisonment for up
to five years.

Finally, Section 1034 authorizes
the U.S. attorney general to bring
a civil action for monetary
damages and iniunctive relief
against any "person” who has
violated Section 1033. "Person”
in this context usually includes a
company. Consequently, this
section may directly impact an
insurance company or broker
because it permits the attorney
general to seek monetary
damages in addition to the fines
imposed under Section 1033.

Any monetary damages

awarded under this section for a

violation that contributed to an

insurance company's being
placed in receivership will be sent
back to the appropriate state
regulator for the benefit of that
insurer's policyholders, claimants
and creditors.

More importantly, Section 1034
lets the attorney general seek an
injunction against the company,
which could be as drastic as
enjoining the company from
further engaging in insurance.

For any insurance organization,
Subsection 1033(e)(1)(B) is likely
the most important provision and
requires immediate attention. The
apparent purpose of this
provision is to prevent the
recurrence of these types of
white-collar crimes by the same
individuals. Notably, the
provision does not forever bar
convicted felons from
participating in the insurance
business. Rather, such an
individual may return to the
insurance industry if he or she
obtains written consent from an
authorized regulator.

A careful reader may have
noticed that Subsection
1033(e)(1)(B) punishes only
"willful” violations of the
employment restrictions.

This generally means that to
impose liability, the government
must prove the individual knew
the particular employee had a
qualifying prior felony. Reliance
on this loophole-without any
compliance program-would be
perilous.

The government may very well

conclude that an insurance

organization's failure to
determine whether its

Continued on page 36P
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Continued from page 36N
employees had a disqualifying
felony was evidence of willful
blindness to the possibility that
its employees could have such a
felony.

Therefore, any company
involved in the business of
insurance must ensure that it and
its employees are not employing
individuals who have prior
convictions for violating Section
1033 or who have been
convicted of a felony involving
dishonesty or a breach of trust.

While the direct criminal
liability of insurer, agent or
broker for such a violation may
be debatable, the company may
still be subject to monetary
penalties and inlunctions under
Section 1034.

How should an insurance
company or broker begin
thinking about a compliance
program that will help it avoid
liability under the new statute?

First, the insurer or broker must
determine which positions
within the company entail
engaging or participating in the
business of insurance.

There are generally two ways of
interpreting this language.

The company could narrowly
view the statute as applying only

to individuals directly engaged in
writing insurance or reinsuring
risks.

For example, ttis would
include underwriters and real
estate appraisers.

However, this approach is
probably insufficient for two
reasons.

First, though the definition of
"business of insurance"” describes
two broad but well-defined
categories, it also includes "all
acts necessary and incidental to
such writing or reinsuring and
the activities cf persons who act
as, or are, officers directors,
agents or emp-oyzes of insurers
or who are otter pelsons
authorized to act on, behalf of
such persons.’

This language, especially the
term "employees of insurers,"

seemingly broadens the
definition. Second, Subsection

1033(e)(1)(A)'s use of the word
"participating ' may mean it
applies to individuals other than
those directly engaged in the
insurance business as defined by

the statute.

Therefore, the safer approach is

to include even those individuals

who are indirectly involved in
the business of insurance but

could still engage in the type of
unlawful behavior the statute is

designed to prevent. This would

include individuals who hold

When it comes to
Workers' Compensation

supervisory, support or advisory
positions, e.g. officers, directors,
accountants, advisers and
secretaries. Companies also
should consider including
clerical support staff and
administration personnel.

The next problem is identifying

employees may participate in the
insurance business even though
an entire entity does not.
Insurers and brokers need to
determine which entities employ

individuals in positions that the
insurer has concluded fall within

the definition of the "business of

The insurer or broker must

determine which positions within the

company entail engaging or participating
in the business of insurance.

which discrete entities or
subsidiaries of the insurance
organization must comply with
this statute.

This can become a difficult
question, especially for
companies that have several
units but not all of them
specifically engaged in the
insurance business as defined in
the statute. It is insufficient
simply to check the entity's
business purpose because some

insurance." Then, entities that
employ such individuals can
apply necessary compliance
procedures.

It is worth noting the law does
not apply just to those recently
hired.

A longtime, perhaps highly
trusted, employee might have a
conviction that falls within the
provisions of Section 1033.

Companies must ensure they
identify all employees, regardless

of length of employment, who
have a disqualifying felony.

To be safe, insurers and brokers
should institute regular

procedures to stay in compliance
with Section 1033. im]

W. Neil Eggleston is a partner at
Howrey & Simon in Washington
and is co-chairman of the firm's
white-collar criminal defense
practice area. He was associate
White House counsel to President
Clinton in 1993-1994.

Dimitri J. Nionakis is an
associate at Howrey & Simon in the
white-collar criminal defense and
commercial and antimist litigation

practice areas.

Errors & omissions

Due to an editing error, the
name and location of a broker
appearing in an artide in the
April 1 Agen*Broker Topics sec-
tion, "Inok Beyond Bottom
Line, Experts Say/' were mis-
spelled. AMT Inc. is a Worcester,
Mass.-based insurance brokerage.
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extensive line of Group Disability products,
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sooner and help minimize disability costs.
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the right combination of managed disability
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Managed care discontent growing

By Brent J. Graber

HE FORTUNES OF MANAGED care are

increasingly leopardized by its own astonishing
success Managed care has far and away met its
mandate to drive down health care costs, but there is a

Cost reduction successful 350 (3rd Cir J

but consumers now press -

URETY,T085); Pactficare of Ukfahoma™
Inc vs Burrage, 59 F 3d 151 (10th Cir July 11, 1995)
and Rice vs Panchal, 65 F 3d 637 (7th Cir Nov 6,

to retain wide access to care 1995)

growing concern that the tradeoff is ever-dimmishing insurance plans to cover and pay for such services

access to health care It is increasingly clear that

consumers demand more of a balance between the

cost and availability of health care, and that

without restrictions that may impede or discourage
access to such care " Similar legislation is also

pending before the U S House Ways and Means

legislatures, courts and Juries will move to Strike that Committee

balance if managed care organizations fail to do so

An even broader effort seeking more fundamental

Lest we forget, managed care has done exactly what change in managed care is underway in California

was asked of it The annual increase in health

insurance rates had been intolerable, far exceeding

Consumer advocates have joined with the California

Nurses Assn to petition to put an mitiative on the

the Consumer Price Index, with double digit increases November ballot that would restrict the ability of a

each year between 1988-1992 Managed care first
slowed the annual rate of increase, and then
amazingly reversed it

Studies by A Foster Higgins & Co Inc found that
group health care costs declined 1 1% in 1994 and
were virtually flat in 1995 (BI, Jan 29)

How did managed care do it? Partly through
negotiation of lower prices for health care, eg,by
providing greater patient volume to health care
providers in return for reduced compensation
However, such price reduction in and of itself could
not substantially reduce, much less reverse, years of
increases in health care costs Rather, the principal

managed care organization to deny treatment

Causes of iction seeking recovery based on denial of
benefits under a managed care plan continue to be
held to be pre-empted However, even with such
causes of actions, one must still determine whether
the managed care plan is sublect to ERISA For
example, ERISA does not apply to health benefit
plans established for the employees of a governmental
agency

When ERISA does not apply, plaintiffs can proceed
with tort law causes of action alleging wrongful
denial of benefits, and when juries get those cases the
results can be staggering The most infamous example

recommended by the health care professional treating remains For vs Health Net Inc, a 1992 case in which

the patient, prohibit financial incentives for
physicians to limit care, and release physicians from
any "gag rules" contained in their contracts with
managed care organizations

Many other states are also considering, and
Massachusetts has already enacted, "gag rule"
legislation prohibiting managed care organizations
from restricting physicians from advising patients
about treatment options which may not be covered by
the managed care plan

Such legislation is designed to counteract contract

tool managed care organizations have used to reduce provisions forbidding physicians from speaking

health care costs has been utilization review

Health care consumers have initially been quite

"disparagingly” about the health plan or from making

any communication that "could undermine the

satisfied with managed care While consumers do not confidence of enrollees, potential enrollees, their

employers, their unions or the public in (the managed care organizations.

like limitations on their selection of health care

providers, they do like reduced health care costs,

WWhile consumers do not like
limitations on their selection of

health care providers, they do like
reduced health care costs.

particularly since they frequently pay at least a
portion of the premium

However, a recent survey conducted by Sachs
Group, a health care market research firm based in

among Chicago-area consumers was reported with
respect to the quality of the physicians and hospitals

care organization) or the quality of (its) coverage,”

a California jury awarded $77 million in punitive
damages and $12 million in compensatory damages to
the family of a 38-year-old mother who ultimately
died from breast cancer after the HMO denied
coverage for a bone marrow transplant The HMO
maintained that the procedure, which was the only
treatment which remained medically available to the

patient, was not covered because it was

Courts are increasingly allowing
suits involving the quality of care
to proceed against managed

because such provisions could have a chilling effect on

communications about treatment options and costs

Some states are also considering legislation that

"experimental/investigational " The plaintiff's

would require managed care organizations to disclose attorney argued that the HMO's definition of
the terms of their physician contracts to members and "mvestigational” procedures was so ambiguous that it

prospective members of their health plans

could include virtually any medical procedure In

In addition to legislation mandating the provision of addition, evidence was introduced that the HMO

certain care, courts are increasingly allowing suits
involving the quality of care to proceed against
managed care organizations despite the ERISA
pre-emption to which they arguably are entitled

allegedly utilized financial incentives to encourage its
claims examiners to deny coverage for costly
procedures

Last year, an arbitration panel awarded $ 1 million

ERISA, or the Employee Retirement Income Security against the parent company of that same California

Act of 1974, IS the federal statute that regulates
benefit plans sponsored by private employers, and it

HMO for another claim in which the HMO similarly
denied treatment for a cancer patient on the grounds

pre-empts state laws that "relate to" those plans As a that it was "experimental/investigational " The
Evanston, lll, reveals that consumers are growing less consequence, a plaintiff seeking recovery for m]uries arbitration panel found that the treatment was not
satisfied with managed care A drop off in satisfaction resulting from benefits received under an employee

experimental because it was being increasingly used

benefit plan is essentially limited to seeking recovery in cancer cases with some clinical success, and the

of those benefits under ERISA Recovery can not be

in their network, the range of services covered, access obtained under a state's tort law for compensatory

to emergency care and the handling of claims

That growing consumer discontent is manifesting
itself in several ways One way is the push for
legislation requzing the provision of certain
minimum care For example, at least 10
states-Maryland, New Jersey, North Carolina, New

Kentucky and lllinois-have enacted legislation
requiring insurers to pay for a 48-hour minimum of

damages such as pain and suffering, disability or
disfigurement, nor for punitive damages That can

arbitrators found the term "mvestigational” too —i

ambiguous to be used as a basis for denying coverage
The arbitrators furthermore found that the HMO had

sought to interfere in the physician-patient

lead to situations where an injured patient has little or relationship by pressuring the patient's physician to

no meaningful remedy, which has not gone

reverse his support for the treatment The arbitrators

unrecognized by the courts For example, in Corcoran concluded that the actions of the HMO constituted
us United Health Care Inc, 965 F 2d 1321 (1992), the "extreme and outrageous behavior exceeding all
Mexico, New York, Massachusetts, Virginia, Indiana, 5th U S Circuit Court of Appeals applied the ERISA bounds usually tolerated in a civilized society "

pre-emption but made a point of observing that "we
are not unmindful of the fact that our interpretation

inpatient care for maternity patients and their babies of the pre-emption clause leaves a gap in remedies

following delivery That legislation was enacted to
prohibit managed care organizations from requiring
discharge of such patients within 24 hours, so-called
"drive through" deliveries Similar legislation has

with a statute intended to protect participants in
employee benefit plans "

Because of that inequity, courts are now
increasingly ruling that some state law causes of

Among the top 10 monetary verdicts of 1995 was a
$40 million verdict in Fulton County, Ga, against
Kaiser Permanente, the largest HMO in the country
The family of a 6-month-old boy with a rare blood
clotting disease alleged that he lost both hands and
legs following a cardio-respiratory arrest during the
trip to the hospital The HMO had directed the family

been introduced in the U S House of Representatives action do not sufficiently "relate to" employee benefit to a hospital 42 miles from his home, where the HMO
Legislation is also pending in 31 jurisdictions-and plans, and so may proceed The most notable example received a 15% discount, despite the fact that the
has already been enacted in Arkansas, Louisiana and of that are causes of action based on medical

Virginia-that would set standards for access to
emergency care That legislation typically would
prohibit managed care plans from requiring prior
authorization for emergency care and defines what

malpractice, le, causes of action against managed
care organizations seeking recovery for Injuries
allegedly resulting from negligent care by a health
care provider who is alleged to be the actual or

constitutes such care For example, the bill introduced apparent agent of the managed care organization

in the lllinois House states that it is intended "to
promote access to emergency medical care by
establishing a uniform description of emergency
medical condition that is based on the average
knowledge of the prudent layperson, and requiring

child had a 104-degree temperature

In October 1995, a Cook County, lll,Jury awarded
approximately $9 7 million on behalf of a newborn
suffering mental retardation against the mother's
primary care physician, a family practitioner, who
acted as the HMO's "gatekeeper" for referrals to

While many of the initial decisions, such as Corcoran, specialists That primary care physician appropriately

held that malpractice actions are pre-empted, the

referred the mother to an OB/GYN upon the diagnosis

weight of recent decisions is that such causes of action of pregnancy, and she did not provide any of the

are not pre-empted In that regard, thre'e different
federal appeals courts have ruled to that effect during

prenatal care However, the primary care physician

See Managed care on nezt page
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ASK A BENEFIT ACTGARY

Why is our pension plan
underfunded?

Q

This question comes from a
chief financial officer who just
learned that the Pension Benefit
Guaranty Corp. views his
company's pension plan as
underfunded. The CFO was
informed that the plan has more
than $50 million in unfunded
vested benefit liabilities. This is a

surprising result, since the most recent pension
valuation showed that plan assets were approximately
equal to the plan's current liability.

Because of this underfunded status, the plan
sponsor will have to make an informational filing
with the PBGC. The PBGC recently extended the
deadline for this filing to May 31, 1996, for
calendar-year plans.

This anomaly was created by the General
Agreement on Tariffs and Trade legislation enacted in
December 1994. If a pension plan sponsor funds the
plan at the target prescribed by law-the plan's
current liability-then the PBGC still may consider
the plan to be underfunded and require information
from the plan sponsor to monitor both the plan and
the sponsor's financial condition. The irony of this
requirement is that the PBGC had a heavy hand in the
GATT legislation, which set the current liability
funding target and established the filing requirement
for underfunded plans.

The anomaly is created by the use of different
interest rates for setting the funding target and for
determining whether the PBGC filing is required. The
funding target is based on a plan's current liability.
The current liability is the present value of benefits
that have been earned to date under the plan. The
present value is determined using an interest rate that
is based on a four-year weighted average of yields on
30-year Treasury bonds. For calendar-year plans, this
interest rate for 1995 (the sponsor's most recent
valuation year) was required to fall within a range of
6.55% to 7.93%.

However, the determination of whether a plan has
$50 million in unfunded vested benefit liabilities is
determined based on the yield on 30-year Treasury
bonds on a single date-the first day of the plan
year-rather than on an average over four years. The
interest rate that must be used for 1996 is no greater
than 6.06% and may be less. This difference in interest
rates is the immediate cause of the plan's underfunded
status.

Many plan sponsors are receiving similar news not
only because of this anomaly in the law, but also

Managed care

Continued from previous page

received, initialed and forwarded to the obstetrician
the results of blood sugar tests that revealed that the
mother had gestational diabetes. The obstetrician ap-
parently failed to review those results (and settled out
of the case for his policy limits).

The primary care physician argued that she should
not be held liable for failing to review and act upon
the laboratory results, because she had referred the
patient to a specialist for further care. The jury, how-
ever, refused to absolve the primary care physician of
continued responsibility for the overall coordination
and supervision of the patient's care.

In December 1995, a Portland, Ore., HMO decided
not to take its chances with a jury, and settled a mem-
ber's wrongful denial of benefits claim for $1 million.
In that case, Thomas vs. Sisters of Providence Good
Health Plan of Oregon Inc. (Oregon Circuit Court,
Multnomah County), the plaintiff's neurosurgeon rec-

Differing interest rates
can result in 'underfunding’
in corporate pension plans

Pension plan
funding methods

Employer

contributions

as % of pay

*-9 Projected unit credit cost

*00.3 Entry-age-normal cost

10

9

25 28 31 34 37 40 43 46 49 52 55 58 61 64

Age

Source: Watson Wyatt Worldwide *

GRAPHIC BY KYLE LOCKWOOD

because of a general decline in funding status in this
decade. Watson Wyatt Worldwide's " 1995 Survey of
Actuarial Assumptions and Funding" indicates a
definite downward trend in plan funding status
during the 1990s. For example, 76% of plans in the
survey had assets sufficient to cover current liability
in 1995, while 85% of plans were in this position in
1990.

The median funded ratio-the ratio of plan assets to
current liability-for plans has also trended
downward in the 19905. In 1990, the median funded
ratio for plans basing benefits on final average pay
was 154%; in 1995, it was 124%. Even more
remarkably, the median funded ratio for plans that
provide benefits unrelated to pay was below 100% for
the first time ever in the Watson Wyatt surveys. It was
at 95% in 1995, as compared to 111% in 1990.

One reason for the trend toward less well-funded
plans is the decrease in the current liability interest
rates in this decade. As interest rates decline, pension
liabilities increase. The survey shows that the average
current liability interest rate declined from 8.4% in
1990 to 7.8% in 1995.

A second reason for this trend toward declining
funding status is the dramatic shift to the projected
unit credit cost method for funding pension plans. The
Watson Wyatt survey shows that in 1995, 63% of
pension plans basing benefits on final average pay
used the projected unit credit cost method. This

ommended surgery for a compressed nerve root, but
the HMO denied the request and recommended physi-
cal therapy. The patient's primary care physician ap-
pealed that denial and, seven months later, the HMO
approved the surgery. However, permanent nerve
damage had occurred by that time.

The clear message that the public, legislators,
judges and juries are sending is that there are bound-
aries to the extent to which managed care organiza-
tions can limit access to health care.

The success of rnanaged care organizations in re-
ducing health care costs will not protect them from
this backlash. However, health care consumers will
accept limitations on their access to health care in re-
turn for a reduced price, so long as those limitations
are reasonable and spelled out up-front. In that re-
gard, managed care organizations can reduce their ex-
tracontractual claim exposure if they tighten up the
wording of their health plans, and their marketing
communications, to unambiguously state what care
is-and is not-provided.

Likewise, employers contracting with managed care

compares to 25% of the plans in 1985. Similarly, only
25% of the plans used the entry-age-normal cost
method in 1995, as compared to 43% in 1985.

This pronounced shift from the entry-age-normal
cost method to the projected unit credit cost method is
the result of a change in pension accounting rules that
caused plan sponsors to change their actuarial cost
method. In 1985, the Financial Accounting Standards
Board issued rules requiring that companies accrue
for pension benefits using the projected unit credit
cost method. This requirement was only applicable to
the company's financial statements and did not
require a change in the plan funding. Under this
method, pension costs gradually increase as a
percentage of pay throughout a worker's career. By
comparison, under the entry-age-normal cost method,
contribution rates are kept uniform across a worker's
entire career (see chart).

Plan sponsors observed that the projected unit
credit cost method reduced their pension costs for
financial accounting purposes. With this recognition,
many also reduced their pension contributions by
adopting this method for funding. But, by doing so,
plan sponsors have effectively deferred the funding of
many baby boomers' retirement benefits from the first
half of the their careers to the second half.

The bottom line of this decline in plan funding
status is that many plan sponsors will have tough
choices in the near term regarding their pension plans.
They will have to either reduce future benefit accruals
or increase returns on pension assets. If neither of
these actions is taken, it seems likely that pension
contributions will be increasing. /01

Would you like advice from an emperienced colleague
on a risk management, benefits management or actuarial
problem? Four quarterly features in the Perspective
section of Business Insurance can give you some answers.

Ask A Casualty Actuary, Ask A Benefit Actuary, Ask A
Benefit Manager and Ask A Risk Manager answer written
questions from readers on risk and benefits management
issues and actuarial problems.

This month's column on actuarial
issues in the benefits field is written by
William J. Miner, an actuary with
, 1 Watson Wyatt Worldwide in Chicago.
Wii Richard E. Sherman, president Of
UFf» Richard E. Sherman & Associates Inc.
in Ashland, Ore., answers actuarial
questions in the casualty field. Susan
M. Werner, director of risk
management at Hardee's Food gystems
Inc. in Rocky Mount, N.C., answers risk
management questions. Dennis J.
Nirtaut, managing director Of compensation and benefits
for Arthur Andersen & Co. S.C. in Chicago, answers
questions on employee benefit plans.

Address your questions to ASK Business Insurance,
740 N. Rush St., Chicago, lll. 60611. Please give us your
name, title and employer; however, Business Insurance
will consider unsigned letters.

organizations should be careful to meet their employ-
ees' reasonable expectations and to candidly advise
their employees what care is available under the
health care plan.

While employers have rarely been named as defen-
dants in suits arising out of managed care claims, they
are provided no immunity from such claims outside of
the possible ERISA pre-emption. At a minimum, em-

. ployers should investigate the scope and clarity of the

plan language, the makeup of the network of health
care providers, the financial stability of the managed
eare grganization and its claims handling.

Brent J. Graber is a partner at the

Chicago law firm Btatt, Hammesfahr
& Eaton.
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- u = policyholder or any other single erville's Atlanta office In some
AVO I d I l I CI l a I I e I l e to CI a I I I I party, which can generate dis- instances, he said, compromise is
putes over who was responsible a better solution

"The general interpretation of "If you take an extreme position

Accountants can back up business interru ption claims that appears to say that it is not on one of the various issues,
just you, the insured, who has to whether it's your costs or your

By ROBERTO CENICEROS one area that can become a sub- worked on both sides of the be diligent," Mr Weldon ex- continuing expenses | think it is
lect of dispute, according to Mr fence-the insurance adjuster plained "It is everyone else in the just going to leave (insurers) open

TORONTO-Policyholders must Weldon, who also moderated the does not normally say, 'Yes, | world who has to be diligent to picking through every part of
hire their own accountants or ad- session In particular, he said, agree what you are doing is rea- When it comes to getting permits, your claim for diligence," he said
lusters to prepare and settle bum- there are different due diligence sonable ; " said Mr Weldon or when it comes to construction, "Certainly there IS a range of ac-
ness interruption claims if they requirements depending on "Sometimes they do, but in most the architects (or) the placement ceptable amounts and | think if
are to get a fair shake from insur- whether the company is covered cases, they say, "You must do what of equipment by manufacturers, you take the most aggressive

ers, a risk manager says by a "gross earnings" business in- you think IS right and we are not the insurer, | believe, is entitled to points of view on one of those is-

Expert advice is needed because terruption policy form or a "gross here to advise you ' " look to all of those people for dili- sues (insurers) are going to look at
standard business interruption profits" form, which is more prev- It would be more helpful to get gence the other ones where you fit
policy language leaves plenty of alent in Canada and the United them to agree that a policyhold- "And, of course, it is open sea- within that range and try to put
room for interpretation by insur- Kingdom than the United States er's plan of action is reasonable son when it comes to deciding you back on the bottom You are
ers, two accountants say However, use of gross profit forms before It IS submitted, because It who should have done what and forcing them to do that "

More often than not, the insurer is increasing in the United States, would take the sting out of any re- in what length of time," Mr Wel- Placer Dome's Mr Russell
and policyholder will disagree on Mr Weldon said lection after a claim is filed, Mr don added "It does become an is- closed the session by saying that a
the size of business interruption Gross profit forms typically Weldon said sue in a number of losses and it is problem he typically encounters is
losses, said Jonathan A A Russell, state that "The insured shall with For risk managers, the main de- something to be aware of It is one that underwriters take a "simplis-
manager-risk and insurance for due diligence do and concur in do- fense to an insurer's rejection of of the serious disadvantages, | tic and naive approach” to calcu-
Placer Dome Inc, a mining com- ing and permit to be done all think, to the gross earnings form " lating, or helping him calculate,
pany in Vancouver, British Co- things which may be reasonably Insurers have constructed the business interruption losses
lumbia practicable to minimize or check gross earnings form in an attempt He advised fellow risk managers

"The (Insurer's) accountants in- any Interruption of or Interference ONE to determine what the policyhold- to prepare their own business in-
variably take a very aggressive with the business or to avoid or to er's probable maximum loss will terruption calculations for vari-
position They discount our claim diminish the loss " be, Mr Weldon explained To do able and fixed costs and not rely
by 50% or, if we are extremely "The onus is very clearly on the ,, so, they have tried to assess such on insurers for that
fortunate, by 60%," he said face- insured,” Mr Weldon pointed out factors as what reasonable length "We used the underwriter's own
tiously "It's all very frustrating "If you are under a profits form, of time will be required for re- form in calculating these business
How can two recognized firms of the insurers are going to be say- pairs following a property loss interruption values and nobody
accountants, supposedly profes- ing;Well, could you have done the reasonableness of a business They also consider such factors as really helps us to determine what
sionals, come up with widely dis- anything which would have re- interruption claim will be spare part availability and how is fixed vs what IS variable," he
paraging numbers? Surely one is duced the period of time for which "Whatever you did appeared to be long repairs or replacements said "So we basically ripped up
mistaken-or, worse, unprofes- you were down? Or reduced the reasonable and you took advan- should take anything the insurers gave us and
sional and trying to mislead the impact of the interruption event, tage of whatever advice was Business interruption claims prepared our own Bl evaluations
opposition Seemingly, utmost like using temporary facilities, available and seemed reasonable disputes are particularly likely to It's taken a while to streamline
good faith is a one-way street " ete 2™ at the time," according to Mr arise for businesses working out these things and it takes some ed-

Mr Russell moderated a session The insurance adjuster and its Weldon of rented facilities For example, ucation for the accountants in our
on business interruption at the accountants typica-ly have hind- "l think that is a difficult thing losses may grow for the renter if various mines to get their minds
34th annual Risk & Insurance sight on their side in deciding for anyone to argue with," he the property owner doesn't around this concept
Management Society Inc confer- whether the policyholder acted added "If you were doing some- quickly decide whether to replace "That is something | think we
ence, held last month in Toronto "reasonably” or could have done thing which was reasonable at the a damaged building Insurers typ- should protect ourselves with be-
He was joined on the panel by two something more to minimize time, and it turned out there was ically Will argue that they won't cause underwriters tend to seek
of Placer Dome's accountants Pe- losses, said Mr Weldon something you could have done pay for business interruption to refute liability We are working
ter Weldon, a principal in the Van- In addition, he said, they are not that was better, | don't think you losses incurred as a result of the within a very adversarial system
couver office of Lmdquist Avey always willing to provide advice are necessarily in trouble " building owner's mdecision and it is very frustrating for the
Macdonald Baskerville Inc, and to the policyholder on how to cal- In contrast to the emphasis Yet fighting an insurer every non-accountants among us to un-
lan Ratner, an associate in Atlanta culate business interruption placed on the policyholder by the step of the way is not the best derstand these diametrically op-
with the same accounting firm claims, which could help avoid a gross profit policy form, gross route to resolving business inter- posed positions the accountants

When settling business inter- dispute earnings forms also call for due ruption claims, said Mr Ratner, of take We really do need good ac-
ruption claims, due diligence is "In my expeluence-and | have diligence, but do not limit it to the Lindquist Avey Macdonald Bask- countants to help us "

Don't overlook data security o=

computer systems from viruses is

Technology a powerful tool, but exposure to hackers can prove costly to only use software made by a re-

liable source, he suggested

By JOANNE WOJCIK phone, on your fax or in your ous," he warned probably have two locks and bars This summer, digitally signed

copier," he said To make sure a fax reaches ItS on the ground-floor windows," he software designed to be virus-pro-

TORONTO-The same techno- "The number and complexity of intended party, Mr Ingram rec- said tected will be made available by

logical advances that help make information attacks are increas- ommended that the fax machine But, if you live outside Boise, vendors, he added

workers more productive could ing And, as more data is shared be kept in a secured area and that you probably don't even lock your And a method called "sandbox-

also lead to a company's demise if over telephone and networks, the senders call to confirm receipt of door,” Mr Lampson said ing" can be used protect systems

adequate security measures aren't opportunities increase for unau- their faxes "The difficulty is evaluating the from viruses by keeping the soft-
taken, experts say thorized access," Mr Ingram said Companies also should make
"Information is power, and your For example, using the same ac- sure the hard drives m old com-

information in someone else's cess code to enter private voice puters are erased before the ma-

hands IS really powerful to them, mail systems, automated teller chines are passed on or thrown Internet Security is a hot issue, but many
but devastating to you," warned machines or Internet accounts can out

be dangerous, accordmg to Mr "vou don't want to just take an  p€OpPle are overlooking potential weak
Ingram old computer and give it to some-  gnGtg |jke phones, fax machines and even

"If someone hacks you, they body," he said, using as an exam-
HIHIJINHIAHIIFIBIWRIIII have access to your entire life," he ple a charity that received a num- individual COmpUterS, Says John |ngram_

said ber of PCs from Bell Atlantic
He recommends using different Corp , the telecommunications
passwords or personal informa- company
tion numbers for each electronic "Their ad came ap when the PC threats," he said ware separate from stored files
device was turned on," he said "Fortu- While so-called "firewalls” can "But it's hard to make the sand-
) . And don't put these access nately, they Just left the ad, not help protect company information box perfect," Mr Lampson said
John Ingram, technical director of codes on stick-ems posted on your the data " by not allowing outside access, "And every time a solution is

loss control services for CIGNA computer, Mr Ingram admon- Unfortunately, when it comes to "some information has to pass found, hackers figure out how to
Property & Casualty in Philadel- ished That makes it even easier the Internet, "security is an oxy- through the firewall Otherwise, breech it "

phia for unauthorized users to breach moron," Mr Ingram said why be connected to the Inter- In some cases the solution to In-
While Internet security is a hot security "There's no physical security," net?" Mr Lampson asked, rhetori- ternet security can be as simple as
issue these days, many people are "Don't use them," he said In- agreed Butler Lampson, a systems cally allowing only individual comput-
overlookin% other potentially vul- stead, "try to use your head Re- architect with Microsoft Corp in And current firewall technology ers to access it-not all systems
nerable risks, such as the tele- member things that no one but Cambridge, Mass does little to protect company attached to the entire local- or
phone, fax machines, photocopi- you will recall " "People from all over the world computers from being infected wide-area network
ers and even individual computers Mr Ingram also advised compa- can attack you It's hard to track with viruses, according to Mr Such a two-tiered system
themselves, Mr Ingram pointed nies to destroy documents-in- them down Things happen very Lampson keeps the bamer between things
out cluding bad photocopies or fax- fast," Mr Lampson said "Viruses can be packaged in that are critical and those that
He made his remarks dumng a es-that may contain trade se- As a result, "there is the poten- files that look innocent," he said aren't," Mr Lampson explained
session titled "Defensive Driving crets tial for large catastrophic losses For example, viruses can be em- The session was moderated by
on the Information Superhigh- "CIC*TA does a lot of recycling, on the net," he said bedded in spreadsheet and word Michael D Phillipus, casualty risk

way" at the 34th Annual Risk & but every piece of paper is shred- He likened the levels of Internet processing files, as well as in elec- manager for Pennzoil Co in Hous-
Insurance Management Society ded before it leaves the building," security to that exercised by resi- tronic mall passing through the ton Tom Irvin, vp of the special
Inc conference, held last month in Mr Ingram said, referring to his dents of a big city vs those of a Internet risk facilities division of CIGNA
chromo employer small town Viruses also can copy them- Property & Casualty in Philadel-
Espionage can occur on your 'Group faxes are also danger- “If you live in Manhattan, you selves to other documents or com- phia, was the coordinator
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Offering environmental peace

EPA's volunteer programs promote pollution cleanup and industry savings

By DAVE LENCKUS

TORONTO-U.S. environmen-
tal regulators are lowering their
sticks and instead are extending
carrots to prompt polluters to de-
vise and implement prevention

pi-ograms that are both effective
and efficient.

The U.S. Environmental Protee-
tion Agency o ffers several volun-
tary programs and plans to unveil
more that could help industry as
well as the environment, an
agency official said.

The effort not only could fore-
stall further costly regulatory
burdens on industry, it also could
lead to reduced regulations, said
Chen H. Wen, manager-insurance
and risk management program in
the Office of Prevention, Pesti-
cides and Toxic Substances at the
U.S. EPA in Washington.

It also could mean greater prof-
its for industrv, he said.

Noting that the EPA has been
looking into how to promote pol-
lution prevention efforts for 21/2
years, Mr. Wen told a group of
risk managers, "The good news is

164 2,99 U.f |

we are not thinking about regulat-
ing you."

With tongue firmly planted in
cheek, he added. "The bad news is
we are the government, and we
are here to help you.

But, Mr. Wen's message for risk
managers attending the 34th an-
nual Risk & Insurance Manage-
ment Society Inc. conference in
Toronto last month clearly was
that regulators support an indus-
try-developed approach to han-
dling waste materials in an envi-
ronmentally safe manner.

David B. Kuhnke, executive vp
of Merit Group Inc. of Farming-
ton. Conn.. a financial and risk
strategies consultant for health
providers, also urged risk
managers to review their compa-
nies' existing pollution prevention

programs more closely. Many may
not meet the EPA's definition, he

care

said. That also means the com-
pany is wasting materials, he said.

Mr. Kuhnke referred to two
U.S. pollution laws in underscor-
ing the importance of risk manag-
ers ensuring their companies have
effective pollution prevention
programs in place.

The Toxic Release Inventory
System requires manufacturers
that use or process any of 350
toxic chemicals to report annually
their transfers of waste materials
and how much of those substances
they released into the environ-
ment.

The Resource Conservation Re-
covery Act mandates that waste
handlers carry a certification that
their waste generator clients have
active pollution prevention pro-
grams.

A show-of-hands survey at the
session on pollution prevention
showed that the EPA had not au-
dited any of the attendees' compa-
nies' pollution prevention pro-
grams. "Luckily, no one has au-
dited you, because there's a real
good chance you don't have one"
that complies with EPA require-

ments, Mr. Kuhnke said.

The EPA wants waste genera-

tors to reduce pollution at ihe
source, he noted. If that's not pos-
sible, the waste should be re2y-
cled. If that is not feasible. it mus-
be treated. Environmentally safe
disposal is the .astt option when
other measures are not possible.

Mr. Wen said he is encouragec
by information from academi-
cians that industry is beginning tii,
view pollution prevention pro-
grams as more :han an environ-
mental issue.

'I's seen as a survival and ccm-
petitive issue,” Mr. Wen said.

Academicians are finding tnas
more businesses are beginning to
see that effective pollution pro-
grams not only reduce their envi-
ronmental liability but also mini-
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mize wast Ec material in the man-
ufacturing process, improKe pro-
ductivity, 7-pet the requirements
of key customers and improve
rheir corpor. -e image, he said.

"We want zo try to capitalize on
that,” he sfid.

To that end. she EPA has devel-
oped sevelal grograms, Mr. Wen
explained.

"The misl exciting and chal-
lenging -h_ng we're doing" is Pro-
ject XL MI Wen said. In that
project, the EFA will waive vari-
ous environmental protection reg-
ulations for E c ompany that has a
less expinsive way of mee:ing or
exceeding requirements set by
those regulal_ons,

For examf:le, in a project the
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It's terrific on salads

EPA has accepted, the agercy will
work with Intel Corp. to develop a
system that measures the overall
impact of the company's opera-
tions on the environ-non: on a
continuous basis.

The EPA normally must revjew
and approve each new products
environmental impacl before a
cc,mpany can begin iroduction,
noted Jon Kessler, director of the
EPA's Emerging Sector and Strat-
egies division.

The problem for Intel is that the
normal lifespans of its products
are less than the time the EPA
needs to approve a new produc-
tion process, said Mi-. Kessler,

who did not attend the session.

The EPA also is considering a

great on pasta,

and makes one heck

of a fire.
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project in which it would waive
the Clean Air Act'ss air emissions
monitoring requirements for a
company that wants to used com-
puter program to control the
emissions of its boiler as well as
monitor' the emissions through a
computer modeling program, said
Robert Me.linger. an associate in
Fairfax, Va. with ICF Inc. ICF
provides the EPA with adminis-
tration and technical support,

The modeling program could al-
low the company to predict its
emissions more accurately than it
could measure them, Mr. Kessler
said.

Without the EPA waiver. the
company could not afford to in-
stall the computer' system. said
Mi-. Mellinger, who also did not
attend the session.

The EPA is looking for compa-
nies nationwide to contact the
agency with their ideas for deal-

Continued on nert page
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ing with their pollution issues.
The EPA has accepted 15 of 40

companies that have approached

the agency, which is looking for

35 more projects by year's end,
Mr. -Wen said.

In its Common Sense Initiative,
the EPA is trying to forge close
links with companies in about
eight industries, including auto-
making and electroplating, on
how they can best prevent pollu-
tion.

The Green Chemistry Chal-
tenge, a research partnership with
business, is charged with identify-
ing chemicals that can replace
more harmful chemicals currently
used in manufacturing without
compromising product quality.

In an effort to promote pollu-
tion prevention programs at com-
panies with inadequate programs,

the EPA created the Insurance

and Risk Management Project.

To support that project, the

agency has developed accounting
software that shows how the ac-

counting procedures at companies
without pollution prevention pro-
grams typically do not truly re-

In an effort to promote

pollution prevention
the EPA created the

Insurance and Risk

Management Project.

fleet those companies’' environ-
mental costs.

For example, current account-
ing systems may not reflect the
cost of wasted material or the cost
of workers compensation claims
by employees who may not be in-
jured if their companies had effec-

At Allendale Insurance, we

believe that most property loss

can be prevented. But that means

asking some very tough queations,

and looking for risk in some unlike

ly places. For example, take vegetable

oil in plastic bottles. Conventional wisdom

has been that warehousing this very high

flashpoint liquid presented no more of a

hazard than storing ordinary combustibles.

Yet tests conducted through our owner-

ship of Factory Mutual Research

revealed that even sprinkler sys-

tems arranged for high hazard

tive pollution prevention pro-
grams.

Small and medium-sized com-
panies in some parts of the coun-
try also can take advantage of
new environmental financing pro-
gram that will loan them money
to implement pollution prevention
programs.

The EPA also is involved in a
few projects that it hopes may in-
directly prompt more companies
to implement effective pollution
prevention programs.

In California, the EPA is in the
process of lining up at least four
insurers to write environmental
liability insurance for metal fin-
ishers and printers, which are re-
quired under state law to buy the
coverage.

Mr. Wen said the agency hopes
that those insurers also would
help their policyholders establish
strong pollution prevention pro-

grams.
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One insurer, whom Mr. Wen
would not identify, has agreed to
write the coverage.

The agency also is working with
the International Standards Orga-
nization to develop a voluntary
environmental management certi-
fication program.

The standard, ISO 14000, could
be a useful marketing tool, for ex-
ample, for a company that wants
to sell its products in Europe, ac-
cording to Mr. Kuhnke.

Some companies have used so-
called "green audits," a voluntary
examination of how a company's
operations affect the environ-
ment, to improve their corporate
image in Europe.

Gaylord L. Bridegan, the
Greensboro, N.C.-based risk man-
agement director for Guilford
County, N.C., moderated the ses-
sion.

Mr. Kuhnke coordinated the

session. ==

liquid, the fire was uncontrollable.

This led to the development of a

strategy aimed at replacing conven-

tional in-rack sprinklers with the

quick response model, and spacing

them closer together. As a result the fire

is suppressed in its earliest stages when

it's limited to the cardboard. This solution

is easy to implement and uses the sprin-

kler piping and water supplies normally in

place in grocery warehouses. Plus, it

doesn't interfere with normal

warehouse materials handling.

The truth is, this is but one

* UAL SYSTEA

commodities could not control fires

of this type. Further tests revealed that

this was no ordinary combustible. Once

heated by the fire in their cardboard pack-

aging, the plastic bottles leaked and the

preheated vegetable oil burned with the

intensity of a flammable liquid. And once

the fire spread from the cardboard to the

example of how we never stop look-

ing at commodities and the hazards they

pose. In fact, for over a century and a half,

we've never stopped asking the kind of

difficult questions that lead to the cost-

effective solutions our clients need to min-

imize risk. Even if that means looking in

places as surprising as, yes, a salad.

01996 Allandale Insurance. P.O. Box 7500, Johnston. Rhode Island. 02919

Setting
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standard

Risk execs urged

to get off sidelines

By MICHAEL BRADFORD

TORONTO-Risk management
professionals are divided over
whether the still-developing field
needs standards for guidance.

Most agree, however, that a stan-
dardization of risk management is
on the horizon and risk managers
should be involved in efforts to de-
velop such standards.

There is "a considerable range of
opinion among people as to
whether or not at this stage in the
development of risk manage-
ment. . .we require some form of
standardization," said Felix Klo-
man, editor and publisher of news-
letter Risk Management Reports in
Lyme, Conn.

But, he added, "whether we want

standards or not, we're going to get
them. It's inherent in human na-
ture to try to create some kind of
platform that will enable us to ex-
pand and improve in the future."

Mr. Kloman, a proponent of
standardization, said there is a
practical utility that standards can
provide for "those who are coming
into this discipline fresh," whether
they arrive from a university or
from another area in their com-
pany. "It gets you up and running
a lot faster.”

Mr. Kloman was a panelist in a
discussion of the standardization
of risk management at the Risk &
Insurance Management Society
Inc.'s 34th annual conference, held
last month in Toronto.

While there are benefits to stan-
dardization, there is also a risk
that standards can become too
rigid, another panelist argued.

"Standards, by definition, can be
a very rigid thing to live with,"
said Susan R. Meltzer, director-
risk management and insurance at
Bell Canada in Toronto.

"While | agree with Felix on the
development of guidelines, | have
serious concerns about them being
called standards and eventually
becoming more regulatory in their
effect than guidelines," she added.

The danger is apparent, Ms.
Meltzer pointed out, in the Cana-
dian Standards Assn.'s draft of
proposals that appear to be evolv-
ing into risk management regula-
tions. "When a standard becomes a
regulation, you have a problem."

The CSA is a non-profit organi-
zation that certifies products and
creates standards. While the CSA
does not have legislative powers,
its risk management standards
could become public policy, with
government agencies demanding
compliance by private companies
that supply them with goods and

services.

Ms. Meltzer also has concerns
with the Dey Report, which was
drafted in 1994 by the Toronto
Stock Exchange to ensure that
boards of directors of publicly held
companies understand risks affect-
ing their companies and that

See Standards on next page
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Standards

Continued from previous page
management is addressing those
risks.

What started out as guidelines
in both the Dey Report and the
CSA effort "went beyond stan-
dards," she noted.

For example, the Dey Report
proposes that the chairman, chief
executive officer and president be

separate persons in a corporation,
said Ms. Meltzer. "There's been

lots of discussion as to whether
that is an appropriate thing to do.
At my company, as at many oth-

ers, the chairman and the CEO are
the same person," she said.

Splitting the job woul(in't nec-
essarily make Bell Canada a bet-
ter-managed organization, she
suggested. "But | can rest assured
that if there was ever a share-
holder suit against my organiza-
tion" the plaintiffs would argue
that "here's why you screwed up:
You didn't follow all 14 of the
guidelines." The danger of docu-
ments like the Dey Report and the
CSA proposal is they may cross
the line from guidelines to re-
quirements, she said.

Ms. Meltzer complained that the
CSA document "can be described

as a how-to document.”

Instead of "describing the pro-
cess for you and helping establish
a decision-making model" like the
highly touted "Public Sector Risk
Management Guidelines" devel-
oped for entities in Xustralia and
New Zealand, the Canadian pro-
posal "actually goes so far as to
tell you how to manage risk, not
just what the model is, but what
types of decisions to make within
each part of the process."

The Australia and New Zealand
standards formed a framework for
analyzing, assessing and manag-
ing risk in public entities (BI,
Nov. 6, 1995).
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about this is it also made two con-
clusions about risk management.”

"One of the conclusions was
that no organization that follows
the risk management process need

buy insurance,” she said. "Its
other conclusion was that once
you go through the risk manage-
ment process, you need never do it
again. You've done it, you've iden-
tified everything, you've figured
out what you're going to do about
it, it's over.”

Despite concerns about the
standards, few Canadianrisk
managers have been on the front

line to help develop more accept-
able standards.

Ms. Meltzer said RIMS turned
down an invitation by the Car-a-
dian Standards Assn. to partici-
pate in the development of stan-
dards. "They turned down the in-
vitation because they didn't be-
lieve standards should be devel-
oped," Ms. Meltzer said.

RIMS also worried that if the
organization expressed concerns
about a standard but was over-
ruled and the standard was
adopted anyway, "it would look
automatically like we agreed with
the standard," she explained.

Ms. Meltzer said she believes
risk managers should take the
lead in developing standards, but
RIMS declined to participate in

the type of forum the Canadian
Standards Assn. offered because

RIMS members would have had
little influence in shaping the
standards. Although RIMS wasnt
involved, individual risk manag-
ers did participate in drafting the
proposed standards, she pointed
out. And the Canadian RIMS
chapters did offer suggested mod-
ifications to the proposed stan-
dards after the CSA released them
last year.

General principles could be de-
veloped within RIMS that would
make any guidelines put out by
groups like the standards associa-
tion irrelevant, Ms. Meltzer re-
marked. "That's what | would like
to see.”

Mr. Kloman said he believes
RIMS members in Canada "made
a serious error in not participat-
ing in the Canadian standards de-
velopment.”

"To the contrary, the Australian
and New Zealand risk manage-
ment organizations were key
players in the development of
standards for Australia and New
Zealand. And, to the extent that
that standard is more workable, |
think it's a reflection of the effort
of practicing risk managers," he

said.

Leadership in developing stan-
dards should come from risk man-1
agers, organizations like the Soci-
ety for Risk Analysis, RIMS and’
other similar groups worldwide,’
Mr. Kloman said.

Those individuals and groups
should decide on standards, possi-
bly using the Australian-New
Zealand document as an example,
rather than waiting on govern-
ments or regulators to inevitabli
come up with their own rigj
standards, sai'd Mr. Kloms'
"Let's take the leadership rat
than letting someone else tel,
how to run our businesses.” f

The session moderator was
chard H. Saylor, insurancr
risk manager at Coca-Cola’
ages Ltd. in Toronto.



Question of coverage
liable to plague buyers

Gauging liability limits a tough task, risk manager says

By MICHAEL SCHACHNER

TORONTO-Risk managers would
love a simple answer to the question:
How much liability insurance is
enough to sufficiently protect their
company?

Unfortunately, there am no clear-
cut, uniform guidelines to help deter-
mine how much coverage is appro-
priate, a lisk manager says.

Because each company's risks are
unpredictable and case law is chang-
ing, risk managers must decide what
their level of comfort is when buying
commercial liability insurance, said
Richard Heydinger, director of risk
management services with Hallmark
Cards Inc. in Kansas City, Mo.

"In my 30 years in the risk man-

agement practice, lke seen a lot of
mysteries solved, but this ism't one of
them. It's one of the most difficult
questions to deal with,” Mr. Hey-
dinger said during a session at the

34th annual Risk & Insurance Man-

agement Society Inc. conferpnce,
held last month in Toronto.

The question is dificult to answer
because of the number of exposures
risk managers are dealing with to-
day, most of which can create big
losses for a company under the
worst circumstances. Included in the
potential large-loss producing cate-
gory are life and limb claims, envi-
ronmental and toxic tort cases, class
actions, employment-related claims
and product claims.

"Risk and exposure are really un-
predictable. Case law is by no means
a fixed environment, and looking
back at history has only limited
value. Sometimes, even having a
good name and good will in the
community works against you. You
can be held to a higher standard.
And, ultimately, there's no protection
from when the roulette wheel stops
on you," said Mr. Heydinger.

He suggested that while exact cov-
erage levels are impossible to deter-
mine by formula, a few parties al-
ways must be protected. "You have
got to protect shareholders and you
have to protect stakeholders, includ-
ing employees, directors, customers,
suppliers and lenders. Their fortunes
are tied to yours."

But, buying massive limits that
would keep everyone well protected
may not be rational, either. "There is
certainly pressure to drive down
costs. You can't appear to be waste-
ful, irrational or too conservative. It's
all part of the cost/benefit analysis
we all do," he said.

Ultimately, "you can't risk a lot to
save little. You're better off having a
safety margin than bying to slcip by
on limits," Mr. Heydinger said.

One way of at least getting a ball-
park idea of what coverage limits
are appropriate is to benchmark
against other companies.

"Within your industry, there are
other respected companies to look at.
Them am also due diligence check-
points to follow," said Bob Booher,

managing director-U.S. claims oper-
ations with Marsh & McLennan Cos.

Inc. in New York.
Other speakers at this RIMS ses-
sion commented that unpredictable

court awards that have skyrocketed
in recent years are making evaluat-
ing proper limits a daunting task.

"Contrary to popular belief, trial
rates are flat. The case mix isn't
changing, either. But what is hap-
pening is plaintiffs are winning, and
they're winning some very celebrated
cases," noted Stan Long, president of
AIG Claims Services Inc., a unit of
American International Group Inc.
in New York.

This just makes the limit evalua-
tion process tougher, he said. "Plain-
tiffs are winning about 56% of the
time, and when a life or body part is

harmed, it jumps to 60% to 70%.
With products liability, it's about
40% for the plaintiff but about 60%
in New York Cily.

"And, what do you win? Median
awards are increasing dramatically.
The median life/limb case in lllinois
is now about $100,000, up from
$30,000 in 1984. In Manhattan, it's
about $384,000 for an injury, and al-
most $3 million if the injury was
caused by products," Mr. Long said.

"The courthouse is not a friendly
place, and it's not getting more
friendly. Historically, large verdicts
for injuries were justified based on

DU#New inau,unce, iviay O, 13

future medical costs. But, even with
wrongful death cases, where there's
no medical component, many cases
are seeing millions of dollars” in
damages, Mr. Long added.

Environmental and toxic tort ex-
posure is also difficult to measure,
said Gerri Prusko, senior vp-policy-
holder services with CIGNA Prop-
erty & Casualty Insurance Co. in
Philadelphia. "With Superfund, the
average cleanup costs are $30 million
to $35 million," she said.

Far less tangible are a growing
number of claims for injuries sus-
tained from electromagnetic field ra-
diation. "While toxic substance cases
involve something tangible, electro-
magnetic field radiation can't even
be touched. It's being touted as the
next asbestos, but there's no scien-
tific evidence to back that
up....Then again, it could be the
next big tort exposure," she said.

Class actions are another rliffi-

cult-to-measure exposure.

siu /7 99

"Class actions aren't really part of
the law. They're posing a big prob-
lem for companies and they have de-
veloped their own momentum,” said
Mr. Booher. "They sweep over many
years and many layers of coverage,
so there's never really enough insur-
ance for class actions, and some class
actions are so huge, there may not

even be enough coverage for defense
costs."

Mr. Booher admitted class actions

might make sense in theory-be-
cause they consolidate mass tort liti-
gation-but "there's a lot of junk sci-
ence involved," he said, citing class
actions against manufacturers of sili-
cone breast implants; claims against
E.l. du Pont de Nemours & Co. Inc.
stemming from its Benlate fungicide;
and litigation over the 1991 fre at
One Meridian Plaza in Philadelphia.
Lawrence L. Drake, managing di-
rector with M&M in New York, co-
ordinated the session. Mr. Heydinger

was the moderator. =2"

Get the mumbers.

Get the facts.

the mews.

Get

Get

the

background. Get it

fast.

Get Reuters

Insurance PBriefing.

Reuters Insurance Briefing is one of a family of

on4ine information products designed specifically

for insurance professionals.

You get the information you need to minimise

risk, to capture opportunity and to compete

effectively. It gives you the facts and the data you

demand from the experts: Business Profiles from

Sedgwick, rating updates from AM Best and

Standard and Poor's, world-wide casualty

information from Lloyd's of London and access

to many of the world's leading insurance

periodicals and more than 2300 business sources.

A new feature of the service is marine cargo and

aviation reports.

To find out how you can get a competitive edge,

call today and we'll arrange a FREE trial of

Reuters Insurance Briefing.

Get

CALL

it Now.

1 800 383 6355

TO ARRANGE YOUR FREE TRIAL

Reuters and the dotted logo are registered trademarks
of Reutm Limited in more than 25 counmes.

http://www.bizinfo. reuters.com

1"

______ o |y <A

:=ON ir-:'—&:#— M
f-11'33 ti 5-81

.ar——

o-~1.

im al>~>.1113=_12/7_1.2/1

Example archive news screen.

- —_=——a-—rrmna-1=a1-a.a 1

Z:=mr' |

RAIrCP.F:

Reuters Insurance Information

Pro#titom Intelligence



46 /Ma,6 1996 81(,siness Insu?anic,

IE a propeitv valuation is 10% off,

The price of better loss control oo

By GAVIN SOUTER 1digei de-luctibles, Mi Black said Recently, I-IPR insurers, have ],een

H PR property cove rage COStS more In 1991, only 7% of HPR polmy- hit by large 1(1558 where damages to

TORONTO-Risk m*ind*?rs re- h(,11,»is hac deductioles of ovei $5 pi operties have lar exceeded their

ceike manv beneht. thiough buying =@M It'S WOIrth it, INSUrer @XecC SAayYsS i now ne.ily 20% have do. orginally | ported value, said Wil

propoit coreiage tioin high_y p. 0- meticulous andlpsis of their expo- marKet, conventional properti m-sur- duct bles that laige, he said ham E Simmons, president of Amer-
teel,d insk insuier, but low' rates is flu e., added .in executive vnth ari- eis 1174 ofi#r 1(,wei | ates than HPR EL t tte account>, themselves ale ledn Pl otection Insurance Co, a unit
not -no of thorn dhei HPR msui et dulng a session comodnle$ Avelage rates hafe been changing, and manv -jf the newei ac- of Kempel National Insurance Cos

P,)lick holders that invest in the at the 34th annual Rak & Ir_surance iedbeed by 40% ovei the Kast 10 corints warrant e 1. rger deductible m Long GI (,v(, Il
stringent loss pievention measures M.inagement Society Inc cor_ference, years, but conventional property in- uncer any circurrstances Mr Black There have been at least three

nocessary to buv insuiance fi om held last month in To -into sulas have leduced thill 1 0 136 bv said "We ai e writing fewer but losses m excess of $100 million in the
EPR. msulen cari nci longer look for- Incurers are suffenng fal higher even ric,z e, Mi Black said "Niw The lars T accoints " he cald past 18 months where the i eported
u ai | to low ei pleiniums mi etum than expected loses on properties ns]- managei who buys HPR (‘over- As well as infleased lates and values wele less than 50 1. of the ac-
foi hat investment, concedes Jarres that have been undervalueo m the age has to 1,9 wliling to pay 201 Ihe highei cediictibles, i ijk manager-, tual loss, he said
W Black, execut ve vp and chief cp- past, and reinsuters are pirs%1117ng englneenng service, he aid can exp 2ct moz e lue:ions fi om Pressule to obtain adequate valua-
e at ng officel at Protedion Mutual HPR insurers to obtain better 1nfoi - Las- wai many HPR insur:313 ir- HIU ins-Irers about the values of lions 19 also being exerted by rein-
Insifi anc’e Co , in Park Ricige Ill mation he said sisted cn ignlficant late meleases then infulec properties, he said surers, MI Simmons said
In>lead he said 1146 managers Ri,k managei-s *111 also -lave 13 for n: ny chonts (Bl, Ma4 22, _995) Y )u a.e going to ie heanng a lot Relnsul 215 al e leery of ome 11Aks
sholld kiew HPR insuiance as a become moir meticulous themselves Eut still, lates are too low Mr mole about values not because we because they have suffered fal larger
ralue added pioduct that v,anants in then analvsis of EPR insuiers 8 Black Lid "There is nothing tul-t want to get mole dol- ars m plemlum losses than thev had anticipated
highei piemiums mole comoanies entei the HPR mai- into t-1, i ales for natulal citistro- but because we viant to be able to They az e nou, i educing then capac-
And along wit 1 highe premiums, ket, ( risk manager wid phes," ho sad a(-(«ill ately oetermine our loss expo- tty for some HI R nsks, he said
n:k in.indgers siould expect mee Even with moir cornpanie. In the HPIi ingurrs are also imTogng sules," hc said "That means that we have moie

problems placmg leinsuiance for
high value 115k5, ' Mi Smmons faid
Much of the i emsuleis’' cc,ncerns
ai o due to cat exposuies, he said
Reinsuier?% have been conceined
about earthquake exposui es in Call-
fornla and windlorrn exp(NlIre, on
O The risks of doing business in the the East Coast toi several years but
'905 aren't limiled to just property now they aie mole thoioughlv exam-
and products Those in charge of man-
aging profrt or non-profit organizations
- whether publicly- or closely-held - J-I—l'P'1 /1 -1 _|é97 9 f f
are in peril, as well Dissatisfied share-
holders and other disgruntled parties
frequently blame the officers and direc-
tors of organizations for poor business
performanoe. Too often, they sue without

Justfictiork

.. vpe . ining then exposuies in other areas
ThIS |rcreased D&O |It|gatI0n, a|0ng ] as well, Mi Simmons said
with constant change m markets, more Foi example, i einsulers are asking
sophisticated underwnting techniques, moie que%!'tions about ploperties 10-

caled neai the New Madnd fault In
and new forms and coverages have

d made the selection of the right D&0
protection oomplex and confusing That's

why independent agents and brokers
nationwide look to Swett & Crawford

the Midwest and pi opertles in earth-
quake zones in Italy, he said
Rating agencies are also pi Asunng

HPR insulers joi more mformation

. . on exposuies he said
Group for guidance m des,gning appro-

priate coverage, and for access b mar-
kets that can provide It We place more
D&O0 than any other wholesaler

' They all want a compittet analy-
siA of youl earthquake and n md-
storm exposurek he said

But HPR insuiers cannot easily
pi ovide the analyses smce the corn-
putei models that aie used to detei -
mine those exposu es ai e designed to

Working with ,arge domestic and Inter-
national markets, we structure place-

ments that rarige from $1 million to over quantifr homrowner nsks not in-
$200 million in limits These risks have dustrial nsks Mi Simmons said
Included mgrgers and acquismons, dis- HPR 14111(7'5 die not the (,nlv iyec,-
tributioll of assets and "spin-offs", new ple m the HPR market thal air be-
produci developments, hquidations, ing | equired to analwe mole injoi -
underv@ued assets, ana legal actions niation said Gary A Baxter, diiec-
for and against companies In addition, toi of insulance at Wejelharusei Co
the experts at Swett & Crawford and m Tacoma Wash

Swett Insurance Malagers can also Risk managen, now have a gleatei
access the facilities of "niche" underwrit- selection of HPR Insuiers to choose
ers whd specialze in providing protection Forn, Mi Baxter said

based on account size and industry "The numbet of HPR cainer, used
This allows us to broker DBO coverages

f . . " .
for hard-to-place or difficult accounts it s been Iner easing," he faid

to be a verv liinit(xi fen but ircently

such as non-profit organizations, LBOs, Howevei insk manager'. should be

MBOs, IPOs and distrepsed companies i

warY of some of the new insulelf in
the HPR mdi ket, he said

"These companies may be able to
add capacity but thep ale not fubsti-

tutes foi HPR canners and who

So when protecting oeople is Jut as
important as insuring their property and

products, call the Swett & Crawford knows what then commitment w1 1
Group office nearest you be,” Mi Baxtel Jaid

F The new insul er<=> often do not
have the engineenng services, that
* Swelt &Crawford Grou p ai e offered by the establ[shed | IPR

1 Swell&Crowford insulers, he s.iici
And nsk managers should not be
Swelt Insurance Managers tempted to buy thell insurance from
699 W||Sh|re Boulevard (me of the new injurers and rns-
! neeiing seivice fiom anothel pio-
ILos Angeles, CA 90010 vider, said Mi Baxter, who m<,der-

(213) 251-1200 ated the sesfic)n

Equivalent engineering 5eivices
aie hard to obtain and the service
pioviders dc) not have the same

© 1995 Svait [f Orawderd . ,hal ed mterest 111 reducing losses as
an HPR Insulel, he said

Joseph H Talbert, plopoily/HPR
segment managei of i isk engineer -
ing at Zunch Services Corp in
Schaumbing, lll, coordinated the

session



Benchmarking risks
can offset benefits

for some companies

Others should follow guidelines

By DAVE LENCKUS

TORONTO-Not all risk manag-
ers think the potential benefits of
benchmarking outweigh its risks.

If a risk manager does not con-
duet a meticulous benchmarking
survey, the survey results can be
misleading or erroneous, cautioned
Rich Sadler, lisk manager-world-
wide for Nlicrosoft Corp. of Red-
mond, Wash.

Mr. Sadler qualified his remarks
during a session at the 34th annual
Risk & Insurance Management So-
ciety Inc. conference, held last
month in Toronto, by noting that he
is not a benchmarking expert. He
also acknowledged that he has par-

rA/.-1.A1931.TA-3_
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ticipated in and probably will par-
ticipate in more benchmarking pro-
jects initiated by other risk manag-
ers.

But, he said, he is not a strong
advocate of the concept.

In benchmarking, one company
measures either its metrics-or var-
ious financial results, including cost
of risk and policy limits-or the
various processes it performs that
generate those financial results
against other--comp-aniesthat- -are-
recognized as having the best prac-
tices in those areas.

The company that initiates the
survey applies what it learns-
sometimes from competitors and at
other times from companies outside
its industry-to its own operations.
The surveying company also shares
its survey results with its bench-
marking partners, though it typi-
cally provides the results on an ag-
gregated basis so that it does not
disclose any information about a
particular benchmarking partner to
other partners.

Companies can benchmark inter-
nally as well by measuring various
divisions against each other or by
analyzing a specific program or di-
vision over the course of a few
years.

"Benchmarking can be a very
time-consuming process. To be
cost-effective, it needs a firm com-
mitment from senior management”
so the risk manager does not wind
up with misleading or erroneous in-
formation, he said.

"You simply cannot allow this to
occur," he emphasized.

But even that commitment does
not guarantee a benchmarking pro-
ject's success, according to Mr. Sa-
dler.

He quoted a 1993 survey by The
Conference Board that found that
two-thirds of the 225 companies it
surveyed had benchmarked and
that three-quarters of them consid-
ered the projects successful.

Those results point out that at
least 25% of the survey's respon-
dents-and possibly more if the re-
spondents were not candid-did not
consider benchmarking a useful en-
deavor, Mr. Sadler observed.

Mr. Sadler pointed out several
potential pitfalls of the concept.

"Benchmarking may cause you to
focus on the wrong direction" for
your company, he said.

For example, if one of the coun-
try's three largest automakers in
the late 1970s had engaged in an
automobile design benchmarking
project with the other two large
manufacturers, it would have found
support for its plans to build large,
powerful vehicles, he said.

See Benchmark on next page
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benchmarkmg IS that the surveying tion analysis

B e n Ch m a rk company unknowingly may obtam

« Defme the prolect's parameters

erroneous informatlon and rely on it based on what W111 be bench-
Cont:nued from prevzous page in formulating strategic decisions, marked

However, Japanese automakers, he said "The results could be very

with their smaller and more fuel-ef- damaging and costly to correct”

* Chart the data and analyze for

trends

. hcient models, soon would become If nsk managers stlll want to But, the nsk manager has to
€ the chief nemems for U S automak- benchmark, they should follow the guard against mtroducing biases
ers, Mr Sadler said suggestions outlined by the session's and other problems into the analysis
So, while the surveymg company's other speakers, he said of collected data, she warned
findings would have been accurate, "All of you can benchmark," said For example, risk managers
they would have misled the com- Robyn M Perchik-Feinman, a na- should examine raw loss informa-
pany about consumer demand, he tonal accounts manager at Hartford tion on a tnangulated basis if the
said Specialty Co, a subsichary of rIT data has not been trended, she said
The duration of a benchmarking Hartford Group Inc in Glendale, That means risk managers should
project, which can extend to two or Callf not compare one year's losses that
a three years, can be another major Success is based more on commit- are nine months old with another
drawback, Mr Sadler said At its ment than having a special talent year's losses that are 60 months old
conclusion, "you end up with a very for benchmarkmg, she said - Set goals based on what was
good idea of where you were two to Ms Perctuk-Feiman outlmed five learned from past successes
three years ago " entical steps m a successful mternal The most important part of mter-
Microsoft's busmess moves so fast benchmarlang project nal benchmarking is setting goals,
RIMS kicked off its annual conference with awards to individuals that the software maker has to look - Decide what to compare Op- Ms Perchik-Feinman said No mat-
and chapters. The San Diego chapter stood out as a winner in to the future in Insk management tions could be claim size over time, ter how good a metne or process

five categories of the Chapter Recognition Program (BI, April 29).
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Around the world, CNAs remsurance operations This move created a new international reinsurance
underwrite a portfolio of business worth over $1.3 organizaticn with a umque depth of experience and
billion in premium income If that figure comes as a expertise across a range of business classes

surprise - then watch this space, because it's growing

NAs rei i f ith
all the time Viewed as a stand-alone company, CNA's CNAs reinsurance operations are part of a group wit

assets worth over $40 billion - htghly rated by all the
remsurance operations would already rank among the $ anty y

maijor ratings organizations With this financial
top 20 reinsurers in the world today ) 9 9

security behind us, and with a growing network of

In April 1994, CNAs various reinsurance operations offices in major financial centres arour.d the world,

were brought one step closer together with the CNA Reinsurance Group is rapidly emerging as
formation of the CNA Reinsurance Group, which one of the leading players on the international
linked them under a single management structure. reinsurance scene.
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rather than the past, he said claim frequency by division, lag looks, "keep looking at it," she ad--
Another very senous risk m time in claim reporting and htiga- vised "There's always room for lin-

provement"

* Implement changes and momtor
them at reahstic intervals

"If you think internal benchmark-
ing is an exhausting process, exter-
nal benchmarking is not for the
faint of heart,” Ms Perchik-Fein-
man cautioned She suggested ob-
taining help from a broker or rndus-
try group to conduct an external
project

Brenda M Olson, vp with
Johnson & Higgins of Washrngton
Inc in Seattle, outlined six entical
steps in an external benchmarking
project, in which a rtsk manager
compares a portion of his or her
program against a peer group

- Determine what to benchmark

« Form a benchmarking team of
data collectors and analysts, project

:1', < :, support staff and benchmarkng

partners with best practices
Identifying companies with best
practices is the most difhcult part of
the benchmarlang project, Ms 01-
son said The best way to find them
is through hterature checks and
word of mouth and by huddimg
with brokers and rlsk management

consultants

Antitrust issues should not be a
concern when benchmarlang with
competitors if the project does not
touch on competitive pricing issues,
noted Nathaniel Lord, nsk manager
for Bergen Brunswig Corp of Or-
ange, Calif, who moderated the ses-

* Measure your own performance

* Measure the performance of
companies with best practices

« Compare your own and others'
perfonnances

- Take action

Ms Olson advised! risk managers
to ultimately benchmark processes,
rather than settling for a compari-
son of metnes

For example, rather than compar-
mg one's hability limits with the
bmits for a peer company, a risk
manager should look at the steps
the peer company took to determine
the limits it needed, Ms Olson said

Those hmits may be average for
the industry but Inadequate for a
risk manager's company, she
warned

Microsoft's Mr Sadler also
warned agamst trymg to measure
too many metrics or processes in a
single benchmarking project
"You're settmg yo'self up for fail-
ure" by being too comprehensive

Such an ambitious project will
not allow risk managers enough
time to either focus on clear,ng up
data they obtain from benchmark-
1ng partners or ensure that all part-
ners define terms identically so that
the benchmarking partners can
compare data on an apples-to-ap-
ples basis

James Johnson, vp and manager-
libility nsk management services

for Johnson & Higgms of New York,
coordinated the session
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Taking a lesson from Willy Loman

By SALLY ROBERTS

TORONTO-IN Arthur Miller's
1949 play, "Death of a Salesman,"
down-and-out salesman Willy Lo-
man suecumbs to his fate without
realizing he could have broken free
oi the role he had molded.

Insurance brokers, too, will sue-
cumb to their fate if they do not
break free of their sales role and be-
come more of a consultant and part-
ner to risk managers, say two bro-
kers and a risk manager.

"It's the end of one era and the
start of another," said Susan Seil-
bach, vp and regional manager for
Personal Lines Insurance Brokerage
Inc. in San Francisco. "Risk manag-
ers want partners, not observers."

Many brokers today are too preoc-
cupied with a recent merger, rumors
of a merger or new technology than
actually 1jstening to their clients’
needs, said Ms. Seilbach. "This is a
Feople business. All the technology
in the world cannot replace true re-
lationships."

"In many regards, the broker
salesman is dead,"” agmed Edward
Kiessling, national practice leader-

risk management for Alexander &
Alexander Inc. in Pasadena, Calif.
"If the brokerage industry doesn't
meet the need (of risk managers),
someone else will come in and meet
it,” he said.

The two spoke on a panel during
the 34th annual conference of the
Risk & Insurance Management Soci-
ety Inc., held last month in Toronto.

Also on the panel, Diane R. Labra-
dor, assistant treasurer-risk and in-
surance for Santa Clara, Calif.-based
Intel Corp., described how her use of
brokers has evolved as the compa-
ny's risks have changed.

Over the past five years, Intel's
revenues have gmwn to $16 billion
from $4 billion. In 1995, Intel em-
ployed more than 40,000 people, up
sharply from 25,000 in 1990.

As a result of this growth, the
company's risk management depart-
ment continues to take on new and
expanding roles, she said.

When Ms. Labrador began her job
m the risk management department
14 years ago, her role included insur-
ance purchasing, insurance adrninis-
=ration, relocation nnanagement and
automobile claims management, she
said.

Today, "my role includes several
different functions.” While "insur-
ance purchasing remains a major
function, we dropped off what was
not considered a value-added"” func-
tion, she said, referring to the com-
pany's in-house claims management
for automobile liability coverage and
relocation management.

Also, Intel has moved over the
years to much higher self-insured re-
tentions and has set up two captive
insurance companies-one in Barba-

dos and one in the Cayman Islands,
she said.

"What do | use a broker for to-
day?" Ms. Labrador asked rhetori-
cally

"Insurance purchasing still plays a
major part in what | do, but it now
is slotted in under the role of risk fi-
nancing, which also includes risk re-
tention, risk funding and other alter-
native methods," she said.

In addition to identifying markets
and negotiating coverages, Ms. La-

Brokers must move beyond sales
to satisfy risk manager demands

minister polLcy placement as well as
for insurance company intermedia-
tion, contract consulting, engineering
consulting and program audits.

'l don't need an intermediary or a
consultant,” she said. "l need a part-
ner who will sit and tell me what
and where things could be better ap-
phed'.

'The primary thing | look for in a
broker is the value added," Ms. La-
brador said. Value added to Intel in-
cludes the broker's expertise on the
insurance market insurance pnxl-
uc-s and risk financing alternatives
and the broker's objectivity, she said.

It is a supply-and-demand busi-
ness, she said. "But, in order to be

successll, brokem need to under-

stand the client's business," she said.
"Brokers very often throw a hat on

someone and sa4 he is an expert

when he really has r.o expertise,”
said Ms. Labrador. She said she

would rather have a broker that is
willing to team up and merge with
another service Frovider, like an in-
vestment banker to deiver the in-
surance program she is looking for.
Overall, a broker needs to contrib-
ute to its client's siccess, she said. "If
a broke gwes value added to me
and we're successful, then we've got
a good relationship that will last.”
Ms Labrador noted that the rela-

tionship with her property and

glcbal risk briker has lasted five
yeary, while her casualty broker rela-
tionship has lastel 15 years.

' We used to have a selection pro-
cess everg seven years where we put
all the alphabet houses together and
had a beauty contest," she said.
Ncw. the compar_y reviews each bro-
ke's value added on an annual ba-
sis While Intel currently compen-
sales its brokers on a fee basis, it is
in the process of structuring pay-
for<erfcrmance compensation based
on the broker meeting Intel's value-
added objectives, she said.

:r.deed, linleng broker compensa-
ticn tc meeting certain performance
goals s one of the "action items"
that A&A's Mr. Kiessling recom-
mends br brckers to become more

cons_lialve aid less sales-oriented.

Other things Mr. Kiessling advises

brokers to do include:

« Learning how to communicate
the value of broker services.

- Taking part of the responsibility
to provide education and informa-
tion to the risk management commu-
nity.

« Earning the risk manager's trust
to form a better partnership.

"Our ability to move to consulting
is dependent on what evolves with
the risk management function," he
said. "We are in this together.”

Among his advice to risk manag-
ers, Mr. Kiessling said:

- Develop broader skills than
called for in the "traditional” risk
management agenda.

+ Focus on how their risk manage-
ment choices will affect the compa-
ny's financial statement.

* Learn to "partner" with brokers
instead of "use" brokers, assuming

they can earn their client's trust.
Ms. Seilbach coordinated the ses-

mon. irl
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Reserving judgment

Accountants, risk managers disagree on claims reserves

By RODD ZOLKOS

TOE.ONTO-AIlthoigh proper loss
resencng offers numerous benefits.
including allowing an organization
to budget more effijently, the ac-
counting departmentk recognition of
claims reserves is ofir. incorrect, a
broker says.

"Any program design that is in
any fashion loss-sensiive has a re-
serve implication,"” sald Scott M.
Sanderson, a vp w_th Johnson &
Higgins Inc. in Minneapolis.

That includes se=f-insured pro-
grams, entities with self-insured re-
tentions, losses included under de-
ductibles, paid retrospectively ra:ed
programs and incined retrospee-
tively rated programs he said.

But in viewing those programs at
many entities, 't became painfully
otvious there was a disconnect be-
tween risk man:5ers and accounting

managers in 'What she heck do you
dc about reserves?" said Mr. Sand-

Mr. Sanderscn coordinated a
panel on the financial impact of re-
serving during tie 34th annual con-

ference of the Risk & Insurance

Management Soc.eg Inc., held last
month in Toronto.

Scund loss reaving provides the
basis for better understanding be-
tw.en an orgarization's financial
and risk manage-nent departments,
Mr. Sanderson said, noting, "You
don t want to be in the position of
changing next yeah earnings be-
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cause of what you did last year."

Proper recognition of claims also
allocates costs to the proper year and
avoids the need to adjust future
earnings because of inaccurate claim
recognition. It s also required under
generally accepted accounting prin-
ziples, Mr. Sanderson noted.

Both the Financial Accounting
Standards Board and the Govern-
mental Accour-ting Standards Board
nave guidelines related to accounting
dor claims reserves.

J. Howard Stecker, a partner and
national tax dimctor insurance ser-
vices at Deloite & Touche L.L.P. in
New York, who participated on the
panel, noted that for an accrual to
mke place for financial accounting
purposes there must be the pr©babil-

Ey th:t an asset will be impaired or
a liab_lily incurred. Also, one must
be able to reasonably estimate the
amour.t of the loss, he said.

Dale Schultz, vp-risk management
:t Samaritan Health System in
Phoenx, who moderated the session,
noted that in operating a chain of
hospitals in Arizona and California,
Samaritan has considerable dealings
with daim reserves alising from its
medical malpractice and workers
comp exposures

Amcng the factors Samaritan con-
s.ders in establishing mierves, he
said, are: out-of-pocket expenses; the
severity of injury; the hcspital's level
of nesligence; the injured person's
age; whether the injurEd person is
supporting anyone; the injured per-
son's level of education; the injured
persons income level; ar-d where the
injured person resides.

"We look at wheher cr not there
is a pcssibility to involve our insur-
ance Emgram," Mr. Schultz added.
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Samaritan also assesses the possibil-
ity of co-defendants to the claim and
looks at the quality of witnesses.
And, the risk manager said, while
the company always believes its
counsel is best, it looks at the quality

of the opposing counsel, a factor that
has caused Samaritan to increase re-

serves in some cases.

"We look at damages first, we then
look at our liability and we look at it
from several perspectives," the risk
manager said.

Samaritan currently faces just less
than $25 million in annual losses,
about $21 million of that in medical
professional liability and $3.5 million

in workers compensation, Mr.
Schultz said.

Once Samanitan has established a
formal reserve for a claim, it's re-
viewed every 90 days so that actuar-
ies can be given the best possible in-
formation.

"Above all, we emphasize that we
want them to reserve as conserva-
tively as possible," Mr. Schultz said,
That doesn't mean reselve levels are
always high, he said, but rather that
those setting Samaritan's reserves
take as true a look as possible at the
actual exposure at that point in time.

If a future review determines that

the exposure has changed, then the

reserve will be adjusted.

And always, Mr. Schultz said, he
seeks consistency in the way Samari-
tan's reserves are set.

"What we do isn't terribly sophis-
ticated. It isn't terribly precise. We
are very rarely right," he said. But,
he added, "We are almost always
consistent. What | look at is to see
that it is consistent.”

Another speaker on the panel,
Mary Frances Miller, a senior vp and
chief actuary at Sedgwick James Inc.
in Nashville, examined the differ-
ences between actuarial reserves and
the case reserves established by ad-
justers.

Case reserves represent the ex-
pected future payments for reported
claims, she noted, while actuarial re-
serves represent expected future pay-
ments for all claims incurred as of a
given date.

"Are the adjusters' case reserves
the proper reserves for a self-insur-
er's balance sheet?" she asked. "Gen-
erally the answer is no. If you just
put the case reserves on your bal-
ance sheet, you've got a gap."

Actuaiial reserves are determined
by examining prior experience and
assuming "the future will repeat the
past," Ms. Miller said. Also, actuaries
generally do not concern themselves
with individual claims, looking only
at aggregate data.

"Case reserve is almost always less
than actuarial reserve," she said, not-
ing that this is because the actuary
expects there will be more claims
than what the adjuster is currently
examining. The difference includes
incurred-but-not-reported claims,

claims for which there are inade-

quate case reserves and mopened

claims.

True IBNR losses result from a lag
between the occurrence and the re-
porting of a claim and is greatest for
long-tail lines, she said.

"Professional liability has a very
long tail because it sometimes takes
a long time for the claimant to real-
ize there's been a loss," Ms. Miner
said.

Meanwhile, workers comp claims
have the greatest propensity for be-
ing reopened, she said, with re-
opened claims often more severe
than the original ones. i=i



Employment law knowledge
key to avoiding litigation

By MICHAEL SCHACHNER

TORONTO--To control the finan-
cial and public relations damage
from an employment practices law-
suit, the entire organization must un-
derstand the major laws that regu-
late employment practices and what
can happen when companies violate
them, a defense lawyer says.

A myriad of things govern employ-
ment practices, and "you need to
cover the full gamut with employees,

'D),11\1( 18,2-91£02*F

and that includes from interviews
-hrough employment" to termina-
ion, said Robert M. Gault, an attor-
ney with Mintz, Levin, Cohn, Ferris,
Glovsky & Popeo in Boston.

Speaking at a session at the 34th
annual Risk & Insurance Manage-
ment Society Inc. conference, held
last month in Toronto, he said the
first step for any risk manager
should be to explain to all supervi-
sons the employment laws and the
perils of non-compliance. "The No. 1
question you must ask yourself is,
'Does my organization understand
what compliance with the law is and
what the consequences of non-com-
pliance are?'"

Naysayers should simply look at
the $7 million 1994 sexual harass-
ment verdict against the law firm of
Baker & McKenzie, he said. Al-
though most of that award was in
punitive damages, which were later
greatly reduced (BIl, Feb. 6, 1995),
"this was a verdict against a major
law firm that should have known
better, and there have been a lot
more less glamorous cases, too."

And breakng the law opens the
door to "huge potential damages,
from both a financial and a public
relations standpoint,” he said.

With several federal employment
practices statutes governing employ-
ers, including newer laws like the
Americans with Disabilities Act, the
Family and Medical Leave Act and
the 1991 Civil Rights Act, as well as
longstanding laws like Title VII of
the Civil Rights Act of 1964, "em-
ployers can avoid the maze to some
extent by taking Droactive ap-
proaches to compliance," said Mr.
Gault. "lll tell you, | make a lot
more money defending reactive com-
panies than counseling companies on
how to be proactive. People are sall
feeling their way through the ADA
and FMLA, but they can cause lia-
bility in a hurry."

He summarized key elements of
what he considers the most impor-
tant employment practices statutes:

*« The 1990 ADA prohibits discrim-
ination on the basis of physical or
mental impairment that limits one or
more major life activities, including
working. The ADA applies to com-
panies with 15 or more employees.

"It's the most comprehensive civil
rights statute ever enacted," said Mr.
Gault. "It's a tremendous source of
concern for employers and a great
source of business for lawyers. It ap-
plies to applicants and current em-
ployees, and you should 1Tmow that
it's rare that | see a job application
that doesn't ask at least one question
that could violate the ADA."

To avoid ADA-related liability, he
said, don't ask disability-related
questions and don't subject someone
to a medical evaluation without

making a conditional job offer.

* The FMLA of 1993 applies to
companies with 50 or more employ-
ees, and it provides for up to 12
weeks of unpaid leave annually for
the care of a newborn or adopted
chjld, a seriously sick or injured rela-
tive or for an employee's own illness.

"One of the most important things
to know about this is you have only
two days (after leave has begun) to
tell an employee you're designating
their leave as FIVILA. Otherwise, the
clock doesn't start ticking until
you've told them," said Mr. Gault.

« Title VII and the Civil Rights Act
of 1991 amthe twobigones forsex-
ual harassment. Harassment can be

either subjecting someone to a hos-

SPECIALTY RISK SERVICES

tile work environment or treating
sex as a quid pro quo for employ-
ment changes. Suits can be brought
alleging intimidation that created a
hostile environment. This includes
joking, threats and comments con-
strued to be lewd. Quid pro quo
"usually occurs when a rejection or

submission to someone's advances

leads to changes in employment," he
said.

"It's usually women against men,
but it's also men against men,
women vs. women and men vs.
women. The rules apply to all folks,"
he said. "There's tremendous poten-
tial liability. A company can be held
liable for a supervisor's actions, so
it's important to educate all employ-

THIRD PARTY ADMINISTRATOR

ees and let it be known that you in-
vite complaints and you will quickly
to eradicate problems.”

Once corporate-wide education
has occurred, a company is then
ready to consider buying employ-
ment practices liability insurance.

Christine Veator, senior vp with
Aon Risk Services of Massachusetts
Inc. in Boston, said the number of
insurers offering quality, well-priced
EPL coverage is growing daily.

"When this was introduced, it was
pricey, and that's an understate-
ment,"” Ms. Veator said. "Now the
pricing is better despite recent
claims activity, and so are limits.
Carriers are more comfortable un-
den,niting it because they've devel-
oped some predictability with claims
management and underwriting."

Ms. Veator described the EPL
market as a "buyer's market" that is
being fueled by daily entrants into
the field. "If you're thinking about
buying EPL, act now. ' Prices are

down and carriers are willing to ne-
gotiate. They're eager to write it."

Her coverage checklist consists of
finding out who is insured, whether
there is any corporate entity cover-
age, whether directors and officers
are protected and if the policy ap-
plies to past events.

After that, buyers should find out
what triggers coverage. "Is it simply
an allegation or must a formal claim
be filed? And, are defense costs in-
sured? If not, you could spend a lot
before it's triggered,"” said Ms. Ve-
ator. "And, one of the biggest issues
is choice of defense counsel. It's good
to know what you're getting before
that first claim. Being with your firm
at the start and then transferring it
to an insurer-appointed firm could
be inefficient”

Ms. Veator coordinated the ses-

sion, and Marge Fitch, assistant vp-
risk management with Hills Depart-
ment Store Co. in Canton, Mass.,

was moderator. WA
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Taking loss control
to intellectual level

Tips for protecting intellectual property

By RODD ZOLKOS

TORON'IO-Protecting a compa-
ny's intellectual property from the
various exposures it faces is best
done through loss control techniques
that are a natural extension of the
tasks risk managers already perform.

That's especially true as the risk
manager's role expands to take in a
broader array of an organization's
risks, said panelists discussing intel-
lectual property exposures and lia-
bilities at the 34th annual Risk & In-
surance Management Society Inc.
conference, held last month in Tor-
onto.

Kay Millonzi, risk manager of the
1V[iddleton, Wis.-based Pleasant Co.,
suggested intellectual property is a
company's most valuable asset. She
said her company's most valuable as-
set is the "American Girl" name on

the products the direct-mail retailer
markets.

"We can all work on getting insur-
ance for our buildings and getting li-
ability insumnce and putting sprin-
klers evely place, and | can have a
warehouse full of dolls to sell, but if
I no longer have the American Girl
name | just have a warehouse full of
dolls," said Ms. Millonzi, who coordi-
nated the session.

She divided intellectual property
into four categories:

- Trademark and trade dress-
words, symbols, logos, designs, slo-
gans or an overall look that identi-
fies goods or services as coming from
a specific source.

- Copyright-the protection of
original works of authorship giving
the creator exclusive right to repro-
duce, display and perform the work

publicly and to authorize others to
do so.

- Trade secret-information
known to one company but not to
others, giving that company an ad-
vantage

- Patent-a legal right for a lim-
ited number of years to exclude oth-
ers from using, selling or making an
invention or discovery.

One way to protect intellectual
property is through registratién with
the U.S. Department of Commerce's
Patent and Trademark Office, which
gives notice of ownership and pro-
vides the owner with the right to sue
over improper use.

"It deters competition because
(competitors) see that you're staking
your claim to this,” Ms. Millonzi
said. "It also gives you some bargain-
ing position."

A company can file a trademark
application if it's already using the
trademark or if it simply intends to
use it. The latter provides a certain
measure of protection while a com-
pany's product is still in the plan-
ning stage.

Ms. Millonzi noted, though, that if
a company wants to protect its
trademark it has to be committed to
defending it against challenges. "If
you're going to defend your mark,
you have to be willing to spend the
money to do it," she said.

And she noted, "even if you have
registration, you still have to do

more." Companies need to have

strong intellectual property policies
and procedures, which include train-
ing employees on the issue and
guidelines for use of the company's
trademarks by others "to help the
rest of the world use your mark cor-
rectly.”

"In addition to having your people
trained on how to use your mark
properly, you also have to have them
trained on how to watch for others,"
Ms. Millonzi said. "At least with
trademarks, if you don't protect your
mark you will lose the rights to it."

In addition to protecting their own
intellectual property, companies
need to guard against misusing oth-
ers' intellectual property, she said.

"A successful infringement claim
can mean large damage awards,"
Ms. Millonzi said. "As a risk man-
ager, you're going to be the one who
buys the (general liability) policy to
protect you in some of these cases, so
it behooves you to learn a little bit
more about it"

One way to avoid liability is to
search for other companies' registra-
tions before using the material in
question. "There're all kinds of data-
bases out there now to help you
search trademarks, copyrights, pa-
tents," she said. "You get this infor-
mal:ion back and then you have to
do some weighing of the risk."

Another method is to obtain per-
nission and give credit. She noted,
however, that "there's a great mind-
set out there" that simply giving
credit is adequate protection against
claims for improperly using copy-
righted material. In fact, permission
also must be sought and granted be-
fore the credited material is used.

Companies also should take ad-
vantage of legal advisers with intel-
lectual property knowledge, Ms. Mil-
lonzi said, and shouldalso include in
their policies and procedures details
on proper handling of other compa-
nies' marks, how to deal with unso-
licited ideas and guidelines on copy-
ing software.

When risk managers do find them-
selves facing an intellectual property
claim,"one thing you want to con-
sider is the availability of insurance,”
said panelist William G. Passan-
nante, a partner with Anderson Kill
Olick & Oshinsky in New York.

"Advertising injury" provisions in-
cluded in many general liability poli-
cies may provide coverage for liabili-
ties stemming from copyright viola-
tions, trademark infringement and
patent infringement or "piracy,"
among other coverages.

"It's probably included in the gen-
eral liability insurance policies that
you have in your files right now,"
Mr. Passannante said.

The coverage would provide pay-
ment of defense costs and indemnifi-
cation for judgments or settlements.

In some intellectual property cases,
"defense costs can be absolutely
enormous" and insurance companies
should be put on notice when one
occurs, Mr. Passannante said.

If confronted with an intellectual
property claim, Mr. Passannante ad-
vised risk managers to take advan-
tage of the assistance their brokers
can provide.

"Use your broker. They can be
your best ally," he said. "If you have
several policies, ask your broker to
review them and put the insurer on
notice.”

Thomas W. Robinson Jr., property
and liability manager in the Wiscon-
sin Bureau of State Risk Manage-
ment in Madison, Wis., moderated

the session. ==
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From helping employees manage
family responsibilities

to planning for

« retirement, smart
companies offer

employee benefit

programs that

make it easier

for employees to

walk through life's most

important steps.

B/'s readers are big believers in these
programs - with an average of $21

million* spent on employee benefit
programs like work & family, pension

and 401(10 retirement plans. Because

Business ins urance Covers

Life's Most Important Steps.

8/ will be in step with the needs
of these corporate decision-makers
when we publish our Pensions/
Retirement Plans issue, with its
Directory of 401(k) Plan Administra-
tors. Then, following close on its
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The industry at the millenium

By MARK A. HOFMANN

TORONTO-Risk managers
with no coverage disputes on
Lloyd's of London policies need
not rush to settle their claims with

proposed runoff reinsurer Equitas
Ltd.

They can wait to get 100 cents
on the dollar, said Dennis H.
Chookaszian, chairman and chief
executive office of Chicago-based
CNA Insurance Cos. "If Equitas
has a problem, it won't happen for
10 years," because of the entity's
initial funding, likely interest
earnings and slow payout, he said.

But those with question-
plagued claims ought to settle
quickly for what they can get, he
said. Mr. Chookaszian offered
that advice during a discussion of
the insurance industry in the year
2000 at the Risk & Insurance
Management Society's annual
conference, held last month in

Toronto.

"None of us has enough infor-

Lloyd's uncertainties, consolidation
and risk sophistication all on horizon

mation to know" exactly how to
approach Equitas, said John T.
Sinnott, chairman and CEO of
Marsh & McLennan Cos. Inc. in
New York. He said that he does
not like runoff situations or deal-
ing with an entity that has no
tie-in with an ongoing business. "|
would prefer to settle quickly,” he
said.

American International Group
Inc. began reducing its reinsur-
ance-including from Lloyd's-
across the board about three years
ago and "probably won't change
that position" anytime soon, said
William D. Smith, a senior vp
with the New York-based insurer.

AIG has reduced its reinsurance
exposure to Lloyd's by about
two-thirds over that period. Most
of that exposure had been in
first-party business, he said.
"There was never any coverage
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can be

question on it because the bulk of
that actually had to do with the
bond business, where you have far
less history (and far fewer) dis-
putes.”

Besides Lloyd's, members of the
panel turned their attention to the
role of the risk manager four years

‘hence.

"How do you compete for the
future?" asked Dennis P. Kane,
president of the special risk facili-
ties division at CIGNA Corp. in
Philadelphia. Risk managers will
have to "evolve to a much higher
level” of identifying and catego-
rizing risk.

"We will have to step back and
look at our skill set," said Pamela
G. Rogers, director-corporate risk
management for Nestle U.S.A. in
Glendale, Calif., and co-modera-
tor of the session.

"Risk management is not a de-
partment, it is a way of doing
business," she said.

Risk management is evolving
into -balance sheet protection and
earnings per share protection,”
said CNA's Mr. Chookaszian.

And rather than bypassing risk
managers to deal directly with top
executives, as Ms. Rogers said
some brokers are doing, brokers
will have to be brought into this
more sophisticated process by risk
managers, she said.

Another possibility in future
years is that investment banks
will get brokerage licenses and
compete for business. For his part,
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though, Mr. Chookaszian down-
played that prospect, saying that
investment banking firms lacked
insurance expertise.

When asked what advice they
would give risk managers who
look to thrive in the year 2000, the
panelists all stressed knowledge
and professionalism.

"Probably the most important
issue is the expansion of knowl-
edge" about broader risk, said Mr.
Chookaszian.

Mr. Kane said risk managers
should improve the quality of
their knowledge, focus on staff
quality, challenge their brokers
and underwriters to be more cre-
ative, think globally and align
themselves with fewer suppliers.

Mr. Sinnott urged risk manag-
ers to become more professional
while creating the most efficient
work environment possible.

"Step back and say if risk is
risk, | need to analyze every type

of risk the company faces. Not be-
ing able to use the knowledge
that's out there today will make
you a cripple,” said AlIG's Mr.
Smith.

Industry consolidation was an-
other fertile topic for discussion.

Kathryn J. Mcintyre, publisher

and editorial director of Business
Insurance and co-moderator of

the session, noted that three major
consolidations have occurred in

the past 16 months: CNA's acqui-
sition of Continental Insurance
Co., Zurich Insurance Co.'s acqui-
sition of much of The Home Insur-
ance Co.'s book of business and
Travelers Corp.'s purchase of
Aetna Life & Casualty Co.'s prop-
erty/casualty operations, which
resulted in the creation of Travel-
ers/Aetna Property Casualty Co.

When asked whether the cur-
rent pace of consolidation would
continue, Mr. Chookaszian said
no: He predicted only one to three
consolidations among the top 20
companies by the end of the cen-
tury, though the pace among
smaller insurers could accelerate.

"l don't think it will rapidly
consolidate into a handful of com-
panies,"” he said. He said risk
managers should focus on who
they want to do business with
over the long term.

"In the risk management area, |
don't have any concern that there
will be too few choices," said
M&M's Mr. Sinnott. But he eau-
tioned risk managers to pay atten-
tion to the financial strength of
the remaining companies.

"You've seen nothing yet in
terms of the upheaval” that will
occur within the surviving insur-
ers, said AlG's Mr. Smith. Insur-
ance delivery remains very ineffi-
cient and, to succeed in the near
future, companies will rapidly
have to become far more efficient.

Another serious question rising
out of consolidation will be rein-
surance, said CIGNA's Mr. Kane.
If two companies that have pur-
chased the maximum amount of
reinsurance available to them in
the marketplace merge, reinsurers
back away, he said. "Sometimes 2
plus 2 equals 2.5," when it comes
to reinsurance capacity, he said.

CIGNA Corp. itself was the ba-
sis for another industry-in-the-
year-2000 question: Will insurers

move toward walling off prior lia-
bilities from current operations,
as CIGNA is trying to do?

"I'm not sure we'd see a large
scale move toward restructuring,”
replied Mr. Kane. Even if there
were, though, risk managers
should not be overly concerned, so
long as the deals are done well, he
said.

If CIGNA's approach works,
shareholders of other insurance
companies are expected to press
for similar arrangements, though
CNA's Mr. Chookaszian said it
was too early to tell whether it
would be an industry trend.

"Should risk managers be con-
cerned (about restructurings gen-

erally), I'd say absolutely yes,"
said Mr. Chookaszian.

CIGNA shareholders loved its
reorganization plan, noted Mr.
Smith of AIG, which has been one
of the most active and vocal oppo-
nents of the plan.

Though the Home and CIGNA
restructurings have been stag-
gered in time, the claims may not
be. If the claims cannot be met,
said Mr. Smith, "Our great con-
cern is that the credibility of the
industry as a re5ult could be se-
verely damaged."”

Come the year 2000, sharehold-
ers will be pressuring property/
casualty insurers to improve their
return on equity while policyhold-
ers seek high-quality products
and services. As a result, "We will
be a smaller, stronger industry,"
Mr. Smith said. Risk managers are
willing to pay for things that work
well, and AIG will specialize in
things it does well and will be
willing to invest in them.

Mr. Chookaszian said that he is
concerned about some of the capi-
tal that is flowing into the indus-
try because investors demand a
quick return. That emphasis spurs
efficiencies, he said, but also dis-
courages long-term investment.

A long-term and longtime fea-
ture of the industry-industry-
wide market cycles-may be a
quaint relic in the next century.

"The hard market is gone for-
ever," said CIGNA's Mr. Kane. In-
surers moved in lockstep for de-
cades, with markets hardening
and softening based on the actions
of generalist underwriters. But in
the recent past, when generalists
have said they will raise rates,
specialist underwriters have
moved in to provide coverage.

Mr. Chookaszian said that the
influx of capital to finance fortu-
itous risks will have no impact on
the market cycle. Both he and Mr.
Kane said that while "subcycles"
impacting individual lines will
continue to occur, marketwide
hardenings are very unlikely.

Something that is likely is that
exposures to natural catastrophes
will get worse, said Mr. Kane.
There are increasing concentra-
tions of property in earthquake-
prone and coastal areas because
of demographic shifts. Because
technology has made people in-
creasingly mobile and able to live
and work from desirable places
like the beach, "the problem as we
know it today is going to get more
severe," he said,

Larry Drake, managing director
of Marsh & MelLennan in New
York, coordinated the session.

During brief interviews after
the session, Messrs. Chookaszian
and Kane focused on a more im-
mediate problem: Superfund re-
form. Mr. Chookaszian said that
while he is not optimistic that the
current Congress will resolve the
Superfund issue, he believes it
will be taken care of in the "next
couple of years."

Mr. Kane said "absolutely" re-
forms to the program will be made
by 2000. i



Duat/Le)a 1766--U/UnCe, 1Viay O, 1330/ DD

Who needs insurance, anyway?

By SARAH GODDARD

TORONTO-Did you hear the one
about the insurance broker who said
that corporate insurance is unneces-
sary?

Several risk managers were more
than a little surprised to find that
Stephen Hawkes, director of
Johnson & Higgins' global risk man-
agement consulting practice in Lon-
don, had no punch line to this ques-
tion.

In fact, it wasn't a joke but a seri-
ous proposition he presented at a
session during the 34th annual Risk
& Insurance Management Society
Inc. conference, held last month in
Toronto.

Mr. Hawkes disparaged traditional
risk financing patterns: a primary re-
tention level to encourage risk man-
agement for high frequency, low se-
verity claims; a secondary retention
level for medium frequency and
low-to-medium severity claims, ef-
feetively mutuAli:,ing risk across op-
erating divisions; a third risk Men-
tion level for low frequency, medi-
um-to-high risk claims that could
cause financial discomfort to the cor-
poration; and a final level for cata-
strophic risks that could put the
company out of business.

"This is the sort of discussion
forced upon you by an industry that
has pre-defined products to sell,"
said Mr. Hawkes.

Conventional insurance companies
do not offer true"all risks" coverage,
protecting earnings per share or eqg-
uity growth, he said. Yet, "it is this
protection of earnings per share that
surely is the sole objective of any
lisk manager."

To get to the heart of an organiza-
tion's risks, he advised risk managers
to start with a strategic risk profile.
This process identifies both those
risks perceived by the insurance in-
dusty as insurable and those which
it labels as business risks and ex-
cludes from coverage, such as ex-
change rate fluctuations.

Understanding where a corpora-
tion's risks lie can result in several
benefits:

+« The development of alternative
ways of funding catastrophe risks.

+ Risk-adjusted cost accounting
and profitability analyses.

« Planning to reduce the impact of
potential catastrophes.

« Shifting risks in contracts to
third parties.

Far too gmat a task for one per-
son, this job requires a team of no
more than eight drawn from differ-
ent disciplines within the corpora-
tion, like law, finance and risk man-
agement, complemented by external
specialists in disciplines like actuar-
ial analysis, engineering and under-
writing. At least one member should
be a generalist "who can cross lines
of expertise so as to avoid tunnel vi-
sion and to help build consensus."

The next stage is research, using
both internal and external sources.

"A thorough review of external
sources will provide clues on where
to uncover areas of risk intemally,"
said Mr. Hawkes. For example, inde-
pendent data bases can reveal losses
that have occurred in similar busi-
nesses and may pose a threat to.the
corporation. And stock analysts' re-
ports often identify factors that may
affect future earnings and share
value

Internal information about past
losses coupled with other companies'
[oss experiences can identify expo-
sures and threats to future value.

Of paramount importance at this
stage is discovering the corporation's
attitude towards risk, Mr. Hawkes
mid. That will help it determine
what sort of losses can be sustained

before shareholders will be hurt.

Conventional coverages don't always make sense: Broker

Once the team has identified the
risks, they carl be classified into: lia-
bility, natural hazard, operational, fi-
nancial and employment-related
risks.

Each category can be rated ac-
cording to frequency and severity,
and further subdivisions, looking a:
the impact on subsidiaries, are possi-
ble

"This helps focus management on
the risks that can be left within the
subsidiaries as a risk managemens
incentive and those that must be fi-
nanced centrally,"” explained Mr.
Hawke.

By plotting the risk information on
a "risk radar" grid, with frequency
along the x-axis and severity up the
y-axis, the spectrum of risks con-
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fronting the organization becomes
clearly identifiable. What's more, the
graph "will readily highlight those
risks requiring further attention," he
pointed out.

The risk-profiling exercise
achieves four objectives, he said:
adopting a method to identify and
quantify risk, thoroughly analyzing
how risk is financed, providing a
mechanism for pricing risk into the

corporation's products, and measur-
ing profitability incorporating risk
into the measurement

"The risk profile will endeavor to
raise awareness to the whole spec-
turn of risk, not just those that ema-
nate from an act of God and are
therefore, on The whole, insurable"
said Mr. Hawkes This 1mowledge
will allow individuals within the or-
ganization to factor risk into deci-
sion-making and also help the corpo-
ration turn a profit.

Shareholders generally are portfo-
lio investors employing equity ana-
lysts to assess stock potential, he
said. And equity analysts are most
interested in the people behind the
organization, and an assessment of
factors like revenue streams, mar-

gins, trends, dividend per share and
dividend growth.

"But you will notice that nowhere
in this whole process is any actual
assessment of risk management
practices in the insurance sense," he
pointed out.

Analysts assume that corporations
apply best practices when handling
risk. The risk profile Mr. Hawkes ad-
vocates demonstrates just that, he
said.

"So we now have a quality risk as-
sessment and management program
and are able to continue to demon-
strate best practices to the analysts.
Therefore, our decisions on insurance
should not be the thing that affects
share volatility," he said.

If a corporation has quantified and
is able to manage its corporate risk,
and shamholders pay little attention
to the presence or absence of insur-
ance, "why spend the moneyT' asked
Mr. Hawkes, who coordinated the

session. loi
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Becoming

By GAVIN SOUTER

TORONTO-Insurance fraud con-
tinues to break new ground as scan:
artists explore additional ways tc
make bogus claims.

As quickly as one type of fraud is
blocked, another will emerge, ac-
cording to insurance and risk man-
agement professionals.

To combat fraud, insurers and risk
managers should work together tc,
aggressively investigate and contes-
suspect claims, they say.

Two cases discussed at the Risk &

Insurance Management Society Inc.'s

2]i.]64 -dyjj O f f

34th annual conference last month in
Toronto illustrate how such a team
approach successfully fought a bogus
workers compensation claim and a
case of overbilling by lawyers.

Insurance fraud has evolved over
the years to the point that when in-
surers clamp down on one type of
fraud another type appears to take
its place, said Charles O'Connor,
product manager-litigation manage-
ment at Liberty Mutual Insurance
Co. in Boston.

In the 1970s, the most favored
form of insurance fraud was arson,
he said. In the 1980s, it was automc-
bile physical damage claims, and in

Reduce fraud

by teaming up
with insurers

the 1990s it is personal injury claims
and litigation fraud, he said.

But already new trends are emerg-
ing as insurers and risk managers
come to grips with personal injury
fraud, said Susan M. Fortin, director
of risk management at Shaw's Su-
permarkets Inc. of Brockton, Mass.

"As workers comp reforms are
starting to take place, we are seeing
a shift from comp fraud to employ-
ment-related claims like harass-
ment"” or fraudulent claims alleging
violations of the Americans with
Disabilities Act, she said.

Two instances at Shaw's show
how an aggressive approach can
help detect and eliminate payment of
fraudulent claims. In the first case, a
temporary worker filed a claim, say-
ing she injured her lower back and a
knee after tripping on the job.

The injury reportedly occurred at
8:30 p.m. at the end of her shift. She
did not mention it to her supervisor
at the time. When she reported the
injuiy to Ms. Fort:in the next day-
Aug. 27, 1994-the claimant had not
received any medical treatment but
said she had been up all night be-
cause of the pain.

Ms. Fortin reported the claim to
Liberty Mutual and when Mr.
O'Connor looked into the claim he
saw several warning signs.

"We found that she was 20 years
old and she was due to return to
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partners on crime

school on Sept. 4," he said, which
suggested she may have been looking
to return to school with more money
in her pocket. And, "she was not in
her designated area at the time of
the injury,"” and no one witnessed it,
he said. "She did not report it to
anyone on that day," as an injured
worker usually would. he said. "We
spoke to the assistant site manager,
who saw her leaving the site carry-
ing packages. She had medical treat-
ment two days later, but it was not
with her regular doctor."

One week after the alleged injury
took place, Shaw's received a letter
of representation from a lawyer for
the employee seeking workers comp
benefits, which is unusually early for
a worker to hire a lawyer.

Mr. O'Connor referred the case to
the National Insurance Crime Bu-
Eau for further investigation.

The NICB is sponsored by more
than 1,000 insurers and has a data-
base of more than 350 million rec-
ords, including claims, said Michael
L Powell, vp for the Western region
of the NICB in Glendora, Calif., who
also appeared on the panel.

When the NICB ran a check, it
found Shaw's temporary employee
had filed an identical claim with an-
other employer's insurer, that she
had changed the spelling of her
name and her Social Security num-
ben and that her listed address was
a P.O. box, Mr. Powell said.

In addition, the NICB found that
her medical provider and lawyer
each had a history of handling ques-
tionable claims, he said.

Based on its information, the
NICB suspected that the lawyer and
doctor were involved with the claim-
ant in the fraudulent claim. Typi-
cally, in such cases, the lawyer refers
the case to the doctor m return for
about 30% of the medical fees and
then the provider inflates the medi-
cal service fees by overbilling the in-
suier, Mr. Powell said.

The claim was con:ested by
Shaw's and Liberty Mutual. The em-
ployee was awarded benefits at the
workers comp claims hearing, de-
spite the evidence of potential fraud,
but that decision was overturned on
appeal, Ms. Fortin said.

In a second fraud case, Shaw's
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was overbilled by attorneys.

In one year, a law firm represent-
ing Snaw's in a case prsented the
company with four bills. The first
was for $19,349, the second was
$62,250, the third was $48,500 and
the fourth was for $122,000, for a to-
tal of $252,099.

The first three were paid but
Shaw's withheld payment for the
fourth and largest bill, suspecting
that fraudulent overbilling was be-
hind the sizable increase in the
amount, Ms. Fort:in said.

Th€re was no documentation to
suppcrt some of the f€es, she added.

"We thought there was a problem
with our lawyers, so we hired a legal
auditor," Ms. Fortin said.

The auditors had audited the law
firm previously and soon found in-
stances of overbilling on Shaw's
business, said Harry J. Maue, chair-
man and managing director of Stu-
art, Maue, Mitchell & James, legal
auditors based in St. Louis.

For example, some tasks per-
formed for the client were comput-
er-generated but they were billed at
attorney's rates, he said.

In one instance, an attorney work-
ing cn a case billed Shaw's for a
48.2-hour day, Mr. Maue said.

"When we questioned him about
it, he said it was a clerical error. We
get that quite a bit," he said.

That was the mos. egregious ex-
ample, but other attorneys at the
firm claimed for 28-hour days and
33-hour days, Mr. Maue said. "You

would have to cross she dateline for

some of these billing hours."

The law firm's bills also included
charges for such things as operating
air conditioners in the law firm's of-
fices when work needed to be done
over weekends, Mr. Maue said.

Also, the firm submitted a bill for
the upkeep of an apartment it said
was needed to house lawyers giving
out-cf-town depositions. Included in
the bill was a $4,000 security deposit
that the firm pocketed when the
apartment was vacated, he said.

On another occasion, one of the
firm's partners took in a Cleveland
Cavaliers vs. Orlando Magic basket-
ball game and billed Shaw's for the
ticke-3, Mr. Maue said.

The total overcharging by the law
firm was $75,000, or 30% of the total
bill submitted to Shaw's, he said.

Tne fee for the legal audit was 5%
of the total attorneys' fees audited.

Improved Risk Managers
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Shaw's then hired another attor-
ney to represent it in its billing dis-
pute with the law firm.

"My first reaction was don't pay
your fourth bill. There appears to be
some overbilling and the question is
whether it was intentional or unin-
tentional," said John Shea Pierce, a
partner at Barger & Wolen L.L.P. in
San Francisco.

While some of the overbilling may
seem to be due to bookkeeping er-
rors, there were so many that it
seemed intentional, he said.

In addition, an internal memo was
found by the auditors in which a
partner of the law firm encouraged
an associate to obfuscate his bills to
disguise overbilling, Mr. Pierce said.

Clients that are faced with over-
billing by attorneys have to decide
whether to mediate, arbitrate, go to
trial or to take the case to the state
bar association, he said.

"My preference is not to go to the
bar association because in my expe-
rience the state bar does not have a
lot of teeth,"” Mr. Pierce said.

Often, the very law firms that are
overbilling may be represented on
the state bar or have influence with
other representatives, he said.

If the client decides to litigate, it
should not pay the bills and wait for
the law firm to sue for non-payment,
Mr. Pierce advised. "The last thing
you want to do is fill their coffers
and, no matter how carefully you
word a complaint, if you sue them
they will get coverage from their
malpractice inmimr," he said.

The Shaw's billing dispute was
settled out of court after the grocer
refused to pay the bills and pre-
sented the law flrm with the proof of
overbilling uncovered by the audit.

To prevent litigation fraud, insur-
ers and policyholders should set
standards by which the fees attor-
neys submit will be measured, said
Liberty Mutual's Mr. O'Connor.

"We audit law firnis for compli-
ance with our standards and 81% of
law firms that we deal with have
some variation from our billing stan-
dards," he said.

The average variation is an extra
9.35%, which adds up to an annual
$28 million to $29 million in over-
billing for Liberty Mutual, he said.

The session was moderated by Ms.
Fort:in and coordinated by Beth My-

ers-West, project manager at Liberty
Mutual in Boston. [ =4 |
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Public relations risks grow
iIN Mmedia=saturated worild
Keeping quiet can backfire into bigger story for the press

By JOANNE WOJCIK

TORONTO-IN this inforrnation-

saturated world where what compa-
nies don't say can hurt them and
what they do say can fast become a
headline, a good public relations
program is an increasingly impor-
tant form of risk management, a
communications expert says.

Companies shouldn't run and hide
when the media come knocking on
their doors after a workplace acci-
dent, a jury verdict or in any other
kind of Crisis.

Often, not talking can be more
harmful to a company's image than
telling the truth, said Jeff Ansell,
president of Jeff Ansell & Associates
Inc., a communications consulting
firm in Thornhill, Ontario.

Companies should select a high-
level official to speak to the press,
with the selection based on the
gravity of the situation, he told
those attending a session during the
34th annual Risk & Insurance Man-
agement Society Inc. conference,
held last month in Toronto.

In one mcident, clothing manufac-
turer Eddie Bauer was sued by a
black teen-ager who had been ac-
cused of stealing a shirt from a Tor

onto outlet store.

The teen-ager had bought the
shirt from the outlet, but when he
returned to the store the next day, a
security guard accused him of steal
ing it, Mr. Ansell recounted. "He left
the store wearing only a T-shirt and
jacket."

A midlevel public relations person
at the apparel manufacturer labeled
it a minor incident, but the family
filed an $80 million lawsuit, charg
ing "consumer racism."

The company spokesperson se-
lected to address the media should
be at a level commensurate with the
crisis. The bigger the catastrophe,
the higher up the corporate ladder

the spokesperson should be, said
Mr. Ansell.

To settle the Eddie Bauer case,
"the company president had to
grovel,” Mr. Ansell said. "A simple
apology coupled with an announce
ment that the company was to un
dergo diversity training would have
been sufficient to prevent the law
suit and resulting negative public
ity," he suggested.

"These days, more than ever,
we've got to get touchy-feely," he
stressed. "You must demonstrate
concern for the well-being of the
people affected, and you must cou
ple that concern with action: Here's
what we're doing about it.

"If you don't know what to say,
try the truth,” he suggested, adding
that the spokesman should be care
ful not to admit any liability.

Mr. Ansell also advised companies
to "manage the edit."

"If you don't have an agenda
when you talk to the media, then all
you can do is react," he said.

People interviewed by the press
often complain that their comments
are taken out of context. But they
have to understand the need for
brevity, Mr. Ansell said.

When a reporter asks a question,

tannica," he said. "Don't use long,
detailed quotes. Your responses
must be short, snappy, like the
phrase coined by the lawyer repre-
senting the black teenager in the
Eddie Bauer incident, 'consumer
racism:"

Still, many corporate spokespeo-
ple complain that it is becoming in-
creasingly difficult to get compli-
cated messages across to the media.

"Many newsmakers are upset
with how they appear in print, but
they say too much with too many
words," Mr. Ansell explained. "If
they (the media) use a quote, they're
not going to use the five sentences

that led up to it They're going to
use a quote in isolation."

To prevent being "taken out of
context," Mr. Ansell advised corpo-
rate spokespeople to "develop the
ability to see every sentence that
comes out of your mouth as a head-

line.”

Mr. Ansell also offered this ad-
vice: Don't go off on tangents that
can confuse the reporter, and don't
repeat negatives.

"There is a different way to admit
negatives," Mr. Ansell said

"Don't use negative words in vour
answer" and "try to appear f8rth-
coming and honest as you drive

DIMCTYV .
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home your point," he said.

Tom Witlatch, a risk manag€ment
consultant in Memphis, Tenn., for
Becher & Carlson Cos., advised
companies to develop relationships
with the media before a crisis devel-
ops Company spokespeople should
also have on hand any background
information on the company that
the press may need to complete
their reports, he said.

And, when the press comes
knocking, "be ready in an hour, not
a day or more," Mr. Wislatch said.
"Remember, they have deadlines."

He also advised companies to des-
ignate a spokesman or spokes-
woman and an alternate in advance
so that the media can easily reach
an appropriate company contact as
soon as possible.

And "be sure they speak well." he
said.

If an on-camera inter,iew is re-

quired, Mr. Witlatch advised compa-
nies to avoid showing the company

logo. "Don't get it in the public's
eye," he warned.

Companies that speak to the press
also should keep records of what is
released to the media.

"There's no such thing as 'off the
record,' " Mr. Witlatch said.

"Anything you say before or after
an interview is fair game," agreed
Mr. Ansell.

Mr. Witlatch also advised compa-
nies to tell their employees not to
talk to the media. And all employees
should know who their media
spokesperson is so they can refer in-
quiries to that person.

That is precisely why companies
should make an effort to respond to
media calls, Mr. Ansell told the au-
dience. "Because if they don't get it
from you, they'll get the information
from other sources.”

Carol Bowker, risk manager for
the Boston Market Inc. restaurant
chain, based in Golden, Colo., mod-
erated the session. -

Your business is clearly different from
the rest of the flock. You're out on the
cutting edge of technology, or about to
go public, or acquiring or merging with
another company, or even working your-
selves out of financial difficulty. And
because your circumstances aren't like
everybody else's, your chances of getting
comprehensive, cost-effective D&0 insur-
ance aren't the same as the other guys'.
They're lots worse.

To make sure that the companies
that have the greatest need for D&0 pro-
tection get adequate access to it, we cieated

Pine Street Management Company. Our
only business M underN-riting D&0
insuranze coverage for tough, non-stan-
dard or unique sitjations. Through Pine
Street your firm =an acquire up to $5
million in primary and excess D&0 pro-
tection, in a c.aims made basis, at com-
petitive and equitable rates. This program
is backed by TIG Specialty Insurance
Compary and TIG Insurance Company
of Mich.gan. IG) both A (Excellent)
rated by A. M. Best. TiG is managed by

undenwriters with -n)re thar. :wo decades

of experienceinputting toge-lier innovative

1)&() programs for even the toughest risks.

So if your company management
is hathing plans that some have said
are too risky to insure, have your broker
head for Pins Street. Or call, write or fax
Luis Roman. Managing Undemriter, for
acom of oir free brochure. He's ready to
deliver for you.

PINE STREEr MANAGEMENT COMPANY

80 Pine Stleet, New Yoik, NewYork 10005
(212) 742-9792 Fax: (212) 742-9594

INTRODUCING D&0 INSURANCE FOR

COMPANIES THAT DO FIT THE MOID.
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Dialogue with regulators helpful

By ROBERTO CENICEROS

TORONTO--State and local safety
and environmental regulations cause
more headaches than federal stan-
dards, risk managers say.

Dealing with these local issues
successfully involves communicating
with regulators and getting local per-
sonnel involved with those regula-
toi's, risk managers advise.

One key is to establish communi-
cation with local enforcement and
regulation personnel before problems
arise, said Troy J. Meyer, director of
environmental health and safety for
Insilco Corp. in Dublin, Ohio.

"l know that in the past, industry
had a hard time trusting agency per-
sonnel, letting them in and getting
their input," Ms. Meyer said during a
solutions sharing session on loss con-
trol at the Risk & Insurance Manage-
ment Society Inc. conference, held
last month in Toronto.

"But | really think in the long run
companies are better served by invit-
ing mgulators in-before they are
forced to have them in-to discuss
programs and issues," she said.

Many local regulations are created
hastily as a result of one-time inci-
dents in a community, she said.

If a relationship has been estab-
lished, regulators may seek a risk
manager's input before drafting leg-
islation based on a one-time inci-
dent, said Ms. Meyer. "At that point
you will have an ability to influence,
as well as when they come in for an
inspection, (because) they will under-
stand your good faith efforts and
programs you are trying to develop
and they will work with you."

Compliance with state and munici-
pal regulations falls on Insilco's local
facilities, scattered across several
states and jurisdictions, Ms. Meyer
said. But when she audits her com-
pany's facilities, she invariably
spends 15% of her time dealing with
federal issues and the remainder on

P

Program underwritten by PRMS. Inc..

local regulations and state interpre-
tations of the federal laws.

Encouraging local facility person-
nel to get involved not only helps
smooth relations with local reg-
ulators, it also helps create a
broader network of contacts strug-
gling with the same issues, Ms.
Meyer added.

For example, managers charged
with compliance at one of Insilco's
plants are more likely to form rela-
tionships with colleagues at other
companies in the same jurisdiction.
There is a likelihood that some of

them have already developed safety
2*u, 2* t
u, pos
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or compliance manuals for the local
regulations.

Borrow from their work and give
credit where it is due, she said But,
"There is no law that says you have
to be the original author of every
single program.”

Ms. Meyer was one of the panelists
at the solutions sharing session. She
was joined by John A. Edgar, associ-
ate director of risk management and
insurance at Bell Canada in Toronto,
and Thomas J. Soles Jr., group dire-
tor-insurance and safety at Sheet
Metal & Air Conditioning Contrac-
toi-s' National Assn. Inc. in Chantilly,
Va.

Mark A. Del.illo, vp of risk man-
agement services at Jim Walter
Corp. in Tampa, Fla., was model-a-
ton

At Jim Walter Corp., which has 28
manufacturing sites, the local facili-
ties also are charged with compli-
ance for health, safety and environ-
mental issues, Mr. DelLillo said. Yet

the corporation provides guidelines
and technical expertise.

"We ask (our local personnel) to
foster relationships with the local
regulatory people," he said. "Our
challenge is it varies from location to
location, the expertise and ability of
the people. So that is something we
have had to ride herd on and pro-
vide them with technical support
and assistance where necessary."

One risk manager in the audience
said he hosts breakfasts or lunches
with his company's local representa-
tives and regdators so their first
meeting is non-confrontational.

Mr. Soles said he believes the Oc-
cupational Safety and Health Ad-
ministration's mandate to be more
employer-friendly could ease the
burden of complying with U.S. stan-
dards from region to region. But he
also agreed it is a tough task to
change the direction of a large bu-
reaucracy, such as OSHA. Its regula-
tons' willingness to change could
vary by region.

"In construction, the industry that
| represent, we have been basically
given a choice" to either cooperate or
return to the traditional OSHA role,
which in our industry has always
been confrontational, he said.

"Our experience has been there
are still parts of the countty where
you have administrators (who are re-
luctant) to change. But for the most
part our experience has been very fa-
vorable.”

Bell Canada's Mr. Edgar pointed
out that Canadian risk managers
have fewer compliance headaches
than their U,S. counterparts.

"l think in Canada we are a little
more fortunate,” he said. Canadian
risk managers care about safety, loss
control, workers compensation and
the other issues discussed at RIMS,
but "we certainly are not under the
same pressure in Canada. We are not

seeing the same amount of litiga-
tion."” igl

Is your company ready to
take advantage of securities
litigation reform™?

Our insureds are.

The Genesis Publicly Traded
Company Liability Program offers
comprehensive D&0O/Entity
liability protection and securities
litigation loss prevention. Our
Securities Lit*tion Luss Prevention
Guide contains recommended

policies and procedures on analyst
communications, insider trading,

periodic reporting, bad news
disclosure and securities litigation

reform.

For more information, contact your
broker, call 216-766-5416 or visit
our World Wide Web site:

http://www. prms.com

a wholly owned subsidiary of Ihe Genesis Companies.
A.M. Best A++,rated members of General Re Group

1
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720 Providence Road - PO, Box 3016 - Malvern PA 1 9355-0716
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VWorking out
employment
liability risks

Dialogue with human resources
important in reducing exposure

By MARK A. HOFMANN

TORONTO-Better communication between risk managers and
human resources departments is critical if corporations are to bet-
ter manage their growing human resources liability exposures.

Training human resources professionals to minimize such expo-
sures is also crucial, said Michael R. Levin, senior manager in the
actuarial, benefits and compensation consulting practice at De-
loitte & Touche L.L.P. in Chicago.

The question facing risk managers is "how to manage the risk in
its totality," said Margy MeKenna, director of risk and benefits
for Jones Intercable Inc. in Englewood, Colo. Human resource de-
partments tend to view employees as assets while risk managers
"might think of them more as liabilities," she said.

"Our employees are in fact both assets and liabilities," said Ms.
McKenna, moderating a session during the 34th annual Risk & In-
surance Management Society Inc. conference, held last month in
Toronto.

Questions from the audience illustrated the range of human re-
sources-related exposures, including: pre-employment testing; the
interaction among the Americans with Disabilities Act, workers
compensation laws and the Family and Medical Leave Act; what
employers should do when immigration regulations conflict with
confidentiality rules; and what to do when the human resources
department is not properly doing its job.

"The human resource department is a source of liability that is
growing and changing," said Mr. Levin, who was also session co-
ordinator.

A variety of legal and social changes have altered traditional
personnel departments, where liability issues arose only rarely in
the past. For one, courts have been busy redefining employment
contracts, finding them in "all sorts of interesting places" where
they never had before, he said.

The whole landscape of human resources has also undergone
seismic changes. Issues involved include: downsizing, more com-
plicated workplace relationships, general changes in societal val-
ues and heightened sensitivities that accompany them, and a gen-
eral sense of litigiousness as "individuals are acting on those sen-
sitivities," he said.

Jennifer L. Dennison, a manager at Deloitte & Touche in Chi-
eago, also walked through a series of human resources issues that
pose liability problems. These included such tort exposures as in-
vasion of privacy related employee drug testing, sexual harass-
ment and misrepresentation. Myriad laws, such as the Civil Rights
Act, the Age Discrimination in Employment Act, "whistle blower"
laws and state and local employment laws also create statutory
exposures, she said.

Controlling human resources exposures involves a variety of
strategies, noted Ms. Dennison.

For example, job applications must be very carefully worded to
avoid any hint of discrimination or any sense that the application
could be construed as an implied contract, she said. Employee
handbooks, spelling out policy in clear, concise language are also
valuable tools, she said.

Ms. Dennison cautioned, however, that any information given in
a handout or other employee communication must be consistent
with that in the handbook to mitigate exposure to employment-re-
lated liability.

Termination is also a particularly fertile field for employment
liability exposures. There should be a complete paper trail and in-
vestigation of misconduct, said Ms. Dennison.

"If you're going to terminate an individual, they should never be
surprised," she said.

Ms. Dennison also advised companies that are making massive
layoffs to take great care to ensure that the burdens will not un-
duly fall upon members of "protected classes"-which would in-
clude members of racial minorities and people aged 40 and over. If
they will, companies should "revisit" how the layoffs will be han-
dled.

Mitigating human resources exposures will require better com-
munication between risk managers and the human resources de-
partment, said Ms. Dennison and Ms. MeKenna.

Also needed is better training to ensure that human resources
department staffers do not inadvertently expose employers to lia-
bility.

As companies get bigger and more decentralized, relatively low
level human resource employees become increasingly important,
explained Mr. Levin.

If they give out misleading or incorrect information regarding
benefits, they increase their employers' exposure. Thus, training
them to be careful and consistent is a key strategy, according to
Mr. Levin.

"Since you can't control them, and you can't monitor every
word that they say, you have to train them very well," Mr. Levin

said.

large Insurers Inar oppose the 1-RB monopoly, said the risk manager,
and are pushing for a free reinsurance market.

It is possible to get reinsurance premiums out of Brazil via the IRB,
said one participant. "But it' s a lot of work, and you need a broker who
knows his way around."

-By Sarah Goddard
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Continued from page 1
National Museum of American His-
tory.

R is a battered exit door from an
Imperial Food Products Co. chicken
processing plant that was ravaged by
fire in 1991. On one side are foot-
prints of workers who tried futilely
to kick in the door, which was
locked from the outside. Trapped, 25
workers died and 55 were injured
(BI, Sept. 9, 1991). A state agency
OSHA had been charged with moni-
toring had never visited the plant.

Overall, OSHA "has played an im-
portant role" in reducing job fatali-
ties and injuries, particularly in the
construction and mining industries
where governmental enforcement of
safety standards have been focused,
the AFL-CIO's report said. For ex-
ample, workplace fatalities have
fallen 72% to five per 100,000 work-
ers in 1994 from 18 in 1970, the year
before OSHA began.

"Even with this progress, signifi-
cant injury and illness problems re-
main. In 1994-the latest data avail-
able-4,588 workers were killed on
the job by traumatic injuries, more
than 6.8 million were injured and an
estimated 50,0000 workers died of
occupational disease," the report
said.

The most significant workplace
safety and health problems are ergo-
nomic hazards like poor job design
and repetitious work, the AFL-CIO
says.

"Overexertion and repetitive mo-
tion are responsible for one-third of
all serious workplace injuries,” the
report says. Repetitive trauma disor-
ders have risen sharply recently (see
chart).

Other major safety concerns, the
AFL-CIO said, include: poor indoor
air quality; overuse of video djsplay
terminals; job stress; and workplace
violence.

Workers, employers and society
should care about these problems be-
cause fatalities and illnesses impose
"tremendous costs on workers, em-
ployens and society," including $120
billion from job injuries alone and
125 million lost workclays in 1994,
the AFL-CIO said.

Compared with other nations,
though, the United States ranks in
the bottom quartile on government
expenditures for job safely, accord-
ing to the report.

OSHA's budget was cut 2% to
$304.9 million for the year ending
Sept. 30. And, budget bill provisions
restrict OSHA from issuing ergo-
nomics rules or guidelines during
that fiscal year.

That is being interpreted as allow-
ing OSHA to continue its research,
though "the reality is OSHA is not
doing anything--or very little--on
ergonomics problems," said Keith
Mestrich, the AFL-CIO's occupa-
tional safety and health specialist in
Washington.

For now, OSHA's mission remains
uncertain. Business groups advocate
more education and consultation and
less rigorous enforcement.

Committees in the House and Sen-
ate have passed bills that would re-
quire OSHA to give greater weight
to the potential costs of regulations
and restrict its enforcement activities
in favor of consultation (BI, April
15).

OSHA itself has moved to stream-
line its operations in response to
some of businesses' and lawmakers'
complaints (BI, Oct. 9, 1995).

The Clinton administration,
though, opposes some aspects of the
bills now before Congress.

Other experts caution that OSHA
is given too much credit-and busi-
ness too little-for safety advances.

The decline in many job-related
accidents and illnesses began in the
rnid-1950s and did not markedly ac-

celerate after OSHA began operating
in 1971, contends June D'Zudlla, as-
sociate director of employee relations
for the National Assn. of Manufac-
turers in Washington.

"OSHA hasn't appreciably altered
the downward trend," concurred Ri-
chard J. Butler, an insurance profes-
sor at the University of Minnesota in
Minneapolis.

Most enployers have other incen-
tives besides regulatory pressures to
provide safe workplaces, including
financial ones. For example, employ-
ens with fewer workers comp claims
pay lower premiums due to an im-
proved experience rating. And, em-
ployers with safe workplaces avoid
the costs associated with replacing
skilled workers who become injured.

"l think the market works, while
the AFL-CIO wants to be more pa-
temalistic and interventionist," said
Mr. Butler.

"Safety really pays, regardless of
the industry that you are in," be-
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cause safer businesses are more effi-
cient, agreed Thomas J. Soles, group
director of insurance and safety for
the Sheet Metal & Air Conditioning
Contractors' National Assn.,a trade
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group in Chantilly, Va.

Promoting a safe workplace also
fulfills an employer's moral and ethi-
cal obligations to workers while
helping it develop a reputation as a

quality organization, added Mr.
Soles, who chairs the Risk & Insur-
ance Management Society Inc.'s
Health and Safety Committee.

These experts also downplayed the
importance of ergonornic problems.

Such problems often are subjective
and unsubstantiated by scientific ev-
idence, said Ms. D'Zudlla. NAM,
though, encourages companies to use
industry-specific ergonomic pro-
grams, if they find the programs
help prevent injuries.

Reports of some repetitive stress
injuries may be inflated by outside
factors, contends Mr. Butler. For ex-
ample, the availability of workers
comp benefits may make employees

more inclined to file claims.

A copy of "Safe Jobs. Promises Kept,
Promises Broken" costs $7.50 and is
available *om Keith Mestrich at
202-637-5000 or by writing the
AFL-CIO at 815 16th St. N.W.,
Washington, D.C 20008.

A transplant
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Dont let it
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health plan.
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protect your health plan from catastrophic
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« The HOTT Program has a 6-month waiting
period for pre-existing conditions compared
to most competitive plans which feature
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Brokers

Continued from page 1

only 4.1% to $100.7 million from
$96.7 million in the first quarter
of 1995, lower than hoped for be-
cause of competitive pricing, par-
ticularly in the workers compen-
sation insurance market.

Acordia Inc. of Indianapolis
logged the largest percentage gain
in revenue for the quarter, posting
a 24.2% increase to $164.7 million
from $132.6 million in 1995. Net
income, however, nudged up only
1.3% to $7.3 from $7.2 million.

Marsh & MelLennan Inc., the
world's largest brokerage, gener-
ated a 11.6% increase in revenues
and posted $1.1 billion for the
first quarter, up from $959.3 mil-
lion in 1995. Much of the gain was
unrelated to insurance.

M&M's investment management
subsidiary, Boston-based The
Putnam Cos., saw its revenues rise
45% to $238.3 miillion from $164.2
million. Most of the increase was
related to new sales in mutual
funds managed by the company.

New York-based M&M's firs—-
quarter net income' was up 14.7%
to $143 miillion from $125 million
in 1995. That was the second-larg-
est increase among the brokers.

Brokers had better get used to
scrambling for every dollar they
can get, said Michael A. Smith, an
analyst at Salomon Bros. Inc. in
New York.

"As a snapshot of the first quar-
ter, earnings were okay, pretty
much in line” with Wall Street
projections, said Mr. Smith.
"Marsh & McLennan was ahead
of the street's expectations, but
not because of insurance. Alex-
ander & Alexander came in well
below estimates.”

"Overall, the environment re-
mains very competitive," agreed
David 0. Lewis, an analyst with
The Robinson-Humphrey Co. in
Atlanta. "We still have pricing de-
terioration in casualty lines as
well in the workers comp area,
that's caused revenues to be lower
than brokers would like to see.”

Mergers and acquisitions likely
will continue with small compa-
nies being bought by larger ones
trying to expand their market
share, Mr. Lewis suggested.

The outlook for brokers for the
rest of 1996 i: "not too cheery,"”
Mr. Smith noted. "Brokers have
no control over their destiny. Un-
derwriters have all the control.™

Underwriters, he added, are
"determined lo price themselves
into oblivion, and they are going
to bring the brckers with th€m."

If brokers are going to show
earnings growth, they will have to
continue with strict expense con-
trols, he said, because there is no
letup in competitive insurance
pricing in sight.

Low insurance prices his bro-
kers with a double whammy, said

Mr. Smith, because mot only are
commissions reduced but fees

earned for alkmative risk trans-

fer services also are disapp.aring
as buyers opt for cheap coverage
in the traditional market.

A&&A has "rin into a wall in the
competitive market,” Mr. Smith
said. "Revent__es are slower than
anybody expeited. It will be inter-
esting to see h©w A&A's chairman
responds."”

He pointed out that Frank G.
Zarb, chairman and chief execu-
tive officer at A&A, has expressed
a desire to make the brokerage the
best in the business. "When one
looks at A&A it's in better shape,
but it's in a hcrrible market ™

Individual results for the pub-
licly held brokerages follow

Marsh & MelLennan

Revenues at Marsh & MelLenr.an
Cos. Inc. jumped 11.6% to $1.1
billion during the first c uarter
from $959.3 miillion in 1965. Net
income grew 15% to $143 1 mil-
lion compared with $124.8 million
last year.

M&M's investment management
subsidiary, Boston-based The
Putnam Cos., was responsiole for
much of the increase. Its revenues
soared 45% to $238.3 million from
$164.2 million

"The star was Putnam," said J.
Michael Bischoff, vp-corporate
development at M&M in New
York. Putnam finished the quarter
with $136 billion in assets under
management, up $10 billion from
the end of the year, he added.

Revenues from consulting ser-
vices grew 11% to $276.9 million
from $249.6 million in firss quar-

first-quarter results

(Figures in millions)

Brokers'

Gross
Broker revenues
Marsh & McLennan $1,0CO.1
Aon Group'-2 485.0
Alexander & Alexander 314.3
Acordia 1€4.7
Arthur J. Gallagher 1co.7
Hilb, Rogal & Hamilton 23.0
Poe & Brown 50.7

1 Pretax 21995 figures are restated
Scurce: Company reports

ter 1995.

For the second straight year, in-
surance services sector revenues
grew only slightly in the first
quarter, rising 3% to $555.5 mil-
lion from $541.4 million in 1995.

M&M plans this quarter to fi-
naliz. the sale of Frizzell Finan-

cial Services, its insurance pro-

'‘Brokers have no
control over their

destiny,' says Michael
Smith. 'Underwriters

have all the control.’

gram managder unit in Britain, ac-
cording to Mr. Bischoff.

Aon Group

Fitst-quarter revenues at Aon
Group rose 9.8% to $485 miillion
from $441.9 million in 1995. Pre-
tax net income was up 11.4 % to
$85.2 million from $76.5 million.

The first-quarter revenue figure-
includes wholesale, retail and re-
insurance brokerage business as
well as consulting services.

Aon Group's results were in line
with expectations, according to
Patrick G. Ryan, chairman and
CEO of Aon Corp., the broker-
age's parent company.

Insurance brokerage revenues
were up despite the competitive
property/casualty market and
growing consulting business led to

HULL & MARINE
LIABILITIES

* Supply Bclats
, O Shipyards
* Dredges

* Stevedores

0 Barges

* Crewboats

6* Ship Repairers

* Wharfingers

* Tugs & TOWS

* Utility boats

0 Jack.up Barges
* Property

CONTINENTAL
UNDERWRITERS, LTD.

RO. Box 2070, Covington, LA 70434
Covington: (504*898-3380 5,» :,
New Orleans: (5604)381.7493 >

Fax: (5604) 998-5324

Y% Net Y%
change income change
12.0% $143.1 14.7%
9.8 85.2 11.4
(3.0) 13.1 (68.5)
24.2 7.3 1.3
4.1 8.2 22.3
9.2 5.2 a7
12.4 a.a a5

GRAPHIC BY KIM ROME

strong revenue and earnings
growth, said Mr. Ryan.

Alexander & Alexander

A&A's first-quarter numbers are
bleak. Revenues are down 3% to
$314.3 million from last year's
$324.2 million and net income is off
a staggering 68.5% to $13.1 million
from $41.7 million in 1995.

Most of the decline comes from
last year's sale of Alexsis Inc., an
A&A spokesman said. "The balance
is primarily related to the effect of
acquisitions and seasonal variations,
plus pricing conditions in North
American retail business and global
specialty and reinsurance business."

A&A expects acquisitions to begin
paying off. Late last year, A&A ac-
quired the U.S. offices of Jardine In-
surance Brokers and in the first
quarter of 1996 picked up Austra-
lian retail brokerage AIBA Holdings
Pty. Ltd. Another acquisition Down
Under in the first quarter was Rob-
ert M.C. Brown & Partners, a bene-
fit consulting firm.

"We've made no secret we're look-
ing for acquisitions to fill practical,
strategic niches," the A&A spokes-
man noted. "We're going to be look-
ing for opportunities."

A&A "continues to make good
progress on its long-term objec-
tives," said Mr. Zarb in a statement.
"Productivity and service improve-
ments from technology initiatives,
our market segmentation strategy,
other expense reductions and acqui-
sition activity will enable A&A to
improve operating results and
achieve market leadership."

Acordia

Acordia's revenues were a first-
quarter record $164.7 million, a
24.2% jump from $132.6 million in
the 1995 quarter. Net income moved
up a slight 1.3% to $7.3 million
from $7.2 million.

The first-quarter 1996 result re-
verses the trend of the previous two
of falling net income. Acordia be-
lieves it is on track to reach its earn-
ings goal of $2.05 to $2.15 per share,
said Patrick M. Sheridan, executive
vp and CFO.

The first-quarter net income
amounted to earnings per share of
51 cents.

If Acordia is to reach its earnings
goal for the year, "we needed a good
first quarter, and we had one," said
Mr. Sheridan. "We were very
pleased, obviously."

Earnings are rebounding after the
decline Acorida said was related to
the reorganization of its Indiana op-
erations and a weak California mar-
ket, specifically in workers compen-
sation and construction lines (BI,
Oct. 16, 1995).

Around half the 24.2% revenue
gain came from acquisitions, Mr.
Sheridan explained, and Acordia
will be examining other acquisition
opportunities this year. The remain-
der of the increase came from inter-
nal growth and new business.

In the first quarter, Acordia ac-
quired Reager-Harris Inc. in Louis-

ville, Ken.; Potts, Davis & Co. in Sa-
lem, Ore.; Northwest Agencies Inc.
in Portland, Ore.; and Chamberlin &
Flowers Inc. in Clarksburg, W.Va.

Arthur J. Gallagher

First-quarter revenues at Arthur
J. Gallagher & Co. reached $100.7
million, a 4.1% rise from 1995's
$96.7 million. Net income for the
quarter rose to $8.2 niillion, a 22.3%
increase from $6.7 million in 1995.

"There's the good and the bad
news," said Michael J. Cloherty, ex-
ecutive vp at Gallagher. "We're ex-
tremely pleased with the 22% in-
crease, but the top line result shows
the continuing effect of the competi-
tive market.”

Gallagher will "stick to basics"
for the remainder of the year, mak-
ing sure costs don't get out of hand,
Mr. Cloherty said. But he doesn't
expect changes in the competitive
insurance market. "Revenues | think
will continue to be under pressure.”

Gallagher acquired Los Angeles-
based retailer Levitt Kristan & Co.
during the first quarter.

Mr. Cloherty was named execu-
tive vp at the brokerage last month.
Formerly vp-finance, he has been
with Gallagher since 1981.

David M. MeGum has been ap-
pointed vp-international and spe-
cialty marketing. He joined the com-
pany in 1979 and served most re-
cently as president of Internationall
Special Risk Services Inc., Gallagh-
er's in-house wholesale brokerage
facility.

Hilb, Rogal & Hamilton

Revenues at Glen Allen, Va.-based
Hilb, Rogal & Hamilton Co. were up
9.2% to $43 miillion in the first
quarter from $39.4 million the year
before.

Net income was up 4.7% to $5.2
million from $4.9 million. '

HRH is benefitting from internal
growth as it ties regional offices to-
gether to allow them to share re-
Sources, explained Robert H Hilb,
chairman and CEO.

Not all offices have the ability to
provide loss control, risk manage-
ment and other services and the cur-
rent "regionalization of our com-
pany is improving our revenue" as
those services become available to
more clients, Mr. Hilb explained.

"We got a healthy blip up in new
business," he said. "We see some
awfully good things on the horizon
in our ability to deliver more to the
middle America client that needs
services the major players aren't
willing to provide."

Poe & Brown

New business and acquisitions are
fueling growth at Poe & Brown Inc.

Revenues rose 12.4% to $30.7 mil-
lion in the first quarter from $27.3
million in the 1995 quarter. The
Tampa-based broker reported net
income up 4.5% to $4.4 million in
from $4.3 million a year ago.

"We feel very, very good about the
first quarter,"” said James A. Or-
chard, treasurer. "We had solid top
line growth and earnings per share

growth. The first quarter had record
levels of new business."

Mr. Orchard said about half the
revenue growth came from 1995 ac
quisitions. In this year's first quar-
ter, Poe & Brown acquired Miami-
based broker Florida Intracoastal
Underwriters Inc. Another acquisi-
tion in April was Boger, Reid &
Flournoy, an Atlanta-based broker.

Poe & Brown recently formed a
new automotive department as part
of its National Programs Division to
offer six specialty insurance pro-
grams to automobile dealers, auto
transport companies, school bus op-
erators, auto repair businesses and
automotive after-market parts com-
panies. L1



By CAROLYN ALDRED

LONDON-While hoping that
they will not be the next defen-
dants, professional and amateur
sporting associations are examin-
ing their own insurance programs
after a High Court found a referee
liable for injuries that crippled a
young rugby player.

The judgment is believed to be
the first on the liability of referees
in the courts of the United King-
dom, Australia, New Zealand, Ire-
land or South Africa, Mr. Justice
Curtis said in his April 19 judg-
ment.

Although the judge stressed that
the judgment is limited to one
particular game of Colts rugby, a
special form of the game for ju-
nior players, the judgment could
have far reaching implications for
other sports referees, said Philip
Tracey, a lawyer with London law
firm Davies Arnold Cooper.

Mr. Tracey represented Michael
Nolan, on Tamsworth, Stafford-

INTERNATIONAL

Court tackles referee,
opens liability question

Sport associations
examine coverage
after rugby ruling

won the case after Mr. Justice
Curtis ruled that the referee
"failed to exercise reasonable care
and skill" in preventing scrum
collapses. A scrum is a rugby foot-
ball formation in which eight
players from each side interlock
and struggle for the ball in their
midst.

Damages have yet to be deter-
mined, but one source said they
could exceed 1 million pounds
($1.5 million).

London-based Rugby Football
Union, the association governing
amateur rugby in England, has in-
surance for all referees overseeing
Rugby Union matches in the
country. Its insurer, Sun Alliance
P.L.C., intends to appeal, though
a spokeswoman said "grounds for
the appeal were still being dis-

shire, a rugby union referee who ' cussed.”

was sued by Ben Smoldon for in-
juries he sustained in a Colts game
in 1991.

The rugby player, who was par-
alyzed when a scrum collapsed,

Sun Alliance also insures refer-
ees for other sports, although the
spokeswoman would not identify
the other sports. The company
noted that it was too early to corn-

ment on the case, especially with
a forthcoming appeal.

Damages will not be assessed
until after any appeal of the lia-
bility ruling, said Mr. Tracey.

Since the judgment, other sport-
ing bodies have consulted with
their insurers and lawyers to de-
termine the implications of the
case for them. Most believe they
are safe from similar rulings.

Insurers for the Rugby Football
League, a professional league
based in Leeds, said "that there is
no change" to its coverage follow-
ing the judgment, said Greg Mc-
Callum, RFL's referee coaching
director. The RFL's 250 U.K. reg-
istered referees are covered as em-
ployees under the RFL's employ-
ers liability insurance program,
said Mr. McCallum.

Professional leagues may not be
affected, because their rules, espe-
cially on scrums, differ from those
used in amateur games, said Mr.
McCallum.

Scrum rules have been changed k
in Rugby League to make a scrum 8
less competitive and dangerous, 8
he said. In addition, the Rugby Z
League scrum formation involves &
only six players from each team

See Rugby on next page

New Zealand player.

Duatneal ina-u/unce, ividy O, lin,U /7 OO

A liability ruling could leave U.K. referees in as tough a spot as this

GA, Sedgwick Wanted: Help handling risk worldwide

Risk managers seek insurer partners for global programs, survey says

target Germany

Both to expand presence there

By EDWIN UNSWORTH

By ROBERTO CENICEROS

Risk managers are increasingly con-
cerned about global exposures, ac-
cording to a recent Liberty Mutual In-

LONDON-General Accident P.L.C and Sedgwick surance Co. survey in which two-

Group P.L.C. are expanding their separate operations in
Germany.

Perth, Scotland-based General Accident is acquiling
UAP International Allgemeine and UAP International
Lebensversicherung for 140 million DM ($91.1 million)

from Union des Assurances de Paris of France.

Both insurance companies will trade under the General
Accident name.

UAP Allgemeine concentrates on small, domestic com-
mercial and personal lines businesses. The insurer re-
ported gross premiums in 1995 of 273 million DM ($190
million).

UAP Leben is a life insurance company and reported
1995 premiums amounting to 38 million DM ($26.5 mil-
lion).

Bob Scott, chief executive of General Accident, said

acquisition is of considerable strategic importance to the
Scottish insurance company, giving it "a solid base which
will enable further profitable expansion in the corning
years."

Mr. Scott said General Accident's interest was largely
in the German company's agency network in order to ex-

GA\'s existing German life business.

UABChairfan Jadques Friedmann said the sale of the
German units "is part of our strategy to rationalize and
refocus UAP's European network and to reduce group
debt:’

Meanwhile, Sedgwick, through its Sedgwick Deut-
schland subsidiary, has paid 8.2 million DM ($5.3 million)
for Wiekbaden, Germany-based broker Kurt Hamm und
Sohn Versicherungsmakler GmbH. A further minimum
payment of 1.8 million DM ($1.17 million) will be made
by Sedgwick Deutschland subject to the level ofnet re-
tained brokerage 62 Kurt Hamm in 1996 and 1997.

Commenting on the takeover, Mike Cooper-Mitchell, di-
rector of:Sedgwick Europe Risk Services, said Sedgwick
desires to have a strong presence in Germany because it is
the largest insurance market in continental Europe.

Mr. Cooper-Mitchell added that Kurt Hamm's offices in
Wiesbaden, Dusseldort Idar-Oberstein and Pforzheirn
give Sedgwick, which already has offices in nine German
cities, additional regional offices in the important Rhine/

Main area.

< thiis yvear (1,
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thirds of the respondents reported that
their company's international business
has increased in the past two years.

The survey found that risk managers
want a comprehensive insurance part-
ner to oversee their worldwide insur-
ance programs.

More than 25% of the 108 risk man-
agers for large U.S. corporations who
responded to the survey said their
company's international business had
increased more than 50%, while 67%
said the increase was greater than
15%.

About 30% of them said their em-

"For risk managers, it means the in-
ternational arena is one that they need
to address. Even if today their com-
pany is not overseas, they probably
will be shortly," he said.

Survey respondents said they are
most concerned about: global coordi-
nation of insurance programs or coor-
dination with their primary coverage
and local programs, so that gaps are
eliminated; cross-border communica-
tions between their offices and provid-
ers; and foreign laws and regulations.

Risk managers also are concerned
about transit and warehousing cover-
age and the quality of service they re-
ceive from insurers.

Those five issues can serve as a work
list for other risk managers embarking
on international business, Mr. Ryan
said. They are issues for risk managers

do they have regular reviews of their
loss control practices.

The risk managers surveyed cited
property, earthquake, .workers com-
pensation and political risk as the
most difficult international insurance
coverages to purchase.

Survey respondents listed Asia, Eu-
rope, Mexico, the Pacific Rim and
South America as high-activity re-
gions for starting up a company or
opening an office. Canada and the
Middle East were considered medi-
um-activity regions.

As for acquiring companies, Europe
is the high-activity region, with Asia,
Mexico, the Pacific Rim and South
America medium-activity areas.

The survey was released April 23,
during the 34th Annual Risk & Insur-
ance Management Society Inc. confer-

the ployers had acquired a company out- to discuss with their brokers and in- ence in Toronto. Liberty 1Vlutual dis-

side the United States within the past
two years. More than 60% said their
ernployers had started an overseas
company or opened an office outside
the United States.

"American businesses are showing a
dramatic increase in business over-
seas," said John Ryan, vp of commer-
cial marketing for Boston-based Lib-
erty Mutual.

surers, he added.
The survey results also show risk
managers want the insurance indus-

tributed questionnaires in March and

April and the risk managers responded
via fax.

try's best practices-like safety and -

loss control programs-applied to
overseas operations, Mr. Ryan said,
Yet those efforts are lagging. About
two-thirds of responding companies
do not have written loss control plans
for each country they operate in, nor

Copies of the survey are available from
John Ryan at Liberty Mutual Insur-
ance Co., Communication/Marketing
Department, 175 Berkeley St; P.O.
Box 140, Boston, Mass. 02117-0140,
617-357-9500, ext. 44171.

U.K. safety code violators land in jail

By CAROLYN ALDRED

BRADFORD, England-Two forrner
directors of a carpet manufacturer were
jailed last week for breaking health and
safety regulations imposed after an em-
ployee lost his arm.

The successful prosecution of the case
by the U.K. Health and Safety Exeutive
is only the second conviction to result in
jail time for a breach of U.K. safety regu-
lations. A demolition worker was sen-

tenced to three months in prison earlier
1 S D).

Until this year, prosecutions of safely
violations resulted in fines and suspended
custodial sentences-in which the con-
victed defendant does not serve jail sen-
tences unless he or she commits another
similar offense-but not jail terms.

Colin Barker, former managing director
of carpet maker Calder Felts Ltd. of Sow-
erby Bridge, Yorkshire, and Know Kerr,
the company's former production direc-
tor, were each sentenced to four months
imprisonment.

The sentences were handed down at

Bradford Crown Court on April 23.

The convictions stem from an accident
two years ago in which 21-year-old
Michael Pollard had his left arm torn off
while cleaning machinery at the com-
pany.

Immediately after the accident, safety
inspectors prohibited the company from
using the machine before safety defects
had been corrected. On a subsequent
visit, seven months later, the inspectors
found the machinery still in use without
having been made safer.

The company closed down in March
1995. En
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German health

Proposal would shift some
By DON LEWIS KIRK

German health insurance companies are criticiz-
ing a government reform package aimed at stimu-
lating the economy by slimming down the social
security system.

Hans Juergen Ahrens, chairman of the associa-
tion of the nonprofit, state-regulated German sick-
ness funds that provide health care coverage to
90% of German citizens, said government propos-
als unveiled April 26 would increase the burden on
sickness funds and are "unrealistic" and "socially
irresponsible.”

German sickness funds are financed through
equal employer and employee contributions that
combined total an average of 13.5% of employees'

'Adding insult to injury,
(policyholders) now see their
benefits cut,’ says Hans
Juergen Ahrens.

gross salary or wages. A government spokesman
said a major goal of reform is to reduce total em-
ployer contributions for all social insurance bene-
fits to below 40% of salaries. Currently companies
pay social insurance taxes for employee pensiors,
unemployment compensation and health insur-

The Bonn government's "Program for More
Growth and Jobs" includes better insurance bene-
fits for 3 million social security recipients and will

i boost the costs needed to modernize or maintain

1 hospital facilities.

1 Should it go into effect, Mr. Ahrens of the Feder-
ation of German Sickness Funds, known as the
AOK, says health insurance companies together
would face additional total costs in the first year of

reform amounting to 5 billion DM ($3.27 billion)
starting in 1997.

INTERNATIONAL

reforms faulted

costs away from employers

The sickness funds generated revenues of 220 bil-
lion DM in 1995 ($153.1 billion).

In a 1994 reform, the government limited the
sickness fund contributions of pensioners and the
unemployed, which also reduced sickness fund in-
come (BI, July 11, 1994; March 14, 1994).

"Our policyholders had to pay for this through
higher premiums,"” Mr. Ahrens said in a radio in-
terview. "Adding insult to injury, they now see
their benefits cut.”

Instead of fiscal changes, Mr. Ahrens said law-
makers need to get at the root of the problem by
changing the cost structure through steps such as
increasing outpatient care over hospital care, and
putting some costly medication on a "black list."

Mr. Ahrens also attacked a government plan that
would cut employee sick pay for the first day off
work.

In addition, the government plans to reduce
funds for preventive care, which would undermine
efforts to head off chronic illness, said Mr. Ahrens.

The government hopes to move ahead on a third
reform of the German health system, which would
focus on cutting hospital costs, but also reduce sick
pay from health insurers by 10%.

It will also introduce expanded insurance bene-
fits and increase contributions for nursing care in-
surance, which was introduced in Germany last
year. The government said these measures will help
create jobs in the health care industry.

Other social insurance reform proposals include
reducing pensions for ethnic Germans returning
from Eastern European countries and for those un-
able to work for health reasons. It also plans to cut
payments for health spas and raise the pension age
for women.

In addition, the government plans to reform Ger-
many's accident insurance system and support
laws, the system through which workers are com-
pensated for job-related injury or illness. The
changes would change entitltement to unemploy-
ment benefits and cut benefit levels.

Overall government cuts totaling about 50 billion
DM ($32.66 billion) are planned in 1997, with more
than 20 billion DM ($13.06 billion) in the social se-
curity sector.
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Reinsurer pact
bolsters Lloyd's

200 companies to pay Lioncover claims

By SARAH GODDARD

LONDON-LIoyd's of London's

Central Fund could be in a stron-
ger position now that nearly 200
London market reinsurers have
agreed to pay reinsurance claims

filed by Lioncover Insurance Co.
Ltd.

The reinsurers reached an
agreement with Syndicate Under-
writing Management Ltd., the
substitute managing agency for
the PCW syndicates, to start pay-
ing reinsurance recoveries to Li-

would have threatened Lloyd's
solvency position. Lioncover's
1995 accounts, to be published
this week as part of the Cori)ora-
tion of Lloyd's report and ae-
counts, show uncollected reinsur-
ance recoveries of £150 million
($223.9 million), with an esti-
mated £220 million ($328.4 mil-
lion) of future reinsurance claims.

SUM did not release details on
the agreement, which it said were

confidential. However, Managing
Director Alan Pollard did admit

that a number of the retrocession-

The agreement ends concern that the
Central Fund could be exhausted by its
exposure to PCW liabilities, primarily

asbestos-related.

oncover, but the exact amount is
unknown.

Lioncover was set up by Lloyd's
in 1987 as reinsurer of the syndi-
cates previously managed by PCW
Underwriting Agencies Ltd. after
the agency collapsed in 1982 with
huge exposures, particularly as-
bestos. Lioncover is guaranteed
by the Lloyd's Central Fund,
which could have had to pay out
funds to Lioncover absent the re-
insurance agreement.

The PCVWV retrocessionaires had
argued that they were not liable
for claims from the syndicates be-
cause of fraudulent trading by
PCW. But, earlier this year, a ju-

dicial committee of the House of
Lords refused to allow the rein-
surers to appeal a U.K. Court of
Appeal decision last July that
found in favor of the syndicates
collectingonthereinsurance.
Since that date, SUM and the re-
insurers have been working out
the settlement, which was final-

ized late last month.

The agreement clears concern
that the Central Fund could be
bankrupted by its exposure to
PCVWV liabilities, which in turn

Rugby

Continued from previous page
rather than eight.

British Boxing Board of Control
General Secretary John Morris
said he believes the judgment
likely will be confined to a "one-
off" incident in a rugby game.
Nonetheless, the BBBC, its insur-
ers and lawyers "will examine the
judgment carefully. There is no
room for complacency," he said.

One of the issues that will be
discussed by the board in the light
of the judgment is whether boxing
referees should be required to
carry insurance. The BBBC, which
is responsible for most profes-
sional boxing matches in the
United Kingdom, currently has no
separate coverage for referees, Mr.
Morris said.

A spokesman for the Football
Assn., which oversees soccer
played in the United Kingdom,
said FA-appointed referees, re-
sponsible for most professional
matches in England and Wales,
are covered as employees under

aires were in runoff. In fact, most
of the Lloyd's syndicates involved
in the agreement are in runoff, he
said, so they will be reinsured into
Equitas Ltd., the Lloyd's runoff
reinsurer, if the reconstruction
and renewal plan goes ahead.

Lloyd's also is planning to rein-
sure Lioncover into Equiitas,
though some names and their ad-
visers oppose this proposal. An
assessment of the R&R plan last
month by law firm Slaughter &
May suggested that Lioncover re-
main with the ongoing Lloyd's
market (BI, April 8).

SUM also will be absorbed into
Equitas after the R&R plan is
completed.

Also, "a significant proportion"
of the London market companies
are in runoff, said Mr. Pollard.
But he did not foresee any great
problems resulting from reinsur-
ers' attempts to collect retroces-
sions before paying out cedants’
claims, a strategy that may or may
not be upheld in the courts later
this year (BI, July 17,1995).

"It can work in both directions,
since Lioncover is both a rein-

surer and reinsured.” [gl

the FA's own insurance program.

The association is examining
the insurance for referees for am-
ateur football games, about 30%
of whom have no coverage, he
said.

However, the spokesman noted
that the judgment is unlikely to
affect soccer, which is a "very dif-

'There is no room for
complacency,' says
John Morris, a
high-ranking British
boxing regulator.

ferent game to rugby," referring
to the less dangerous nature of

The Hockey Assn., which offers
a non-compulsory insurance pro-
gram for field hockey umpires, is
also reviewing its coverage, con-

firmed a spokeswoma n, who
would not comment further on in-

surance matters. Inl
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MAY 13-14. Annual Statement Changes
Seminar in Chicago, sponsored by the
National Assn. of Insurance Companies;
$275 for state insurance department staff,
$475 for others. Also June 17-18 in Kan-
sas City, Mo.; Aug. 26-27 in Boston; Sept.
5-6 in San Francisco. NAIC, Education
and Training Department, 120 W. 12th
Street, Suite 1100, Kansas City, Mo.
64105-1925; 816-374-7192.

MAY 13-14. Health Care Antitrust Fo-
rum in Chicago, sponsored by Health
Care Antitrust Forum; $750. Health Care
Antitrust Forum, Address Program Di-
rector, 3 First National Plaza, Suite 1400,
Chicago, lll. 60602; 312-214-3299.

MAY 14. Contingency Planning for
Equipment & Machinery in St. Louis,
sponsored by Factory Mutual Engineer-
ing and Research; $495. Also May 16 in
St. Nashville; July 30 in Pittsburgh; Aug.
1 in Ft. Mitchell, Ky, Aug. 28 in Atlantic
City, N.J.; Sept. 4 in Norwood, Mass.;
Nov. 5 in Norcross, Ga. and Nov. 7 in
Charlotte, N.C. FME&R's Insured Educa-
tion, 1151 Boston-Providence Turnpike,
P.O. Box 9102, Norwood, Mass. 02062;
617-255-4606.

MAY 14. The 1996 Employee Benefit
Communication Seminars in Chicago,
sponsored by The Conference Board;
$550 for Conference Board Associates,
$680 for non-associates. Also May 16 in
New York and May 21-in San Francisco.
The Conference Board, 845 Third Ave.,
New York, N.Y. 10022-6679; 212-759-
0900

MAY 14-16. Intensive Workers' Compen-
sation Training Program in Glastonbury,
Conn.,sponsored by Aon Management
Institute; $1,900. Aon Management Insti-
tute, 628 Hebron Ave., Corporate Center

I[, Glastonbury, Conn. 06033; 860-659-
6780.

MAY 14-16. ABA Section of Litigation
Insurance Coverage Litigation Annual
Midyear Meeting in Tucson, sponsored
by the Insurance Coverage Litigation
Committee; $300 for litigation section
member, $325 for ABA, non-litigation
members, $350 for non-ABA members.
Allison Goldman, ABA Section of Litiga-
tion, 750 N Lake Shore Drive, Chicago,
m. 60611; 312-988-6245.

MAY 15. Environmental Exposures in
Construction: Building Your Contractor
Book conference in Exton, Pa., sponsored
by The Center for Environmental Risk
Management; $195. The Center for Envi-
ronmental Risk Management, Jacque
Kakareka, 520 Eagleview Blvd., P.O. Box
636, Exton, Pa, 19341; 800-ECS-1414.

MAY 15. The Second Annual Insuling
the Children Insurance Industry Forum
in Yorba Linda, Calif., sponsored by In-
sunng the Childmn; $195. P.O. Box

28882, Santa Ana, Calif. 92799-8882;
714-756-3495.

MAY 16-17. Negotiating Environmental
Agreements executive program in Cam-
bridge, Mass., sponsored by Massachu-
setts Institute of Technology; $1,175.
Carol Sloane, Center for Management
Research, MIT, 55 William St, Wellesley,
Mass. 02181; 617-239-1111.

MAY 17. Treatment Guidelines & Utili-
zation Management in Workers' Com-
pensation seminar in San Francisco,
sponsored by California Workers' Com-
pensation Institute; $160 for CWCI mem-
bers, $210 for non-members. Also May
20 in Long Beach, Calif. Barbara Davis,
CWCI, 120 Montgomery St., Suite 1300,
San Francisco, Calif. 94104; 415-981-
2107.

MAY 18-24. 1996 American Industrial
Hygiene Conference & Exposition in
Washington, sponsored by the American
Industrial Hygiene Assn. and American
Conference of Governmental Industrial
Hygienists; $360 for members, $460 for
non-members. AIHA, 2700 Prosperity
Ave., Suite 250, Fairfax, Va. 22031; 703-
849-8888.

MAY 19-21. 28th Annual Midwest Claim
Conference in Arlington Hts., Ill., spon-
sored by Chicago Claim Assn.; $115 for
one day, $175 for two days. Midwest
Claim Conference, C/O Russell Bardin,
US Life Credit Life, One Woodfield

Lake, Schaumburg, Ill. 60173, 847-517-
5961.

MAY 20-21. The 8th Annual Corporate
Benefits Conference in Las Vegas, spon-
sored by sponsored by International
Foundation of Employee Benefit Plans;
$510 for members, $570 for non-mem-
bers. IFEBP, P.O. Box 69, Brookfield,

Datebook

Wis. 53008-0069; 414-786-6710, ext.
8257

MAY 22. The 1996 Harold H. Hines Jr.
Memorial Symposium in Chicago, spon-
sored by Chicago and Northeastern llli-
nois chapters or Risk & Insurance Man-
agement Society Inc., the Insurance
School of Chicago and Business Insur-
once; free for invited guests. The Insur-
ance School of Chicago, 175 W. Jackson

Blvd, Suite 2200, Chicago, Ill. 60604;
312-427-2550.

MAY 22-23. Disaster Planning and Pre-
paredness seminar in Chicago, sponsored
by Factory Mutual Engineering and Re-
search; $495. Also July 23-24 in Toronto;
July 25-26 in Montreal; Sept. 10-11 in
Baltimore; Sept. 12-13 in New York; Dec.
3-4 in Norwood, Mass. FIVIE&R's Insured
Education, 1151 Boston-Providence
Turnpike, P.O. Box 9102, Norwood,
Mass. 02062; 617-255-4606.

MAY 23. Integrating the Interventions

that Promote Good Health seminar in
Chicago, sponsomd by The Wellness
Planning Coalition; $100 for members,
$125 for non-member. Midwest Business
Group on Health, 8303 W. Higgins Rd.,
Suite 200, Chicago, Ill. 60631; 312-380-

9090.

MAY 23. 401(k) Plans From A to Z
workshop in Syracuse, NY., sponsored
by Corbel. $235. Education Sen*s, Cor-
bel, P.O. Box 47720, Jacksonville, Fla.
800-326-7235.

MAY 24. Medical Malpractice seminar in
New York, sponsored by the College of
Insurance,$95. The College of In=ance
Center for Professional Education; 101
Murray St, Room 426, New York, N.Y.
10007; 212-815-9201.

MAY 24. Professional Liability: Errors
and Omissions Insurance seminar in New
York, sponsored by the College of Insur-
ance; $95. The College of Insurance Cen-
ter for Professional Education; 101 Mur-

THE FOURTH ANNUAL +

*  Business i
* Insurance®

WQAQRKERS COMPENSATFON

» CONFERENCE

S PP ECIi AL

NONVVENMEBER & .

VWV ORKSHIOR

B =1=1 =

RISK FINANCING & THE CAPITAL MARKETS

Cutting edge risk managers are accessing capital markets to finance fortuitous risks.
This in-depth, two-hour workshop will provide insights into these innovative
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ray St., Room 426, New York, N.Y.
10007; 212-815-9201.

MAY 29. The Second Annual Educa-
tional Outreach Program in Association
with the U.S. Department of Labor m
Seattle, sponsored by the International
Foundation of Employee Benefit Plans;
$125. Also May 30 m San Francisco, May
31 in Los Angeles, June 3 in Kansas City,
June 5 in St. Paul, Minn. June 6 in Chi-
cago. IFEBP, P.O. Box 69, Brookfield,
Wis. 53008-0069; 414-786-6710.

JUNE

JUNE 2-5. The New Hampshire Advan-
tage: Strategies for Systematic Change
conference in Nashua, New Hampshire,
sponsored by the Eastern Assn. of Work-
ers' Compensation Boards and Commis-
sions; $200 for International Workers'
Compensation Foundation members,
$225 for associate members, $250 for
non-members. IWCF, P.O. Box 3515,
Concord, N.H. 03302; 904-252-2915.

JUNE 5. New England Employee Bene-
fits Council Spling Conference and Trade
Show in Boston, sponsored by NEEBC;
$175 for members, $250 for non-mem-

bers. NEEBC, 62 Walnut St., Wellesley,
Mass. 02181; 617-239-1767.

JUNE 5-7. Capitation and At-Risk Con-
tracting program in Cherry Hills, N.J.,
sponsored by the Institute for Behavioral
Healthcare and CentraLink; $795. Also
July 10-12 in Portland, Oregon. Cen-
traLink, 4370 Alpine Road, Suite 108,

Portola Valley, Calif. 94028; 415-851-
8411.

JUNE 9-11. The 12th Annual Western
Claim Conference in Indian Wells, Calif_;
$200. Franchesca Archilla, c/o UNUM,
101 N. Brand Blvd., Suite 800, Glendale,
Calif. 91203; 818-956-2624.
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Risk managers, loss prevention and safety managers, workers
compensation administrators and analysts, employee benefit
executives, plus insurers, brokers, consultants, representatives
from HMOs and PPOs, state and local government representa-
tives, association members, attorneys and providers from a
broad range of companies and institutions.
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StOCkS po_inting, or rather Iower, earnings," Stearns' l\/ll_’ Fra;ier there againi" Mr Jamilkowski tial growth m the Medicare HMO
said Doug Sherlock, president of the "That gives investors a comfort asked market as a factor m their choices
Gwynedd, Pa -based Sherlock Co factor," said Mr Frazier, who ex- Meanwhile, selectivity is now Oxford and PacifiCare are two very
Continued from page 2 and an HMO analyst, who notes shat pets the same to occur this year as called for in stock picks, say ana- strong companies that are hkely to
purchase of Blue Bell, Pa -based U S over the past month the stocks have well lysts, who most often cite Cypress, be selected by the AARP, said Mr
Healthcare Inc (BI, Apnl 8) been lagging the market Furthermore, the Washington- Callf -based PactfiCare Health Sys- LeConey
For health maintenance organiza- 'On average, operatmg profits are based Amencan Assn of Retrred tems, followed by Norwalk, Conn - HMOs with strong Medicare prod-
bons overall, "l think it'S fair to say up by about 4% and it was well mto Persons announced last week that It based Oxford Health Care, as their ucts, as well as those with strong
the performance m the group this the double digits last year at the plans to begin hcensmg its name to favontes product lines beyond the Medicare
year has been somewhat mixed," same lame," said Mr Sherlock health maintenance organizations "l think selective HMO stocks shll area, Ml do well, said Mr Richter
said Todd Richter, an analyst with Many companies, Mr Sherlock ex- The group would ekaluate plans on make a great deal of sense," said Mr PacifiCare and United HealthCare

Dean Witter Reynolds m New York plamed, are now electmg to forgo financial stability, pnce, commit- Plrazier, who reommends PacihCare both fit these criteria and have valu-
The group Is about a market per- putting pressure on their doctors and ment to quallty and their populanty as well as United Healtheare Corp. ations that "are still very attractive "
former Some names have performed hospitals to reduce their pnces, to with AARP members It would m of Minnetonka, Minn, and Hooksett, As to other types of managed care
exceptionally well and are consider- encourage more of them to jom their turn receive royalties from the plans N H -based Healthsource Inc companies, Randall Huyser, an ana-
ably ahead of the market, and some networks it endorses Each of these companies will be lyst with Furnian Selz Inc in San
names are somewhat behind the The market is littery, said Mark The AARP's endorsements wall able to get through the cument Francisco, recommends Downers
market The group IS coming off an Jamilkowski, an HMO analyst with shmulate the HMO market's growth shake-up in the mdustry and still be Grove, lll -based HealthCare COM-
extremely strong year, though, last insumnce msearch and Investment enolmously and "is going to have a able to deliver deent earnings  FARE Corp., which he descnbed as
year,"he said firm Conning & Co m Hartford, profound effect on the stocks," ae- growth, said Mr Frazier the largest Independent preferred
"A bit of perverse logle” has been Conn cording to Michael LeConey, an In addition, each of these HMC)s provider organization company
at work, said Mr Richter Because of "l think you have a situation HMO analyst with Coleman & Co m has dominant market shares m parts "The main thrust of the story Is
proht-taking on the part of inves- where everybody's very antsy about New York of the countly In which they focus, that their base business is growing at
tors, last year's best-performing what's golng to happen with core "l think the HMOs will follow the they have well-developed computer about a 20% rate, and we think that
stocks are domgworse this year earnings," Mr Jamilkowski said general, broader market m that there systems and management capabill- they're gomg to be able to leverage
Other factors influenang the stock People are concerned about a resur- are going 8 be trading opportiuil- ties, and they have unsurpassed their existing base by getting into
prices in addition to the proht-tak- gence in health care trend factors, ties," Connmg's Mr Jamilkowsh medical networks, Mr Frazier said the insurance and HMO business,
inf» which followed a dramatle in- and that pricing pressures wall force said Dunng fourth-quarter 1995, he Ellie Kearns, an analyst with Alex and that could increase their growth
crease in pnces between last Sep- margins down, he said noted, the stocks were trading at Brown & Sons Inc in Baltimore, rate by at least flve percentage
tember and December-mclude m- However, the outlook IS Stdl posi- pnce/earnings multiples of 25 times said she also recommends Pacfi- points over the next thme years,"
vestor rotation from growth sectors tive, say analysts 1996 estimates Care, United HealthCare and said Mr Huyser
to more cyclical stock sectors as well For the past thme years, HMO This year, through the first quar- Healthsouree as well as Oxford be- Mr Huyser noted that he has no
as some lowered HMO earnings estl- stocks have done better m August ter, HMO stocks have been trading cause of their good market share in stock recommendations among phy-
mates, said Gary Frazier, managing and September, because many of the at only 19 tames 1996 estimates, "so important markets, good manage- sician practice management compa-
director and managed health care rate announcements have already you can see they were more highly ment teams, geographic diversifica- nies nght now because of a combi-
analyst at Bear, Stearns & Co in been made and there has been an valued as a group in the fourth quar- tion and broad product offenngs nation of high valuations as well as
New York Initial glimpse of the upcoming ter than they are now But they were with opt-out features "too many of the companies report-
i assume it's pnmanly disap- year's enrollment trends, said Bear at 25 times at one pomt Why not get Other analysts point to the poten- ing disappointing earnings
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FMLA

Continued from page 2

'has been good for business" with
little or no effect on productivity,”

said Sen. Christopher Dodd, D-
Conn., the group's chairman.

The group used U.S. Census and
other data to supplement two na-
tional family leave surveys. In one,
Rockville, Md.-based Westat Inc. in-
terviewed -employers at 1,206 work
sites last summer. In the other, re-
searchers at the University of Michi-
gan's Institute for Social Research
interviewed people in 2,352 house-
holds that contained employees who
are covered by the act.

"The utilization rate has been rela-
tively low," observed Sen. Dodd.

According to the employer survey,
3.6 of every 100 eligible employees at
private sector worksites took family
leave between Jan. 1, 1994, and the
time of the interview. By contrast,
the employee survey found that
about two of every 100 eligible em-
ployees took leave in that period.

The discrepancy stems from "em-
ployees in covered firms who, while
not eligible for one reason or an-
other, were allowed to take leave un-
der the act; or employees in covered
firms who, whether eligible or not,
were given leave under the PMLA
and did not know it."

Overall, costs of implementing
family leave policies also have been
relatively low for businesses.

Administrative costs did not in-
crease at all or only a small amount
at nearly nine of 10 surveyed em-
ployers. Only 10.8% reported large
or moderate increases. Benefits costs
were similarly stable: 93.9% mported
no or only small increases; the rest
reported large or moderate ones.

Among companies with 1,000 or
more workers, 41.7% reported mod-
erate or large increases in adminis-
trative costs and 28.9% reported
such increases in benefit costs.

Very few companies said the
FNELA had either helped or hurt
their productivity. Some 86.4% re-
ported no impact from the law,
while 7.3% said it had hurt and
6.4% said it had helped. Asked
about profits, the companies told a
similar story: 92.5% reported no im-
pact from the law, while 6.3% said it
hurt and 1.2% said it helped.

More than one out of 10 employ-
ers-12.6%-said employee produc-
tivity had improved because of the
FMLA. Only 4.7% reported a drop
and 82.7% reported no effect. Nearly
nine out of 10 said the act had no
impact on employee absences.

"Organizations that have had un-
paid leave policies in place in the
past have had much less problem
dealing with PMLA. Larger employ-
ers don't have quite as much prob-
tems in developing the policies deal-
ing with the FMLA," said Michelle
Miears, principal with Buck Consult-
ants Inc. in Houston.

Employers are having diniculty re-
sponding to the PMLA while trying
to meet the demands of the work-
force with programs like flex time.

The commission failed to take a
balanced approach, and instead
"sought to put a good face on a trou-
blesome law,"” contended Paul
Huard, senior vp for the National
Assn. of Manufacturers.

"While we recognize the need for
Elexible leave policies, it is important
that such a policy be well defined so
it is not open to flagrant abuse," he
said. "The act (gives) some workers

an excuse to have many unexplajned
absences."”

Ftee copies of the report are avail-
2ble from: The Women's Bureau,
US. L,abor Department, 200 Consti-
tution Ave. N.VW., Suite S-3002,

6611.
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C PC U® angd UQutes

1 guarantee you will learn more in less t,me with
The Burnham System - or your money back
Ray Burnham. CPCU. CLU. ARM
19 Everett Street. Southoridge. MA 01550

Call 1-800-GET-CPCU Now!

FOR 1996 SERVICES GUIDE
ADVERTISING INFORMATION
CALL 312:649-5340

SBPA

SYSTEMS

Medical - Dental - Vision « Disability - Life

Self-Administrated Companies « TPA's
Managed Care Organizations * Insurance Companies

Eligibility, Billing, Agent Commissions and Claims
1-800-444-1189

10777 Westheimer, Suite 125 - Houston, TX 77042 - FAX 713-974-3544

Risk Management Information Solutions

JAnistics Omega

for Wimlows

T

Claims Management Integrating:
PolicyAdministration -MicrosoftOffice

Exposure Management -Standard Reports

-Ad Hoc ReportWriter
-Advanced Query

Property Management
Certificate Tracking
LitigationTracking -Graphs
Bond Tracking
CostofRisk Allocation

-Imaging
~Automated Letters

.. and Data Conversions
~Fax

For More Information or a Free

Microsoft
'emonstration: 800-355-2783

TO ORDER Dial Kerry »raddick at Bl: 212-210.0229

While supplies last. H = B = —

$50 for a set-of three.programs. $25 for any single day.
Cost includes stoodord shippihg. Pre-poyment required. Moke checks payable E
to Business Insuionre or chikige to Visa, Mostercord, or American Express.
Write to Business insuronce, :TV'96, 220 E. 42011 Street, New York, NY 10017.
Fox your order to:Kerry Broddick, TV'96, at 212-210-0704.

' Policy Administration/Rating

RETURN

RETURN ® for Managed Care

PC software for Worker's Compensation and disability or group health plans. RETURN ® manages case
process from day one, channels to network providers, monitors work status and return-to-work. Offers
electronic rolodex of all providers, treatment sites: resources and contacts. Documents case activity. refer-
rals, cost savings, case notes, monitors utilization, case outcome. provider perfomiance and cost savings.

Includes: Standard Letter Generator, Ad Hoc Report Writer, Accounts Receivable for Case Management
services, bill-repricing, JobAnalysis/Work Status, standard data upload utilities Optional: EDI

HiNT

Health Management Technologies, Inc.
1150 Moraga Way, Suite 150 Moraga, California 94556

1-800-647-7007
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PYRAMID CLAIMS & RISK MANAGEMENT SOLUTIONS

CUSTOMER-BASED SOLUTIONS FOR PERFORMANCE-DRIVEN COMPANIES

The Pvramid System Pyramid Support Services

Risk Management Pyramid Training Center
Claims Administration Highly Skilled Support Staff
Customer Support Tracking

Medical Case Management Electronic Bulletin Board
Medical Bill Review The Pyramid User Association
800 Claims Reporting Account Executive Program
Document Imaging Numerous On-site Alternatives
WINDOWS - DOS - ORACLE - SYBASE - SQLSERVER NT

Pyramid Services, Inc. An AON Company

Call Our Corporate Office At 203 - 438 - 3883 x260

CareWare Managed Care System N/ A
Case Provider Guidelines Billing Tools
Group Health Directing QualityFIRST Hourly Note Pad
Workers' Comp Mgmt HCIA LOS Unit Diary
Behavioral Profiling InterQual Flat Fee Correspondence
Milliman &
Case Mgmt Robertson
Utilization Rvw
Treatment Plans
o create e

o price

o approve

Call for more informati n and an on-line demo

800-766-1736

eaw"*Me Sys,nmt, UNA.V.J

5118 N. 56th St., Suite 242, Tampa, Florida 33610

For advertising information contact: Cheryl Butler, Classified & Services Guide Advertising
740 No,th Rush Street, Chicago, lllinois 60611.Telephone (312) 649-5340 « Fax (312) 649-7799
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66Be sure that you return it."

If you're racing through this issue of Business Insurance because you
"borrowed" it from a colleague, you should have your own subscrip-

tion. Then you'll be first on the list. You can take as much time as you
like with all of Business Insurance's exclusive worldwide news of loss

prevention, risk financing and benefit management every week.

To subscribe, use the card in this issue

special 20%-off
group subscription

or Call 1 (800) 678-9595 Toll-Free.

Ask about our

Subscription Rates in U.S. Dollars
for 1 year, 52 Issues.

rate for five or more

subscriptions. A
great way to save
money. And avoid
pass-along problems.

Looking to reach the

executives in the
U.S. or in non-U.S.
corporations who are
responsible for risk
management,

employee benefits

and finance?
Look no farther!

Now, Bl's two
Directories of
Corporate Buyers of
Insurance, Benefit
Plans and Risk
Management
Services are avail-

able on disk.

usa $85

Canada/Mexico $105*
All other countries
by expedited air. $205

'Price includes Candian GST.

ocousMmess
Insurunce®

Subscription Dept.
965 E. Jefferson
Detroit, Ml 48207
Outside the USA
Call (313) 446-0450

\ In the U.S.-based

Now

Available

Directories of Corporate Buyers
... ON DISK ...

from

Business
Insurance

call:

o 313-446-1623
ask for the 1995/96 BID Software

FAX YOUR ORDER TODAY

edition you'll find
nearly 3,200
companies with
more than 16,000
executives listed. In
the non-U.S. edition,
3,000 executives
from more than 500

companies outside
the U.S. are listed.

The 1995/96 BID

Software costs only
$595 each edition.
Buy both and save
$195. Available for
the PC only.

FOR IMMEDIATE ACCESS TO DECISION-MAKERS

313-446-1650 FAX

for the
1995/96
BID Software
attention:

Dorothy Wood

Ship me the 1995/96 BID Software for:

0 U.S.-Based Corporate Buyers for a cost of $595

O Corporate Buyers Based Outside the U.S. for a cost of $595

O BOTH editions for a total cost of $995, and I'll save $195

Format for BID Software: O 3.5" disk O 5.25" disk

Residents of the following states are required to pay corresponding sales tax:

CA ... 774% IL ... 8% MI . 6% NY. 4% NYC. 81/40/6 OH... 5*446

Charge my: O VISA O AmEx O MasterCard O Discover

Account #

Name

Title

Company

Address

City

Phone (

Expiration Date:

State Zip

Fax-( 1

NAIlI actions threaten

state regulation: Hunter

By MEG FLETCHER

State regulation of insurance is be-
ing undermined by the National
Assn. of Independent Insurers, con-
tends a report by the Consumer Fed-
eration of America.

The NAlIrs "thinly veiled call for
its members to boycott payment of
(database) fees to the National Assn.
of Insurance Commissioners"” is a
prime example of the threat to effec-
tive state regulation, said J. Robert
Hunter, the consumer group's diree-
tor of insurance and a former Texas
Insurance commissioner.

"The NAII seeks to return the
NAIC to the old days when the in-
dustry called every shot; the boycott
is intended to bring (the) NAIC into
line with the NAI['s wishes," Mr.
Hunter charged in a statement re-
leased with the report last month.

The NAIlI has "a vested interest”
in blocking this database of insurer
financial information, the report
says. The NAIIl is a licensed statisti-
cal agent-an organization that pre-
pares statistical studies used to for-
mulate rates-for the very states it is
lobbying, according to the report,

"This is a conflict of interest for
the NAIL particularly if the attack
on the database by calling on its
members to withhold fees is coupled
udth a potential privatization of that
very database," the CFA report says.

One of the NAll's prime targets is
the NAIC's programs to coordinate
solvency regulation to create a
state-based national solvency system,
Mr. Hunter said.

The 19-page CFA study traces the
progress that state regulation has

made since 1979 when the U.S. Gen-
eral Accounting Office did its most
recent comprehensive review of the
effectiveness of state regulation.

The CFA research shows that "the
progress of state regulation has been
substantial, but more needs to be
done to protect consumers," said
Stephen Brobeck, CFA's executive
director. That work will likely con-
tinue, since major elements of the in-
surance industry have not supported
the NAIl's efforts, he added.

The CFA executives urged in a let-
ter to all state insurance commission-
ers that they "resist the political
pressure of the NAIIl to undo the
progress that state regulation has
made over the past 20 years (and to)
continue to support an independent
NAIC that unites the efforts of the
individual states into a cohesive na-
tional approach needed to address
the issues raised by a multi-trillion
dollar, multi-national insurance in-
dustry."

In response, NAM President-elect
Jack Ramirez denied that a boycott
was in effect, though he said some
individual insurers are questioning
why some companies are paying da-
tabase fees when others are not.

The NAII also 'strongly supports"
state regulation, as well as an explo-
ration of the NAIC's proper role,
which should be "to assist state reg-
ulation, not supplant it,” Mr.

Ramirez said.

Copies of the CFAN report are avail-
able for $10 each by contacting the
Consumer Federation Of America,
1424 16th St. NW. Suite 604, Wash-
ington, D.C. 20036.

Wrongful termination verdicts
higher for men than women

By SALLY ROBERTS

Men who win wrongful termina-
tion verdicts are recovering more
than twice the amount victorious
women plaintiffs are recovering, ac
cording to a new study.

Between 1988 and 1995, the me-
dian compensatory award recovered
by men in wrongful termination
cases was $151,800, while the me-
dian award recovered by wornen
was $75,000, a new study by Hor-
sham, Pa.-based Jury Verdict Re-
search said.

"Across the board, these awards
are very closely correlated to sala-
rig" and"men generally make more
money than women," explairled
Marie Reubi, managing editor for
Jury Verdict Research.

Indeed, according to the study,
which surveyed 1,700 verdicts, the
median wage loss claim made by
men was $162,015, compared with
$73,000 claimed by women.

The correlation between awards
and wage loss claims may also ex-
plain why executives winning
wrongful termination verdicts re-
cover more than double what other
occupations recover, the study said.

The median compensatory award
executive managers recovered in
wrongful termination suits between
1988 and 1995 was $312,500

The next highest median award
was $153,950, recovered by middle
managers, followed by $120,000 by
salespeople, $105,000 by profession-
als and para-professionals and
$56,000 by general laborers.

The study also reported that the
overall median compensatory award
in wrongful termination cases has
sharply increased since 1994. In
1995, the median award in wrongful

termination cases was $204,310, a
55.8% increase over 1994's median
award of $131,140.,

The study also indicated that the

number of wrongful termination
cases has increased 56% between

1988 and 1995. Ms. Reubi said the
increase in the number of claims can
be attributed to the rise in age dis-
crimination suits.

"It has a lot to do with the down-
sizing we're seeing in Corporate
America," she said.

"Middle management tends to be
the victims in downsizing," and
those affected middle managers in
their 50s and 60s are turning to the
courts alleging age discrimination,
she said.

According to the study, plaintiffs

alleging age as the factor behind
their termination won 54% of the

verdicts between 1988 and 1995. Of
those verdicts, the average compen-
satory award was $219,000-the
highest among the types of discrimi-
nation studied.

The study also showed:

« Plaintiffs alleging pregnancy dis-
crimination won 65% of the cases,
and the median compensatory award
was $87,500.

- Forty-eight percent of the plain-
tiffs alleging sexual discrimination
recovered, with a median compensa-
tory award of $106,728.

« Forty-seven percent of the plain-
tiffs alleging race discrimination re-
covered. The median compensatory
award was $147,799.

Copies of Jur?i Verdict's 'Tips To
Tackle Wrongful Termination” are
available for $24.45 through LRP
Publications, 747 Dresher Road, P.O.
Box 980, Horsham, Pa. 19044-0980;
800-341-7874, eat. 274.
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said But, that does not mean the de- e . -
C I G NA rtment already has determined be overseas, where existing opera- lion ($2625 million) a year by
partment already has determine RO a I S u n tions of the two insurers comple- 1998 Other Intended savings are
Contznued how it would respond if CIGNA . ment one another, according to from combining head offices in
from page 2 seeks approval for the depomt, she Continued from page 1 Richard Gamble, Royal group London, in administration and
nize those hablhtles and obtain an stressed 0 . . ’ . . ’ .
) _ ) though ItS vulnerability to long- chief executive, who will hold the claims processing, and 1nforma-
A- rattng for its ongoing operation CIGNA's offer to stop wntlng tail U S liability risks like asbes- same position at Royal Sun Alll- tion technology development
from A M Best Co That rating 15 business m Michigan through INA"Is tos and pollution ance Mr Gamble said Royal's "We don't anticipate significant
cructal for the active ?\peration toat-a txpical tactic that insurgrs take m claims was seen as likely to put strong North American presence difficulties in consolidating U S
tract quality nsks, CIGNA has said negotlattons with regulators, former off interested parties will be balanced by Sun Alliance's operations, as the Sun Alliance
CIGNA.created the runoff opera- regulators said However, Roger Taylor, Sun Al- has a Com’paratively small U S
tlon by taking advantage of a unique Such a suggestion not only does liance's group chief executive, presence There would be no im-
Pennsylvania law that allowed It to not Impress regulators, but it also said that Independent actuarial . . pact on the Charlotte operations
spht INA m two INA was the unit sometimes fortlfles their resolve to consultants' reports on Royal s U.S. policyholders will and it is highly likely that the Sun
with the greatest amount of long-tall show an insurer who is regulatmg U S reserves did not deter the have 'access to a people would continue to operate
habilities before the reorganization the mdustry, observed former New merger A spokesman for Royal . in their present geographic loca-
The portion of INA that retained York Deputy Superintendent Martm U S said that as of year-end 1995, Strqnger worldwide tions,” Royal's Mr Mendelsohn
those habilities, along with a few Minkowitz, who now is an attorney reserves for environmental and insurance base,' says said
other CIGNA unlts, was folded mto in New York with Stroock & asbesfos losses totaled $303 mil
Century Indemnity, ,an easttng ClI- Stroock & Lavan lion, or 9% of Royal U S 's total Robert V. Mendelsohn. er;[;';fgr;jfc?r;vg;;?ﬁrsegggﬁgrﬁi
GNA unit The other portion of INA John L Ward, chief executive offi- reserves the U K insurance market-it
retamed only the company's ongoing cer of Ward Financial Group, a Cm- In the United States, "the bene- will have a 20% to 25% share of
business and the INA name It is cinnati-based management consult- fit to our policyholders and pro- position in Europe homeowners' business and 20% of
part of CIGNA's acbve operation ing brm, supports Michigan's de- ducers is not just increased finan- "This, will add significantly to the automobile market Fifty per-
CIGNA officials say the msurer mand for a special deposit But, he cial security but access to a stron- our ratings in the %nited States cent of Royal Sun Alliance's

has fully funded its envimnmental said Midpgan's order "seems a httle ger worldwide insurance base," and expand our o%portunities non-life premiums will be gener-
and asbestos habilibes three times bit demandmg" because it requires said Robert V Mendelsohn, chief there," Mr Gamble sali ated from commercial lines The
over by backmg the runoff operation the CIGNA units to ante up "today's executive officer of Royal's U S In Europe there will be consoll- deal also is Intended particularly
with a sizable addition to reserves, dollars" to cover losses that "may operations in Charlotte, N C dation in Italy, Spain and Ireland, to strengthen ItS distribution
capital contnbubons and remsur- happen down the road * "The main impact is we are in- "giving us a much greater share in channels
ance protection wntten by the active He said the deposit could be struc- troducing a new international all of those markets," added Mr Royal Sun Alliance will select a
operation tured "with less pain to CIGNA" by product called World Assurance, Gamble non-executive chairman from out-
Mr Olson sttll questtoned the run- allowing the insurer to provide a which will provide overseas expo- The combined resources of the side the current boards of the
off operation’s financial strength (BI, "paper guarantee sures of U S companies with two insurers also likely will bene- merging companies Until that ap-
Jan 22) He also wanted the "thou- A guarantee would be a bad Idea, property and liability coverage fit the companies in areas over- pointment, §|r Christopher Ben-
sands" of CIGNA polleyholders m said David Walsh, a former Alaska So access to the combined Royal seas where the two insurers are son, Sun Alliance chairman, will
Michigan to be able to decide commissioner and now general coun- Sun Alhance International net- eager to expand, notably India be the new company's chairman,

whether their coverage would be sel of domestic brokerage for Amen- work will afford a greater scope and China, said Mr Taylor after which he will retire Alan
moved mto the runoff facihly can International Group Inc of New of coverage and enhanced services Mr Gamble said by year end, Gormley, Royal's chairman, will
Mr Olson onginally sought a spe- York AlG is one of the nvals seek- to U S policyholders," he said the insurers hope to do business in be the new company's non-execu-

cial deposit of $3449 mihon from ing to mverse CIGNA's reorganiza- The product is currently avail- India and obtain a Chinese h- tive deputy chairman Roger Tay-
CIGNA to further safeguard Michi- thon mto acbve and runoff opera- able in New York, Atlanta and cense The two insurers also have lor, Sun Alliance's group chief ex-
gan pollcyholders that were moved tions Cmannatl, wuh a national rollout complementary operations in ecutive, will be executive deputy
into the runoff facihty No company can guarantee that it to begin this year Latin America chairman

The Michigan bureau based its re- wlll be around to honor that com- Officials from the two compa- Of the 5,000 Jobs to be cut over Upon the rnerger becoming ef-
quest on unpaid losses, adjustments mitment in 30 years or whenever nies also said the merger should the next two years from the com- fective, Sun Alliance shareholders
for asbestos and environmental re- that special deposit may have to be lead to reduced reinsurance costs bined Royal and Sun Alliance will hold about 53 6% and Royal
serves and unpaid loss adjustment tapped, he said They said that the stronger bal- global labor force of 22,000, some Insurance shareholders will hold
expenses for all of CIGNA's Michi- An insurer consultant questioned ance sheet of the merged company 4,000 will be in the United King- about 46 4% of the issued ordi-
gan-hcensed property/casualty com- how Michigan can force CIGNA to should allow the insurer to buy dom, including senior manage- nary share capital of Royal Sun

panies submit to the order less reinsurance and at lower ment positions Alliance
In an Apnl 25 letter to the bureau, The state has httle leverage over rates This will be the main factor
CIGNA attorney John D Pinch of CIGNA for two reasons, observed The main potenbal for Royal contributing to estimated annual Mark A Hofmann contributed

Honigman Milller Schwartz & Cohn Gary Ransom, a senior vp with in- Sun Alliance's development will cost savings of at least £175 mil- to this report
m Lansmg, Mich, said the states of surer consultant Conmng & Co of

domicile for those companies would Hartford, Conn The state is a small recommendations that served as

not let them post a special deposit market for CIGNA, with INA and its the basis for the bill

for only Michigan poheyholders affthates wnttng only about 2% of For the Record The legislation's sponsors were
Inheuofa depomt, Mr Pinch pro- the direct property/casualty premi- State Sgn Bud Gilbpert, R-Knox-

posed that INA §top selhng insur- ums mthe state m 1994, and INA of- Tennessee work comp maximum medical improvement, ville, and Rep Matthew Kisber,

ance and renewing coverage m the fered to stop wnting busliness there rather than the proposed 30_day D-Jackson

state He noted that the bureau has already reform awaits Signature requirement

said it would have recognized INA's Mr Ransom also questioned the Employers and insurers also fa- Comp insurer relies

merger with Century Indemnity if all wisdom of opposmg CIGNA's reor- NASHVILLE, Tenn -A major vor streamlining "the most strin- . .

of INA had been placed in runoff ganlzatton Retemng to the runoff workers compensation reform bill gent rating law in the country," on managing claims
Most significantly, Mr Olson operation, he said, "If it's gomg to go is awaiting the expected signature which required three state offi- CHICAGO-Illlinois employers

noted m his order, Mr Pinch did not under with all of that reinsurance of Tennessee Gov Don cials-the insurance commis- now can purchase workers com-
address the pohcyholder-choice is- and cash, people have to ask Sundquist after legislators passed moner, secretary of state and gov- pensation coverage from Third
sue whether (CIGNA) would have sur- the measure late last month ernor-to give prior approval to Coast Insurance Co in Rosemont,
Another concern IS that pokey- vived as it was before " The reorga- "It's a first step to the kind of fully developed rates, said Joseph a new llhnois-domiciled insurer
holders m the state would not be nizabon ensures that more money law employers want," said Bob DiGiovanni, vp-state programs of owned equally by Blue Cross &
covered by the Michigan Property & wall be available to pay claims, he Gaskill, vp of the Tennessee Assn the American Insurance Assn in Blue Shield of lllinois and Riscorp
Casualty Guaranty Assn if the run- said of Business, a Nashville-based Washington Under the new law, Inc of Sarasota, Fla
off facility were to fail, Mr Olson's Mr Walsh "very much" disagreed group with more than 1,700 mem- the commissioner of commerce The insurer began selling poll-
order noted The guaranty fund has with the notion that Midugan has bers and insurance would decide on cies April 1 to employers of all
preliminanly detemlined it could not no leverage with CIGNA If the CI- The measure, which insurers advisory prospective loss costs, sizes
respond as long as INA remains sol- GNA units do not comply, they will and labor representatives gener- which should inject some compe- Third Coast is committed to
vent, he explained "set off a cascade of regulatory mter- ally supported after two years of tition into the market, he said quickly managing employees'
But, Mr Olson cut the amount he est that wlll not be favorable to Cl- concentrated effort, would re- The legislation would also im- workers comp claims by empha-
originally sought by more than half, GNA," he predicted quire insurers to use loss-cost prove checks and balances in the sizing telephone reporting of inju-
to $165 3 milhon, or less than 14% CIGNA also could face regulatory rates rather than fully developed system and create a joint legisla- rles, prompt referral to treating
of the $12 68 bllhon of 1995 year- action on other fronts soon rates-which take into account tive committee to provide ongoing specialists and early return to
end assets for INA and its property/ Regulators m Oregon already are losses as well as other expenses- review and updating of the sys- work, said Paul F Difrancesco,
casualty alhates Mr Olson amved seelang a pohcyholder-choice agme- streamline the rate-approval pro- tem, said Steve Millikan, vp- Riscorp's vp-market development
at the new depomt figure by holdmg ment from CIGNA similar to the one cess, make employers with poor workers compensation for the Al- Executives from Riscorp and
only INA and Centuly Indemnity that Missoun regulators say they loss experience pay higher resid- liance of American Insurers in the Blues plan acknowledged that
subject to the deposit, since CIGNA have negotiated with the company ual market premiums and require Schaumburg, Il The legislation lllinois law, which allows an em-
did not move pollcyholders from any CIGNA maintains that the Missoun benefit review conferences in also reconstitutes a Workers Com- ployee to choose a provider, could
of its other Michigan-hcensed com- agreement only establishes how it some cases It also would enhance pensation Advisory Council, con- hinder their efforts But, they
panies Into the runoff facillty wlll not* policyholders about its re- safety and tighten fraud rules for sisting of all interest groups in the hope that offenng prompt, conve-
The bureau based its computation organization (BI, March 11, Feb 19) all participants in the system (Bl, workers comp system, including nient treatment will encourage
on INA's 1994 results, because INA's North Carolma regulators contmue March 11) employers, workers and insurers employees to allow insurer-di-
1995 annual report does not reflect to assess their "legal remedies," said However, "there were some an- Overall, the legislation should rected care
its habilities on the busmess that Deputy Commissioner Ray Martinez noying changes by -abor and trial also improve market conditions Third Coast plans to use BC/BS
was moved to the runoff facihty, Mr A special depomt or a pohcyholder- lawyers," Mr Gaskill said For by making coverage more avail- provider networks initially,
Olson's order explained choice agreement would be viable example, the standard of evidence able and affordable, he said though the insurer plans to de-
Before malong the deposit, Cl- solutions, he said a substance-abusing worker must In addition, several insurer and velop its own network in the next
GNA would have to obtain the Colorado regulators expect to de- meet to prove his work-related employer groups participated ina 18 months, sai d Richard L
Pennsylvania department's approval, cide by mid-May whether to ask CI- accident was not caused by drug broad-based workers comp re- Schleier, BC/BS of lllinois' vp-al-
a department spokeswoman said GNA for greater pohcyholder protec- or alcohol use was lowered to form coalition, which developed hed health products
That department is convmced that bon, said Deputy Commissioner "preponderance" from the pro- several goals for reforming the BC/BS sees this arrangement as
Century Indemnity already is ade- Maryellen Waggoner If they do seek posed "clear and convincing " In current system The goals were "a natural addition to its portfolio
rluately capitilized and that "no es- such protection, they probably addition, employers could not cut presented to the study committee of products," which include life
crow account is necessary for mdi- would prefer a poheyholder-choice benefits to an injured worker un- over a six-month period, and most and health insurance products for
vldual state's policyholders," she agreement, she said til 60 days after he or she reached were included in the committee's employers, he added
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Long-term care may benefit Updates-

Congressional committee considers provisions for tax breaks
By JERRY GEISEL

Under the two health care re- employees, insurers say
form bills, LTC policies would re- "It makes LTC much more at-

WASHINGTON-A "sleeper" ceive several new tax breaks tractive for employers to offer,"”
provision in health care reform Those breaks include the follow- said David Brenerman, director of
legislation to curb pre-existing ing government relations at UNUM
medical condition exclusions also e LTC premiums paid by em- Corp in Portland, Maine, who
could give a new boost to the ployers would not be added- spoke last week in Washington at

group and individual long-term within certain limits-to employ- an HIAA briefing

insurance market ees’ taxable income Premiums

AnNnd, if more employers offered
Reform bills passed by the would not be added to taxable in- LTC policies, more employees say
House and Senate, which are now come as long as they did not ex- they would consider obtaining
before a congressional conference ceed certain amounts, whi ch coverage, according to a new sur-
committee, contain virtually iden- would be age-related vey conducted for John Hancock
For example, employer-paid Mutual Life Insurance Co and the
vored status to long-term care premiums of up to $200 a year for National Council on the Aging
policies employees and their dependents The telephone survey of 1,000

tical provisions to give tax-fa-

The long-term care provisions individuals by Washington re-

have been largely overlooked as search firm Mathew Greenwald &

public attention has centered on Associates found that 29% of re-
, ] New tax breaks make
other highly controversial parts of spondents would be very inter-

the bills, such as a provision in the LTC much more ested in acquiring an LTC policy

House bill that would give new if offered by their employers

tax breaks to medical savings ac- aHractive for employers
counts and a provision of the Sen- to offer, says David

ate bill that would require medi-

Employer Interest in providing
LTC coverage, though, has slowed
markedly in recent years In 1994,
the last year for which 1nforma-
lion is available, 1,028 employers

Brenerman.
cal plans to provide the same cov-

erage for mental health ailments
as physical conditions offered such coverage, a 6% in-
Insurers, which back the new under age 40 would be tax-free crease from 1993, when 968 em-
tax breaks for LTC coverage, are The tax-free amount would m- ployers sponsored LTC programs,
anxiously waiting for congressio- crease to $375 for individuals be- according to an HIAA survey re-
nal conferees to iron out differ- tween age 40 and 50, $750 for leased last week
ences in the health care reform those older than 50 but not more By contrast, employer sponsor-
bills than 60, $2,000 for those over 60 ship of LTC programs increased
The fate of the LTC provisions, but not older than 70, and $2,500 by 75% to 100% annually be-
noted Carolyn Boyer, Washington for individuals more than 70 years tween 1990 and 1993
counsel for the Health Insurance old The maximum daily tax-free Employer and individual inter-
Assn of America, "rises and falls LTC benefit that could be pro- est in LTC programs, though, be-
with the rest” of the health care vided would be $175

reform legislation

gan to cool in 1993 when the
* LTC premiums paid by indi- Clinton administration pushed for
"We feel we are at the finish viduals would be tax-deductible enactment of compre hensive
line again," Ms Boyer said, refer- to the extent that those premiums, health care reform legislation
ring to budget legislation Con- along with medical care costs, ex- "Talk of reform made potential
gress passed last year that also in- ceeded 7 5% of ad]usted gross in- buyers of LTC insurance postpone
cluded LTC provisions President come their purchases" because of antic-
These new tax breaks likely ipation that a reform package
sure, though, for reasons unre- would boost employer interest in would Include LTC benefits, the
lated to the LTC provisions offering LTC programs to their HIAA said

Clinton vetoed the budget mea-

fusal to accede to your demands for milhon had been misappropnated
additional power and control at from Alexander Howden

g Sphere Drake," Mr Stoddart's letter In addition, A&A was forced to

Conhnued from page 1 says increase Sphere Drake's loss re-
The lease guarantees were made serves, and by 1987, A&A was anx-
boise Holdings Ltd Flve of the pnor to Sphere Drake becoming a lous to sell Sphere Drake
other six Sphere Drake directors public company and were conmd- After Mr Head set up the pur-
have an interest m Deboise ered by independent auditors to be chase, he stood by Mr Dean and the
The lease guarantees surfaced too immaterial to be included in the rest of the then management team
when the broker asked Sphere insurer's financial statements, Mr In 1993, Sphere Drake raised $1367
Drake to continue the guarantees if Stoddart said m the letter milhon in an initial pubhe offenng
the broker sublet the space "We regret that your 111-advised The stock was sold at $21 but has
Other transactions disputed by efforts may impede the progress of since slumped to about $10
Mr Head meluded selling company the company against the Interests of Analysts were circumspect about
cars at below market VValUe 10 ItS shareholders,” the letter con- the public announcements sur-
Sphere Drake directors cludes rounding the resignation of Mr
Sphere Drake would not elaoco- Head
other undisclosed transactions were rate on how Mr Head tried to gain Privately, some speculated that
resolved last year by the board and more control over the company the decision was a forerunner to Mr
culminated in Mr Dean steppmg Some speculate the managers feared Head eating Sphere Drake, whose
down, Mr Head said in an Inter- Mr Head wanted to run the com- strategy of being up front and re-
new pany "by committee" and take on servmg for long-tall losses was af-
"That was a decision reached by the position of deputy chairman fecting the short-term stock pnce of
the board as a whole," he said, re- Mr Head said he "offered to give the company
more help," but no formal discus- Others speculated that Mr Head
But, after the recent revelation of mons had taken place He did not may be distancing himself from the
the lease guarantee, which was ap- want to take control of the com- company, feanng more poor finan-
proved by Mr Dean, an indepen- pany, he said cial results
dent investigation by outside coun- "l think that Mike Watson is a

small London insurance broker, De-

The company cars mcident and

fernng to Mr Dean's resignation

"No one really knows what is go-
sel should be started, Mr Head said good guy, and | have no desire to mg on, but | think there is more to

"It is a pubhcly traded, SEC-reg- manage an insurance company,” Mr come from this,"” Said David Seifer,
ulated company, and | have a hdu- Head said vp at Donaldson, Lufkin & Jenrette
ciary duty to other stockhold- He would not comment on Inc in New York, noting that Mr
ers Once you have more than one whether he wall sell his holdmg in Head had chosen a very minor issue
of these things happening, you the company to trlgger hls resignation
should have an Independent invest- Mr Head first became associated Mr Head resigned over a "minus-
with Sphere Drake m 1987 when he cule" matter, said Selina Man, se-

Sphere Drake disputed Mr arranged the $60 6 million purchase mor financial analyst at A M Best
Head's version of the events A re- of the company and established his Co m Oldwick, N J
turn letter from Chairman Michael name as an investment banker spe- Best had previously affirmed its
Stoddart says Mr Head remgned af- ciallzing m talang over troubled m- B++ rating of Sphere Drake after
ter he failed to gain more control surers the reserve strengthemng was an-
over the company's affairs The company had a troubled his- nounced

"It is entirely clear to us that your tory It was part of the 1982 pur- "It is a very substantive manage-
resignation from the board and your chase by Alexander & Alexander ment, and | think the reserve
attempts to pubhcly embarrass and Services Inc of Alexander Howden strengthening was m the long-term
vihfy the board of Sphere Drake are Group PLC Soon after the trans- mterests of the company,"” Ms Man
directly related to the board's re- action, A&A discovered that $50 said

gation," he said

Voluntary cleanup ruling

TRENTON, N J -A rare state court ruling granting liability cover-
age for voluntary cleanup of pollution may be less encompassing than
cnginally thought

In a revised ruhng, Issued Apnl 26, a New Jersey appeals court
leaves intact its pubhe policy lustliflcation for finding commercial gen-
€ral liability coverag-that denying coverage in these cases would dis-
courage companies from voluntanly cleaning up pollution

But the appeals court did remand the case to a tnal court to deter-
rnme whether particular excess and umbrella hability insurance poh-
cies provide coverage as broad as the primary pohcies The pnmaiy
policies provide coverage for any sums that the pohcyholder is "legally
obhgated to pay", some of the other pohcies promise to mdernmfy for a
pollcyholder's "ultimate net loss," which is defined in part as sums
paid as damages to settle a claim or "m satisfaction of a judgment for
which (the policyholder) is legally hable"

Pohcyholder and insurer attorneys agree that the pubhc pohcy argu-
ment is the most important aspect of Meter Com us Federal Insur-
ance Co et at (BI, Apnl 1)

Federal, a Chubb Corp unit, and other hability insurers had demed
coverage to Metex because the New Jersey Department of Environ-
mental Protectlon never initiated enforcement proceedings against the
company. Nor were there any third-party claims filed against Metex
for bodily Injury or property damage

The March 23 decision was the first time a New Jersey appellate
court had ruled on whether CGL policies cover voluntary cleanups

To date, only two state high courts have ruled on the voluntary
cleanup coverage question Most recently, the Washington high court
allowed coverage m 1994 (Bl, May 30, 1994)

New threat to Lloyd's R&R plan

LONDON-Names at Lloyd's who have paid their losses and cont:in-
ued to underwrite are suddenly objecting to the settlement offer under
Lloyd's reconstruction and renewal plan

Their opposition ultimately could force Lloyd's mto runoff

In just one week since its formation, more than 2,000 of up to 14,798
names have joined the new Paying Name's Acton Group The group is
Vireatening to ask the High Court to review the R&R plan for its fair-
ness to all names unless Lloyd's changes its settlement offer to give the
paying names credit for the losses they have paid and lets them keep
=heir profits since 1993 rather than allocating the prohts to Equitas

Under the current offer, all names w]11 have to pay a mammum of
£100,000 ($150,000) m addition to the assets they have lodged to back
their underwnting at Lloyd's and a portion of profits since 1993 to
close their pnor years' liabilities However, due to decreasing estimates
of loss reserves needed, the cash payment may be lowered to as httle as
£50,000 ($75,000)

A Judicial review of the settlement offer would delay the R&R plan
and the launch of runoff reinsurer Equibs Ltd Such delays could ze-
suk m Lloyd's falling its solvency test in August, formng the U K De-
partment of Trade and Industry to put Lloyd's into runoff

CalPERS to get HMO rate cuts

SACRAMENTO, Cahf -Several of the health mamtenance organiza-
tions that contract with the Cahfornia Pubhe Employees Retirement
System w11 reduce their rates, an arrangement CalPERS has negoti-
ated for the fourth consecutive year

Rate reductions averaged 1 4% for 14 HMOs mcluded among 20
plans whose rates wlll take effect Jan 1, 1997 Nme contracting HMOs
willl maintain their current rates, while five plans will provide pre-
mium reductions

The flve plans are Blue Shield HMO, FHP Health Care, Foundation
Health, Kaiser Permanente-Northern California and Kaiser Perma-
nente-Southern Callforma

While either cutting rates or keeping them stable, some HMOs are
improving benefits For example, seven of the HMOs are adding chim-
practic coverage and two plans wlll add eye exams

Briefly noted

Callfomia Insurance Commissioner Chuck Quackenbush cannot le-
gally mtervene m a dispute between state securities regulators and
Lloyd's of London, a federal judge In Los Angeles has ruled The regu-
lator had tned to mtervene m an action m which the Callfornia De-
partment of Corporations is seelang to prevent Lloyd's from drawing
down on members' letters of credit and to freeze the $10 billion m
Lloyd's Amencan trust funds (BIl, Apr11 1) Lloyd's of l,ondon w111
post profits of more than £1 bilhon for its 1993 year of account, two re-
search firms say Chatset Ltd projects £105 bilhan ($1 58 billion) and
synchcate analysts at Oakwood Underwnting Agencies Ltd expect the
total to be £1.08 bilhon ($162 bilhon) Cecilia E. Norat, executive di-
rector of the New York State Insurance Fund, was named Insurance
Woman of the Year by the Assn of Professional Insurance Women
She wlll be honored at an award presentation m New York on June
4 The New York State Senate last month passed S B 5972, which
would require all health insurers to cover unlimited chiropractic ser-
vices The state Assembly will now vote on an identacal bill, which is
opposed by business groups and insurers A Callfornia Assembly
bill, AB 3340, which would have restricted an array of alternative risk
funding mechanisms m an attempt to bar physicians from procunng
malpractice coverage from non-admitted Cahfornia insurers, died m
committee late last month Orange County, Calif.,has secured insur-
ance from MBIA Insurance Corp for a planned issue of about $800
million of "iovery certificates of participation” designed to let the
county emerge from bankruptcy After 37 years with New York-
based Atlantic Mutual Insurance Co, Executtve Vp Joseph P. Decami-
nada, 60, is rettnng June 1
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