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Regulators
scrutinize

offshore

insurer
By DOUGLAS McLEOD

NEW YORK-An offshore in-

surer that figured in a 1991 crimi-
nal fraud case is now soliciting
marine business across the country
under the direction of a new Irish

management firm.
American Fire & Marine Insur-

ance Co. Ltd., which claimE to be
domiciled in Liberia and Panama,

is writing marine risks in several
states under the management of
International Marine Group Ltd.
of Dublin.

IMG was incorporated in Febru-
ary by an Isle of Man firm whose
representatives include Paul
Yorke-Wade, former president of
the defunct Victoria Insurance Co.

and a former associate of late in-

surance con man Alan Teale.

American Fire's producers also
include a New Jersey business-
man, Douglas McDonough. who is
on probation from an unrelated
1990 insurance fraud conviction.

Mr. McDonough's firm, Marine
Marketing Services Inc. of Hills-
dale, N.J., separately pleaded
guilty to insurance fraud in Alaska
in 1991 related to sales of Ameri-

can Fire commercial marine poli-
cies.

Despite widespread regulatory
attention, regulators in other
states have taken no action against
American Fire or its producers, in
some cases because state law ex-

empts ocean marine insurance
from state oversight, regulators
confirm.

For their part, American Fire of-
ficials and producers say the in-
surer is a solid market operating
legally in the United States.

"As far as I'm aware, we are on

the up and up with the states,"
said Edward E. Grzelakowski.

general manager of American Fire
at IMG's offices in Dublin. "We

are not transacting business ille-
gally in any state we know of."

Representatives say American
Fire was originally incorporated in
1990 in Monrovia, Liberia.

Its articles of incorporation list
three officers-Thomas T. Gayflor-
son, Foley Kiatamba and Saye
Guah-all at the same Monrovia

address.

Lawyers consulted by Alaska of-
ficials in 1991, however, ques-
tioned the authenticity of stamps
on American Fire's Liberia docu-

ments and found that the Mon-

Continued on page 13

Updates-
HCFA to ask Congress for delay
in Medicare Data Bank reporting

WASHINGTON-The Health Care Fi-

nancing Administration this week will ask
Congress to delay for at least 18 months a
requirement that employers compile and re-
port health insurance data on employees
and dependents.

In a notice to be published in the Federal
Register, the agency will ask Congress to de-
lay the requirement so that the "data bank
is consistent with health care reform," said
Bruce Vladeck, HCFA administrator.

Under the 1993 budget law, employers are
Continued on nezt page

Superfund resurrected
Compromise bill would reduce
litigation through insurer tax

By MARK A. HOFMANN

WASHINGTON-Like a cat

granted a 10th life, Superfund re-
form is back on this year's legisla-
tive agenda.

Markup is scheduled to begin
this week on yet another White
House-backed compromise bill,
this one including a proposal to
reduce pollution coverage litiga-
tion through an $8 billion pool
funded by an insurer tax.

Only weeks after declaring
reauthorization dead for this year,
Rep. Al Swift, D-Wash., said
chances for legislation look even
better now than before.

Rep. Swift, chairman of the key
Energy and Commerce Subcom-
mitte on Transportation and

Hazardous Materials, was on
hand Tuesday when weeks of
White House meetings culminated
in the compromise. The May 3
meeting "was to see where the
thumbs are, and the thumbs were

overwhelmingly up," he said
Carol M Browner, Environmen-

tal Protection Agency administra-
tor, said the new proposal was the
result of "unprecedented consen-
sus-building" among business,
environmental and insurance

groups.
While some insurance and busi-

ness groups say the compromise
has merit, others-including the
Risk & Insurance Management
Society Inc.-oppose the proposal.

One critical element of the com-

Continued on page 22
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EPA Administrator Carol Browner and Sen. Frank Lautenberg, D-N.J., were
among those hammering out a compromise at last week's Supertund meeting.

A step closer to compromise
By MARK A. HOFMANN Developments signal support for alternatives to Clinton plan

WASHINGTON-The decision

of two Democratic senators to

break with

PresidentClinton and 4
suppcrt a Re- NEAlm
publ:can
health care re- CatzE

form bill could nEFOOM
pave the way
for passage of
a less-sweeping compromise mea-
sure.

The potential for compromise
was furthered by a Congressional
Budget Office analysis of the bill
regarded as the chief alternative
to the president's proposal.

The CBO found that the Man-

aged Competition Act of 1993,
whose primary sponsor is Rep.
Jim Cooper, D-Tenn., would ex-
tend coverage to about 40 % of
those currently uninsured without
imposing an employer mandate.
The bill also would bring the total

percentage of the population with
health care coverage to about 91%
within 18 months' of enactment,
the CBO concluded.

The decision last week of Sens.

David Boren, D-Okla., and Robert
Kerrey, D-Neb., to embrace the
GOP health care reform bill spon-
sored by Sen. John Chafee, R-R.I.,
caught the attention of benefit
pundits.

The Chafee bill would require
individuals to purchase health

coverage and would provide sub-
sidies for low-income people. Em-
ployer-provided health coverage
would no longer be fully tax de-
ductible for employees.

The senators' decision is "very
significant" because it means
there are now two comprehensive
bipartisan bills-the Chafee bill
and the managed competition bill,
said Frank McArdle, a consultant
in Hewitt Associates' Washington

Continued on page 21

Derivatives may yield D&0 losses
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By RODD ZOLKOS

Stunning losses in financial derivatives,
which are starting to show up in company
financial disclosures and front-page news,
may soon turn up in directors and officers
liability claims.

As both the Securities and Exchange
Commission and the General Accounting
Office begin scrutinizing derivatives more
closely, the losses disclosed so far may be
just the tip of the iceberg.

It's been suggested that top management
at many of the companies that have suffered
losses didn't fully understand the nature of
these complex investments or the risks that
went with them. And that, experts say,
could open the door to securities and share-
holder derivative suits and D&0 claims.

D&0 liability insurers say the scale of
claims will not be clear for another quarter
or two--until losses caused by recent inter-
est rate swings show up on bottom lines.

The risk of derivatives losses is already
causing D&0 insurers to more closely scru-

tinize policyholders' derivatives portfolios
before writing coverage.

Major public companies have recently be-
gun reporting big losses from derivatives,
which are largely unregulated investments
that "derive" their value from underlying
assets, such as securities or currencies, or
movement in such indicators as interest
rates or stock indexes.

The GAO is preparing a report to be re-
leased May 18 that is expected to recom-
mend giving the SEC broad power to regu-
late derivatives dealers and the companies
that use them. The GAO would not discuss

the report.
According to press reports, the report will

call for direct SEC regulation of the subsid-
iary operations of securities firms and in-
surance companies that deal in derivatives,
and will suggest that the SEC and accoun-
tants develop standards for internal con-
trols and disclosure by companies that use
derivatives.

Currently, the SEC is examining the pub-
Continued on page 23
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Updates -

Data reporting delay sought
Continued from previous page
required to compile coverage data on a broader range of people--in-
cluding retirees and their dependents-than they previously tracked,
(BI, Sept. 13, 1993; Aug. 9, 1993). The data will feed a new data bank
of secondary Medicare/Medicaid payers to help the government re-
coup an estimated $1 billion in claims that should have been paid by
employers, not Medicare.

Employers complain that the cost of compiling the data would far
outweigh any benefits. Bills have been introduced in both houses of
Congress that would repeal the data bank law (BI, April 11).

The law was supposed to take effect Jan. 1, 1994, but was delayed
until HCFA could provide employers with guidance about meeting
the requirement. According to Mr. Vladeck, the proposed delay "will
enable us to proceed in a manner consistent with health care re-
form-achieving the savings intended by the law with sound proce-
dures developed with care and managed efficiently."

AMA endorses fee schedule
CHICAGO--The American Medical Assn. is fighting to preserve

fee-for-service medicine and escape price controls under federal
health care reform by urging physicians to bill patients based on a
national fee schedule.

Physicians should base their rates on a standard fee schedule like
the Resource Based Relative Value Scale, Dr. James Todd, AMA exec-
utive vp, said during the AMA's national conference. The RBRVS,
which takes into account physicians' work, operating expenses and
the cost of liability insurance, is used to set Medicare prices.

Doctors have complained that the RBRVS rates are too low. But,
Dr. Todd explained that a fee schedule based on the rates, but with
higher multipliers based on individual cimumstances, would avoid
more stringent price controls under a health care reform law.

Under the Clinton plan, "physicians would be forced to accept state
or regional fee schedules for fee-for-service and out-of-network care,
with balance billing prohibited," he said.

Dr. Todd said the fee schedule should not be used as a cost-contain-

ment device and physicians should be allowed to charge more based
on their talent and experience. He also said physicians should disclose
all rates in advance to help patients make informed decisions.

Partnership to buy Statesman
CARMEL, Ind.-Conseco Capital Partners n L.P., an insurance in-

vestment partnership, plans to acquire The Statesman Group Inc. in a
transaction valued at $350 million.

The acquisition of Statesman, a Des Moines, Iowa-based financial
services company specializing in life insurance and annuity products,
is the first for Conseco Capital Partners.

The partnership was formed earlier this year with $623.8 million
contributed by Conseco Inc., the California Public Employee Retire-
ment System, the State of Michigan Retirement System, Armco Mas-
ter Pension Trust and 32 other investors (BI, Feb. 7).

Statesman has total assets of about $4.6 billion and had $1 billion
in annuity premiums and $37.2 million in net income in 1993.

The deal is still subject to shareholder and regulatory approval.

Lloyd's cover for racer's death
LONDON-The death last week of three-time Formula One world

racing champion Ayrton Senna likely will trigger more than one in-
surance policy to cover income lost by his vast business empire, un-
derwriters say.

A Lloyd's spokesman confirmed that the British-based Williams
racing team bought a personal accident policy totaling $20 million to
cover Mr. Senna throughout this year and next. The amount of the
coverage declines after each successful race, he said, and since Mr.
Senna completed three or four races this year, the coverage probably
is worth $16 million to $17 million.

Broker T.L. Clowes & Co. Ltd. placed 30% of the coverage in
Lloyd's, led by underwriter Ian Slater, and the rest is placed in the
London company market. Mr. Slater said there was probably more
than one policy covering Brazilian-born Mr. Senna's businesses. How-
ever, he would not comment on any of them, including the one he
leads. T.L. Clowes did not return calls.

Mr. Senna's death follows that of rival Formula One driver Roland

Ratzenberger at the San Manno Grand Prix on April 30.

US Facilities buyout proposal
COSTA MESA, Calif.-Title insurer Fidelity National Financial

Inc. continues to pursue US Facilities Corp., a specialty insurer and
reinsurer for which it made an unsolicited bid of $79 million last
month.

Moves and countermoves continued last week as US Facilities nei-

ther accepted nor rejected the otfer. Fidelity National sent proxy ma-
terials to US Facilities shareholders seelcing support for a referendum
that would require the board to seek a sale or merger of the company
and the election of two independent directors, said Frank P. Willey,
Fidelity National's executive vp and general counsel.

US Facilities directors, who have hired Morgan Stanley & Co. Inc.
as an adviser, plan to meet in about a week to receive reports and rec-
ommendations on the proposal. They have refused Fidelity's request
to delay the meeting for a month.

US Facilities specializes in marketing, underwriting and reinsuring
medical stop-loss insurance and in property/casualty reinsurance. R
also provides managed care and medical bill review products. Net
premiums in 1993 totaled $85.6 million.

Updates continued on page 22

Broker rankings jumbled
by first-quarter results

By SALLY ROBERTS

Only a few months into 1994,
the lineup of the largest U.S.-
based brokers may be going
through its biggest shakeup in
years.

Rollins Hudig Hall Group Inc.,
the nation's third-largest broker
based on 1992 revenues, is vying
for the No. 2 spot, which Alex-
ander & Alexander Cos. Inc. has

held since 1977, when it surpassed
Johnson & Higgins.

Based on year-end 1993 reve-
nues, A&A will remain the sec-
ond-largest U.S.-based brokerage,

1.:Qtr

but RHH

may as-

sume the

No. 2 posi-
tion after

this year, if
first-quar-
ter reve-

nues are

any indication.
RHH posted a 14.9% increase in

revenues in the first quarter of
1994 to $352.3 million, compared
with A&A's 0.6% drop in reve-
nues to $323 million.

While there are still three more

quarters to go in 1994, Patrick G.

Ryan, chairman and chief execu-
tive officer of RHH, said of its po-
sition in the first quarter: "If we
are No. 2, we won't give it up very
easily."

Indianapolis-based Acordia Inc.
also outperformed rivals in the
first quarter, with a 61.7% in-
crease in gross revenues to $89.3
million. Fueled largely by acquisi-
tions, that revenue growth was
enough to carry Acordia, which
was the sixth-largest U.S. broker
based on 1992 revenues, past No.
5 Arthur J. Gallagher & Co.,
whose revenues increased 9.6% to

Continued on page 13

Single.payer initiative
Campaign under way to defeat proposal on California ballot

By LOUISE KERTESZ

SACRAMENTO, Calif.-An in-
formal coalition of health insurers,

businesses and health care provid-
ers is mounting a campaign to de-
feat a ballot initiative that would

establish a single-payer health
care plan in California, even
though they say the chances it will
be enacted are poor.

Passage of Initiative 626, the
Single-Payer Health Care Initia-
tive, would guarantee comprehen-
sive medical coverage to all state
residents. Covered services would

include preventive, mental health
and long-term care, as well as pre-
scription drugs and some dental
care.

The initiative, likely to appear
on the November ballot, would
abolish private health insurance as
well as public health care pro-
grams like Medicare in the state
and replace them with a state-run
plan financed by payroll, income
and tobacco taxes. It is not clear

whether the program would re-
place medical coverage now pro-
vided under automobile or work-

ers compensation policies. Nomi-

nal copayments would be phased
out after the first year of the pro-
gram.

The program would be adminis-
tered by an elected health commis-
sioner and appointed regional ad-
ministrators, who would set bud-
gets and negotiate fees with pro-
viders. The system would preserve
the right of residents to choose
their own health care providers.

The initiative calls for benefits

to commence in the second year
following its passage. But, even if
the ballot initiative is passed by

Continued on page 11

More than tobacco firms may be exposed under bill

Florida firms are worried
By SARA MARLEY

TALLAHASSEE, Fla.-An
amendment in a bill passed re-
cently by the Florida Legislature
would allow the state to sue com-

panies whose products are found
to cause illnesses for which Med-

icaid pays.
The drafters of the amendment

say tobacco companies are the in-
tended targets.

But opponents of the legislation
point out that cigarette makers
are not specified. Therefore, the
opponents say, the law could cre-

X

Inside

ate an avalanche of litigation
against everyone from the makers
of high-fat foods to the supermar-
kets that sell them.

Gov. Lawton Chiles is expected
to receive the bill within the next

several days and will have 15 days
to act on it. Although he has sup-
ported the proposal, he now is
coming under intense pressure
from business groups to veto it.

The amendment was tacked
onto a Medicaid fraud bill in the

final hours of the legislative ses-
sion without debate in committee
or on the floor.

The bill would strengthen a
1979 law by allowing the state to
file class-action lawsuits on be-

half of all Medicaid recipients
with a particular ailment and by
eliminating "affirmative de-
fenses" like arguments that the
consumer knowingly assumed the
risk.

Other provisions of S.B. 2110
would:

• Approve the use of statistical
evidence that a product causes the
injury.

• Base recovery on market
Continued on page 12

Agent/broker directory deadline May 23
Business Insurance will publish its 23rd annual

directory of insurance agents and brokers in the
July 18 issue.

That issue will include a Spotlight Report on the
commercial retail insurance brokerage business
and profiles on the world's 20 largest brokers.

The directory is published as an editorial ser-
vice; there is no charge to be listed.

• A Massachusetts Supreme Court ruling clarifies em-
ployers' liability for employees who drive drunk. PAGE 4

• Los Angeles is self-insured for a settlement with a
teen-age girl molested by a police officer. PAGE 4

• A single-payer plan referendum in California is a dan-
gerous proposition, this week's editorial says. PAGE 8

• Reinsurers will need at least $2 billion in capital to com-
pete in the future, says Stephen M. Gluckstem. PAGE 9

• Lloyd's proposes risk-weighted capital rules. PAGE 17

• Maxwell company pension trustees are suing Goldman
Sachs for a total of $120 million. PAGE 17

However, brokers must complete and return a
BI questionnaire by the May 23 deadline.

If your company generated at least $500,000 of
its 1993 gross revenues from commercial retail
brokerage and you have not yet received a ques-
tionnaire, please request one. For a questionnaire
or additional information, contact Directory Edi-
tor Kathy Welyki at 312-649-5279.
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NICO agenda varies little under new boss
By MARK A. HOFMANN

WASHINGTON-Could some

insurers inadvertently end up
among the roadkill of the infor-
mation superhighway, with con-
sumers left to pay their funeral
expenses?

That's one of the questions be-
ing asked by the new president of
the National Insurance Consumer

Organization, which has never
numbered among insurers' favor-
ite groups.

Kathleen O'Reilly, who suc-
ceeded J. Robert Hunter as the or-

ganization's top official last fall,
is concerned that insurers will be

hit with huge claims for new ex-
posures created by new communi-
cations systems.

But, otherwise, NICO's agenda
under her leadership will be fa-
miliar. NICO will, she says:

• Continue its efforts to repeal
the McCarran-Ferguson Act,

which grants insurers limited im-
munity from federal antitrust
laws. NICO supports the passage
of H.R. 9, a McCarran reform

measure sponsored by House Ju-
diciary Chairman Jack Brooks,
D-Texas.

• Push for tougher sanctions
against alleged insurer redlining,
including passage of an an-
tiredlining bill like H.R. 1257,
sponsored by Rep. Joseph P.
Kennedy II, D-Mass.

• Seek legislation that would
give banks greater insurance pow-
ers.

,

r

'1 Ihink i'm the firs

one in Phe coun#ry
who hos been

addressing some of

the very signifkan#
insurance issues #hot

ore inherent in the

informion highway
public debate.'

Kathleen O'Reilly

• Become increasingly involved
in the debate on a natural disaster

insurance program.
• Promote the "pay-at-the

pump" auto insurance plan in
California, in which the price of
gasoline would include a flat lia-
bility insurance premium so that
motorists who drive more would

pay more for coverage.
• Expand its role in health care

reform efforts by aiding groups
like Citizen Action and Consum-

ers Union, both of which support
a single-payer system.

Ms. O'Reilly, a veteran public
interest lawyer, was asked by
NICO's board of directors to take

over Mr. Hunter's job after he ac-
cepted the post of Texas insurance

Continued on page 16
Photo by Tom Reed

Tort system adds $450 to hospital bills: Study
By SALLY ROBERTS

INDIANAPOLIS-Any attempt
to reform the nation's health care

system must include tort reform
measures to help reduce the enor-
mous expenses related to defen-
sive medicine, a Midwest think
tank and other observers say.

According to a recent case study
of a large, urban hospital in Indi-
ana, legal liability expenses in
1993 added $450 on average to the
facility's cost of treating every ad-
mitted patient.

Of that amount, $327 is attrib-
utable to defensive medical prac-
tices-doctors ordering extra tests
and procedures to try to avoid
lawsuits-and the remainder to

medical malpractice insurance
costs and legal fees.

Put another way, legal liability
expenses constituted 5.3% of the
hospital's total operating expen-
ditures, while defensive medical
practices alone accounted for
3.9% of the total, according to the
study, which was conducted by
The Competitiveness Center of

.

Hudson Institute, an Indianapo-
lis-based conservative think tank.

The study stresses that the num-
bers from the Indiana hospital un-
derstate the average national cost
of liability, since Indiana re-
formed its tort laws nearly two
decades ago.

Indiana's Medical Malpractice
Act of 1975: capped total dam-
ages, both punitive and compen-
satory, at $500,000; capped legal
contingency fees at 15% for
awards over $100,000; and estab-

lished mandatory medical review

Expanding the menu
Broadened effort p

helps McDonald's b/,al<-0*
explain benefits  :

By DEBORAH ./:::ilizi".SHALOWITZ COWANS
Y

OAK BROOK, Ill.-Just as
the menu has grown far be-
yond just burgers and fries, so
has McDonald's Corp.'s work
force grown increasingly di-
verse.

To make sure that benefit

communications reach all seg- h.-m"i
ments of that workforce, the 5.-/0/
world's largest restaurant ....0,
chain has taken steps to diver-
sify its approach. In recent
years it has conducted surveys
and focus groups of employees,
included a wide range of peo-

, ple in planning teams, trained
a diverse group of workers to
communicate benefits to their

colleagues and made available
Spanish-language materials
and speakers.

"We spend an awful lot of
money on employee benefits,"
said Robert Wittcoff, director
of employee benefits at the company's suburban
Chicago headquarters. Good communications
about the benefits plan "lets employees know
more, value it more, appreciate it more."

Furthermore, "the efficiencies of the plan opera-
tion will go better" if it has been properly commu-
nicated, he said. "People will know what to do and
what not to do."

McDonald's, which self-insures its benefit pro-
grams, provides health insurance to about 15,000
full-time employees in the United States. Among
them are employees of some 1,400 company-
owned restaurants, most in big cities; 40 regional

% offices; and the corporate headquarters.
MeDonald's workforce is exceptionally young.

Among insured workers, the average age is in the
3 low 305; few, if any, employees are over 65, said
 Mr. Wittcoff. McDonald's employs many minori-

panels, among other reforms.
Despite these efforts, 92.7% of

the hospital's 250 physicians on
staff said the threat of malprac-
tice liability influences the tests
and procedures they order.

Medical malpractice experts say
the Hudson study exemplifies the
problems of excessive medical
malpractice litigation and could
encourage Congress to include
tort reform provisions within
health care reform legislation.

So far in the health care reform

debate, tort reform has "not been

talked about much at all," said
David C. Murray, a research ana-
lyst at The Competitiveness Cen-
ter and co-author of the study.
"We hope this gives (Congress)
some hands-on data that demon-

strates that malpractice liability
is a real problem that needs to be
addressed in any health care legis-
lation."

Most health care reform mea-

sures in Congress include a modi-
cum of malpractice reform, rang-
ing from proposals to cap damage

Continued on page 20

Life insurers protest
bill that would boost

ratings of some GICs
By JUDY GREENWALD

ALBANY, N.Y.-Proposed state
legislation that would allow fi-
nancial guarantee insurers to con-
fer their AAA ratings on lower-
rated guaranteed investment con-
tracts is likely to be welcomed by
a market faced with a shortage of
AAA-rated insurers.

But the bill is also attracting
strong opposition: New York Life
Insurance Co., Metropolitan Life
Insurance Co., the Reinsurance
Assn. of America and the Ameri-

can Council of Life Insurance

criticize it as giving financial
guarantee insurers an unfair edge.

The legislation has been ap-

proved by the New York Senate's
Insurance Committee and is now

awaiting a full vote in the Senate.
In the Assembly, a companion bill
is before the Insurance Commit-
tee. New York lawmakers' action

on this proposal will be felt na-
tionwide: All but two of the coun-

try's financial guarantee insurers
are based in New York.

Recent failures of GIC issuers

Mutual Benefit Life Insurance Co.
and Executive Life Insurance Co.

have led employers with 401(k)
plans to diversify and seek better
quality investments in their GIC
portfolios.

But relatively few top-rated in-
Continued on page 12

c,- Adjuster cleared
a in bad faith case

Photo by Michael A. Marcotte

Employee benefits personnel Robert Wittcoll and Yolanda Velazquez con-
ter with Ronald McDonald about communicating the company's benefits.

ties and there are more women than men in store

management, noted Yolanda Velazquez, benefits
and compensation project manager.

Benefit communications planning teams are de-
signed to reflect those demographics and also to
include people from various corporate depart-
ments.

"Good ideas are certainly not limited to a few
select people," Mr. Wittcoff stated. To ensure di-
verse representation on a .ommunication planning
team, "we not only will look at age, sex and race
but also position, education and geography."

Benefit planning teams are credited with simpli-
fying and streamlining materials to improve com-
munications with :he diverse workforce.

Four or five years ago, many emEloyees were
dissatisfied with their paper health insurance

Continued on page 7

Liability rests with comp insurer: Court
By DAVE LENCKUS

AUSTIN, Texas-Injured work-
ers cannot recover damages from
workers compensation claims ad-
justers for bad faith and unfair
dealing, because workers comp
insurers are liable for their con-

tractors' actions, the Texas Su-
preme Court has narrowly ruled.

In reversing an appellate court
ruling 5-4 on April 28, the state

1 high court also ruled that claims
adjusters are not liable for negli-

; gent and intentional emotional
distress damages even if they are
rude to workers comp claimants

 or give them the "runaround."
--t The attorney representing a

Revco D.S. Inc. employee who
sued workers comp claims ad-
juster Alexsis Inc., a subsidiary of
Alexander & Alexander Inc. of

New York, said she will ask the
state high court for a rehearing.

But workers comp attorneys not
involved in the case say the
court's decision on the bad faith

allegation formally brings Texas
in line with case law or statutes in

most other states.

The worker, Rosa Natividad,
was injured in separate incidents
in 1987 and 1988 when she was

struck by a box that was being
unloaded from a truck and when

lifting another box. Ms. Natividad
Continued on page 9
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Court limits employer liability for drunk worker
By SALLY ROBERTS The plambffs, Carole Kelly and ' they do provide alcohol to employees

Roger Calvin alleged that Avon and one of them drmks and dnves,
BOSTON-An employer that pro- Tapenotonly provided a refr,gerator 'We have never Imposed social host liability on a the employer can be held hable for

vldes a refrlgerator forits employees for its employees but also was aware private defendant who has not engaged in conduct the consequences, she warned (BI,
and is aware of the storage and im- that Mr Rodriguez was dnnklng Dec 13, 1993)

bibmg of alcohohc beverages at beer at work on theday oftheacci- that fairly might be described as negligent by The dissenting judges said that
work does not have a duty to pre- dentandmadeno attempt to stop furnishing alcohol to an obviously intoxicated whether the employer pmvided the
vent the employees from dnving him or to keep him fromdnving aicohol m "irrelevant"

person (or to a minor),1 the majority opinion sayswhlle mtoneated, the Massachusetts home Employers owe aduty to travelers
Supreme Court has ruled The plamtiffs sued Avon Thpe m i on the hlghwayif the employer al-

Under the doctnne of host habihty October 1989 in Norfolk County Su- lowed the consumption of alcoholle
m Massachusetts, an employer only penor Court, which ruled m favor of VlOUSly Intoxicated person (or to a Avon Tape did not contest Mr Rod- beverages dunng the working hours,
has a dutytoprotect members of the Avon Tape and granted summary mmor)...because only v,hen a host nguets allegations that it knew he 1cnew or reasonably should have
general pubhc if it supplies the alco- Judgment The case bypassed theap- controls the hquor supplyls it rea- stored beer m therefrigeratorand known that the employee was leav-
hol to its employees, the hlgh court peals court and the state Supreme sonable to assume that a host has drank it at work the day of the acci- 1ng work mtoncated and could have
said m its Apnl 25 rullng m Kelly us Court, m a 5-2 decision, upheld the the abilitytomomtortheguests'al- dent, said Carol A Gnffin,alawyer butdidnot take reasonable steps to
Avon Tape Inc lower court's ruling cohol consumptton," the Supreme with Momson Mahoney & NMer m prevent the employee fromoperattng

Juan Rodnguez, an employee of "We have never imposed social Court iudge wrote. Boston who represented thecom- a motor vehicle, the dissent said
the Brockton, Mass -based manufac- host liabihty on a pnvate defendant The case ortgmally came before pany Had the caseactually gone to
turer of adhesive tapes, Injured two whohasnot engaged m conduct that the state tnal courl onamotionfor tnal, she added, Avon Tape would Camle Ketiy et at us Avon Tape
people m a car accident whilednv- fairly mightbe descnbed as negh- surnmary judgment have contested those allegations k., Supreme Jud*nal Court of Mas-
ing home fromwork mtooncated gent by fuimshmgalcohol toanob- Solely for purposes of that motion, Employers should be aware that if sachusetts, N-6405

LA self-insured

for settlement

of police liability
LOS ANGELES-The aty of Los

454. ' & I Angeles is self-Insured for a $45
milhon settlement with the family
of a teen-age girl who was molested
by a uniformed police officer

Separately, hearmgs continued
iK, I  ' 55 last week over whether several Los

r=91 + I* 71 Angeles police officers are hable for

% 4' .*34: pumtrve damages m the 1991 beat-
mg of Rodney Klng

3 *1%:.rk: 0. The recent settlement follows a

1992 Los Angeles Supenor Court"4'* . f.z,dj .
luiry order that the city pay the girl

' e-el' .01. AA ,-:Ya
$6 1 milhon m compensatory dam-

-14 ages and that the offleer, Stanley4tr j. " 9- 2'.i *XY . imt Tanabe-who has mnce resigned--
'

Z,4-1- IE pay $3 1 milton in punitive dam-
ages The family ofthe girl settled

.Sk

46..1, to avoid protracted appeals
Thomas C Holanson, senior as-

mstant city attorney, said the settle-
ment is one of the largest on record
for the pohee department The city
is not liable for the punitive dam-
age award against Mr. Tanabe,
which is Still outstanding, Mr
Holanson said

4
The settlement stems from a 1989

meldent m which Mr Tanabe en-

tered a home, tellmg the 13-year

1, '

7e,
old glrl's parents that he was mves-
tgabng reports of screammg He
went into the girl's bedroom and
told her he was searching for guns,

-

1

then fondled her, said Mr Hokin-
-==Z--5 5 4,

son The mcident was reported, but
k Mr Tanabe was not identihed as

the perpetrator until he returned to
the glrl's home 30 days later, Mr.
Holanson said

*1-terever WHEN THE HEAT'SON, meet your Hea& Omee Swiss Lire, General 4t that time, the girl fled and
Guisgo-Ouit 44 8022 Zurich / Switzer- called pohce, and Mr Tanabe was

ih:re's business YOU CAN TRUST US most demand- mand, Telephone 45 U 984 57 97, Tele- aIrested as he left the house He
%81 411 / 2#2 29 88, Argentina Los

to be dnue, rm- ing '111:il,ance Andes, Au#mum Colonial, Austria was convicted m 1990 on criminal

ployee ben,-114 plans TO PERFORM. Wiener Stadtsehe, Belum 848 Life charges of sexual battery andneeds with Solut][ Arts (BdgRum), Braa1 lorhpp, Canada
Or# Ure, Chile immdea, served two years m prison

to be prepaied, people to be backed by our immense in(fr- te,fof„b&a BoN¥ar, Czest, Sep#*M© To reduce htigation agamstthe
Seperaum, Denmark Danka K Enter-

maured, you» 1,1 jftiud a meniljer of nat,mial expeatise ainf] the local. city, council members called for im-
naiond Health Insurance 8 PVA

Pension, Finiand Hmarinen / Suimi- mediate internal investigations
the Swiss Life Nciworl, Every m personal and flexih]1,5 response

Salama, Fmn©e Sed#* suisse (Swss when lawswts are filed mvolvmg
a leadling local lif© iasurer, And sed expect. Pius, bishly compel- Lfe), Germany Schweizeriache the police department

P .*enanstalt (Swiss Lire), Greece
Meanwhile, testimony contmued

we're represented throughent ibe Itive investment returns 1 48 Life, Guatemala Occidente,

Reog King Jardine CMC Lite, last week m a hearing to determme
EU and m Eastern Euro,J,e. That's when 1]lie Swiss LIM BHengaq Gnaraa, Indonesia Lippo whether 14 current and former po-

Wre, Idmd Yriah Lire, asraet Le

Ke pforide ,"ulhoation-lis with Feeling the quiet cerlamty thal Nationale, :taly Swiss Lire (italia), lice officers are liable for punitive
Japan Mei Lire / Yasuda Life, Korea damages m the beating of Mr. King

lirst dass employee benei'it plans you've chosen the right insurance Korea Ufe, Luxembourg S,488 Life
Jumrs already ordemd the city to{Luxembour'g), Mexico La Comercial,

as well as f he infoimation you partner, beons to Brow on you. Netherlands ZwtherLeven (Swiss pay Mr Kmg $38 million m com-
Life), New Zealand Colonial. Norway

i,f.ed to contwl benefit levels Tangible, cool amj refreshing - pensatory damages.
Vita[, Pamma Asegundora Mundial,

Phmmba hame CMG IAre, Poland It was the 1992 acquittal of four
and achieve significant financial right next door anil T k e 4375£rage,

PZU, Fortigal impado, Russia of the officers that sparked rioting

savmgs. And n e're 11 iere r, i once jfd, Call the Swiss L, re Rwaoutralh. Singapore NTUC that took more than 50 hves and
mime, Mwak* Kooperam: South

caused more than $775 milhon m
when you need us. oasis i li, Hibr.r to AMN Southern Life, Span Swiss Life

(Espai,a), S/itzerland La Suisse K msured damage (BI, May 4, 1992)
Yuu'll Ar,4 your Swiss find nut nt Gre SWas Mobillar (both non-lire), The Los Angeles City Council

Taiwan Kue Hua Life, Thailand

Lile Notio, k Partner Swiss Lire Zunch Bangkok Ure, United Kingdom Swiss would have to decide whether to

Ure (UK) ple, USA Swiss LMe North pay any punitive damages from city
understands the pres- (+4lt/284-5797) m lourM RieRT .itlsill Amedin Services (Ad¥hiq Sor¥lies) m funds or leave the police officers re-

The Guardkn / Mass Mutual

slires you face Hi. 11 local Nemorl. Pa, men. Venezuela Orinoeo. sponmble
-By I-oume Keytesz
and Judy Greenwatd
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A GREAT PROPERTY
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Western Atlas Internationalexplores for oil mid gas deposits

using advanced tedmology such as seismic surveys. When they went
in search of aproperty insurer for their worldwide operations,

thetmil led to Kkiusau. Wausau'sglobal couenge,on an excess basis, Jbr

Western inc/udes Highly Protected Riskcouemges jbropemtions in
England, Scotland, Singapore and other foleign locations.
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Stanford offers early reti rement 5non us
PALO ALTO, Calif.-Stanford

University is offering bonuses to
professors who opt for early retire-
ment under a new incentive pro-
gram introduced last month.

Professors who are 60 or older

with at least 15 years of Stanford
service are eligible for bonuses equal
to double their annual salary under
the offer, which is good through De-
cember, said Kathy Gillam, the uni-
versity's associate provost for fac-
ulty affairs.

Upon retirement, professors

Benefit Beaf

would be eligible for full retirement
benefits.

Beginning next year, the bonus
will continue to be offered but on a

sliding scale basis tied to the age of
the employee at retirement. Profes-
sors between 60 and 65 would still

get a bonus equal to two times base
salary, while the size of the bonus
would decrease for older professors.

For example, the bonus would equal
only 0.6 times salary for 69-year-
olds and there would be no bonus

for retiring professors aged 70 or
older, said Ms. Gillam.

About 200 of Stanford Universi-

ty's 1,400 faculty members are eligi-
ble for the early retirement bonus,
said Ms. Gillam. The average salary
for a full-time Stanford professor is
$95,200, except for professors in the
medical school, whose salaries are
higher on average.

A federal law that took effect Jan.

1 eliminated mandatory retirement
for college professors at age 70.

The fact that there is no longer
mandatory retirement at age 70
"strengthens our desire for faculty
turnover for financial, but also for

nonfinancial reasons, from the point
of view of new blood and new fae-

ulty initiatives," Ms. Gillam said.
"We wanted something mutually

beneficial to our individual faculty
members as well as the institution,"
she added.

Ms. Gillam said Stanford has had

The threat of lawsuits can have a chilling effect on an organization's ability to attract and retain highly

qualified outside directors.

That's why the right directors and officers liability coverage can be a deciding factor for prospective

board members who are concerned that board service may put their personal assets at risk.

Your D&0 coverage must be relevant both to your specific industry, and to the sensitivities of

individual organizations. That's the difference you'll find at Executive Risk Management Associates. We make

it our business to understand the industries we serve almost as well as our insureds. That's why our D&0

coverage reflects the realities of the marketplace, responding to timely legal, regulatory, and competitive

issues. And the specific needs of each organization we insure.

Take a look at your current coverage, then contact your agent or broker for a comparison with D&0 from

Executive Risk, 82 Hopmeadow Street, Simsbury, CT 06070-7683, 203-244-8900.

Executive Risk Management Associates is

an underwriting manager for The Aetna Casualty A

, and Surety Company, Executive Re Indemnity Ine., Executive Risk
and Executive Re Specialty Insurance Company.

Management Associates 

1

an early retirement program since
the early 1970s, except for the past
two years, when an unclear legal en-
vironment, among other factors, led
to its temporary suspension.

Ms. Gillam could not estimate the

costs of the bonus incentive pro-
gram because it is unclear how
many faculty members will retire.
However, the university expects to
recover the costs of the program in
four to five years by hiring younger
faculty members at lower salaries
than the retiring faculty.

A recently-introduced retirement
program at the University of Cali-
fornia has caused potential prob-
lerns at its four law schools, with
administrators worried too many
professors will decide to retire and
they will be unable to replace them
due to budgetary constraints (BI,
March 28).

However, Stanford, which is a

private university, is not under the
same budgetary restraints and, in
general, will replace the retiring
professors with junior faculty mem-
bers. said Ms. Gillam. "This will not

be a cataclysmic event," she said.
-By Judy Greenwaid

Extending benefits
OAKLAND, Calif.-Unmarried

partners of physicians and other
non-union employees of Kaiser Per-
manente's medical group in North-
ern California will be eligible to col-
lect health care benefits starting
next year.

The move to extend health care

coverage to domestic partners will
affect about 8,000 of Kaiser's 34,000
employees in Northern California, a
spokeswoman for the Oakland-
based health maintenance organiza-
tion said. Kaiser is expected to ex-
tend benefits to its non-union Kai-

ser Foundation Health Plan and

hospital employees in addition to its
medical group. It eventually could
be extended to union employees un-
der their collective bargaining
agreements as well, she said.

Kaiser is studying whether to ex-
tend additional benefits to domestic

partners, the spokeswoman said.
"The fundamental point right now

is that philosophically the concept
of domestic partners has been en-
dorsed and that is really the most
significant step in terms of future
implementation," she said.

"It's getting over, I think, that
philosophical first step that's impor-
tant. Details, practicalities and im-
plications is something that can all
be worked out."

-By Judy Greenwatd

Early retirement offer
HOUSTON-In an effort to im-

prove efficiency in a slumping oil
and gas industry, Halliburton Co.'s
energy services division is offering
early retimment and a special termi-
nation package to salaried employ-
ees in order to trim its payroll by
500 to 700 people.

In order to avoid forced termina-

tion, employees age 50 and above
can retire early with full retirement
benefits as well as a severance pack-
age that includes 1.5 weeks of salary
for every year of service as well as
full medical benefits for a period de-
termined by length of service.

The benefits are the same for the

termination program, which will be
forced upon certain salaried em-
ployees if the voluntary program
does not produce enough retirees.

A spokesman for the Houston-
based division of Halliburton, one of
the world's largest energy services,
engineering and construction com-
panies, said the reduction in the en-
ergy division's 23,000-person work-
force is necessary. due to "low oil
prices and reduced spending among
the companies we service."

-By Michael Schachner
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NCCI aiming to distance itself from insurers
By MEG FLETCHER tomers only and many others will associations and producers perhaps the National Assn of In- information on specific employ-

choose to become first-time cus- Customers can purchase more surance Commissioners, assuming ers' workers comp coverage and
ORLANDO, Fla -The National tomers," he said than 200 products from the NCCI, lt agreed to provide such services premium history

Council on Compensation Insur- In keeping with this new philos- including an annual statistical In other business at the meeting Another data base could contain

ance is trying to reduce its reli- ophy, NCCI insurer members, for bulletin and numerous NCCI • Joseph A Dear, assistant U S detailed information about pend-
ance on insur- the first time, were charged a fee manuals on safety, ]ob classifica- secretary of labor and director of ing lawsuits involving allegations
ance company of $150 to attend the 11/2-day con- tions and compilations of state- the Occupational Safety and of workers comp fraud
sponsors ference, though lt still was less specific workers comp laws Health Administration, urged em- The conimission also supports

In the face of than the $275 fee for non-mem- The NCCI's effort to distance it- ployers to reallze that workers development of a "multifacetedemp#
growing criti- bers self from insurer sponsorship is in comp costs are variable-not educational program" about the
cism, the work- "As all of NCCI's operations are response to criticism from some fixed-and can be managed cost- workers comp system directed at

ers comp industry's largest statis- shifted to a fee-for-service basis, state insurance regulators and effectively regulators, administrative law
tical and ratemaking organization we are entering a brave new world consumer groups that argue states To that end, he asked insurers to judges, attorneys, health care pro-
is demonstrating a lesson learned in which the services offered will should no longer rely on insurance continue emphasizing the impor- fessionals, employers and employ-
from the dinosaurs It lS better to depend upon the market for Industry-supported groups for tance of accident prevention ees
adapt than to become extinct them," said outgoing NCCI Board claims and loss data because the through safety information, loss Commission member Allyn C

"We have no inherent right to Chairman J John Wortman public may perceive the data as control services and by nominat- Tatum, a member of the Arkansas
exist and, ultimately, if we are to "As a market-driven, indepen- inaccurate and self-serving ing clients with good safety rec- Workers Compensation Commis-
survive we must offer products dent enterprise, NCCI will be ex- Supporters of the NCCI and ords for OSHA's special recogni- sion, said in an interview that he
that the marketplace wants, all paneling its customer base, not other ratemaking groups counter tion programs, which exempt re- plans to ask state insurance com-
consistent with regulatory de- only seeking out new customers that their public image problems cipients from some inspections missioners to help the Interna-

mands," NCCI President William for its products and services but are not based on fact and can be • A final report summarizing 18 tional Assn of Industrial Acci-
D Hager said at the organiza- more accessible than ever to those solved by greater regulatory ser·u- months of work by the NCCI's dent Boards & Commissions draft
tion's 75th annual issues sympo- who seek out NCCI's expertise to tiny-rather than elimination-of National Fraud Advisory Com- a specific anti-fraud statute that
sium last month in' Orlando, Fla assist them in solving their prob- existing organizations (BI, Dec mission was released, making sev- could be adopted by states

The NCCI's board has directed lems," said Mr Wortman, who lS 13, 1993) eral recommendations to fight
the organization to eventually president and chief executive offi- It remains to be seen whether fraud The National Fraud Advisory

eliminate assessments on insurers, cer of Michigan Mutual Insurance critics Will regard the NCCI's Among other things, the report Commisszon report is avattabte for
which 1SltS primary method offi- Co of Detroit and the Amerisure growing independence from in- urges state insurance departments $150 to NCCI members and $275
nancing its operations, and in- COS surer sponsorship a sufficient so- and workers compensation insur- to non-members Government and
stead rely solely on revenues pro- The NCCI is "well on the way" lution ers to establish and adequately tabor representatives are ehgible
duced through the sale of its prod- to expanding its customer base for Other previously mentioned op- fund fraud-fighting units for a $50 discount Contact NCCi

ucts and services, he said its valuable data, he said The tions include requiring insurers to It also urges the creation of Order Processing Department,
"This obviously creates an envi- fastest-growing demand is coming sell their stakes in such orgamza- comprehensive data bases to as- 750 Park Of Commerce Dnve,

ronment in which many current from non-members, especially tions or having individual states sist the fraud units One data Boca Raton, Fla 33487, 800-622-
members will choose to be cus- self-insurers, Joint underwnting contract with an outside firm or base, for example, should prowde 4123

McDonald's For example, secretaries who an- differ only in deductible and coin- shows and a video to help explain that outline for employees what
swer a lot of questions could be surance requirements and out- benehts information must be Included on

included in this group of-pocket limits Efforts to involve the workforce the bill and what to write in by
Continued from page 3 When forming such groups, • Plan 1 requires a $200 deduct- in benefit planning have paid off hand if the bill is incomplete Mc-
cards Among the Information "avoid BOWGSAT-a bunch of ible,90% coinsurance and a in other ways, too Donald's notified employees of
that they wanted on the cards was white guys sitting around a ta- $2,000 out-of-pocket cap For example, focus groups and the new claims filing method by
identification of an employee as a ble," she recommended • Plan 2 requires a $250 deduct- surveys two years ago revealed sending a letter to each worker's
member of the group insurance Relying onpeople who are much ible, 80% coinsurance and a that employees thought their home, along with a few ofthe yel-
plan, claim filing instructions, different from the audience to re- $2,000 out-of-pocket cap claims were not being paid prop- low envelopes
utilization review information, lay benefit information can create • And Plan 3 requires a $750 erly and that the claim form was Improving claims-handling effi-

preferred provider organization problems, said Mr Wittcoff deductible and 100% coinsurance burdensome, Mr Wittcoff ciency cut turnaround time for the
information and prescription drug "We find that the fewer hurdles McDonald's pays 80% of the McDonald's met with its claims payment of a claim to six days in
claim information you have to go through, the easier premium administrator, Travelers Corp Af- June 1993 from 23 days a year

Workers on the planmng teams communication is going to be," he Although an attorney might be ter reviewing the insurer's claims earlier
complained that paper cards said concerned that the chart could administration activities, Mc- A survey in May 1993 of em-
would get torn in a wallet, so Mc- Good communication ideas can create some fiduciary responsibil- Donald's determined that most of ployees who had filed health in-
Donald's made the cards plastic, come from anywhere-even a cor- ity on the part of the company, the necessary data lS Included on surance claims under the new
like credit cards And at the re- ner office there have been "no employee a hospital or physician bill method revealed that overall sat-

quest of the firm that provides its Mike Quinlan, McDonald's complaints that they've chosen So, in February 1993, Mc- isfaction with claims administra-
prescription drug benefits, Mc- chairman and chief executive offi- the wrong plan," Mr Wittcoff Donald's eliminated the claims tion iumped to 74% from 58% the
Donald's also included a magnetic cer, is credited with simplifying said "I lust can't tell you the form entirely and had pre-ad- previous year, according to Mr
strip on the card to automatically health plan enrollment For the raves we've gotten" about the dressed yellow envelopes printed Wittcoff
bill for prescriptions past two years, each enrollment chart "One hundred percent of

Another effort to improve com- package has Included a simple the comments have been posi-
munications with the diverse chart devised by Mr Quinlan that tive "
workforce involved training a outlines which of three medical McDonald's also has simplified mortgage brokers/bankers,
varied group of employees to ex- plans would be most cost-effec- ltS other written benefit materials specialty insurance agents
plain programs to other workers tive for an individual or a family Spanish-language materials are IS YOUR E&0 and brokers.

"We really stretch the definition based on anticipated future medi- available and Spanish-speaking
of who lS a front-line communica- cal costs representatives available to an- CHOICE A - A response time 01 48 hours
tor," said Suzanne Peck, a con- "Simplicity is a big thing here," swer questions dunng health plan - A rating from S&P.
sultant with Towers Perrin in said Mr Wittcoff enrollment periods BIG MISTAKE? - A- rating from A \1 Best Co
Chicago, which works with Mc- McDonald's offers three com- The company also offers inter-
Donald's on its benefit program prehensive medical plans, which active telephone enrollment, slide - Capacity of $5 million,

deductibles as low as $2,500,

If your miscellaneous profes- premiums starting at $2,000

Want pest rint:,)1 sional liability coverage omits any Discover for yourself Just
of the following, you could be how prompt, responsive, and easy
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- Underwriters with over 20 and Surety Company, Eecutivethey're m business for the
mitted to providing a market long haul Talk to the years experience m Re Indemnity Inc, and Executive
for those coverages through 1-A Broiviiiyairk professional liability Re Specialty Insurance Company
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Just as they've done for the 1 THE BROWNYARD business, meluding some states
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(800) 645-5820 • In NY (516) 666-5050 • FAX (516) 666-5723 and abstracters;
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Opinions

Opening Pandora's box?
A STHE WHEELS of health care reform continueto move at a snail's pace in Washington, about 1
million Californians are proposing a way to radically
speed up the process: Implement a statewide single-
payer health care plan via a ballot initiative (see
story, page 2).

However, to do so would spell disaster-for several
reasons.

First of all, as we have said many times before, a
single-payer health care plan-be it on a national or
statewide basis-is not the cure for the health care
crisis.

While the problems with health care in the United
States are more serious than many may want to
think, junking a system that has evolved over 200
years-and putting total control over health care in
the hands of government-would be a big mistake.

In fact, the most flawed component of the Clinton
administration's health care proposal is the huge
level of bureaucratic control over the proposed
health care alliances. Forming one giant California
health care alliance would just exaggerate the prob-
lems that would be created by the Clinton plan.

We believe that the current employer-based health
care system, while far from perfect, allows the oppor-
tunity for universal access to health care services-
the prime attraction of a single-payer plan-with
private-sector control over the provision of medical
services and their accompanying costs.

Secondly, creating a single-payer plan in the na-
tion's most populous state would make for a very un-
wieldy health care system. Private health insurers
would operate in the other 49 states but not Califor-
nia. Such a fractured system would cause headaches
for multistate employers.

But, perhaps most importantly, allowing voters to
pass laws via the ballot box is simply a lousy way to
legislate, as California's Proposition 103 has proved.
Efforts to clarify gaps in the initiative-such as
whether it replaces workers comp medical cover-
age-are likely to result in a quagmire of litigation.

The checks and balances of a legislative pro-

-- 17*Nit.(EZSTZY<
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cess-in which such flaws in proposals are spotted
and amended-is not possible in an election cam-
paign. And, voters' minds can be swayed by personal
biases and flashy advertising campaigns, not by true
understanding of the issues.

While many will write off the chances that the sin-
gle-payer initiative will be approved by California
voters in November, this is not a time for lethargy
among employers, insurers and others that want to
maintain the current health care system. It cannot be
assumed that vo:ers won't be swayed by the promises
of "free" health care that surely will be bandied
about. And, it's clear that at least 1 million Califor-
nians already perceive some merit in the single-payer
proposal.

It now appears that implementing sound, rational
health care reform on a national level may take sev-
eral years. California voters should not be encour-
aged to attempt to accomplish the same thing in only
one day-Election Day.

Letters . -

NAIC program may be overstepping its bounds
To the editor: James W. Schacht, act-

ing director of the Illinois Insurance De-
partment, is to be commended on his
outstanding Perspective article, "NAIC
Should Return to Basics" (BI, April 11).

Unlike your earlier editorial (BI,
March 21), Mr. Schacht recognizes that
one may criticize the implementation of
the National Assn. of Insurance Com-

missioners' accreditation program with-

out supporting federal regulation of in-
surance.

Prior to Rep. John Dingell's interest in
federal oversight of insurance, the stan-
dard defense of state insurance regula-
tion was that it allowed greater account-
ability and sensitivity to local consumer
needs than would a monolithic federal

regulator. We now are substituting the
federal monolith with self-appointed

regulation by an association of largely
non-elected officials under a program
designed to usurp state legislators' pow-
ers with one-size-fits-all criteria.

Perhaps the cure is worse than the dis-
ease.

Jon Harkavy
Vp/General Counsel

USA Risk Group
Arlington, Va.

Careful review of PBGC reform plans sought
To the editor: In his April 11 letter,

Martin Slate, executive director of the
Pension Benefit Guaranty Corp., says
surprisingly little about the detailed fi-
nancial analysis of the agency's finan-
cial condition that I presented in an ear-
lier letter (BI, Jan. 17).

I asserted that the size and the trend

of the PBGC's deficit do not support La-

Business Insurance wetcomes let-

ters from its readers. Please keep
your comments as brief as possible.
We reserve the right to edit letters
for ctarity or space. We will not
publish unsigned letters. Send
your comments to Letters to the
Editor, Business Insurance, 740 N
Rush St., Chicago, m. 60611-2590.

bor Secretary Robert Reich's comments
that the deficit poses a threat to the
PBGC.

I noted, too, the declared $45 billion of
underfunding in ongoing plans is not a
shadowy menace and that the PBGC
does not have the ability to project defi-
cits meaningfully. Given Mr. Slate's
access to a panel of experts whose
"unanimous opinion" he says I differ
with, it should be a simple matter tc
have them point out where our diifer-
ences lie.

With regard to the validity of the PB-
GC's practice of adding "probable net
claims" to its deficit, I could not find in
the General Accounting Office's report
of its audit of the PBGC any confirma-
tion of this practice that Mr. Slate
claims.

I understand the addition of such

claims is not the practice of life/health
insurers and is questionable in the prop-
erty/casualty field, particularly where
there is substantial investment income
derived from assets, as is the case with
the PBGC.

Mr. Slate agrees there is no need for
haste in reforming the PBGC, so valu-
able opportunity exists to screen pro-
posals thoroughly to ensure that those
adopted will-in accordance with the
PBGC's mandate-encourage the adop-
tion of new pension plans, not discour-
age employers from continuing or im-
proving their existing plans, while keep-
ing PBGC premiums at the lowest feasi-
ble level.

David Langer

Consulting Actuary
David Langer Co. Inc.

New York
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Arbitration witnesses

can't be sued: Court
SAN FRANCISCO-Witnesses

can't be sued for statements they
make in private arbitration proceed-
ings, a state high court has ruled.

In a 5-1 ruling, the California Su-
preme Court on April 28 gave arbi-
tration witnesses the same protection
as those in court proceedings.

The decision, Moore vs. Conti#e,
stemmed from a physician's testi-
mony in an unsuccessful medical
malpractice suit. The ruling over-
turns a 1993 appellate court ruling
that found statutory immunity did
not apply because arbitration pro-
ceedings are not judicial or official.

State to appeal ruling
on labor agreements

BOSTON-Massachusetts will ap-
peal directly to the state Supreme
Court a ruling that bars it from hik-
ing unionized state employees' group
health insurance premiums even af-
ter labor's collective bargaining
agreements with the state expire.

The niting would apply to all state

Bad faith
Continued from page 3
filed claims for both injuries and
settled them for nearly $44,600.

But, in February 1989, she sued
Twinsburg, Ohio-based Revco, its
workers comp insurer, Alexsis
and William Steen, an Alexsis

claims adjuster.
Ms. Natividad alleged, among

other things, bad faith, unfair
dealing, and negligent and inten-
tional infliction of emotional dis-

tress because of how her claims

were handled.

According to court papers, she
charged, among other things, that:

• Her benefit checks were de-

layed.
• The defendants "gave her the

'runaround' when she and her

lawyer attempted to inquire about
the payments, putting her on
'hold' and fabricating excuses of
lost files and computer malfunc-
tions."

• The defendants treated her

rudely.
Revco, National Union Fire In-

surance Co. of Pittsburgh, Pa.,
and affiliate AIG Risk Manage-
ment, which contracted with Al-
exsis to provide loss adjusting ser-
vices, settled with Ms. Natividad
for a total of $77,500. National

workers as well as the labor group
that bmught the suit, the state says.

The 15,000 members of the Na-
tional Assn. of Government Employ-
ees filed suit last year after Massa-
chusetts increased their monthly
share of group health insurance pre-
miums to 15% from 10%.

The state increased the employee
contribution after its mulliyear col-
lective bargaining agreements with
the labor group expired on June 30,
1993. The state imposed the same
hike on nearly all state employees at
about the same time.

Massachusetts figures the higher
contributions would save it more

than $14 million in 1994.

But, Suffolk Superior Court Jus-
tice Peter M. Lauriat on April 12 re-
jected state arguments, including:

• The apements donot remain in
force after they expire, as the con-
tracts stipulate, if the Legislature
does not appropriate funds to meet
the terms of the agreement.

He ruled the Ikgislature agreed to
finance the pacts in full when it ap-
propriated funds for their first year.

• Impaimient of contract tel'ms is
justifiable if it is reasonable and
serves the public's interest.

He ruled that finding funds t6

Union and AIG Risk Management
both are units of New York-based

American International Group
Inc.

A trial court ruled for Alexsis

and Mr. Steen in a summary judg-
ment.

But, an appeals court reversed
the decision in part. It ruled that
an adjusting firm owes the same
duty of good faith and fair dealing
that an insurer owes. It did not

hold Mr. Steen liable because "he

did not issue an insurance policy
and did not contract with the car-

rier."

The appeals court also ruled
that Ms. Natividad could pursue
her emotional distress claims.

But, the state high court, in a
majority opinion written by Jus-
tice Raul A. Gonzalez, disagreed
and reversed the appellate deci-
sion.

On the bad faith and unfair

dealing charges, the court ruled:
"When the insurance carrier has

contracted with agents or con-
tractors for the performance of
claims-handling services, the car-
rier remains liable for actions by
those agents or contractors that
breach the duty of good faith and
fair dealing owed to the insured
by the carrier." -

Alexsis and Mr. Steen did not

owe Ms. Natividad a duty of good

meet the state's contractual obliga-
tions is solely the state's "problem."

Woman wins damages
for pregnancy bias

KANSAS CrrY, Mo.-In one of
the first pregnancy discrimination
suits filed under the Civil Rights Act
of 1991, a federal court jury last
month awarded a woman $403,320.

Edna L. Pace claimed Captain D's
restaurant in Harrisonville, Mo., de-

moted her in 1992 to food preparer
from manager because she was preg-
nant. Captain D's said she would be
unable to work the necessary hours
as manager. She refused the demo-
tion and quit, said one of her attor-
neys, Jane McQueeny, of The
Popharn Law Firm in Kansas City.

The jury awarded Ms. Pace:
$350,000 in punitive damages;
$43,000 in compensatory damages
for inconvenience, mental anguish
and loss of enjoyment of life; and
$10,320 in lost wages. The plaintifs
attorneys also intend to petition the
court for payment of attorneys fees,
which could total $20,000 to $40,000.

Immediately after the suit was
filed, Ms. Pace offered to settle for
$25,000, Ms. McQueeny said, but
Shoney's Inc., Captain D's parent,
did not respond. Shoney's attorneys
am considedng an appeal. They de-

faith and fair dealing because
they had no contract with her, the
court ruled.

The high court also refused to
allow Ms. Natividad to pursue her
emotional distress claims against
Alexsis, because its alleged ac-
tions were not sufficiently outra-
geous.

Alexsis attorney Frederick
Wulff said the decision does not

rewrite Texas law but does clarify
claims adjusters' liability, which
he expects will reduce litigation.

It only makes sense to hold the
insurer liable in such cases and
force the insurer to then subro-

gate against its adjuster if the ad-
juster mishandled claims, said Mr.
Wulff, a partner with Cohan, Sim-
pson, Cowlishaw, Aranza & Wulff
LLP in Dallas.

Otherwise, plaintiffs could be-
gin suing various individuals in-
volved in the claims-handling
process, from those who answer
the phones to adjusters. "You'd
end up with an incredible mess
over who's responsible for each
little piece," Mr. Wulff said.

He also emphasized that Alexsis
never denied Ms. Natividad's
claims.

Rosa Natividad us. Alexsis Inc.

and William Steen, Supreme
Court of Texas; No. D-2786.
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clined to comment.

Ethics rules developed
for work comp judges

SAN PRANCISCO-Outside ethi-

cists are developing standards for
workers comp judges after five state
judges were recently implicated in
violations of state ethics rules.

A year-long investigation by the
California Division of Workers Com-

pensation found no evidence of
crimes but found two judges appear
to have improperly accepted fees for
speeches and three may have vio-
lated the Code of Judicial Conduct.

The division has hind the Joseph-

son Institute of Ethics to help de-
velop standards, said Administrative
Director Casey L. Young. He would
not identify the judges or discuss the
alleged violations, which reportedly
included having travel expenses to a
Hawaii seminar paid by a doctor
with claims before the judges.

Asbestos claimants

to appeal ruling
TAMPA, Fla.-About 150,000

plaintiffs with asbestos personal in-
jury and property damage claims
against a former Walter Industries
Inc. subsidiary will appeal a U.S.
Banlouptcy Court ruling that the
parent company is not liable for
their damages.

But, Walter Industries' creditors
still want to settle the claims.

The asbestos claimants want to

pierce the corporate veil between
Walter Industries, which is seeking
Chapter 11 reorganization, and for-
mer unit The Celotex Corp. Celotex
has exhausted its liability insurance
and is also seeking reorganization.

The asbestos elsimants say they
can pierce the corporate veil because
Walter Industries controlled Celo-

tex's operations. Florida law also re-
quims the plaintiffs to prove, among
other things, that Celotex's 1987
spinoff was unjustified and resulted
in its insolvency. Celotex was spun
off when its parent was taken pri-
vate in a leveraged buyout.

But, Judge Alexander L. Paskay
ruled April 18 that Walter Industries
did not control Celotex's business

and had no obligation to ensure it
was adequately insured. He also
noted most of the asbestos claims in-
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volve products made by a company
before Celotex acquired it in 1972.

Meanwhile, Walter Industries'

creditors back a morganization plan
that would settle the asbestos claims

for $525 million, said plaintiEs attor-
ney Frederick M. Baron of Baron &
Budd in Dallas.

Walter Industries, though, contin-
ues to push its own plan, which
would fully compensate the compa-
ny's non-asbestos creditors.

The bankruptcy court has sched-
uled a May 19 hearing.

Information in brief

A group of excess insers have
sued Baxter Healthcare Corp. and its
primary and other excess insurers
seeking a declaration that they have
no duty to defend or indemnify Bax-
ter for silicone breast implant claims.
The suit was filed March 8 in Lake

County Circuit Court in Waukegan,
Ill, by: Allstate Insurance Co., sue-
cessor to Northbrook Excess & Sur-

plus Insurance Co.; First State Insur-
ance Co.; First State Underwriters
Agency of New England Reinsur-
ance Corp.; and Hartford Accident &
Casualty Co....mr Hartford Group
Inc. will pay $13 million to settle a
suit that 30,000 Texas employers
filed against about 270 workers
comp insurers in 1991. The employ-
ers say the insurers illegally hiked
premiums to recapture residual mar-
ket losses... .House Ways and Means
Chairman Dan Rostenkowski, D-Ill.,
last month introduced a bill, H.R.
4245, that would shore up Social Se-
curity funds for future generations.
Among other things, it would raise
the normal retirement age to 67,
gradually increase the Social Secu-
rity payroll tax to 8.15% by 2058
and cut the 1995 cost-of-living in-
crease to 2.5% from 3%....U.S.

businesses spent mom than $55.2 bil-
lion to insure or self-insure work in-

juiy risks in 1991, 3.9% more than in
1990, the US. Chamber of Com-
meree says....By a 4-3 vote, the
Florida Supreme Court on March 31
denied mhearing of its pro-insurer
ruling in Dimmitt Chevrolet Inc. vs.
Southeastern Fidelity Insurance
Com. Last July, it ruled that South-
eastern Fidelity was not liable for
Dimmitt's future cleanup costs at an
oil recycling plant because the pollu-
tion occurred gradually, not sud-
denly (BI, July 5, 1993). 21
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Upping the ante
Reinsurers may ne
By MICHAEL SCHACHNER

PHILADELPHIA-For reinsurers

to succeed in the future they win
have to build capital, master new
technology, expand globally and re-
assess investment strategies, a lead-
ing reinsurer executive says.

As the reinsurance marketplace
consolidates, only reinsurers with
capital above $2 billion will thrive
because only they will be able to
safely assume ever-increasing risk,
said Stephen M. Gluckstern, presi-
dent of Zurich Centre Investments

Ltd., a subsidialy of Zurich Insur-
ance Co. that serves as a holding
company for the Centre Reinsurance
group of companies.

In the 2lst century, "insurers

ed $2 billion to comp
won't be able to have enough capi-
tal because risk already dwarfs cap-
ital," he said, adding that continu-
ally larger companies will control
the market.

Major reinsurers today have more
than $1 billion in working capital,
compared with less than $400 mil-
lion that leading companies had 10
years ago, he said in a recent speech
at Temple University. "By the year
2000, $2.5 billion will be the average
and that will be necessary to assume
risk."

Technology will be another factor
in defining the reinsurance market
of the future, Mr. Gluckstern said.
"People won't be carrying pieces of
paper to each other via airplanes in
10 years. It will be replaced by

Coverage is noi available for licensed professionals such as doctors, lawyers, architects, engineers and accounlants.

ete, Gluckstern says
something as simple as improved
electronic mail."

And, in the increasingly interna-
tional marketplace of the future, po-
sitioning throughout the world will
determine where and what reinsur-

ers can underwrite.

"The global strategies of compa-
nies like American International

Group Inc. and Zurich already show
this. For example, if the Chinese per
capita expenditure on life insurance
grows to even $100, that's 1.2 billion
people. That's an immense market,"
he pointed out.

Reinsurers will be changing their
investment strategies in the future,
said Mr. Gluckstern. Already the
commercial mortgages that domi-
nated many of their portfolios in the

1980s have been replaced with more
conservative investments.

"The risk-and-return relationship
is real. It is being proven that you
cannot have a risk-free investment

that guarantees a 15% return. That
doesn't exist," Mr. Gluckstern said,

noting that "investment income and
capital gains are declining."

He also defined several factors

that will influence the undenvriting
marketplace of the future.

First, market conditions will be
more stable. Wild swings in the un-
derwiting cycle are history, he in-
sisted. "Never again will there be a
swing like 1986 because the buyers
won't accept it. They simply won't
buy the products if they're over-
priced."

Capital flow will also be more
dramatic. "Look at the catastrophe
facilities that popped up last year:
$4.5 billion in capital was commit-
ted in only 160 days," he noted (BI,
Nov. 1, 1993).
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Of great importance to reinsurers
is the probability that catastrophic
losses will continue to soar in size

and frequency. "Did you ever think
that fire protection sprinkler sys-
tems would be set off by the recent
earthquake and cause an estimated
$1 billion in damages?" he asked.

"And then there's the environ-

mental issue, which is still unsolved

and largely unfunded. The question
of who's going to pay needs to be
answered," Mr. Gluckstern said.

The bottom line for the future, he
insisted, "is that if you're bigger,
you're better, because the flight to
security is real... .Smaller compa-
nies can't influence trade, so to be
larger is critical."

The future of reinsurance will also

be defined by more use of analytical
information, improved data and
hopefully the incorporation of more
real-time data, "Now, reinsurance is

<bought in December when the Flor-
ida storm season doesn't come until

the fall, which is bad," he said.
Education and training are sub-

jects that reinsurers need to concern
themselves with now and in the fu-

ture. "An issue for all of us to con-

sider is what type of skills will be
demanded later on. I predict analyt-
ical ability to be one. The capability
of understanding technology can't
be underestimated Even if it's as

simple as operating a personal com-
puter. Today, some CEOs can't do
this."

Employing people with a better
understanding of the numbers that
go into insurance underwriting will

also help companies improve their
position, he said. "How can you un-
derwrite properly if you don't un-
derstand the numbers?...You have

< to have some knowledge of the
numbers. The complexity of risk de-
mands it."

Lastly, he advised taking risk. "I
think we must all take risk to propel
our careens. Without risk, you can't
enjoy the rewards that may be
available." lai

Arizona approves
savings accounts
for medical costs

PHOENIX-Arizona has become

the third state this year to approve
medical savings accounts, which
permit employers to purchase high-
deductible insurance policies and
put premium savings into tax-de-
ferred savings accounts for employ-
ees' future health expenses.

Mississippi and Idaho enacted
MSA laws earlier this year, accord-
ing to the Alexandria, Va.-based
Council for Affordable Health Leg-
islation. Missouri passed a law last
year and additional legislation is
pending in several other states, said
the council, a lobbying group of
small to medium-sized insurers

seeking federal MSA legislation. The
state laws already passed allow the
accounts to be tax-deferred.

The Arizona bill was signed April
6 by Gov. Fife Symington.

The legislation provides that up to
$2,000 a year per employee and
$4,000 per family can go into these
accounts.

Arizona State Sen. Matt Salmon

(R-Mesa), who sponsored the bill,
said that at the end of each year,

employees may roll over unused
funds for use the next year or with-
draw the funds from their accounts.

They will be taxed if the funds are
not used for medical expenses.

This approach gives employees
the incentive to control their own

medical expenses and permits them
to choose their own doctors as well,
said Mr. Salmon, who is running for
Congress. "It's a win-win situation
all around."

-By Judy Greenwald



California
Continued from page 2
voters in November, it still faces
several hurdles. For example, the
program would first require a
waiver of the Employee Retire-
ment Income Security Act, as well
other federal and state laws, be-
fore it could be implemented.

A validity check of signatures
collected to support the initiative
will continue for about a month,

but "most feel it's a foregone con-
clusion it will be on the ballot,"

said Brad Wenger, president of the
Assn. of California Life Insurance

Cos. in Sacramento.

An initiative needs only 384,974
signatures to appear on the ballot;
supporters of the single-payer ini-
tiative turned in about 1 million

signatures.
Labor unions were very active in

circulating the petition for signa-
tures, according to Richard Ho-
lober, assistant research director
of the California State AFL/CIO,
which endorsed the initiative at its
convention last month.

However, the ACLIC and busi-

ness groups, health care providers
and various other opponents are
mounting a campaign to oppose
the proposal.

"We're not ignoring it in any
fashion. Initiatives here in Califor-

nia have to be taken seriously, and
we'll do that," said Mr. Wenger of
the ACLIC.

The insurance industry has
learned that lesson the hard way
following the passage of Proposi-
tion 103 in 1988, which has re-
suited in years of costly litigation
between insurers and California

regulators and-according to some
agents and brokers-a shrinking
of the state's property/casualty in-
surance market.

"We do not believe the people of
California want to trade their pri-
vate health insurance for a state-

run system that doubles the size of
state government. .and empowers
a state health czar to ration

care-with no assurance

whatsoever of better health care or

more efficient delivery of ser-
vices," Mr. Wenger said.

The initiative is sponsored by
Californians for Health Security, a
coalition of labor and public inter-
est organizations whose lead mem-
ber is the California Physicians
Alliance, a group of independent
physicians formed to promote the
single-payer concept. The Califor-
nia Physicians Alliance is the state
chapter of Physicians for a Na-
tional Health Program, a group of
6,000 physicians that advocates a
single-payer system.

The intent of the initiative is to

establish a system "that will pro-
tect California consumers, taxpay-
ers and employers from the sky-
rocketing cost of health care. Sav-
ings will be achieved by limiting
health care costs, eliminating
waste and emphasizing disease
prevention," according to the ini-
tiative.

The initiative is being proposed
because, among other reasons,
"California employers have a right
not to be driven to insolvency by
the spiraling cost of employee
medical benefits (and) Califor-
nians should not be at risk of los-

ing their health benefits if they
change or lose their jobs," the ini-
tiative reads.

"The current health care systern
is so wasteful that the savings will
be enough to fund universal cover-
age for all medical care servic-
es...and increase the resources

available to prevent disease, all for
the same amount of money cur-
rently spent on health care in Cali-
fornia," the initiative declares.

The initiative states that the

comprehensive universal coverage
the single-payer plan would offer
would be funded by a payroll tax
ranging from 4.4% to 8.9%, with
large employers paying the maxi-
mum rate; a 2.5% to 5% hike in
the state income tax; and a $1-a-

pack cigarette tax increase.
But, it is the "shaky" financing

of the proposed system that will
sink the initiative, predicts Mike
Berumen, senior vp of PM Group
Life Insurance Co. in Newport
Beach, Calif.

"I think Americans in general
are very skeptical of a program
that. . .gives government unprece-
dented control not only of financ-
ing but also of the delivery of
health care," he said.

Another critical question is
"what are we going to do about il-
legal immigrants (and) people en-
tering and exiting the state? It's
difficult for a state to do this in

isolation from other states," Mr.

Beruman said. "I tend to think
when all of this comes out in the

wash, it's unlikely to pass muster
with California voters. The bottom

line is it's too bad that both the

proponents and the opposition
couldn't put their energies into na-
tional reform."

Although the initiative's spon-
sors say the pi-oposed system will
benefit employers, business groups
in the state are also opposing it.

"The single-payer initiative rep-
resents a huge step backward in
health reform. It would require
massive tax increases to fund a

huge new health care bureaucracy
with unprecedented power over
our health care," said Kirk West,
president of the California Cham-
ber of Commerce.

"We must defeat this proposal in
order to allow effective, market-
based reform efforts to improve
access to affordable health care

coverage," he said.

Other business groups to weigh
in with their opposition to the ini-
tiative are the California Manufac-

turers Assn., which represents
large employers, and the National
Federation of Independent Busi-
ness, a small-business trade group.

Some employers also fear their
benefit costs would increase under

a single-payer system that pro-
vides more liberal benefits than

they currently offer.
"Every industry doesn't have the

same level of benefits. Everybody
doesn't drive a Mercedes," said
Leo DeJohn, compensation and
benefits manager at Kirk Paper
Co. in Downey, a wholesale print-
ing paper distributor with 460 em-
ployees.

"Our (health care) plan is work-
ing pretty well. We've kept costs
under control, because manage-
ment goes along" with the idea of
restricting certain coverages, he
said. For example, Kirk's self-in-
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sured health care plan does not
cover laser surgery to correct near-
sightedness.

And, "we have severe limitations
on (coverage for psychiatric) disor-
ders. Some companies are going
broke on that," Mr. DeJohn said.

The California Medical Assn.,
which has not endorsed the initia-

tive, is "doing a complete analysis
of the initiative," a spokeswoman
for the physicians' group said, The
proposal contains "nuances to

which we have not been exposed,"
such as a health care commis-

sioner, she said.
The CMA "does not believe

enough has been tried to regulate
the existing marketplace to solve
the problems the initiative spon-
sors are trying to address," like re-
stricted access and system inequi-
ties, the spokeswoman said. If
"something does not happen, we
believe support for a single-payer
system will grow," she said. RII
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L now we re moving into cyberspace.
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GICs partment to issue additional regu- the popular synthetic products guarantee insurer Yet Pat Bro- specific wording could become
lations, would enhance the mar- that Wall Street and the invest- snan, an assistant vp with MBIA, obsolete very quickly in fast
ket for traditional GICs, accord- ment managers are offering now contends that those charges will evolving markets

Cont:nued from page 3 1ng to financial guarantee insurer that are rated AAA," said Edward not make credit-enhanced prod- Four years ago, noted Ms Bro-
surers offer GICs, which has MBIA Corp, a major backer of the F Nolan Jr, marketing vp at uets too expensive "If the insur- snan, nobody had even heard of
helped fuel the growth of so- bill SunAmerica Life Cos "There is a ance is not economically feasible, synthetics
called synthetic GICs (BI, Sept 6, Greater competition could ulti- segment of the GIC market that nobody is going to buy it " Opposition to the proposal lS
1993) mately let 401(k) plan sponsors Stlll insists on AAA quality and Opponents of the New York bill also attributable to lack of confi-

A synthetic GIC consists of a diversi fy their GIC holdings we're attempting to fill that niche charge that it would give financial dence in the financial guarantee
"wrapper" provided by a finan- "Many of them are (currently) with a product that would be guarantee companies an unfair insurers "To be very frank, I
cial institution-including some constrained by credit limitations credit enhanced with a financial advantage without regulatory don't think (they) understand the
insurers-that guarantees the and this might allow them a guarantor " control product," said Alan Shortell, leg-
book value of an underlying port- greater array of investment The legislation would level the The bill says financial guaran- islative vp for New York Life In-
folio of securities, often AAA- choices," said Larry H Mylne- playing field between the GIC tee companies can insure "specific surance Co
rated government agency issues chuk, executive director of the products offered by non-AAA- types of insurance contract obli- Such objections, charges Wal-

The New York legislation, Lake Oswego, Ore -based GIC rated life insurers and credit-en- gations" and does not specify lace O Sellers, chairman and
which calls for the Insurance De- Assn , wh ose membership in- hanced products like synthetics, GICs chief executive officer of New

cludes plan sponsors said Stephen D Cooke, chairman "There's no limitation on the York-based financial guarantee
"I would say, get ready for an of the Assn of Financial Guar- kind of risk they can take," reinsurer Enhance Financial

Florida onslaught, because they may have anty Insurors' legislative affairs charges Marsha Cohen, deputy di- Group, are essentially a smoke
created the better mousetrap," committee and senior vp and gen- rector of state relations for the screen put up by highly-rated in-
said Randolph Root, a consultant eral counsel of New York-based Reinsurance Assn of Amenca surers that do not want to face po-

Continued from page 2 with Kwasha Lipton in Fort Lee, AMBAC Indemnity Co She also noted that financial tential competition
share, not evidence that a particu- N J One potential problem for the guarantee insurers do not partici- "I think that in a nutshell lS
lar brand was used "(The bill) will allow the insur- life insurers is the cost of the en- pate in the state's guaranty fund what the whole thing is about,"

• Expand the statute of hmita- ance companies to compete with hanced rating from the financial Backers of the bill counter that said Mr Sellers
tions on third-party liability
claims brought by Medicaid

• Implement Joint and several
liability

Those points address directly
the defenses and tactics used by 11./Ima t. *,
the tobacco industry in cigarette
liability lawsuits, said FredI'le G
Levin, a Pensacola attorney who 4. 2

helped wnte the amendment 4 ) .2*
While he admitted the wording

17
.

1/
r

is broad, the state would still have
to approve any suits before attor- .- »lv

4

54 f

neys could pursue them 4 *40 & I /

"There is no question in any- r .

body's mind that this lS aimed at
tobacco companies," he said The t .t # 1.t.' 42+concern that food producers
would be sued under the law "is -4 4
the craziest thing I've ever heard 4

of in my life," Mr Levln said 5

In fact, businesses and their in-

-

. Al.

surers "stand to gain the most" if *,tr

Athe bill lS signed, because it would .

lower their Medicaid taxes :-4 *4,5-irs - c
The legislation would force eig- S" 11 h• . .

arette manufacturers to raise 4 1. t

their prices, reducing the number
of smokers and, ultimately, pri-

A
2 *.rk " L,

t

vate health care expenses and lost Q
6

t:ime due to smoking-related ill- L trE 'I * J

A ..D

"This is the most significant

a

ness, Mr Levin said
D 0 1 .

''.NI

health bill ever passed," he said Z ¥ 4

-14
t

"If Florida (enacts) the bill,
within a couple of years every .

state will have one "
1

However, "there lS absolutely r ,
- red

nothing in the language of the bill
t

that limits its reach to tobacco
2companies," said Cecilia Renn, *,

general counsel of Associated In-
dustnes of Florida Service Corp, :.r y ¥..Maa:..

*

a group of 5,000 Florida employ- , 4,
4

ers in various industries "We
k

think this bill will significantly
'*. ,

.*- eimpact the affordability and
r .

.availability of liability insurance.
A . I

It's terrible public policy " ./

Even if the bill specified to- 20
4

bacco companies only, Associated 4

Industries might have still op-
posed it because of the "slippery /4 ''#494; 12 U
slope" theory that if one industry
is attacked successfully, other rv€ - - 1 ii/"(619 r

businesses might be targeted next, :,0/40,9 , .-F7B-- I 4. -t ..
Ms Renn said -f..

"We are concerned that it opens
the door to all lands of lawsuits," -

50 51
*: 4- t

said Sam Miller, executive direc-
Y

tor of the Florida Insurance News

Service, an insurer-sponsored
t / i IC-Ji-rlkgroup "It almost sets up a bounty t 6ip#*,

syIfeGmofvorChes mgns the bill, it
may be challenged in court on the
basis that legislative procedures
were not followed, Ms Renn said *f-/ t ..€F
For example, new language in the
bill was not underlined

.
5.Mr Levin acknowledges the

proposal was introduced stealth-
ily but said the tactic frequently is 4

1,
used by business lobbyists r-#li.-S

"This is the first time the good --

--

guys have done it," he said "The
ends do Justify the means in this
situation lil



Offshore
Continued from page 1
rovia address was a burned-out

building, said Richard Svobodny,
district attorney in Juneau.

So where is the firm domiciled?

Ireland, said Michael P. Trilling,
president of Great Atlantic Manage-
ment Co. in Gaithersburg, Md., an
American Fire producer. Mr. Grzela-
kowski, however, said American Fire
is still based in Liberia and also rEg-
istered in Panama because it is
"closer to the States."

Though formerly managed by Ma-
rine Managers of London Ltd.,
American Fire is now managed by
IMG, which controls several insumrs

as part of an international pool, said
Mr. Grzelakowsld

He would identify neither other
pool members nor the owners, direc-
toI·s or officers of American Fire,
calling it "privileged information."

American Fire is not licensed as an

insurer or registered as a corporation
in Ireland, said Anne Coleman-
Dunne of the Department of Indus-
try & Commerce.

IMG, she added, was formed in
February, and its papers were filed
by Aston Corporate 'Irustees Ltd. of
Douglas, Isle of Man.

An Aston employee said she could
not provide information about IMG
and that Mr. Yorke-Wade, an Aston
insurance consultant, would have to
approve any disclosures.

Mr. Yorke-Wade, who could not
be reached, was pmsident and sole
shareholder of Victoria Insurance Co.

when the insurer was licensed in

Georgia in 1987 with Mr. Teale as
executive vp.

Victoria was liquidated in 1988,
leaving more than $20 million in un-
paid claims (BI, April 29, 1991). Mr.
Teale died last month in federal

prison (BI, April 18).
Current financial data on Ameri-

AND SEES AN INTERDEPENDENT BUSINESS

INTERRUPTION POUCY TO COVER THE RISK

A collapsed roof can mean more than

maJor structural damage to a commercial
property owner Revenues lost to closed
businesses can also be weighty

problem The kind of complex risk that the

can Fire is had to come by. Mr. Gr-
zelakowski said an audited 1993 fi-

nancial statement is not complete.
He added that its unaudited state-

ment shows total assets of $29.6 mil-
lion, gross written premiums of more
than $3 million and net income of
about $439,000. He would not pro-
vide details of the assets other than

to say that they included certificates
of deposit and annuities, and that
the insurer's auditors "will guarantee
that the assets are in the bank."

A 1992 American Fire financial

statement showed $29.1 million in
assets, including $13.2 million · in
CDs and $11.6 million in "contribu-
tions to surplus." It reported earned
premiums of $3.1 million, including
$2.3 million in U.S. premiums.

American Fire's U.S operations
have not gone smoothly.

A state grand jury in Juneau in-
dicted Mr. McI)onough and Marine
Marketing Services in 1991 on
charges related to sales of American

Eire policies to charter boat opera-
tors. While Mr. Trilling was not
named in the indictment, prosecutors
alleged that the two men were work-
ing together. Mr. McI)onough and
Mr. nilling contend that their opera-
tions are separate.

In May 1992, Mazine Marketing
agl·eed to plead guilty to one fraud
count and charges against Mr. Mc-
Donough were dropped. The firm
was fined $500,000, all but $2,500 of
which was suspended, and was or-
dered not to do business in Alaska

for five years, Mr. Svobodny said.
Mr. McDonough-who unsuccess-

fully sued the state last year for false
arrest, defamation and other alleged

, injuries-says he was unfairly prose-
cuted.

"They decided..they would make
an ecample out of me," he said. "I
couldn't get a fair shake, a fair trial."

The Alaska case was not Mr. Mc-

Donough's first run-in with state au-
thorities: The Maryland Insurance

'

underwriters at Home Insurance cover

with Innovative solutions Working as
a team with claims and loss control

professionals, they look to protect your

business from the unexpected Ask

your broker, or call 1 800 TEL HOME
WE SEE RISK BEFORE RISK SEES YOU
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Department refused to renew his
agent's license in 1990, citing his
agreement to plead guilty to at-
tempted grand larceny in a Nassau
County, N.Y., insurance fraud case.

In that case, Mr. McDonough ac-
knowledged writing an insurance
binder for a boat he 1cnew did not

exist and later accepting $5,000 as
part of a claim payment on the boat,
according to Maryland department
documents.

He was sentenced to five years
probation, of which about eight
months remain, he said.

American Fire's Mr. Grzelakowski

said he is aware of Mr. McI)on-

ough's prior conviction but does not
see it as a problem. "We are monitor-
ing Mr. McDonough. We are audit-
ing his books and am watching
him."

American Fire has solicited busi-

ness in the Northeast, Florida and
Gulf Coast at rates that brokers say
are substantially below those offered
by licensed insurers. Mr. Grzela-
kowski said he can offer lower rates

because American Fim has lower
overhead and does not have to raise
rates to cover losses in other lines.

Regulators in Florida and other
states have made inquiries about
American Fire. All, Mr. Grzela-
kowski said, have been resolved
without regulatory action.

Mr. McDonough said that while he
accepts risks from several states, he
is legally transacting business only in
New Jersey, where he is in compli-
ance with the insurance law. Ell

Brokers
Continued from page 2
$82 million in the quarter.

Amid the movement in the rank-

ings, brokers are sull being plagued
by soft property/casualty insurance
prices and have yet to feel the bene-
fits of a rebounding economy and
higher short-term interest rates.

"It's a broken record in the indus-
tty," noted Michael J. Cloherty, vp-
finance at Arthur J. Gallagher.

'There is no meat in the pie," said
Michael Smith, senior vp at Lehman
Brothers in New York, noting that
the quarter was marked once again
with "mediocrity."

However, all but one of the seven
largest publicly held brokers re-
ported increased revenues and prof-
its for the first three months of 1994.

A&A, which has posted lackluster
profits for years, reported both a de-
cline in revenues and a net loss for

the quarter.
While retail brokerage revenues

remain flat, several brokers are find-

ing some strength in reinsurance
brokering, said Mr. Smith. This is
due in part to increased demand for
reinsurance from smaller insurance

companies that have recently gained
market share as larger insumrs with-
draw from certain lines of business

and geographic areas.
Mr. Ryan noted that firmer prices

outside the United States contrib-
uted to RHH's reinsurance and

wholesale brokering revenues, which
increased 65.8% for the quarter.

Despite A&A's 0.6% decline in
gross revenues, revenues from its re-
insurance intermediary, Alexander
Howden Reinsurance Brokers, rose

13% in the first quarter, noted
Flrank R. Wieczynski, corporate sec-
retary.

Brokers also report that the de-
pressed benefit consulting revenues
apparently have bottomed out.

Benefit consulting revenues "were
up for the first time since '92," said
J. Michael Bischoff, vp-corporate de-
velopment for Marsh & McLennan
Cos. Inc. M&M's first-quarter con-
sulting revenues increased 3.3% to
$222.4 million in 1994 from $215.3
million in 1993.

"There is a better tone" in the con-

Continued on nert page
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Brokers
Continued from previous page
sulting marketplace, Mr. Bischoff
said. The mbounding economy, the
tax bill enacted last year and the
current health care reform debate

"cleans out a lot of underbrush," he
said.

Indeed, consulting revenues among
brokers "were a shade better than I

expected," said Lehman's Mr. Smith.
He also noted that with ongoing

competition in the casualty insur-
ance marketplace, brokers again are
starting to vie for each other's em-

ployees.
Brokers must raise revenues, and

bringing in new producers "with a
following" is one way to do that, he
explained. However, brokers Wing

new producers will need an upturn
in the market to support increased
compensation expenses, Mr. Smith
warned.

RHH's Mr. Ryan said that while
the recent addition of "a respectable
number of highly qualified people"
has put a "damper" on earnings at
RHH, the broker "will not miss the
opportunity to build while consoli-
dating."

Individual results for the publicly

WHO KNOWS MORE ABOUT

WEATHER INSURANCE?

NO ONE ! !

Worldwide Weather insurance Specialists design, underwrite, and administer
weather insurance policies.
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held brokers follow:

Marsh & McLennan

Revenues at the world's largest
broker increased 9.1% to $913.1 mil-

lion in the first quarter of 1994 from
$837 million in the same period of
1993. Net income also increased,

jumping 11.9% to $120.2 million
from $107.4 million.

M&M reported an extraordinary
$25 million in pretax revenue during
the quarter from the sale of shares in
ACE Ltd. and in Centre Reinsurance

Holdings Ltd. of Bermuda, Mr. Bis-
choff said

This additional revenue helped
produce a 9.7% increase in insurance
services revenues to $553.1 million
for the first three months of 1994,
from $504.3 million in 1993. Exclud-

ing the additional revenue, though,
revenues from insurance services in-

creased only 1%, he said.
Revenues from The Putnam Cos.,

M&M's Boston-based investment

management subsidiary, increased
35.3% to $154.7 million in the first

quarter of 1994 from $114.3 in the
same period of 1993.

1\<I&M's first-quarter investment
income, however, declined 6.5% to
$2.9 million in 1994 from $3.1 mil-
lion in 1993.

M&M also took a one-time charge
of $10.5 million in the first quarter
to recognize its obligations under Fi-
nancial Accounting Standard 112,
which requires companies to account
for post-employment benefit liabili-
ties like workers compensation, dis-

We' re More
Than Marine

e®e

Today's cargo exposures demand the combined resources
of Marine and Property. No matter how you move your cargo,

Sea • Truck • Air • Rail

Toplis and Harding, Inc.
handles all aspects of cargo losses

We provide a full range of claim handling services:

Surveying, Adjusting, Recovery, and Investigation.

Contact: Glenn Perich

1-800-346-7471

TOPLIS 5 HARDING, INC:
NORTH AMERICA

Gross

Broker revenues

Manh &1Rdmman $913.1

Rollins Hudig Hall 352.3

Alexande, 4 Alotandu 3230

Acordia 89.3

Arthur J. Gallagher 82.0

Hilb. Rogal & Hamilton 37.6

Pos & Brown 27.9

'PretaJ¢ NM·Not meanl ful

ability and severance benefits.
Excluding the charge, M&M's net

income would have risen 21.7% for

the quarter, Mr. Bischoff said.

Rollins Hudig Hall
Revenues for the Chicago-based

broker increased 14.9% to $352.3
million from $306.5 million in the
year-earlier period. Pretax profits
rose by 10% to $62.7 million from
S57 million over the same period.

As an Aon Corp. unit, RHH re-
ports only pretax pmfit rather than
net income.

Reinsurance and wholesale broker-

age revenues from Aon Risk Services
Inc. was the biggest contributor to
RHH's mvenue gain, jumping 65.8%
to $85.7 million in the first quarter
from $51.7 million.

Revenues from its Godwins Booke

& Dickenson benefit consulting sub-
sidiary were up 20.2% to $41 million
from $34.1 million a year earlier.
However, much of the increase was
due to the addition of revenues from

3ooke & Co., a benefit consulting
arm that RHH acquired in July
1993.

Retail brokerage revenues in-
creased 2.2% to $225.6 million in the
arst quarter from $220.7 million a
year earlier.

Alexander & Alexander

Revenues were down slightly in
=he first quarter for the New York-
based broker, dropping 0.6% to $323
million from $324.8 million in the
·Dorresponding quarter of 1993. A&A
reported a $4.4 million net loss in the
first three months of 1994, compared
with a $13.2 million profit in the
zomparable period of 1993.

The loss is attributable primarily
to lower-than-expected U.S. retail
brokerage revenues, Mr. Wieczynski
said. Also included is an approxi-
mately $1 million charge reflecting
the severance package for Tmsley H.
kvin, A&A's former chairman and
chief executive officer (BI, Jan. 24).

A&A also took a one-time charge
of $2.6 million in the quarter to re-
flect adoption of FAS 112.

A&A's reinsurance and wholesale

brokerage operations continue to be
the bright spots for the company.
Reinsurance brokerage revenues
from Alexander Howden Reinsur-

ance Brokers increased 13% from

quarter to quarter, while revenues
from Alexander Howden Intermedi-

aries rose 7%, Mr. Wieczynski said.

Acordia

Revenues for the first quarter of
1994 jumped 61.5% to an acquisi-
tion-fueled $89.3 rnillion from $55.3
million in the first three months of

1993.

Net income rose 25% to $7.0 mil-

lion from $5.6 million over the same
period. Excluding the impact of a
$776,000 one-time charge in the first
quarter of 1993 to recognize its re-
time health care liabilities under

FAS 106, net income would have in-
creased 9.3%.

American Business Insurance Inc.,

% change
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9.1%

14.9

46

61.7
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15.9
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GRAPHIC BY MIKE GARVEY

which Acordia acquimd in October
1993, accounted for more than half
of the revenue increase, said Robert

S. Schneider, senior vp and control-
len ABI was the eighth4argest U.S.
broker based on 1992 revenues.

The ABI acquisition was also the
catalyst behind a 72% increase in
ecpenses for the first quarter to $77
million from $44.8 million in the cor-

responding quarter of 1993, he said.
Also in the first quarter, Acordia

acquired: Irvine, Calif.-based Associ-
ation Adrninistrators & Consultants

Inc., a broker and third-party ad-
ministrator with 1993 revenues of

$5.6 million; and Pettit-Morry Co., a
Seattle-based insurance broker with

1993 revenues of about $23 million.

Arthur J. Gallagher
Revenues at the Itasca, Ill.-based

broker increased 9.6% for the first

three months of 1994 to $82 million
fmm $74.8 million in the comparable
period of 1993. Net income jumped t
12.8% to $5.3 million from $4.7 mil-
lion over the same period.

"We're strictly a new-business
company," Mr. Cloherty said, though
the results reflect Gallagher's contin-
ued effort to focus on its quality re-
view programs.

In addition, Gallagher in the first
quarter acquired Youngstown,
Ohio-based Donald P. Pipino & As-
sociates Inc. and Wayne, N.J.-based
Steel Agency. The acquisitions will
bring in more than $10 million in
combined annual revenues, Mr. Clo-

herty estimated.

Hilb, Rogal & Hamilton
Revenues at Glen Allen, Va.-based

HRH increased a modest 0.6% in the

first three months of 1994 to $37.6
million from $37.4 million in the cor-
responding quarter.

Net income fared better, increas-

ing 18.4% to $4.5 million from $3.8
million.

The improved profits are attribut-
able to "across-the-board sales pene-
tration" and "good expense con-
trols," Mr. Hilb said, noting that
many expense control programs
came into fruition in the first quar-
ten

Poe & Brown

Gross revenues for the Tampa,
Fla.-based broker increased 15.8% to

$27.9 million in the first quarter of
1994 from $24.1 mlion in 1993.

Net income vaulted 104.5% to $4.5
million in the quarter from $2.2 mil-
lion for the first three months in
1993.

Part of the broker's increase in

earnings can be attributed to invest-
ment gains from the sale of shares it
held in paper manufacturer Rock-
Tenn Co. of Nomross, Ga., said Cory
Walker, Poe & Brown's vp and chief
financial officer.

The merger of Poe & Associates
and Brown & Brown Inc. is complete
and expenses are now down. The
game plan for this year is "focusing
on revenue growth," Mr. Walker
said. Ell
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ASK A BENEFIT MANAGER
Non-qualified plans help
solve OBRA'93 dilemma

Q
As a result of the lower

compensation limits in pension
plans, my organization is reviewing
the possibility of implementing a
new non-qualified defined
contribution plan. Can you review
the key items to be considered in
developing such a plan?

The Omnibus Budget
Reconciliation Act of 1993 lowered

A the compensation cap for qualified
pension plans to $150,000 from
$235,840. This change is generally

effective for plan years starting on or
- after Jan. 1,1994. Governmental

plans are not subject to the new cap
until the start of the 1996 plan year.

Surveys have shown a significant increase in interest in
non-qualified plans. According to a survey by The Wyatt
Co., 60% of employers either would adopt a supplemental
executive retimment plan or use an existing SERP to
replace pension benefits lost because of the lower
compensation cap. A William M. Mercer Inc. survey
reported that 55% of employers without a SERP planned
to add one. And, a survey of major Chicago employers I
conducted showed that 57% currently offer a
non-qualified defined contribution plan. Of those that did
not offer such a plan, 22% planned to oEfer one and 44%
were reviewing the possibility but were uncertain.

In addition to reducing the amount that can be deferred
to a 401(k) plan, the lower compensation cap also impacts
non-discrimination testing. It will make it more difficult to
pass the actual deferral percentage test. The ADP test
generally restricts the amount that highly compensated
employees-those making about $65,000 or more per
year-can defer to a 401(k) plan in relation to the amount
deferred by non-highly compensated employees.

For example, whemas the maximum 401(k) contribution
of $8,994 in 1993 represented 3.8% of the former
compensation cap of $235,840, the maximum deferral of
$9,240 in 1994 is 6.6% of the new compensation cap of
$150,000. Therefore, those plans that previously had to
restrict the deferrals of highly compensated employees in
order to satisfy the non-discrimination tests will most
likely find that even more restrictions am needed as a
result of the lower compensation cap.

As a result, the maximum contribution allowed by
highly compensated employees will probably have to be
further reduced by 1% or 2%. It is not uncommon for
plans that allow employee contributions of up to 12% to
15% of pay to restrict the contributions of highly
compensated employees to only 6% to 9% of pay.
Companies will be well-advised to closely monitor
contributions to their 401(k) plans and to ensure that their
plans pass the non-discrimination test.

Restricting the size of deferrals means additional
taxable income to employees. This comes at a time when
deferring income is more advantageous due to the
individual tax provisions of OBRA 93. The top marginal
tax rate has risen to 36% from 31% for single individuals
earning $115,000 per year and for married couples with
incomes over $140,000 who are filing jointly. A 10%
surcharge also applies to those earning more than
$250,000. Implementing a non-qualified plan is probably
the most palatable option for ensuring that the affected
individuals receive the same amount of retirement benefits

that they were receiving before the OBRA 93 changes.
One could consider increasing the contribution rates in

the qualified defined contribution plan. Howeve, the cost
of doing so would probably be prohibitive because all
employees, not just highly paid workers, would benefit.

The main disadvantage of non-qualified plans is that
tax breaks are limited, and from the executive's

perspective, these plans are not fully "secured."
Non-qualified plans are not insured by the Pension

Benefit Guaranty Corp. and, if the company fails,
participants in such plans are only considered general
unsecured creditors in bankruptcy proceedings.

Non-qualified plans must meet the Employee
Retirement Income Security Act definition of being
unfunded and benefiting a select group. These plans do
not have to satisfy ERISA's minimum standards on
vesting, participation and fiduciary responsibility. The
only reporting requirement is to inform the Department of
Labor about whom the plan covers and when it started.

The major design elements of a non-quglified defined
contribution plan include: eligibility; investment/earnings
options, including frequency of change; access to funds
through in-service withdrawals, loans and distributions;
and finally securing the plan.

There are two diEferent types of non-qualified plans:
SERPs and ERISA excess plans.

SERPs, also called top-hat plans, can be designed to
augment a qualified plan by promising an agreed-upon
benefit at retirement. SERPs may include additional
compensation like bonuses for specified executives when
calculating benefits.

ERISA excess plans, also referred to as 415 excess plans,
can be offered to anyone affected by Section 415 of the
Internal Revenue Service Code, which limits annual
benefits and contributions, not just a select group of highly
paid executives. ERISA excess plans may only make up
the diSerence between the Section 415 limit and what the

employee would have otherwise received.
The ERISA excess plan may be further enhanced to

provide for contributions beyond what highly
compensated employees can contribute in the quaified
plan. If your plan provides for employee contributions of
up to 15% but highly compensated employees are
restricted to 7% to pass the non-discrimination test, you
may want to consider allowing contributions above the
7% level for those individuals impacted.

You may also consider allowing additional contributions
in the non-qualified plan for those individuals who reach
the annual contribution limit-$9,240 in 1994. Caution

should be exemised here because regulations are not clear
as to how many employees (or what percentage of
qualified plan participants) can participate in a
non-qualified plan. You may be pushing the limit by
including all highly compensated employees.

The election to participate-or defer compensation-in a
non-qualified defined contribution plan must be made
before the begnning of the plan year. However, for a new
plan, employees may be permitted to make an election
within 30 days after the plan's effective date. Newly hired
or newly eligible employees also can elect to participate
within 30 days. Generally, once an election to participate
is made for the year, it cannot be changed.

Another key design element is the investment of the
plan's funds, which can be made on an actual basis or on
a "phantom" basis. The investments can be on an actual
basis if the plan is funded vs. a phantom method if a pay
as you go method is used. Some approaches include
following the same investment options as the qualified
plan, a fixed rate of return based on the prime rate,
Treasury bills or company stock.

Of course, if you provide multiple options, decisions
must be made regarding how often funds can be
transferred. Following the qualified plan options is
probably the easiest to communicate to the executive
group; however, it most likely Will Iesult in the greatest
administrative burden. Allowing for a fixed rate of 1turn
is probably the easiest to administer but is the least
appealing to the executive. The most common approach is
to provide for the same investment mix as the (rmlified
plan, a survey by Towers Perrin found.

Non-qualified plans must define the time and method
for payment of deferred compensation for each event, such
as termination of employment, retirement, disability or
death. The plan can specify the date of payment or
provide that payments will begin within 30 days after the
occurrence of a stated event. Also, non-qualified plans can
provide for an "in-service" withdrawal in the case of an
"unforeseeable emergency."

If you provide a non-quglified plan, a basic decision you

need to make is whether you will fund the plan. To be a

non-qualified plan, the plan must meet the ERISA
definition of unfunded. Meeting this definition limits how
you can fund or secure plan benefits. The secubty of
non-qualified benefits is a growing concern for executives
since an increasing amount of their retirement benefits
will come from non-qualified plans. According to the
Towers Perrin survey, 75% of employers with
non-qualified plans do not fund the plans.

Funding alternatives for non-qualified plans include:
• So-called rabbi trusts. These are the most popular

funding vehicle for non-qualified plans. A rabbi trust is an
irrevocable grantor trust in which assets are invested. The
trust assets are protected in the event of a takeover, but
creditors have access in the event of bankruptcy. The
employe pays taxes on earnings from trust assets and the
employer deduction is deferred until distribution to the
executive, at which time it becomes taxable to the

executive as ordinary income.
• Secular trusts. The assets are invested in a trust. A

secular trust provides complete security to the executive.
The tradeoff for this security is that the executive pays tax
on employer contributions and investment income. The
plus for the employer is that contributions are currently
deductible. However, the plan is subject to ERISA
reporting, disclosum and fiduciary requirements.

• Corporate-owned life insurance. The company funds
the policy for each executive with the death benefit
payable to the company. Since the insurance policy is an
asset of the company, creditors have access in the event of
bankruptcy. A significant plus is the tax-exempt
appreciation within the policy.

• Benefit insurance purchased by the executive. This
approach has received a fair amount of publicity lately.
The policy guarantees to pay the plan's benefit if the
employer cannot due to bankruptcy, insolvency or change
in control. The executive pays the premiums on the
insurance policy and is not taxed on the value of the
policy if the insurance purchase is independent of the
employer. Some employers have increased the executive's
salary or paid additional bonus amounts to cover the cost
of the policy. A downside to these insurance policies is
that they are available for only a few years at a time.
There is no guarantee of renewal.

• Annuities. The annuity is purchased by the employer
and is owned by the executive. While the employer can
deduct payments, the executive pays tax when the
employer contribution is made. The investment earnings
are not taxed until distribution. A real plus of annuities is
that the assets are protected in case of bankruptcy.

Organizations are concerned with providing their
employees an adequate level of retirement income in light
of OBRA 93 and the new compensation maximum. The
reduced compensation maximum can have a significant
negative impact on retirement benefits if the benefit is not
replaced through a non-qualified plan.

Would you like advice from an experienced colleague

on a risk management, benefits management or actuariat
problem? Four quarterly features in the Perspective
section Of Business Insurance can give you some answers.

Ask A Benefit Manager, Ask A Risk Manager, Ask A
Benefit Actuary and Ask A Casualty Actuary answer
written questions from readers on risk and benefits
management issues and actuarial problems.

This month's column on emptoyee benefit
management issues is written by
Dennis J. Nirtaut, manager of
employee benefits at Continental
Bank Corp. in Chicago. Susan M.

A Werner, director of risk management
at Hardee's Food Systems Inc. in
Rocky Mount, N.C., answers

questions on risk management issues.
William J. Miner, an actuary with
The Wyatt Co. in Chicago, answers
actuarial questions on benefits issues.

Mr. Nirtaut And, Richard E. Sherman, president
of Richard E. Sherman & Associates

Inc. in Ashland, Ore., answers actuarial questions in the
casualty field.

Address your questions to ASK, Business Insurance,
740 N. Rush St., Chicago, Itt. 60611. Please give us your
name, tide and employer; however, Business Insurance
wilt consider unsigned letters.
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O'Reilly Federation of America as legisla- As an example of the types of li- puters and fiber optic phone lines found to cause birth defects, re-
tive director and was its executive ability questions that may anse to diagnose her condition and sulting in massive litigation and
director from the information superhigh- make determinations of treat- liability insurance claims

Continued from page 3 After an unsuccessful bid as a way, she cited experimental ven- ment She also said that telecommum-

commissioner (BI, Oct 18, 1993) Democratic congressional candi- tures between telecommunica- "The first time that one of these cations companies are increas-
Ms O'Reilly previously had done date in her native Michigan, she tions companies and medical cen- people dies or there's a software ingly getting involved in non-tra-
a considerable amount of consult- became a correspondent for ditional areas in an effort to ex-

ing work for NICO, particularly NBC's "Today" TV show After *4: ,: 4
pand their revenue base

regarding McCarran-Ferguson that, she served as executive cll- Pf -1 + -*Ril <·: % 18&<iylk Ms O'Reilly said regulatorsShe accepted the job of general rector of the Wisconsin Citizens' '( 5rher**11!110,fa*throfdleIltsroverda,lotiofE*HZ must determine whether these

counsel and policy director last Utility Board, a lob she held until inprivacyilmplicatimisIolimellorormation ' companies are adequately in-
fall and became president earlier returning to Washington in 1989 sured, while insurance companies
this year as a private attorney speciallzing suisgmighwa"2'a"Pmnd7qforioils

, 4 must keep abreast of their pollcy-
Her career path took many in consumer issues holders' new exposures

turns before she agreed to serve as Ms O'Reilly's stint as head of a : "There will be a rash of lawsuits

NICO president 1*ys Ka -the Wisconsin CUB piqued her in- 4 0 - eliyouNHRBY over a lot of the privacy implica-
***Somewhat ironically, Ms terest in liability issues surround- ·47' tions of the information super-

. I. f 4

O'Reilly began her legal career ing the information superhighway highway" as more and more infor-
during the early 1970s in Wash- and its implications for consumers ters to have the equivalent of problem that causes a rash of mation is collected and the possi-
ington as a specialist in corporate and insurers medical diagnostic work done via medical problems, sort of what I bility of abuse increases, she said
and insurance defense litigation "I think I'm the first one in the computer modem She said that call the telephonic equivalent of "Just using the medical area and
and later worked with what lS country who has been addressing the expenments include such sub- thalidomide, there's going to be the privacy area as examples, in
now the National Assn of Profes- some of the very significant insur- lects as a woman on dialysis who very, very significant litigation," the future there may be very
sional Insurance Agents on no- ance issues that are inherent in previously had to visit the medical said Ms 0'Reilly Thalidomide widespread novel litigation "
fault auto insurance issues the information highway public center weekly but now is able to was a sedative prescribed for Insurers and insurance regula-

She then joined the Consumer debate," Ms O'Reilly said stay home as her doctor uses com- pregnant women that was later tors must understand the risks
that the Industry faces and make
sure that policyholders and con-
sumers are not required to make
up the difference for insurer mis-
calculations that result in finan-

cial peril, Ms O'Reilly said
NICO is also concerned that

taxpayers aren't called m to pick
up the tab for a national catastro-
phe insurance program NICO 15

talling illtole Will vehemently opposed to the federal
government acting as a primary
catastrophe insurer, she said

Instead, the federal government
should encourage insurers to form
regional reinsurance pools to
cover catastrophic risk, she said
"Mother Nature seldom respects
state boundaries when many of
these disasters occur "

Only if the regional pools were
Things are changino And the speed ot change totally drained by a catastrophe
could create some pretty rough seas It takes a should the federal governrnent

step in with disaster relief for citi-lot Of experience to sail into these changes, but
we're doing it, and we're helping all of our zens or insurers, she said In re-

turn, the federal governmentclients do 11
should assure "a very strong com-

As everyone knows, Stop-Loss Seli Ilistirance is
mitment to mitigation of dam-
ages" through strict building code

the one area ot health care that has ti tily met the enforcement and the like, she
saidneed of cost reductions and innovative solutions

in the face of an industry out ot control Despite NICO's criticism of
property/casualty insurers, there1

d are at least two areas in which the

18 years ago, we proved to the industry that with 
imagination and flexibility things could be made

consumer group and insurers have

F! a common interest, said Ms
a lot better And we've continued to prove that O'Reilly insurance fraud preven-
theory every day since tion and product safety

Ms O'Reilly said the experience
of one of her brothers, who is aIf you need a little navigational help keeping
Detroit detective dealing with au-

things "steady as she goes," remember uS tomobile theft, taught her how se-
We've always put perfoi mance way ahead of \ 11' rious a problem insurance fraud
pronuse, and your needs and satisfaction ahead f:Qr -- -0804#9 1S

of everything 4>Aer--* 3- 2*L In product safety, insurers can
help "minimize losses on the front

412'4.
3,6-ff-- 447* F I +:,.= - TE*ff

Call us today, we'11 show J ou some new course end" by insisting that clients do
all they can to make safe prod-

headings that will save money and help you get r.*reMI +-- »t«-Er--- -:3.1- I-·U:06

ucts, she said+ -3.-*IS:,pllyready to navigate the months ahead
-- Beyond general matters such as

Sailint mfi, Uic ici,1,1 ott thi wa.t £3; 11(211,9 , - it, l'? 1110 i l.(„i,d disaster insurance and fraud,
there are not a lot of areas in

which NICO is specifically in-
volved with corporate risk man-
agement issues, Ms O'Reilly said
However, the group does want to
reach out more to small bum-

nesses

Small businesses are in many

=11, , 1 ways "more disenfranchised than
individual consumers Large com-
pames do have risk management

RE. B/lo eto , c *. staffs and more political pull
when it comes to negotiating their
own insurance needs," Ms
O'Reilly said

She said NICO hopes to expand
its current three-member board of

directors to seven or eight byFor The Best In The Business.
mid-summer, including a small-
business representative NICO
currently has "15,000-plus sup-

Fifty Doaks Lane • Marblehead, Massachusetts 01945 porters" who have purchased
publications or made financial
contributions The group charges

Cotporate Headquartets TEI (617) 631-1325 • FAr (617) 631-21(15 / Undeiwi iting TEI (617) 639-4055 • IAY (bli) 031-2110 no dues and has a budget of "less
than $500,000" annually, Ms
O'Reilly said El
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Lloyd's proposes risk-weighted capital rules
By ADRIAN LADBURY

LONDON-Lloyd's of London is
further distancing itself from its
past by, among other things, intro-
ducing proposals for risk-based
capital requirements and possibly
allowing syndicates to become in-
dependent insurance companies.

These and other proposed
changes, intended to reshape the
market's capital structure, were re-
leased last week in a document ti-

tled "Value at Lloyd's."
Lloyd's believes that the intro-

duction of a risk-weighting sys-
tem-similar to the risk-based capi-
tal standards approved by the Na-
tional Assn. of Insurance Commis-

sioners-coupled with measures to
control capacity growth within syn-
dicates and the market as a whole,

would improve both policyholder
and investor protection.

The risk-weighting system would

make it more expensive for mem-
bers to invest in syndicates that
write high-risk business, like gen-
eral liability, than low-risk syndi-
cates that write life or auto insur-

ance.

Under the system, the amount of
funds that must be deposited by a
Lloyd's member would vary de-
pending on the classes of business
underwritten and the syndicates in
which the member participates.
Among the factors that would be
evaluated when weighting risks-
for both individual members and

overall syndicates-are the nature
of the risk, reserve adequacy and
reinsurance arrangements.

In addition to risk weighting,
Lloyd's also proposed other steps to
control its capacity.

For example, Lloyd's centrally
would be able to impose limits on
the rate of growth in the market as
a whole if it believes the growth

rate is against the interests of inves-
tors and policyholders. Individual
members of syndicates also would
have the right to vote on syndicate
expansion if an agent proposes a
capacity increase exceeding 15% in
a given year.

Lloyd's Deputy Chairman Robert
Hiscox, who chaired the working
group that produced the report, is a
great fan of risk weighting and ca-
pacity management. Mr. Hiscox
says that both systems are certainly
in policyholders interests.

"Risk weighting is policyholder
protection to the extent that it allo-
cates capacity," he said in an inter-
view. "The higher the risk written
by a syndicate, the more capital it
will need to back it. In the U.S., this
has been regulator-driven by the
NAIC. We are not doing this as the
regulator, but as a market-driven
(action). It's the sensible thing to do
and will avoid the problems of the

U.K. pension proposals
expected this summer

By ADRIAN LADBURY system to help prevent massive thefts of pension
funds. The move was prompted by publishing mogul

BRIGHTON, England-The U.K government ex- Robert Maxwell's theft of an estimated 450 million
pects to soon unveil its recommendations for a new pounds ($681.1 million) from his companies' pension
mgulatory system for employer-sponsomd pension plans to shore up his business empire (BI, Feb. 7; Dec.
plans, according to Pensions Minister William Hague 16, 1991). The late Mr. Maxwell's sons were convicted

While Mr. Hague could not provide details yet of the in 1992 on charges related to these allegations. Court
government's proposals, he assured plan sponsors and action on the case is pending (see related story).
their advisers at the National Assn. of Pension Funds' Among the Goode committee's 218 recommenda-
annual conference that the new system will not bur- lions are gmater employee involvement in pension
den employers Enancially plan management and tough new solvency require-

But that government stance concerns Stuart James, ments. Employers were generally pleased with the
a member of the Pension Law Review Committee that Goode report. But a few trouble spots were identified
recommended changes in the U.K. pension system to by employers and their advisers, the hottest topic of
the government. He told attendees at the April 28-29 debate being the proposed new solvency requirements.
NAPF conference in Brighton, England, that he fears The Goode committee suggested that if a pension
the government will be so worried about not upsetting plans assets fall below 100% of liabilities but remain
employers that it won't adopt meaningful reforms. above 90%, plan managers would be required to

The government's upcoming position paper-which present a business plan for returning assets to the
Mr. Hague said could be published in about three 100% level within three years. If assets fall below
months, befom Parliament's summer mcess-follows 90%, plan sponsors would be required to inject funds
the publication last October of the Pension Law Re- to boost the funding ratio back to 90% within three
view Committee's report (BI, Oct. 11, 1993). months. That deadline may be extended, however, at

The PLRC team-led by Roy the regulator's discretion.
N*A* P. Ir

Goode, an attorney and Norton · Many plan managers at the con-

Rose professor of EngBsh law at 7'he National Association of ference continue to express con-
Oxford University-was commis-PENS - C cern that the three-month timeta-
sioned by the government to create *

ION FUNDu ble would be too onerous and

a blueprint for a new regulatory LIMITED Continued on page 19

Retiring U.K. worries
Pension group says rulings won't hurt employers

BRIGHTON, England-U.K employers have lit-
tle to fear from the European Court of Justice and
recent rulings on the equalization of pension bene-
fits between the sexes throughout Europe, accord-
ing to a trade group for occupational pension
plans.

The National Assn. of Pension Funds contends

that five key decisions already made by the Euro-
pean Court have left employers' pockets relatively
untouched, contrary to earlier fears. The final rul-
ing on the equalization of pensions in the Euro-
pean Union will not have any meaningful impact
on employers' costs either, a spokesman for the
group said during its annual confeince held in
Brighton last month.

Following the European Court's landmark May
17, 1990, decision in Barber us. Guardian Royal
Exchange, which stated that men's and women's
pension benefits must be equalized, European em-
ployers feared they would be forced to pay billions
of pounds in back payments to male pension plan
participants.

Previously, most E.U. member countries paid

full pension benefits to women who retired at age
60, but men were not eligible for full benefits until
age 65.

Several subsequent cases were brought to deter-
mine how employers should implement the Barber

In the Ten Oever decision last October, the court

ruled that the equalization ruling was not retroac-
tive (BI, Oct. 18, 1993). Morino us. Cotio subse-
quently clarified that the equalization rulings ap-
plied to all occupational pension plans, regardless
of whether they were state-run, and also affirmed
the Ten Oever ruling.

Next came Birds Eye Walls us. Roberts, in
which the European Court of Justice ruled that
employers would not be discriminating if they pay
male pension participants "bridging pensions."
These entail enhancing the pension benefits paid
to males who retired between age 60 and 65, so
that their benefits would equal those of women re-
tiring at age 60.

Then, in Neath us. Hugh Steeper, the court
Continued on page 19

past.
"Good syndicates, which make

the most profits, should attract
more capital and bad syndicates,
which place a strain on the Central
Fund, should get less....It's as
much investor protection as policy-
holder protection," said Mr. Hiscox.

Among the other recommenda-
tions in the document:

• Members would be able to sell

their participation in syndicates to
other individual or corporate mem-
bers. The value placed on syndicate
participation likely would be deter-
mined through an auction system
(BI, Feb. 28)

• Limited liability corporate
members would be able to buy, or
exchange for shares, individual
members' rights to participate in a
syndicate, creating what Lloyd's
calls "corporate syndicates."

These syndicates would effec-
tively be separate insurance compa-

nies allowed to operate under the
Lloyd's banner.

Such insurers would be able to

close their accounts annually with-
out the use of "reinsurance to

close" like other Lloyd's syndicates
because the membership of the syn-
dicate would not change from
year-to-year.

However, corporate syndicates
still would be required to contrib-
ute to the Central Fund.

• Current members' rights to par-
ticipate in individual syndicates
would be strengthened by, among
other measures, stating that manag-
ing agents cannot bar an existing
member from participating in a
syndicate without permission of the
Council of Lloyd's.

At least four managing agents
have canceled their syndicate mem-
bers' participations for 1995 (BI,
April 25), creating an outcry from
some quarters of the market. I

Maxwell trustees sue

bank for $120 million
Suits are 'misdirected': Goldman Sachs

By ADRIAN LADBURY said that in May 1991, Mr. Schein-
berg transferred Maxwell Commu-

LONDON-Trustees of two Max- nication Corp. shares from the pen-
well company pension plans have sion plans to two Swiss companies
filed separate lawsuits in New York controlled by Mr. Maxwell. The
Supreme Court, together seeking transaction was performed without
$120 million from investment bank the permission of the plans' trust-
Goldman Sachs & Co. and Eric ees, and the plans received no pay-
Scheinberg, a partner in the firm. ment for the shares, according to

The trustees allege that the bank, the statement.

and Mr. Scheinberg in particular, The trustees claim that Goldman

failed to prevent $94 million worth Sachs transferred the $94 million to

of shares from being siphoned from the Maxwell nominee companies,
the pension plans into late publish- and the money was immediately re-
ing mogul Robert Maxwell's now- transferred to Goldman Sachs,

defunct investment management along with $180,000 and stamp
firm, Bishopsgate Investment Man- duty. Goldman Sachs then trans-
agement Ltd. ferred the money to Bishopsgate,

Goldman Sachs said the claims the trustees allege.
are "invalid" and "misdirected." In the joint statement, the trust-

Trustees of the Mirror Group ees say that Goldman Sachs failed
Newspapers Pension Scheme and to "take reasonable steps to protect
the Maxwell Communication Corp. the schemes' assets and acted in a

Works Pension Scheme filed the manner detrimental to the schemes'

two separate but nearly identical interests." The legal proceedings
lawsuits on April 29, each seeking "follow Goldman Sachs' refusal to

$47 million, plus interest and puni- make good the schemes' losses," the
tive damages. trustees say.

In a joint statement, the trustees Continued on page 19

Mexico finalizes regulations
for U.S., Canadian insurers
MEXICO CITY-In a move to im-

plement terms of the North Ameri-
can Free Trade Agreement, Mexico
last month set formal regulations
that will open its market to US.
and Canadian insurers.

Under the final regulations, which
come five months after the Novem-

ber signing of NAFrA, U.S. and Ca-
nadian insurers will gradually be al-
lowed to write an increasing
amount of business through subsid-
iaries in Mexico.

The market share of subsidiaries

of individual U.S. and Canadian in-

surers will be limited to 1.5%, and

the aggregate share of insurers from
both countries will be limited to 6%

in 1994, increasing gradually to 12%
in 1999, after which the cap will be
lifted, according to an official at the
Mexican Ministry of Finance.

Under the regulations, insurers
that enter joint ventures with Mexi-
can companies will not be subject to

Mexico's market share limits.

Another timetable governs when
U.S. and Canadian insurers may
take control of joint ventures with
Mexican insurers.

Insurers that owned more than

10% of a Mexican insurer prior to
July 1992 will be able to take a con-
trolling interest in the company in
1996.

New joint ventures will only be
able to increase their company share
in stages, starting with a maximum
of 35%, rising to 51% in 1998. In
1999, U.S. and Canadian insurers
will be able to own 100% of the
shares.

The Mexican Ministry of Finance
will accept applications from U.S.
and Canadian insurers until the end

of July. If the market share allot-
ments for 1994 are not all allocated,

it will accept more applications in
September, the official said.

-By Gavin Souter
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Goode
Continued from page 17
could force some employers into
banlcruptcy if equity values were to
fall severely and rapidly.

Plan managers also argued that
the strict solvency requirements
would prompt some employers to
reduce the level of benefits they pro-
vide, wind up plans altogether or
encourage employees to contribute
to private pension plans instead.

Moreover, they said the new rules
could force plan managers to divert
funds from potentially higher-yield-
ing equities into safer vehicles such
as government bonds, to the ulti-
mate disadvantage of the plan mem-
bers.

"Our funding objectives are very
long term to meet liabilities 50 to 60
years from now, but we could be
forced to follow an investment strat-

egy that conflicts with these aims,"
Mark Bellm, pensions service and

Maxwell
Continued from page 17

Colin Cornwall, chairman of Mir-

ror Group Newspaper Pension
Trustees, said that with interest and

punitive damages added to the $47
million value of each group's MCC
shares in May 1991, the total of the
claims brought by both trustees
comes to $120 million.

The lawsuit was filed in New

York because the transaction was

agreed upon there and the sale
agreement stated that the deal
would be subject to New York state
law, he explained.

In a statement, Goldman Sachs
said the trustees' claims are "in-

valid" and are "an expensive and
time-consuming distraction."

Goldman Sachs acted as an agent
for two buyers and two sellers in
April 1991 in the sale and purchase
of MCC shares and followed its cus-

tomers' instructions, the statement
said. "The transactions have been

reviewed by regulatory agencies and
nothing has come to light that
would support a conclusion of im-
propriety on the part of Goldman
Sachs or its personnel," it said.

Two years ago, Goldman Sachs
made a "substantial ex gratis contri-
bution to the Maxwell Pensioners

Trust" and it is supporting efforts to
arrange for contributions to be
made by all concerned parties, the
statement said.

The Mirror Group Newspapers
pensioners so far have been the
most successful group of Maxwell
pensioners in recovering their share
of an estimated 450 million pounds
($681.1 million) in plan assets lost to
Mr. Maxwell's illegal deals.

According to Mr. Cornwall,
trustee for the MGN plan, they have
directly recovered 57 million pounds
to date ($86.3 million). And,
"roughly" 70 milhon pounds ($105.9
million) has been recovered through
the liquidation of the Common In-
vestment Fund, which Bishopsgate

used to manage the various pension
plans' funds.

The recovered funds include:

• A 32 million pound ($48.4 mil-
lion) settlement of a case against
U.K. fund managers Capel-Cure
Myers Capital Management and In-
vesco P.L.C. and investment bank

Lehman Bros. International (Eu-

rope) (BI, Feb. 7).
• A 25 rnillion pound ($37.8 mil-

lion) settlement with San Fran-
cisco-based Bank of America. That

amount was part of a 38 million
pound ($57.5 million pound) joint
lawsuit against the Bank of America
and Credit Suisse of Zurich, Swit-
zerland (BI, Jan. 10).

administration manager at Lon-
don-based brewer Bass P.L.C., said
in an interview. "I hope that long-
term objectives are not sacrificed in
the intemsts of the short term."

Mr. Bellm manages funds worth
about 1.2 billion pounds ($1.82 bil-
lion) for 55,000 current and deferred
pensioners.

But, Mr. Hague reiterated the gov-
ernment's desire to avoid rocking
the boat and indicated it will not re-

quire strict adherence to the three-
month deadline.

"Looking at Professor Goode's
recommendations, we are mindful of
the need to strike the right balance
between providing adequate secu-
rily for scheme members, while at
the same time not 1dlling the goose
that lays the golden eggs." The gov-
ernment, striving to reduce its own
pension burden, does not want to
present a disincentive for employers
to offer pension plans.

"We believe that a rninimurn sol-

vency requirement is important and

Mr. Cornwall said he still seeks

"about another 140 million pounds
($211.9 million) or thereabouts" to

make MGN pension plan members
whole.

The next major lawsuit involving
the MGN pensioners, to be heard in
Landon in October, seeks 40 million
pounds' ($60.5 million) worth of as-
sets that trustees claim Credit Su-

isse owes to plan members. I
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essential if we are to provide ade-
quate security for pension scheme
members," Mr. Hague said. "We
must get the right balance. That is
why we have been worlcing very
closely with the actuarial profession
to enable us to achieve just that."

Mr. James said that the Pension

Law Reform Committee had never

intended the solvency rules to be so
strict as to force companies out of
business. He said a provision in the
solvency requirements for a possible
extension beyond the three-month
deadline generally was overlooked.

"Minimum solvency seems to have
been accepted as the snake in the
tub, but the report did not state that
if solvency levels drop below 90%
that there is only three months (to
rectify it). This is scaremongering.
The government has accepted the
three months but will give longer if
the regulator allows it."

Employer plan managers have
two other major concerns about the
Goode recommendations. One cen-

tem on the cost of a proposed indus-
trywide fund to compensate partici-
pants of insolvent pension plans.
Maxwell pensioners have had to
turn to the courts in an effort to re-

cover lost compensation.
The second concern is that trade

unions and lobbying groups would
misuse the mandatory plan member
representation on the trustee boards.

"I'm told premiums are likely to
be very small (for the compensation
scheme) and so won't hurt most

pension schemes. But some employ-
ers are asking why good schemes
should pay for the criminal acts or
negligence of other schemes," said
Wim de Boer, a member-appointed
trustee of a pension plan oSered by
Babcock International Group
PLC., an engineering company in
Amersham, England.

Mr. de Boer predicted that the re-
quirement to elect employees as
plan trustees generally will not be a
problem. Many plans, like those of
Babcock and Bass, already have
50% member representation on
their boards of trustees.

"But it could be wrong for some
pension funds with union members
or pressure groups, which may elect
someone to champion a cause rather
than be a good trustee," he said.

The government also drew criti-
cism for proposing to replace the
current Occupational Pensions
Board with a new regulatory body.

"I suspect we will see a self-regu-
latory organization paid for by the
industry," said Mr. James of the
PLRC. "The committee felt it proper
to take the proposals in full as an
integrated package with no cherry
piclang, but there is no doubt that
the government will avoid the less
palatable proposals," he said.

"The report recommended statu-
tory mgulation paid for by the state
to take over the role of the Occupa-
tional Pensions Board, but I think

we will see a pale shadow of what
we recommended." lei
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Pensions
Continued from page 17
ruled that employers are not dis-
criminating when basing pension
benefits on actuarial assumptions
that woman have a longer life ex-
pectancy than men.

That leaves only Cotoroll Pension
Trustees Ltd. us. Russell, Mangham
& Others on the European Court's
docket, and no date has been set for

its healing. In that case, the court
must decide how employers should
equalize annuity benefits, given that
women typically outlive men and
therefore require more money to
fund a comparable benefit.

Colin Steward, NAPF director of

parliamentary affairs and also see-
tary general of the European Feder-
ation for Retirement Provisions in

London, said in an interview that

the long-awaited Cotoroll decision
will contain little if anything that
will increase employers' costs.

There are still a number of other

pension issues that will be deter-
mined by the Coloroll decision, but
these will chiefly impact individuals,
he said. For employers, the key is-
sues already have been answered.

"We are very pleased with the
way it has worked out. It has kept
costs to a rninimum, maintained the
status quo and hasn't placed an un-
due burden onto employers," said
Mr. Steward.

-By Adrian Ladbury
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Hudson
Continued *om page 3
awards to requiring arbitration of
some claims.

Copies of the Hudson study went
to key players in the health caze de-
bate, he said.

"Liability reform that impacts de-
fensive medicine needs to be in-

cluded in health system re-
form..absolutely," said Martin J.
Hatlie, director of the department of
professional liability for the Ameri-
can Medical Assn. in Chicago.

Of the physicians surveyed: 29.3%
said fear of malpractice liability had
a major influence on the ordering of
tests and procedures; 28.9% said it
had a minor influence; and 34.5%
said it had some influence. Only
7.3% said the tthreat of liability had
no influence on orders.

According to hospital records, the
physicians who said liability had no

Presented by Business Insurmice and
IBF • Intrrmitioiial Business Forum
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influence ordered tests costing an
average of $1,440 per patient. Doc-
tors who said liability had some in-
fluence ordered tests costing $1,770
per patient. Those who said liability
had a minor influence ordered tests

costing $1,786 per patient. Physi-
cians who reported liability as a ma-
jor influence ordered tests costing
$1,972 per patient.

Richard Wade, senior vp-commu-
nications at the American Hospital
Assn. in Washington, said these
numbers "underestimate the amount

of defensive testing being done" na-
tionwide. There are many "free-
standing facilities" like walk-in
clinics and doctors' offices where

people have tests that do not appear
on public data bases, he said.

Other studies have suggested that
an estimated $35.8 billion spent on
defensive medicine could be saved

over a five-year period if the na-
tion's tort system were reformed,
said Judyth Pendell, vp4aw and
regulatory aSairs for Aetna Life &
Casualty Co. in Hartford, Conn.

Specifically, she advocates requir-
ing alternative dispute resolution for
malpractice claims. A neutral judge
would evaluate the case and decide

if it is legitimate.
In addition to ADR, Ms. Pendell

suggests that forming committees of
physicians in each medical specialty
to set medical guidelines could help
reduce defensive medicine costs.

These guidelines "spell out good
medical practice" and if doctors ad-
here to them, they could not be held
liable, she said. In light of there-
search findings, the Hudson Insti-
tute sent its own tort reform recom-

mendations, along with the study, to
federal lawmakers working on
health care reform. Its recommenda-

tions include:

• Capping damage awards based 4
on the severity of the injury.

• Eliminating collateral source
rules to let defendants show that

plaintiffs have already received
compensation for some damages
from other sources, such as workers
comp msurance.

• Limiting attorneys fees for con-
tingency awards.

• Using medical review panels
comprising expert physicians to re-
view medical malpractice cases be-
fore they go to trial. If the panel
finds no malpractice, the plaintiff
may still sue, but at the risk of pay-
ing the defendant's reasonable legal
fees if the defendant prevails.

.

Copies of "Medical Matpractice Lia-

bitity: An Agenda for Reform" are
available for $10 each by calling The
Competitiveness Center Of Hudson
Institute at 317-545-1000.
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Reform
Continued from page 1
office.

Anne Marie O'Keefe, public policy
director for the Washington Busi-
ness Group on Health, said the sen-
ators' decision to cross the aisle may
be as important for symbolism as
substance, underscoring the fact
that any reform bill will require bi-
partisan support to have a legiti-
mate chance of passage.

Mr. McArdle also noted that Sen.
Boren is a member of the Finance
Committee, as is Sen. Chafee. If the
committee's GOP members were to

line up solidly behind the Cha:fee
bill and Sen, Boren joined them,
that coalition would need only one
more vote to pass that measure, a
vote that could come from Sen.
John Breaux, D-La.

Conservative Democrats like Sen.

Boren find employer mandates
"hard to embrace," said Sylvester
Schieber, director of the The Wyatt
Co.'s Research and Information
Center in Washington. If there are
going to be mandates, a mandate
that individuals purchase cover-
age--as proposed by the Chafee
bill-is easier for such lawmakers to
endorse, he said.

"To the extent that you've got
Democrats moving in that direction,
it's going to broaden the middle por-
tion of the political spectrum" that
could eventually coalesce around a
compromise, Mr. Schieber said.

"It bodes well for potential com-
promise," ageed Mike Langan, a
principal with Towers Perrin in Val-
halla, N.Y. He added that the law-
makers' decisions to break with
their party was a blow to Senate
Majority Leader George Mitchell,

D-Maine, who has been the presi-
dent's point man on health care re-
form.

However, Hillary Rodham Clinton
said in an interview on Larry King
Live last week that regardless of
which bill they back, she regards
the Democratic senators' support for
health care reform and some type of
a mandate as a plus.

Only one Republican in either
chamber-Sen. James Jeffords of
Vermont-has publicly endorsed
President Clinton's reform plan. The
symbolic and practical weight of
Sen. Jeffords' decision to support
the president early in the debate
does not approach that of his Demo-
cratic colleagues to move in the op-
posite direction at a critical juncture
in the process.

Equally important was the CBO
report on the managed competition
measure sponsored in the House by
Reps. Cooper and Fred Grandy, R-
Iowa, and in the Senate by Sens.
Breaux and David Dumnberger, R-
Minn.

The Cooper-Breaux bill would re-
quire employers with fewer than
100 to fewer than 500 employees,
depending on the state, to join
health purchasing groups to negoti-
ate lower care costs. Employers
would not, however, have to pur-
chase coverage for their employees.
The bill also would provide subsi-
dies for low-income individuals.

The CBO's conclusion that the bill
would extend coverage to nearly
half of the uninsured without im-

posing an employer mandate im-
pressed members of the Senate Fi-
nance Committee, who received the
report, and consultants alike.

Sen. Bob Packwood, R-Ore., who
is the committee's ranking GOP
member, said that while he had sup-
ported employer mandates in the
past, "if you can get close to univer-
sal coverage without compulsion,
why have the compulsion?"

"If you can cover 90% of the pop-
ulation without significantly annoy-
ing employers, that's pretty impres-
sive, especially considering the alter-

Cheaper mental health benefits seen under plan
A more comprehensive mental health and sub-

stance abuse benefit than proposed in President
Clinton's health care reform plan could be provided
at a lower cost than federal officials estimate, a new
study says.

According to new estimates from the actuarial con-
sulting firm Milliman & Robertson Inc., the mental
health/substance abuse benefits outlined in President
Clinton's Health Security Act could be purchased for
an annual premium of between $185 and $224 per
person.

By comparison, actuaries from the Health Care Fi-
nancing Administration had estimated that those
mental health benefits would cost between $241 and
$259 per person.

The American Psychiatric Assn., which sponsored
the study, said previous HCFA cost estimates were
based on "outdated data and conservative assump-
tions regarding utilization" and the failure of HCFA
to "take into consideration cost savings due to the
growing environment of managed care."

To achieve the lower cost estimates, however,
health plans must rely heavily on utilization Eview

native," which is the Clinton bill,
said Henry Saveth, a principal with
A. Foster Higgins & Co. Inc. in New
York.

The ultimate impact of the CBO's
analysis of the managed competition
bill remains unclear, though most
observers consider it a plus rather
than a minus.

The CBO concluded that the bill
would not achieve univensal cover-

age, which it said is necessary to
control costs effectively, though it
does include seven other features
the agency said also are necessary to
contain costs. But, as Mr. Saveth
noted, many of the Senate Finance
Committee members seemed im-
pressed that the plan would leave
only 9% of the population without
coverage.

More confusing was the report's
assessment of the plan's impact on
the cost of health care.

As CBO Director Robert Reis-

chauer told the Finance Committee,
managed competition remains
mostly untested, so no one knows
exactly how it would work. There
could be savings, but how much "re-
mains largely a matter of specula-
tion," he said. In addition, the plan
doesn't specify what a basic benefits
package would contain.

In addition, subsidies for low-in-
come citizens included in the bill
would lead to a budgetary shortfall
of more than $35 billion a year, the
CBO said.

That bill stipulates that shortfall
could not be made up by adding to
the federal deficit. As a result, it
could be absorbed by the health
care marketplace, which could re-
sult in chaos because providers
would have to provide services
without reimbursement, said Mr.
Reischauer.

On the other hand, by not mquir-
ing the federal government to shoul-
der that deficit, the CBO report said
the bill might reduce the federal
deficit by $86 billion over 10 years.

Towers Perrin's Mr. Langan said
that the report-coupled with Mr.
Reischauer's observation that ana-
lyzing the various reform plans is
taking much longer than anticipated
as the legislative clock runs out for
this session-should spur movement
toward compromise, Mr. Langan
said.

One of the bill's chief sponsors,
Sen. Breaux, also hinted that the re-
port could be the basis for compro-
mise.

"Overall, I believe the CBO report
will prove helpful and constructive
as the Senate Finance Committee
works toward a bipartisan health
care plan. The CBO analysis of the
Cooper-Breaux plan contains useful
information for Finance Committee
members as we look for the best
features of all the major health care
plans to write final health care leg-

mechanisms to ensure that only medically necessary
services are covered. And, those services must be de-
livered in a managed care setting, the study authors
say.

The study also found that for a minimal additional
cost, the Health Security Act could: offer expanded
coverage, including all medically appropriate outpa-
tient mental health/substance abuse treatment; elimi-
nate some inpatient deductibles; and reduce some co-
payments.

Milliman & Robertson actuaries suggested a "bud-
get neutral" way to pay for these expanded mental
health benefits.

Among other things, the authors say that changing
the medical/surgical coinsurance amount to
79%/21% from 80%/20% for all inpatient and outpa-
tient services would save an estimated $9 per person
in annual premiums.

For free copies of the report, contact the American
Psychiatric Assn., Division of Government Relations,
1400 K St N.W., Washington, D.C. 20005; 202-682-
6000.

-By Christine Woolsey

islation that is deficit-neutral and
can win final passage in the Sen-
ate."

In other related developments:
• Rep. Fortney "Pete" Stark, D-

Calif., suggested that eliminating
the indexing of income tax brackets
to account for inflation could raise
$40 billion a year to help finance
health care reform.

During a May 2 address to the
Health Insurance Assn. of America,
Rep. Stark said members of Con-
gress might find such a proposal
"easy" to support, in part because
few taxpayers know how much
money they save through indexing.

In addition, Rep. Stark said the
individual savings from indexing
aren't very significant. A family
with an annual income of $25,000
saves $20 through indexing, a fam-

ily with a $40,000 income saves $60
and a farnily with $135,000 in in-
come saves $315.

Rep. Stark also advocated cap-
ping the income level under which
employees may receive benefits tax
free. By phasing in a cap starting at
a relatively high income level, say
$70,000, and eliminating any tax-
free treatment at $150,000, the gov-
ernment could raise as much as $20
billion a year, he said.

• As expected, the House Labor-
Management Relations Subcommit-
tee gave its approval to an employer
mandate as it marked a version of
President Clinton's health-care re-
form bill drafted by Subcommittee
Chairman Pat Williams, D-Mont.
The 17-to-10 party-line vote on
Thursday endorsed requiring em-
ployers to pay 80% of the cost of
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health insurance for their workers.
The panel, a subcommittee of the

Education and Labor Committee,
had earlier in the week rejected by
an identical party line a GOP sub-
stitute bill offened by the subcom-
mittee's ranking minority member,
Rep. Marge Roukema, R-N.J.

• A group of organizations that
advocates a single-payer system
launched a radio and television ad-

vertising campaign featuring the
husband-and-wife comedy team of
Jerry Stiller and Anne Meara.

The ads, one of which spoofs the
HIAA's "Harry and Louise" ad cam-
paign, urge viewers to support H.R.
1200, introduced by Reps. Jim Mc-
Dermott, D-Wash., and John Cony-
ers, D-Mich., and S. 491, introduced
by Sen. Paul Wellstone, D-Minn.

The ads are the first phase of a
projected $1 million print and elec-
tronic ad campaign for a single-
payer system. Groups involved in
the effort include Public Citizen,
Single Payer Across the Nation and
Americans for Democratic Action.

• The chairman of the Senate La-
bor and Human Resources Commit-

tee announced last Thursday that
the committee would begin marking
up the president's health care re-
form bill on May 18. Chairman Ed-
ward M. Kennedy, D-Mass., said he
hoped to complete work on the bill
before the Memorial Day recess,
which begins May 27.

• A group of small businesses
broke with the National Federation

of Independent Business and an-
nouneed support for the Clinton
plan. The Small Business Coalition
for Health Care Reform includes the
American Institute of Architects, the
National Farmers Union, National
Assn. of Chain Drug Stores, the Na-
tional Assn. of Retail Druggists and
the National Council for Non-Profit
Assns. mm

California study finds fault with HMOs
By LOUISE KERTESZ

SACRAMENTO, Calif.-Health
maintenance organization officials
are assailing the credibility of a
study by the California Medical
Assn. that shows a wide variation in

the percentage of revenue that differ-
ent HMOs allocate to administrative
costs and profits.

The CMA says this should warn
California businesses and consumers

that higher administrative costs,
which include executive salaries and
profits-not rising medical costs-
are hiking health care premiums.

"As health care is increasingly de-
livered by managed care systems, it
is important that consumens, policy-
makers and the employers, who are
for the most part paying the premi-
ums, understand the full fiscal pie-
ture of the companies they are en-
trusting with their care," said Steven
Thompson, CMA's vp of government
relations. "California business and
consumers are under the impression
that annual premium increases are
the result of increased medical costs.
This summary shows this not to be
the case."

The CMA study says some HMC)s
manage to keep administrative costs
down, while others do not.

For example, the study says ad-
ministrative costs and profit account
for only 4.7% of revenue at the
state's largest HMO, Kaiser Founda-
tion Health Plan Inc., while the same
costs account for 30.9% at Wellpoint
Health Networks Inc., a subsidiary
of Blue Cross of California.

The CMA argues that the highest
percentage of HMO revenue possible
should be spent on actual medical
care. When that is the case, an HMO
has what is known as a high medical
loss mtio.

Eight of the 10 HMOs with the
highest medical loss ratios are non-

profit, while nine of the 10 with the
lowest medical loss ratios are for-
profit corporations, according to the
study. That "raises serious concerns"
that for-profit HMOs might be re-
stricting care to maximize profit, a
CMA spokeswoman said.

The CMA says its study provides
the basis for legislation-A.B.
3801-introduced by Assemblyman
Burt Margolin, D-Los Angeles, that
would limit health plan profits and
adrninistrative costs to 15% of pre-
mium collected.

But, administrative costs alone are
an incomplete measure of an HMO,
plan oicials say.

"We don't see it as a credible
study. We see it as a public relations
approach by the CMA," said Myra
Snyder, executive director of the
California Assn. of Health Mainte-
nance Organizations in Sacramento.

"Here's a medical group with the
highest salades in the world that is
attempting to reform managed
care....Obviously we believe it's be-
cause they can't compete in the mar-
ketplace" where one out of three
Californians belongs to HMOs, she
said.

"CMA's interest is in discrediting
managed care," agreed Patrick Gar-
ner, senior vp of Blue Cross of Cali-
fornia.

The problem with focusing on ad-
ministrative costs is that they "may
vary from one HMO to anoth-
er....What makes a better HMO is
quality," Ms. Snyder said.

"You need to look behind the
numbers in order to determine what
the administrative activities are,"
agmed Steven Zatkin, vp of govern-
ment relations for Kaiser in Oak-
land. "Different models of health
plans will need to undertake differ-
ent types of activities, so I think it
would be important not to simply
take the numbers alone, without do-

ing that type of analysis."
For example, a group-model HMO

like Kaiser, which is affiliated with
medical groups and operates its own
hospitals, is "not as much involved
in the number of financial transac-

tions that can drive up administra-
tive costs" as would be a staff-model
HMO, Mr. Zatkin said.

Another flaw is the CMA study fo-
cuses on one year of data-1992-
whereas "the industry has trends,"
said CAHMO's Ms. Snyder.

For example, the industry might
have three good and three bad years;
"that's why we look at trend rather
than a snapshot," she said. "And,
HMO administrative costs have de-
clined over the last three years."

The data for the CMA study was
gathemd from public sources, mainly
reports the plans filed with the state
and the federal Securities and Ex-
change Commission, as well as an-
nual reports.

According to the CMA study, the
HMOs with the lowest percentage of
revenues allocated to administrative
costs and profit/income, in addition
to Kaiser, are these non-profit plans:
Contra Costa County Medical Ser-
viees, with 7.7%; Lifeguard Inc.,
9.2%; and Santa Barbara Regional
Health Initiative, 9.2%. Aetna Health
Plans of Northern California, a for-
profit corporation, is in fifth place
with 12.3%.

The CMA is also proposing legisla-
tion to provide due process for con-
sumers and providers who are de-
nied services by health plans. Other
CMA-sponsored legislation would
establish a state panel to determine
which experimental treatments
should be covered by health plans.

Free copies of the study are available
Pom the California Medical Assn.'s
Government Relations Omce at 916-
444-5532.
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Superfund troversial," said Leslie Cheek III, Lefkin refused to predict that the Updates -vp-external affairs for Xerox legislation was doomed "I've
Corp in Washington Xerox is the been surprised this has been re-

Continued from page 1 ultimate parent of Crum & For- suscitated so far, so I'll never rule ERISA requires disclosure
promise is a revamped Environ- ster Inc this legislation out "
mental Insurance Resolution Although the new proposal Similarly, Frank Nutter, prem- NEW YORK-ERISA bars an employer that plans to offer ennched
Fund, designed to reduce coverage maintains retroactive liability, dent of the Reinsurance Assn of early retlrement benefits from misrepresentlng its intentions to retiring
htigation over hazardous waste Mr Cheek said he prefers lt to America, said "We are being vigi- employees, a federal appeals court has niled
cleanup The fund as envisioned competing measures For exam- lant because we presume that it The rullng by the 2nd U.S Circuit Court of Appeals m Mutlms us
in the compromise would raise as ple, a bill sponsored by a pair of now has momentum " The RAA 8izer holds that if the Employee Retirement Income Secunty Act ap-
much as $8 1 billion over 10 years New Hampshire Republicans has not endorsed any Superfund phes, company ofhcials must "speak truthfully" about the plan, but
through taxes on property/casu- would only eliminate retroactive reform proposal they need not disclose mternal deliberations or Interfere with collectlve
alty insurers, initially, the admin- liability for acts that occurred m "We're encouraged by the fact bargaining
istration had sought to raise $3 1 1980 or earher, rather than pro- that the business community and The distnct court, to which the case has been returned, wlll now de-

billion over five years vide an EIRF to provide funding environmentalists have reached termine if ERISA applies to the Phzer Inc. plan
The EIRF mechanism was first for pollution that took place be- an accord, however tenuous We James F Mullms, a laboratory technician, accepted the company's

proposed by the Coahtion on Su- fore 1986, he said continue to have concerns about eastlng early retimment plan April 1, 1990 Several months earher,
perfund, a group of insurers and "We think there's real progress the trust fund proposal in large Pfizer officials had assured employees that no enhanced severance
other businesses with its own re- We now have basically the Coali- part because the funding mecha- packages were planned. But six weeks later Pfizer sweetened the pot
form proposal (BI, March 21) tion on Superfund proposal em- nism remains uncertain," Mr "We are fully confident that our positton Mll be fully upheld," a

The clock is running on Super- bodled in the bill," said Mike Mc- Nutter said Pfizer spokesman said

fund Unless the Comprehensive Gavick, director of the American "It's critical to us that the fund-

Environmental Response, Com- Insurance Assn 's Superfund Im- ing be equitable both as to insur- Paramount to pay $10 million
pensation and Liability Act is provement Project ers and reinsurers' share," as well

reauthorlzed by the end of Sep- Whether Congress has enough as how any tax would apply to NEW YORK-Paramount Communicattons Inc must pay more than
tember, the federal government time left in the current session to non-U S insurers and reinsurers $10 milhon to cover a shortfall m a defined benefit plan it spun off in

will lose its ability to tax specific pass a bill is the "multibillion The chief Washington represen- 1981, the 2nd U S Clrcult Court of Appeals has ruled
industries to finance cleanup costs (dollar) question," said Mr Mc- tative of another maior property/ Upholdmg the tnal court, the three-judge panel ruled that when
when no potentially responsible Gavick casualty group that has not en- Paramount, formerly 1mown as Gulf & Western Inc,sold several mne
parties, or PRPs, can be found Among the business groups dorsed any reform proposal thinks manufactunng and markebng facilities covered by the pension plan m

"The administration package of backing the proposal are the Na- that the chance Superfund will be 1981, it did not transfer enough plan assets to the buyer to cover retim-
changes includes modifications to tional Assn of Manufacturers, the rauthorized this year is slim, even mentbenefits for transferred employees

the EIRF that reflect recommen- American Bankers Assn and the if the compromise attracts wide The Penmon Benefit Guaranty Corp took over the plan when it was
dations made by the coalition," Chemical Manufacturers Assn support terminated m 1983 At that time, the plan was underfunded by $35
said Lee Fuller, director of the The proposal also won the support "My sense is there probably lS milhon, the PBGC said The PBGC, along with 600 participants, sued
Washington-based Coalition on of half a dozen municipal govern- not enough time in this Congress Paramount to recover all of the vested benehts owed by the company
Superfund ment associations, including the to address an issue of this com- The distnct court ruled on their behalf

Under the new proposal, which U S Conference of Mayors and plenty," said David M Farmer, In its Apnl 28 rullng, the appeals court agreed, citang provisions of
has not yet been put in legislative the National Assn of Counties senior vp-federal affairs of the Al- the defendant's penmon plan stating that beneficianes are entitled to
language, PRPs with pre-1986 retirement benefits equal to or greater than those m the ongmal plan,
policies would have to file i evenifits assets are transferred to another trust

cleanup claims with the fund be- '
'We think the Environmental Insurance Resolution

The $10 milhon includes accrued interest

fore they could sue insurers
The fund would offer to pay a Fund is a bad idea,' says Dave Kuhnke on behaif of Briefly noted

percentage of the claims, based on RIMS. 'We'd love to see a Superfund reauthorizationthe hkehhood of recovery in rele- The Assn of I.loyd's Members predicts that I.loyd's of landon this
vant state courts and the location occur, but with joint and several liability in it and an month wlll announce a loss of just over 25 bilhon pounds ($37 bulion)
of the waste site If a PRP refused

EIRF in it, we cannot support this.'
for the 1991 underwriting year Public heanngs wlll start May 11 m

the offer and lt subsequently lost Lns Angeles on a request by 20th Century Insurance Co to hike earth-
in court, the PRP would have to quake coverage rates 172% for homes and 400% for condominiums 1
pay a portion of the insurer's de- following the Jan 17 earthquake The U S Supreme Court is seek-
fense fees However, the compromise has liance of Amencan Insurers mg the Justlce Department's opinion on whether lt should review a

If less than 85% of all PRPs ac- not attracted unqualified support "There are many unanswered 1993 U S District Court ruhng that struck down surcharges on New
cepted offers made by the fund, For example, CMA Chairman J questions even at this point We're Yol* hospital bills paid by insurers on the grounds that the surcharges
the fund would be dissolved and it Roger Hirl noted that "there is going to need more details of the violated ERISA (BI, Feb 8, 1993) Hazar Inc, a San Francisco-

would be litigation as usual still much work to be done to total package that are not avail- based staff leasing firm suspected of embezzling employee health care
As in earlier proposals, liability complete the legislative package," able We continue to have reserva- pmmiums, has filed for Chapter 11 bankruptcy protection Hazar was

for site cleanups would be allo- pointing to the insurance settle- tions about the size of the fund raided by federal agents in February (BI, Feb 28). . The Imisiana In-
cated by neutral third parties ap- ment provision as one that the and whether or not lt would be surance Department has scheduled a June 27 heanng to determine
proved by PRPs But the new ver- CMA considers not "fully settled " adequate, particularly in hght of whether the 1992 sale of Bradford National Life Insurance Co. to bum-

sion would make it more difficult NAM President Jerry Jasi - recent reports about the ultimate nessman Hugo E Pimienta was fraudulent and if regulatory approval
for any party to reject that deter- nowkst also added a caveat to his cost to the insurance industry," he of the sale should be rescinded. Louisiana regulators earher filed an
mination Although not absolutely support for the proposal, noting said administrative complaint against Mr Pimienta (BI, May 2) Smith-
binding, the decision would be that the compromise is "not per- Mr Farmer also noted that the Kline Beecham PLC. wlll buy Divermfied Pharmaceutical Services
given a "great deal of deference," feet," though it iS a "positive proposal would not eliminate the Inc of Minneapohs for $23 billion DPS, a umt of United HealthCare
the proposal said step " retroactive nature of Superfund Corp., manages prescnption drug benefits for about 11 milhon people

And though the EPA would And, the Risk & Insurance Man- liability, which has long been a Separately, drugmaker Pfizer Inc. and Value Health Inc., a managed
make the final determination of agement Society Inc opposes both sticking point for PRPs and insur- care company, say they are forming a business alhance The Maine
liability, Ms Browner made clear the compromise and the earlier ers alike Bureau of Insurance has approved an overall 38% reduction m advl-
that the agency would be very versions of the Superfund reform The two other malor property/ sory workers comp msurance loss costs The reductions for specific in-
likely to follow the allocator's rec- bill (BI, April 25) casualty insurer groups, the Na- dustry groups range from 33% for manufactunng to 10% for goods
ommendations "We think the Environmental tional Assn of Independent Insur- and services The St. Paul Fire & Marine Insurance Co. has ap-

The compromise proposal also Insurance Resolution Fund is a ers and the National Assn of Mu- pomted Nicholas M Brown to the newly created position of executive
would alter remedy selection to bad idea," said Dave Kuhnke, vice tual Insurance Cos, sent a joint vp and chlef operatnng officer and named Patnck A Thiele to the new
permit greater consideration of chair of the RIMS Environmental letter to members of the House post of executwe vp and chief financial and admmistrabve offic-
site-specific factors, such as the Committee and Senate panels that deal with er Allan S Curtis was sworn in as Tennessee's insurance commis-

site's anticipated future use, and "We'd love to see a Superfund Superfund, urging that they reiect sioner last month, mplacing Elame A MeReynolds, who took a Job at
greater community involvement reauthorization occur, but with the new proposal the Federal Emergency Management Agency Mr Curtls was previ-
in cleanup decisions joint and several liability in it and The fund arrangement would ously deputy commtsmoner Clty of Atlanta ofhcials wall appeal a

Rep Michael Oxley, R-Ohio, the an EIRF in it, we cannot support "create a large and complicated Fulton County Supenor Court mllng that Atlanta's extenmon of health
ranking minority member on Rep this," said Mr Kuhnke, who is di- bureaucracy to undertake the gar- Insurance coverage to the partners of unmarried city workers violates
Swift's subcommittee, showed rector-risk management and envt- gantuan task of verifying the ex- Georgia state law The Florida Hurricane Catastrophe Fund sent its
just how far the consensus went ronmental compliance for Tread- istence of insurance coverage, de- first premium bills to insurers last week The fund, designed to rein-
by promising bipartisan support well & Rollo Inc m New Britain, ductibles, policy limits and self- sure catastrophic humcane losses, wlll collect $523 4 milhon in three

of the compromise measure Conn insured retention for thousands of installments dunng its flrst year, lust 75% of what actuanes say the
But, Sen Frank Lautenberg, No consensus is emerging on the individual insurance policies of fund w111 need (BI, Nov 1, 1993) A Los Angeles city fudghter is

D-N J, who chairs the Senate Su- new proposal within the insur- over 32,000 PRPs," wrote Pam one of the two men that authonties suspect started the Southern Cali-
perfund Subcommittee, warned ance industry Allen, NAMIC's vp-federal af- fornia brush fires that lalled three people and caused about $l bilhon
that with only 40 legislative days "Op.mon within the insurance fairs, and Jack Ramirez, the m insured damage last year (BI, Nov 8, 1993, Nov 1, 1993) A jury
left in the current session, the Industry lS all across the board," NAII's executive vp and chief op- m Brooklyn,NY,has ordered New York City's Health and Hospitals
measure will have to move swiftly said Peter A Lefkin, vp-federal erating officer Corp to pay $41 million to the family of a woman who died after a
to the floors of both chambers affairs for Fireman's Fund Insur- The plan could also "unduly in- city ambulance crew refused to carry her down three Aghts of stairs

The telescoping calendar ance Co inWashington volve the federal government in for treatment A city hospital also had failed to diagnose her ectopic
doesn't bother supporters of the "With the EIRF as lS formu- private party disputes," they pregnancy three days before The hospital agency is indemnifted by the
compromise lated, I'm not sure that any com- wrote clty, whlch 15 self-msured Swiss Bank Corp and Jardine Insurance

"I think that because of the pany, mine included, can say with The letter also noted that if less Brokers Group PLC aze forming a new Independent Lloyd's of Ian-
breadth of consensus on most ele- any certainty that this resolves than 85% of the PRPs declined the don members agency and adviser out of JIB's eastang members
ments of the bill, there unll be few our Superfund liability problems EIRF's settlement offers, the fund agency The new agency, Jardine Lloyd Advisers Ltd, also wll seek
amendments offered m the two or those of our pollcyholders," would be abolished corporate capital at Lloyd's next year A new Imdon-based avia-
relevant subcommittees, which said Mr Lefkin "I certainly hope "This effort would be a tremen- tion agency is expected to begin underwnhng m July on behalf of
means that markup will be a (it does), because a lot of hard dous waste of time and resources knch insumr Unlon des Assurances de Paris and Japanese msurers
speedy process and that passage work has gone into formulating that would do absolutely nothing Former aviation underwnters David Peachey of I.loyd's and Stuart

through full committee and the this " to expedite cleanup," the letter Peel of the company market are expected to lom the agency
floor will be relatively non-con- Despite the tight schedule, Mr said
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Derivatives itself, trying to recoup losses from D&0 in- Courts hearing these cases w111 have to de-
surance to return to the treasury Several termine the "extent to which managers relied 58 Insurance Index
Procter & Gamble shareholders have already or were entitled to rely on outside profession- :

Continued from page 1 filed such a suit als" when investing in these instruments, Mr 1010

llc reports of some of the companies that But shareholders are unlikely to file many Morrison said Given the complexity of denv-
have announced derivatives losses to deter- such lawsuits over denvatives losses because atives, it would be "highly unusual" not to 990
mine whether shareholders were adequately these suits are difficult to win under state seek outside advice, he added
warned about investment risks laws, said Dan Bailey, a partner with Arter & "The law does recognize directors' and offi-

Most notably, Procter & Gamble Co lost Hadden in Columbus, Ohio, who speciahzes cers' entitlement to utihze the services of out- 970

$157 rmllion in interest rate swaps earher in D&O habihty law "That's not to say that side professionals and to rely on their profes-
this year exposure doesn't exist, but it'S not the pre- sional judgment," he said "Obviously they

P&G is hardly alone Gibson Greetings Inc ferred choice of plaintiffs' lawyers " can't bllndly follow recommendations and
lost nearly $20 milhon and Mead Corp $7 More hkely are suits alleging inadequate they have to understand it"
milhon on interest rate derivatives in the first disclosure under federal securities law, "Maybe one of the threshold questions to
quarter which have become more prevalent (BI, Feb be asked is 'Is this something where some-

Dell Computer Corp, meanwhile, has ac- 28) Typically fled after a drop in share body ventured into an investment without
knowledged that it may report a derivatives prices, these suits also may be difficult to win domg the proper amount of investigation and
loss but insists that it would be nowhere near m the case of denvatives losses because even receiving the proper amount of counsellng?' "

0

the $350 million rumored on Wall Street re- large losses may not directly affect the stock Mr Morrison said -% Y *> # 4, 47 p 42'
cently Denvatives may have become a "fashion-

Historically, large-scale investment losses able Investment" that some companies ven- lin_- 109 on Dec 29,1978
have prompted suits against directors and of- tured into without being fully informed of _Sgurse Nor®y_Inmauonal Inc
ficers 'In the case of Procter & the risks, said CIGNA's Mr Neuberger

"You can go back as far as the '30s and the Gamble the magnitude of the D&0 insurers already have begun seeking Insurance stocks rebounded last week, as
real estate market with the Depression, as more information on those risks the Business Insurance Index gained 41.1
segments of the economy dechne or bum- loss is bound to create D&0 "We're beginning to see underwnters in- points to 960.8 May 6 from 919.7 on April 29.
nesses run on hard times the number of lawsuits even if there was due qull·lng about companies' activities with re- Advancing issues for the week were led by:
claims goes up," said John W Momson, a spect to denvatives," said Jim Wallace, a se- Lawrence Insurance Group, up 40.0%; United
D&0 expert and senior partner with Althe_ diligence,' says Phillip Norton. mor vp at Johnson & Higgins in New York HealthCare Corp., up 15.4%; and American Re
imer & Gray in Chicago "It's like night fol- "Underwriters are just about waking up," Corp., up 14.8%. Declining issues followed:
lowing day " he said "Whether lt'S warranted, I don't Continental Corp.. down 11.3%; Baldwin & Ly-

Claims may not follow quite that quickly, pnces of big pubhc companies, said Mr know This may not be the type of rtsk that's ons Inc., down 9.7%; and SCOR U.S. Corp.,
much greater than any of the risks that they down 7.1%. The most active issue was U.S.

th,0,;fon't think the D&0 industry w111 be 't the end of the day it's all about share- underwrite and don't inquire about " Healthcare, 12.2 million shares traded. The Bl
Index rose 4.5%; the Dow Jones 30 Industrialsthat greatly impacted for another quarter or holder value," said CIGNA's Mr Neuberger CIGNA's Mr Neuberger added, though,

two because it will take that long for the neg- If derivatives losses drag down share pnces, that most insurers still are trying to deter- lost 0.3%; the NYSE Composite fell 0.75%; and
the Standard & Poor's 500 fell 0.7%.

atlves we're hearing about in the use of de- "it's definitely a problem " mine "what to ask and how to ask it"

nvatives to hit the bottom hne in compa- Plaintiffs in either type of suit would have Not everyone beheves derivatives losses
nies," said Ed Neuberger, vp m the D&O di- to document some loss of shareholder value will mcrease D&0 claims or affect D&O ha- British Issues
vision at CIGNA Corp in Philadelphia "or the hobblmg of the corporate opportunity billty insurance underwriting
"We're watching it " that might otherwise be available," said Mr "I'm more concerned about the exposures 1 week

May 5 Price P/E Div Yield High-Low
"There's a couple things to be wary of," Momson of Althelmer & Gray that aren't plastered across the front page of Companies pence pence % pence pence

said Philhp Norton, head of the national Suits over derivatives losses would be ex- the financial and insurance papers all the Comml Union 560 17 8 31 0 55 560-547
D&O consulting practice at The Wyatt Co in pensive for both sides time," said Stephen Sills, president and chief Genl Accident 559 11234461 561-559

Chicago "Certainly in the case of Procter & "What I've found iS the (defense costs), underwriting officer at Executive Risk Man- Gdn Royal Exch 189 122 95 50 189-181

Gamble the magnitude of the loss is bound to even if the lawsuits weren't mentonous, are agement Associates, a D&O insurer m Sims_ Royal 257 112 94 37 261-257

create D&0 lawsuits even if there was due hkely to exceed $1 milhon," said Wyatt' s Mr buiy, Conn
Sun Alliance 327 147 184 56 327-319

dillgence" Norton Defense costs typically are included By now, he said, most compames are aware Brokers

And, in cases where the mvestments were withm D&0 pollcy limits of potential problems with derivatives and Bradstock 126 141 69 55 127-126

made without due dillgence, the losses from The suits are also very expensive for plam- have controls in place "I don't think there's CE Heath 387 149* 205' 53' 389-387

D&0 lawsuits could be much larger, Mr tiffs to bring, noted Mr Momson Unless the anything that ought to be shocking D&O un- Hogg Group 254 N/M 71 28 254--254

Norton said claims have merit and there lS a chance for derwriters today " JIB Group 192 168 94 49 192-191

Lloyd Thmpson 277 18 7 84 30 278-277
Denvatives losses could produce two types significant recovery, "I doubt that responsi- Nor does Mr Sllls anticipate any changes Lowndes Lmbrt 427 13 7 188' 44' 427-427

of lawsuits so-called shareholders derivative ble class-action lawyers would bring a law- in the way msurers scrutinize customers' in- PWS Holdings 70 10 3 50 71 71-70

actions and suits alleging violations of fed- suit," he said vestment activities Sedgwick Grp 199 221 75 38 199-197

eral securities law He added, though, "Unfortunately, I'm a "When we look at a D&0 risk, we look at Steel Brl Jones 143 N/M 113 79 144-143

In a derivative action, shareholders sue the member of a profession where people use hti- the entity to make sure the board has been Willis Corroon 230 21 1 83 36 230-228

board of directors on behalf of the company gation as extortion managmg its exposure," he said Source Phil,p (sen, London' Estimated, othersactual 1993
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Weekly Year to date Annual Mkt./Bk Weekly Year to date Annual Mkt./Bk

BROKERS Pick % change % charge High Low Vol (000) $ Div % Yield P/E Book value value Pice % change % change High Low Vol (00) $ ON 96 Yield P/E Book value value

Acordia Inc NYS 2850 4.11 1574 2850 1838 31 060 211 14 10.22 279 Mutual Risk Mgmt Ltd NYS 24.88 5 29 1708 32 75 21.16 91 028 113 16 571 4.36

Alexander & Alexander NYS 1463 086 26.42 2800 1425 477 100 684 163 673 2 17 NAC Re Corp OTC 3025 12 56 386 3825 24.00 551 0.16 0.53 14 1924 157

E W Blanch Holdings Inc NYS 1913 929 1007 23.50 15 75 16 0.32 1.67 18 4.10 466 National Re Corp NYS 3000 7 14 204 3825 27.13 653 0.16 0.53 10 16 89 178

Gallagher Arthur J & Co NYS 3338 595 664 37.13 28.13 97 088 264 16 752 444 NavigatorS Group OTC 1863 197 4679 3900 1650 43 000 0.00 10 16.99 110

Hilb Rogal & Hamilton NYS 1288 404 1.90 1525 1113 109 048 373 20 4.51 2.85 Nobel Insurance Ltd OTC 7.88 1.56 328 844 625 6- 000 0.00 5 6.84 115

Marsh & McLennan NYS 87.88 4.46 7.99 91 88 77 00 836 268 305 18 1676 5.24 NWNL Companies NYS 3313 -038 192 3875 2650 626 0.88 2.66 12 23.97 138

Poe& Brown OTC 1925 000 6.94 2050 1688 68 040 208 16 3.02 637 Oh,o Casually Corp OTC 3000 000 53.13 3600 28 81 259 1.44 4.80 14 47.68 0.63

BROKERS AVERAGE 41 08 32 38 Old Republic Int I NYS 2288 -054 167 27.63 21 50 268 0.48 2.10 8 2357 097

INSURERS/REINSURERS
Onon Capital Corp NYS 31 88 2.41 3.24 3750 2863 11 072 2.26 8 27.43 116

Penn America Group Inc OTC 663 000 13.82 950 650 1C 000 000 8 NA NA

ACE Ltd NYS 2788 133 861 3600 24.50 172 040 1 43 6 2874 097
Phoenix Re Corp OTC 2350 000 1455 3825 18.50 74; 028 119 7 1999 118

Acceptance Insurance Cos NYS 12 25 000 5.38 15.63 11.13 53 0.00 000 14 965 127
Provident Life NYS 2525 -098 20.16 31.88 25.25 11. 1 04 4.12 13 2638 096

AEGON N V NYS 49.75 3.86 9.13 5850 4325 70 122 245 9 34 71 143
Re Capital Corp OTC 12.75 192 642 1550 1275 E 0.32 2.51 12 1688 0.76

Aeina LIfe & Casualty NYS 53.25 365 1162 6625 4975 1655 2 76 5.18 8 79.84 0 74 Reliance Group Holdings NYS 6.13 6 52 20.97 1038 5.00 212E 032 522 8 4.22 145

Allied Group Inc OTC 2500 000 000 32 75 21.34 54 060 240 7 1045 239 ALI Corp NYS 22.13 -0.56 1729 27 75 21.63 14 356 253 36 2291 097

Allmerica Prop & Casualty NYS 16.63 500 2282 22.16 1500 103 0.16 096 9 5697 029 St Paul Companies NYS 7925 -016 1170 9800 7638 118C 300 379 9 5784 137

Alistate Corp NYS 2525 5.21 15.13 3425 22.63 1298 0.72 285 16 1843 1.37 SAFECO Corp OTC 53.88 -0.23 137 6575 4850 1151 1.80 3.34 10 41.59 130

American General NYS 25.63 -0.97 1009 36.50 24.88 3191 1.16 4.53 21 2209 1 16 SCOR U S Corp NYS 1138 714 990 18 88 10.13 28 036 316 8 1608 0.71
American Heritage Lite Ins NYS 1700 490 872 2534 1700 96 0.60 3.53 10 1242 137 Se,bels Bruce Group OTC 1 81 3.60 3.60 2.13 031 72 000 000 1 1.90 0.95

American indemnity/Fin I OTC 13 25 5.36 192 1625 1075 63 0.24 1 81 4 16.18 082 Selective Ins Group OTC 25.88 4.55 14 46 3100 22.25 70 112 4.33 16 23.11 112
American International NYS 88.13 2.47 0.00 10025 8175 3101 040 045 14 45 25 195 Sphere Drake Holdings NYS 1550 388 606 21.63 14 63 198 0.12 0.77 6 1217 1.27
American Re Corp NYS 3200 1480 1327 37.75 23 50 581 0.00 0.00 14 1480 2 16 Statesman Group Inc NYS 1513 431 2100 1525 9.75 2792 0.10 066 6 865 175
Aon Corp NYS 4675 275 3.11 5850 4500 347 192 4.11 12 33.10 141 TIGHoldings NYS 1963 903 1326 2800 1725 995 0 20 102 14 1849 1.06

Argonaut Group OTC 2775 278 902 3550 2625 69 116 418 8 2765 100
Titan Holdings Inc NYS 9.50 1.30 1264 1338 913 39 0.24 2.53 8 893 106

AVEMCOCorp NYS 1588 000 1533 2200 1450 79 0 44 2 77 13 813 195
Tok,0 Manne & Fire OTC 62.88 -0.59 1644 6700 4925 38 0.37 0.59 57.72 109

Baldwin & Lyons Inc OTC 14.00 968 588 16.25 11.50 106 020 143 9 1259 1 11 Torchmark Corp NYS 3800 167 1508 59 75 36.75 473 12 295 9 1735 219
Berkley W R Corp OTC 3900 759 1908 4800 3200 811 044 113 14 28.12 139 Transatlantic Holdings NYS 51.38 10 78 3.75 61.50 45 38 300 036 070 14 29.60 174

Berkshire Hathaway Inc NYS 1645000 3.79 0.77 1780000 1285000 1 0.00 000 25 8115.28 2 03 Travelers Corp NYS 34.13 1 80 1222 4950 3253 2898 060 1.76 9 33.35 102

Capital Re Corporation NYS 21.38 1325 1699 2850 1850 184 020 094 9 21.66 0.99 Trenwick Group Inc OTC 3875 690 000 47 75 33 25 82 100 2.58 14 2600 149
Capsure Holdings Corp NYS 1438 648 6.48 19.38 12.75 35 000 000 14 1308 1 10 l.nited Fire & Casualty OTC 3800 000 556 44.00 34.75 2 108 284 10 2896 1.31
Chubb Corp NYS 7800 130 079 9338 7075 949 184 236 25 4659 1.67 Ln,trin OTC 39.50 1.28 7.06 4675 3850 81 1.40 354 25 3890 1.02
CIGNA Corp NYS 61.38 3 59 296 70.50 56.50 1656 304 4.95 15 78.23 0.78

LNUM Corp NYS 4688 625 1071 60.13 46.38 1932 196 205 12 27.55 170
CNA Financial Corp NYS 6338 -098 1952 9675 6288 118 000 000 15 7792 081 US Facilities Corp OTC 1325 536 1158 14.13 8.25 843 ) 00 000 12 1048 126
Continental Corp NYS 1963 1130 28.96 34.63 1963 3864 100 5.10 7 38.99 0.50 USF&G Corp NYS 13.13 1.94 13.22 1963 1169 2360 020 152 14 10.60 124
EMC Insurance Group Inc OTC 875 145 7.89 1075 850 2 0.52 5.94 12 NA NA USLICO Corp NYS 1750 072 606 1900 1575 33 1)24 1 37 8 25.22 0.69

Emphesys Financial Gr Inc NYS 2563 733 NA 26.38 21 25 303 0 00 0.00 6 NA N A USLIFE Corp NYS 3750 000 323 45.75 3638 96 124 331 9 4173 090
EXEL Ltd NYS 41 88 590 -694 51 75 39 88 767 120 287 6 33 81 1 24 vwashington National NYS 2250 0.55 7.22 26.13 21.50 63 108 480 9 2840 0.79

Fremont General Corp NYS 23 75 2.15 155 28 75 21 00 148 072 303 7 2340 101 Zenith National Ins NYS 22.88 1.10 339 2913 2063 113 00 4.37 9 1771 129

Frontier Insurance Group NYS 45.00 2.17 256 5000 3672 42 0.60 133 15 1633 276 Zurich Reinsurance Centr NYS 2550 -097 973 3638 2425 176 000 000 33 24.41 104
Gainsco Inc ASE 938 132 4.17 1441 784 87 004 043 13 349 269

INSURERS/REINSURERS AVERAGE 18 57 23 105
General Re Corp NYS 125.38 1194 1800 13338 101.75 2528 1.92 1.53 17 5554 226

Guaranty National Corp NYS 1500 169 1429 2475 1375 121 048 320 10 1181 127 HEALTH MAINTENANCE ORGANIZATIONS
Harleys\nile Group OTC 21.50 4 88 2456 3025 2050 82 064 298 13 18 35 1.17 FHP international OTC 24 50 103 577 30.00 18.25 616 C 30 000 16 11.43 2.14
Hanford Steam Boiler NYS 45.00 0.55 112 57 38 42.63 123 2.12 4 71 125 15 80 285 Pacilicare Health Sys OTC 5500 837 4570 57.25 30.50 406 CJo 000 21 11.15 4.93

HCC Insurance Holdings OTC 1700 1.49 1570 23.84 1266 61 0.00 000 15 1494 114 Safeguard Health Enter OTC 14.13 2.73 1300 1550 8.00 58 C 00 0 00 17 571 2 47

Home Holdings Inc NYS 1500 345 1304 1850 1063 53 0.00 000 7 1996 0.75 Sierra Health Services NYS 2763 833 24.16 30.75 14.75 424 COO 000 19 460 601

ITT (Hartford Group) NYS 87.13 1.41 504 9597 7388 1595 1.96 225 11 57.11 153 TakeCare Inc OTC 73 00 -0.26 3394 7600 3575 329 COO 000 23 1869 3 91

Kemper Corp NYS 5750 022 60.28 6200 32.25 2526 0 92 160 73 3898 148 United Healthcare Corp NYS 4788 1536 2809 47.88 26.00 7528 003 006 39 1064 4.50

Lawrence Insurance Group ASE 2.63 40.00 27.59 675 150 26 0.00 000 6 426 062 U 3 Healthcare OTC 3825 066 022 4750 2666 12161 068 178 19 621 6.16

Lincoln National NYS 3988 459 7.27 48.25 36.75 887 1.64 411 8 32.53 123 Wellpoint Health Networks NYS 3363 508 8.91 3700 24.00 300 000 000 17 1094 3.07

Market Corp OTC 40.75 1.88 584 44 50 34.00 42 0.00 000 10 24.68 1 65 HMOs AVERAGE 52 185 02 19

Mid Ocean Ltd OTC 2925 541 354 34.75 2500 499 000 000 15 2024 1.45 ALL COMPANIES AVERAGE 37 45 24 16

System design Nordby International Inc



It's a risky
world ...

but Duncanson & Holt has it covered.

We create innovative reinsurance products to cover the challenges
of an ever-changing world. As North America's largest accident
and health reinsurer, we offer a wide range of treaty and facultative
products including:

Special Risk/Personal Accident

Occupational Accident

Excess Portfolio Medical

Specific & Aggregate Stop Loss

Long Term Disability

Long Term Care

We're known for financial strength and sound management, with
over $500 million in annualized premium and a per occurrence
capacity of $100 million.

In a world of risk, Duncanson & Holt is the reinsurance partner
you can trust.

db
Duncanson & Holt Group

Atlanta, Chicago, Dallas, Hartford, London, New York, Philadelphia,
Pordand (Me), San Francisco, Seattle, Singapore, Toronto


