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Update-
Resignations from Lloyd's

exceed last year's record pace
LONDON-Some 3,245 members have

resigned from Lloyd's of London already
this year. compared with 1,894 resigna-
tions at the same point in 1990, Lloyd's
announced last week.

If the current rate continues, nearly
4,000 members could resign by year end,
by far a record. A record 2,349 resigna-
tions in 1990 left the market with 26,558
members at the beginning of 1991.

The resignations will cause Lloyd's
capacity to be cut by about 10% in the

Continued on next page

Health care Lower Medicare age
leaders seek would cut FASB bill

uniform billing Eligibility at 60 could be boon for companies
By JERRY GEISEL

By JERRY GEISEL
WASHINGTON-Last week's Washington "summit" on reducing

health care administrative costs could be the first step toward a pa-
perless, electronic claims filing system that could save billions of
dollars.

Health insurance executives, health care providers and Bush ad-
ministration officials agreed at the meeting to work toward slashing
administrative costs by developing a uniform health care billing
system and reducing paperwork.

"Our goal is clear: to slash the red tape Americans face in obtain-
ing health care," said Dr. Louis W. Sullivan, secretary of health and
human services.

But that meeting may have been overshadowed by a come-from-
behind political upset in Pennsylvania. Political activist Harris
Wofford resoundingly defeated Richard Thornburgh, the former
Bush administration attorney general, for the U.S. Senate seat for-
merly held by Republican John Heinz, who died in a aircraft acci-
dent earlier this year.

The victory by Sen. Wofford, who was appointed interim senator
by Democratic Gov. Robert Casey following Sen. Heinz's death, is
commanding attention from benefit observers. A key Wofford cam-
paign theme was his endorsement of a single-payer Canadian-style
national health insurance system. While Mr. Thornburgh took no
strong positions on health care issues, he did criticize Sen. Wof-
ford's proposal.

Sen. Wofford's victory could force national politicians, espe-
cially Republicans, to develop positions on health care reform be-
fore the 1992 elections (see Update, page 2).

Continued on page 36

WASHINGTON-Lowering the
Medicare eligibility age to 60 from
the current 65 would slice employ-
ers' retiree health care liabilities
by nearly one-thipd, or $100
billion, the U.S. General Account-
ing Office says.

Employers have run up a whop-
ping $335 billion in retiree health
care liabilities, including $203
billion in promised but unfunded
benefits for active employees and
$132 billion in liabilities for em-
ployees who already are retired,
according to the GAO.

Expanding Medicare to cover re-
tirees between age 62 and 64--a
key provision in health c: re reform
legislation proposed by House
Ways and Means Committee
Chairman Daniel RoBtenkowski,
D-Ill. (BI, Aug. 19)-801-ld cut
Corporate America's rfti:ee health
obligations by $99 bil.ion,, or 3)%,
to $226 billion, the GAO says.

The lower Medicare eligibility
age would slash Employers' ac-
crued retiree health care liabilisies
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for active workers to $134 billion
from $203 billion, a 34% decrease,
while liabilities for current retirees
would decline 23% to $102 billion
from $132 billion.

Aside from reducing retiree
health care liabilities, which must
be recognized starting in 1993 on
large corporations' financial state-
ments under a Financial Account-

ing Standards Board rule, lower-
ing the Medicare eligibility age
would slash employers' cash out-
lays to pay for their retirees' health
care costs.

Employers this year are expected
to spend $11.4 billion on health
care for retired workers and

spouses between 60 and 64. Lower-
ing the Medicare eligibility age to
60 would cut that payout by 35% to
$7 billion, according to the GAO.

"These reductions are dramatic,"
said Assistant Comptroller General
Lawrence H. Thompson, who pre-
sented the estimates last week be-
fore the House Ways and Means
Health Subcommittee.

These estimates-the first to
Continued on page 4So U S Gene
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Asbestos compensation program proposed
By STACY ADLER GORDON
WASHINGTON-A federal

agency is floating a radical new
proposal to remove all asbestos
personal injury claims from the
court system and pay claimants
through an administrative agency.

The Administrative Conference
of the United States, an indepen-
dent federal agency, commissioned
a law professor to draft the admin-
istrative alternative to compensat-
ing asbestos personal injury claim-
ants through tort litigation.

The Administrative Conference

sought out an administrative alter-
native after the U.S. Judicial Con-
ference in March released a report
suggesting such an alternative be-
cause the volume of asbestos cases
has reached "critical dimensions
(and) is becoming a disaster of
major proportion. . .which the
courts are ill-equipped to meet ef-
fectively" (BI, March 18).

More than 100,000 asbestos
bodily injury claimants now are li-

tigating with asbestos producers in
state and federal courts nation-
wide.

The 27-judge group urged Con-
gress to consider creating a na-
tional system of compensating
present and future victims of ill-
ness caused by exposure to as-
bestos.

While calling for legislation, the
judges did not offer any proposals.
Therefore, the Administrative Con-
ference took the initiative of seek-

ing out an administrative proposal.
Authored by Professor Lester

Brickman of Cardozo Law School
at Yeshiva University in New York,
the administrative proposal calls
for the creation of a trust fund-
financed by the manufacturers of
asbestos-containing products and
their insurers-that would pay as-
bestos bodily injury claimants
wages they lose due to asbestos in-
jury. Medical and death benefits
also would be paid.

While the producers of asbestos
Continued on page 20

53% of days spent in hospital
are unnecessary, study says
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Flight attendants seek billions
for second-hand smoke illness
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'How do we

take a mass

societal problem
and still give the
individual victim

the sense that his

grievance has
been heard? These

problems are not
ones that can be

readily solved:

U.S. District Judge
Jack B. Weinstein

Garamendi rejects latest bid
by NOLHGA for Executive Life
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Update
Lloyd's member resignations Needless hospitalization
Continued from previous page
1992 underwntmg year, predicts Lloyd's Chief Executive Alan Lord

The average capacity of the members who have resigned this year
is 301,000 pounds ($580,930 at appropriate exchange rates), com- is rampant, survey finds
pared with the market average of 429,000 pounds ($827,970), he noted

The market's capacity this year is 11 4 billion pounds ($22 bilhon) and
should not fall below 10 bilhon pounds ($17 8 billion at current ex-
change rates) in 1992, he said Lloyd's has received 171 apphcations By LOUISE KERTESZ In addition, the study found that necessary utilization, others ques-
from prospective members, while about 6,000 members have indicated 24% of all hospital admissions na- tion the methodology used and call
that they wish to mcrease their capacity, he said SEATTLE-More than half of tionwide are unwarranted and 15% the findings exaggerated

"The 1992 capacity will meet all of the requirements of our long-es- the days patients under age 65 of office visits are medically un- The M&R study lS based on data
tabhshed international chents," he said spend in hospitals are medically necessary from thousands of medical chart

PBGC liabilities may change
unnecessary, according to a recent Milliman & Robertson concludes reviews compared with the com-
nationwide study based on reviews that while "the public's outcry pany's own utilization and length-
of thousands of medical charts about the cost of the (health care) of-stay guidelines-"Health Cost

WASHINGTON-The Pension Benefit Guaranty Corp last week Figures vary by region, but na- system is valid more must be Guidelines and Healthcare Man-
won a repneve from takmg control of a massively underfunded LTV tionally 53% of the days spent in done to eliminate the system's agement Guidelines"-which are
Corp pension plan, but faces legislation that would make it responsible the hospital are unnecessary-ei- waste " used by utilization review firms,
for terrmnations that occurred before it was created ther unwarranted admissions or "The solution that effectively health maintenance organizations

U S Bankruptcy Court Judge Burton Lifland in New York last needlessly extended stays-reports eliminates this waste, while main- and insurance companies
week ordered Dallas-based LTV to make an immediate cash pay- Milliman & Robertson Inc a con- taining high-quality care, will in- "We have developed physician-
ment of $39 million-enough to pay three months of benefits-to its sulting firm based here crease the quality of life for every- created treatment plans to cover
Jones & Laughlin Hourly Pension Plan Patients in New York and Chi- one and perhaps fund coverage for nearly 90% of all hospital admis-

The plan, which is nearly broke, has about $1 5 billion in un- cago spend the most unnecessary those who cannot afford or obtain sions," said Dr Richard Doyle, one
funded habillties Judge Lifland's action forestalls the immediate threat days in the hospital-65% and 62% some form of health insurance," of the study's three authors
of termination Under law, the PBGC must terminate pension plans that of the total, respectively At the the study says "More than 1,700 hospitals, in-
run out of assets other end of the spectrum were While some observers point to surers and other health care orga-

In another LTV-related development, the PBGC and the LTV Steel Seattle, with 39%, Los Angeles, the M&R study as a significant de- nizations currently subscribe to
Creditors Committee have agreed to a deal in which LTV would, upon 41%, and Minneapolis, 44% velopment in the fight against un- Continuedonpage 34
bankruptcy reorganization, contribute about $1 5 billion to its three
pension plans More contributions would be made over 30 years

In a separate development, the Senate this week is expected to
vote on legislation that could increase the PBGC's obllgations by $500 Unlicensed surety insurermillion

The bill, S 243, would require the pension agency to pay benefits
to workers and retirees covered by under·funded pension plans that Kentucky files suit to bar firm that claims it is a captive
were terminated before the agency was establlshed in 1974

Aside from the cost, which could lead to higher premiums, the pro- By DOUGLAS McLEOD gally writing several construction tions, though Cynthia K Maynard,
posal could increase administrative burdens The agency would have to performance and bid bonds in Kentucky special assistant attor-
track down people who may have retired many years ago, officials say FRANKFORT, Ky -The Ken- Kentucky without a license and ney general, said she believes the

Meanwhile, a House subcommittee report says that sloppy book- tucky Insurance Department lS failing to pay state premium taxes company has written bonds in sev-
keeping has left the agency unable to determine whether it has collected trying to en]oin the operations of The suit seeks an in]unction bar- eral states
termination Insurance premiums from employers an unlicensed surety underwriter it ring the company from writing Contractors Surety was incor-

The House Ways and Means Oversight Subcommittee contends the also charges with deceptive trade business without a license and or- porated in Nevada ln April 1989,
PBGC will have to wnte off nearly all delinquent premiums for 1988 practices dering Contractors Surety and Mr but is not licensed as an insurer in
because of computer malfunctions that year Kentucky regulators have filed Smith to pay any claims on bonds the state and has operated from of-

An agency spokesman said mternal accountmg controls have been suit in Franklin County Circuit already Issued fices in Atlanta, according to rec-
strengthened and a "Big Six" accounting firm retained Court against Contractors Surety In an answer filed last month, ords from Kentucky and other

& Fidelity Co Ltd, an Atlanta- the company denied the allegations states

Republican health care plan based company that has claimed to and charged that the Kentuek> in- Nevada regulators issued a cease
be a construction industry captive surance code violates the U S and desist order against the com-

WASHINGTON-Employers that launch new managed health care insurer Constitution pany in August after learning lt
plans would receive federal tax credits to help defray their costs Also named in the complaint is Neither Mr Smith nor a Frank- was writing business in other
under a health care reform proposal unveiled last week by a Senate Leonard E Smith, Contractors fort lawyer representing Contrac- states, according to Teresa Rankin,
Republican task force Surety's president tors Surety could be reached Nevada's Insurance commissioner

Employers that begin offermg a managed care plan, which is not de- The lawsuit charges Contractors Regulators know relatively little The Georgia Insurance Depart-
fined in the proposal, would receive a 25% tax credit on their costs Surety and Mr Smith with ille- about Contractors Surety's opera- Continued on page 26
for the plan, with that percentage declining five pomts each succeeding
year until the credit expired after five years A similar tax credit would
be available for small employers offenng a health care plan for the first S&P's new solvency review finds most firms healthy
time, while health insurance premiums paid by employees would be
fully tax-deductible

The plan does not say how lost tax revenues would be recovered
State laws regulating managed care would be pre-empted under the Industry in Egood' shape

measure In addition, federal aid would be given to states that estabhsh

a new program to provide basic health Insurance for poor people who By DOUGLAS McLEOD companies that do not appear :o be vency ratings" on another 1,975
do not quahfy for Medicaid strong " companies Unlike the voluntary

Other provisions m the measure, which is not yet m legislative form, NEW YORK-The insurance in- S&P last week released the re- claims-paying ratings-for which
would revamp medical malpractice laws, mcluding eliminating lomt dustry is generally in good finan- vised version of ltS Insurer Sol- insureis pay a fee-the qualified
and several liability for non-economic damages, capping non-economic cial shape, though a number of in- vency Review, which Includes rat- solvency ratings are assigned after
damages at $350,000 and requinng periodic payments for awards ex- surers writing a relatively small ings of nearly 2,600 life/health and an analysis of insurer financial
ceeding $100,000 portion of industry premiums are property/casualty insurers based data filed with state regulators

The total cost of the proposal lS estimated at $150 bilhon over hve financially weak, concludes a new on year-end 1990 financial data Overall, insurers S&P judged
years report by Standard & Poor's Insur- The two-volume review follows a "adequate or better"-those with

ance Rating Services similar report released earlier this claims-paying ratings of AAA to

Maxwell group accident policy "This industry is in s:rong finan- year that was based on 1989 data BBB or a qualified solvency rating
cial condition," observed Steven (BI, April 22) of BBBq-accounted for 87% of the

LONDON-Maxwell Communications Corp PLC's group personal Dreyer, vp and head of S&P's sol- The review rates the claims-pay- $457 billion in property/casualty
accident msurance policy may not pay any claim if it is found that ltS vency ratings project '*But our re- ing ability of 600 large U S insur- and life/health insurance premi-
late chairman, Robert Maxwell, died of natural causes search shows there are a number of ers and includes "qualified sol- Cont:nued on page 39

Spanish authonties investigating Mr Maxwell's sudden death last
week said he died of a heart attack, not drowning His naked body was inside
discovered m water near the Canary Islands

Further autopsy investigations will try to determine whether he ,·00 There can be no consensus on the wide spectrum of B/ stock index 39

died from heart failure before or after falling off his yacht If lt lS health care access proposals until the White House acts, Classifieds 14

determined that Mr Maxwell died from heart failure after falling says this week's editorial PAGE 8 Comings & goings: industry 19

overboard, then the group accident policy would pay The policy Insurance services guide 19
specifically excludes death by suicide or natural causes A# Applying case management techniques to workers International 07

The 20 million pound ($35 5 million) accident pohcy, placed by Willis comp claims can produce big savings, a disability man- International issues ...
.25

Wnghtson Ltd, is led in Lloyd's of London by syndicate 782, managed ager says at the International Society of Certified Em- Legal briefs 94

by Oxford Syndicate Management Ltd, and in the London company ployee Benefit Specialist symposium PAGE 10 London 97

market by the Continental Assurance Co of London PLC Opinions...............
The mecha company did not msure any of the group accident rlsk ;00 Big Insurers will prosper and small ones falter as the Perspectives 09

Contmued on page 38 insurance market grows more international, a leading Reader reply service 98

Errors and omissions
French insurer says at the 21 st International Insurance
and Risk Management Conference sponsored by Man- Portions of the ed,toral content of this issue are available for reprint or

reproduction in other media For information and rates to reproduce in
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NOLHGA bid rejected London insurers
Guaranty fund association not giving up fight to stick with

By JOANNE WOJCIK policyholder claims, said James uncertainties inherent in this ex-
Jackson, vp of Transamerica Occi- perimental venture

LOS ANGELES-The National dental Life Insurance Co of Los "While I appreciate the life in-
Organization of Life & Health Angeles, one of the 20 insurers surance industry's unprecedented asbestos center
Guaranty Assns will ask a Callfor- agreeing to participate in the plan cooperative campaign to salvage
nia judge to approve its takeover In addition, Morgan Guaranty Executive Life, their proposal falls
plan for Executive Life Insurance Trust Co of New York agreed to short of guaranteeing policyhold- By CAROLYN ALDREDCo even though Insurance Com- provide NOLHGA with a $100 mil- ers the rock-solid protection they

and STACY ADLER GORDONmissioner John Garamendi re- lion line of credit deserve," Mr Garamendi said dur-
jected the plan last week The guarantees were included in ing a press conference last LONDON-The Center for Claims Resolution is changing its

Mr Garamendi on Wednesday NOLHGA's response to nine finan- Wednesday in Los Angeles claims sharing formula as a result of a controversial British court
rejected NOLHGA's improved, life cial and legal concerns outlined by The commissioner added that the ruling that reinsurers can refuse payment for asbestos claims set-
insurance industry-backed pro- Mr Garamendi when he condition- nine conditions that he outlined on tled by ceding underwriters under the Wellington Agreement
posal for the rehabilitation of Ex- ally accepted the organization's Oct 24 were intended to ensure As a result of the change, most London underwriters will remain
ecutive Life because lt "falls short buyout proposal late last month that NOLHGA's bid met two fun- members of the CCR-the successor to the Asbestos Claims Facility
of guaranteeing policyholders the (BI, Oct 28) damental objectives formed under the Wellington Agreement-despite fears that the
rock-solid protection they de- At the time, Mr Garamendi said • That it not impair in any way July court ruling would prompt many London insurers to with-
serve " that the NOLHGA offer, which the ability of its member guaranty draw

Earlier last week, NOLHGA had would pay policyholders 89 cents funds to meet their responsibilities About 60% of London underwriters so far have agreed to remain
bolstered its bid to take over the on the dollar for amounts not co- to policyholders under the Execu- CCR participants, according to Phil Frost manager of the asbestos
failed insurer with $1 billion in fi- vered by guaranty funds, would tive Life "policyholder enhance- department at London Market Claims Services Ltd The LMCS pro-
nancial guarantees from 20 large guarantee a higher return for poll- ment agreement" that the funds al- vides asbestos claims information to most London underwriters
life insurers cyholders than any of the other ready have signed The LMCS lS asking the remaining 40% whether they will con-

The insurers said they would eight bids submitted California regulators and the tinue to participate, Mr Frost said
kick in up to 3% of their capital However, the commissioner last guaranty fund group agreed last "We are changing our sharing formula for a number of reasons,"
and surplus if state guaranty funds week said "NOLHGA was unable summer that Executive Life poll- including the British court decision, said CCR President Lawrence
were unable or unwilling to pay to eliminate the many risks and Continued on page 37 Fitzpatrick

Formerly, each producer member and its insurers and reinsurers

Storm toll is $60 million paid a fixed percentage of all claims paid by the center, he ex-
plained Under the changes, producers will only pay for settle-
ments of claims in which they are actually named As a result, rein-
surers would only pay for claims that name producers insured by

Commercial lines their ceding companies, he said
London underwriters have questioned whether they could remain

exposures escape members of the CCR following a High Court ruling earlier this year
fy'

in a dispute between Lloyd's of London underwriters Richard
brunt of damage Outhwaite and Robert Hiscox

In that dispute, the court ruled that a reinsurer could refuse to
from Oct. 31 storm pay all claims settled through the now-defunct Asbestos Claims

Facility if a ceding underwriter had not obtained the consent of the
reinsurer before joining the facility (BI, July 22)

By MICHAEL SCHACHNER In addition, the court ruled that reinsurers have the right to ref-
use claims by ceding underwriters when the cedant had no legal

NEW YORK-The powerful Hal- f
obligation to make the underlying payment, despite the "follow-C"

loween storm that battered por- the-settlement" clause in the reinsurance contract
tions of the East Coast took much

Although Lloyd's syndicate 33, managed by Roberts & Hiscox
less of a toll on commercial and

Ltd , had advised ltS reinsurer, syndicate 317/661, managed by
marine insurers than Hurricane

R H M Outhwaite (Underwriting Agencies Ltd ), of its intention toBob
]oin the Asbestos Claims Facility, Justice Evans in the July decision

.rPersonal lines insurers, however, ruled that the Outhwaite syndicate did not have to reimburse syn-
weren't so fortunate Beachfront

- dicate 33 for payments made on behalf of asbestos producers that
homes, autos and other personal £ Cont;nued on page 35
property were hit hard by the Oct
31 storm, though overall insured 1. - di' 91 -4
losses were much smaller than

those caused by the August hurri- C-f-- :
cane that clobbered New England f Agency bans curb

The Rahway, N J -based Prop- 4
erty Claims Services division of the "

American Insurance Services

Group estimates that the storm, Richard Gallagher of Scituate, Mass., carries his daughter's doll
: on non-admitted

which it designated Catastrophe
house from what remains of his home after the New England storm.No 90, caused approximately $60

million in insured damage
The original estimate for insured than 75% of total insured losses, either uninsured or covered by the foreign insurers

damage caused by Hurricane Bob according to insurers and brokers federally underwritten National
was reduced to $620 million from in the hardest-hit areas the shore- Flood Insurance Program
$780 million by the Property lines of Massachusetts, Maine and Insurers gave several reasons California regulator to seek new rule
Claims Services division following Long Island, N Y why they avoided the large-scale
a second survey of insurers (BI, But losses could have been far marine losses that accompanied By MEG FLETCHER readopt the regulation on an emer-
Sept 2, Aug 26) worse for personal lines insurers if Hurricane Bob Almost all plea- gency basis for another 120 days

Losses to residential property flood damage, which comprised sure craft had already been placed SACRAMENTO, Calif -A state The regulation required surplus
and personal automobiles from the much of the property damage, was in storage for the season, and com- oversight agency has thrown out a lines brokers to place business only
Oct 31 storm account for more insured Flood damage lS usually Contznued on page 38 California Insurance Department with those non-admitted insurers

emergency rule that set financial outside the United States that had
and reporting standards for non- a minimum of $5 4 million in com-
admitted insurers outside the bined capital and surplus, as wellSecond.hand smoke suit filed United States as $54 million in a separate U S

The Insurance Department vows trust fund composed of highly hq-
to seek reinstatement of the rules uid assets, excluding letters of

By CHRISTINE WOOLSEY pensatory damages and $5 billion of punitive dam- through other channels credit

ages Representatives of surplus lines The regulation also required a
MIAMI-Seven flight attendants seeking $5 Defendants named in the suit include Philip Mor- insurers and brokers say they gen- non-admitted non-U S insurer to

billion in punitive damages from tobacco com- ris Inc of New York, RJR Nabisco Inc of New erally support stricter financial file with California regulators in-
panies for failing to warn them of the dangers of York, the parent of R J Reynolds Tobacco Co, standards, designed to weed out formation about its operations, in-
second-hand smoke face an uphill battle, attorneys Loews Corp , the New York-based parent of Loril- insolvent or bogus non-admitted cluding annual reports, audits and
say lard Tobacco Co, American Brands Inc of Green- insurers (BI, Oct 14) examinations conducted by regula-

The plaintiffs, whose suit seeks class-action sta- wich, Conn, which owns American Tobacco Co, And, many predict that Callfor- tors in its home country
tus on behalf of 60,000 flight attendants, will have Brooke Group Ltd of Durham, NC, which owns nia will eventually adopt some Previously, there were no state-
difficulty proving that exposure to second-hand Liggett Group Inc , and Dosal Tobacco Corp of type of regulation to protect buyers established minimum financial
smoke from passengers' cigarettes is the primary Miami from doing business with shaky standards in California for non-
cause of any ailments, some attorneys say This iS the first suit charging tobacco companies non-admitted insurers admitted insurers based outside

And, the suit may not legally constitute a class with responsibility for health problems from sec- The current version of the Insur- the United States The security
action, they add ond-hand smoke, said Richard Daynard, chairman ance Department's controversial committee of the Surplus Lines

The plaintiffs claim they are suffering from lung of the Washington, D C -based Tobacco Products regulation-Section 2174-had Assn of California, a self-regula-
cancer and other diseases as a result of their expo- Liability Project, a non-profit organization that en- been in effect since July 1 on an tory group, would screen these in-
sure to smoke during years of working for airlines courages lawsuits against tobacco companies emergency basis surers to assess their financial se-

before Congress outlawed smoking on flights in the "Cigarettes should be illegal," asserts plaintiffs However, the state Office of Ad- curity
48 contiguous states in 1989 attorney Stanley M Rosenblatt, of Stanley M Ro- ministrative Law, which reviews The OAL denied the Insurance

The suit, filed Oct 31 in Dade Ciunty 1 lth Judi- senblatt P A in Miami, who represents the flight rules drafted by California state Department's request to extend the
cial Circuit Court in Miami, seeks unspecified com- Continued on page 35 agencies, on Oct 28 refused to emergency regulation because the

allow the Insurance Department to Continued on page 38
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Medicare eligibility to the FASB rule, turned what health care plans that cover ac- a slew of other new taxes to fi- have another view," he explained
would have been a $999 milhon tive employees Benefit lobbyists nance a new public program for " Employers are very mixed on

Continued from page 1 profit in the quarter into an $801 also worry about the additional the uninsured the issue Where you stand depends
measure how a lower Medicare eli- milhon loss (BI, Sept 23) cost-in the form of higher payroll His proposal to reduce the Medi- on where you sit If you have an
gibility age would affect employ- Some employers with generous taxes on both employers and em- care eligibility age puts businesses older workforce, the relief would
ers' health care expenditures- retiree health care plans contend ployees-that would be needed to and their benefits lobbying organi- be very favorable If you don't have
come as companies are trying to that reducing the Medicare eligi- support an expanded program zations in a difficult position, a plan, you end up paying a big
reduce their retiree health care ob- bility age would more equitably Lowering the Medicare eligibil- Washington observers point out tax," said Howard Weizmann, ex-
ligations in light of the new FASB spread retiree health care costs ity age to 60 would cost the Medi- Some businesses-those with ecutive director of the Assn of Pri-

rule (see story, page 6) among all taxpayers care program $9 billion during the generous retiree health plans and vate Pension & Welfare Plans in
That rule, officially known as Fi- "We would support expanding first year, with future costs de- big FASB liabilities-would be Washington, D C

nancial Accounting Standard 106, the Medicare program It iS a bur- pending on the rate of health care clearly helped by the Rostenkowski Some fear that lowering the
will, among other things, require den that should be more evenly inflation, estimates the Employee proposal But others-those that Medicare eligibility age would ex-
employers to recognize accrued re- distributed," said Walter B Maher, Benefit Research Institute, a offer no retiree health care bene- acerbate the shifting by hospitals
tiree health care habilities on their director of federal relations for Washington, D C -based benefits fits or have few retirees-would and physicians of costs not covered
income statements Liabilities that Chrysler Corp in Washington, think tank end up paying higher Medicare by Medicare to employer health
have accrued at the time the rule D C Rep Rostenkowski in his legisla- taxes while reaping few direct plans that cover active employees
takes effect can be reported imme- Lowering the eligibility age is "a tion, H R 3205, would finance the benefits Cost shifting occurs, employers
diately or amortized over 20 years better way for the economy to fl- reduction in the Medicare eligibil- "It is not surprising that a re- and Insurers contend, because

For many companies, those lia- nance health care," Mr Maher 1ty age through gradual increases form proposal like this one receives Medicare does not reimburse the
bilities are enormous and threaten said in the Medicare portion of the So- mixed views Employer positions, actual cost of medical services As
to clobber equity and earnings But benefit lobbying organiza- cial Security payroll tax That tax are determined by their own situa- a result, hospitals and physicians

One example is General Electric tions aren't ready to endorse the -which iS paid by both employers tions," noted EBRI Research 1nflate charges for patients covered
Co which earlier this year took a move and employees-would increase to Director Bill Custer under employer-sponsored plans,
$1 8 billion charge against first- They warn that an expanded 1 65% of the first $2 00,000 of "Companies with retiree health business groups argue
quarter earnings to recognize ac- Medicare program could mean wages from the current 145% of plans and big costs would have one Cost shifting would increase if
cumulated retiree health habili- more cost-shifting by medical pro- the first $125,000 of wages view Employers with a young Medicare were expanded and mil-
ties That move, made in response viders to employer-sponsored Rep Rostenkowski also proposes workforce or no retiree plan would lions of beneficiaries were added

EBRI estimates that lowering the
eligibility age to 60 would add
about 5 million people to the 33
million retirees and disabled indi-

viduals now covered by Medicare
"There is a concern about hospi-

tals and physicians shifting costs"
L to employers' plans, said Rick

Smith, director of public policy at
9 the Washington Business Group on

Health

"The costs won't go away There
is no such thing as a free lunch,"
said Mark Ugoretz, president of

. the ERISA Industry Committee, a--1, 1.j Washington, D C -based benefits
F lobbying group representing large
1 +

,1 employers

Others worry that if the Medi-
..el care program were expanded, em-

ployers could be hit twice once
1 L 4.**h through higher payroll taxes and a11 174*, # 5 9

second time if Congress decided to
- . '4 01*. V

require employers, whose retiree
health care liabilities were cut by

/ f

-424 the lowering of the eligibility age,
:9

. to give additional benefits or cash

I. ..a .

to retirees

There is a precedent for such a
..t

step The Medicare Catastrophic
* 6 I I k> i.1% 4 Coverage Act passed by Congress

./

. t in 1988, which expanded Medicare
-# : I / - 4 f benefits, Included a maintenance

..

of effort provision

- This provision required employ-
ers to give retirees additional

, r <4 a '
--

I .

I.f • 4 6 5 health care benefits or their equiv-

.
alent in cash for savings employers

'' -
„ racked up in 1988 and 1989 after

4 they eliminated retiree health care
4

, P.
benefits that were duplicated by an

p 5 1%6 5% expanded Medicare program
4.1 .4 : The maintenance of effort provi-

sion ultimately lasted one year be-
1 ... cause Congress in 1989 repealed

the entire Medicare Catastrophic
Act after intense lobbying by mid-
dle- and upper-income retirees
who didn't want to pay the higherTheres no limit to tlle promises dental insurers taxes needed to finance expanded
Medicare benefits

The Rostenkowski bill currentlycan make. Only to those ttley can keep. does not include a similar mainte-

nance of effort provision But
that's little comfort, benefit lob-

byists say, noting that the 1988
provision was tacked on to the
Medicare Catastrophic Act follow-
ing lobbying by labor groups

= Delta Der.tal we eep our promises. Unlike many o At last week's congressional
i our competitors, we focus on hearing, labor organizations

true cost management, rather than simply sliifting the cost to your employees, Though strongly endorsed lowering the
Medicare eligibility age A lower

we never promised the moon, last year alone we aeliverea savings of over $300 million eligibility age would give greater
health care protection to all re-

to our groups and subscnbers Il How? Through safeguards whch Include fee renews, tirees and spread out costs more
equitably among employers, theydental off:ce audits, dentist-consultant reviews, and post-treatment renews, tlie Delta testified

The lower eligibility age "wouldCost Management Program offers controls in a way otlier insurers can't begin
represent a significant step toward

to match But Delta's cost management is only one facet of a un,quetlree-point assuring access to adequate health
care services for all retirees In ad-

system that alSO inc ludesplandengn flex,6,1,tyand 106,000 dental offces m the nahon's dition, these provisions would help

largest participating networ12 0 It's a program only Delta Dental offers That's why to reduce the competitive inequi-
ties being experienced by older

we now cover more than 22 million people in 28,000 groups and pay morethan companies with large retiree
health care costs," said David

$2 billion a yearfordentalcare.To learn more about how your group can bene6t from Hirschland, assistant director of
the United Auto Workers union's

Delta Dental, calll-800-441-3434 today 6.Delta Dental Social Security Department in tes-

Amencars Leader in Dental Health Plans timony submitted to the subcom-
mittee
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CALL US FOR INSTRUCTIONS.

It's a tool not many have when it comes to cutting

healthcare costs. It's called experience. And when used

correctly, it can bring very sharp results. With over 20

years in the industry, and over 1.5 million case reviews,

Intracorp has acquired a vast pool of knowledge in man-

aging healthcare costs and has used it to build a unique

database of healthcare information. Now, we've

applied that information so that employers can use

it to compare their claims experience to other

similar companies: This analysis will help pave

the way for improvements and adjustments to

problem areas and can help to reduce overall

costs. We've also used our database to

develop an exclusive, state-of-the-art expert

system that helps isolate those serious, high-

1 dollar diagnoses that require more attention through

,  ·- immediate case management. The result: Better care for

patients and lower costs for those paying the bills. For further
Y?
Ir' ' instructions write Intracorp, Dept. 13, 1205 Westlakes

Drive, Suite 300, Berwyn, PA 19312. INTRACORP
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Westinghouse alters retiree health benefits
Westinghouse Electric Corp. is cap-
ping health care benefits for future
retirees and dependents not eligible
for Medicare who do not agree to
help fund these costs.

However, Westinghouse will con-
tinue to offer full retiree health care

benefits for future retirees who con-

tribute to a special fund.
The strategy will help reduce the

Pittsburgh-based manufacturer's ob-
ligations under the Financial Ac-
counting Standards Board's State-
ment 106, according to Edwin Gotf,

Westinghouse's director of total com-
pensation management.

Under FAS 106, which takes ef-
feet in 1993 for larger employers like
Westinghouse, companies will have
to accrue as an expense against earn-

ings their retiree health care liabili-
ties from the date the employee is
hired until the employee is eligible
for benefits. Differences between ae-

Benefit beat

crued and actual expenses also will
have to be recognized on balance
sheets.

Under the plan, whizh will begin
Jan. 1, Westinghouse will cap the
maximum annual amount of health

care benefits for individual future re-

tirees not eligible for Medicare at
$5,300. The maximum benefit for a
pre-Medicare retiree with one depen-
dent will be $7,600 per year, while
the benefit for a retiree with two or

more dependents will be capped at
$9,600 per year

Medical benefits for current re-

tirees and those who retire before

the end of the year are not affected
by the caps. And the caps will not
affect future retirees eligible for
Medicare.

About 70,000 active Westinghouse
employees will be able to limit their
liability for costs exceeding these
maximums by contributing to a per-
sonalized Resirement Health Care Se-

curity Fund until they retire.
The fund-which is set up as a

501(c)(91 trust, or voluntary employee
beneficiary association-an be used

by retirees not yet eligible for Medi-
care to pay any uncovered medical
expenses, like deductibles. And for
those employees who reach age 65,
unused contributions to the fund can

be used to pay for Medicare Part B
premiums.

However, Westinghouse has agreed
to accept the amount accumulated in
an individual's fund as full payment
for all expenses exceeding the new
caps, even if that expense exceeds the
amount held in she fund.

If a retiree's expenses exceed the
cap but do not exceed the amount

in the fund, the retiree can use the
leftover funds for other medical ex-

penses. If the retiree dies before the
fund is depleted, the money is paid as
a lump sum to his or her survivors.
Employees who contribute to the

fund and then leave the company re-
ceive their contributions to the fund

as a lump-sum severance payment.
Employees that decide to contrib-

ute to the fund during a special No-
vember enrollment period will have
to pay $15 per month until retire-
ment. Contributions will be much

higher for those who join later.
For example, a 50-year-old em-

ployee who joins the prefunding pro-
gram after the special offer has ex-
pired could pay as much as $100

per month, depending on actuarial
assessments, Mr. Goff said.

While the caps will allow Wes-
tinghouse to control future liabilities
under FASB, they also offer employ-

Creativily is a Risk.
In today's arena, an advertising agency's
creative product can easily spark a lawsuit.
Ad agencies are hot prospects for the court-
room, and changes in precedent have left
them vulnerable to a whole new set of legal
liabilities. Unfortunately, most insurance
companies haven'tkept pace, and ad
agencies are finding themselves under tire
without adequate protection.

Only Media/Professional Insurance, Inc.
has the broad protection ad agencies
require. Backed by A+-mted SAFECO, our
advertising agency liability coverage pro-
vides the broadest form available to protect
an agency from legal hot water. Induding
affirmative coverage for punitive damages.

Dont let your clients getbumed. Compare
our policy, and then sign them up with
advenising agency liability coverage from
Media/Professional. Call us for an

application.

Ask about our special new program
endorsed by the American Association
of Advertising Agencies, with discounts
avuilable for A.A.A.A. members.

[<1
Media/Professional Insurance, Inc.
Tz Fbrshing Square, Suile 800 · 2300 Moin Stmet
Konsm Gly, MBsod 64108 · 816471-6118

America's E&0 Authority

ees an incentive to keep medical costs
down so they can retain the money in
their accounts, said Mr. Goff.

"FASB forced us to recognize the

reality that we have committed to
providing future benefits at a sig-
nificant cost. For that, FASB is

good," said Mr. Goff.
"But what we really hope to ac-

complish through this is controlling
costs. The caps, which will only come

into play after the year 2000 if infla-
tion is kept below 10%, are designed
as an incentive for everyone to man-

age costs. It's a way to control ex-
penses without sticking it entirely to
the employees," he explained.

Westinghouse's pre-65 retiree med-
ical costs increased 21.6% to $62 mil-

lion in 1990 from $51 million in 1989.

Currently, Westinghouse spends an
average of $2,250 per year on health
care costs for a single retiree who is
not yet eligible for Medicare.

One of the first companies to im-
plement a retiree medical pre-fund-
ing plan was American Airlines Inc.
(BI, Dec. 4,1989)

Other companies also are attempt-
ing to cap their FASB liabilities. For

example, Media General Inc. and
General Electric Co. have announced

they will begin capping the amount
they contribute to retiree medical
plans (BI, Sept. 23).

Separately, Westinghouse said it
will reduce its basic post-retirement
life insurance benefit for all new em-

ployees to a flat benefit of $7,500
from 66% of salary.

All current retirees and active em-

ployees are unaffected by the life in-
surance change.

-By Michael Schachner

Flexible benefits
Fewer than one-third of small

businesses offer flexible benefit

programs, a new survey shows.
However, the 31% of the com-

panies responding to the survey
that offered flex plans are more
likely than other companies to
offer dental coverage, health main-
tenance organizations, preferred
provider organizations and well-
ness programs than small busin-
esses without flex plans.

The survey by Gfant Thornton,
the New York-based accounting
and consulting firm, is based on ,
the responses of 1,825 companies
with fewer than 500 employees.

Nearly 85% of the small com-
panies surveyed offered major
medical coverage to their employ-
ees and 82% offered hospitaliza-
tion coverage, whether or not they
offered a flex plan.

Dental coverage was offered by
74% of the companies with flexible
benefit plans, but by only 57% of
the companies without flex plans.

HMOs were offered by just more
than half-52%-of the companies
with flexible benefits, but only
27% of companies without flex
plans. Likewise, while PPOs were
offered by 41% of the companies
with flex plans, only one-fourth of
the companies without flex plans
offered PPOs.

One-fifth of the companies with
flex plans offered wellness pro-
grams, compared with only 8% of
those without flex plans.

Vision and hearing programs
were offered by one-fourth of com-
panies with flex plans but by only
18% of those without them.

While companies with flex plans
offer more benefit options, small
businesses with flex plans spend a
slightly smaller percentage of total
payroll costs on employee health
care programs than employers
without flex plans. Health care
costs for employers with flex plans
comprised 7.5% of payroll, com-
pared with 7.9% for those without.

For a free copy of the survey,
write to Liz DeIuliis, Grant Thorn-
ton Public Relations, 605 Third
Ave., New York, N.Y. 10158.

-By Sara J. Harty
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Opinions

Pennsylvania wake-up call
AST WEEK, THE BUSH administration took abig step by calling health insurer executives and
health care provider representatives to Washington,
D.C., for a health care "summit."

During the meeting, the participants agreed that
health insurers and providers should attempt to reduce
health care costs through the development of an elec-
tronic claims filing system (see story, page 1). Health
and Human Services Secretary Dr. Louis Sullivan said
a "paperless" health care claims systems could cut
administrative costs by at least $20 billion a year.

Yes, it was a big step. But was it big enough,
especially in the eyes of the 34 million Americans
without health insurance?

The answer, unfortunately. is no.
An electronic health care claims system would be a

great step forward for the employers that pay a huge
chunk of the nation's medical bills. But it's time for all,
especially the Bush administration, to concede that
such relatively small fixes will not bring skyrocketing
health care costs under control or extend coverage to
the nation's uninsured.

Four and a half years ago, Sen. Edward M. Kennedy,
D-Mass., introduced what was then considered a radi-
cal proposal that would require employers to offer
health care benefits to their workers.

Since then, other members of Congress-mostly
Democrats but also some Republicans-have intro-
duced other proposals that would improve access to the
health care system. The proposals include employer
mandates or "play or pay" proposals, like legislation
now backed by the Democratic Senate leadership; pro-
posals that would give small businesses incentives to
purchase affordable, basic health care coverage; and, of
course, proposals that would establish a single-payer
health care system modeled after the Canadian pro-
gram.

In fact, more than two dozen proposals to expand
health care access to some or all of those 34 million

Americans are pending in Congress. Hardly a week
goes by without some congressional committee or sub-
committee holding a hearing on one of those proposals.

However, the outlook for major changes in the health
care system, despite all of this interest, still is bleak

As House Ways and Means Committee Chairman
Daniel Rostenkowski, D-Ill; who has introduced two
health care reform proposals this year, said during a
recent speech in Chicago: Congress will take no action
on health care reform "until the man at 1600 Pennsyl-
vania Ave." comes up with a proposal.

We couldn't have said it better. With a wide spec-
trum of health care access proposals on the table, there
can be no consensus until the White House acts.

And while the health care summit last week was

At issue
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a sign that the Bush administration may be begin-
ning to stir from its nearly three-year slumber when it
comes to health care reform, targeting administrative
savings or reforming the medical malpractice system-
while good ideas-will not get the job done.

While the need for reform has not spurred the ad-
ministration to action, political realities might.

The victory of Democrat Harris Wofford over heav-
ily favored Richard Thornburgh, the former Bush ad-
ministration attorney general, in last week's Pennsyl-
vania Senate race likely will send the message that so
far has fallen on deaf ears at the White House: Ameri-

cans want to see changes in their health care system.
Sen. Wofford, who was appointed to the Senate

earlier this year following the death of Sen. John
Heinz, is an unabashed supporter of a Canadian-style
single-payer health care system. Mr. Thornburgh did
not have a health care agenda, though he did call Sen.
Wofford's ideas "communistic."

Republican political strategists last week conceded
that the party and the administration may be overlook-
ing the importance of health care reform. We agree.

No major action likely will be taken on health care
reform in Congress in the next year. Election years
are not the time for such major decisions. However,
election years are the time for politicians-including
presidents-to take a stand on difficult issues.

Thirty-four million Americans have not been able to
attract President Bush's attention to the problems in
the health care system over the past three years. Maybe
the nearly 2 million Pennsylvanians who voted for Sen.
Wofford last week will be more successful.

Do you have a modified duty program for workers injured on the job?

,Apiiiwi=iWilliam T.
Knickerbocker

/  Director of Risk
.Zie -5  Management
/,5.1 *"V and Employee

  BenefitsSchool Dis-

trict of Kansas

....6*** 1.... City,
-: Kansas City, Mo.

No, but not because I don't want one. The
programs are almost necessary in today's
market to keep workers comp costs down.
One obstacle I have faced is unions that

want workers to get full salary for doing what
may be half their usual work. The programs
can also create a morale problem among
other employees who think, 'John is just
sweeping floors while we do his work.'

1 Richard
Gasowski

City of Ca-
" Risk Manager

spar,

Caspar, Wyo.

We do not have a light-duty program, but we
do utilize a work-hardening program. These
programs combine physical and occupational
therapy over a period of four to six weeks to
help the injured workers tone up, build
strength and improve their diets. The thera-
pists also perform functional capacity eva-
luations that add an objective measure to in-
jured workers' complaints.

f

1-4

Patrick T.

Cabulagan
Risk Manager
Jackson

County,
Medford, Ore.

Because of relatively few time-loss claims,
we have not had much opportunity to use our
early return-tc-work program, but I am con-
vinced that an effective return-to-work pro-
gram is a means to reduce workers comp
costs. By getting injured workers back to
work, money is saved that would have been
spent on time-loss payments, training costs
and extra-help costs.

rkmn,b-, . C., Unr#v
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At ITT Hartford, we think a claim report should be more than words on a page
or letters on a screen. To turn data into useful information, were equipped to analyze
and interpret medical claim activity for all our clients.

Were aware that review programs can contain costs only so far. That's why our
people are also trained to spot unusually high incidences of a particular claim, provider
billing mistakes, even geographic areas where claims display a peculiar pattern.

After an analysis, our recommendations may range from employee education, to
additional managed care programs, to a change in plan design.

No matter what the challenge we can customize a plan to solve any
employert problems. Because each claim report is a tool for cost containment. . /*Nid

For a better read on everything we have to offer, talk to us. ITT HARTFORD
© 1991 [-IT Hartford Insurance Group, Hartford, CT 06115
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Curbing rising workers comp COSIS
By CHRISTINE WOO.SE¥ Use case management techniques: Expert qu,rements to an injured em-

Pioyee's treatgng physician n)nd
TOROTTO-Apr}fytng Cafe man- modify job , egtiretrionts to fit a

agement tech- per-,mors als<) ·Fork c.'-2-iv with "fe ha'Ve eases oi people belar thaf they don't " she seld, 8dding worker's phy°'cal cepabilityes and
mques to vork- plant sb perviscrs 7 - any off *gork for w--ks at a t,me P-, tnat supervisor training s: a b,g Tifflitations
ers compen- changes that may ,, be made chiatrlc re c„ who r-'10, pec- p:*rt of the company's disabuity * Knowing the employee's cur-
sation claims tn the pjact. ojr Aff -- J ,--:kent in tliffly revvew tkies, cas.0, tell us management program rent physical capsb:btics and limi-

A/ can prc -; &30#64 - 1 of f ho Amr 99 wiL. Disa- f.hat, u-' ' inately, their col- The 3NI program emphasizes five tatiana and he.- lor,g any limita-
bundle c, es Act, a - ·'ensive an- Ieagues le. + ron,side, leturmng to basic steps tions are J to Ies L The

ings for employers faced -- b - ' r jaw that becomes fork a treatment goal," sne said • Maintan.Ing legular Contact program a .. t, pronde prod-
Tying workers pcost i:,ireascs. effertrie fo, many employers next But,eilkfuiDgic, wortr is the goal and comn, unication wifh disabled uetive work fo rrpet disabled em-

.S ys a disi L manager for a July of ZM s disability management employees, including r -tening to ployees' physica) capabilities, in-
1 rge employ v "r.9 have b e,r"r- --f,+ r' dif- r----Lss them and dems,st« 28 concern cluding lisht-dut> lob

In Eddit?00, rs>-' = 1 81)dits of ferc- :P»+Q dis- f y iaws, as wal 6 benefits department-with for them Dainy cc .1 15 recom- asopments
workers comp - administra- as t*e Ai,A' 1-3 56}em pointed ?6. help of the employee's phys- mended * Communicating and Cornerat-
tors can reap - - -t saving:, out k -r ° -ir, she wid, rate 0-,sions about wher) • Exiowing and Lfiderstandifg lag vath the disabfed ef..p -e's
she add: ser ... st) 9€ sholld not t=. oye< '1 return to work che nat ure of the em:lovee': disa- bealth c,Gre provider Thms involves

"Our scal is to return employees AIM - 1.-"e Zonc good pract, 9 -- --- -, r - at whether the injury 18 bling cond:tioe and how forg ·t is explaining to the employee's ph,s-
to woric as soon as it J: medically 1 placc, and we 52104]d use them cd by workers comp or the hkely to last ician 311's oblectiBe of returnirg
appropriate 'uhether titey have a consiste-+ - ' sm slant to plant group medics] plan, Ms Solem ex- • Khowing the physical require- the disabled er oloyee to work
work=related or non-work-related Ms Su,».ri :240 :P€ 11,5 Stso seen plvnr» « ments of the employee's Job and es'rly and sa 4 « Ft also entails
illness or Injury," said Elizabeth & recent #c. ease m stress-related '- fcors Co not heve tlits docu- Z those dev}ands This communicat..._ v--lehts to tbe em-
M Solem, msnager 01 -- r lity workerS comp claire aut'e. i .7 and they have to learn helps 314 communica:e lob re- Cont*xed 08 7&€Zt pege
programs and 1 16 -,„0« . co)'3% -

Ii---1-i

pensatorj at r 82--,3 , CBs - iManufacturing 4 - in St p =1,
Minn.

3M has taken 9 0inmer ofst€ps I
to better majaage j is warl:£19 col i
pensation claims, Ms Solem ex-
plained during a session at the 1

1.Oth annual Internabona.I Soaely r

of Certified Employee Benefit Spe-
cialists symposium held last month
in Toronto "Our mission in the j

disability grow n m to ensure €m- n.«0* '
ployees receive proper benefitc
under whichever program they are
inlured," she said

In the early 19805, <M decided
that the Employee benefits depart-

.'ment-rather than the risk fri art-

agement department-should over-
see workers comp cases because 3

benefts were not b€Ing processed , -1. r4,

efficiently enough, Ms Solem sa:d
a

"Workers compensation cost the r

company about $25 mill, on in 4,/

lf'
1990," she pointed oct In *rld]- · .1. ff
tion, the company :peflds a bout ' -.J: ,-s:
$27 million for short-tes m suid 53 5

9 1110•- for lona-term r''sa: 41 Alisia a
F nf.-- annually, she s. „, nou. ,-r ' fur
that the short- and long-term dis-
a:,>1)tty costs do not include offsets

W

Ar Social Security or workers . CLONLYcompensabon
Because of the huge coste in- A

9
volved, "v,r -p-:r*=d to case manage
workers , -mp and disability
claims/' P' s Solem said Claims

processing and case manS SS»ment I OUT OF CABA<CITY) t.

steps should be Uic same .. 4

 unes end ilknesses, v. heth,cs of- nal
they are work-related, she ex-

4

plained "

In fact, the similar, 4 bet prccn r

14-

workers compensation and grOAD
j nedical clai,ns lends credence to

managing both types of elanns
within the employee benefits de-

6,
partment, :he said

Both involve employee illness
and imury and both require medi-
cal documentation of diagnosis,
treatment and prognons, she P- 2%' .
pointed out And, the deabon cf

** e-an absence from the lob should be
the same for a workers compensa- .

tion claimant with a particular
malady r ir is for a group health
care claimw fit with the samr condi-
ton

3.M's bey.e b.ts depar'Trirrit in-
cludes in-house case managers
Mth workers comp and retabihta-

"se «v**SSLS*Yot How has your reinsurer imphic ter .les m which 3M em-
ployees -located ar,d holn rn-
litred as i empl receive the

most a-nror-nk a cost-effec- hard,r-·: 1 your rensurer may not In -- ito 0Lf STab{R„ , « ,dr an grinovative
live he ' . ire m thell alea have jeft a favomb0 moresmon. {n fact between

In aaditio-, thr CSr- -n:y uses Systorn we call the WHOLE ACCOUNT CONCEPT
arrhoLJ© 5" _neys .. workers cu - - -_ . cancellationg and unpata claims, they It conibines SF- - - i s trorn across -1 . r I _1
Comp d. 1 to help negotiate '

tt}, h,0 ween the company , imay riot have ioli you mucn ot aiiythfing corporate and, :,- 77 , :5 ',· Hnes flo focus on
and in ' en T,loy' 1 3 and lo over= 1 Last time. Amencan Re didn't close of i .- - or alll thoissues ait,- - 9, 41 >Our business As proof
gec 1 7 0 Uts. woik, sli,_

s- 1 The i >-w , - Ine-'-, also cut servaces we added thorn We aidn't reduce or of our c..°11 ?«-c ' to a close partnership,
ab.e*' ''' hazardous

restdct i 1 -<e We didn t gi,ve our branches wove p. 1 , i.1, restructured our company to let
I ,, -1..i•' ASS "'9. 1 " *' ,=e of the 

-,· v's workrs arc exposed to 1 3f,.1 irlar, quotas And we didn'tforce clients into you access the best minds an the '. 1 2- . 'ss With
a, Work

sunse't clauses or clams made 'i, ' 1 3*Attornels and fehabilitatiori su- 1 1.-3 coordinated F - oui £,zr - ,:5'Lo u 2.t



Cont:nued Kom premous page grams, she added dure is medically appropriate, them closely enough On the other fh
ployee 3M also wants to create a state- should verify whether an inpatient hand, if they are too slow, you may

"This is not brain surgery," Ms of-the-art workers comp/disability stay is necessary, should be sure hear complamts from doctors and vptimize
Solem said "But because of the claims administration system that office visits are included in surgi- employees "
ADA, these steps are really impor- incorporates cost management cal procedure fees, should momtor And, she said, employers should
tant" strategies used by group health the complexity and number of out- request detailed reports from their existing

3M hopes to create a data base claims administrators, Ms Solem patient visits, and should make TPAs about utilization and costs
that will hnk group health and said sure providers are not unbundling "Don't let them give you data in
workers comp claims-as well as Currently, the company uses a services to make more money, Ms three buckets medical, indemnity controls
safety department data-for de- number of different TPAs to ad- Solem advised and other," for example, Ms Solem
tailed analysis "We want an inte- minister workers comp claims and If you are visiting a TPA and said
grated data base with work-related is demanding that specific services have not seen how a denied claim "We found that the 'other' cate- on costsand non-work-related illnesses or be provided by them is handled, ask to see one," she re- gory contained legal fees, rehabili-
injuries so our medical department Among other things, 3M wants commended TPAs that do not tation and other charges that we
can do epidemiological studies" on "to make sure the claims adminis- handle claims denials fairly are would have liked to see broken
the causes behind such illnesses, trator does not pay a nickel more setting up employers for a problem out," she said Consultant
she explained for workers comp claims in states with adversarial claims, she noted "We aren't looking for the TPA

In addition, "management wants with fee schedules," Ms Solem ex- "The terse messages that some with the lowest price," Ms Solem By CHRISTINE WOOLSEY
to know haw much we are paying plained "Not all TPAs make sure TPAs send to employees make it stressed On the contrary, 3M lS
for car accidents or employee acci- this happens " sound like the employer and the willing to fairly compensate TPAs TORONTO-It's often easier for
dents related to alcohol," which In addition, workers comp TPA have no intention of giving an that provide the services the com- a person to buy
also could be culled from such a claims administrators should pro- employee any benefits Commum- pany is looking for new clothes than
data base, she said vlde utlhzatlon review services-or catlon Is a big Issue " "The best vendor lS the one that

CEBS,1\ lose weight
A computer system that links let the employer choose its own UR Employers also should examine listens" to the company's require- Employers

group health and workers comp vendor Back in]ury cases, in par- the speed with which their TPAs ments, she said face a similar

data to the safety department ticular, can benefit from UR, she handle claims, Ms Solem said "If Richard W Flynn, practice temptation
could help the company setup pre- said Utilization reviewers should they are shooting them out really leader at The Wyatt Co in Phila- when lt comes to adding new
ventive health and safety pro- be sure any recommended proce- fast, they may not be looking at delphia, moderated the session m health care cost control programs,

says an employee benefit consul-
tant

f
.

. "Adding new cost containment
programs is easier than trying to

%*

. . make existing programs more ef-
fective," said Helen Darling, prm-
cipal and senior consultant in the
health care practice of William M

6 : I Mercer Inc in Stamford, Conn

But, she said, since so many em-
1 ployers are already paying for cost

1 containment programs, it makes
sense to make sure that existing

t

'94. r , '* l 4. N programs are running as efficiently
as possible before adding a new

4,4-0 4'
one

5 Ms Darling spoke during a ses-f.v.

r sion of the International Society of
.,

Y f ·tr·:4 •
1 ... E J , Certified Employee Benefit Spe-
1 v U*

--
cialists symposium last month in

1
Toronto

4 I
"There is a tendency to want to

f try a new program because it is
. being touted in the mass media,"

she warned For example, chief ex-
.

I. SUNSET CLAUSES »fj ecutives were eager to try on-site
fitness centers after CEO heart at-

tack trends were identified

1(0440
.

But such new programs may not
be suitable to a particular work-

*kir..7.-0,9 force, said Ms Darling "You have
to look at your own experience and
utilization data to see how such a

program would benefit your com-

9 lf-,4 pany Look at such a program's ef-
fects over the long haul Will it be
cost-effective over the long term
or iS it just a passing fad7-

Employers have taken many
steps to control costs, including
plan design changes that give em-
ployees financial incentives to pur-
chase health care wisely, managed
care networks and utilization re-

view Despite these efforts, corpo-
rate health care costs have contin-

ued to head skyward
Employers should not give up on

these programs, however, Ms Dar-
ling said Rather, they should try to
get more value out of what they
spend on health benefits and make
sure they are getting the best bang
for their buck from cost contain-

ment vendors

"Pursue all possible administra-
tive economies," Ms Darling ad-
vised

As an example, she said employ-
ers should conduct claims audits

and medical management audits of
their utilization review programs
"I have a client who pays $2 mil-
lion per year on utilization review
We did an audit and found that the

program was below average," she
explained "It would have been ea-

gives you products and services that are dnven sier to get another program, but
since they are already paying, we

by your needs, not ours. So you can not only wanted to try to make that UR
program more effective "

survive the next hard market, but maximize its Among other things, employers

opportun ties. should make sure their UR pro-
gram requires mandatory precerti-

Since 1917, we have been dedicated to giving fication of outpatient procedures,

our clients the services they need even as their AMERICAN she said

Ms Darling advised employers

needs change Because history has a way of RE-INSURANCE COMPANY to concentrate their UR efforts on

surgical operations and expensive
repeating fself. Thankfully, so does American Re. 555 College Road East Princetor. NJ 08543-5241, (609) 243 4200

diagnostic procedures like compu-
Atlanta, Bermuda, Bogota, Boston, Brussels. Cairo, Chicago. Columbus, Dallas. Hartford Kansas C,ty, terized axial tomography tests-

London, Los Angeles, Melbourne, Mexico City, Minneapolis, Montreal, New York, Philadelphia, San Francisco, Santiago, Singapore, Sydney, 1bkyo, Toronto
Contanued on next page
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EQuIPMENT |NSURANCE MANAGERS, INC. iS nOW
offering contractor liability programs for
those large, hard to place c ients.
Our new, cost saving liability programs
include contractors in the areas of. . .

· Steel Erection

· Crane Rental

· Plant Contractors

· Millwrights

Member or:

ASSOCIATED EQULPMENT DISTRIBUTORS (AED)
AMERICAN RENTAL ASSOCIATION (ARA)

SCAFFOLD INDUSTRY ASSOCIATION (SLA)

SPECIAL CARRIERS & RIGGERS ASSOCIATION (SC&RA)

DI

rr

Jl
e

For more info rmation, contact:
Elaine Garr er

4314 Cole Ave. · Suite 700

Dallas, TX 75205

214/522-5204 · -AX: 214/520-1664

..

EQLIPMENT INSURANCE MANAGERS, |NC.
continues to offer liability programs for. .

· Construction Equipment

Manufacturers

· Equipment Rentals

· Scaffolding

Equipment
Insurnce

Managers,
Inc.

Iational

' om Chu .

nsurance

1

-=1-
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Cost containment
Continued from previous page
CAT scans-and magnetic reso-
nance imaging tests-MRIs.

"You may end up paying thou-
sands to investigate whether a se-
ries of headaches is a problem,"
s,he said. "Outpatient precertifica-

are dropping mandatory second
surgical opinions because they
haven't saved much money.

However, not all programs that
don't produce big savings should
be dropped.

"You may find a program isn't
cost-effective, but you may want to
keep it anyway," said Ms. Dar-

The bottom line is that health care should be

managed like any other major purchase, says
Helen Darling of William M. Mercer Inc.

'You've got to counteract the blank check
mentality in every possible way,' she says.

:ion can make sure these tests are

necessary."

Employers also should closely
monitor the resz.lts of their utiliza-

Eion review programs, she said. "If
something doesn't work, take it
out." Some employers, she noted,

ling. For example, banks-which
typically employ many women of
child-bearing age-may want to
put in a high-risk pregnancy pro-
gram even though there are no per-
ceived problems. Such a program
may cost the employer money, but
it is great for employee relations,
she said.

Case management programs also
should be examined to be sure they
are achieving maximum savings,
Ms. Darling said. "Case manage-
ment does save money-from as
little as $2 per $1 invested to as
high as $14 per $1 invested. And, it
also offers a real benefit" by mak-
ing sure individuals receive the
most cost-effective and appropri-
ate care.

Employers should make sure the
criteria a case must meet in order

to be managed are not so narrow
that cases that should be managed
are rejected, Ms. Darling ex-
plained. Conversely, case manage-
ment criteria must not be so loose

that every case is managed, she
said.

In addition, she said, employers
should not be concerned with just
controlling medical costs for indi-
viduals with catastrophic condi-
tions.

As an example she cited the case
of a teen-ager with a brain injury
who incurred treatment costs of

$600,000. That figure included
medical treatments, rehabilitation

and education. "His parents didn't
check into this, but in that state

the school system had an obliga-
tion to pay for the educational
component of his care/' Ms. Dar-
ling explained.

Companies with managed mental
health programs and employee as-
sistance programs should try to tie
those programs together to in-
crease efficiency, Ms. Darling said.
And, she noted, "the old EAP is not
the new EAP. Your program may
not be as effective a cost manager
as you'd like, even though it's
doing wonderful things."

To maximize EAP efficiency,
make sure counselors deal with

problems that are becoming seri-
ous in individual employees' com-
munities. Problems with stress, for
example, became prevalent in one
community facing large layoffs.
But employees were seeking help
from costly psychiatrists because
their EAP did not address em-

ployee stress due to layoffs or job
insecurity.

The bottom line is that health

care should be managed like any
other major purchase, Ms. Darling
said. "You've got to counteract the
blank check mentality in every
possible way."

And, employers should be choosv
when selecting cost containment
vendors, like UR firms. "Quality
and efficiency will be high vari-
ables, so select and monitor these
firms carefully," she said.

"Think of case management and
cost containment as something
akin to trench warfare in World

War I-you have to do an awful lot
to gain an inch," Ms. Darling con-
cluded.

Moderating the session was H.
Kurt Howeler, group manager at
the Bellevue, Wash., office of New
York Life Insurance Co. I

1



What may be even worse than the skyrocketingcost of
health benefits is all the lingerpointingthatgoeswithit.

It sometimes seems as though many people
believe that fixing blame will somehow fix the prob-
lem. Meanwhile health care costs continue their
upward spiral.

Yet ith cleal; the only way we'll evertruly manage
the cost ofhealth care, and make care available to
the greatest number of people, is for each of us to
shoulder ourfairshare ofresponsibility. That, we
believe, is the essence of managed care.

Forourpart, Aetna Health Plans has imple-
mented a comprehensive managed care strategy
founded on four key strengths.

Evely(me knows exactly Who's
re sponsible forthe health care crisis.

First, supe,iormedical management digs deeply
into issues ofutilization, pricing and quality man-
agement, looking beyond the typical cost containment
and utilization review.

Second, insightful information management
arms providers, customers and our own adminis-
trators with greater knowledge for making effective
health care decisions.

Thild, ourformal quality managementprogram,
Operation Excellence, establishes baseline specifi-
cations against which we measure paformance. The
program enlists every Aetna Health Plans employee
in identifying ways to improve customer service.

Finally,Aetnahfuliline ofmanaged care products,

Aelna Health Plans

I ...

from managed indemnity to health maintenance
organizations, affords employers unsurpassed flexi-
bility in benefit design.

These initiatives effectively bring providers,
employees and employers into the process of man-
aged care. With tangible results. Last year we saved
ourcustomers a record $1.95 billion.

Of course we're not promising an end to all
your health benefits problems. At least not yet. But
learn more about our approach to group health care
and we think you'll agree: With Aetna Health Plans
you're definitely pointed in the right direc- /Etna
tion. Call(800) 776-7602, ext: 22. Fax
(214) 401-8562. A policy to do more.
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Containing mental health benefit costs
By CHRISTINE WOOLSEY

TORONTO-Employers should
review the de-

-<REXTION
/4 sign of their

3EEEP
mental health

and substance4aimzy-:3 abuse benefits to
ensure the plans

do not encourage employees and
dependents to seek the most costly
care, says a benefit consultant.

Employers also should examine
the outcomes of mental health and

substance abuse treatments to

make sure that providers are treat-
ing patients safely and effectively,
she adds.

These precautions are necessary
because mental health and sub-

stance abuse benefits have become

a more costly component of em-
ployers' overall group health care
costs, said Suzanne Gelber, a con-
sultant with TPF&C, the benefit

consulting division of Towers, Per-
rin, Forster & Crosby Inc. of New
York.

"The health care trend of 20% to

25% premium increases we are see-
ing each year contains an increase
in the use of mental health and

substance abuse benefits by em-
ployees and dependents," Ms.
Gelber said during a session at the
10th annual International Society
of Certified Employee Benefit Spe-
cialists symposium held last month
in Toronto.

Several years ago, "cost in-
creases were about 3% to 5% for

mental health and substance abuse

benefits. Now we are seeing in-
creases of 10% to 20%, and those

benefits are consuming from 10%
to 20% of all the health care dollars

spent by employers,'' she ex-
plained,

Ms. Gelber said traditional bene-

fit designs tend to reimburse men-
tal health services like any other
group health benefit-often contri-
buting more for inpatient than
outpatient care.

''Providers and patients very
quickly figured out they could get
more benefits" for inpatient ser-
vices, and that has helped fuel the
current cost crisis in mental health

and substance abuse care, she said.
In some cases, "up to 50% of all

inpatient treatment costs" are as-
sociated with mental health and

substance abuse treatment, said
Ms. Gelber, noting that the average
cost of an inpatient stay could
reach $8,000 to $12,000.

However, she pointed out, a very
small group is responsible for

racking up those costs. "Only
about 5% to 6% of employees ever
access this benefit over their life-

times, so the problem of increased
costs obviously has to do with"
factors like the lengths of stays in
treatment centers, she said.

According to Ms. Gelber, adoles-
cent care should be of particular
concern to employers trying to cor-
ral rising mental health and sub-
stance abuse costs.

Admissions for dependents are
increasing mental health costs as a
whole, and utilization trends show
that adolescent care is far and

away the leading element pushing
up employers' costs, she said.

"It's typical for admission rates
for adolescents to be at least twice

the rate for adults," she said. "The

cost of each stay in a mental health
or substance abuse facility is high

-usually twice the cost of the av-
erage medical care stay, especially
in the case of adolescents. If you

don't have a report for your claims
administrator that breaks out ado-

lescent utilization, you can pretty
much predict that admissions,
costs and length of stays for ado-
lescents will be twice as high as for
adults," she said.

There are a number of reasons

why adolescent care is more ex-
pensive, Ms. Gelber said. "It's not

necessarily that providers are
greedy it's that treating children
is difficult," she noted.

In addition, more substance
abuse treatment is occurring in
specialized treatment centers that
have "2;one out of their way to at-
tract patients-especially adoles-
cents-through advertising on tele-
vision and in the Yellow Pages,"
she said.

State oenefit mandates requiring
fully insured ernplovcrs to provide
drug and alcchol abl-se treatment
to empbyees and dependents alsc

0

Admission rates for

adolescents can be

'at least twice the

rate for adults,'

Ms. Gelber says.

have increased costs. Twenty-three
states now require employers to
provide drug abuse treatment for
employees and dependents covered

D D

under fully insured employee ben-
efit plans, while 40 states require
insured employers to provide alco-
hclism treatment, according to Ms.
Gelber.

Self-insured employers are im-
mine from state benefit mandates,

because the Employee Retirement
Income Security Act of 1974 pre-
empts state law. However, they
have seen costs associated with

mental health and substance abuse

trpatment increase, too, since most

provide some mental health and
drug treatment benefits, she ex-

plained.
Another factor making cost man-

agement difficult is a lack of in-
centives for employees and depen-
dents to be cost-efficient

consumers 1 mental health and

substance abuse services, Ms.
Gelber said.

Employees and providers have
come to view benefits as an entit-

lement, she said. "Employees mis-
understand benefit plans. They
think that because they have a 60-
day maximum of inpatient bene-

Continued on next page

-JOS 0\
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Continued from previous page
fits, they should stay in a facility
for 60 days," she said.

In addition, poor plan design not
only rewards high-cost care; it also
rewards poor-quality care, Ms.
Gelber said. Because of poor utili-
zation management, employers end
up paying for inappropriate inpa-
tient care.

And poor-quality providers are
often the cause of increased ex-

penses, she pointed out. "Two out
of three mental health benefit

users select providers from the
Yellow Pages, and they tend to
make poor choices," she said. The
problem is exacerbated by the high
volume of providers that have
sprung up in this lucrative and

E-AISLE 4

competitive marketplace.
Managed mental health care has

not made much of a dent in costs or

lengths of stays, Ms. Gelber said.
The often ambiguous nature of
mental health and. substance abuse

problems make them hard to man-
age, she explained.

For example, while diagnoses
have become more scientific over

the last three to five years, there is
still no agreement on standards of
treatment for mental health and

substance abuse problems, she
pointed out.

That disagreement "leads to
great variance in the lengths of
stays in different areas of the
country," she said.

Managed mental health care pro-
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Poor-quality providers are often the cause of
increased expenses, Ms. Gelber says. 'Two out

of three mental health benefit users select

providers from the Yellow Pages, and they tend
to make poor choices,' she notes.

viders are proliferating, so employ-
ers looking at this option should
carefully choose an organization,
Ms. Gelber said. These organiza-
tions typically help health mainte-
nance organizations, insurers and
employers manage their mental
health and substance abuse utili-

zation costs, she explained.

They offer specialized utilization
review, provider networks, claims
review and claims-paying services.

Ms. Gelber suggested that em-
ployers make sure that any man-
aged care company they contract
with:

• Uses a gatekeeper physician to
make initial treatment assessments

DAY
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From soup to nuts, by George!

As a boy, George Abernathy worked weekends in his
Mom and Dad's hardware store in McKenzie, Mississippi.

He says that what he learned there still serves him
well as The Home's Vice t>resident for Major Accounts,
Casualty in Atlanta.

"When somebody comes in with a problem. you learn
to deal with it;' he explains.

Of course, George's customers are bigger nowadays.
Everything from giant supermarket chains. to oil
companies.

For accounts like these, The Home offers total cover-

age-multi-location, multi-state, multi-business. All in
a single. customized policy.

Ifs a good example of what The Home is concentrat-
ing on today-/crger, more comp/ex risks.

The kind that take experienced, knowledgeable
people to deal with.

In fact, people like George.
7he Home underwr#es Commercic/ Unes, Major

Accounts, Specialty Unes and upscc/e Persona/ Unes.

Home Insurance

A \EW -EAV

and referrals to specialists.
• Has psychiatric nurses or ac-

credited clinicians conduct utiliza-

tion review.

• Bases treatment protocols on

specific mental health diagnoses
listed in the DSM III R-a statisti-

cal manual of psychiatric illnesses
and treatments.

• Has a high rate-at least 15%

to 30%-of rdferrals made by phys-
ician advisers rather than

non-medical staff.

• Guarantees an impact on ad-
missidns and lengths of stay and
provides discharge planning.

• Checks out providers' creden-
tials before contracting with them
and updates credentialing an-

nually.
• Has access to a full range of

licensed mental health and sub-

stance abuse clinicians and pro-

grams.

Employers that incorporate this
advice into their managed mental
health and substance abuse benefit

plans have seen encouraging re-
sults, Ms. Gelber said.

"With utilization review and

case management, you can save
20% to 30% of projected costs. And,
with effective use of managed care,
you can save 30% to 40% of pro-
jected costs," she said.

Most Fortune 1,000 employers
use employee assistance programs
to help identify social and psycho-
logical problems in the workplace,
Ms. Gelber noted. However, those
programs haven't resulted in sig-
nificant savings, she said.

Employers that have locations in
multiple cities often use more than
one EAP, which can lead to in-
creased costs, she said.

"One employer had 90 EAP pro-
grams," Ms. Gelber said. "You
should know, if you have more
than one EAP, who each one is,

what it does, how it charges, who
sponsors it and how it measures
treatment outcomes," she advised.

Susan R. Jenson, a consultant
with Co.opers & Lybrand-Actuar-
ial, Benefits & Compensation
Group in Stamford, Conn., mo-
derated the session. I

ISCEBS draws
more than 380

to symposium
TORONTO-More than 380

TERNAT10N42 tded the
10th annual

International

s Society of
Certified Em-

ployee Benefit Specialists sym-
posium, held here Oct. 20-23.

Forty sessions dealt with
topics like national health care
reform, workers compensation,
legislative and legal changes,
insurer solvency and managed
care.

The ISCEBS is a non-profit
association incorporated in
1981. The society's primary ob-
jective is to provide continuing
education opportunities for
those who hold the CEBS desig-
nation. Its membership repre-
sents all sectors of the employee
benefits field: benefit manag-
ers, consultants, insurers, trust
officers, administrators, attor-

neys, investment specialists and
government regulators.

Future symposia are planned
for Nov. 15-18, 1992, in Ana-

heim, Calif.; Sept. 12-15, 1993,
in Washington, D.C.; Sept. 25-
28, 1994, in Denver; and Oct. 8-
11, 1995, in San Francisco.

For more information, contact

the International Society of
Certified Employee Benefit
Specialists, 18700 W. Blue-
mound Road, P.O. Box 209,

Brookfield, Wis. 53008-0209;
414-786-8771.

-By Christine Wootsey
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FROM KODIAK TO KEY WEST, FROM BANGOR
TO BAKERSFIELD, EXPRESS SCRIPTS
PREFERRED PROVIDER PHARMACIES

CRISSCROSS THE UNITED STATES.

EXPEESS
PISCRIPTS

ON-LINE • MAIL SERVICE • DUR

I I.

1-800-332-5455

a Aeordia.

A remarkable, new concept

in benefits management.

Oregon health plan
could be a model

The Acordia Concept of benefits

marketing and administration is like
no other.

0

Our specialized, purposely small

companies target a defined industry,

geographical area or personal

insurance need.

for nation: Expert
By CHRISTINE WOOLSEY

TORONTO-Any debate about
adopting a uni-

, versal health
C EEES) ) ahr sir:trl ei

teim#/ States must in-
clude a discus-

s.on about what basic health bene-

fits will be available. says a
professor of public health and pre-
ventive medicine.

Oregon's experiment with pro-
viding access to basic health care
for the state's low-income unin-
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sured offers an example of what
health benefits might be guaran-
teed to U.S. citizens in a universal

health care system, he says.
"There is a lot of interest in the

Oregon plan," says Michael J. Gar-
land, associate professor of public
health and preventive medicine
and associate director of the Cen-

ter for Ethics in Health Care at Or-

egon Health Sciences University in
Portland.

"We want universal third-party
coverage for everyone--not neces-
sarily national health care," said
Mr. Garland, who is active in the
state's health care reform efforts.

A trio of 1989 laws seeks to pro-
vide every Oregonian with health
insurance (BI, March 18).

Medicaid coverage reform, new
employer incentives to buy health
insurance and a high-risk pool
coordinated by the state are the
plan's three main ingredients, Mr.
Garland said during a session at
the International Society of Certi-
fied Employee Benefit Specialists
symposium last month in Toronto.

"The Oregon effort is trying to
coordinate different parts of the
health care system so we can elimi-
nate the uninsured without de-

stroying private health insurance,"
he explained.

Under the plan, the state would
eventually require employers to
provide certain minimum benefits,
but give them the option of offer-
ing more, Mr. Garland said.

"The idea that benefit packages
should be built on health service

priorities is the cornerstone of the
plan," he said.

The Oregon plan created an 11-
member Health Services Commis-

sion, which is composed of five
physicians, three consumer repre-
sentatives, one public health nurse
and one social worker. That panel
identified 17 categories of health
care services and then ranked them

in order of importance. The list
will be used by the Oregon Legisla-
ture to provide an adequate level
of health care to the uninsured

within budgetary constraints.
Surveys, public hearings and

community meetings were all used
to find out what values were rele-

vant in setting priorities for allo-
eating health care resources, Mr.
Garland said.

"Face-to-face dialogue in com-
munity meetings with one's com-
panions is a characteristic feature
of the Oregon experience that can
be replicated in any effort to define
health service limits," he noted.

The HSC also consulted with

health care providers in the state
to "develop data and expert opin-
ion about probable outcomes of
specific health services given spe-
cific conditions."

More important than the content
of Oregon universal health care
plan "is the process by which it
was produced," Mr. Garland said.

"It actively called upon the dem-
ocratic process."

The commission established and

ranked broad categories of health
services based on its findings. The
entire list consists of·709 line items

-each line made up of a health
condition with an associated treat-

ment. The HSC then organized the
items into 17 categories to estab-
lish basic priorities in the list-
with category one being the high-
est-priority group of services.

"The categories may be viewed
as disease-oriented or health-

oriented," Mr. Garland explained,
noting that the 17 categories are
divided into three sections: cate-

Continued on page 18
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Oregon system
Continued from page 16
gories one through nine are .essen-
tial"; 10 through 13 are "very impor-
tant;" and 14 through 17 are "impor-
tant to individuals."

For example, category one includes
"fatal conditions where treatment

prevents death and there is full re-
covery." Category two is "maternity
care" and category three is maternity
care with "residual problems." Cate-
gory four is "preventive care for chil-
dren." Category five is defined as
"treatment that does not prevent
death but extends life or improves
the quality of life."

The sixth essential category in-
cludes "reproductive services" like
ultrasound tests; category seven in-
cludes "comfort care" like drugs to
control pain and suffermg; category
eight includes preventive dental care;
and category nine includes preven-
tive health care for adults, like cho-
lesterol screenings and mammo-
grams.

Non-fatal conditions make up the
"very important" section, including
treatments that provide a full cure
for acute non-fatal conditions and

treatments chat improve the quality
of life for chronic conditions, Mr.
Garland explained.

The "important to individuals"
section is made up of treatments that
may speed recovery for individuals
but probably won't improve the
health status of the population.
Treatments that may provide mini-
mal or no improvement in the length
or quality of life for fatal or non-fatal
conditions are ranked 17th

"Adequate health care is not an
objective standard written in stone,"
Mr. Garland said. "It's a function of

an ongoing commitment of the com-
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munity to stand together in a mutual
commitment" to provide fair health
care to all citizens.

The health care priorities list was
submitted by the HSC to the Oregon
Legislature in May. The Legislature
set a funding level in June that se-
cured funding for 98% of the "essen-
tial" section, 82% of the "vey impor-
tant section and only 7% of the
"valuable to individuals section," Mr.
Garland said.

General tax revenues will be used

to fund the plan, he said. "We have
an income tax in Oregon, but no sales
or property taxes," he explained,
noting that new taxes could be insti-
tuted in the future.

Employers will be asked to con-
tinue to provide coverage for their
employees and dependents, Mr. Gar-
land predicted. Companies that al-
ready provide benefits-whether they
are insured or self-insured-will have

to provide a package at least as com-
prehensive as the state's universal
health benefits package.

Small employers that do not cur-
rently provide benefits will be given

tax incentives to encourage them to
offer a benefit plan equal to the
state's package. Employees also will
be required to contribute to the cost
through deductibles and copayments,
he added.

Public agencies will be created to
plan for and administer the delivery
of the services within the constraints

set by the legislative budget, Mr.
Garland said.

The state has asked that the federal

Health Care Financing Administra-
tion waive Oregon's Medicaid rules
so the state can take responsibility
for providing health care to individu-
als under the poverty level.

A response to the waiver is ex-
pected by next January, Mr. Garland
said.

The state will also have to seek a

waiver of the Employee Retirement
Income Security Act so it can man-
date that self-insured employers in
the state offer a minimum benefits

package.
Richard Flynn, practice leader

with The Wyatt Co. in Philadelphia,
moderated the session. 1

Simple steps cut
comp costs: Doctor

By MEG FLETCHER

CHICAGO-Employers can take
several steps to reduce the cost of
workplace injuries, says an occupa-
tional health physician and consul-
tant.

But first they must believe that
workplace injury costs are controll-
able and not just "a built-in line item
cost of doing business," said Dr. Ri-
chard D. Rehm, chairman of INTEL-
LIMED Inc. of Dallas, a consulting
firm that advises employers on how
to cut workers compensation costs.
Dr. Rehm also operates Occupational
Health Care Center clinics in Texas

and Tennessee, which treat workers
comp claimants.

"Workers compensation programs
were originally set up to be a health
care safety net, not an entitlement
program," which they have become,
Dr. Rehm said at Alexander & Alex-
ander Inc.'s fifth annual seminar last

month in Chicago.
"To a large extent, correcting that

requires an attitude adjustment by
the employer and the employee," he
said.

Education plays "a major role" in
changing the attitude, according to
Dr Rehm.

An employer must educate itself
and its employees about how the
state workers compensation system
operates as well as how the employer
handles claims.

Employee incentive or bonus plans
can be useful in reducing injuries, but
only after an employer has laid the
proper foundation for controlling
workers comp claim costs, he said.

"Control requires a pro-active ap-
proach, not just a reactive one," Dr.
Rehm said.

He advised employers to take ad-
vantage of laws in some states that
allow employers to determine who
will treat injured workers. Choose
the physician or group of physicians
carefully, because the physician con-
trols "the vast majority" of the pro-
cess and can help contain an em-
ployer's claim costs, he said.

Doctors should not be chosen just
because they offer low rates or have
offices near the plant site, according
to Dr. Rehm.

An employer should select a eom-
petent primary care physician or a
group of physicians who understand
the workers comp system and the
employer's business operations, he
said.

These physicians also must be wiLl-
ing to promptly communicate with
the employer as needed about the
status of an injured worker's case.

When possible, the company
should refer injured employees to the
physician and avoid hospital treat-
ment except in emergencies.

But, company referrals are not al-
ways feasible because some states
allow injured employees to choose
their own physicians.

Even in free-choice states, though,
employers may be able to wield some
innuence.

One way is through a so-called sal-
ary continuation program, he said.
Under such a program, an employer
makes up any lost wages between
state-mandated workers compensa-
tion benefits and an employee's nor-
mal wage as long as the employee is
treated by company-selected doctors
and follows their directions.

Employers also must take steps to
ensure they obtain adequate infor-
mation about injured employees'
conditions so the case can be man-

aged properly.
Whenever possible, a supervisor

should accompany an injured em-
ployee to the physician's office for
initial treatment, Dr. Rehm advised.

And, as soon as possible after an
injury, an employer should have each
injured employees sign a release giv-
ing the company access to their medi-
cal reports.

This is important so an employer
can work with the injured worker's
physician in deciding when an in-
jured employee is well enough to go
back to work, he said.

Otherwise, the physician may be
restricted by state law to giving med-
ical information about the worker

only to state workers comp officials
or to the employer's workers comp
insurer, not to the employer itself,
Dr. Rehm said.

Although about 90% of all injured
employees return to work within one
or two days, Dr. Rehm advised em-
ployers to establish a limited-duty
return-to-work program so more
seriously injured workers can return
to work in some capacity as soon as
possible.

Many injured workers can return
to work even if they are still ex-
periencing some pain, unless going
to work would worsen it, he said.

"An injured employee with a medi-
cal limitation may return to regular
work, alternate work, modified work
or no work," he said.

As an example of alternate work,
an employee who is not able to per-
form a specific manual task at a
plant could attend classes to improve
his knowledge of company operations
or his reading ability, Dr. Rehm said.

Employers benefit from limited
duty programs because they send the
proper message to employees, help
maintain productivity and return in-
jured employees to work faster.

In addition, such programs help
reduce lost work days and litigation
as well as help contain workers comp
premium increases, he said. I



On insurers' horizon:

shakeout, scrutiny
By MEG FLETCHER

CHICAGO--Problems plaguing the
property/casualty insurance industry
will cause weak insurers to fail, leav-
ing opportunities for strong com-
panies, an insurer executive says.

Insurance buyers should be aware
of this trend and choose only strong
insurers, said James J. Meenaghan,
chairman, president and chief execu-
tive officer of The Home Insurance
Co. in New York.

"Things aren't very good in the
insurance industry," Mr. Meenaghan
told about 140 people attending
Alexander & Alexander Inc.'s fifth
annual seminar last month in Chi-

cago.

Property/casualty insurers face
several problems, he said. Rates have
fallen since 1988, leaving insurers "at
the bottom" of the cycle with no
change in sight through 1992, barring
a catastrophe large enough to turn
the market, he said.

With rates low, many insurers are
losing money. This has prompted
some to stop writing coverages, like
workers compensation and personal
auto, in unprofitable markets, he
noted. ,

Compounding that problem is
shrinking investment income, Mr.
Meenaghan said.

Meanwhile, property/casualty in-
surers also face increased scrutiny
from brokers, regulators and others
following several huge life insurer
failures earlier this year.

This "tremendous" sensitivity to
insurers' balance sheets is causing "a
movement toward quality" com-
panies and investments, he said.

Premiums will eventually rise,
though competition' will remain in-
tense among the surviving interna-
tional insurers, Mr. Meenaghan said.

"Even when prices go up, the game
will be played hard," he said.

"Clearly, the strong will get
stronger and the weak will get
weaker, and disappear," he said, pre-
dicting more consolidation among in-
surers. "It's amazing to me that more
consolidation hasn't already occurred
already."

Mr. Meenaghan suggested that risk
managers choose an insurer that:

• Has sufficient financial strength
to survive in the future.

• Controls its expenses.
• Focuses on doing only those

things that it can do well.
• Emphasizes having technically

trained staff available.

Mr. Meenaghan said The Home is
positioned itself to to meet cornmer-
cial buyers' needs. ,

The Home plans to stop writ'ng
new,personal lines policies as of Feb.
1, except in states that make 't im-
possible to do so, and concentrate
on writing commercial coverages for
medium and large commercial risks
especially multinational risks.

The acquisition of a majority inter
est in The Home's parent earlier this
year by Trygg-Hansa SPP Holding
A.B. is expected to help The Home
achieve its international ambitions,

Mr. Meenaghan noted, adding that
Trygg-Hansa last month invested an-
other $621 million in The Home, (BI,
Oct. 21; Feb. 18).

For risk managers looking for a
strong global insurer and broker, the
key is finding companies with "a sig-
nificant presence" in North America,
Europe and the Pacific-Asian area,
said Patrick Thomas, vp and director
of global business development with
Alexander & Alexander International
Inc. in New York.

About 90% of all world trade in-

volves those markets, he said.
But for risk managers, brokers and

insurers alike, operating in different
areas means getting used to varying
cultural and business practices, in-
cluding a less developed approach to
risk management than is typical in
the United States, he added.

For example, Southeast Asians
generally are not very concerned
about insurance, he said.

Also, Eastern Europeans lack the
infrastructure needed to make a

property protection program work,
he said. "Before sprinklers, you need
water."

Even Western Europeans differ
with U.S. firms over how best to pro-
tect computers, he said. Western Eu-
ropeans are now considering halon
after years of using carbon dioxide.
Meanwhile, U.S. companies are mov-
ing away from halon because the gas
harms the environment, he said.

Other issues that international risk

managers must consider are whether
to buy a single master policy or indi-
vidual policies in different nations,
Mr. Thomas said. I
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Asbestos fund
Continued f'rom page 1

would be forced to participate in
the administrative system, it would

be the sole remedy for present and
future asbestos personal injury
victims.

Punitive damages could not be
awarded under the proposed sys-
tem. Also, attorneys' contingency
fees would be eliminated.

The proposal generated heated

debate during an Oct. 31 confer-
ence on the subject in Washington,
D.C., sponsored by the Adminis-
trative Conference. Plaintiffs

staunchly opposed the proposal,
defendants strongly favored it and
other observers-including a fed-
eral judge who advocates the con-
solidation of asbestos lawsuits-

saw both advantages and disad-
vantages.

Mr. Brickman says that a system
like the one he has proposed is
needed now.

"There is an asbestos litigation
crisis," he said. "There is a need

for (federal) legislation.
"I believe I am the Sir Galahad

of the asbestos claims crisis,"
boasted Mr. Brickman, saying his

proposal would achieve the goals
of:

• Relieving the burden on state
and federal courts caused by the

ever-increasing number of asbestos
personal inJury cases.

• Moderating the "hugely vary-
ing" results among courts in as-
bestos personal injury cases.

• Eliminating punitive damages.
• Reducing transactional costs,

including legal fees.
• Ending the depletion of assets

that is forcing--or has forced--
many asbestos producers into
bankruptcy.

To date, 12 asbestos producers
have filed for protection from per-
sonal injury claims under Chapter
11 of the U.S. Bankruptcy Act.

Mr. Brickman's proposal calls

for the manufacturers of products
containing asbestos to contribute
to the trust fund in proportion to
their share of the market between

1940 and 1970. Asbestos producers
that have completed bankruptcy
reorganization, like Denver-based
Manville Corp., would also con-
tribute the amounts they have set
aside to pay asbestos claimants.
These contributions would cap
manufacturers' liability for as-
bestos personal injury claims.

In determining the amount that

each manufacturer must pay, the
trustee would consider the amount

of insurance each manufacturer

has available and the manufac-

turer's cash flow so that the manu-

facturer is not financially im-
paired.

The manufacturers' insurers

would contribute to the trust fund,

"up to policy limits, amounts that
they would have had to pay" in
court judgments or settlements. In
addition, insurers would be forced
to contribute the amounts they
would have expended in defense
costs.

The critical difference between

this proposal and an earlier agree-
ment between asbestos producers
and their insurers to create a fund

to pay claimants-known as the
Wellington Agreement-is that Mr.
Brickman's trust fund would be

mandatory.
Asbestos producers and insurers

that signed the Wellington Agree-
ment became part of a voluntary
claims-handling organization
known as the Asbestos Claims Fa-

cility. Each asbestos producer
agreed to pay a specified percent-
age of all asbestos injury claims
settled through the facility.

Disagreements over how claims
were being handled eventually led
to the demise of the Asbestos

Claims Facility. But a smaller fa-
cility, known as the Center for
Claims Resolution, was formed to
replace it and still is operating
today (see story, page 3).

While the federal government

was responsible for a great many

asbestos-related injuries to ship-
yard workers during World War II,
Mr. Brickman's proposal does not
require any government contribu-
tion.

"This is not fair cr equitable,"

he said. "But it is politically vi-
able." Any proposal that requires
the federal gcvernment to contrib-

ute money would be 'DOA, or dead
on arrival," in Congress, he ex-
plained.

Mr. Brickman's Lroposal also
calls for claimants to receive lost

wages, plus medical expenses and
death benefits equal .0 an unspeci-
fied number of months of wage-
loss benefits. Under this system,
claimants with severe illnesses,
who usually die the earliest, will
receive the least money. However,
benefits can be paid retroactively
to the date of disease if the claim-

ant can prove he or she was disa-
bled before filing a claim.

"The least sick do get the most
because they live longer," con-

'1 believel am the Sir,
{ Galahad of Zhe fS
asbestos claims

crisis#says Mr. *
Brickman.

ceded Mr. Brickman, though he
also n)ted that under the proposal
sicker claimants could receive

higher monthly payments than
those who are less sick.

To recover under Mr. Brickman's

proposal, an asbestos claimant
must be impaired and disabled.
This means that only claimants
whose disease has progressed to a
certain diagnosable stage would be
eligible for benefits.

Many asbestos claimants sue
manufacturers even though they
are not yet disabled, pointing to
higher-than-average mortality
rates among asbestos workers and

the likelihood they will develop an
asbestos-related disease.

Plaintiff's attorney Ronald Mot-
ley launched an all-out attack
against Mr. Brickman's proposal
during the Oct. 31 debate.

"For 62 years. the asbestos in-
dustry has been bashing lawyers,
polluting the medical literature
and fighting claimants with all of
their resources," said Mr. Motley
of Ness Motley Loadholl Richar-
don & Poole in Charleston, S.C.

He said asbestos victims

s.aunchly oppose any administra-
t.ve proposal that would take away
their right to have claims heard by
a jury.

In drafting his proposal, Mr.
Brickman is acting not like Sir Ga-
lahad, but like "Robin Hood in re-
verse: taking from the asbestos
victims to give to the asbestos
manufacturers,'' Mr. Motley
quipped.

Particularly troubling to Mr.
Motley were the provisions in the
proposal that eliminate the rights

of claimants who are not suffi-

ciently impaired to recover com-
pensation.

"I have never met an unimpaired
asbestos victim," he said. "They
cannot get life insurance. They are
short of breath. They suffer from
higher mortality rates."

However, defense attorney An-
drew Berry of McCarter & English
in Newark, N.J., supported many
parts of the Brickman proposal.

According to Mr. Berry, some-
thing must be done to eliminate the
vast inconsistencies that can result

from jury trials in asbestos litiga-
tion.

He told of one case where a panel
of 12 jurors was selected: six reg-
ular jurors and six alternates.
While the six alternates were even-

tually dismissed, they wanted to
reach a verdict anyway.

The official jury and the alter-
nate jury deliberated simultan-
eously. The official jury rendered
an award of $1.3 million, while the

Continued on next page
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Class-action settlement approved
BEAUMONT, Texas-A $185 million as-

bestos class-action settlement has been ap-
proved by a federal judge.

Ruling from the bench last month, U.S. Dis-
trict Judge Richard A. Schell approved the
massive settlement of 2,300 claims against
Concord, Calif.-based Fibreboard Corp. (BI,
July 15).

He said the settlement was "fair, adequate
and reasonable and negotiated in good faith."

The judge also concluded that the class-ac-
tion settlement was in the plaintiffs' best in-
terest because Fibreboard, which had net
worth of $140 million at year-end 1990 ac-
cording to its latest annual report, could not

Continued from previous page
alternate jury awarded the plain-
tiff only $20,000 to $30,000, Mr.
Berry said.

"The lack of uniformity is too
much," said Mr. Berry. While the
jury system is a good way to decide

afford to pay the claimants individually.
The report estimated that 75,000 asbestos

lawsuits are pending against Fibreboard.
Under the settlement, Fibreboard assigned

its rights to $185 million of liability insurance
to 2,300 oil industry workers to settle their
asbestos bodily injury claims.

The settlement provides that the workers
will seek payment solely from Fibreboard's
comprehensive general liability insurer, Con-
tinental Casualty Co. of Chicago.

However, the injured workers will be able to
seek payments directly from Fibreboard if a
court ruling that grants Fibreboard broad
coverage for asbestos injury claims is reversed

certain disputes, jury trials have
failed to produce any discernible
pattern in asbestos injury cases, he
said.

U.S. District Court Judge Jack B.
Weinstein of Brooklyn, however,
said that Mr. Berry overplayed the

Duasnesa- insurance, ivovemner 11, 1991 / Zl

on appeal.
Continental Casualty, a unit of CNA Finan-

cial Corp, wrote primary liability insurance
for Fibreboard from May 1957 to March 1959.

Fibreboard believes the plaintiffs will be
able to recover the full $185 million from Con-
tinental Casualty because the insurer's poli-
cies contain no aggregate limits.

California Superior Court Judge Ira A.
Brown Jr. held in 1988 that each asbestos
bodily injury claim filed against Fibreboard
constitutes an occurrence. As a result, Conti-
nental Casualty policies cover an infinite
number of claims if the claimants were ex-
posed to asbestos prior to 1959 (BI, Sept. 12,
1988; Sept. 5, 1988).

Continental is appealing that decision.
-By Stacy Adler Gordon

extent of inconsistencies in the
jury system.

Ninety percent of all cases are
settled, he said, explaining that the
parties are able to settle because
they know certain cases are worth
a certain amount of money. "This

Now, you can have them
on your side."
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is based on predictability," said
Judge Weinstein.

And, Deborah Hensler, senior
social scientist at The Rand Corp.
in Santa Monica, Calif., questioned
why asbestos litigants are so con-
cerned with the right to a jury trial

For mo,e information contact Robert B. Shomer, EVP, 225 Brae Boulevard, Park Ridge, NJ 076560713 (201) 307·2929.

when fewer than 1 % of all asbestos

cases are actually resolved by
juries.

The real concern, Ms. Hensler
hypothesized, is over the mass con-
solidations of asbestos cases.

-Common-issue trials are a

burning issue," plaintiffs' attorney
Mr. Motley agreed. "The defenses
(raised by nnanufacturers) are the
same from Hawaii to Florida to

Maine. Think of the waste of judi-
cial time and energy," Mr. Motley
said.

But Mr. Berry, the defense attor-
ney, doesn't think judges who cre-
ate mass consolidations are moti-

vated solely by such altruistic
goals.

"If a judge lumps 9,000 cases to-
gether, it is not just to move cases
along; it is to create a situation in
which a defendant cannot afford to

try the case and is forced to settle,"
criticized Mr. Berry.

While Judge Weinstein has been
an ardent supporter of mass con-
solidations of asbestos lawsuits, he
said he was "suspicious" of an ad-
ministrative alternative to tort liti-

gation.
An administrative program

"with great promise at first can de-
teriorate," he said. Furthermore,
"there can be grave injustices and
inequalities" for both manufactur-
ers and claimants when lawsuits
are consolidated.

Manufacturers that have already
paid out great sums to claimants
may feel it is unfair to treat them
the same as manufacturers that

have paid little, according to the
judge.

And, many plaintiffs may feel
they have been deprived of their
right to a jury trial, Judge Wein-
stein said.

"How do we take a mass societal

problem and still give the individ-
ual victim the sense that his griev-
ance has been heard?" Judge Wein-
stein asked. "These problems are
not ones that can be readily
solved."

One possible solution is to com-
pensate victims according to a
schedule of benefits, according to
Judge Weinstein. Under that type
of system, victims would be paid
according to the severity of their
injury.

-But, again, this won't give
many plaintiffs a sense that they
are being fairly treated," the judge
said, noting that "every system has
its own advantages and disadvan-
tages."

The tort system is very expensive
and time-consuming, but "it may
well be with asbestos claims we are

left resolving these cases through
the court system with certain mod-
ifications," according to Judge
Weinstein.

"The cost of the system is just
too great, but it can be modified,"
he said.

Whether Mr. Brickmah's pro-
posal or a modification of it is the
solution "is very much an open
question," said Ms. Hensler of
Rand Corp.

"A national resolution of as-

bestos litigation would be prefera-
ble to the current state of affairs,"
Ms. Hensler said. "But an adminis-
trative solution should not be

viewed as a magic silver bullet that
will make the asbestos problem go
away."

She urged "public and private
decision makers to examine, cri-
tique, modify, improve upon or
perhaps throw out altogether" Mr.
Brickman's administrative pro-
posal.

But, Ms. Hensler said, "policy-
makers must continue to give seri-
ous consideration to devising a res-
olution" to the "asbestos litigation
crisis."

Also speaking on the panel was
Howard Samuel, president of In-
dustrial Union Department, an or-
ganized labor organization. The
panel was moderated by Marshall
J. Breger, chairman of the Admin-
istrative Conference of the Unit@d
States. I
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Istherea risk so complex wean'tdesign
acover* forit? Probably not.

In fact, we've been doing it for years.
So when it comes to special and unusual
risks, with their demanding underwriting
requirements, the long-tail nature of their
exposures, and the absolute necessity for
an insurer with financial stability, there's
just one place to look.

The AIG member companies are
known for skill in underwriting special

risks, for innovation in new products
and for a willingness to write business
others shy away from. In short, we
have the experience, capacity, financial
strength and stability you need in
today's market.

You'll also discover at AIG a

thorough understanding of the U.S.
legal environment, a can-do attitude

and a long-term commitment to
specialty risks, where the relationship
between you and your insurer is -
so important.

For more infbrmation, ask your agent
or broker to contact the AIG regional
office nearest you. You'll find us ready to
handle your special risks with experience,
creativity and professionalism.

AIG World leaders in insurance and financial services.
American International Group, Inc., Dept. A, 70 Pine Street, New York, NY 10270.
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ASK A BENEFITS MANAGER
Changes in plan design telephone for precertification You should ensure is requested from a surgeon and, because surgeons

that the telephone line is adequately staffed and are trained to perform surgery, they will most likely

to contain rising costs that there is an adequate number of doctors to recommend that course of treatment

assist with the calls One approach I like, which lS taken by
• Large case management. Metropolitan Life, is to have the covered individual

1

As year end approaches, I see Large case management is one technique which, if contact the insurer when surgery is recommended
that my company's health care used effectively, can result in substantial dollar The nurse who handles these calls will ask specific

costs will again exceed savings for a very small investment. Considering the questions regarding the procedure to be performedQ original projections with a 80-20 rule-which states that 20% of a plan's cases and will make a decision as to whether a second
trend of about 20%. How can I will account for about 80% of its expenses-you can opinion is necessary This eliminates much of the
better control costs next year? see how large case management can pay off. This unnecessary expense of some second surgical

can be further broken down with 7% of the 20% opinions, while also maintaining a review of
being catastrophic cases that absorb about 40% of potential surgeries Ar»

I sense some frustration in your plan expenses Catastrophic cases are generally According to the Foster Higgins survey, there was

A
question If it makes you feel any head or spinal inluries and premature babies The a 1% decrease in the number of plans with second

better, you're not alone-many remaining 13% of the 20% are chronic cases and also surgical opinions during the last year Fifty-five
employee benefit professionals will absorb 40% of your expenses percent of respondents mandate second surgical
continue to be frustrated in their The key in large case management is how the large opinions-at least for specific procedures Another 3

attempts to control health care case manager gets involved with a case and how 33% have voluntary programs
. costs. soon Large case managers have certain protocols • Weekend admission restrictions.

You shouldn't feel too bad, they follow in terms of which cases they will Except for emergency circumstances, plans should
though, with a 20% trend rate According to recent automatically review It is generally helpful to have not allow weekend admissions to a hospital
figures provided by Metropolitan Life Insurance Co the large case manager and the precertification Hospitals, like many organizations, provide skeleton . st

of New York, the current trend rate for indemnity program with one organization, since cases can be crews on the weekend, and little else is done for the

medical plans is 22% The trend rate for plans with a identified for large case management through the patient except standard maintenance
preferred provider organization is 20%, while plans precertification process In this way, the large case • Hospital bill audits.

' with a "gatekeeper" PPO is 17% HMO costs are manager can get involved in the case as soon as It is no secret that there are many errors in
trending at 14% possible to ensure that the most efficient means of hospital bills Who can know better about care that

The amount the United States spends on health health care is provided to the employee has been received than the patient? Many plans
care is staggering, and the rapid growth in that For example, you have missed an opportunity if provide incentives to their employees to carefully
amount, as indicated by the trend numbers, is the large case manager gets involved only after 20 or check hospital bills for errors Some plans, like the

alarming 1
plan at Continental Bank Corp , allow employees to . =

Last year, the nation spent more than $600 billion keep a portion of any error that results in their
**,- on health care, which is 12% of the gross national

Who can know better about care that
favor

product Over the past 10 years, the health care has been received than the patient? Many third-party administrators and insurers

component of the GNP has increased 163% Many plans provide incentives to automatically audit hospital bills There is generally

There are various elements you can consider in their employees to carefully check
a dollar threshold, like $10,000, above which bills

 making benefit plan design changes, as well as are routinely audited
hospital bills for errors.administrative issues However, before you consider The items discussed above should reduce the

*. plan design changes, you need to review your plan's overall cost of health care, reducing the cost for
health care data in order to determine how your both your employees and your health care plan
health care dollars are being spent 30 days' hospitalization of a head or spinal injury The following items will reduce your plan's costs,

In an Ask a Benefit Manager column earlier this Early involvement can get the injured individual out but also will shift costs to employees covered under
F year (BI, May 13), the issue of health care data was of the hospital sooner and into a more appropriate the plan

discussed I urge you to review that column in and cost-efficient care setting • Eliminating first-dollar coverage.

conjunction with this one Sixty-five percent of respondents in the Foster Some plans provide full coverage for certain items
This month I'll discuss two areas of health care Higgins survey reported use large case management like outpatient surgery. During the 1970s and 19805,

management cost containment and cost shifting in • Preadmission testing. many plans provided full coverage for outpatient

plan design In January, I'll discuss alternative Most plans today require preadmission testing, in surgery due to the high cost of inpatient surgery
delivery and administrative issues Following are which an individual receives most of the standard Hospitals and doctors responded by shifting more

cost containment strategies. testing required for a particular condition before cases to an outpatient setting and increasing their
• Preadmission certification and concurrent being hospitalized, rather than during the first day charges for outpatient services Today, there are

review. of a hospital stay Typically, these preadmission many cases in which outpatient surgery is not much
The majority of health plans today include a tests are covered at 100%. In today's environment, lt less-and in some cases more-expensive than

requirement for preadmission certification and is most cost-effective to have these items performed inpatient care
provide concurrent review of the hospital stay prior to the actual hospitalization From a plan perspective, it is best to have

According to the 1990 A Foster Higgins & Co Inc • Second surgical opinion. outpatient surgery reimbursed at the same
Health Care Benefits survey, 81% of respondents Many plans provide a mandatory second surgical copayment rate rather than at 100% In reviewing

12 had preadmission certification programs and 65% opinion for selected procedures, while in other plans your health care statistics, look closely at outpatient
had concurrent review the second opinion is voluntary There has been care and focus on the utilization and expense of

With preadmission certification, employees are much discussion regarding the overall dollar such care

required to dial a number prior to effectiveness of second surgical opinions Because Another area in which plans have provided 100%

hospitalization-or, in the case of an emergency, second surgical opinions are generally covered at coverage was in emergency room care This type of
generally within 48 hours after hospitalization-to 100% and, in many cases. the original opinion is care is in most cases inappropriate and in the vast
certify their stay at the hospital The not overturned by the second opinion, the plan has majority of cases, more expensive than care that can k
precertification health care professional, usually a merely incurred additional expense without a be received elsewhere. Elimination of first-dollar

*1 registered nurse, will confirm the necessity for the change in the result. Benefit managers should look coverage for emergency care also should be
3*4 hospital stay, as well as the number of days that will closely at how their second surgical opinion seriously considered
»-*U programs have been operating and whether they • Deductibles.be covered by the plan. Having a preadmissionf"
- certification program should affect your plan's have been cost-efficient. It still amazes me to see many plans with annual I

- utilization and reduce the average length of stay in Although there is no consensus as to why second deductibles of $100 per individual and $200 per V'..

a hospital surgical opinion programs are not as effective as family This is one area that should be reviewed

You need to keep in mind that precertification they were designed to be, there are some general very closely

vendors vary in terms of how strict they are with reasons. First, doctors are uneasy about It would make sense to have the deductible

4 preadmission certification This tougher stance will contradicting each other. If a doctor gains a increase automatically each year as the cost of
'44 1,

2 be good for controlling hospital stays, but may have reputation for disagreeing with other doctors' health care continues to increase. However, very few
a negatlve Impact on employee relations You need opinions, referrals to the doctor for treatment will plans index their plan deductibles.

6. to assess how your organization would respond to a diminish. Secondly, if a physician overturns a There is certainly a trend toward increasing plan
r,ti

« tougher stance on precertification decision for surgery and complications develop in deductibles Individual deductibles of $200, $300

Another item to look at when assessing a vendor is the patient, the doctor could face a malpractice and $400 are no longer uncommon According to the

*, the number and type of personnel answering the lawsuit Fmally, in many cases, the second opinion Continued on next page 15=
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Perspedive

Benefit plan design changes employee contributions for coverage Many plans likely that your employees' spouses will drop their
that do not require employee contributions are own coverage, resulting in your employees' spouses

Continued from previous page associated with unions, which do not easily "buy and children being covered under your plan
plans released by The Wyatt Co in September, the in" to employee contributions If you are planning any cost-shifting arrangement,
average individual deductible is $196 and the Requiring employees to contribute for their health consider that the negative employee reaction to such
average family deductible is $437 The most care coverage shifts expenses for the company changes may be partially offset by a flexible
common individual deductible throughout the Having employees share a specified amount of their spending account plan If you currently have an
198Os-$100-applies to only 17% of plans in 1991 health care costs is a constant reminder that there is FSA, remind employees that they can partially

Another approach lS to have the amount of the a cost associated with the health care plan The offset their increased expenses by paying for them
deductible based on the annual earnings of the recommended approach is to have employees pay for on a pretax basis through the FSA If you currently
covered individual or as a percentage of one's at least a specified percentage of the plan cost do not have an FSA, consider implementing one in
annual earnings up to a maximum amount Therefore, as plan costs increase each year, so do conjunction with cost shifting plan design changes
Although this may sound difficult to administer, employee contributions in order to minimize the negative impact on
generally there are few administrative problems According to the Foster Higgins survey, the employees If designed properly, an FSA can be
Before taking this approach, check with your claims percentage of employers that require a contribution implemented for little or no cost
administrator for individual coverage is 57%, while 80% require For more details on FSAs, see the Sept 9 Ask a

• Maximum out-of-pocket expenses. contributions for family coverage Benefits Manager column .

This is another area in which we've seen a fair There are a number of ways ln which employee
amount of increases As with the plan deductible, it contributions can be structured Some companies
would make sense to adjust the maximum provide the health care benefit free to the individual Woutd you hke admce from an expenenced colleague

- out-of-pocket with inflation employee while specified contributions are required on a nsk management, beneftts management or
• Copayments. for dependent coverage However, this may become actuanal problem? Four features in the Perspect:ve

sectzon Of Business Insurance can gzue you some mf.1 The norm for copayments still remains 80%/20% quite burdensome from an administrative answers

- However, as more managed care programs are being standpoint Ask A Benefzt Manager, Ask A Rzsk Manager, Ask A
8 implemented, we are seeing changes in this One approach being used, although not very Beneflt Actuary and Ask A Casualty Actuary answer

wntten questions from readers on risk and benefitsstructure widely, is to base the employee's contribution on
management zssues and actuarzal problems• Stricter reasonable and customary limits. risk factors Some organizations have lowered the

This month's column on employee benefitThe norm in most plans today is to reimburse employee contributions for those who meet specified management :ssues :s written by
reasonable and customary expenses Reasonable and requirements, like maintaining a certain weight, not Dennis J Nirtaut, manager Of '.li%B

customary is generally defined as those expenses of smoking, exercising regularly and using a seat belt employee benefits at Continental
Banic Corp :n Chicago Susan Mdoctors and providers for a specified medical regularly lil Werner, director of risk managementprocedure within a specified ZIP code, generally at Basing employee contributions on health risk at Hardee's Food Systems Inc zn

the 90th percentile factors clearly communicates that those who will Rocky Mount, NC, answers questzons
For example, if a bill for gallbladder surgery lS more likely use the coverage will be paying more, AI Allllk on nsk management :ssues Wzmam,J

submitted for reimbursement, your claims while also providing another opportunity to Miner, an actuary with The Wyatt Co fi
administrator will compare the submitted charge to communicate the importance of good health It also - in Chicago, answers actuanal

- questtons on benefits:ssues And,those charges by other physicians for the same may lead employees to change their behavior Mr. Nirtaut Richard E Sherman, preszdent of
. procedure within the same ZIP code The charge Still another reason to require employee Pac,fic Actuanal Resources (PAR) 8:+

will be reimbursed based on the 90th percentile of contributions iS to avoid covering additional EXCELLENCE in Ashland, Ore, answers actuanal
quest:ons in the casualty fieldthose charges Some plans have moved from individuals under your plan Approximately 50% of

Mr Nirtaut's and Ms Werner's columns appear onreimbursement at the 90th percentile to the 75th or all families have two wage earners, most of whom the second Monday Of alternate months Mr Miner's
80th percentile This is clearly one way to shift the are eligible for medical coverage from their and Mr Sherman's columns appear alternately on the
cost to the employee However, be aware that employer If your company requires little or no first Monday of each month

employees may respond very negatively when employee contributions for medical coverage, the Mr Nirtaut's next column w:11 appear:n January
Address your questions to ASK, Bus:ness Insurance, particular fees are not reimbursed under the plan spouses and children of your employees will be 740 N Rush St, Chicago, Ill 60611 Pleasegiveus your *i• Employee contributions. covered under your plan As required employee name, title and emplol/er, however, Bus:ness Insurance *F

It is surprising how many plans do not require contributions increase at other companies, lt lS witt consider unszgned letters

Breach of contract not an Goccurrence. Court
An Illinois appellate court decided

that a breach of contract claim was
She sued Healthplus but lost in theLegal briefs trial court

not a covered "occurrence" under a On appeal, Ms Mueller argued that :
comprehensive general liability property to an employee of cancellation was the Healthplus plan required notice of *
insurance policy. "If P C. Quote must pay for ineffective. termination to be written directly to

In February 1987, Travelers computers it ordered but did not Janice L Mueller enrolled as a her Thus, because she never received
Insurance Cos contracted to provide receive them, someone committed subscriber in Healthplus Inc 's group such notice, Ms Mueller asserted
comprehensive general liability theft against the company and insurance policy in January 1988 that she was entitled to recover her

1,0%insurance to P.C Quote Inc , a damages sustained by the company are offered through her employer medical expenses incurred after April *
company conveying stock market not property damages," the court said Thereafter, she was diagnosed with a 1, 1988
quotes by personal computer The Furthermore, the appellate court gynecological infection that was The appellate court agreed, pointing 1
policy covered bodily inJury or believed that Compumat's complaint recurrent and required treatment out that the Healthplus plan expressly «,A,
property damage "caused by an against Quote did not allege an through September 1988 required notice of cancellation to be
occurrence " "occurrence " In February 1988, Healthplus given by the terminating party to the

In February 1988, Quote was sued According to the appellate court, the advised the employer that it would not subscriber
by Compumat Inc , alleging that an occurrence must be accidental An submit a renewal proposal Thus. the court concluded that
employee of Quote ordered 10 accident occurs when something The employer then issued a despite Ms Mueller's actual notice of
computers worth nearly $50,000 and unexpected, unintended and unusual memorandum to those employees cancellation, Healthplus failed to give 2*
that Quote failed to pay for them. happens, the court said. Whether enrolled in Healthplus stating that effective notice as required by the
Apparently the employee had no expected or not, it said, the ordering of ' effective April 1, 1988, Healthplus plan
authority to order the goods and then computers and the subsequent failure would no longer provide medical Ms Mueller was held to be entitled
diverted them to his own use before to p'ay for the computers cannot be services for the employer's employees to receive benefits until the expiration *
they were received by Quote. considered an "accident " Ms Mueller attended seminars date of the policy

Quote requested Travelers to defend The trial court decision was conducted by her employer regarding Mueller us Healthplus Inc, District *
. it in the Compumat suit. Travelers reversed alternative health care options She of Columbia Court of Appeals, April
I refused but did file this suit seeking a Travelers Insurance Cos us P C selected Prudential Insurance Co of 23, 1991 (BI/05/D -$10) .

5 declaration that it had no duty to Quote Inc, Appellate Court of Illinois, America in the belief that the latter
defend March 22, 1991 (BI/04/D.-$10) would allow her to keep her own

However, the trial court ruled doctor These abstracts were prepared byGroup insurance cancellationagainst Travelers. Thereafter, Prudential rejected Mayo H Stiegler Copies of these
On appeal, Quote argued that the The District of Columbia Court of reimbursement requests after April 1, dects:Ons are available by sending a

loss of computers was property Appeals held that a group health 1988, on the ground that the condition $10 check payable to Mayo H Stiegler »»
damage But the appellate court said insurer was required to directly notify was pre-existing to Business Insurance, 740 N Rush St, *
that there is a difference between subscribers of cancellation of the Ms Mueller requested Healthplus to Chicago, m 60611-2590 List the
damage to property and loss of policy and that the employers' notice reimburse the claim but was denied number foT each opinzon
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International movement 1

By Douglas N. Smith Multinationals hit • Evaluate loss scenarios. The evaluation

should not only account for potential perils that can

MULTINATIONAL COMPANIES HAVE been cause physical damage to plant facilities but also
meeting the global challenge for decades In

the beginning, the international movement was
stride as trade to their impact on production capability The

evaluation should include the period of interruption
intended to take advantage of labor cost that may result when supplies and machinery
differentials or to gain efficiencies by locating barriers open up critical to production need repair or replacement

- manufacturing operations closer to an international following a loss

customer base The potential impact on outside services by

With the trend toward eliminating trade barriers, , catastrophic losses should be evaluated as well For
the opening of the former East Bloc countries and

International issues example, if disaster strikes the region, when will
the creation of the single European market, meeting transportation, communication and electrical

local trade regulations will have a lesser impact on thought of as blanket policies in the domestic services be restored? Depending on the

i planning the location of overseas facilities There vernacular) can act in lieu of individual policies infrastructure of any particular country, these
likely will be a tendency to consolidate operations admitted in each country Such policies may not factors may have more impact on the down time

c in order to maximize the efficiency derived through require specific interdependency provisions because than replacement of machinery and equipment The
larger facilities However, with this trend will be a any time element loss will be a component of the contractor and subcontractor resources available 1
'growing risk management problem single loss settlement may also be problematic when catastrophes occur
Interdependency exposure is one such problem A master policy may be admitted in local and recovery and repair requirements place a strain

Interdependency lS a business interruption jurisdictions and will provide on available resources
1

exposure to an owned facility that relies on another difference-in-condition coverage to those local • Determine seasonal variations.

subsidiary or other corporate family company for policies that vary with the master policy's terms and Interdependency exposures may fluctuate 1

raw materials or intermediate components essential conditions because of local regulations, depending on the selling profile Companies
to the finished output of the operation Any requirements, practice or expediency manufacturing consumer goods may be more
interruption in the flow of these materials or The loss settlement may, therefore, result in a mix affected near the year-end holiday season when
components could result in the slowdown or of local reimbursement and settlement under the sales are expected to peak

cessation of production and thus decreased sales master policy to the corporate parent The tax • Consider alternate supply resources.
and lost revenues implications of such a structure should be carefully Although one plant may be affected, another plant

Because of the bottleneck nature of evaluated so that final settlements are as may be able to increase production in order to

interdependency exposures, the loss scenario may be anticipated In such placements where domestic account for the lack of overall output For certain

much more severe than any business interruption exposures are placed separately from foreign components or supplies, it also may be possible to
worksheet may imply Examples may be found in exposures, there is still a need to account for substitute products from non-owned companies In
virtually any manufacturing operation domestic-to-foreign interdependency interface these cases, the result may be an extra expense

• Manufacturers of solid state circuitry may have Global policies, on the other hand, do not have exposure rather than interdependency

one facility that grows wafer material (the basic any interface problem with regard to A related exposure is contingent business
semiconductor material) that will be etched intoS interdependency loss because all locations are interruption In this case, it is the time element loss

final circuits by a number of other facilities These covered under one policy placed with a single that may occur if outside suppliers, vendors or

K circuits may be destined for any number of final insurer This will also facilitate claims payment customers cannot fulfill their obligations because of

products assembled in a number of different should there be any question as to whether an physical loss or damage at their facilities
% locations interdependency loss should be paid under domestic A similar analysis process can be used to 1

• Manufacturers of cosmetics may depend on one or foreign property programs. determine an appropriate sublimit of insurance It

facility to supply a basic ingredient or color In many cases, the interdependency exposure is may seem that alternatives to outside suppliers may 1

element. either not well understood, not appreciated or be relatively easy to find However, should a

• Pharmaceutical products generally require a perhaps considered too complicated to quantify. The company's product rely on proprietary processes or
number of intermediate processing steps (at an result is that in far too many instances the unique components that are either internally
equal number of facilities) before an end product is interdependency limit (or sublimit) is determined by supplied or purchased from sole supply sources,-A,4,

.f completed insurance company restraints and underwriting there may still be bottlenecks in the supply chain.
The interdependency exposure can be philosophy rather than actual analysis of coverage The more high tech a company is, the more likely

8, compounded by the creation of sales organizations requirements there will be such choke points

within a corporation whose sole function is to In order to quantify interdependency exposures, The interdependency loss (as for any time

market the end product. Thus, loss settlements can companies are required to place a value on elemental loss) begins when the interruption of 1,

be complicated component parts or intermediate processes of final supplies or services is manifest in lost production
Take, for example, a component that is products Accountants refer to such component and consequential revenues Thus, it is not when the , k

manufactured in England for final assembly in costs as the contribution margin. The contribution supply chain is interrupted that matters, but the
Italy The sales company is located in Germany margin may be a cost arrived at arbitrarily and may point in time when the on-hand supplies have been
When a loss occurs to the goods in a warehouse in not truly reflect market value of a particular exhausted and production is slowed or stopped

Italy, which entity suffers the interdependency loss? component or process It also may be difficult to Companies operating with minimum inventories
The final answer to such loss scenarios usually lies place a cost value on proprietary processes or will, therefore, experience interdependency losses

in the paper trail that determines which entity has unique components that are not available through sooner than a company whose inventories are 1
1

title to the goods at the time and place of loss. outside suppliers. The true impact of an maintained at a higher level Master policy or global

Coverage for interdependency is found in specific mterdependency loss may be even more difficult to policy provisions should also clearly define the
policy conditions Typically, property policies evaluate exchange rates (which may fluctuate over the period
covering foreign locations account for Recognizing the difficulty in grasping the of loss) that will be used to the satisfaction of all

interdependency loss scenarios for exposure, the following steps can be a start to parties

foreign-to-foreign locations and foreign-to-United evaluating interdependencies: Future trends indicate that interdependency

States locations United States-to-foreign • Review operational plans. As operational and exposures will increase as the global economy 1

interdependency exposures are usually covered strategic planners formulate recommendations for grows Companies should carefully evaluate

under domestic property policies Therefore, lt lS future organizational moves, proper consideration interdependency exposures when planning

important to understand whether Canada and should be given to risk management principles operational facilities. A balance of production
Puerto Rico are covered under the domestic or • Use product flow charts. Interdependency efficiency and risk management planning will lessen

foreign property policies exposures are easier to identify by use of flow charts the adverse impact that losses at one facility will
1

The reason for this usual interface is that each that illustrate where bottlenecks occur have on the corporate bottom line . 1

insurer (foreign and domestic) has the underwriting • Conduct site visits. Discussions about flow of

data necessary to evaluate the risk of physical loss supply materials and components as well as finished

or damage at their respective covered locations product routes to the final customer are better
Regardless of this convention, there are always understood by managers in the field who are
exceptions, and risk managers should carefully attuned to operational changes and requirements on
review the interface between domestic and foreign a local level li*j Douglas N Smith w vp and

1

property policies to ensure tha: each • Review sales documentation. Title and risk manager of the International

interdependency loss scenario has been properly of loss should be clearly defined between Department of Johnson & Higgins
accounted for intercompany organizations and between the in New York His column appears

Some foreign master policies (which can be company and customer. the first Monday Of every month
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of Corporate Buyers of Insurance, Benefit Plans
and Risk Management Services

The 1991/92 Directog is updated and
expanded - it includes information on
more man 13,000 executives from over
2,100 companies of oil sizes located
throughout the US. Plus vital statistics on
all companies listed include:

• primary type of business
· sales or assets

· number of employees
· name and title of CFO

· names and titles of executives directly
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insurance. international employee benefits
and/or risk management
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313-446-1623.
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Surety suit
Continued from page 2
ment also issued a cease and desist

order against Contractors Surety
and Mr. Smith in October 1990,

citing performance and payment
bonds the company wrote without
a license on four Georgia construe-
tion projects.

Demanding a hearing on the
order, Contractors Surety denied
it had offices or employees in
Georgia and maintained that it did
not transact any insurance busi-
ness in the state.

In the application for a hearing,
a lawyer for Contractors Surety
described the company as a subsid-

iary of Security Trust Inc., another
surety company based in the Turks
& Caicos Islands.

The application also said Con-
tractors Surety is a captive insurer
servicing a construction industry
trade group, Contractors Surety &
Fidelity Assn. Ltd.

Members of the trade group, ac-

A   WORLDWIDEINSURANCE COVERAGE FROM
lum. H. a co..inc.

UNDERWRITING MANAGERS SINCE 1887
Four World Trade Center, New York, N.Y 10048
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 ? ]Correspondents rhroughout the world

cording to the application, sign a
"letter of acknowledgment" stat-
ing:

"I understand that (Contractors
Surety), a Nevada corporation, re-
presented by an attorney-in-fact in
Atlanta, Ga., is a subsidiary of Se-
curity Trust Inc., a surety licensed
in the Turks & Caicos Islands."

The application also states:
"(Contractors Surety) is not li-
censed as an insurance carrier in

any state, but as an insurance
'captive' (to) provide surety bonds
on behalf of the members of our
association who meet certain fi-

nancial qualifications and under-
writing standards."

The company was granted a De-
cember 1990 hearing on the Geor-
gia cease and desist order, but two
days before the hearing it signed a
consent order with Georgia regula-
tors.

Under the Dec. 18, 1990, consent
order, Mr. Smith agreed that Con-
tractors Surety would not transact
insurance business in the state and

would pay claims and premium
taxes on bonds the company had
already issued.

Kentucky regulators filed suit
Aug. 15, charging Contractors
Surety with issuing bonds without
a valid certificate of authority and
charging Mr. Smith with acting as
an insurance agent without a li-

Two days before the
hearing, Contractors

Surety signed a
consent order with

Georgia regulators.

cense.

Although the complaint cites two
performance and payment bonds
and one bid bond issued on Ken-

tucky construction projects, Ms.
Maynard said she knows of roughly
10 Contractors Surety bonds issued
in the state.

Several of these were bid bonds

issued in 1991 and presented by
contractors seeking work from
Kentucky state agencies, Ms.
Maynard said.

The agencies rejected the bonds
because Contractors Surety is not
licensed in the state, Ms. Maynard
said.

In addition to violations of the

insurance law, the complaint
charges the company with violat-
ing the state consumer protection
act by making "unfair, false, mis-
leading or deceptive" representa-
tions.

The lawsuit also argues that Mr.
Smith, who signed the bonds,
should be held personally liable for
the company's violations.

Kentucky regulators are seeking
an injunction barring Contractors
Surety from further business in the
state and are seeking an order re-
quiring the company and Mr.
Smith to pay claims and make res-
titution to anyone injured by the
company's allegedly deceptive
practices.

In an answer last month, Con-

tractors Surety confirmed that it
has "permitted certain members of
Contractors Surety & Fidelity
Assn. to secure from it perfor-
mance and payment bonds" on the
Kentucky projects cited in the In-
surance Department's complaint.

The answer also concedes that

neither Contractors Surety nor Mr.
Smith is licensed in the state and

that Contractors Surety has never
paid state premium taxes.

However, the company and Mr.
Smith both deny having violated
Kentucky laws.

In addition, the company and
Mr. Smith argue that the Kentucky
insurance code violates their con-

stitutional due process and equal
protection rights.

They also argue that the code
is unconstitutionally broad and

vague. I
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British and French workers on the Eurotunnel project exchanged
flags after their tunnels were linked on Dec. 1,1990.

Cover ensures

tunnel project
remains airtight
Insurance package covers all phases

By GAVIN SOUTER

MONTE CARLO, Monaco-The

construction project to link En-
gland and France by a rail line un-
derneath the English Channel is
covered by an extensive insurance
plan, which covered the project for
risks long before the first sod of
earth was shifted.

The numerous liability risks as-
sociated with such a major project
demanded cross-channel insurance

and brokerage links as well as in-
dustrial and governmental cooper-
ation.

A fixed link between England
and France was first proposed by a
Frenchman in 1750, said Jonathan
Blackmore, group insurance man-
ager for Eurotunnel Ltd. of Lon-
don, the Anglo-French company
that is building and will operate
the tunnel.

Since then, several other propos-
als have been made to link Calais

and Dover. But all fell by the way-
side for political and financial rea-
sons until 1985, when the English
and French governments agreed
that a private company should

build a tunnel, he said.
The,link will consist of two train

tunnels and a service tunnel, each
31 miles .long, Mr. Blackmore ex-
plained at the Risk Management
Forum, which was co-sponsored by
the European Assn. of Risk Manag-
ers and the Risk & Insurance Man-

agement Society Inc. in Monte
Carlos last month.

"As soon as the Anglo-French
treaty was signed and the conces-
sion awarded in early 1986, money
had to be spent by Eurotunnel to
prepare for construction/' ex-
plained Philippe Fallet, commer-
cial director of broker Gras Savoye
S.A. in Paris, which serves as a
broker for the project.

"The treaty, however, still had to
be ratified by the parliaments of
both countries before the conces-

sion came into force," he said.
This took more than a year, so

Eurotunnel bought 40 million
pounds ($22.5 million at current
exchange rates) of coverage
against non-ratification by either
parliament, Mr. Fallet said.

The net premium for this cover-
Continued on page 32
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Some Lloyd's members
decry wave of litigation

By GAVIN SOUTER
and STACY SHAPIRO

LONDON-A Lloyd's of London
member who decided not to sue his

members agency for the losses he
faces warns that Lloyd's could be
severely harmed if members liti-
gating their losses in London's
High Court win their case.

The member, who is on the open
1982 year of syndicate 317/662,
managed by R.H.M. Outhwaite
(Underwriting Agencies) Ltd., ex-
plained in a letter to The Times of
London why he is one of the 629
members of the Outhwaite syndi-
cate for 1982 who do not support
the legal action currently being
tried (see related story)

"Despite having voluntarily
joined a commercial operation for
gain, knowing that profit equates
to risk, (the litigating members)
are in effect attempting to se-
verely, if not fatally, damage the
very society of which they are
members," wrote R.B. Gristwood

of Sunderland, England.
If the action is successful, then

"one of the fundamental principles

LONDON

of the whole Lloyd's system," the
unlimited liability of members,
could be abandoned, thus damag-
ing the market, he implied. A ver-
diet in favor of the members also

would open the doors for another
six or seven actions that members

are bringing against members
agencies in connection with losses
from other syndicates, he noted.

The members also are suing the
agents "to obtain the maximum re-
covery possible from errors and

omissions insurance policies" that
are written by other Lloyd's syndi-
cates, Mr. Gristwood said. "Pre-
sumably, the members of the E&0

syndicates will then sue their
agents for not anticipating such
developments and accumulation,
not having the benefit of hindsight,
leading to further actions, appeals
and additional legal costs-an ever

widening circle from the original
stone," he wrote.

"It would appear to me that the
only people to gain from this whole

problem will be the insurance
competition around the world, who
must be delighted at the publicity
given to these self-inflicted
wounds, plus the legal profession,"
he said.

Mr. Gristwood concluded that he

has resisted joining the Outhwaite
members' legal actions "as I be-
lieve that basic principles are more
important than money."

Meanwhile, Lloyd's member
P.R.W. Pemberton of Cambridge,
England, also wrote to The Times
to explain why he, too, is not tak-
ing part in litigation against mem-
bers agencies.

Mr. Pemberton wrote that he de-

cided to join the "gravy train"
known as Lloyd's because "greed
got the better of me" when he rea-
lized that a lot of his friends were

making money in the market.
Mr. Pemberton said he spoke to

five members agents before joining
Lloyd's and they,all said "that if I
joined Lloyd's, everything I owned
was at risk. Despite my doubts
about their inabilities, and the
clear statement of my unlimited

Continued on page 33

End to Outhwaite case

not expected until 1992
By STACY SHAPIRO

LONDON-The continuing
verbal battle between Lloyd's of
London underwriter Richard

Outhwaite and the plaintiffs' at-
torney representing disgruntled
members of the Outhwaite syndi-
cate's open 1982 account will likely
push the trial into the New Year.

The trial of the suit, brought by
987 members against 81 membefs
agencies led by R.H.M. Outhwaite
(Underwriting Agencies) Ltd., was
expected to be completed by the
end of the year (BI, Nov. 4, Oct.
14).

However, cross-examination of

Mr. Outhwaite by plaintiffs' law-
yer Anthony Boswood has run
more than two weeks and is ex-

pected to continue this week. This

is expected to push the end of the
trial into February.

Following Mr. Outhwaite's testi-
mony, the two sides will present
expert witnesses. First will come
the plaintiffs' star witness, Uli von
Eichen, former managing director
of the London office of Munich Re-

insurance Co. Lloyd's underwriter
Chris Rome is expected to be one of
Mr. Outhwaite's expert witnesses.

Closing arguments are expected
to be heard in January and High
Court Justice Saville at the earliest

should give his decision at the be-
ginning of February.

Observers expect the case to run
its full course, rather than be set-

tled, in light of its importance to
the Lloyd's market.

If the members prove that Mr.
Outhwaite was negligent in writing

32 runoff reinsurance contracts

that have cost them hundreds of

millions of dollars, it will set prec-
edent for the thousands of other

members who have filed suit over

similar losses at other syndicates.
Should the members lose, though,
the other cases could probably be
abandoned (BI, Sept. 2).

Over the past two weeks, Mr.
Outhwaite and Mr. Boswood have

verbally sparred over the under-
writing of the runoff contracts.

For example, the plaintiffs' law-
yer last week referred to a note de-
tailing a conversation between Mr.
Outhwaite and another members

agency defendant. The note
claimed that Mr. Outhwaite admit-

ted to writing a few "pups"-
meaning runoff reinsurance con-

Continued on page 32

AXA chief sees changes from globalization
By GAVIN SOUTER

PARIS-Big insurers will pros-
per and small ones fal-

m. ter as the insurance

market grows more in-

./ ternational, a leadingFrench insurer says.
As firms expand

across borders, insurers and bro-
kers that serve them will have to be

equally international in their ap-
proach and infrastructure, he said.

Most insurers and brokers al-

ready realize this, and the growing
number of takeovers, mergers and
new insurance networks will not

slacken, he said.
The internationalization of

world insurance markets is hap-
pening at a breathtaking pace, said
Claude Bebear, president of AXA
Midi Assurances S.A. of Paris.

Takeovers in Europe are produc-
ing ever larger insurance groups,
which are then buying into the
U.S. market, Mr. Bebear said dur-

ing the 21st International Insur-

ance and Risk Management Con-
ference sponsored by Management
Centre Europe in Paris last month.

Japanese insurers also are threa-
tening to expand outside their bor-
ders. "They are not setting up shop
in Europe much yet, but they are
on their way," Mr. Bebear said.

And when the Japanese do move
into Europe, they will not stay on
the fringes, ·but will make very
substantial investments, he said.

U.S. insurers also seek expansion
abroad.

This all means, said Mr. Bebear,

that some major international in-
surers will dominate the world

market, inevitably leading to wide-
spread changes in the business.

In the intermediary market, this
change is already well under way.
"Brokers are setting up networks,
and other brokers are merging as
the smaller brokers realize that if

they are to survive they have to
reach a certain size," he said.

But even those changes may not
Continued on next page

Risk manager, broker advocate
partnerships to improve market

By GAVIN SOUTER

PARIS-The relationship between risk managers
and commercial property/casualty in-

m. surers must be radically changed for
insurers to survive and for risk manag-

./ ers to obtain the coverage they want, arisk manager and broker agree.
When policyholders and brokers have

confrontational negotiations with insurers in the
process of Obtaining coverage, the result can only
be inadequate coverage and short-term price bene-
fits instead of comprehensive coverage and stable
pricing, they said.

Risk managers and insurers instead should form
commercial relationships based on mutual under-
standing so that both parties can benefit from the
relationship, the risk manager and broker said dur-
ing the 2lst International Insurance and Risk Man-
agement Conference sponsored by Management

Centre Europe in Paris last month.
The commercial insurance environment is caught

up in a depressing spiral of failure, according to
Anthony Benson, head of group risk management at
Guinness P.L.C. in London.

Instead of insurers and risk managers entering
into close relationships that are profitable for all
parties, brokers lead risk managers into battle with
insurers in search of cheap but short-term coverage,
he said.

"This will lead to the death of insurers," Mr.

Benson predicted. "The objective of brokers should
be to bring the client and the insurer together, and
good and ill fortune must be shared by both par-
ties."

If this type of partnership can be forged, then the
insurer will be able to lead all of the policyholder's
risks, and both parties will achieve the stability
they are seeking, he said.

Continued on next page
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Insurer size
Continued from previous page
suffice. Mr. Bebear warns that pol-
icyholders mcreasingly are demand-
ing to have direct access to insurers
rather than dealing through an inter-
mediary. "In the United States: both
risk managers and individuals want
to know who they are dealing with,
because they are concerned about
solvency," he said.

Concern about size already has hit
reinsurers, Mr. Bebear said.

Reinsurers with capitalization of
less than $100 million are now con-
sidered too small by insurers. Ten

Meeting draws
243 to Paris

PARIS-The 21st International
Insurance & Risk

¤ Management Confer_ence, held Oct. 9-11

.m at the Hotel Merid-

ian Montparnasse in
Paris, attracted 243

participants.
The conference was organized

by Management Centre Europe,
which is the European affiliate of
the American Management Assn.

All of the plenary sessions were
co-chaired by Alain Neveu, risk
manager for Pechiney S.A. of
Paris, and Bernhard Fink, a board
director at Gerling-Konzern AG.
in Cologne, Germany.

The 22nd International Insur-

ance & Risk Management Confer-
ence will be held Oct. 14-16, 1992,
in Vienna, Austria.

D

la

A A

years ago, he noted, "you could be
a reinsurer with a capitalization of
$10 million."

And for risks that have the po-
tential to produce large losses, like
financial risks, policyholders are par-
ticularly wary of weak insurers, Mr.
Bebear said.

"The financial wirld is not in-

terested in snall insurers," he said.
Consequently, small insurers only

will be offered the risks that large in-
surers do not want, Mr Bebear said.

And the larger insurers will be-
come technically better because, un-
like smaller insurers, they have the
resources to pay largp salaries to €x-
perts, he said.

Large insurers also are able to se-
cure discounts for services like loss

adjusting because they provide ser-
vice companies with so much busi-
ness, Mr. Bebear said

Size also counts in the continu-

ing computerization of the insurance
industry, he said. Both large and
small companies are gradually ac-
cepting the fact that large companes
have the resources tc build more so-

phisticated automation systems.
"You have people who say small is
beautiful, bLt while they are saying
that, they are setting up cooperation
agreements with other companies
and are trying to become big through
the back door," he sa: d.

Size alone will not allow an in-

surer -0 thrive; an ir surer must aiso
have an international presence, the
AXA president said.

"Even small companies are export-
ing their services anc are working in
other countries," Mr. Bebear said.
And these industrial and commercial

companies need advice from insurers
that understand their risks and have

INTERNATIONAL

the ability to settle international
claims, he said.

This leaves small insurers at a dis-
advantage, he said. To settle claims in
other countries, they must set up a
network with foreign insurers. But
because they can never fully control
the other companies, the small in-
surer cannot serve clients with the
same efficiency as an international
insurer with foreign subsidiaries, Mr.
Bebear said.

Also, international insurers' better
spread of business and markets pro-
vides them with a more stable base to
work from, he said.

"If I base everything in one country
and the market in that country is
sick, and I am only working in that

market, then I will get sick too," Mr.
Bebear said.

Working in many markets also
leads to cross-fertilization of ideas
between business cultures that make

up the whole company, he said.
"You can set up international

teams with people from different
countries who will bring with them
new ways of thinking and new work-
ing habits," Mr. Bebear said.

Some insurers that wish to remain

domestic companies are realizing
they need to change to spread their
own risks and are moving into bank-
ing, he said.

"Combining insurance and bank-
ing is something which might work in
the management of savings, but as

Insurer-client relations
Continued from previous page

"In this way, the insurer has an
exposure to all of the client's risks.
And if, for example, he has a bad
year on property, it is likely that he
will have a good year on casualty
or transit or vice versa, " Mr. Ben-

son said.

Insurers in these cases also would
be able to provide some limited cov-
erage for risks for which capacity is
scarce or non-existent, like some fi-
nancial, political, product contami-
nation and pollution risks, he said.

In return for providing insurers
with a spread of risks, policyhold-
ers will want long-term contracts of
between three and five years, he said.

To ensure that insurers obtain the

right price for the long-term cover-
age, premiums could be renegotiated
at different stages during the cover-
age term, Mr. Benson suggested.

And, if primary insurers and pol-

Our people.They have the
time-tested hands-on experi-
ence to deliver the quality ser-
vice you need today And they
stay sharp through ongoing
training programs.

You'll be served by a team
of experts, not just one.They'll
handle your account exactly
the way you wish...giving you
better service and more con-

trol of the claims process.
With better informat on made

possible by the most
advanced technology

For more information

including our Claims Directory,
please contact:

George H. Czerwonka,Jr.
Assistant Vice President

Continental Loss Adjusting
One Continental Drive

Cranbury, NJ 08570-0001

Tel: (609) 395-2045
Fax: (609) 395-6303

* Continental
* Loss Adjusting SM

There when it counts.

icyholders are completely open about
the details of the risks, then following
insurers could adopt the same ap-
proach as the lead underwriter, he
said. "Think of the benefits if this ap-
proach were adopted by 100 buyers
of insurance and 30 to 40 leading
insurers," he said.

Brokers would not be shut out

under this kind of approach to buy-
ing insurance, he said. "The broker is
an infinitely adaptable animal. He
can become the confidant and aid to

both parties."
Captive insurers also would be less

6f a threat to insurers, because they
would be providing mutual protec-
tion both for the policyholder, if
writing direct risks, and for the in-
surer, if writing reinsurance, he said.

Insurers currently are failing to
provide some of the simplest needs
of their policyholders, agreed Hugh
Governey, managing director-corpo-
rate brokerage for Coyle Hamilton
Group in Dublin, Ireland.

"Clients see insurance as a single
commodity with a single purpose:
that is, to protect their own com-
pany. But, the majority of insurers
and reinsurers see their role as a

provider of standard, off-the-shelf
contracts," he said.

So the clients have to buy multi-
ple policies to protect what they see
as simple risks, Mr. Governey said.

This problem can be overcome if
insurers are prepared to spend time
studying the business of their large
policyholders and cover all of their
policyholders' risks, he said.

However, if insurers write broader
coverage, risk managers should not
buy insurance for risks that they can
comfortably retain or are insignifi-
cant, Mr. Governey said. "It is une-
conomical to insure risks that are to-

tally protectable."
But, risk managers also should not

underestimate their need for insur-

ance for certain exposures, Mr. Go-
verney said. "Many clients take an
over-optimistic view of their expo-
sures. There is too much emphasis on
achieving short-term savings and not
enough emphasis on long-term pro-
tection."

If policyholders emphasize loss
control, then insurers should provide
capacity-ven for pollution risks-
to meet demand, Mr. Governey said.

In addition, it is unacceptable for
msurers to insert pollution exclusions
into liability policies at renewal that
leave policyholders with large unin-
sured exposures, he said.

Insurers will lose out in the long
term if they continue to do this, he
said. "Clients willlook for alternative

risk financing methods to cover these
risks, and when they find coverage,
they may use these methods to cover
their insurable risks as well."

Insurers also should provide longer
periods of coverage, he said.

"Twelve months is too short a pe-
riod to determine whether a risk is

good or bad. For some types of risk, it
should be possible to provide five-
year policies," Mr. Governey said.

Without long-term contracts, poli-
cyholders and insurers will never de-
velop stable relationships, he said.

When risk managers are seeking
insurers that can meet all of their

demands, they should look for com-

soon as you move into the area of
risk, you are talking about entirely
different risks," Mr. Bebear said.

Also, some claims, like financial
risk claims, could lead to a conflict
of interest within an insurer/bank,
he said. "It is better to stick to your
own line of business, become Euro-
pean and then gradually internation-
alize and operate worldwide," Mr.
Bebear said.

As a result of all this change, by
the end of the century, 20 to 25 in-
surers will dominate the world mar-

ket, he predicted. Those companies
may divide themselves mto groups or
divisions, but they will still reap all
of the benefits of size and interna-

tional spread, Mr. Bebear said. m

panies with several qualities:
• The financial capacity to under-

write all of a risk manager's expo-
sures on a so-called composite basis.

• Experience in underwriting pro-
grams on a composite basis.

• Recognition as a leader in the
market, to ensure support from fol-
lowing insurers and reinsurers.

• Technical resources in risk iden-

tification, advice and claims manage-
ment.

Once a lead insurer is selected, the
risk managers and the insurer must
agree on a loss adjuster, Mr. Gover-
ney said.

But, he said, composite insurance
programs will work only if:

• All participants are committed
to the concept.

• All participants have a clear un-
derstanding of its objectives.

• Communication channels are ef-
ficient.

• The program is constantly moni-
tored.
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Rate undercutting
for market share

to endure: Analyst
By GAVIN SOUTER

PARIS-European risk managers
can look forward to

lilli low property/casualty
insurance rates for

1111 some time as insurers

continue to undercut

each other in their

battle for market share, a financial
analyst said.

With the old insurance cartels

being broken up, the new Euro-
pean market could end up mirror-
ing the market in the United
States, where rates have fallen
through much of the past decade,
he said.

And even if European insurers
resolve to raise their rates, U.S.

and Japanese insurers are waiting
on the sidelines, ready to plunge
into the European market with
cheaper capacity, he warned.

"The insurance industry is seeing
unprecedented change, and it is
change that will benefit the cus-
tomer," said Christopher Pountain,
executive director at Morgan Stan-
ley International in London.

Traditionally, the major Euro-
pean insurance markets operated
like cartels dominated by a few in-
digenous companies, he said at the
21st International Insurance and

Risk Management Conference
sponsored by Management Centre
Europe last month in Paris.

"There was no cutthroat compe-
tition, and this heightened secu-
rity. But, it produced little incen-
tive to introduce new policies; too
many people were employed, and
they were paid so much, that ex-
penses were 25% to 30% of pre-
mium income," he said.

But this scenario is being washed
away by the elimination of trade
barriers within the European Com-
munity, Mr. Pountain said.

Now, insurers are aggressively
expanding across Europe, and the
newcomers are ignoring local com-
petitive-or non-competitive-ar-
rangements, he said.

Allianz A.G. Holdings, for exam-
ple, now owns companies in Italy,
France and Britain, he said. "And
in Britain, through its subsidiary,
Cornhill (Insurance P.L.C.), it even
sponsors that most English of
games: cricket," he added.

The expansion is happening be-
cause insurers are realizing that a
pan-European market is devel-
oping and that an insurer cannot
limit its operations to one coun-
try, he said.

"They have to go out and win a
meaningful market share, and to
do that they tend to cut the price of
their product," Mr. Pountain said.

Consumers fuel this price war
because they base their purchasing
decisions on price, regardless of
the supplier, he said. -People say it
doesn't matter who supplies it as
long as it's cheap."

The internationalization of the

industry also is leading to the in-
ternationalization of brokers, he
said, noting that large brokers can
provide the easiest routes for com-
mercial clients to access new mar-

kets.

However, despite the willingness
of insurers to join the global mar-
ket, "all this competition for busi-
ness is clearly having an adverse
effect on insurers' profit margins,,
he said.

Insurers are becoming increas-
ingly dependent on investment in-
come rather than underwriting
profits to stay in the black, Mr.
Pountain said.

Despite the squeeze on profits,
however, excess capital remains in

the market. "For example, Allianz
raised over $1 billion from two
share'issues in 1990."

Insurers will use the extra capi-
tal to pursue market share, which
will cause large insurers to become
even larger, Mr. Pountain said.
"The widely held theory is that the
big companies will be the winners,
and the small to medium-sized in-

surers will simply fade away or be
gobbled up."

Yet the economies of scale

achieved by expansion are limited,
Mr. Pountain said.

"We may come to the point
where being big means being less
profitable," he said. The larger
companies may lose money when
they spend in areas where they
lack experience, he reasoned.

"The most suitable model for

predicting the future of the Euro-
pean insurance industry is proba-
bly the United States. This is a
market with no internal barriers

between states and no restrictions

on competition or commercial
lines," he said.

Several insurers operate
throughout the U.S. market, but
there are indications that these

companies are trying to become
more regional. For example, they
are withdrawing from personal
auto insurance where the business

is less profitable, Mr. Pountain
said.

The most profitable property/ca-
sualty insurers in the United States
are those that work in niches

which they know well, he said.
However, the lack of profitabil-

ity on the U.S. market, which is
often attributed to market cycles,
should make Europeans wary, Mr.
Pountain said.

"Over the past 13 years, the U.S.
industry has suffered a deteriora-
tion in results 10 times, and 1991
and 1992 look like further years of
downturn. That doesn't sound very
cyclical to me; that sounds like a
bad industry," he said.

The U.S. market also is very
competitive, with very few barriers
to entry. Consequently, more in-
surers fail in the United States

than in Europe, Mr. Pountain said.
"This is the downside of a free

competitive market where the lack
of any cartel means there is noth-
ing to prop up the profits of
weaker companies," he said.

If Europe follows the U.S. model,
risk managers can expect a soft
market for some time, Mr. Poun-
tain said.

"Insurers may moan about the
premium rates they are charging,
but such is the excess of supply of
insurance over demand for the

product that prices will stay low,"
he said.

Prices will not start rising until
insurers become so worried about

the drain on their capital that they
begin to look for profits rather
than market share, Mr. Pountain
said.

There also could be a potential
problem for insurance buyers if the
removal of barriersin Europe leads
to fewer and bigger insurers. These
companies may then establish a
new cartel, he said.

However, if this does happen, it
will not occur for several years,
and the European insurers still will
have to be wary of Japanese and
U.S. insurers stepping into the
market, Mr. Pountain said.

International brokers that can

access many different markets will
also ensure that competitive
pressures in the European insur-
ance market do not slacken, he
said. .
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Reinsurer exec

calls for candid

talks with buyers
By GAVIN SOUTER

PARIS-Reinsurers and risk

managers are forging

mi closer relationships as
corporations seek

.mi
more direct control of

their insurance pro-

grams, a reinsurer ex-
ecutive says.

This is evidenced by a large
number of captive insurance com-
pany formations, which, with the
support of reinsurers, allow risk
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managers to become more involved
in constructing their insurance
coverage and help to increase ca-
pacity, he says.

But if the partnership of rein-
surers and risk managers is to de-
velop further, they must form a
more candid relationship, says Pa-
trick Peugeot, chairman and chief
executive officer of Paris-based

SCOR S.A.

Reinsurers then will be able to

provide more stable capacity and
allow captive insurers to cover a

wider range of risks, he said during
the 21st International Insurance

and Risk Management Conference

, organized by Management Centre
Europe in Paris last month.

Reinsurers also can provide risk
managers with expert advice to
help them effectively utilize cap-
tives, Mr. Peugeot said.

By using a captive, risk manag-

ers gain more control over their in-
surance programs, he said.

Captives also allow a risk man-
ager to obtain "auxiliary financial
capacity," Mr. Peugeot said.

"By cashing in the premiums
quickly and keeping close control
over settlement, he can create a
cash flow, which enables him to

measure the actual quality of the
risks he is transferring. Then, if he
has adopsed a proper pricing pol-
icy, he can accumulate reserves

which enable him to handle spe-
cific hazards," Mr. Peugeot said.

To help policyholders get the

most out of captive insurance,
many reinsurers have set up de-
partments to supply technical ex-
pertise to corporations on captive

management and provide services
to the captives, Mr. Peugeot said
(BI, Nov. 4).

And the more information that

reinsurers are given about a risk
manager's corporation, the easier
it will be for them to provide sub-
stantial reinsurance coverage at a
reasonable cost, he said.

"This is the advantage of devel-
oping good relationships between
captives and reinsurers," he said.

If a longer-term partnership de-
velops between risk managers and
reinsurers, then limits of coverage
and costs can be projected over
several years, he said. This pro-
vides stability of coverage and
price, which is beneficial for both
the reinsurer and the client.

"To establish the rules which en-

sure proper stability in these rela-
tionships, one formula seems to me
to be fruitful: that of the 'right to
the right price,' " Mr. Peugeot
said.

And reinsurers are more likely to
meet this requirement than insur-
ers, he said.

If the risk taker is to guarantee
the right price for the coverage
provided, it must have a balanced
portfolio, according to Mr. Peu-
geot. A reinsurer is more likely to
have this balance than an insurer,

its risks, he said.

However, the relationship be-
tween risk managers and rein-
surers is still in its infancy, Mr.
Peugeot said.

said.

with reinsurers, he said.

Continued on next page
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U.S European insurers grow more alike
By GAVIN SOUTER

PARIS-The differences between

insurance markets in

m. the United States and

Europe are growing

./ fewer as insurers onboth sides of the ocean

change to meet the
needs of multinational companies,
two risk managers agree.

The pace of change will not
slacken and both U.S. and Euro-

pean markets will learn from each
other's strengths and weaknesses,
they predicted.

And although the changes al-
ready have led insurers and bro-
kers to increasingly offer risk man-
agement consulting services, they
should not forget that their pri-
mary task is to supply insurance,
said the risk managers who spoke
at the 21st International Insurance

and Risk Management Conference
last month, sponsored by Manage-
ment Centre Europe in Paris.

The sheer size of the U.S. insur-

ance market ensures its influence

on the world market, said Pierre
Sonigo, director of risks and insur-

ance at Compagnie de Saint Go-
bain, a manufacturer based in
Paris.

"With 35% of the world's premi-
ums, compared with 24% in the
E.C., the American insurance mar-

ket is the largest market in the
world. It is natural, therefore, to

find the biggest brokers, the lar-
gest insurance companies as well
as the best risk managers," he said.

And although the U.S. market
has many strengths, it also has
weak points, Mr. Sonigo said.

One of its strengths is its diver-
sity, he said.

In addition to traditional stock

insurance companies, the U.S.
market consists of mutual insurers

-like the members of the Factory
Mutual System-which play a
large role in the property insurance
market; workers compensation
pools; risk retention groups; spe-
cialized policyholder-owned insur-
ers like ACE Ltd. and X.L. In-

surance Co. Ltd.; and many captive
insurers, Mr. Sonigo said.

Also, the U.S. market boasts

strong, innovative and professional
brokers, he said.

"They contribute to setting up
large international programs, to
developing new capacities in crisis

situations and are constantly of-
fering new services to their eli-
ents," Mr. Sonigo said.

The strength of the risk manag-
ers using the market and their or-
ganization, the Risk & Insurance

Management Society Inc., also
adds to the sophistication of the
market, he said.

But despite its many strengths,
the market has several weaknesses,
he said.

The system of state regulation
greatly complicates the process of
drawing up insurance contracts,
establishing new companies and
keeping abreast of insurance legis-
lation, Mr. Sonigo said.

Also, U.S. insurance contracts

are far less flexible than European
contracts, which are often drawn
up by the clients, he said.

"Our American colleagues must
generally use standard printed po-
licies with countless numbered ad-

ditional clauses, which are often

absurdly complex for European
buyers," Mr. Sonigo said.

The U.S. market also is far more

unstable than the European mar-
kets, he said.

"The facility with which Ameri-
can insurers cancel contracts-

even profitable ones-due to
changes in strategy, and even the
potential collapse of certain mar-
kets, is enough to frighten more
than one European risk manager,"
Mr. Sonigo said.

Given these strengths and weak-
nesses, three distinct changes in
the U.S. market are likely, he said.

First, insurers will prefer to pro-
vide risk management consulting
services rather than write cover-

age, Mr. Sonigo said.
As an example, he cited workers

compensation. Employers will be
faced with higher medical costs,
increased court awards and higher
premiums, but the insurance mar-
ket is not supplying insurance so-
lutions to these problems, he said.

For example, Mr. Sonigo said
that a major U.S. broker recom-
mends that companies should self-
insure their workers comp expo-
sures in states where the costs are

too high; use computer systems to
help control costs; improve claims
management; set up systems to
help reduce medical costs; and im-
prove loss control systems.

"Insurance is hardly men-
tioned," he said. "The set of solu-

Reinsurer-risk manager links
Continued from previous page
first seek to evaluate the minimum

return sought by the rein-
surers. . .then they commit them-
selves to building up a partner-
ship," Mr. Peugeot said.

However, building a strong part-
nership is only part of the solution
to a company's insurance prob-
lems, he pointed out.

The reinsurer should be reliable

and the corporate buyer's expo-
sures should be "transparent," he
said.

"This reliability is expected from
reinsurers to an increasing extent
as the amounts at stake are in-

creasing rapidly, far outstripping
the automatic capacities of insur-
ance companies," he said.

For example, due to new legisla-
tion, German insurers now have to

provide up to 320 million deutsche
marks ($97.8 million) of environ-
mental liability coverage (BI, Oct.
21; Oct. 7), Mr. Peugeot said.

But, if reinsurers are to be reli-

able, policyholders must be candid
with the details of risks, he said.

If they are not, costly legal ac-
tions will follow, Mr. Peugeot said.

"May I suggest to any risk man-
ager who is tempted to conceal the
real size of a risk. . .to think again,
and consider the attitude of the

risk-taker when asked to settle a

loss," he said.

Closer and more understanding
relationships between risk manag-
ers and reinsurers will become

even more important because the
demand for coverage will be
greater, Mr. Peugeot predicted.

Demand will increase as regula-
tory and environmental constraints
on companies become more strict,
he said. Because the preventative
technology to meet these require-
ments is not yet available, com-
panies will increasingly look to the
insurance industry to cover their
risks, he said.

Coverage against product re-
calls, computer fraud and pollu-
tion will be in greater demand, al-
though insurers currently do not
provide adequate coverage for
these risks, Mr. Peugeot said.

"Confronted with this situation,

risk managers scrape together all
the available capacities, and if
there is still a shortfall, they try to
constitute contingency funds, fed
by fictional premiums or organ-
ized on the basis of financial rein-

surance," he said.

Clearly, the combined use of a
captive insurer and a reinsurer
could help fill the coverage gaps,
Mr. Peugeot said. I

tions will require services of all
kinds of experts that the risk man-
ager will try to find via his broker,
his insurer or independent
sources."

This trend will spread from the
workers comp field to other risks,
Mr. Sonigo predicted.

Already, it is difficult to buy
general liability coverage for a
production process without ac-
cepting a high deductible, he said.

Also, the insurance market is

providing little coverage for en-
vironmental risks, Mr. Sonigo said.

"It is true that selling specialized
services can be more lucrative and

less risky than insurance itself, but
are we still in the same trade?" he
asked.

A second trend concerns the

structure of the U.S. insurance

market, Mr. Sonigo said.
By giving regulatory powers to

the states, the McCarran-Ferguson
Act has led to a plethora of differ-
ent laws with which insurers must

comply, he said.
But, the web of legislation may

be untangled if the United States
follows the European Community's

example, Mr. Sonigo said, predict-
ing that there will be a U.S. equiv-

alent to the E.C. freedom of ser-

vices directive by the end of the
1990s.

"What we have been able to ac-

complish in the context of the lib-
erty to provide services will be an
example to our American friends,"
he said.

The third change will be an os-
mosis between the U.S. and Euro-

pean industrial risk markets, he
said.

This will be inevitable as indus-

trial companies establish facilities
on both sides of the Atlantic, Mr.

Sonigo said.
"The risk managers of those

groups. . .will be contributing to
economic agents involved in these
markets their vision, their concepts
and soon their insurers, adapted to
meet local circumstances," he said.

Another aspect of the trend to-

ward globalization is that U.S.
companies are already looking at
the European market for coverage,
said Anton Pfaffle, risk manager at
investment bank Goldman, Sachs
& Co. of New York.

The current major attractions in
the European market for U.S. com-

panies are property and marine
coverage, he added.

"I hope the large United King-
dom, French, German, Swiss and

Scandinavian insurers will provide
property insurance capacity on a
blanket all-risk worldwide basis

with little or no sub-limits or

named peril restrictions," Mr.
Pfaffle said.

However, later in the 1990s, all

companies will be looking more for
liability coverage as exposures in-
crease for product, pollution and
professional liability, he said.

The U.S. companies will access
the European market through mul-
tinational insurance brokers, Mr.

Pfaffle predicted.
In addition, the U.S. risk manag-

ers willlook to the brokers and Eu-

ropean insurers for services, in-
cluding: risk inspections, loss
analysis, advice on legal matters
and E.C. legislation and advice on
alternative risk financing, he said.

To help provide these services,
some European brokers will have
to change their business styles, Mr.
Pfaffle said.

"I look for the European brokers
to become more client-oriented

and not insurer-prone, which is the
case in some E.C. countries today,"
Mr. Pfaffle said. I
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Risk manager attests overcome by setting up a direct cap- "Our expenence in the market is sumes management time, because
tive, according to Mr Flensburg that even if a local Insurance com- directors who have httle knowledge

Consequently, Ericsson in 1989 pany offers our subsidiary an all-nsk of msurance have to understand how
formed a direct captive, Electra In- wordmg for property damage, it will the new subsidiary works, he saidto value of captives surance Ltd, in Dublin, Ireland never be even close to the broad These two problems combine to

"Many times I have been asked wording we would be able to 1SSUe present a third problem of secunty,
the question why we chose Dublin from our direct captive," he said he said "By domg it all on your own,

By GAVIN SOUTER "The reasons to set up the origi- as our domicile There are a num- • Policies are always issued on you certainly assume a greater habil-
nal (reinsurance) captive were the ber of reasons but the main ones time ity as a director and officer It is now

PARIS-The advantages of Using usual a large worldwide premium are the ability to operate within the • Cash flow is swift more important than ever to scru-

m'
a captive insurer to volume, a good loss record, the wil- European Community, Enesson has If the captive is carefully organ- timze the security of your rein-
directly underwrite a hngness to find a new solution for long been connected with Ire- med, the risks can be transferred to surers," Mr Flensburg said
company's risks instead such a traditional busmess as msur- land and the fiscal and regulatory the captive without any money leav- Companies have to reach a cer-

.m of turning to the tradi- ance and a feasibility study that environment," Mr Flensburg said ing the group for a smgle day, Mr tam size before setting up a captive
tional market far out- showed an overall prohtabihty m a There are seven main advantages Flensburg said becomes worthwhile, he added The
weigh any disadvan- captive," Mr Flensburg said m setting up a direct captive, he said • The company learns more about size depends on the type of business

tages, a nsk manager says The main advantages of the rein- They are that the mechanism of insurance the company is involved in, but pre-
A direct captive also can cut risk surance captive, he said, are con- • It is cost-efficient "By dealing with insurance 1ssues miums and costs should always be

financing costs, improve loss control trol over the insurance system, the "With just a handful of people every day, we learn something from assessed to make sure that a captive
and plug gaps in insurance programs abillty to put pressure on local rates, (some of them only partly involved it," he said is worthwhile, he said
that a captive used to reinsure nsks the building up of mtemal reserves in the operation), strict operatlng m- • Property loss control is im- "For most larger mternational in-
cannot, said Peter Flensburg, director for future losses, better control of structions and procedures, a few proved dusti·ial groups, I think captives are
of risk management at LM Ericsson loss records, wider coverage and re- powerful pensonal computers and an Owning a captive puts more here to stay in the long-term per-
AB, a telecommunications concern duced administration efficient telecom system, we swiftly pressure on a company to improve spective If they have the criticalbased m Stockholm, Sweden Despite these advantages, there run the operation at a very low ad- its loss control system, Mr Flens- mass, I thlnk they can make an insur-

Mr Flensburg spoke during a ses- were also factors in the captive rein- ministrative cost," he said burg said ance captive profitable," he said
mon at the 21st International Insur- surer program that could be im- • It is profitable However, there are a few disad- If a company later decides to re-
ance and Risk Management Confer- proved, Mr Flensburg said The fundamental financial advan- vantages m ownmg a direct captive turn to the traditional market, a
ence sponsored by Management These included cash flow to the tage of a direct captive is that you that need to be carefully monitored, well-structured captive makes such a
Centre Europe in Parts last month captive, services offered by local m- retain a further 5% to 20% of the in- he said "There is a risk mvolved m transition easy, he said

When Ericsson launched a direct surers and brokers, the flow of mfor- surance risk and accept the premium setting up an insurance operation of "If the captive business is organ-
captive in 1989, it already had a rein- mation from subsidiaries to the cap- for the rlsk while ellminating front- your own If you are not professional ized in a good way a number of
surance captive, Ericsson Reinsur- tive, and the overall quality of the ing commissions, he said enough, you may risk losing money," traditional msurers would immedia-
ance SA, which was set up in Lux- insurance program, he said • Broader msurance policy word- he explained tely accept taking over the captive'sembourg in 1985 Most of those problems could be mg becomes available Also, owning a direct captive con- portfoho," he said .

Outhwaite trial
Contznued rrom page 27 runoff contract, brokers started ne- though they were not broken out waite off guard In particular, Mr London office
tracts-that shouldn't have been gotiations fresh because each was "The arbitration confirms that the Boswood asked Mr Outhwalte about Mr Boswood then asked whether
Written unique, he said assumption I made was perfectly cor- his acquamtance with Mr von Ei- Mr Outhwaite had recently flown to"Did you make that admission?" After much discilssion over this rect," he said chen, who has been sitting m court Munich with his defense attorneys toasked Mr Boswood pomt, Mr Boswood asked m frustra- Mr Boswood also asked whether with the plaintiffs' attorneys meet with a Munich Re executive

"I don't recall," said Mr Outh- tion, "can't this question be answered Mr Outhwaite had reached any con- Mr Outhwaite said that though Mr Outhwaite was silent-ap-
waite "But I wouldn't use that lan- straightforward?" clusion at the time the contract was he'd had a few lunches and possi- parently surprised that this was
guage," he said, referrmg to the word "I am not prepared now to create written whether the Cockell syndi- bly a dinner with Mr von Eichen, known-and then said yes, he had
"pups " a proposal form for you, Mr Bos- cate's projections for future asbestos he'd never seen a hne sllp with Mr gone to Munich, but couldn't recall

Mr Boswood then asked Mr Outh- wood," Mr Outhwaite rephed claims were adequate von Eichen's mitials On it He also precisely what was discussed He re-
waite whether he admitted that he In the last few weeks, Mr Outh- Mr Outhwaite said he didn't be- said he did not know Mr von Ei- called, however, that the executive
had written "bad contracts which waite also has answered a sizable cause there was no reason to as- chen as Munich Re's excess-of-loss explained "why Munich Re hates to
shouldn't have been written " number of questions from High Court sume at the time it was written m underwriter but as the head of the get mvolved in any htigation " I

Mr Outhwaite rephed that any un- Justice Savtlle, who has mtervened a 1982 that the "asbestos losses when
derwriter could make that claim, number of times in the cross-exami- they were paid should be paid any
since all underwriters have written nation seeking clanfication quicker than any other claim " Members contemplate
insurance policies that have pro- For example, Mr Boswood last Underwriters often project losses
duced losses "Every single un- week was questioning Mr Outhwaite into the future, particularly when lawsuit against Merrettderwnter would admit in retrospect about the runoff reinsurance contract closing their underwritmg year using
that there are contracts he shouldn't he wrote for Lloyd's underwnter Mi- time-and-distance reinsurance poll-
have wntten ' chael Cockell's syndicate, which later cies, said Mr Outhwaite By ELIZABETH WILCOX By not acknowledging the size of

"But you contmue to say that the ended up m arbitration (BI, Dec 18, He noted that Lloyd's syndicates the 1982 losses, the members allege,
underwriting of these (runoff rein- 1989) Although Mr Outhwaite was are not allowed to discount outstand- LONDON-Members of Lloyd's of Merrett unfairly recruited names
surance) contracts can't be criticized provided with hgures for the overall mg loss reserves But, he added, they London's largest syndicate are seek- from 1983 to 1985
at all," Mr Boswood charged outstanding reserves for the Cockell can pay a premium of 500,000 ing counsel on whether to sue over Led by retired Canadian account-

"I never said that," said Mr Outh- syndicate, he did not break out tne pounds, say, for a time-and-distance losses stemming from runoff reinsur- ant Kenneth Lavery, the members
waite He added that when he wrote size of asbestos loss reserves, al- pollcy that wlll pay 1 milhon pounds ance contracts the syndicate wrote gathered m London last week to dis-
these contracts, he beheved that they though he admitted that he verbally in 10 years' time The members of marme syndicate cuss charges he had outlined in an
were "reasonable" risks to under- asked questions about those losses "So time-and-distance pollcies are 418, managed by Merrett Under- Oct 14 letter to a Lloyd's investlga-
write and would "benefit my names " "Any such reserve would not ap- a way of gettmg around Lloyd's re- writing Agency Management Ltd tive committee

Mr Boswood also asked Mr Outh- pear (on documents) based on what fusal to allow discounting?" asked contend that the syndicate should Approximately 200 of the 300
waite last week whether he had a you asked?" asked Justice Saville Justice Savdle have kept open its 1982 underwriting members at the meeting voted with
list of questions that he used to eval- Mr Outhwaite told the Judge that Precisely, said Mr Outhwaite, "and account, m which it wrote 11 runoff raised hands to appoint a steel'ing
uate each of the runoff reinsurance there would have been a "predictive that is why they are so popular reinsurance contracts that later pro- committee and seek legal counsel on
contracts, to which Mr Outhwaite element" of asbestos claims m the A few times Mr Boswood's ques- duced sizable losses for the 1985 ac- the feasibility of suing syndicate
answered that he did not With each overall outstanding reserves, even tionmg appeared to catch Mr Outh- count (BI, Nov 4) Continued on nert page

Eurotunnel coverage
Cont*nued from page 27 Commercial Union, generated 60 pounds ($177,650) for offshore and are usmg 182 miles of track to cart • 145 plant claims in England to-
age, which ran from May 19, 1986, million pounds ($106 6 million) of tunnelhrig risks, and 250,000 pounds construction materid throughout the taling 558 mlllion pounds ($99 1 mll-
to Dec 31, 1987, was 2 24 million total premium, said Mr Fallet ($444,125) for third party claims spe- tunnel project hon), and 372 claims m France total-
pounds ($4 milhon) "The policies are totally bi-na- cifically arising from faulty design Nmety-five percent of the claims mg 882 milhon French Francs ($15 8

The coverage was written by an tional, wntten m two languages sub- and workmanship stem from damage to plant and milhon)
alliance of insurers including Com- ject to the laws of both the Umted The deductible for equipment equipment, but these generally have The insurance nsks relating to the
mercial Union PLC, Union des As- Klngdom and France and subscribed losses is 2,500 pounds ($4,441), except been for small amounts, he said Channel Tunnel and Eurotunnel unll
surances de Paris, Assurances Gen- by U K and French markets in for tunnellmg equipment, which car- European windstorms in 1987 and change once it opens for business m
erales de France, Allianz A G roughly equal proportions in two ries a 100,000 pound ($177,650) de- 1990 caused larger losses, as did a 1993, Mr Blaclcmore pomted out
Holding and Lloyd's of London syn- currencies," Mr Fallet said ductible, Mr Fallet said Feb 23 fire at the Eurotunnel exhibi- "In 1992, we shall be testmg our
dicates The third-party habillty coverage The startup delay coverage was the tion center in Calals, which produced first railway locomotive, and m mid-

The coverage was placed by Gras is wntten in layers up to a limit of hardest coverage to design and cal- losses of 1 milhon pounds ($18 mil- 1993 Eurotunnel will be an operating
Savoye and Faugere & Jutheau in 100 million pounds ($177 6 million) culate, he said, noting that the hon at current exchange rate) railway," he said
Paris and Sedgwick Group PLC m with the first quarter placed in the prolect's a daily costs were in 1987 Commercial Umon and UAP have The company will own enough pas-
London construction Insurance market and were 1 milhon pounds ($188 mil- been given full authority by the fol- senger cars to comprise 17 trains

The French Parliament approved the remainder in the marine market, lion at 1987 year-end exchange lowmg msurers to handle claims, and each more than half a mile long, 38
the tunnel project m May 1987, and accordmg to Mr Fallet rates) the co-leaders have to communicate locomotives and 500 carr·ter cars to
the British Parliament approfed it The single-loss deductible is 2,500 Eurotunnel purchased 250 milhon with each other only on claims ex- transport automobiles through the
two months later pounds ($4,441), he said pounds ($470 million at appropnate ceeding 500,000 pounds ($888,250), tunnels, he said

"However, it was a real risk be- Limits for the all-risk construe- exchange rates) in startup delay according to Mr Fallet "By 1994, we hope to be camnng
cause there was a general election tion coverage are 500 milhon pounds limits, with a 14-day delay deduct- The claims breakdown shows 30 nullion passengers and 15 million
in Britain in 1986, and a change of ($888 3 milhon) for any one loss The ible, Mr Fallet said • 65 third-party hability claims mtons of freight annually, and receiv-
government may have affected the pollcy covers the tunnels as well as So far, several hundred claims- England totalmg 35 milhon pounds ing revenues of 2 million pounds
plans," Mr Fallet said heavy equipment and other "plant" mostly claims stemmmg from dam- ($62 million at current exchange ($3 6 milhon) a day," Mr Blackmore

The construction policy for the risks age to plant and equipment-already rates), and 11 claims in France total- explained
project-wntten by the same group "This is considerably more than have been filed ing 120,000 French Francs ($21,468) Eurotunnel wlll need to insure the

"of insurers from Dec 1, 1987, to June the estimated maximum possible This is not unexpected consid- • 10 work in progress Claims in three tunnels, two terminals and the
15, 1993-covers third-party habillty loss 100 milhon pounds ($1776 mil- ering the huge size of the project, England totaling 143 nullion pounds rolling stock Eurotunnel will be
and construction risks The policy hon)," Mr Fallet said employmg 15,000 people at the peak ($25 4 million), and 19 claims in seeking property, busmess mterrup-
also covered startup delays The deductibles are 25,000 pounds of construction," Mr Fallet said He France totallng 16 8 milhon French tion and third-party habihty cover-

The policy, co-led by UAP and ($44,412) for onshore risks, 100,000 also noted that construction crews Francs ($3 milhon) age, he said .
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Continued from previous page
management.

Many of those members face large
losses from their participation on
syndicate 418's still-open 1985 un-
deruiriting year. Losses on that ac-
count year averaged about 16,800
pounds ($29,854 at current exchange
rates) per member, while the average
amount written per member was
43,000 pounds ($76,411). So far, 1985
account losses are estimated at 67

million pounds ($119.1 million).
In Mr. Lavery's letter, he alleges

that Merrett should not have closed
its 1982 account because it was im-

possible to determine its asbestos lia-
bility on 11 runoff policies.

Although Merrett has said that it
only learned of the scope of those
losses in 1985, causing it to keep that
account open, Mr. Lavery points out
in the letter that syndicate 317/661,
managed by R.H.M. Outhwaite (Un-
derwriting Agencies) Ltd., kept its
1982 account open out of concern
over "similar" runoff policies.

The losses resulting from the runoff
policies written by Outhwaite are
now the subject of legal action in
London's High Court between syndi-
cate members and the Outhwaite

members agency (see story, page 27).
Mr. Lavery also alleged in the let-

ter that the 2,089 names syndicate
418 recruited from 1983 to 1985 were
"deceived" by underwriter Stephen
Merrett, who said in his 1982 syndi-
cate report that "we have determined
an appropriate level of reserve."

Mr. Lavery contends in his letter
that "these new deceived names are

now expected, without a murmur, to
help the 1982 names still remaining
on the 1985 open year."

He later told Business Insurance
that the 1982 losses "should have

been borne" by the 1,959 names in
the syndicate that year.

Mr. Merrett dismissed Mr. Lavery's
allegations as "unfounded."

"As far as I know, there is no
substance to any of the allegations
that I have seen," he said.

Regarding Mr. Lavery's claim that
the closure of the 1982 account was a

misjudgment, Mr. Merrett said, "I
have no idea on what basis he is

makmg that claim."
Comparing Merrett's decision to

close syndicate 418, while Outhwaite
syndicate 317 remained open is not
fair, he said. "It isn't a parallel."
Syndicate 317 wrote far more con-
tracts than syndicate 418, which af-
fected the Outhwaite syndicate at a
far faster and more significant rate,

LONDON

Continued from page 27
liability, greed still held the upper
hand."

Mr. Pemberton resigned as a
Lloyd's member after only two years
-1989 and 1990-because he was
unhappy with "the way I found mat-
ters conducted."

Feltrim report delayed
An independent review into the

loss-riddled Feltrim Underwriting
Agencies Ltd. has been delayed,
bogged down by the large volume
of material that it must consider.

The review body was due to re-
port to the Council of Lloyd's by
the end of September, but does not
expect to report until next year.

The report is expected to supply
Lloyd's and the 4,000 members of
Feltrim syndicates 540/542 and 847
with an explanation of the circum-
stances surrounding the syndicates'
1987 to 1990 underwriting losses.

The huge volume of material on the
syndicates and the non-availability
of some witnesses made the Sept. 30
deadline impossible, Lloyd's said.

The Feltrim syndicates, which pri-
marily wrote excess-of-loss reinsur-
ance, face a worst-case estimate of
380 million pounds ($675.3 million at
current exchange rates) in losses, says
the Feltrim Names Assn. I

others contend.

Some names at the meeting ex-
pressed concern about Mr. Lavery's
failure to invite a Merrett representa-
tive.

"Before proceeding any further, I'd
like to invite the Robson brothers
(directors of the Merrett Group) and
Stephen Merrett to address the
group," said Timothy Royle, a syndi-
cate 418 member for more than 30

years. Mr. Royle also said: "Let us go
slowly and not put too much money
into the hands of the lawyers."

Later, Mr. Lavery said it was not
proper to invite Mr. Merrett to the
members' first meeting. However, he
said that one steering committee ob-
jective is to explore a possible set-
tlement and that Mr. Merrett may be
invited to its next meeting Dec. 2.

Meanwhile, a report on whether
members should take legal action is
due within six months, said solicitor
David Tiplady of D.J. Freeman, who
was at the meeting.

name

Editorial
Index

Serviee

AWARDS

[' he Business Insurance Editorial Index Servicedirects you to all news reports and feature articles
published by Business Insurance newsmagazine.

T he annual service includes 3 quarterly reports and acumulative annual volume. In addition, article
citations between publication of quarterly reports are
available from Brs Information Centers in New York

and Chicago. Complete alphabetical and chronological
listings by company, person. subject and geographic
location enables you to access data quickly and
accurately.

T ake advantage of thiscost effective tool and . Businessfill out the coupon today or
call 212/210-0137. insurance

EBC Awards

Monday, November 18, The Waldorf Astoria, New York
EJ Luncheon only

 Luncheon and program viewing (immediately following lunch)

,i,1.

Brgani/2/inn

arl,Irrif

rhnne

For additional luncheon tickets attach a separate list - include name, title and
company affiliation - along with this reservation card.

Business Insurance, November 11, 1991 / 33

Editorial Index Service Bus•00 hesum=N*
220 East 42nd Street, New York, NY 10017

Please send me the following index(es):
Full Index Service at $100* 0 1991

Softcover editions at $100* each:

01986 01987 01988 0 1989 01990
Hardcover editions at $150* each:

0 1981 0 198213 1983 0 1984 0 1985
' foreign postage additional

TOTAL ENCLOSED u
PAYMENT MUST ACCOMPANY ORDER -

O Visa O Mastercard O Optima O American Express
O Check Enclosed (payable to Business Insurance)

Account # Exp. Date

Signature

Name

Title

Company

Address

City

Phone

State Zip

The best ...

the brightest ...
the most innovative

communication programs
Employee Benefits Communication Awards Luncheon
On November 18th Business Insurance salutes the winners of the 19th
annual EBC Competition at an Awards Luncheon at The Waldorf Astoria
in New York City. Recognizing outstanding communication programs,
Kathryn Mcintyre, Editor and Associate Publisher of Business Insurance,
will present awards in six categories:

• booklets • multi-media programs
• personalized correspondence • special projects
• audio-visual presentations . • total benefits programs

Meet the people behind these award winning programs and see first
hand how other employee benefits executives are tackling their
communication programs.
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then you be the judge... take a look at how other industry professionals
are communicating their employee benefits.
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Utilization ers and the general pubhc-is that ficult area," the spokesman added formly in all geographic areas of unnecessary office visits In Chi-
employers should be more and Other experts, though, say the "Chicago might not have the cago the situation is reversedContznued from page 2 more demanding of explanations of conclusions may be overstated same number of outpatient surgi-

the M&R guidelines Properly im- where their health care dollars are
plemented, these guidelines have going," Mr Turner asserted area For some procedures we have nia," Mr Cave explained A pa- more efficiently delivered, there lSnot only reduced costs but im- "And we as citizens need to found high rates of inappropriate tlent in Chicago might therefore a tendency to move services to the
proved the quality of health care question our doctors more as to use," said Dr Robert Brook, vice have to remain in the hospital outpatient setting "
delivered to the patient," Dr what our doctors are prescribing chairman of medicine at the Uni- longer than a patient in Los An-
Doyle said for us," he said versity of California-Los Angeles geles, he said of unnecessary office visits ln-"We've developed our own crl-

added David V Axene, a consult- noted Dr Thomas Mayer, a prmci- Monica, Calif
ing actuary with M&R and another pal with William M Mercer Inc
of the study's authors in Los Angeles ter (of hospital days) could be done treatments at home rather than in Atlanta, both 11%, and Minneapo-M&R considers the criteria "a "Given that they have used very away with Saying half could be a hospital, he said lis, 2%
gold standard," he added "We be- aggressive criteria, #hat you're done away with is a lot " he said According to the M&R study, The study notes that while Los
lieve we have identified the least seeing is probably a true measure- That 24% of hospital admissions amounts of unnecessary care vary Angeles, Minneapolis and Seattle
amount of health care resources to ment of what could be obtained"in are unwarranted "has been sup- significantly by region have the most efficient systems forhandle high-quality health care for reducing unnecessary hospital ported by other studies," points Nationwide, 24% of hospital ad- inpatient hospitalization, "onlya series of patients " days, Dr Mayer asserted out Douglas Cave, a consultant missions were unnecessary But in Minneapolis appears to also be

Consultants and insurers say Mercer has "done cver 300 dif- with Hewitt Associates in Santa Atlanta and Chicago, the figure controlling the ambulatory con-M&R's findings and the methodol- ferent audits" in var-ous geogra- Ana, Calif was 32%, compared with onl> 14% sumption patterns "ogy it used shine a new light on phical areas and found that be- And the prevalence of managed m Los Angeles In addition, the study notes these
the problem of needless utilization tween 31% and 51% of hospital care on the West Coast and ln the Other cities and the percentage three cities "are significant centers

The M&R study is "an exciting days were unnecessary, Dr Mayer Twin Cities as compared with New of unnecessary admissions Include for managed care development "
blending of actuarial and medical added in support of M&R's find- York and Chicago explains why New York, 31%, Dallas, 30%, Besides New York, Chicago,science," said Philip Turner, direc- ings patients in Los Angeles, Seattle Miami, 28%, Kansas City and Bos- Seattle and Los Angeles, the per-
tor and actuary at Blue Cross of The new study lS useful in an and Minneapolis spend less unwar- ton, both 24%, Minneapolis, 23%, centage of unnecessary hospitalCalifornia in Woodland Hills area where there has teen "a lot of ranted days in the hospital, he Phoenix, 20%, and Seattle and days in other cities include Miami,Mr Turner observed that Mr speculation," said a sEokesman for added Washington, DC, both 19% 61%, Boston, 58%, Dallas 57%,Axene "has been in the forefront of the Health Insuran De Assn of "But 60% seems high to me," he Likewise, while M&R concluded Washington, DC, 54%, Kansasbringing together the two profess- America in Washington asserted, referring to the figures that 15% of all office visits nation- City, 53%, Atlanta 52%, Phoenix,ions, and this study is an exciting "There's not a lot of numbers out for unnecessary hospital days in wide were unnecessary, 36% of 45%, and Minneapolis 44%first result of that match He's ac- there, that's what makes the M&R New York and Chicago those in Los Angeles were consid- .

tually been able to quantify some survey a real contribution," the Mr Cave also questioned ered to be unnecessary, compared For a free copy of the study, con-of these things that actuaries sus- spokesman asserted whether it was valid for MAR to with 0% of those in Chicago tact David V Axene, Mdliman &pect and doctors know "M&R has also locked at out- impose the same strict utilization Thus, while Los Angeles has the Robertson Inc , 1301 Fzfth Ave,"The message here to various patient care as well and tried to standards nationwide, since they lowest number of unnecessary ad- Suite 3800, Seattle, Wash 98101-consumers of health care-employ- make a judgment on that more dif- can't be realistically applied uni- missions, it has the highest number 2605,206-624-7940
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SEEKING  ACCOUNT HELP WANTED HELP WANTED NOTICES

GET RESULTS!ADMINISTRATOR  EXECUTIVE INSURANCE SALES GREAT WEST CASUALTY COMPANY
Large Northwest Chicago suburban in- RISK MANAGEMENT ANALYST ("Great West"), 1100 West 29th Street,

Public entmes self-insurance pool  FORTIS, target Independent surance agency seeks experienced Post Office Box 277, South Sioux City,
requests information from  provider of disability property & casualty Droducer to add to Memphis based national corporation Nebraska 68778, advises that certain

administrators with demonstrated mi management/cost containment expanding sales staff Excellent com- experiencing rapid growth has an lm- financial guarantee bonds hdve been
pany benefits Please send resume to mediate opening in its corporate insur- solicited on Great West's behalf with- Advertise in thetrack records Interested firms M services nationwide seeks high Box 2676, Business Insurance, 740 N ance staff for a highly qualified and out authorization Neither Oceanic

should include experience and  performer for sale of managed Rush St , Chicago, IL 60611-2590 motivated risk management profes- Holdings Company, Oceanic Reinsur-
in-house services provided ml care services to indemnity mamet sional This position offers qualified ance, Percy Braltwatte, Omni Insurance PROFESSIONAL

1 for Wash DC area office candidates the opportunity to exercise Co, Ltd , J Paul Regrat nor Thomas RAdministrator
I RESUMES to: FORMS PO Box 3306 creativity and imagination as a member Patton has any authorit q to act on be-P 0 Box 250038
R Mclean VA 22103 MANAGER OF RISK AND SAFETY of an innovative risk management team half of or m any way represent Great MARKETPLACEFranklin, Michigan 48025 City of Aurora, Colorado - Population which ·tas become widely recognized as West Great West hereby advises thatFAX 703-356-5768

220,000 Salary up to $58,686/year Su- an industry leader any obligation purporting to bind il
pervises the City's risk management, which was solicited by or through any
safety, occupational health, workers Reporting directly to the Vice Presi- of these individuals or entities was not
and unemployment compensation, em- dent-Risk Management, this highly vi- authorized and will not be honored by

EMPLOYEE ployee assistance, wellness, and self- sible position has responsibility for Great West We request that any person
insurance programs Requires B S de- risk identification, risk reserving, risk who has been solicited t. enter Into any

analysis, rlsk financing with emphasis transaction with Great West by any of Business Insurance
BENEFIT CONTROLLER ' 5lroesely 81Nedbus2ls» eld,inpius a on coverage analysis and administra- the above-named individuals or enti-

CONSULTANT least (4) yrs progressively responsible tion of retro plans Additionally. the lies please contact R Scott Rager or Circulation
The New Mexico Municipo| exp in risk/safety management, and risk management professional selected Deborah J Cook 800/228-8602 Breakdown*League is seeking a loss control. including 2 yrs supervt- will have regular interaction with un-

Buck Consultants is seeking a , sory exp Prefer Masters degree, and/ derwriters, claims professionals and
condidorer ro fill rhe newly or ARM, CPCU designations Apply in other service providers Commercial Consumersgroup welfare plan consultant

for its Honolulu office This ts creared posinon of Conrroller person or send resume with complete Administrative.
salary history to City of Aurora Human Qualified candidates will have a mini-

ro manage irs insurance CEO's Presidents, and Owners 2,500a techmcally oriented position Resources Dept , 1470 S Havana St, mum of a Bachelor's degree in business,
The Ideal candidate would have occounring function The Suite 308, Aurora, CO 80012, by 5 00 Finance or Insurance and 2-5 yrs expe- Vice-Presidents, General Managers

rience in underwriting/claims analysisa background m mathematics or successful candidare will p m November 22, 1991 and Other Administrative Personnel

finance, experience in group possess o Bachelors Degree in This excellent opportunity offers a very
welfare plan consulting, and in- attractive salary commensurate with RECRUIT 4,263

Accounring or relored field Financial
depth knowledge of flexible Association of Washington Cities experience, bonus opportunity and cor-

and have 3 ro 5 yeors Risk Management Specialist porate benefit package For prompt,benefit plans and/or large group THE Chief Financial Officers and Vice-presi-
Position dedicated to Association'sy confidential consideration, fully quali- dents of Finance 2,972

underwnting Marketing, sales, experience in insurance property and liability (p&1) self-insur_ fied candidates should send their re- Secretaries, Treasurers, contollers and
and service representatives OCCOUnring environmenr CPA ance pool of cities BA In publ:c or sume aid complete salary history to INDUSTRY'S other Financial Personnel 4,406
need not apply An excellent is o plus Srorring salary DOQ business admin or related field and 4

yrs of progressive experience in claims Human Resources
compensation package and a w/excellent benefits Send MOST Risk/Employee Benefits

admin, loss control and self-insurance P O Box 45
Vice-presidents, directors, managers,unique career opportunity is of- Memphis, TN 38101-0045resume by Nov JOTh rofered Please send resume to K &1 programs required Extensive

nowledge of municipal claims admin,Risk Services Director, loss control methods and a general QUALIFIED
and other related department person-
nel of insurance, risk, employee ben-

Office Manager NMML P 0 BOX 846, Santa knowledge of p&1 insurance fields a eflts, personnel, compensation, pen-
Buck Consultants, Inc Fe. NM 87504-0846 must Must relocate to Olympia, WA

Pacific Tower, #700 area Non-Smoker Salary high $30 s CANDIDATES. slon, safety, security, industrial
relations, human resources and em-DOQ Deadline November 29, 19911001 Bishop Street GENERAL MANAGER
ployee/labor relations 10,976Send Resume and interest letter to California Joint Powers Risk Manage-Honolulu, HI 96813 Attn Tracey Christianson, 1076 S ment Authority, headquartered in Sub-total 25,117

Franklin St, Olympia, WA 98501 Pleasanton Compensation Open and The most talented Associations 458negotiable (prior salary $71,538), ex-
cellent benefit package Including fully- men and women in the Government, Unions and Educational
paid PERS retirement Twenty-two Institutions 1,234€10= CONSULTANT OPPORTUNITIES Recruiting an Executive') member (17 cities and 5 risk manage-Put The
ment JPA's) Authority formed m 1986 insurance industry Commercial Consumers

Professional Marketplace to Work to pro, ide excess insurance purchase know where to turn Sub-total 26,809
Blue Cross and Blue Shield of Illinois, Government Contracts Division, ts When you put your recruitment ad in and administration Automobile/gen-
looking for consulting services in the fololowing areas Business Analysis, Business Insurance Professional Insurance Agents and Brokers 9,430eral liability, workers' compensation, when they want toProject Management, PC Programing, Marketing Electronic Media Claims, Marketplace you've already targeted property ana loss prevention programs Insurance Companies 8,045

your most qualified candidates
and Technical Writing Blue Cross invites prospective vendors to submit infor- Four-member staff plus contact advi-

Call Margaret Hikido for more make their moves Accountants, Actuaries, Attorneys &
sors Requires combination of educa-mation concerning your business capabilities in these areas Please include information at 312-649-5340 Consultants 3,405tion and experience equivalent to

Adlusters, Appraisers, TPA's, Captiveinformation regarding years of experience, company financial stability, applica- Bachelor's Degree, Master's Degree de-
ble technical skills, and two current references All submissions will be reviewed Sirable, m public or business admints-
and qualified vendors notified Requests for Proposals (RFFs will be sent to tration or related field, and five years The Managers & Health Care Providers

1,392
qualified vendors when projects become available for FY 1992 of progressivelv responsible admints-

Please submit all information no later than November 22,1991 to Bl Classifieds trative or staff experience including Professional Others Allied to the Field 1,518

risk management responsibilities Bro- TOTAL 50,599
chure available To apply, submit re-Blue Cross and Blue Sheild of Illinois assure top sume, current salary and three work- Marketplace * Source Business/Occupational

Medicare 8, PO Box 210 related references lo Shannon Associ- breakdown of qualified circulation,
Chicago IL 60690

quality results!
ates, 1400 K Street, Suite 311, Call 312/649-5340 for May 27, 1991 issue, as submitted to
Sacramento, CA 95814, (916) 447-8022 BPA for June 1991 BPA Publisher's

Respondents are asked to mark the envelope "RFI Response" advertising details Statement
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Asbestos claims only sharing formula should make we unll get sufhcient support to carry Mr Wetherell "I am not sure that lt "have not changed our stance" and
it easier to collect from non-signa- on " would really help reinsurers if they unll continue paying such claims, he

Contznued from page 3 tory insurers and reinsurers for If mdividual Insurer members opt adopted a very hostile stance There said
were not pollcyholders of syndicate amounts we pay in settlements " to withdraw while most of the other would be a whole host of lawsuits" "We are reviewing the position be-
33 In addition, the change could make msurers remam CCR members, they between msurers and reinsurers if cause we have a duty to our (Lloyd's)

As syndicate 33 was not legally lt easier for the center to attract new would still be billed for membership the reinsurers attempt to void claims members But, at the present time, we
obligated to make these payments, members, Mr Fitzpatnck said through the LMCS, or they would settled under the Wellington agree- have not adopted a different position
the Outhwaite syndicate can refuse "We have had a number of dis- have to on their own gather claims ment, he commented with our chents" following the judg-
to pay them under the runoff rem- cussions with new members and the information and provide the claims "It would be very bad Indeed for ment, Mr Merrett said, though he
surance contract that lt wrote for pay-on-all-claims sharing formula services now supplied by the LMCS, the market if reinsurers stopped pay- added that the agency has "asked for
syndicate 33, the ludge said has proved to be bamer," he said Mr Frost said ments m light of the judgment Pay- some clanfication (of claims paid) in

The ruling sent shock waves "Modifymg the formula to a named- Mr Jackson was traveling and ments throughout the market would some cases "
through the London market only sharmg formula should mcrease could not be reached lust grind to a halt," said Nigel Other portions of Justice Evans'

"Over the summer everybody has our prospects for reaching agree- "Most people will remain in the Brook, a partner at London law firm rulings also are causing problems for
been reviewing their position as a ments with new members " CCR I don't see a mass defection, Clyde & Co ce(ling msurers

result of the judgment If many opt Mr Fitzpatrick emphasized that agreed John Wetherell, chairman of Mr MerTett also beheves that rein- Although syndicate 33 was able to
out (of the CCR) as a result, it unll the changes m the sharing formula Lloyd's Non-Marine Underwriters surers will not radically alter their mform the Outhwalte syndicate, its
be a very serious situation," one Lon- will not affect the center's claims Assn "I think there is concern (about claims payment position with ceding only remsurer, of its intention to set-
don lawyer said settlement practices "It is purely an Justice Evans' ruling) However, a lot underwnters that belong to the faci- tle claims under the Wellington

"The sharmg formula changes wlll operational change," he said of people were perplexed by the hties as a result of the ruling Agreement as predcribed by the mil-
affect everyone," said the CCR's Mr As a result of these changes, most ludgment and I don't think it wlll af- Asbestos claims are being pre- ing, other Insurers would fmd it an
Fitzpatrick "However, the practical London underwnters seem likely to feet membership of the CCR " sented to remsurers m a clearer and enormous task to mform all of their

affect of the changes m the sharmg remain members of the center, de- Leading Lloyd's underwriter Ste- more specific fashion and there is a remsurers over a 30- to 40-year pe-
formula w11 be hmited " spite their reservations about Justice phen Mei'rett also beheves most Lon- "more specific data base now as to riod of their intention to loin the

The total amount that each pro- Evans' rullng don underwriters "are mtendmg to amounts that are paid (through the Wellington Agreement, Mr Brook
ducer member w111 contribute to the The Asbestos Working Party in remain with the CCR while it is still a CCR) where there is no clear habihty noted
center w111 not change, but Individual London, headed by former Lloyd's viable entity in the US" attached" to individual underwnters, Moreover, if permission was sought
contnbutions wall only be allocated underwriter Robm Jackson, and the Meanwhile, underwnters still are Mr Merrett said from all reinsurers, there is a strong

to claims that actually name a certain LMCS wrote to London un- waitmg to see if reinsurers vnll use Theoretically, "reinsurers can chance that some would agree and
producer, he explamed derwriters, seeking their decision Justice Evans' ruling to void claims argue that they can avoid some some would not, he said

While the Outhwaite decision was whether to remam CCR members by settled so far under the Wellmgton claims as a result of the judgment" Meanwhile, Roberts & Hiscox last
one factor m the center's decision to Nov 1 Agreement by both the Asbestos but many will contmue to abide by week sought leave from Justice Evans
implement the changes in its shanng As of the begmmng of last week, Claims Facihty and the CCR the spirit of the facility and the fact to appeal his decision, said Mark
formula, there were other reasons, the LMCS had "responses from 60% "It seems to be a mixed reaction that it was estabhshed to save insur- Klimt, a partner with the London law
said Mr Fitzpatrick of members," Mr Frost said, addmg so far from reinsurers Many are ers and rewsurers money, he said form Fishburn Boxer, which repre-

"Some U S reinsurers and non- that the remaining London members waiting to see what support the judg- As a result, Merrett Underwritmg sents the agency
signatory reinsurers have tned to use would be contacted within seven to ment gets," Mr Frost commented Agency Management Ltd, whose Permission to appeal the decision is
the center's sharing formula as a 10 days "It's still very early" to establish syndicates also wrote runoff remsur- belng sought due to the "far-reaching
basis for refusing to pay," he ex- "So far we have had no members whether remsurers wlll use the ruling ance pollcies similar to those under- and wide-ranging" implications of
plained "Adoption of this named- wishing to opt out," he said "I think m an attempt to void claims," agreed written by the Outhwaite syndicate, the Judgment, Mr Klimt said .

Second-hand smoke
Continued from page 3 eral of the United States and the filtration systems Labeling and Advertising Act pre- claims and does not mvolve claims
attendants National Academy of Sciences have Mr Schwartz also pointed out that empts suits filed under state laws that the product was defectively

Cigarettes are a defective product, documented this fact," the complaint the plaintiffs made a conscious charging tobacco companies with manufactured or claims of strict 11-
he said "It's the only product which says choice to work as fhght attendants failure to warn or wlth misrepresen- abillty," both of which are contained
when used as mtended wall kill most In addition, "second-hand smoke despite their exposure to second- tation (BI, Oct 14) in the flight attendants' case, Mr

people or make them seriously 111 " exacerbates the health problems of hand smoke Some attorneys say the high court's Geller said

The suit does not name any air- people who suffer from chrome lung "When you work for an airline, decision m that case may not influ- "Label warnings were never really

lines While Mr Rosenblatt said part disease, heart disease, emphysema, you can easily choose to go to a ence courts presidmg over cases al- directed to non-smokers, so I'm not
of the blame rests with the airlines, asthma, allergies and diabetes The ground job from a sky job without leging harm from second-hand smoke sure the events m the Supreme Court
the plamtlffs did not want to "muddy National Academy of Sciences has loss of pay These people contmued because the issues are different case unll be controlling," Mr Maskin
the waters " reported that flight attendants to work in the sky They chose to "I don't think the issues are the said

"The airlines will be involved- breathe m the same amount of sec- be m an environment that partially same" m the two cases, accordmg to .

they deserve blame, too-but I place ond-hand smoke as a person who contains smoke," he said Kenneth Geller, an attorney with Norma R Broin et al us Philip Mor-
about 90% blame on the tobacco hves with a pack-a-day smoker," the Tobacco companies could argue Mayer, Brown & Platt m Chicago ns Cos Inc et at, 1lth Judiczat Cir-

compames and 10% blame on the air- suit says that they are not hable because air- "The case before the Supreme cuit Courtfor Dade County, Fla, No

1mes," said Mr Rosenblatt, dechnmg The lawsuit contends that scien- hnes are "heavily regulated" by the Court involves failure-to-warn 91-49788
to say whether the plaintiffs will file tific studies documented the dangers Federal Aviation Administration,
separate htigation or workers com- of second-hand smoke as early as which "controls all aspects of airline
pensation actions against the air- 1974 safety," said Mr. Maskin the mass
lines The tobacco mdustry certainly be- tort speciahst

The complamt contends the plain- came aware of the dangers of sec- Another hurdle for the plaintiffs Insurance services guide
tiffs "never regularly smoked ciga- ond-hand smoke after mentihc hter- is obtaming class-action status, at-
rettes" and "were unaware of the ature m 1980 reported health prob- torneys say
dangers to which they were exposed" lems from second-hand smoke, "This is not a class action," Mr

while workmg as fight attendants according to Mr Daynard of the Schwartz said "There is not enough
However, plaintiff Norma R Brom, TPLP m common among the attendants

who has worked for American Air- A spokesman for Phihp Moms said They all worked for different airhnes, Reach For The Stars
hnes since 1976, contracted lung can- the company w111 "vigorously defend for different periods of time" and are
cer m 1989, when she was 32 years against this suit" suffenng from a plethora of afferent Investigate this new generation of quality software solutions for health

old, the complaint alleges Ms Brom "We believe the suit is trying to ailments benefits management, workers'  ' claims, general liability,

had "never smoked cigarettes (and) capitalize on the recent publicity sur- "I question the use of the class medical cost containment, and kit injufy reporting, including

no member of her immediate family rounding environmental tobacco action device in this context," Mr
smokes cigarettes," the complaint smoke We don't beheve the scientific Maskin agreed "It wtll be mterest- ISP HealthStar • ISP CompStar • ISP MultiStar
says, notmg that Ms Brom belonged claims regarding environmental to- ing to see if it's allowed " ISP MediStar • ISP FirstStar

to the Mormon Church, which for- bacco smoke wlll stand judicial scru- "The suit hasn't proved a class
bids use of tobacco, among other tmy We claim the dangers of passive exists," according to the Phihp Mor- Formoninbrmadonabout tim maq wp
substances smoke have not been estabhshed," he ris spokesman "We don't believe pu can beneSt Dom

The complaint lists 23 maladies said court rules permit this as a class ac- Insurance Sonware Packages. Inc

from which the plaintiffs are suf- The other defendants would not tion " write to us at
..../

fering, mcluding chronic bronchitis, comment on the suit, nor would the However, some attorneys thmk the 3625 Queen Palm Drive

Tampa. FL 33619emphysema, cardiovascular disease, Washington, D C -based Tobacco In- faght attendants have a chance of re-
infertility and peptic ulcer disease stitute covering damages because, unlike

or call (800) 2374133 in the U.S.
(813) 621-6069 in Florida-

The defendants "know and have Some attorneys say that while the smokers' claims against tobacco
known for many years that cigarettes sult poses a new legal threat for to- companies, the fhght attendants did
guarantee death, cancer, heart dis- bacco companies, the plaintiffs face not choose to smoke
ease, pain, agony, angwsh and gnef many obstacles "In non-smoker cases, because the

to milhons of Americans," the com- "There wall be a real difhcult road plaintifs didn't assume any nsk by
plaint alleges "These defendants ahead for these plaintiffs to demon- smoking, the issues brought up m Does your company provide Pension
failed to place any warnings on their strate that exposure to second-hand smoker cases are swept away," said
cigarettes or in their advertising so as smoke was the cause of their alleged John F Banzhaf III, executive direc- & Retirement products or services?
to advise members of the pubhc, m- individual maladies," said Arvin tor of Action on Smolang & Health,
cluding the plaintiffs herein, that Maskin, a partner with Well, Gots- an anti-smoking group in Washing-
constant and repeated exposure to chal & Manges m New York specia- ton, D C Advertise & reach your best prospects in the
cigarette smoke m the workplace" 11zlng m mass tort 1ltigation This is not a case where it's possi- November 18, 1991 Insurance Services Guide.
can cause senous health nsks to non- Showing causation "is likely to be ble for the jury to blame the victims,"
smokers an Insurmountable burden" for the said Mr Daynard of the TPLP "In

"Defendants have conspired so as plamtiffs, he said that sense, this case creates a differ- Closing 11/12/91
to deprive the plaintiffs of the medi- "I don't thmk the fhght attendants ent type of threat to the tobacco m-
cal and scientific data reflectmg the can prove" that passive smoke caused dustry " Call 312-649-5340 for details
dangers associated with passive them harm, said Victor Schwartz, a About 100 cigarette habihty law-
smoking," despite having mforma- defense attorney and product habil- suits are pending nationwide, most
tion on the "scientific fact that mvol- ity expert with Crowell & Monng m alleging that tobacco companies
untary or passive smoking is a cause Washington, D C failed to warn consumers of the dan-

of major diseases, including lung "There is much more smoke in the gers of smolang and misrepresented For advertising inforniation in the INSURANCE SERVICES GUIDE
cancer, m healthy non-smokers," the airport than on an airplane," he said, that smokmg was safe Contact Margaret Hikido 740 Rush Street Chicago, Illinois 60611
complaint alleges noting that airplane cabins are The U S Supreme Court unll de- Telephone (312) 649-5340

"Reports from the Surgeon Gen- equipped with state-of-the-art air cide whether the Federal Cigarette
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Health summit
Continued from page 1
"No Republican should run for
election or re-election without a

position on health care. It clearly
turns up the heat to do something,"
said Dallas Salisbury, president of
the Employee Benefit Research In-
stitute in Washington, D.C.

It was a political issue-whether
a single-payer national health care
system can deliver benefits at
much lower administrative costs

than the current system-that trig-
gered last week's summit.

Benefit observers say a catalyst
for the summit called by the Bush
administration was the release of

several reports earlier this year,

including one by the General Ac-
counting Office, that found a sin-
gle-payer system would save
billions of dollars in administra-

tive expenses.
In fact, the GAO reported that

the annual $67 billion in adminis-
trative savings from a Canadian-
style program would offset the cost
of extending first-dollar health in-
surance to all Americans (BI, June
10).

Shortly after the GAO report
was released, Dr. Sullivan, the
HHS chief, warned at the Ameri-
can Medical Assn.'s annual meet-

ing that a "critical mass" would
rise up demanding a total govern-
ment takeover of the health care

delivery system unless ways were

found to curb health care costs.

Now, -'Secretary Sullivan is try-
ing to take the wind out of the
sails" of those who say "that the
administrative costs of the current

system are a reason to change to a
single-payer system," said Stuart
J. Brahs, vp-federal government
relations in the Washington, D.C.,
office of The Principal Financial
Group, a diversified financial ser-
vices company.

One non-controversial way to
curb health care costs would be to

develop a uniform, nationwide
health insurance billing system,
Dr. Sullivan said.

As envisioned by Dr. Sullivan,
everyone with health insurance
would receive a computer card

similar to those now used in auto-

matic teller machines.

Consumers would present these
cards to physicians and hospitals
when obtaining health care ser-
vices. Health care providers, in
turn, would electronically file
claims with the patients' insurers.

Such an elevtronie, paperless
system ultimately could cut annual
administrative costs at least $20
billion, Dr. Sullivan said.

Before that could happen,
though, insurers and health care
providers would have to agree on,
among other things, the informa-
tion that would be needed to de-

sign and process a uniform, elec-
tronic claims form.

"Before we move toward a pa-
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perless, computerized system, we
need to standardize the entire
claims process from data collection
and billing to coverage and utiliza-
tion review," said Richard David-
son, president of the American
Hospital Assn. in Chicago.

Some observers-like Bernard

Tresnowski, president and chief
executive officer of the Blue Cross

& Blue Shield Assn. of Chicago-
believe that such a system could be
in place by the end of the 1990s.

"There are enormous opportuni-
ties" to control administrative

costs, said Joseph Brophy, presi-
dent of The Travelers Insurance
Co. of Hartford, Conn.

"I came away extremely positive
from the meeting. Dr. Sullivan un-
derstands the issue. He under-

stands the potential of technology
to reduce administrative costs,"
Mr. Brophy said.

Some insurer executives who at-

tended the summit applauded Dr.
Sullivan for his efforts to curb ad-

ministrative costs. They say his ap-
proach is pragmatic.

"Dr. Sullivan is saying let's take
one piece at a time," said Robert
O'Brien, president of CIGNA
Corp.'s employee benefit units.

"That is a more much practical
approach" than a total revamp of
the system, Mr. O'Brien said.

But the public, if the Pennsylva-
nia Senate race was any indication,
may want more.

In that race, Sen. Wofford made
his call for a national health insur-

ance program a key campaign
theme.

"Pennsylvania voters said they
are no longer willing to wait years
and years to solve a problem which -_-
is immediate for them": providing
access to the health care system
and controlling costs, said Frank
McArdle, a consultant with Hewitt
Associates in Washington, D.C.

Others contend that the voters'

preference for Mr. Wofford, a one-
time aide to President Kennedy
and a co-founder of the Peace

Corps, may be less of an endorse-
ment of national health insurance
and more of a call for politicians to
address the cost and availability
problems associated with health
care coverage.

-People were not necessarily
voting for national health insur-
ance," said Howard Weizmann, ex-
ecutive director of the Assn. of Pri-
vate Pension & Welfare Plans in
Washington, D.C. "They were vot-
ing that health care is an impor-
tant issue for them. They fear los-
ing coverage. They fear rising
costs.

"Dick Thornburgh was a victim
because he sat down to the meal
without the utensils. He didn't

have a health care program," ob-
served Mr. Weizmann, the former
benefits manager at Sun Co. Inc. in
Radnor, Pa.

As a result of Mr. Thornburgh's
defeat, Washington observers ex-
pect Republicans-for political
survival-to take a more active
role in the health insurance de-
bate.

"The message from Pennsylvania
voters demonstrates it is no longer
safe for politicians who say they
don't have a solution for the health
care crisis perceived by the pub-
lie," Mr. McArdle said.

"If a politician doesn't have a se-
rious health care proposal, he risks
losing his or her job," Mr. McArdle
said.

President Bush, who has strongly
opposed national health insurance
and has not developed a program
to improve access to health care for
the 34 million uninsured Ameri-

cans, acknowledged last week that
Sen. Wofford struck a chord--

though not just on health care.
Voters are "concerned about

their livelihood," President Bush
said. Sen. Wofford "got a big hand
for saying he wants to help those
whose benefits have run out.

Sen. Wofford did a superior job of
communicating his concerns to the
people of Pennsylvania." I



Executive Life NOLHGA, though, is not taking "Our plan has the support of vir- offer partly because the new com-
the rejection of its offer as the final tually every pohcyholder group," he pany formed by NOLHGA to pay Ex-

Cont:nued from page 3 word, smce Judge Kurt Lewm, who is said And, "if you polled the msur- ecutive Life's policyholder obliga- Ruling due soon
cyholders covered by guaranty funds overseemg the Executive Life conser- ance commissioners m each state, a tions would have, in effect, been a
will receive 100% of their benefits up vatorshlp, has the ultimate say vast majority would support our pro- runoff facility that would not gen- in muni-GIC trial
to the limits set by the states in which .

While we are dlsappomted m the posal " erate new busmess

they reside, even though the msurer commissioner's decision, we are con- NOLHGA's decision to pursue During its annual meeting in LOS ANGELES-A ruling is
will not be liquidated These caps av- fident that the court wlll ultimately court acceptance of its takeover plan Washington, DC, last week, the Na- expected early this week in a
erage $100,000 on cash values and agree with us and we unll continue to w111 not interfere with its agreement tional Assn of Independent Life Bro- lawsuit to determine whether
$300,000 for death beneflts work to demonstrate to the court that to serve as the ultimate safety net for kerage Agencies criticized the municipalities that invested

• That the responsibility under- the NOLHGA solution provides the pollcyholders if another offer is ap- NOLHGA proposal for its failure to bond issue proceeds in Execu-
taken by the insurance industry to greatest value and greatest long-term proved, according to Mr Dummer create an ongoing concern tive Life Insurance Co guaran-
capitalize a new msurance company security for policyholders," Eden Some insurance mdustry observ- "NOLHGA would have no moti- teed investment contracts are

to succeed Executive Life and to pro- Sarfaty, the group's president, said in ers questioned Mr Garamendi's mo- vation to create an ongoing insur- *policyholders- or merely gen-
vide financial guarantees for Execu- a statement tives m rejecting the NOLHGA offer ance company," states a resolution eral creditors
tive Life's massive junk bond portfo- And, m the meantime, the orga- "It makes it look like he's play- the organization was considering "It Last week both the munici-

110 be financed with substantial nization will contlnue to negotiate ing pohtics," said John B Kleiman, would liqui(late the company and palities and regulators relected
additional resources, not those al- with Mr Garamendi, said Robert vp at Conning & Co in Hartford, poheyholders would have their poll- Los Angeles Superior Court
ready committed to the pollcyholder Ewald, executive director of the Il- Conn He suggested rejecting the cles assumed by another compan Judge Kurt Lewin's 11 th-hour
enhancement agreement hnois Life & Health Insurance Guar- NOLHGA offer may be a ploy by Mr with questionable financial strength suggestion that they submit to

Insurance Department advisers anty Assn m Chicago and co-chair- Garamendi to up the ante in the bid- and pollcyholder mtegnty arbitration
had suggested several ways man of NOLHGA's Executive Life ding war "These beleaguered Executive Life Denying the muni-GICNOLHGA could address the con- task force In a statement, the American policyholders deserve continuity, holders policyholder status
cerns, mcludmg vanous remsurance But "if we cannot reach an ac- Council of Llfe Insurance said it "still which will not be possible with the would mean they could recover
transactions, said Mr Garamendi commodation with Mr Garamendi, beheves that the NOLHGA bid offers NOLHGA plan," the resolution little or none of their $1 85

But the revised proposal "dld not we wnll approach the court," he said greater guarantees and benefits to states billion investment
provide safeguards m the event the "We and our advisers (at J P Mor- policyholders than the other bids However, Illmois' Mr Ewald said And giving them policyholder
value of the bond portfoho declmed gan & Co Inc) beheve that the com- presented to the commissioner " today's competitive life insurance status would lower recoveries

and/or other financial reversals oc- missioner's nlne pomts were comple- As could be expected, the two bid- market does not have room for an- for all other policyholders in
curred," he said tely met," said Arthur Dummer, who dem whose offers received new hfe other player any Executive Life takeover

In addition, the 20 insurers that co-chairs the task force with Mr when the NOLHGA bid was relected In addition, once a company has plan, said California Insurance
would back the NOLHGA bid Ewald Mr Dummer heads the Utah welcomed the move been tamted, resurrecting it is difh- Commissioner John Garamendi
"maintained a right to reim- Life & Health Insurance Guaranty "Commissioner Garamendi de- cult, said Conmng's Mr Kleiman He favors treating muni-GIC
bursement from the guaranty funds Assn in Salt Lake City serves praise for creating a competi- "Our oblective is to effect an or- holders as general creditors,
that would place them ahead of the "The assertion of double-counting tive bidding process and for correctly derly hquidation," Mr Ewald said which have a lower priority in
funds' commitments to make pollcy- of the $1 billion facility (from the 20 identifymg flaws m the NOLHGA The Altus/MAAF-led investor the rehabilitation than policy-
holders whole," Mr Garamendi life insurers) is incorrect Under bid," said F Warren Hellman, presi- group said that Mr Garamendi's re- holders, including pension
added NOLHGA's plan, policyholders dent of Hellman & Friedman lection of the NOLHGA bid was an plans that purchased GICs

Even though he relected the would actually benefit from twice the Hellman & Friedman's plan calls affirmation that "only a bid which "We expect to win the muni-
NOLHGA offer, Mr Garamendi con- protection because of the credit faci- for creating a new msurer with Exec- removes the junk bonds from the GIC trial," Mr Garamendi said
gratulated the msurers and the guar- hties," he said utive Life's assets, including its ex- portfoho and replaces them with cash "If not, it would diminish the
anty fund organization's members "The credit of the guaranty asso- tensive junk bond portfoho, plus m- can provide the security, value and payout downward proportion-
"for proving to policyholders ciation system alone is of the high- jecting $ 1 bilhon in new capital hquidity that pohcyholders require " ate to the added liabilities "
throughout the country that the hfe est quality, and that is what attracted "We contmue to beheve that our "Conditional guarantees and Junk If muni-GIC holders are "pol-
insurance industry is committed to the granting of credit by J P Mor- bid to rebuild the company as the bond promises can't provide that," icyholders," the payouts-after
their financial safety Their efforts gan," Mr Dummer said "Even with- Sierra National Life Insurance Co said John F Hartigan, director of guaranty fund recoveries-of 86
and continued mvolvement in the re- out that, this portfoho of assets, cou- offers the greatest security and op- transition planning for Altus/MAAF cents on the dollar under the
habilitation of Executive Life dem- pled with $300 million of capital and portunity for policyholders," Mr and a semor partner m the Los An- Altus/MAAF rehabilitation pro-
onstrate good faith leadership in this the carefully structured $1 billion Hellman said geles office of Morgan, Lewis & posal or 85 cents on the dollar
time of crisis " credit facility, is of mvestment-grade "Rather than selling the bonds m Boclaus under the Hellman & Friedman

After relectmg the NOLHGA offer, quahty" a one-shot deal at a price far below "Only under the MAAF-led plan proposal would drop to "the
the commissioner encouraged the Mr Dummer also asserted that the their market value, we would en- can pollcyholders be sure that their low 70s," he estimated
next two highest bidders-a French commissioner's suggestion that the able pollcyholders to receive the full pollcies wlll never again be subjected -By Joanne Wolcik
mvestor group led by Altus Fmance secunty of NOLHGA's enhancement value of the bonds by liquidating to the volatile and unpredictable
and Mutuelle Assurance Artisanale agreement would be impaired is them over time, takmg full advantage swings of the junk bond market "
de France and a group led by San "grossly exaggerated " of market conditions" Mr Hartigan also criticized the bonds-out deal, Mr Kleiman said
Francisco-based investment bank "We find it amazing that (the de- Industry analysts have suggested Hellman & Friedman proposal to While the MAAF/Altus proposal
Hellman & Freldman-to enhance partment) is quite willing to accept that the Altus/MAAF offer of $3 build a new company from the ashes appears to dump the bonds at fire
their offers by a deadline of today the ability of the guaranty associa- bilhon to buy Executive Life's lunk of Executive Life sale prices, it would be better than

He also asked the two bidders to tions to meet over $1 bilhon of obll- bond portfollo is lower than the ac- "To recreate the old Executive Life Executive Life's successor losing a
disclose their contemplated manage- gations for enhancement of other tual value of the bonds, especially -Junk bonds and all-would be a substantial chunk of its capitaliza-
ment structure for the successor to plans, yet is unwdling to do so for a since the Junk bond market has im- tragedy," he said "Promises of great tion if the Junk bonds are retamed
Executive Life and the identities of umtary plan which costs much less," proved recently returns and a brighter tomorrow and the market again sours, he said
all investors in their bids he said "Furthermore," Mr Hellman said, based on Junk bonds were the fatal "The lunk bond market has been

While the Hellman & Friedman "The unused and uncommltted as- "we are the only bidder to offer an attraction that brought about Execu- slowly coming up over the year," he
group did not say whether it would sessment capacity of the guaranty as- experienced management team, led tive Life's failure in the flrst place said "Unfortunately, Executive Life
enhance its proposal before re-sub- sociation system over the period of by Jack Byrne (president of Fund "Acceptance of a 'Junk bonds-m' has a lot of private bonds that can't
mitting it, a spokesman for the 1991-1996 is $9 5 bilhon, which is 10 Amencan Corp, former parent com- bid would make the policyholders be pnced"
MAAF/Altus group said it was con- times any reasonable assessment of pany of Fireman's Fund Insurance once agam unw}111ng captive mves- While Mr Garamendi did not state
sidenng ways it could improve bene- need for (Executive Life) pollcyhold- Co ), to build the company as a vl- tons in a vulture fund with httle ac- a preference for either a bonds-m or
fits to policyholders ers," Mr Dummer said able, long-term California-based in- cess to their own money 'Condi- bonds-out offer, he did say "the nsk

Mr Garamendi will announce his Illinois' Mr Ewald said he was surance provider to the benefit of tional' guarantees cannot disguise of the portfoho has to be dealt with"
final recommendation to the court on -astoun(led" that Mr Garamendi pollcyholders " this," Mr Hartigan asserted He suggested that it is possible to
Thursday A hearmg to consider the would reject the organization's offer Indeed, some industry observers Indeed, the bidding now is hkely to "remove the rtsk of the bond port-
bids is scheduled to begm Nov 18 m and mstead accept an offer that pro- have suggested that Mr Garamendi center on whether policyholders folio with an enhancement or guar-
Los Angeles Superior Court vides lower benefits to pollcyholders may have rejected the NOLHGA would fare better m a bonds-in or antee' .

Inquiries on sex, religion are barred Full listings for two reinsurance brokers
in pre-employment tests, court rules Due to a production error, the diary in: New York and Texas delphia, Toronto, Vancouver, Brit-

full listings for the following com- Conducts business: Nationwide ish Columbia

panies were omitted from the di- and in Canada Licensed reinsurance inter-

SAN FRANCISCO---California employers cannot mquire about sexual rectory of reinsurance interme- Principal officers: Gerald J mediary in: New York
orientation or religious behefs in pre-employment psychological screen- diaries published in the Nov 4 Sullivan, chairman, J F Sullivan Conducts business: Nation-

Ing tests, an appeals court ruled last month issue The full listings appear Jr, president, Sue Allaway, Julius wide
In a 1989 suit seeking class-action status, three people who had below Friedman and Paul G Wayne, se- Principal officers: Roger Espe,

applied for security guard lobs at Target Stores charged that the dis- nior vps president/chief executive officer,
count cham's owner, Dayton-Hudson Corp of Minneapolls, violated their Contact: J F Sulhvan Jr or Bob Holmes, executive vp/presi-
rights to privacy by askmg questions not related to the Jobs G.J. Sullivan Co. Louise M Sullivan, assistant vp, dent (SPCo of Canada), Michael

Only a "compelling mterest" could justify mvadmg apphcants' privacy 800 W Sixth St, Los Angeles, Calif 206-340-9255 Wybar, W Brian Smith and
rights, the 1st Appellate Distnet Court ruled Oct 25 in a 3-0 decision 90017, 213-626-1000, Thomas Hopkinson, executive vps,

"While Target unquestionably has an mterest m employmg emotionally fax 213-622-5921 Lewis Hale, senior vp/chief
Sullivan Payne Co.stable persons (as secunty guards), testmg apphcants about their reh- 1990 1989 operating officer, Rick Richman,

glous beliefs and sexual onentation does not further this interest," Justice Premium volume $188 million $130 million 1501 Fourth Ave, Suite 1400, senior vp/chief financial officer,
% Treaty 100% 100% Seattle, Wash 98101,Timothy Reardon wrote for the court Lennart Barkinge, Barbara Bufkin,

Gross revenues $9.5 million $6 1 million
A trial court had earlier denied the request-by one worker who was 206-223-1200; fax 206-625-6926

Total employees 40 35 Anthony Provenzale, Jeffrey Sirr,
hired and two others who were not-for an inlunction haltmg the use of Treaty 40 35

1990 1989 Bruce Catherwood, Daniel V Mal-
Premium volume

Target's "PsychScreen" test NA NA
loy, Daniel V Malloy III, Craig Ott,% Treaty 90% 90%

In ruling that the test violate the applicants' right to privacy, the ap- Founded: 1980
% Facultative 10% 10% Guy Patterson, Jed Rhoads, Tom

peals court disagreed with a 1989 state appeals court decision that had Parent company: Gerald J Sul- Gross revenues $52,000,000* $50,000,000* Rogers, Michael Bechtol, Taylor
been followed by the trial court livan & Associates Inc Total employees 390 410

Treaty 325 340
Collings, James Grieser, John

The 1989 decision, upholdmg an employer's use of urme tests to screen Branch offices: Birmingham,
Facultative 65 70 Jolly, Samuel B Walton and Victor

for lob applicants' drug use, ruled that Job apphcants have a more hm- Ala, Columbia, SC, New York, Arneill, senior vps
ited nght to pnvacy than do employees That court apphed a "reasonab- Seattle; Toronto * BI estimate Contact: Roger Espe, 1 Liberty
leness" standard, allowing employers certain limited intrusions Acquisitions: Kininmonth Founded: 1928 Place, Suite 3000, 1650 Market St ,

Justice Reardon remanded the matter to the trial court for further Lambert & Co Ltd, Toronto Parent company: Sedgwick Philadelphia, Pa 19103, 215-564-
proceedings on class certification Target plans to appeal the decision. Specialties: Surety, profes- Group PLC 6060

-By Lou:se Kertesz sional liability Branch offices: Chicago, Dal- Membership: Brokers & Rein-
Licensed reinsurance interme- las, Los Angeles, New York, Phila- surance Markets Assn
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Update
East Coast storm communities along the southeast- wide Mutual Insurance Co re-

ern coast and on Fire Island was duced its loss projection to about
Continued from page 3 "pretty heavy," according to Pat $1 million from the $2 5 million itMaxwell group accident policy mercial fishing fleets had secured Plansker, an assistant vp with estimated right after the storm
almost all boats and barges in port Alexander & Alexander of New A spokesman said that Nation-Cont:nued from page 2
in anticipation of the storm York Inc in Melville wide has little personal lines orthrough its Guernsey captive, Oxford Insurance Co Ltd Brokers in the Boston area said "Our clients were quite fortu- commercial exposure in Massachu-Meanwhile, sources m the London market were not aware of any that a large amount of personal nate, but I don't think that's indic- setts and New Jersey "We havekey man hfe msurance pollcies taken out on Mr Maxwell, either by property on the shoreline north of ative of the whole island Fire Is- had about 50 claims so far, al-his companies or his lenders, who are reportedly owed 22 billion Boston and on Cape Cod was de- land was hit very hard," Ms though New York hasn't reportedpounds ($3 91 billion) Details of any mdividual hfe policies were not vastated by pounding waves and Plansker said About 75% were personal linesavailable
high winds She said almost all losses v. ere claims, 15% were commercial and

And on Long Island, where a personal lines losses, the maior- the rest flood "Bill would allow IRA payments persistent high surf flooded homes 1ty of which were flood-related, Two other ma]or personal lines
and cars, property damage lS and should be covered under the companies-Allstate Insurance CoWASHINGTON-Employees participating in 401(k) plans would "heavy," according to a broker government-sponsored National and State Farm Mutual Automo-again be able to make tax-deductible contnbutions to an Individual "Personal property damage in Flood Insurance Program "There bile Insurance Co -said that earlyRetirement Account under a bill Introduced last week by Sen Lloyd
the Boston area is much worse than were no wind losses to my knowl- damage reports were minor enoughBentsen, D-Texas
Hurricane Bob Homes were heav- edge Everything was due to the that they di(in't have to initiateThe measure, S 1921, which restores tax-deductible contributions to ily flooded and many experienced high waters " any catastrophe proceduresIRAs for all taxpayers, also would allow employees to make withdraw- severe structural damage," said A spokeswoman for Boston- "We haven't even opened up aals from 401(k) plans to purchase a first home or to pay for certain Brian Whelton, a marine depart- based Liberty Mutual Insurance catastrophe file," said a spokes-educational expenses without Incurring hefty tax penalties ment vp with Sedgwick James Co said the 150 flood claims that man for Bloomington, Ill -basedUnder the Bentsen bill, employees could make tax-deductible IRA North America in Boston the company had received as of State Farm "Much of the dam-contributions of up to $2,000, provided the combination of IRA and

Mr Whelton said ocean swells late last week were all covered age occurred in Massachusetts and401(k) contributions does not exceed the current maximum deferral of reached 20 feet at Broad Sound under the federal flood insurance on Long Island where we have a$8,475 For example, if an employee contributed $1,000 to an IRA, he or just north of Boston "It was mind- program very small exposure "she could contnbute up to $7,475 to a 401(k) plan boggling This storm never let up She estimated that flood claims Ocean marine insurers say theEmployers could encourage highly paid employees to exercise the from the moment it hit Boulders will total about $1 15 million and timing of the storm saved themIRA option to help employers pass Internal Revenue Service non-dis- were thrown up on the causeway will be paid entirely by the flood from potentially devastatingcnmination tests, said Henry Saveth, a principal with A Foster Higgms "This storm was pretty severe in insurance program losses& Co Inc m New York
the areas it hit," agreed M Ren- Otherwise, she said, insured Mike Taylor, director of oceanThe Tax Reform Act of 1986 barred certain taxpayers from mak- wick Severance, vp-specialty ser- losses from the storm were ' not marine with Royal Insurance Co ofIng tax-deductible contributions to IRAs if they were covered by a vices with Republic Hogg Robinson major " Other than flood claims, America in Charlotte, NC, saidqualified pension plan (BI, Aug 25, 1986)
Inc in Boston "I think the com- Liberty Mutual fielded about 85 only three or four claims had beenThe Bentsen bill also would allow first-time home buyers to make mercial losses were pretty much p-ersonal auto claims totaling filed as of late last weekearly withdrawals from 401(k) plans without owing the current 10% confined to the lobster Industry, about $365,000, about 100 wind- "We were expecting the flood-federal excise tax on preretirement distributions It also would permit where fishermen lost their traps storm claims totaling about gates to open, and nothing reallypenalty-free withdrawals for qualified higher education expenses
and line, but the damage done to $100,000 and a few private boat came in We write a significant
homes and beaches by the waves claims book of marine business in NewGuaranty National to go public was bad enough that Massachu- A spokesman for Hartford, England, and fortunately it seems
setts is eligible for some federal di- Conn -based Travelers Corp pro- as though all the boats had beenENGLEWOOD, Colo -Guaranty National Insurance Co expects its saster relief " lected that the insurer would re- laid up With Hurricane Bob, ourstock to begin public tradmg on the New York Stock Exchange tomor- "In terms of residential damage, ceive about 440 personal lines losses were nearly $3 million, butrow followmg the sale of more than 50% of ltS stock by parent Onon this storm was worse than Hurri- claims totaling about $365,000 and in this case our biggest loss isCapital Corp
cane Bob," said Edward Buchwald, another 95 commercial claims to- going to be about $40,000," saidFarmmgton, Conn -based Onon is expected to sell 6 25 milhon shares a Johnson & Higgins director in taling about $165,000 Mr Taylorof the stock at an estimated $16 to $18 per share, earnmg a total of $100 charge of the company's Boston of- "Most of our claims are stem- "On the marine side, this stormmdlion to $1125 milhon Depending on the sale of an overallotment by fice "My fear is that a lot of the ming from flooded automobiles, was clearly not as bad as Bob,underwriter Shearson Lehman Bros Inc, Onon w111 own 42% to 48% of
household damage (due to flood- where the dollar amount per claim said Sedgwick James' Mr Wheltonthe Insurer following the sale, said Roger B Ware, Guaranty National's ing) may go uninsured unless peo- 15 relatively low," he said "The "Most of the commercial fishermenpresident and chief executive officer
ple purchased coverage through majority of damage was done on had ample warning to get theirOrion took a majority stake in Guaranty National in 1984, then
the government flood program The the north shore of Boston and Cape equipment secured But with Bob,purchased the remainmg stock m 1988 Previously, it had been a pub- losses from water and flooding far Cod We're expecting smaller num- the south shore of Cape Cod gothcly traded company, Mr Ware said outnumbered those from wind " bers from New Jersey, New York, pounded, and during AugustGuaranty National expects to write $250 million in gross premi- On Long Island, the damage to Connecticut and Rhode Island " there's a heavy concentration ofums this year The insurer reported a 98 7% combined ratio and beachfront homes in the affluent Columbus, Ohio-based Nation- pleasure boats " .$94 milhon in net mcome m the first half and had $896 milhon in

pollcyholder surplus California surplus lines rule
Bill would repeal D.C. gun law Continued from page 3 ers unless the business had first been ance Department's crackdown on

department "did not pursue in a rejected by the California Automo- shaky non-admitted insurers, "par-
WASHINGTON-Two congressmen have introduced a bill to over- timely manner the rulemaking pro- bile Assigned Risk Program (BI, Sept ticularly offshore carriers m the Ca-turn a Distnet of Columbia law that holds manufacturers of assault cess required to formally adopt the 16, Feb 11) ribbean, which too often have notfirearms liable for injuries or deaths caused by the weapons regulations" as required by state law, • Developing a final-instead of had the financial stability to meetBy an overwhelming margin, district voters in a Nov 5 refer- according to an OAL memo emergency-regulation to submit to their obligations to policyholders "endum supported the Assault Weapon Manufactunng Stnct Liabil- For example, the Insurance De- the OAL for approval However, the attorneys say theirtty Act of 1990 (BI, Jan 7) But even before the polls closed, Reps partment failed to elicit public com- The heanng held by the Insurance clients would prefer if California fol-Dana Rohrabacher, R-Calif, and Larry Combest, R-Texas, mtroduced a ment on the measure, although a Department last week covered the lowed the lead of the National Assnbill to repeal the measure hearing was held on the rules last development of a final measure of Insurance Commissioners, whichThe law was onginally signed on Dec 17, 1990, but repealed a few week, said Craig Tarpenning, the • Pursuing introduction and adop- proposes requiring $15 million inmonths later when Distnct Mayor Sharon Pratt Dixon persuaded the OAL's senior staff counsel tion of a similar bill by the state Leg- capital and surplus, which lS $9 6city council that the law would Jeopardize congressional approval of *'We are not going to short-cir- islature million more than the minimum

$100 million m emergency aid to the city cuit the process again," said OAL The legislative approach would sought by California, but only $2 5This summer, a group of clergymen began circulatmg petitions m Director Marz Garcia circumvent the need for OAL ap- million in aUS trust fund, which isfavor of reviving the stnct liabihty statute The Nov 5 ballot ques- The OAL earlier this year blocked proval of the regulation, an Insurance $2 9 million less than required in thetion asked voters if they wanted to "preserve the 'Strict Liability emergency regulations sought by In- Department spokeswoman ex- Callfornia emergency regulation
Act' as ongmally passed " Seventy-seven percent of voters supported surance Commissioner John Gara- plairted In addition, the surplus lines in-preservmg" the law mendi to implement rate rollbacks Tougher financial eligibility and dustIy would like to see the Insur-The law allows victims and famihes of victims of assault weapon-re- under Proposition 103, contending no reporting requirements are needed ance Department lift its prohibitionlated cnmes to sue manufacturers or dealers for damages Weapons emergency existed However, Gov "to provide adequate policing" of against letters of credit used to sat-issued to law enforcement officers are exempt Pete Wilson later overruled the non-admitted, non-U S insurers that isfy the trust fund requirement, both

agency's decision and the rules took are selected by surplus lines brokers, the attorneys and NAPSLO sayBriefly noted effect last month (BI, Oct 21, Oct the Insurance Department said "If a letter of credit is irrevoca-
14) Several insurance Industry spokes- ble, 'clean' and 15 confirmed by aMississippi Insurance Commissioner George Dale received 70% Mr Garcia also said there are men support the concept of tighter bank that is a member of the Fed-of the vote last week m defeatmg Republican challenger David L An- "substantial questions" about the le- financial eligibility requirements for eral Reserve System, then such a let-denson, an insurance agent from Tupelo Mr Dale, the nation's longest- gality of the regulation governing non-U S insurers ter of credit should be accepted forserving insurance commissioner, was first elected m 1975 The Mich- non-admitted insurers The Kansas City, Mo -based Na- trust fund purposes," NAPSLO saidigan Municipal Risk Management Authority has terminated Gov- OAL officials declined to elabo- tional Assn of Professional Surplus m its statement

ernmental Risk Managers Inc of Livonia, Mich, as the pool's rate until a final version of the reg- Lmes Offices Ltd, which represents However, if California continues itsunderwritmg and nsk control manager MMRMA's in-house staff w11 ulation is presented to -hem for re- more than 500 surplus lines brokers prohibition against LOCs, the de-assume these duties The move follows GRM Chairman Wade Wa- view and agents, said in a statement it partment should provide "for a grad-terman's mdictment on charges of Illegally borrowing $5 million from In response, the Insurance Depart- generally supports the requirements ual phase-out" of LOCs rather thanAmerican Commercial Liabdity Insurance Co, a Michigan msurer he ment intends to launch a three- contained in the California regula- an abrupt ban, said Mr Merincontrolled (BI, Oct 21) Workers comp insurers in Massachusetts pronged attack to reinstate the tion Officials at the Surplus Lines Assnhave asked the state Insurance Department for an overall 45 6% rate tougher financial eligiblity and re- "We think Garamendi iS on the of California did not return phoneIncrease South Dakota Insurance Director Mary Jane Cleary porting requirements It will com- nght track There are perhaps some calls
resigned last week to become director of government, consumer and wise insurers participating m the market "Commercial surplus lines com-mdustry affairs m the National Council on Compensation Insurance's • Appealing the OAL's refusal to that should not be there," said Peter panies are being caught in the back-Denver office, which oversees Colorado, Montana and New Mexico extend the emergency rule to Gov Demmerle, an attorney with Le- lash of regulations that were put mDeputy Director Darla Lyon lS serving as acting director A London Wilson Boeuf, Lamb, Leiby & MacRae in place because several offshore non-court last week banned John Wallrock, the fonner chairman of Minet The Insurance Department already New York, which represents Lloyd's admitted Insurers were taking m pre-
Holdings PLC, from holding a directorship m a Bntish company for is appealing the OAL's rejection of of London underwriters and several mium dollars" without followingthe next five years for his alleged role m the PCW scandal at Lloyd's of another emergency order, Section other non-U S insurers through on claims, said Donald Craft,London (BI, Sept 10, 1990) A stripped-down version of a contro- 2173, that would have prevented sur- Kenneth Merin, an attorney with risk manager with Superior Fireplaceversial banking reform bill approved by the House Banlang Commit- plus lmes brokers from placmg auto- Kroll & Tract m New York, which CO in Fullerton, Calif, who is presi-tee does not contam provisions in an earlier bill that would restrict mobile bodily in]Uly, property dam- represents more than 30 non-admit- dent of the Orange Empire Chapterbanks' already limited ability to sell msurance age hability or medical claims ted insurers based in Europe, said the of the Risk & Insurance Management

insurance with non-admitted insur- insurers"heartily endorse" the Insur- Society
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S&P evaluations Among 1,229 property/casualty insurers An AIG spokesman declined to comment
assigned qualified solvency ratings, 299 were on the Bq ratings, noting only that several Bi Insurance Index

Continued from page 2 rated BBBq, 619 were rated BBq and 311 other AIG units that are members of the
ums written by S&P-rated companies in were rated Bq Insurers in these groups wrote group's intercompany pool carry an AAA 700
1990 $48 9 billion, $16 5 bilhon and $3 6 billion in claims-paying ability rating

Those Judged "adequate"-with claims- 1990 premiums, respectively Elizabeth L Goldstein, vp and treasurer 690
paying ratings of BB or quahfied solvency The 406 property/casualty companies with for Evanston, said she disagrees with "the
ratings of BBq-accounted for another 10% claims-paying ratings wrote a total of $120 7 whole concept" of the solvency rating, call-
of total premium writings billion in premiums, all were rated BBB or ing the rating process-based purely on stat- 680

.

However, S&P rated 559 insurers as "vul- better utory financial data- very mechanical "4¢

nerable" with claims-paying ratings of B or Some widely-known companies receiving "I don't have a lot of respect for the sol- 670 /
lower or a qualified solvency rating of Bq S&P's Bq, or "vulnerable," rating include vency rating," she said, adding that she does
These companies accounted for 3%, or about AIG Life Insurance Co, American Interna- respect the more in-depth analysis behind
$123 billion, of total industry volume 660

tional Insurance Co and Landmark Insur- the claims-paying ability ratings
Among the 746 life/health companies as- ance Co, which are units of American Inter- Evanston has not suffered in the market-

signed qualified solvency ratings 126 re- national Group Inc , Commercial Union place because of the Bq rating it received 650
ceived the top BBBq rating, 375 were rated Insurance Co, Evanston Insurance Co , John based on 1989 data, she added, which leads X>>

BBq and 245 were rated "vulnerable" with a Hancock Property & Casualty Insurance Co , her to believe that few people are giving the
Bq rating Companies in the three categories a unit of John Hancock Mutual Life Insur- rating much weight 640

,<X

generated premium volume of $25 5 billion, ance Co, and Maryland Casualty Co, a unit An Hancock spokesman said John Hancock
$30 4 billion and $7 1 billion, respectively of Zurich-American Insurance Cos Mutual Life Insurance Co, which received a

By contrast, 201 life/health Insurers that All of these companies are subsidiaries or AAA claims-paying ability rating, stands be- Base = 100 on Dec 29 1978
received claims-paying ratings generated affiliates of insurers that carry higher quali- hind all of its subsidiaries Source Nordby International Inc
$2031 billion in premiums All but three fied solvency or claims-paying ability rat- Officials of Commercial Union and
were ratea BBB or higher ings from S&P Zurich-American could not be reached I Insurance industry stocks inched ahead last

week as the Business /nsurance Index rose 3.9

points to 693.6 on Nov. 8, from 689.7 on Nov. 1.
Advancing issues for the week were led by
Nobel Insurance Ltd., up 24.1%; Mutual Risk
Management Ltd., up 22.7%; and Safeguard
Health Enterprises, up 20.7%. Declining issues
for the week followed Argonaut Group, down

chairman and Frank F. White president and Comings & goings: industry 9.3%; AVEMCO Corp., down 7.4%; and States-
chief executive officer of Willis Corroon

John N.W. Wooderson has been named

- man Group Inc., down 7.3%. The most active
Americas, a new direct risk management and issue for the week was U.S. Healthcare, with 6.1
brokerage unit of Willis Corroon PLC of At Frank B Hall &Co of Minnesota Inc, for forming a new production unit, and million shares traded. The 8/ index was up
London Both appointments are effective Michael Prins named president and will re- Storm Bartling, Tom Thomason and Judi 0.6%; the Standard & Poor's 500 climbed 04%;
Jan 1 main chief operating officer He succeeds T. Wexler were all named vps the Dow Jones 30 Industrials were down 0.4%;

Mr Wooderson lS now deputy chairman of Alan R. Diamond who has been named Arthur P. Wells Jr. promoted to vp in Ir- and the New York Stock Exchange Composite
Willis Faber & Dumas Ltd , and Mr White lS chairman and will remain chief executive of- vine for Sedgwick James of California Inc increased 0.4%.

now president and CEO of Willis Corroon's ficer Also, Thomas L. Weigand promotec Jessica Christensen promoted to execu-
benefits and specialty sales group to executive vp and Alan J. Anderson tive vp from senior vp at Jar·dine Risk Man-

Other agent/broker changes:
British Issues

named vp and director of loss control agement Inc in Los Angeles
Johnson & Higgins announced these Frank B Hall & Co of Missouri Inc an-

1 Week

changes Sheldon I. Ausman, a retired nounced that two officers had left Alexander Excess/surplus Nov. 7 Price P/E Div Yield High-Low

managing partner with Arthur Andersen & & Alexander Inc to join its Kansas City of- Companies pence pence % pencepence

Co, ]oined the brokerage as senior vp and fice Erwin Schrag, who had been a se- James Barnes named chairman and chief Commt Union 477 N/M 307 64 487-477

adviser in Los Angeles, W. Robert Medling nior vp with A&A, will take the same title executive officer and David Hartoch presi- Genl Accident 490 14/M 357 73 491-484

Jr. named senior vp and head of the bro- with Hall, and David F. Brenner will be a dent and chief operating officer at Sher- Gdn Royal Exch 155 N/M 159 102 159-155

kerage services division in Nashville, Tenn, vp with Hall wood Insurance Services, following the re- Royal 287 N/M 34 7 121 287-283

Frank L. Shoppe named senior vp in the And at Frank B Hall & Co of Louisiana tirement of Donald K. Sherwood, who Sun Alliance 327 N/M 187 57 330-322

Atlanta office, where he has worked for 23 Inc , Gilbert J. Sevier named vp for new founded the San Francisco-based wholesaler Brokers

years, and David J. Undis named senior vp business development Bradstock 167 190 60 36 167-167Previously, Mr Barnes headed the company's
and head of account management and sales CE Heath 504 175 345 68 504-501John Sacia, former president of the Rol- northern division and Mr Hartoch the
in Nashville, Tenn lins Burdick Hunter Co office in Seattle, southern division Hogg Group 203 121 107 53 203-203

Uoyd Thompson 465 23 4 12 0 26 465-464J&H also announced the election of nine named chairman and CEO of RBH of Illinois David L. Hadler, formerly executive vp, lowndes Lmbrt 354 176 153 43 354-352

other senior vps in its New York office in Chicago John Pacholick, who had been elected president of Crump E&S of Illinois in PWS Holdings 84 98 47 56 84-84

Charles H. Bechtold Jr., James J. De- chairman and CEO, will remain a regional Chicago, replacing Kelly Sorem who has Sedgnick Grp 238 22 6 160 67 243-238

laney, Arthur G. Koritzinsky, Richard P. manager and senior vp with the parent been elected president of two other Crump Steel BrrIJones 331 174 163 49 331-320

Lasko, Karen R. Logue, Robert K. Meyers, RBH also announced four additions to its E&S Inc units, Midwest General Un- Willis Corroon 287 151 176 61 294-287

Douglas N. Smith, Karen A. Stein-Town- Irvine, Calif, office Michael J. Bernay derwriters Group and Crump E&S of Wis-
send, and Thomas F. Vietor III. Source Philip Olsen, Insurance Industry Analyst, Londonnamed executive vp and will be responsible consin

Bi Industry Stock Report
NOVEMBER 4, 1991 THROUGH NOVEMBER 8, 1991

BROKERS
Weekly Year to Date Annual Mkgak Weekly Year to Date Annual MkVBk

Pnce % shange % change High Low Vol (000) $ Drv % Yield P/E Book value value Pnce % change % change High Low Vol (000) $ ON % Yield P/E Book value value
Alexander & Alexander NYS 2063 645 1081 2763 1888 748 100 4.85 17 977 211 Markel Corp OTC 1950 685 6596 1950 1025 49 000 000 10 322 606

, Gallagher Arthur J & Co NYS 2263 - 74 269 2838 1900 77 064 283 18 588 385 Mutual Risk Mgmt Ltd NYS 3038 22.73 3038 17.00 232 020 066 31

Frank B Hall NYS 338 000 690 4.38 2.00 38 000 000 7 524 0 64 NAC Re Corp OTC 2563 354 2235 2834 1934 186 0.16 062 13 1890 1.36
Hilb Rogal & Hamilton OTC 1350 588 8.47 1750 11.25 233 0 36 2.67 23 356 3 79 Navigators Group OTC 31.50 161 44.27 3500 1650 18 000 000 18 1352 233
Marsh & McLennan NYS 74.88 -033 401 87 25 69.13 413 2 60 347 18 14.77 507 Nobel Insurance LTD OTC 450 24.14 5000 4.50 250 277 000 000 6 7.76 0.58

Poe & Associates OTC 11.50 213 7969 1250 650 4 032 278 13 2.52 4 56 NWNL Companies NYS 34.50 036 104.44 37 25 13.25 586 1.40 4.06 9 4273 081

BROKERS AVERAGE 25 67 24 12 Ohio Casualty Corp OTC 4650 5.08 1341 50 25 32.75 520 248 533 9 3638 1.28
Old Republic Int 1 NYS 3450 3.76 5082 3450 1863 70 072 209 8 3309 104

CONGLOMERATES & HOLDING COMPANIES Oren Capital Corp NYS 31.50 1.56 8000 32 38 13 50 102 092 292 10 2042 154

Phoenix RE Corp OTC 888 139 1452 1025 6.25 53 020 225 10 1330 067

Berkley W R Corp OTC 2550 727 3200 3225 2150 97 032 125 14 2389 1 07 Protective Life Corp OTC 2075 3.49 3950 2300 12 50 81 084 405 8 1629 1.27

Berkshire Hathaway Inc NYS 8500 00 C 00 2734 850000 18359 0 000 000
Provident Life OTC

31 461200
20.13 3 87

1.84
1500 2450 1425 365 100 497 6 2588 078

ITT (Hartford Group) NYS 5525 112 Re Capital CorpIS 10 6300 4450 1111 1.72 3.11 9
ASE 1438 0.88

64 01 086
11.65 1863 11.75 20 020 139 11 1505 096

Sears (Allstate) NYS 37.63 :38 48 28 43 50 24 38 2523 2 00 5 32 13 37 38 1 01 Reliance Group Holdings NYS 4.75 000 270 750 4.25 69 032 6.74 3 561 085

CONGLOMERATES AVERAGE 15 147 24 1 RLI Insurance Corp NYS 1600 000 1034 1638 10.50 27 048 300 8 1441 1. 11

St Paut Companies OTC 6800 382 837 74 25 54.50 1563 260 3.82 8 52.00 1.31

INSURERS/REINSURERS SAFECO Corp OTC 4000 2.89 21.67 44.75 27.75 935 148 370 9 3150 127

SCOR U S Corp NYS 1600 2.40 2929 1650 850 18 024 1.50 10 11.19 143

Se,beIs Bruce Group OTC 638 625 5000 888 4.25 44 036 565 128 735 087
Aetna Lite & Casualty NYS 40.38 3.19 353 49.13 31 88 1896 276 6.84 8 6423 063 Selective Ins Group OTC 1700 149 2830 1800 1250 131 104 612 9 1891 090
Amencan General NYS 4263 C 29 3862 43 50 26.50 568 2 00 4.69 11 37.14 115 Salesman Group Inc OTC 556 728 25592 638 1.25 912 000 000 17 248 2.24
Amencan Heritage NYS 2963 1.25 41.07 3225 1963 1 1.08 365 12 1925 154 Tok,0 Manie & Fire OTC 5000 291 582 5650 4050 156 000 000 7093 0.70
Amencan Indemnity/Fin I OTC 488 000 5000 7.75 2.75 8 008 1.64 15 1293 038 Torchmark Corp NYS 54.25 260 1100 58 50 38.00 227 1.60 2.95 13 1670 3.25
American International NYS 8863 201 15 28 102.00 67.88 2694 048 054 12 4534 195 Transamenca NYS 3888 7.61 1916 3888 2813 745 200 5.14 15 3656 1.06
Aon Corp NYS 3863 a 64 11.15 4175 2975 308 1 GO 4 14 11 1850 209 Transatlantic Holdings NYS 3525 255 2877 3938 2263 149 020 0.57 12 1838 192
Argonaut Group OTC 2675 932 2539 3338 1875 28 068 254 8 4826 055 Travelers Corp NYS 2000 000 2030 2538 1250 3076 160 800 6 4144 048

' AVEMCO Corp NYS 2350 739 3960 2725 1413 19 040 170 17 955 246 Trenwick Group Inc OTC 27.00 693 1676 3000 1925 91 072 267 10 2171 124

Baldwin & Lyois Inc OTC 2650 000 41.33 2750 1700 6 028 106 8 2429 109 United Fire & Casualty OTC 4400 173 2527 5800 3200 0 132 300 11 3539
1 Belvedere Corp ASE 325 370 3000 375 175

124 , x
0 004 123 13 765 0 42 USF&G Corp NYS 7.00 175 667 1363 6.13 1470 020 286 1 11.96 0.59

Chandler Insurance OTC 3.25 370 5273 7.25 2.13 113 000 000 2 595 055 UNUM Corp NYS 7450 817 5979 7450 3900 582 104 1.40 12 37.25 200
Chubb Corp NYS 69 50 -0.89 2811 7525 4400 2051 148 213 11 35.19 1 97 USLIFE Corp NYS 45.13 227 61.16 45 13 25 63 125 1.64 363 10 6034 075
CIGNA Corp NYS 5350 -023 3089 5675 3550 1153 304 568 11 7315 0 73 Unitnn OTC 3363 110 935 41.50 27.75 274 100 2.97 13 3070 110
CNA Fnancial Corp NYS 9250 109 34.79 9300 5300 110 000 000 13 7023 132 Washington National NYS 15 38 315 41.38 1600 938 22 1.08 702 7 2686 0 57
Continental Ccrp NYS 2425 396 2 51 3063 1900 1012 260 10 72 8 3783 0 64 USLICO Corp NYS 1800 137 1339 21 00 14.75 84 1 00 5 56 86 2944 061
Durham Corp OTC 3700 5 71 32.14 3700 2450 73 100 270 21 2804 132 Zenith National Ins NYS 1650 075 21 10 1850 1013 65 100 606 138 1314 1 26 '
Fund American Corp NYS 6650 114 28.19 67.13 4500 128 0 68 102 11 3611 1.84 INSUREAS/REINSURERS AVERAGE 18 343 34 142
Fremont General Corp OTC 2475 879 7069 2525 1163 568 088 356 7 19.13 129

Frontier Insurance Group NYS 24.25 104 2763 2588 1569 31 000 000 10 11.20 2.17 HEALTH MAINTENANCE ORGANIZATIONS
Gainsco Inc ASE 1175 000 54.10 1288 450 29 004 034 15 337 349 FHP International OTC 1200 1566 21.31 2975 988 2471 000 0.00 10 544 2.21

General RE Ccrp NYS 9200 427 108 10250 8000 868 168 183 13 3750 245 HMO America Inc OTC 1363 268 109.62 1713 500 3014 000 000 15 061 2234
Hanover Insurance Co OTC 3700 137 39.62 3875 21.25 42 044 1.19 16 3744 099 Pacincare Health Sys OTC 2550 1333 5692 4250 1250 348 000 000 13 655 389 0
Harleysville Griup OTC 1850 263 2131 21.33 10 50 13 064 346 6 2299 080 Safeguard Health Enter OTC 875 2069 84.21 875 400 198 000 000 20 353 248 S
Hanford Steam Boiler NYS 5350 094 974 6375 4363 164 200 374 14 1705 3 14 Sierra Health Se,vices ASE 1388 089 091 2950 863 181 000 000 7 178 779 r
Kansas City Life Ins OTC 3350 510 850 3600 3025 16 1.20 3.58 8 39.22 085 United Healthcare Corp NYS 61 25 392 16344 64 75 1700 1001 0.06 0 10 34 3 76 16 29 
Kemper Corp NYS 3938 430 65.79 3938 1763 603 092 2.34 9 34.20 1 15 United Medical Corp ASE 700 769 1250 1088 588 9 020 286 11 879 080*
Lawrence Insu ance Group ASE 950 1.30 3571 950 638 11 048 505 15 4.71 202 U S Healthcare OTC 34.75 9.45 1830 3800 1450 6111 044 127 18 338 10 28 ,

Liberty Corp NYS 4388 263 669 4800 3900 5 092 2.10 14 2386 1 84 HMOs AVERAGE 74 499 05 16
at

 Lincoln National NYS 5288 144 2297 5525 3300 537 2 72 5 14 9 45.16 117 ALL COMPANIES AVERAGE 22 31 6 29 13

--- -- ---

System design Nordby Intemahonal Inc



Performance Without Consistency Isn't Enough. Any group insurance company

can promise fast claims service, but we guarantee it. 0 We're confident enough about the quality of

our claims service to put our high standards in writing, guaranteeing to meet our promised

l

turnaround time. We're comfortable offering this guarantee because we routinely exceed industry

standards in turnaround time of claims processing. Our resources include an advanced cost-management

technology in processing systems -- a Personalized Claims Administration system which provides

flexible, adaptable administration of any benefi:s program. * Clients who depend on your advice want

to know what group insurance companies promise. Now you Can tell them what we guarantee. f or rnore

information, call Patrick Moeschler at 1-800-877-1052.

®
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