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Elkcting lower surcha*ges
SurcITarges paid'on hot,pital and other provider billsin·NeW'Yofk.will:yarK

enormously depending on whether health care plans elect„15ysa Dec. 2
deadlihe to pay surcharges directly to a state pool, of later. pay.the

surcharge on provider bills.

f Employers with employees Employers with no employees Iliving in New York liVing in New York .I I

8.18% surthalge ·Surcharge of 8.18% of
pa4 hospital bill-Plus "covered0. lives" assessment ranging

Pool from $4.69 to $385.29 per
employee

32.18% basic surcharge, plus
Payi "graduate medical education"
the surcharge of between 2.36%

provider" and 25.09%. Total maximum
surcharge: 57.27%.

Same as for employers
with New York

employees. Total 
maximum surcharge:
57.27%.

Updates-
Court OKs claim strategy

in Integrity's liquidation plan
HACKENSACK, N.J.-In a ruling that

eventually could speed the liquidation of in-
solvent insurers in other states, a New Jersey
judge said Integrity Insurance Co.'s liquida-
tor is not barred from estimating Integrity's
contingent liabilities and immediately recov-
ering from its reinsurers.

An estimation strategy would speed up In-
tegrity's liquidation by decades, cutting ad-
ministration costs by at least $45 million. It
also would provide recoveries to many poli-
cyholders and third parties that otherwise

See Updates on nezt page

Employers face deadline
to reduce N.Y. surcharges

By JERRY GEISEL

NEW YORK-Employers be-
ware: Missing a filing deadline
next week over how New York

hospital and other medical care
surcharges will be paid could re-
sult in health care plans being hit
with thousands of dollars in addi-
tional costs next year.

The surcharge, designed to fi-
nance care for the poor and to
fund graduate medical education
in New York, will affect any em-
ployer nationwide whose workers

end up in a New York hospital,
such as on a business trip or vaca-
tion.

To avoid the hefty charges.
health care plan administrators
must put in the mail by Dec. 2 an
election form indicating that they
will pay an 8.18% surcharge on
hospital and laboratory bills di-
rectly to a New York state pool.

The penalty for missing the
election deadline :s staggering:
Providers will tack on surcharges
totaling as much as 57.27% per
medical claim. A $100,000 bil.

racked up at a hospital in New
York City, for example, would
mushroom to roughly $157,000.

"We are not talking about triv-
ial amounts. Big bucks are in-
volved," said Fred Hunt, presi-
dent of the Society of Profession-
al Benefit Administrators in

Chevy Chase, Md.
And it isn't just employers in

the Empire State :hat have to
worry about these surcharges.
They will apply to every group
health care plan in the country

See Surcharge on page 6GRAPHIC B"ADAM DOI

Large European surety deal unravels
By DOUGLAS McLEOD

DENVER-The deal offered to

Bain Hogg International Ltd. last year
seemed straightforward at first: An
insurance company client wanted
reinsurance for bonds it planned to
write guaranteeing a $1.1 billion debt
issue by a European investment firm.

Bain Hogg took on the client's busi-
ness, but more than a year later was
only beginning to realize it had
stepped into a financial twilight zone.

The client was Pan Oceanic Insur-

ance Co. AN, an Aruba-domiciled
insurer operating from Denver whose

claimed $1.9 billion in assets included
several hundred million dllars in

"gold dore certificates" acquired from
a convicted con man.

The European investment firm was
EuroInvest S.A., a company owned by
a Portuguese family whose claim to
$6.3 billion in assets consisted almost
entirely of worthless World War n-era
Philippine notes, documents show.

Several people involved in the pro-
posed EuroInvest transactions also
turned out to have criminal records or

histories of civil fraud charges (see
story, page 29).

Among these was Anthony Guar-

$3 million in grants
awarded to assist

comp research
By MEG FLETCHER

PRINCETON, N.J.-Em-
ployers expect to benefit
frorn several research pro-
grams that received grants
last week to stimulate inno-

vative delivery and financ-
ing of workers compensa-
tion.

The programs include ef-
forts to introduce more

managed care techniques,
implement experimental 24-
hour coverage programs and
evaluate the effectiveness of

medical care practice pa-
ranneters.

Ten research programs
from six states received

grants totaling nearly $3
million from the Robert
Wood Johnson Foundation

in Princeton, N.J. The foun-
dation is a philanthropy that
has committed itself to im-

proving health care in the

United States.

"Everybody-and by that
I mean state government
agencies, employers, labor
unions, insurers, health care
providers and others in the
field-seems to be very in-
terested in undertaking new
initiatives," said Dr. Jay
Himmelstein, the director of
the program. "They want to
make sure that the rate of

workers comp medical cost
increases continues to de-

cline without forsaking
quality of care."

"I think it is an excit-

ing opportunity for employ-
ers to pilot these programs
and do information-shar-

ing with each other," said
Marilou Calasanz, mana-
ger of workers compen-
sation for Minneapolis-
based Norwest Corp. She
also represents a local

See Grants on page 4

iglia, a convicted felon who handled
EuroInvest's U.S. operations in Pis-
cataway, N.J., and who is the former
president of Wedtech Corp., a defense
contractor that collapsed in a widely
publicized political corruption scan-
dalin the 1980s.

Unaware of potential problems,
Bain Hogg spent several months in
the spring and summer of 1995 dis-
cussing the terms of the reinsurance
placement. The broker was never ac-
tually asked to approach underwrit-
ers with the risk, but it did finally is-
sue draft documents outlining possi-
ble reinsurance structures. EuroInvest

said it needed the drafts to complete
the sale of its notes, Pan Oceanic
records obtained by Business Insur-
ance show.

What followed was a tangled series
of abortive efforts by EuroInvest and
others to interest lenders and invest-
ment brokers in the notes. The pro-
posed deals featured forged Bain
Hogg and bank documents and re-
peated misrepresentations that Bain
Hogg had actually plaued reinsurance
on the notes with Lloyd's of London
underwriters, documents show.

In May, Bain Hogg wrote to Eu-
roInvest that it was "astounded" to

learn of the misrepresentations and
was "no longer prepared to assist in
any way" in a EuroInvest reinsuranc e
placement. The broker also demand-
ed a list of companies and people that
may have received Bain Hogg maten-
al relating to the proposed note deals.
EuroInvest officials never responded,
a Bain Hogg spokeswoman said.

Bain Hogg later published dis-
claimer notices in several newspapers
and referred the matter to the FBI and
London Metropolitan Police fraud in-
vestigators.

A London police detective con-
See Pan Oceanic on page 27

Eurotunnel fire insured
By EDWIN UNSWORTH

and GAVIN SOUTER

LONDON-Eurotunnel P.L.C. is insured for
up to nearly $450 million for material damage
and business interruption claims resulting
from last week's fire that shut down the tunnel
linking England and France.

The coverage, with a limit of 350 million Eu-
ropean Currency Units ($449 million), is led by
French insurer Union des Assurances de Paris.

However, the material damage portion of the
policy carries a small deductible and the busi-
ness interruption portion has a deductible of
7.5 million ECUs ($9.6 million), which repre-
sents about five to seven days of normal oper-
ation.

Reinsurer SCOR S.A. has a 15% share of the

reinsurance coverage but does not expect large
claims from the loss, said Serge Osouf, vice
chairman of SCOR in Paris.

It is still difficult to estimate the amount of
the loss, but because some trains already have
resumed using the tunnel, :he business inter-
ruption loss should be limited, according to
Mr. Osouf.

Eurotunnel's rolling stock coverage is led by
Chubb Insurance Co. of Europe S.A. and carries
a 32 million ECU ($41 million) limit, with the
excess covered by the material damage policy.

See Tunnel on page 39
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Eurotunnel P.L.C. has up to $450 million in coverage for losses
stemming from a fire that shut down the tunnel last week.



Updates
Court clears Integrity strategy

Opinions differ on ISO
Continued from previous page For-profit move brings predictions of better service but price hikes
might be time-barred from recovering from Integnty's estate because of
the long-tail nature of their claims, New Jersey msurance regulators say. By MEG FLETCHER lators and a few other critics are the effective date of its conversion

The Nov 15 rulmg by New Jersey Superior Court Judge Wilham C concerned about potential draw- for 90 days to allow state regula-
Meehan is not a final approval of Integrity's hquidation plan But, it re- NEW YORK-Member approval backs, such as the impact of ISO's tors to study the proposed conver-
moves a malor roadblock for the plan, which adopts the estmation strat- of the Insurance Services Office new for-profit goal on monopolls- mon and review actual documents,
egy Judge Meehan, who already is reviewing the plan, is not expected to Inc 's plan to convert to a for- tic services like the creation and but ISO declined
rule on it for several months profit entity is prompting varied issuance of model policy forms The conversion, effective Jan 1,

Integnty, insolvent by $1 bulion, has an estimated $1 67 bilhon of con- predictions on how ISO's Identity A few critics also say that, as a was approved last week by nearly
tlngent habilities, including $1 32 bilhon of Incurred-but-not-reported and goals will change for-profit entity, ISO might in- 73% of eligible votes, which ex-
losses Case reserves total $349 milhon Integnty's remsurers are estlmat- One risk manager, who works crease prices for services and ceeded the minimum two-thirds
ed to owe it $876 milhon under the estimation strategy The remsurers, closely with ISO as a Risk & In- products beyond the range of vote needed The tally was
led by Munich Reinsurance Co -Integrity's main reinsurer- plan to seek surance Management Society Inc some customers, especially small 117,837,329 in favor, out of a total
approvalto appeal the mhng official says the conversion will data users like self-insurers of 162,394,940 votes

The remsurers argue that New Jersey law does not expressly allow the encourage ISO to continue work- The executive commi:tee of the In voting for the conversion,

estimation strategy Judge Meehan acknowledged that New Jersey law ing closely with customers to bet- National Assn of Insurance Com- each of ISO's approximately 250
requires pohcyholders and thlrd parties to provide absolute proof of their ter compete with a growing num- missioners "is particularly con- insurer members was entitled to
losses by a predetermmed date But, m 1987, when Integnty became ln- ber of insurance data-gathering cerned about the impact of con- one vote, plus one vote for every
solvent, the court exempted pohcyholders with contmgent claims from a companies The restlt should be version on the soundness of the dollar a member paid for services
March 1988 claims-Ming deadlme, Judge Meehan noted He also ruled better products and services tai- insurance marketplace," NAIC purchased from ISO and ltS sub-
that bamng thlrd-party contingent claims would violate pubhc interest lored to meet risk managers' President Brian Atchinson of sidiaries during the year that end-

The judge also said that state case law before the current statute was needs, the official predicted Maine said in a recent letter to ed June 30

enacted and federal banlmiptcy law oves him and the Integnty hquida- However, state insurance regu- ISO He also asked ISO to delay See ISO on page 7

tor broad powers to adopt the estimation strategy
A hquidation attorney predicted that the state appellate court, if it

hears an appeal, w111 uphold Judge Meehan's decision, "There are plausi-
ble arguments why a hteral mterpretatton of the statute should be reject-

Berkshire Hathaway Soft prices,
ed," said Thomas S Novak of Ses, Cummls, Zuckerman, Radm, Tis-
chman, Epstein & Gross of Newark, N.J to reinsure CEA slow growth

Mr Novak and remsurance attorney Mchael Zeller, who is not m-
volved m the case, say the ruling could Impact other insolvencies, because
many states' statutes are similar to New Jersey's "Remsurers are ex- By ROBERTO CENICEROS Omaha, Neb -based Berkshire continue in
tremely alarmed over thls, largely because they question the actuanal sci- Hathaway will receive $590 mil-
ence" of estimating contmgent claims, said Mr Zeller, a partner with SACRAMENTO, Calif -The lion in premiums for guarantee-
Grais & Phlhps LLP of New York California Earthquake Authority ing coverage to be triggered if

P/C market
A Callfornia appellate court rejected a similar plan for Mission Insur- has arranged up to $1 5 billion in CEA losses exceed $7 billion dur-

ance Co (BI, June 24) reinsurance from Warren Buf- ing a four-year period beginning By JUDY GREENWALD
fett's Berkshire Hathaway Inc, April 1, 1997, a spokesman for the

EMLICO letter questioned abandoning original plans to fi- commissioner said A Berkshire Slow premium growth and soft
nance excess layers through capi- Hathaway spokeswoman said the pricing continue to be the hall-

BOSTON-Electric Mutual Liability Insurance Co lawyers contacted tal markets insurer was declining comment marks of commercial prop-
Coopers & Lybrand, EMLICO's eventual hquidator, in late 1994, several Reinsurance was less expensive, and referred calls to the Depart- erty/casualty insurer results, with
months before Massachusetts regulators approved the msurer's move to less cumbersome to arrange and ment of Insurance no dramatic changes expected

Bermuda believing it was solvent, a Massachusetts Insurance Division let- more plentiful than expected, said The insurance commissioner any tlme in the near future
ter reveals aides to California Insurance originally announced in 1995 that Despite high catastrophe losses,

Coopers & Lybrand recently responded to a Massachusetts division Commissioner Chuck Quacken- he would create the CEA and seek increased reserves and continued

summons for EMLICO-related matenal by providing a list of documents bush and an intermediary in- the $1 5 billion excess of pressure on margins, the indus-
the accounbng firm says am pnvileged volved in the transaction See CEA on page 26 try s ample capi-

The 11st shows that an El\<[LICO lawyer wrote to Coopers & Lybrand IINSUNE tai is expected to
Bermuda partner David Lines and London partner Chnstopher Hughes
on Dec 28, 1994, regarding the "feambility of redomestication option", Despite soft market, RESULTS allow competi-

tion to remain in-

and that another EMLICO lawyer sent a fax to Mr Lmes and his Bermu-
da partner Peter Mitchell on Feb 18, 1995, regarding a "proposed action alternative solutions 9 months tense and prices

low

plan for EMLICO restructunng" "The industry

Regulators approved ElVILICO's move to Bermuda in June 1995 Soon
after, it declared itself insolvent by more than $500 milhon, and Messrs still popular: Study has a lot of capital right now and

everyone's chasing after the same

Lines, Mitchell and Hughes were named joint provisionalliquidators risks, so short of a major catastro-

Because El\<[LICO had hired accountant Pnce Waterhouse m Bermuda By RODD ZOLKOS do so, the study suggests phe-natural or securities-relat-

before the move, "it would appear that El\<[LICO was already well repre- The alternative market lS ed-I don't see anything really
sented on fmancial matters m Bermuda," Massachusetts Assistant Insuf A continuing soft property and "holding its own in terms of size," changing," said Gloria Vogel, se-

ance Commissioner Kevin McAdoo says m a Nov 15 letter to the Bermu- casualty insurance market has said Mary Ann Godbout, an assis- nior vp with Advest Inc in New

da Registrar of Companies "For this reason, communication between done nothing to erode the alter- tant vp at Conning & Co and au- York

El\<[LICO and partners at (Coopers & Lybrand) almost 10 months before native market's share of the over- thor of the study "Despite the Ron Frank, an analyst with

their selection as provisional hquidators is troubling to me " all risk protection market, a new fact that we're in a very soft in- Smith Barney in New York,

Mr. McAdoo wrote to Registrar Kymn Astwood to complain that Cool> study shows surance marketplace, companies agreed

ers & Lybrand m Bermuda has refused to comply with a Massachusetts With most large companies al- that have gone the alternative "The industry has never demon-

division summons for EMLICO matenal, argumg it is barred by Bermu- ready having moved to Lsing cap- route are staying there " strated a propensity to price its

da's hquidation statute tive insurers and other alterna- Extrapolating on the basis of product according to marginal
"As regulators, we are troubled to find that liquidators of an msolvent tives to traditional insurance, 1994 data, the study shows the al- cost or anything close, and I don't

insurer are unwilling to respond to regulatory mqulnes concermng po- however, any growth in that ternative market representing see why lt should start now," he
tential misrepresentations by the insurer's former management," Mr share is likely to remain limited about 33% of the total risk pro- said

McAdoo wrote for the foreseeable future, ac- tection market, and perhaps as "The cycle has been capacity

Reinsurers have charged that EMLICO planned its Bermuda hquida- cording to the new Conning & Co much as 37% if more aggressive driven, and I would expect it to
tion and concealed its insolvency to get regulatory approval for its move study assumptions are used remain so," Mr Frank said ''And

The Massachusetts division is mvesingatlng the charge as part of an exam The midsize companies that When the asset management given that the weight of excess
of a former EMLICO unit sbll based m Massachusetts and managed by represent the alternat_ve markets' and insurance research fii m first capital is still very much pre-
former EMLICO officials future growth aren't likely to began tracking the size of the sent-if not increasing-there's

The Massachusetts division filed Mr McAdoo's letter m Bermuda make the move until market alternative market m 1980, no reason to expect a cycle turn

Supreme Court, where a judge is hearing an El\<LLICO reinsurer's chal- forces give them an incentive to See Alternative on page 12 See Results on page 37

lenge to the Bermu(la government's approval of the redomestication
Thomas Martin, a lawyer with Shearman & Sterling in Washington, inside

representmg the hquidators, said EN[LICO's contacts with Cooper·s & Ly-
brand were part of a "due dihgence process" pnor to a meeting with
Bermuda regulators "The contact was entirely appropnate," he said
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Liability rates soft
from extra capacity

By GAVIN SOUTER

ORLANDO, Fla.-It's still a
buyer's market for professional li-
ability insurance, a panel of rein-
surers Says.

Excess capacity in the insurance
market continues to drive prkes
down for most coverages, :hey
say.

The low rates reflect insurers'

unquenched thirst for specialty
business and a disregard for the
pctential catastrophes that could

hit the market,
they say.

While :he

reinsurers be-

** moan the lowrates, they, too,
like the bisi-

ness. But with
the growing
number of pro-
fessional lia-

bility insurers, they like to look
closely at the attitude and make-
up of the insurers they cover as
wdl as the rates and commission,
they say.

Professional liability insurance
rates continue to fall as more In-

derwriters enter the market and

existing professional liability in-
surers write more business, said
Michael Schell, senior vp at St.

Paul Re, a New York unit of The
St. Paul Cos. Inc.

"The lower the prices get, the
more you like the business and the
more you retain," he said earlier
this month at the Professional Li-

ability Underwriting Society con-
ference in Orlando.

In many ways, insurers have
good reasons for aggressively pur-
suing professional liability busi-
ness, Mr. Schell said.

"Fundamentally, there are a lot
of reasons to be optimistic about
the professional liability business
on a going-forward demand ba-
sis," he said.

In particular, when the U.S.
economy started to move away
from industry toward service
businesses, more professional lia-
bility exposures were created, he
said.

"And, as we move toward an in-

formation economy, there will be
more new exposures," Mr. Schell
said.

Another factor that should gen-
erate confidence in the profes-
sional liability insurance business
is the generally good business
practices of professional liability
insurers, he said.

Professional lia bility under-
writers have done a better job of

See PLUS on page 35

Comp self-insurers
can lessen collateral

By MICHAEL BRADFORD

EALLAS-Employers with as-
sets tied up as collateral for their
self-insured workers compensa-
tion programs can use some 1,):s
porfolio transfer techniques to re-
duce the funds that have to be put
on hold.

How much collateral an employ-
er must post is determined by reg-
ulalors and often depends on its
workers comp liabilities. Reducing
thos e liabilities can mean collater-

al requirements come down at
least to statutory minimums.

States require self-insurers to
estimate their workers comp lia-
bilities based on previous loss ex-
perience and to post varyiyg
amcunts and types of collateral.

Aaska, for example, asks for se-
curily in the amount of 125% cf
wcrKers comp liabilities, with a
min:mum of $300,000.

California, meanwhile, requires
135% of those liabilities, or a min-
imum of $220,000. Surety bonds,
letters of credit, cash and other
options are ways employers can
post collateral.

41
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CEO Michael Watson is hoping to
boost Sphere Drake's earnings.

Collateral is required because
regulators "want to have confi-
dence that the benefits to which

an injured worker is entitled are
actually going to be paid for," said
Harry Tipper III, a senior vp with
Zurich-American Insurance

Group in Schaumburg, Ill.
"They have confidence when an

insurance company does that be-
cause of the

j insurance
department

5 regulations
E1&4- of solven-

cy," said Mr.
Tipper. "But

when we come to self-insurance,
it's an entirely different game."

Speaking earlier this month at
the Self-Insurance Institute of

America Inc.'s 16th Annual Na-

tional Educational Conference &

Expo in Dallas, Mr. Tipper point-
ed out there are a couple of ways
for self-insurers to lower collater-

al requirements by transferring li-
abilities.

Both methods also have advan-

tages beyond reducing collateral re-
See Collateral on page 13
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Variables create tough row
for industry investors to hoe

By GAVIN SOUTER

ORLANDO, Fla.-Investors
looking to place their money in
the insurance industry face

sonne com-

plex and

difficult de

cisions, says
Jeffrey W.
Greenberg,
chairman of

Marsh &

McLennan

Risk Capital
Corp.

A look at

the past 10 years in the insur-
ance industry shows just how
difficult it is to predict which

insurance investments will pay
healthy dividends over the next
10 years, he said.

While certain trends in the in-

surance business may seem ap-
parent, other factors often ap-
pear to contradict those percep-
tions, he said.

For example, the notion that a
consolidation process is taking
place is true only for parts of the
business-in other areas there is

a deconsolidation, Mr. Green-
berg said.

Other variables adding to the
challenge of assessing a potential
insurance industry investment are a
company's capital management and
the emergence of capital markets-
based products.

One of the few constants in-

vestors can look for before investing
is good management, Mr. Green-
berg said.

Investors who want to under-

stand the difficulties of assessing
sound mvestments in the insurance

industry over the next five to 10
years only need to look at the
changes in insurance over the past
10 years, said Mr. Greenberg.

As chairman of M&M Risk Capi-
tal, Mr. Greenberg is responsible for
originating, structuring and manag-
ing insurance industry investments.

"Think about what we knew 10

years ago and what we thought
might happen," he said at the Pro-
fessional Liability Underwriting

See Investors on page 36

Memphis group returns
Preparedness Council to focus again on disaster planning
By MARK A. HOFMANN The New Madrid earthquakes of

1811-12 were the strongest to hit
MEMPHIS, Tenn.-The Busi- the continental United States in

ness Emergency Preparedness recorded history and caused the
Council was an idea whose time Mississippi River to reverse course
seemed destined

to come again, r ,1„Ii-
and it has. 1

The Memphis- 
" St. fouisbased business ***

group, which fell  Illinois
into a state of '

Missourisuspended ani-
mation four T < ...« ,
years ago, is

back up andrunning with a A41-L _ New Madrid 6-7 •
renewed mes- --n /1-7- 1

2/2/,1 0sage of the need ,
for catastrophe 1.- 1 New Madrid < n / < Nashvilleplanning I fault zone v C /

al;URneenres-business and If / /
'C / Tennessee
1 /U Memphis .
2-'

--*91
rected BEPC is Arkansas /
sharpening its 
focus on the nuts I

1 Mississippiand bolts of dis-
Alabamaaster planning, Source: U.S, Geological Survey j

with a special
emphasis on

reaching small businesses that at some spots. The New Madrid
don't have full-time risk man- zone of faults and fissures runs

agers. like a broken spider web through-
The group is also working with out much of the Mississippi and

other organizations, such as the Ohio River valleys.
Memphis-based Central United The impetus for the BEPC came
States Earthquake Consortium, to from a former bank risk manag-
promote broader awareness of the er's address on disaster recovery
need to be prepared to respond to to the Memphis chapter of the
the impact of natural catastro- Risk & Insurance Management
phes. That's particularly true re- Society Inc. in late 1989. An offi-
garding earthquakes, given Mem- cial of the Memphis/Shelby Coun-
phis' position in the New Madrid ty Emergency Management Agen-
zone. cy happened to attend the address

and mentioned to Donald Batche-

lor, then risk manager for Mem-
phis-based Union Planters Corp.,
that Memphis Mayor Richard
Hackett had directed the agency

to get more in-
, volved in busi-

ness disaster
Indiana ,=/ planning (BI,

A I April 29,1991).
1 Mr. Batchelor

and other risk
I managers began

Kentucky working closely
 with Jeff Cren-

shaw, who was
then director of

the local emer-

gency manage-
ment agency.

"When we met

Jeff, he said 'I'm

I from the govern-
ment and I'm

here to help you,'
and he really
meant it," said
Mr. Batchelor.

The govern-

ment had access
GRAPHIC BY JOHN HALL to disaster infor-

mation the private sector did not
know existed, and private indus-
try had the resources to dissemi-
nate it, said Mr. Batchelor. "When
we hooked up with each other, it
just fit," he said.

From its formal beginning in
April 1990, the BEPC worked to
get information about business
disaster planning out to business-
es and the community alike. The
group sponsored workshops and
distributed safety brochures at

See Memphis on page 26

Sphere Drake straightening curves
By SARAH GODDARD

HAMILTON, Bermuda-Sphere
Drake Holdings Ltd. hopes to im-
prove its image and its insurance
rating with a reorganization de-
signed to strengthen its balance
sheet.

"The rating agencies want to see
some success" in implementing a
strategic plan that follows a six-
month review of the company's
operations, said President and
Chief Executive Michael Watson.

"We intend to deliver better earn-

ings over time to justify higher

ratings," he said.
Sphere Drake also will explore

ways to improve its image. These
may include high-profile reinsur-
ance transactions or entering a
deal with Equitas Ltd., Lloyd's of
London's runoff reinsurer, to set-
tle each other's liabilities on pre-
1993 Lloyd's related business.

Sphere Drake recently an-
nounced that as part of a major
strategic review, the company is
withdrawing from writing marine
insurance, professional liability
and financial institutions cover-

age (BI, Nov. 18). In 1995, Sphere

Drake wrote about $147.4 million
in net premium in those lines, or
about 25% of its total net premi-
urns.

Sphere Drake recently entered
negotiations with Lloyd's agency
Cox Insurance Holdings P.L.C.
over the sale of Sphere Drake's
yacht and cargo agency, Groves,
John & Westrup (Underwriting)
Ltd., based in Liverpool, England.
The deal is expected to be con-
cluded by the end of the year.

Following those moves, Sphere
Drake will concentrate on rein-

surance business, particularly

property excess of loss, marine
and aviation excess of loss, casu-
alty and alternative risk transfer
mechanisms. On the insurance
side, it will focus its efforts on
U.S. excess and surplus lines and
U.K. and European property cov-
erage.

The company has pulled out of
marine insurance "because we

have set out some strategic crite-
ria for the businesses we wish to
take forward-the marine lines

did not fit in," Mr. Watson said.
The overall cost of the restructur-

See Sphere on page 38
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Grants Health Initiat-ve is well-timed be- an experimental 24-hour care pro- • UCLA Center for Health Policy proving workers comp medical care
cause it follows crisis-driven re- gram and an expanded drug pre- Research m Los Angeles, which and managing work disability in
forms and rate reductions in many scripion plan, should save employ- will receive $458,994 to study four the Kansas City area

Continued *om page 1 states, said Beth Stevens, the foun- ers even more money, he predicted 24-hour coverage pilot programs The grant will enable the pro-
employer coalition that belongs to dation's senior program officer At the same time, workers continue operating in Cahfornia gram to expand membership to 50
the Minnesota Health Partnership, "Grantees have the breathing space to receive quality care and extra • The Electncal Employers Self- employers and 60,000 employees,
which received a grant to focus cn to flesh out the reforms and test wage-loss benefits above state- Insurance Safety Plan, which will up from 12 employers and 15,000 to
ways to increase health care their effectiveness, while maintain- receive $374,094 to provide 24- 18,000 employees
providers' focus on disability man- ing a climate that encourages fur- 11111111111111 hour health care and disability New initiatives W111 Include a

agement within a 24-hour program. ther experimentation " Enhancements will focus benefits to the electrical workers in uniform workability reporting
The Mid-America Coalition on A grant alsc will allow one of the the Flushing, N Y -based program form, case management assess-

Health Care in Kansas City Mo, most innovative workers comp pro- on improving treatment The program w111 also extend a dlls- ment, medical treatment protocols
will use its grant to expand an ex- grams nationwide to expel·imen: outcomes and increasing counted prescription drug program and surveys of employees, physi-
isting program to coordinate work- more to work-related injuries clans and supervisors
ers comp medical care and disabili- Since its inception nearly 30 early return to work, says Recipients of two-year grants • Union of Needletrades, Indus-

ty management efforts in the cori- years ago, the Electrical Employers Robert L. Brown. are trial and Textile Employees in New
munlty Self-Insurance Safety Plan, a • Foundation for Health Care York, which will receive $263,138

In addition to Including more union/management health plan set Evaluation in Bloomington, Minn, to collaborate with the union's
employers, enhancements will f)- up as an alternative to traditional which will receive $386,708 to eval- health chnic and Mount Sinai Cen-

cus on improving treatmen: out- workers comp, has saved about 300 mandated levels uate the impact of Minnesota's ter for Occupational and Environ-
comes and increasing earl> return electrical contractors in the New The 10 grant recipients were se- mandatory treatment parameters mental Medicine to devise new
to work and employee satisfacticn, York City area millions of dollars lected from among 60 applicants in for occupational back pain methods for providing union mem-
said Robert L Brown, pres_dent of m workers comp premiums, said more than 30 states The grants • Mid-America Coalition on bers with prompt access to basic
the employer coahtion John Calascibetta, EESISP adrmn- range from one to three years Health Care, which will receive medical care for cumulative trau-

The Robert Wood Johnson Foun- istrator Organizations winning three- $270,439 to expand a program that ma disorders without regard to the
dation's Workers Compensation The new glant, which will fund year grants are coordinates approaches for im- status of their workers compensa-

tion claims

Many workers with carpal tun-
" nel-type complaints do not receive

, Ft
prompt diagnosis or medical treat-

'. 2 : ment because their employers con-
test the claims, said Rebecca Plat-

Global claims tus, an official with the Local 89-
22-1

r.11

155 t.  '>'i 1,»= • Institute for Research and Edu-
,

eaton in Minneapolis, which will
Y, receive $254,270 for the Minnesota

*2-x» management Health Partnership, a broad coah-
l tion that includes health care

brought down providers, labor, insurers and state
government agencies, said Ms
Calasanz, the prolect manager rep-
resenting the employer-dominated

to earth Buyers Health Care Action Group
The program will create a coordi-
nated health care delivery model
that blends traditional employee
health care and workers compYou are a major international busmess.
medical coverage and will focus on

r You operate worldwide. Your pace expanding disability management
of change and systems integration is in day-to-day medical care

• The New York State Depart-accelerating. You need a claims
ment of Civil Service in Albany,

.t,iy. management partner who can run which will receive $253,282 to de-

'4 with you now. velop and implement an integrated
prescription drug program for

f workers compensation and healthOperating from over three hundred
insurance, expanding the state's

offices worldwide, McLarens Toplis existing drug card program
1 offers a global solution to claims • The University of Washington

in Seattle, which will receivemanagement. We back a strategic
$252,768 to test the use of expert-

partnership approach with: ence-rated, capitated medical ben-
efit premiums as well as occupa-

• the technical flexibility to integrate tional medicine-centered networks

for workers compensationwith your systems
-1"L.'

• The Maine Bureau of Insurance
• the resources to meet your in Augusta, which will receive

requirements $250,000 to develop 24-hour cover-
age pilot projects in the state

:/ • a proven track-record that speaks
The only one-year grant was

for itself awarded to the American College
8.

of Occupational and Environmen-
For a smgle standard of claims tal Medicine in San Francisco

It will receive $121,560 to aid themanagement, globally, talk to us now.
adoption and dissemination of its
new occupational medicine prac-
tice guidelines The guidelines are

Richard E Gray intended to provide Information
Mciarens Toph, and guidance for health care
1200 Ashwood Parkway, Suite 434 providers caring for patients with
Atlanta, GA 30339 work-related disorders of the neck,
Tel (770) 392-0058 Far (770) 396-8770 back, upper and lower extremities
Toll Free 1 800-880-2219 and eyes

Nearly all programs that received
Alex M Gargolinski grants included provisions for for-
McLarens Toplis mal evaluations to be conducted by
[ber House, Mmortes, London ECJN 1 DY a variety of local researchers,
Tel (0171) 481 3399 Fax (0171) 481 3554 which will help determine the sig-

mficance of the outcomes and their
World Wide Web apphcabillty
http //WUW MCLARENSTOPLIS COM "We expect that the results of

these projects will point the way
toward future regulatory and mar-

MSiLARENS ket reforms," said Dr Himmelstein,
who is also assistant chancellor for

health policy at the University of

TOPLIS Massachusetts Medical Center in
Worcester

The Robert Wood Johnson Foun-

GLOBAL CLAIMS MANAGEMENT
dation also plans to offer an addi-
tional $3 million in a second round
of grants under the initiative next
year
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Surcharge
Continued from page 1
whose participants are treated in a
New York hospital or by certain other
medical providers in the state.

"It does not matter if you are a New
York employer or not. You are affect-
ed," said Steve Parahus, a consultant
with Kwasha Lipton L.L.C. in Fort
Lee, N.J.

"Just because you are out of state
doesn't mean you will not be impact-
ed. You are," concurred Henry
Saveth, a principal with A. Foster
Higgins & Co. Inc. in New York.

The surcharges-created as part of
health care reforms enacted earlier
this year and effective Jan. 1-will be
used to fund care for the indigent at
New York hospitals and to support a
state pool that will help finance pro-
fessional medical education.

The election forms filed with the

state indicate a health care plan will
pay surcharges directly to the state
pool, rather than wait for providers
to add the surcharges when billing.

But many employers-especially
those outside New York-have no
idea about the new law, much less
their exposure to these surcharges.

Health plan administrators that
file by the deadline can cut their
plan's exposure to the surcharges.

Companies with New York em
ployees that elect to file directly to
the state pool will pay:

• An 8.18% surcharge added to
their hospital bills, The surcharge
would be remitted by plan adminis
trators to Blue Cross & Blue Shield of

Central New York, which is operat
ing the pool for the state.

• An annual "covered lives" assess
ment to fund graduate medical edu
cation. The assessment, payable
monthly, is based on whether em

How to get
N.K forms

NEW YORK-With a Dec. 2 dead
line looming to mail an election form
to pay directly to a New York state
pool surcharges on hospital and other
provider bills-or pay surcharges as
much as seven times higher-health
care plan adniinistrators need to
know now where to get the forms.

Requests for the election form can
be faxed to Blue Cross & Blue Shield

of Central New York, which is admin
istering the state pool, at 315-448
6786 or 315-448-4999, attention Jerry
Alaimo. Requests also can be sent via
e-mail to bluebs9@vcomm.net.

Once forms are filled out, plan ad
ministrators' involvement with the
sure}large law does not end. Assuming
an election is made, plan administra
tors will have to remit the 8.18% sur

charge-which will be assessed on
hospital, laboratory and other
provider services-to the state pool
The surcharges will have to be remit
ted to BC/BS of Central New York for
all affected services on or before the
30th day following the end of a calen
dar month for which monies have
been paid to providers.

In addition, employers with New
York residents covered in their health

care plans, who elect to directly pay
the surcharges, also have to pay a so-
called covered lives assessment. The
size of the assessment is based on

where in New York their employees
live and whether they have single or
family coverage.

The assessment is payable to the
pool administrator in 12 equal month-
ly assessments.

For 1997, the covered lives assess-
ment would be based on health care
enrollment and employee residence in
June 1996. In future years, an employ-
er could choose a representative
month in a year on which to base the
covered lives assessment.

-Bv Jerry Geisel

ployees have single or family coverage
and in which of eight geographic ar-
eas they live. The assessments range
from a low of $4.69 for each employee
living in the Utica/Watertown area
opting for single coverage to a high of
$385.39 for employees living in the
five New York boroughs who have
family coverage.

By contrast, employers with New
York residents that don't elect to pay
surcharges directly to the state pool
will be liable for:

• A basic surcharge on hospital and
other provider bills of 32.18%. The
surcharge will be collected by hospi-
tals and other providers.

• An additional surcharge based on
the region of New York in which their
employees receive a health care ser-
vice. For example, a 25.09% sur-
charge would be added to a medical
bill if an employee was hospitalized in
any one of New York's five boroughs.
For an employee hospitalized in a
Long Island hospital, by contrast, the

surcharge would be 11,56%.
Even employers without employees

in New York state would be liable to

pay surcharges, though they can min-
imize their exposure by meeting the
filing requirement.

Companies without New York em-
ployees that agree to file surcharges
directly with the pool administrator
only would be liable for the 8.18%
surcharge if their employees were
treated by a hospital in New York.
They would not be liable for the cov-
ered lives assessment.

However, if out-of-state employers
do not elect to pay surcharges directly
to the pool, they will be liable for:

• A basic surcharge of 32.18%.
• Additional surcharges that

range-depending on where in New
York their employees receive ser-
vices-from 2.36% to 25.09%.

In short, benefit experts note, em-
ployers that don't elect to pay sur-
charges directly to the state pools
could be slapped with surcharges sev-

en times greater than direct payers.
"It is a no-brainer that you want to

pay directly," said Richard DoBell,
president of SIEBA Ltd., a health
plan administrator in Endicott, N.Y.

But, to avoid the higher surciharges,
plan administrators have until Dec. 2
to obtain and le the necessary forms
with BC,BS of Central New York.

That has triggered a mad scramble
by TPAs and benefit c onsultants to
obtain the election forms and get their
clients to sign them. While the election
form asks for only basic information,
such as the employer s federal tax
identification number, :he form must
be signed by the company's chief fi-
nancial officei·. A more detailed form,
which asks for mformation on where
employees liv. in New York, will be
due by the end of the month.

While the New York Department of
Health sent out 7,000 information and
filing packages, undoubtedly thou-
sands of empbyers and TPAs-espe-
cially those that do not do business in

New York-did not receive election
forms and are unaware of the filing
deadline. As a result, they also are un-
aware of how much it could cost them
in higher surcharges if any of their
employees ends up in a New York
hospital next year.

Employers' immediate priority-re-
gardless of their location-is to mail
the election form by Dec. 2, notes
Michael Langan, a principal with
Towers Perrin in Valhalla, N.Y.

"Be absolutely sure that your TPA
or insurer takes responsibility and
makes the election," Mr. Langan said.

Many employers are stunned about
the magnitude of the surcharges and
how quickly the forms must be re-
:urned. The information packages
were sent in early November.

"The reaction we hear from em-
ployers is one of disbelief about the
deadlines. And they are agog about
the surcharges," said Chip Kerby, a
principal in the Washington office of

See Surcharge on nert page
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Surcharge
Continued*omprevious page
William M. Mercer Inc. If a plan ad-
ministrator misses the Dec. 2 dead-

line, there will be three more opportu-
nities next year to elect to pay sur-
charges directly to the state pool. But
that would leave a health plan ex-
posed to huge surcharges for at least
the first: quarter of 1997.

The new surcharges are part of a
broader law enacted this summer.

That law also eliminates New York's

old hospital rate setting system and
lets health care buyers negotiate rates
directly with hospitals. The old law
included flat and simple sureharges

on hospital bills. Generally, the sur-
charges were 13% of all hospital bills,
though Blue Cross & Blue Shield
plans were exempt.

Those surcharges were challenged
by insurers, which argued they violat-
ed a provision in the federal Employ-
ee Retirement Income Security Act
that pre-empts state laws that"relate
to" employee benefit plans. The U.S.
Supreme Court, though, ultimately
affirmed those surcharges.

The new surcharge system also is
1jkely to be challenged on ERISA pre-
emption grounds.

"There is going to be a lot more dis-
cussion on whether ERISA pre-empts
the New York law," said Mr: Kerby of
Mercer. Ell

ISO
Continued from page 2

The proposal, which ISO's board
unanimously recommended in
September, calls for converting the
property/casualty data-gathering
organization to a Delaware-based
stock company from a Delaware-
based 501(c)6 corporation.

Under the conversion, ISO man-
agement and insurer members will
receive shares in the organization.
No shares were offered to the public.

ISO increased the value of the

shares to $40 per share from the $25
originally proposed. Under the plan,
15% of ISO's shares will be owned

-L,£466/0/,66 1/tal/U/Le, INUVelllUel L J, 1330 / 4

by class A stockholders, who will
elect seven of 11 directors. The seven

will be individuals not affiliated

with insurers and not employed by
ISO.

Class A shareholders are members

of the newly created employee stock
ownership plan, accounting for two-
thirds of the class A stock, and ISO
executives and managers, who ac-
count for the remaining third.

The remaining 85% of ISO shares
will be owned by class B sharehold-
ers consisting of insurers and rein-
surers. This class will elect three di-

rectors from the ranks of insurer

mernbers.

The conversion will give ISO "the
long-term financial flexibility and
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access to capital needed to develop
and support new products in a more
technology» and capital-intensive
business environment," said Fred R.
Marcon, ISO's chairman, president
and CEO. He will chair the new

board, which will be elected on a ro-
tating basis beginning in January
1998.

Sharing that optimism was David
Adler, risk manager for Atlanta-
based Portman Holdings L.P. and
chairman of RIMS' Risk Manage-
ment Industry Liaison Committee.
"Over the past 172 years, we have de-
veloped a good working relationship
with ISO and I expect: it will contin-
ue," he said, voicing his personal
views. RIMS does not plan to take a
formal position on ISO's conversion.

Insurance customers currently are
represented on two ISO committees
that deal with commercial casualty
and commercial property coverages
Mr. Adler said.

In addition, ISO has been working
wit:h the RIMS committee to gauge
the usefulness of ISO's product:s and
services to risk managers.

"I think that with the for-profit
motive, ISO may be more responsiv€
to risk managers and risk managers
needs," Mr. Adler said. For example
ISO has extensive data that can helf
assess the replacement cost of e
property risk, as well as obtain loss
estimates by geographic location.

Market forces and competitior
with other data services also should

help keep a lid on ISO's costs, h€
said.

But critics disagree. A profit-ori-
ented ISO may eventually raise
prices for services and products, es-
pecially for small users, theywarn.

"The first step you'll see is ISO be-
ing tougher on cutting costs anc
somewhat harder prices for small
users of data," such as third-part
administrators and self-insurers

predicted William R. Berkley, chair-
man and CEO of W.R. Berkley Corp
in Greenwich, Conn.

"I am concerned about the willing·
ness of a for-profit ISO to meet tht
needs of small customers who just
want general assistance, especially i]
they can't afford to pay much," saic
another insurer executive.

If such predictions prove true
state insurance regulators will likeli
increase scrutiny of ISO's opera·
tions.

Regulators are especially con·
cerned about ISO "services, such a.

the creation of policy forms, foi
which it has little or no competi
tion," wrote the NAIC's Mr. Atchin·
son to ISO.

Although ISO said it would no
grant the 90-day delay regulaton
asked, it pledged to provide detaili
of the conversion, said ISO Execu

tive Vp Carole J. Banfield. In a repb
to Mr. Atchinson, she said a review

of the details "will allay your reser·
vations."

Heightening regulatons' interest ir
the public policy impact of the con·
version is a proposal for a simila
change in status at the Nationa
Council on Compensation Insurance
the leading workers compensatior
data provider (BI, Oct. 7)

Mr. Atchinson last week, though
complimented the NCCI for doing i
relatively better job than ISO o
openly discussing proposals.

Regulators do not have authorit
to intervene in such conversions

though they often help choose whid
data-gathering organization is th,
authorized statistical agent in thei
states. In most states, insurers mus

report their financial data to thos,
agents.

"I hope these changes don't en
courage regulators to create ineffi
cient options like an additiona
database that would require ou]
members to report to additional dat:
gatherers," said Rodger Lawson
president of the Alliance of Americm
Insurers in Schaumburg, Ill.
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Opinions

State's surcharge unfair
0UTRAGEOUS. THAT'S the only way to describe  ·

New York's new health care surcharge system that
// 7takes effect Jan. 1.

As we report on page 1, employers are going to be in for a stunning and incredibly expensive surprise if they don't , 
act quickly. Employers or health care plan administrators
have until Dec. 2 to file paperwork in connection with the - -

new health care sureharges. 4   -| W
If they miss the deadline for electing to pay an 8.18% mir- 'Zcharge directly to the state,healthplanswillbesocked with -9( . f  -1 11

6*AnT---surcharges levied by providers that could total as much as 1Al)nr, 1' -¢ 5.k57% of the bill. _JJ..3-*A--55:=5=/Ai, re<

A $100,000 bill, for example, could balloon to $157,000. 5* 4 &<Fil:p
Despite an incredibly short period for notifying compa- 1 //r i ,- I

nies of the impending deadline--about three weeks-most L ,+LF 11 * . *1  ®- '6dk'* 11\f /A

New York employers by now are probably aware of what - t-3 r -1 /4 1 ----- .  rir'* 4they need to do and when it must be done to avoid the EL_h-r- 1-
worst of the surcharges.
Much less prepared are employers outside New York, -, 4

which can be subject to the surcharges and penalties, as ,ItuasmsY(  1 »/. I
well. Many employers and adniinistrators outside New L_ (096 it «' 9/// 4 1111 4.1York likely have no idea of what is required and of how lit-
tle time they have to act.

Our problem with the New York law isn't just the size ofAn out-of-state employer could be socked with the sur-
the surcharges, which will be used to fund care for the in-charges, for example, if an employee is traveling in New digent, but who will have to pay them. The surcharges willYork, becomes ill and must be hospitalized. His or her em- be shouldered by employers that offer group health careployer is going to be surprised-outraged would be more
plans. In effect, the surcharge means they pay for healthlike it-when it finds that the employee's hospital bill has a
care twice: once for their own employees through health in-57% surcharge tacked onto it.
surance premiums and claims costs, and again for the unin-We have no doubt that a wave of protest will soon (if it sured through the surcharges.

hasn't already) hit the New York Legislature, which is re-
Providing care to the uninsured and paying for it is asponsible for the surcharge law. If legislators don't respond

general societal problem. It hardly seems fair to place theand fix the law, we are sure that employers will challenge burden of funding care for the uninsured on employers thatit in court on grounds that it violates the Employee Retire-
already provide health insurance to their own employees.ment Income Security Act. ERISA pre-empts state laws

A much fairer approach would be a sales tax or otherthat "relate" to employee benefit plans and it would be
broad-based revenue source.hard to see how New York law doesn't fit that bill.

We hope lawmakers act and that the matter doesn't We also think employers with no employees in New York
should be given more time to comply with the filing dead-come down to a long, drawn-out battle in the courts.
line, or not subject to penalties at all.It would make more sense and avoid such litigation if

We hope that is something New York legislators consid-New York legislators fixed the law to make it fairer and
er if they-as they should-go back to the drawing boardmore reasonable.
on the surcharge law.

City disaster plan back on track
HE RESURRECTION OF MEMPHIS' Business erful North American earthquake in recorded history in

Emergency Preparedness Council continues a story the early 19th century, as a chief reason for business pre-
of risk management at its best, a story that never paredness.

should have been interrupted. Those efforts got a boost by the earthquake that didn't
The group, which originally coalesced in 1990, was a happen when a maverick scientist named Iben Browning

tedbook example of public/private cooperation in disaster predicted that a major earthquake would devastate the
planning. By getting its version of theBoy Scout motto, "Be Mississippi Valley on or around Dec. 3, 1990.
Prepared," out to various segments of the population, rang- Fortunately, Memphis City Risk Manager John Britt de-
ing from risk managers to small-business owners and even cided to try to reactivate the council about a year ago and
high school students, the council served as a model for found that almost all of the council's key players had
community-based disaster response efforts. moved once again into jobs that included responsibilities

But the council was barely up and running before it for disaster planning.
dropped off the screen. A change at City Hall meant con- Like its predecessor, the reconstituted council reaches
siderably less interest jn the effort than had been the case out to all segments of the community, holding workshops
before. Most of the council's top leadership changed jobs and seminars and disseminating preparedness information.
during a period of only a few months, and found them- Even though Memphis stilllies across a major fault, the ap-
selves unable to devote the time and energy needed to make proach favored by the council embraces all perils, sensibly
the council's efforts a success. By mid-1992, the council's stressing that disaster planning may come into play
activities had ceased. whether an event strikes a single business or shuts down an

But the threat that brought the council into being hasn't entire city.
gone away. Memphis sits on some of the least stable geolo- The Memphis council provides a model for cooperation
gy in North America, the New Madrid zone. The council between employers and public emergency management of-
had stressed the inevitability of a major earthquake within ficials considering the impact of a catastrophe upon a city.
the New Madrid zone, which was the site of the most pow- It's a model that ought to be emulated elsewhere.

Business Insurance welcomes
letters to the editor. The section is
intended to be a forum for readers'
opinions and comments. We re-

serve the right to edit letters for
clarity or space. We will not pub-
tish unsigned letters. Please send
your letters to Letters to the Edi-

tor, Business Insurance, 740 N.
Rush St., Chicago, Ill. 60611-2590;
fax: 312-280-3174; e-mail. pwin-
ston@crain.com
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BE FREE TO SERVE YOUR CLIENTS

INSTEAD OF BEING LOCKED INTO SALES QUOTAS.

Being an independent agent is
tough enough. But to be restrained
from getting the right kind of coverage
for your clients is sheer punishment.

What's the alternative? The AIG

companies.
Unlike other carriers whose limited

coverages often fail to meet your clients'
needs, we offer a full range of custom-
tailored products and services.

Our growing regional company

EAST

Granite State

Insurance Co.

1-800-569-2030
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Illinois National

Insurance Co.

1-800-569-2030

network gives you responsive, person-
alized service. And you can access
the AIG companies' unmatched inter-
national capabilities as well, including
our worldwide claims and under-

writing services. Everything's backed
by our unsurpassed financial strength
(triple-A rated by the major ratings
services).

What's more, the AIG companies
have no minimum volume require-
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from any licensed broker.
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Reinsurers face tough Wall Street: Analyst
By GAVIN SOUTER

NEW YORK-Most reinsurers will have a hard time

meeting investors' profitability expectations from now
on, an investment analyst said.

In recent years, reinsurers have relied largely on cost
cutting to keep profit levels up, but that option is dwin-
dling fast now that costs have been reduced s) much,
said V.J. Dowling, managing director of Dowling &
Partners LLP., a stock broker in Hartford, Conn..

While a few trends should help bolster reinsurers'
profitability, such as overseas growth and new prod-
uets, they won't be enough to meet Wall Street's de-
mands, Mr. Dowling said.

But the picture is not all grim, said a reinsurance ex-
ecutive. Reins irers have always had the ability to
change in adverse business conditions, and that ability
will help save many companies, said Michael Schell,
senior vp at St. Paul Reinsurance Co.

The executives sounded off late last month at the

21st Annual Research Seminar, sponsored by the In-
surance Information Institute and the Reinsurance
Assn. of America.

Reinsurers vill have a hard time meeting the 15%
return on equity level that has become the "ho_y grail"
of investons, Mr. Dowling said.

"Ten percent just doesn't cut it," he said.
Over the past several years, reinsurance companies

have offset ever declining premiums by shaving claims
settlement costs to the bone, Mr. Dowling said.

"Companies were bailed out on the claims side, but
now the decline in prices has gotten ahead of what's
been happening on the claims side," he said.

On top of declining premiums, reinsurers also must
face declining investment returns themselves, he said.

An analysis of investment yields shows that aftertax
portfolio yields of reinsurers have declined from a high
of 8.28% in 1982 to 3.46% in 1995, he said. "That is

probably the single most important underlying change
in the economics of the insurance business," he said.

Another maj ir influence on the profitability of rein-
surers is the "flight to quality" trend, where cedents

seek reinsurers with huge surpluses, he said.
Between 1986 and 1995, the number of reinsurers

with surplus in excess of $500 million jumped to 10
from two, Mr. Dowling said. As a result of the demand
for well-capitalized reinsurers, in recent years, most
reinsurers have been more interested in getting bigger
than in increasing profitability, he said.

Also, in the past 10 years the number of new broker
market reinsur€rs has increased dramatically, Mr.
Dowling said. Tne new reinsurers, who do not carry
past liability problems, have increased their share of
the business to 15% in 1995 from 2% in 1985, Mr.
Dowling said.

Reinsurers do have three trends working in their fa-
vor, he said: insurance premium growth in internation-
al markets; alternative markets are bypassing msurers
and going straight to reinsurers; and reinsurers are
well placed to be intermediaries to access capital mar-
kets for reinsurance capacity.

But these posisive aspects will not be enough to en-
sure the profitab_lity of most reinsurers, he said.

Mr. Dowling's bleak forecast should be tempered by
the creativity of the reinsurance industry, Mr. Schell
said. The large increase in surplus at many reinsurers
shows the companies have been successfulin the past,
he said.

Now, prices are declining and cedents are taking
larger retentions, but going on the past rrecord of rein-
SUrers, something is bound to happen to increase prof-
its, he said.

"The one thing about our business is that there is
change. I would not have predicted any of the past de-
mands for reinsurance," Mr. Schell said.

Forces that nrght help increase the profitability of
reinsurers include increase in international premiums
and also the increase in property construction in catas-
trophe-prone amas, he said.

"We have declining rates because there have been no
major catastrophes, but there's no change in the basic
trend that a disproportionate amount of economic ac-
tivity in this country is in catastrophe--prone areas and,
long term, that's bullish for our business," he said.

Alternative
Continued from page 2
non-traditional options represented
about 21% of the total risk protection
market.

The 1994 data showed the alternative

market representing about $60.7 billion
of a nearly $191 billion market for risk
protection.

The study showed Fortune 1000 com-
panies to be heavily involved in the al-
ternative markets, with $22.1 billion-
about 54.8% of their cost of risk-in al-

ternative "premiums" in 1994, vs. $18.2
billion, or 43.2%, in traditional premi-
UmS.

A similar look at midsize commercial

companies shows the clear potential for
alternative markets growth in that seg-
ment, where only about 31.6%-$34.6
billion-of their 1994 risk protection
expenditures went to the alternative
market, while 68.4%, or $75.0 billion,
went to traditional premiums.

Small companies placed only $4.0 bil-
lion-9.8% of their risk protection ex-
penditures-in the alternative market
in 1994, with $36.9 billion-90.2%-go-
ing to traditional premiums.

When the midsize companies do ulti-
mately move to the alternative market,
Ms. Godbout said she doesn't think

they'll find that jump any morerlifficult
than did their larger counterparts, and
it might be an easier move.

"In fact, they will have an easier time
of it because there is an infrastructure in

place now to support those alternative
choices," she said. "Plus, in terms of

their own minds, I think there's a level
of reassurance."

Having seen the larger companies
move to the alternative market and stay
there might make midsize companies
more inclined to follow suit, she rea-

soned.

"And I think what they'd find when
they do make that step over is that they
will gain that benefit of more strategic
planning, and they'll find that they like
that level of control," Ms. Godbout said.

Indeed, the opportunities the alterna-
tive markets provide to work risk man-
agement into an organization's overall
strategic planning have been a key rea-
son why large companies have stuck
with the alternatives despite a soft mar-
ket for traditional coverage, the study
found.

During the liability insurance crisis of
the mid-1980s, companies' decisions to
embrace the alternative market were

"tactical," Ms. Godbout said-"I need
insurance and I need it now."

But, as companies made the move,
they found "they could and should ap-
ply a more strategic approach to risk
management," she said.

That approach saw companies taking
a more financial outlook toward risk

management, asking"How will all this
risk affect the bottom line?" Ms. God-

bout said. "So I think the drivers have

changed."
Another important study finding is

that the perception of what constitutes
market "alternatives" has evolved.

What once was considered the alter-

native market-risk retention groups

and captives, for example-now are
part of what Ms. Godbout said she con-
siders the "traditional menu of insur-

ance choices."

Now, such techniques as turning to the
capital markets for risk financing or
multiyear/multiline programs are
viewed as the true alternatives, she said.

.

Copies Of the Conning & Co. study
"Alternative Markets: Evolving to a
New Layer" can be purchased by calling
Lauri Ann Scotti at 860-520-1521.

Is your company ready to
take advantage of securities

litigation reform?

Our insureds are.

The Genesis D&0 Liability Insurance Program offers
comprehensive D&0 and Entity liability protection and securities

'.* ... #lid litigation loss prevention. Our Securities Lit©ation Loss Prevention

Guide contains recommended policies and procedures on
analyst communications, insider trading, periodic reporting,

bad news disclosure and securities litigation reform.1*
For more information, contact your broker, call: 216-766-5416

or visit our World Wide Web site: http://www.prms.com

-1 1 SECUR41 WROTE THE BOOK ON -- X
GENESIS
D&0 Liability Insurance Program

1UT\GATION LOSS PREVENTION
Genesis Insurance Company is an A.M. Best A++ rated member of General Re Group



Staff

Collateral
Continued from page 3
quirements.

The most common technique is a
retroactive loss funding method,
otherwise known as an incurred loss

assumption transaction.
Industry "old-timers" remember

it simply as a loss portfolio transfer,
Mr. Tipper said.

Essentially, it is a method by
which the loss portfolio is ceded by
a self-insurer to a reinsurance com-

pany.
One of the advantages to structur-

ing such a program on a retroactive
basis is the ability to initially fix the
ultimate cost of liabilities at a

known price, explained Taylor

Safety
listings
omitted

The following listings were
omitted from the Nov. 4 directory
of safety consultants:

AIG Consultants Inc.

72 Wall St., New York, N.Y. 10270;
212-770-7000; fax: 212-785-8287

Total. „175

Safety consultants. ...86

Occupational health consultants. ...30

Industrial hygieneconsultants.. ....10

ASSE members................................................ 58

Clients

Total.

1995 revenues

..4,000

Safety consulting.......... $4,049,360

Founded: 1970.

Parent: American International Group.
Services: Safety audits,'reviews, eval-

uations or inspections; safety, ergonornic,
industrial hygiene and occupational
health program assistance; onsite and off-
site training classes or seminars; emergen-
cy/contingency plan reviews; natural haz-
ard evaluations.

Other services: Publication of safety
materials or videos; development of train-
ing materials; OSHA compliance; research
involving occupational health; fire protee-
tion engineering; behavioral safety.

Specialties: Banking, construction,
manufacturing, health care, transporta-
tion, public entities, communications, re-
tail, real estate, utilities, food processing,
pharmaceutical, entertainment, natural
resource mining and refining.

Offices: Phoenix; Costa Mesa and Los
Angeles, Calif.; Denver; Washington;
Tampa, Fla.; Atlanta; Chicago; Boston;
New Orleans; Southfield, Mich.; Parsippa-
ny, N.J.; Charlotte, N.C.; Cleveland;
Philadelphia; Dallas; Houston; Seattle.

Service area: Nationwide.

Officers: William J. Frey, president;
George Toth, COO/senior vp; Charles
Benda, Jan Young, Steve Werner, vps.

Contact: Walid Sidani, vp-business. de-
velopment.

Staff

Barron Risk Management
Services Inc.

5815 Callaghan Road, San Antonio,
Texas 78228; 210-681-6055;

fax: 210-681-8617

Total............................

Safety consultants.
ASSE membets.

Clients

Total...................................................

Corporate/institutional clients

1993 revenues

3

.3

3

59

..59

Safety consulting. ..$214,000

Founded: 1969.

Services: Safety audits/reviews, eval-
uations or inspections; safety, ergonomic,
industrial hygiene and occupational
health program assistance; onsite and off-
site training classes or seminars; hazard
surveys; site inspection.

Other services: Publication of safety
materials or videos, development of train-
ing materials, OSHA compliance, research
involving occupational health and er-
gonomics.

Specialties: Public entities, school dis-
tricts, hospitals, cities and counties.

Offices: Austin and Harlingen, Texas.
Service area: Texas.

Officers: M.M. (Buddy) Barron, presi-
dent. Ell

Collings, executive vp at Sedgwick
Re in Seattle.

"It's a one-time charge at the pol-
icy inception," Mr. Collings said.

Once the premium is paid, the lia-
bility is transferred, Mr. Collings ex-
plained. Premiums sometimes are

cleaning up a company's financial
statements, Mr. Collings pointed
out, and eliminates administrative

expenses associated with the liabili-
ties.

"Typically, all claims manage-
ment and most regulatory compli-

In an incurred loss assumption transaction,
the loss portfolio is ceded to a reinsurer, with
the advantage of initially being able to fix the
ultimate cost of liabilities at a known price.

paid to the reinsurer in installments,
he said.

"As (claims) payments come due,
the insurer or the reinsurer makes

those payments."
Moving the liabilities off the bal-

ance sheet has the advantage of

ance are assumed when these trans-

fers take place" by the reinsurer, he
added.

There is the disadvantage of a re-
duction in cash, though, because the
transaction is paid for up front, Mr.
Collings said.
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"Another technique which has
been used a little less frequently but
with equally good results is a
prospective loss funding transac-
tion," Mr. Tipper noted.

That is a method by which a self-
insurer's obligations for future loss-
es are determined and an arrange-
ment is structured so the self-insur-

er is indemnified for losses as they
ernerge.

Under the arrangement, emerging
liabilities within the self-insured re-

tention are considered, Mr. Tipper
explained.

When ceding the obligation, the
expected amount of the losses is cal-
culated, along with the timing of ex-
pected losses, thereby accounting
for possible gains from investment
earnings before the losses are paid.

An advantage to such an arrange-
ment is the ability to fix a price for
the program at the beginning of the
contract, Mr. Tipper said.

"That makes it an expense item,

and I'm not a tax accountant, so I
won't tell you you can deduct it for
tax purposes, but I know a bunch of
people that have," he said.

Under a prospective loss funding
plan, a self-insurer gains the advan-
tage of more stable financial results
with the fixed price for future liabil-
ities.

A self-insurance plan becomes
more "budgetable in a working cap-
ital sense," according to Mr. Tipper.
"It's very helpful to those companies
that have to manage that type of
bottom-line situation very careful-
ly,"

The disadvantage is the same as
with a retroactive funding plan-
cash out of pocket.

"You have to put it up," Mr. Tip-
per said. "It comes out of your pock-
et and into somebody else's."

The session was moderated by
Kurt J. Ridder, executive vp at
Spectrum Underwriting Managers
Inc. in Indianapolis. Ell

Corporate buyers
are a

keystroke away.
Brs Directories of Corporate Buyers of insurance, Benefit Plans and Risk Management Services, are pub\shed
in two editions - U.S.-based buyers and buyers based outside the United States. And now, both are available in
electronic editions for IBM-PC and compatible computer users.

Now, you can print your own labels or reports in a variety of formats with the touch of a key.

The BID U.S. Software and Non-U.S. Software are self-contained programs ... load it in and put it to work.
Each alphabetical listing includes:

• company name, address, telephone and fax
I nature of business

m company size in assets or sales
• number of employees
• corporate buying influentials by name, title and area of responsibility.

The BID Software

I puts corporate buying influentials from U.S.-based companies or from companies outside the U.S. at your finge,tips
• puts the facts and figures you need easily at hand
• lets you search by company name; geographic location - including city, state or zip code; country; or by company
size - by range in assets, sales or number of employees; or indiviual's name, title or area of responsibility.
m lets you prepare mailing labels or hard copy reports with just a keystroke.

To install the BID Software-U.S. Edition you need:
I an IBM-PC or 100% compatible computer
I 3.5" high-density floppy

• 20MB of free hard disk space
m 8MBRAM

m Windows version 3.1 or above

To install the BID Software-Non-U.S. Edition you need:
• an IBM-PC or 100% compatible computer
I 3.5" high-density floppy

• 7MB of free hard disk space
• 512K RAM

• DOS version 3.3 or above

To order the 1996/97 BID Software forthe Business insurance Directo,y of US.-Based Corporate Buyers at $595,
orforthe Directory of Corporate Buyers Based Outside the U.S. at $595, or to,buy both editions at only $995, simply

complete the form below and mail to: Dorothy Wood. BID Software
Business Insurance

965 East Jefferson Avenue, Detroit, MI 48207

Or, fax your order to: Dorothy Wood, BID Software, 313-446-6782

YES, I'd like to order BID Software: O U.S. Edition O Non-U.S. Edition

Residents of the following states are required to pay corresponding sales tax:
CA ... Mgo IL... 8% MI... 6% NY ... 4% NYC... 81/4016 OH... 5*4%

Enclosed is a check for $ payable to Business insurance,

or charge my: O VISA O AmEx O MasterCard CA Discover

Expiration Date:Account #

Name

Title

Company

Address

City

Phone (-1

State Zip

Fax (-)

O Both U.S. & Non-U.S. Editions

\

1996/97

ORDER

FORM

Business
Insurgince®
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Educating employees saves health care dollars
By MICHAEL BRADFORD

DALLAS-Managing health care
demand by educating and encourag-
ing workers to improve their health
and make wise medical choices can

pay off quickly for employers.
"A good reason for the growing

popularity of demand management
programs is because self-care pro-
grams like books and telephone nurs-

_ _ ing advice can show favorable cost-
benefit ratios even from the first

year," said Dr. Robert G. Harmon, na-
tional medical director at United

HealthCare Corp. in McLean, Va.
Other programs like those aimed at

smoking cessation can take a little
longer to show
a favorable re-

turn but stll are -.74}

worthwhile in- Alhgi/94
vestments, he =SWX--
added.

Dernand

management, a term trademarked
and popularized by Dr. Don Vickery,
author of the book "Take Care of

Yourself," is a method that focuses on
making people healthier and smarter

-[W VOM[NTS AGO, -[ WAS

19,1

and therefore less frequent consumers
of medical services.

Dr. Harmon told attendees at a ses-

sion durmg the Self-Insurance Insti-
tute of America Inc.'s 16th Annual

National Educational Conference &

Expo in Dallas that United Health-
Care prefers the term "health and hu-
man risk management shared intelli-
gence." Whatever it's called, demand
for health care services can be man-

aged through a number of techniques,
according to Dr. Harmon.

Wellness programs are among the
tools that can help lower the odds that

a person will need costly health care.
Such programs are moving from

the work site into the home with the

use of printed materials, telephone
advice and electronic media, Dr. Har-
rnon said.

Some of the traditional wellness

programs focus on smoking preven-
tion and cessation techniques, nutri-
tion education and weight reduction,
stress management, cardiovascular
disease prevention, cholesterol reduc-
tion, control of blood pressure and
prenatal health.

Dr. Harmon said at least 25 studies

A OW[RfUL )[CISION AK[R.
3

Executive Risk Aas tfle D&O protection financial institutions need, apty way you slice it. We' re rated
"A+" by Standard & Poor's. Call for more information and discoverA (Excellent)" by A.M. Best and

a whole new standard of responsiveness. 1-800-432-8168 or fax 860-408-2288.

Executive Risk A
Executive Risk Management Associates provides directors and o#icers (D&O), Bond, and Bduciary liabilitv insurance coverages for financial inslitulions.

including commercial banks. savings banks, savings and loans, community banks. insurance companies, reinsurance companies. rish retention goups, investment Bankers, mortgage
bankers and brokers, real estate investment trusts, as well as general partnership liabilitu. Executive Risk Management Associates is the directors and o#icers liabilitv insurance

underwriting manager for Executive Risk Indemnity Inc. (ERII), Executive Risk Specialty Insurance Co,r.pang (ERSIC) and The Aetna Casualtu and Surety Company. In addition
to financial inst it u lions, it also underwrites D&O, errors and omissions, bond and /iduciary liability coverages br a variety of other organizations

Coverage may not Be available in all states.

show benefits related to wellness pro-
grams. Those studies show that some
of the tangible benefits are a reduc-
tion in absenteeism, lower workers

compensation costs, fewer injuries
and a reduction in disability manage-
ment costs. In addition, employee
morale is better among a healthier
workforce that is more loyal and pro-
ductive, the studies indicate.

Books and newsletters that can be

read at home are popular forms of ed-
ucating health care consumers, Dr.
Harmon pointed out. Apart from Dr.
Vickery's book, some of the most pop-
ular titles include: "Healthwise Hand-

book," "The AMA Guide to Your
Family's Symptoms," "Mayo Clinic
Family Health Book" and "What to
Expect When You're Expecting."

The use of electronic media is grow-
ing as a way to provide health infor-
mation, Dr. Harmon said.

Web sites like United HealthCare's

optumcare.com are online to provide
users with health-related information,
and besides the Internet, a host of oth-

er media are being used to promote
wellness. Those include interactive

videodisc programs, videotapes, com-
puter software, CD-ROM programs,
cable and satellite television, video
telephone systems and others.

While printed materials remain the
most popular way to educate health
care consumers, there is a shift toward
electronic media as it continues to

gain footholds in homes and work-
places. "More and more employees
have Internet access at their worksta-

tions," Dr. Harmon noted, which
means health and benefit information
can be made available at work.

And, he added, intranets are be-
coming popular ways to share infor-
mation within companies and can
provide a method for educating work-
ers on wellness topics.

The session moderator was Judy
Garber, managing director at ESLU
Inc. in Lake Mary, Fla. Eli

Cost only
one factor

in network
By MICHAEL BRADFORD

DALLAS-Employers choosing
managed care programs to save on
medical costs have to consider much

more than discounts when evaluating
the networks.

"I would encourage you, if you are
looking to get involved with evaluat-
ing networks,
that you get
comprehensive
information

and get some 6.19
validation on ./9/167»'
that informa- "*

tion by talking
to other administrators that have

used that network," advised Eric
Westberg, assistant vp of managed
care for Management Facilities Corp.,
a Warren, N.J.-based medical rein-
surer unit of Sun Life Group.

In a presentation earlier this month
at the Self-Insurance Institute of
America Inc.'s 16th Annual Educa-

tional Conference & Expo in Dallas,
Mr. Westberg pointed out that often
only discounted fees are considered
when networks are evaluated.

"There are a lot of people that do
evaluation of networks out there," he
said. "Typically, they go into a net-
work and they look at their discots;
what is their hospital discount? What
kind of discount are the physicians
giving in this particular PPO?"

That's not enough, he said. "We
need to find out just what this dis-
count arrangement is bringing of val-
ue to the table."

See Networks on page 18
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Networks
Continued from page 16

Mr. Westberg, whose company
provides network evaluation services,
said a good place to start is "plan ma-
tllrity."

"How many years has this partieu-
lar network been around? Years of

operating experience is one indicator
of their long-term viability" and
gives an indication of the network's
reputation with employers, providers
and competitors in a community, he
said.

Compare a network's growth rate
-with its competitors, Mr. Westberg
advised. A network growing amid
competition is well-received and has
a service worth considering, he
added.

But, a membership drop doesn't
necessarily mean a network is falter-
ing if there are declines or slow
growth among other competing net-

works in the area, Mr. Westberg said.
A high turnover of ernployer

groups in:he netwc·rk could indicate
"some dissatisfaction in not meeting
employers' needs," said AlanRiippa,
director of research and product de-
velopmen: at National Benefit Re-
sources Inc., a managing general un-

question, not a kille, but do they be-
lie>e in themselves enough that they
th-nk they're going to grow in the
next year or so?" Mr. Riippa said.

I onsider the management experi-
enje of a network, said Mr. Wes:berg.
"There are many P?O ofera:ors who
haTE gotten into the business because

'If employees aren't satisfied, they're notgoing
to use the network and the employefs costs,
which he expects to decrease significantly,
could in fad increase greatly,' Alan Riippa says.

derwriter in Minneapolis.
Mr. Ruppa, who has evaluated

more than 150 networks, said it is im-
portant to find out enrollment. projec-
tions for the upcoming year. "Do they
expect to grow? Thafs a significant

Your business is clearly different from the
rest of the flock. You're out on the cutting
edge of technology, or about to go public,
or acquiring or merging with another
company, or even working yourselves out
of financial difficulty. And because your
circumstances aren't like everybody else's,
your chances of getting comprehensive,
cost-effective D&0 insurance aren't the

same as the other guys'. They're lots worse.
To make suie that the companies that

have the greatest need for D&0 protection
get adequate access to it, we created Pine

they kave seen a bisiness opportuni-
ty" but are mostly concerned with
se[ing access to a network rather
than bringing value to the buyer.

It is preferable for netwcrk man-
agement to be located in -he same

Street Management Company. Our only
business is undemriting D&0 insurance
coverage for tough, non-standard or
unicue situations. Throigh Pine Street
your fimi can acquire u) b $5 million in
primary and excess D&0 protection, on
a claims made basis, m zompetitive and
equitable rates. This p!Flm is backed by
an A rated, well-finanel exceptionally
stab.e carrier, and is managed by under-
writers vith more than two decades of

experience in putting together innovative
3&0 px,grams for even =he toughest risks.

area as the network providers, Mr.
Westberg noted. An evaluation
should include asking employers that
use the network whether their em-

ployees are satisfied, Mr. Riippa sug-
gested. "If employees aren't satisfied,
they're not going to use the network
and the employer's costs, which he
expects to decrease significantly,
could in fact increase greatly."

Messrs. Riippa and Westberg sug-
gested other areas for evaluation, in-
cluding:

• Types of hospitals and tertiary fa-
cilities that are a part of a network.

• Hospital and physician reim-
bursement methods and fee sched-
ules.

• Provider credentialing.
• Education and peer review pro-

grams.

• Prescription drug services.
• Claims and information systems.
The session moderator was Debbie

Scheff, president of Health Cost Con-
sultants Inc. in Vienna, Va. £11

So if )our company management is
hatching Elans that some have said are
too risky w insure, have your broker
head for Pne Street. Or call, write or fax

Luis Roman, Managing Underwriter, for
a copy of cur free brochure. He's ready to
deliver for you.

PINE STREET MANAGEMENT COMPANY

80 Pine Stieet, New York New York 10005
(212) 742-9792 Fax: (212) 742-9594

INTRODUCING D&() INSUINCE FOR

COMPANIES THAT DO_ ' 4 FIT THE MOLD.
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SlIA meeting
attracts 1,800
DALLAS-The Self-Insur-

ance Institute of America Inc.'s
16th Annual National Educa-

tional Conference & Expo
drew about 1,800 attendees to
the Wyndham Anatole Hotel
outside downtown Dallas.

The conference, held Nov. 5-

9, began with a golf tourna-
ment followed by a series of
workshops and general ses-
sions.

Registrants were able to
choose from an array of discus-
sions on topics ranging from
"ABCs of Self-Insurance" to

more technical talks such as

"Getting Out From Under: Us-
ing Financial Reinsurance to
Lower (or Eliminate) Self-In-

surance Program Collateral."
The 1997 conference is

scheduled for Sept. 9-13 in At-
lanta. Information is available

from the SIIA at P.O. Box

15466, Santa Ana, Calif. 92735;
800-851-778% fax: 714-261-
2594.

Blues facing
Texas suit

over merger
AUSTIN, Texas-A proposed

merger between Blue Cross & Blue
Shield of Illinois and Blue Cross &
Blue Shield of Texas would violate

Texas law and siphon hundreds of
millions of dollars out of the state, a
lawsuit filed by the Texas attorney
general charges.

The suit filed earlier this month in

state district court in Travis County
claims Texas law would forbid the

non-profit Texas plan from merging
with the Illinois plan, which does not
qualify as a non-profit corporation
under Texas law.

"Blue Cross/Blue Shield's assets be-
long to the people of Texas," accord-
ing to Texas Attorney General Dan
Morales. "If it wants to merge with
another entity, then it must do so in
strict accordance with the law. This

proposed deal does not appear to meet
the test."

A merger agreement was signed in
July that calls for the Texas plan to
merge into BC/BS of Illinois. The
union would create an organization
with 3.8 million subscribers, annual
revenue of about $6 billion and re-
serves of about $1.1 billion (BI, Feb.
5).

In other Blues plan news, BC/BS of
Kansas City, Mo., and neighbor
BC/BS of Kansas in Topeka are
working on a definitive merger agree-
ment. As a combined Blues plan, it
will cover more than 1.4 million peo-
ple inthe Kansas City, Mo., and Tope-
ka areas.

Richard P. Krecker, president and
chief executive officer of BC/BS of
Kansas City, will become CEO of the
merged company, and John Knack,
who previously was named to succeed
Tom Miller as president and CEO of
the Kansas Blues at the end of the

year, will become president and chief
operating officer of the merged com-
pany.

Meanwhile, spokesmen for both St.
Louis-based Blue Cross & Blue Shield

of Missouri and BJC Health System,
which operates 13 hospitals primarily
in the St. Louis metropolitan area,
said they would have no comment on
reports that their organizations are
considering a merger. Blue Cross,
whose operations include a publicly
traded health maintenance organiza-
tion, Right-CHOICE Managed Care
Inc., has a total of approximately 1.8
million members and is the largest
provider of health care services in
]Missouri. lai
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TIG Re Writes FAC
and

This Cat
Means Business !
Effective November 1 st, there's a new cat in town. In nine towns, actually.
TIG Re is proud to announce its entry into casualty facultative reinsurance.

TIG Re FAC will operate on a direct basis, offering $1OM in capacity on a single risk
and automatic basis. We look forward to being of service !

Atlanta

1117 Perimeter Center W
Suite 500 East

Atlanta, GA 30338
Telephone: 770-353-0735
Fax: 770-353-0730

Toll Free No: 888-327-0301

Chicago

625 N. Michigan Avenue
5th Floor

Chicago, IL 60611
Telephone: 312-867-8857
Fax: 312-867-8858

Toll Free No: 888-327-0302

Columbus

445 Hutchinson Avenue

Suite 805

Columbus, OH 43235

Telephone: 614-785-6445
Fax: 614-785-6470

Toll Free No: 888-327-0303

Dallas

5001 LBJ Freeway
Dallas, TX 75244

Telephone: 972-715-2605
Fax: 972-715-2606

Toll Free No: 888-327-0308

Hartford

100 Pearl Street

14th Floor

Hartford, CT 06103-4506
Telephone: 860-249-7150
Fax: 860-249-7151

Toll Free No: 888-327-0304.

Los Angeles
1851 E. First Street

Suite 900

Santa Ana, CA 92705

Telephone: 714-560-7740
Fax: 714-560-7741

Toll Free No: 888-327-0305

New York

Two Grand Central Tower

140 East 45th Street, 44th Floor
NewYork, NY 10017

Telephone: 212-692-1550
Fax: 212-972-0398

Toll Free No: 888-327-0307

Philadelphia
1500 Market Street

E. Tower - 12th Floor

Philadelphia, PA 19102
Telephone: 215-246-3423
Fax: 215-665-5724

Toll Free No: 888-327-0306

San Francisco

1750 Montgomery Street
San Francisco, CA 94111
Telephone: 415-954-8585
Fax: 415-954-8589

Toll Free No: 888-327-0309

TIG Reinsurance is rated'W' (Excellent) by A.M. Best Company
with Statutory Surplus of over $500 million.

TIC REINSURANCESM

300 First Stamford Place

Stamford, Connecticut 06902
203 977 8000



Y

,@ff.

Pk.

1

The Power of PartnershifiM in Professional Liability.
Even when you've done everything right, others
will think you're wrong. And that can get costly.

At Zurich-American, we think it's time an

insurance company took a fresh lookatinsuring
professionals. Besides customized Human

Resources, Lawyer and Miscellaneous Professional
Liability coverages, we offer our customers
long-term partnerships.These partnerships

encourage trust and informauon sharing, which
can lead to reduced claims and costs.

©1995 Zurich Insurance Company

Our broad policies,with $25 million in
capacity foreach product, come backed by

the fnancial strength and security of an A+ rated
company.And we supplement our products
with risk-reducing services from experts who

know professional liability.

The world is changing, and change
increases risk. Even when you Think you're doing
everything right, That's why we're here to help

you. Zurich-American.The Power of Partnership.

For more information, call us at
1-800-382-2150.

*
ZURICH-AMERICAN

INSURANCEGROUP

TMThe Power of Partnership

A MEMBER OF THE WORLDWIDE ZURICH INSURANCE GROUP



ASK A BENEFIT MANAGER
Here are specifics

on new law improving
health care portability

Q
I am interested in hearing about

the new legislation that was passed
regarding pre-existing conditions
and the impact of this legislation
on employees and employers.

The legislation to which you are
referring is the Health Insurance

A
Portability and Accountability Act
of 1996, or H.R. 3103. The main

thrust of this legislation is to
enhance the portability of health
insurance coverage. The focus is on
pre-existing condition exclusions;
however, there is some spillover

into COBRA. Other provisions impacted are, most
notably, the employer and employee deductibility of
expenses related to long-term care and some life
insurance payments.

Two provisions will help ensure there are no gaps
in health care coverage for employees: non-
discriminatory eligibility and pre-existing conditions.

Non-discriminatory eligibility
A group health plan or health insurer may not

condition eligibility, including continued eligibility,
of an individual to enroll in a plan based on health
status; medical condition, both physical and mental;
claims experience; receipt of health care; medical
history; or evidence of insurability or disability. This
means individuals cannot be excluded from a group
health plan for the reasons cited above; however, pre-
existing condition exclusions for a limited period are
still allowed with limitations as discussed below.

Pre-existing conditions

Group health plans cannot impose a pre-existing
condition exclusion that exceeds 12 months for

conditions for which medical advice, diagnosis or
treatment was received or recommended within the

previous six months. However, a pre-existing
condition exclusion cannot be applied in any case to
newborns, adopted children or a pregnancy that
exists on the date coverage takes effect.

A key element of the law that will in most cases
eliminate a pre-existing condition exclusion is
providing credit for prior health care coverage.
Employees and covered dependents must be credited
in the new plan with periods of continuous coverage
for purposes of reducing any pre-existing condition
exclusion period. Note that an individual will not be
deemed to be continuously covered if a period of more
than 63 days without health coverage elapses.
Creditable' coverage is to be counted for periods
beginning after June 30, 1996.

Certification

An additional administrative burden for employers
under this law is the requirement to automatically
provide certifications of creditable coverage to
individuals when:

• An individual loses coverage.
• When an individual becomes covered under

COBRA.

• When COBRA coverage ends.
• Upon request, no later than 24 months after

coverage ceases.

Certifications are applicable to events occurring
after June 30, 1996, but generally do not have to be
provided before June 1, 1997. However, the law

includes a special rule for events occurring between
June 30,1996, and Oct. 1,1996, during which
certifications have to be provided upon written
request.

Special enrollment period
The health care law requires employers to offer

special enrollment periods in two types of
circumstances:

• Individuals who previously opted out and then
lost other health care coverage.

An individual who opted out because he or she was
covered under another plan, and who then lost that
coverage, must be allowed to enroll in the plan
immediately. The special enrollment period only
applies if the individual was covered under the other
coverage when plan enrollment was first offered and
the other coverage was later lost due to these reasons:

• Exhaustion of COBRA coverage.
• Termination of the other coverage by loss of

eligibility, including divorce, separation, death,
termination or reduction in work hours.

• Cessation of employer contributions for the other
coverage.

• Individuals who become dependents.

Key dates
Nov. 1,1997: Amend COBRA notices to include porta-
bility changes including coverage for disabled and new-
born/adopted coverage.

Jan. 1,1997: COBRA provisions effective.

Jan. 1,1997: Accelerated death benefits-non-taxable
benefit effective.

Jan. 1,1997: Long-term care insurance-non-taxable if
employer-provided or tax deductible.

June 1, 1997: Provide "Certification of Creditable Cov-
erage" to terminating employees.

June 30,1997: Portability provision effective for plan
years commencing after June 30,1997.

If a group health plan offers dependent coverage,
the plan must offer a special enrollment period for
individuals becoming a dependent through marriage,
birth, adoption or placement for adoption. The
special enrollment period must be no less than 30
days. The dependent may be enrolled as a dependent
of the employee during that time and may not be
subject to any waiting periods.

Individual coverage
Effective July 1, 1997, the new law provides that

any individual seeking individual coverage after
having been covered under a group health plan for at
least 18 months must be afforded immediate

coverage-with no pre-existing condition
limitations-by an insurer that offers individual
health care coverage in that state. To obtain this
coverage, however, an individual cannot have or be
eligible for coverage under another group health plan
and must have exhausted his or her rights under
COBRA.

The law also gives states the option to set up
arrangements such as health insurance coverage pools
and mandatory group conversions that will meet the
access to individual health coverage goals.

While it is the intention of this provision to assist
individuals in attaining health care coverage, a key
question that remains is the affordability of this
coverage. While access to coverage is important, so is
affordability. If the affordability issue is resolved,
this provision can be a major help for those mid- to
late-career individuals caught in downsizing. A
frequent concern to employers is the availability and

affordability of health care coverage for this group of
ennployees.

COBRA

Effective Jan. 1, 1997, the new law expands rights
under COBRA for newborns and disabled individuals.

Individuals and dependents who become disabled
during the first 60 days of the 18 month COBRA
coverage period may extend their coverage for 11
additional months beyond the 18 months. The
purpose of the additional 11 months is to extend
coverage to the date the individual becomes eligible
for Medicare, which is 29 months (five-month waiting
period and 24 months receiving Social Security
disability benefits). Previously, the 11 additional
months applied only if the individual was disabled at
the time of the qualifying event. This change should
have a very nominal impact on employers.

The definition of qualified beneficiary under
COBRA is amended to include a child born or

adopted during the COBRA continuation period.
Also, COBRA-qualified beneficiaries must be allowed
to change coverage status, e.g. from individual to
family, upon the birth or adoption of a child under
the same terms as for active employees.

A time-critical requirement under the new law is
the requirement of notifying qualified beneficiaries of
the changes to COBRA made by H.R. 3103 by Nov. 1,
1996. COBRA notices will need to be amended.

In addition to the insurance portability provisions
of H.R. 3103, there were several others, of which I
will address two provisions I think are important.

Accelerated death benefits

Under the new law, accelerated death benefits
received under a life insurance contract on the life of

an individual who is terminally ill, or expected to die
within 24 months as certified by a physician, may be
excluded from the individual's gross income. Also, if
a portion of a life insurance contract is assigned or
sold to a viatical settlement provider, amounts
received from such a provider also are excludable
from gross income.

I addressed the issue of accelerated death benefits

in a prior column (BI, May 22, 1995). One item of note
is that the law provides for the definition of
terminally ill as expected to die within 24 months.
Many current policies have different definitions, such
as "within 12 months." I suggest discussing this with
your insurer.

In addition, an insured individual certified as
chronically ill would be able to exclude amounts
received under a life insurance contract but only in
amounts up to the limits under long-term care
policies.

These provisions are effective for amounts received
after Dec. 31, 1996.

Long-term care
The tax treatment of long-term care insurance has

been modified. If a long-term care plan is provided by
an employer, premiums are deductible by the
employer and benefits received by the beneficiary are
tax-free up to specified limits. Individual premiums
for long-term care insurance contracts will be treated
as deductible medical expenses, if they exceed,
together with other health care premiums or
unreimbursed medical expenses, 7.5% of adjusted
gross income. However, the maximum annual long-
term care premium excludable from income or
deductible by an employer varies by age from $200
for a 40-year-old to $2,500 for an individual over age
70. These amounts will be indexed by using the
medical care Consumer Price Index.

To qualify, a long-term care contract must meet
certain requirements, e.g. guaranteed renewability,
and may only pay for services required to treat a
"chronically ill" individual. The new law defines such
an individual as one who is unable to perform two

Continued on nert page



Employee stress an important cost in mergers
Better communication

can stop rumors after deal
and keep workers focused

By Sally E. Mann

X THEN COMPANIES MERGE, they pay close
V V attention to balance sheets, income statements

and financial projections. They review cash flow,

book value and the potential return to shareholders.
But there is a major expense that is never considered,

even though it costs corporate America billions of
dollars a year: the cost of increased insurance claims
and reduced productivity caused by stress-related
illness.

Stress costs employers $75 billion to $80 billion a
year in increased workers compensation claims,
increased absenteeism and turnover, and higher
health and disability claims, according to the New
York Business Group on Health. In a recent Gallup
Poll, nearly 60% of managers at U.S. corporations
said stress-related illness is pervasive in the

workplace, and they estimated it is costing their
companies $8,000 per employee per year.

While there are no hard numbers to measure the

stress-related cost of mergers, experts agree that few
workplace incidents are as stressful as a merger.

According to independent consultant Price Prichett,
for example, after a merger "it may appear that some
parts of the company have virtually gone into a
coma." Morale suffers, rumors spread and employees
spend much of their time worrying about their jobs.

The employees who receive pink slips aren't the
only ones affected by a merger. Even employees who

retain their jobs may experience a feeling of profound
loss that can mirror the sense of loss felt when a

family member dies. Other symptoms of what experts
broadly call "survivor sickness" include depression,

stress and fatigue.
Survivors sickness is often accompanied by feelings

of distrust and betrayal, especially among long-time
employees. Twenty years ago, it was not uncommon

for a person to work at one company for his or her
entire career. Many still believe today that they have
a life-long "contract" with their employer, and that
any threat to their job after a merger is a breach of

that contract. While some employers believe survivors
should be happy to have a job, more enlightened
employers recognize that the survivors are under a
great deal of stress-and that the stress must be
addressed.

Failure to deal with stress can lead to both

"mental-physical" and "mental-mental" workers

comp claims. Mental stress has been linked to major

physical illnesses, including heart disease and cancer.
Because stress can lead to increased incidents of

substance abuse, it can also indirectly lead to diseases
such as cirrhosis of the liver.

Portability
Continued from previous page
activities of daily living, like eating, bathing, dressing, etc.

unassisted for a minimum of 90 days. This determination is
to be made by a doctor, nurse or social worke.

The maximum daily long-term care tax-favored benefit is
$175 and is indexed for inflation by using the medical care
CPI.

Coverage under an employer-provided long-term care
contract may not be offered through a cafeteria plan or

flexible spending account. Therefore, employee
contributions may notbe made ona salary reduction basis.

Also, the COBRA continuation rules do not apply to
coverage under long-term care contracts.

These provisions generally are effective for premiums or
benefits paid after Dec. 31, 1996.

Consistent with any legislation, there are some additional
administrative chores for employers. Notable among these
are:

In recent years. the legal definition of stress has
broadened, resulting in stress-related "mental-

mental" claims, such as post-traumatic stress disorder
and depression caused by stress in the workplace.

When mental-stress compensation is included in the
settlement of a claim, there is a significant increase in
the cost. The National Council on Compensation

Insurance found that average stress claims are 52 %
higher than average claims for physical injuries.

With mergers taking place at a record pace, the cost

of stress-related claims is likely to continue to
escalate. The $193.3 billion in mergers announced
through April 1996 was nearly double the pace of
mergers for 1995.

While it would be unrealistic to expect fear of

stress-related illness to slow the pace of mergers and
acquisitions, employers would do well to consider the
people issues involved with mergers and to do what

they can to minimize the stress involved. Failure to
consider the impact of a merger on employees not
only has the potential to increase stress-related
claims, it can also mean the difference between a

merger that succeeds and a merger that fails.

Communicate with employees

The most important step the employer can take

after a merger is to communicate fully with all
employees and with customers. It is sometimes
impossible to be completely forthcoming about what a
merger will mean to individual employees, but the
more open the employer is, the more employees will

feel that they are in control of their lives. They will be
better able to focus on the tasks at hand and will be

less likely to be affected by stress-related disorders.

Failure to be open and honest about how employees
will be affected results in the spreading of
catastrophic rumors. The office grapevine is most

active when substantial change, such as a merger,
takes place. Employers who fail to communicate with

employees about what is happening will create a
"false reality" that frequently will be worse than

what is really happening.

Information is power. Employees who have no
information will feel powerless and will be more
likely to suffer from survivor sickness. Their job
performance will be impaired and productivity will
be diminished.

It is also important to communicate honestly. Do
not tell employees their jobs are secure if they are not.

By being less than honest, the employer ruins any
credibility that may exist.

Even when employers try to communicate honestly
and openly, they sometimes say the wrong things at

the wrong times. In trying to communicate fully, they

may give out information before fully thinking out the
consequences.

Employers should communicate as quickly and

openly as possible, but they also must determine
exactly what they're going to do before telling

employees.
It is especially important to communicate with key

• Tracking "creditable coverage" and providing notices to
employees.

• Amending COBRA notices.
• Changing some procedures, like for "special enrollment

periods."

Overall, the additional adrninistrative burden is generally
nominal. Note the various effective dates of the various

provisions (see chart).
A key question is if the health care law will have a cost

impact on employers. Today, many large employers do not
have pre-existing condition requirements; therefore, these

provisions will have minimalimpact on large employers.
One potential cost savings element is that due to minirnizing
pre-existing conditions, individuals likely will move off

COBRA coverage sooner.
In the big picture. this legislation appears to be generally

cost-neutral outside of some additional administrative costs.

Material in this article does not constitute accounting, tar,

investment, legal or business advice. Employers should
review their specific situations with professional advisers.

people who are vital to the merger's success. Let them
know quickly that they will be needed. Otherwise the
employer may find that the people who are wanted

and needed most are gone. We've heard of an
executive, for example, who decided to reduce his
staff by leaking information about a pending

downsizing.
He figured, correctly, that once the information was

leaked, some people would seek jobs elsewhere and he
wouldn't have to worry about reducing his staff. The
problem with that approach is that the most talented

people are the ones who can find jobs elsewhere. The
people who left were the ones who were needed most.

Merger hotlines, weekly merger newsletters, focus

groups and employee transition teams can provide the
consistent communications needed to mitigate the

symptoms of survivor sickness. Structured groups
may also be established where survivors can identify
and acknowledge what happened, what will be
happening and how they will be affected.

As an outside resource, a company's Employee
Assistance Program can be helpful before, during and

after a merger, but employees need to know their use
of the program is confidential. Many merger-related
employee problems, such as drug and alcohol abuse,

are the types of problems dealt with regularly by
EAPs.

Leaner, not meaner

After a merger, the acquiring company is often too
hasty about putting its own people in charge. It is

never easy for two companies with distinct and
different cultures to merge, but if a merger is going to
work, some continuity is needed. The survivors need

to feel they can control their destiny. The middle and
senior managers in an acquired company are typically
the first to be let go, but they're also the people who
can best help the acquiring organization make the
merger work.

It is also important for the employer to tend to the
needs of employees who are being let go. If the

employer fails to act with compassion toward
employees who lose their jobs, the stress level among
those who stay behind will be higher. Employees who
lose their jobs should receive outplacement help,
including career counseling and resume assistance,
After a merger, a company is likely to be leaner, but if
it wants to control stress-related costs, it shouldn't be
meaner. ial

Sally E. Mann is president Of
The Jemberg Corp. of Worcester,

Mass., an independent employee
assistance program that

provides services to help
employees with personal
problems that afect their work

performance and productivity.

Would you like advice from an experienced colleague
on a risk management, benefits management or
actuarial problem? Four periodic features in the

Perspective section of Business

' Insurance can provide some

answers.

Ask A Benefit Manager, Ask a

Risk Manager, Ask A Benefit

Actuary and Ask A Casuatty

Actuary answer written questions

from readers on risk and benefits
management issues and actuarial

problems.
This month's column on

employee benefit management

issues is written by Dennis J. Nirtaut, managing

director of compensation and benefits for Andersen
Worldwide S.C. in Chicago. Address questions to ASK,

Business Insurance, 740 N. Rush St., Chicago, Ill. 60611.

Please provide your name, title and employer; however,
Business Insurance will consider unsigned letters.



Niche book offers essentials for design pros
"Different by Design: The Evolution of Design

Professionals Liability Insurance Company and Its
Unique Contribution to the Insurance Industry"

By Edward B. Howell
Published by AMACOM, a division of American

Management Assn.,
135 W. 50th St., New York, N.Y. 10020,
212-903-8315

$29.95

By Kevin M. Quinley

-OW DO RISK MANAGERS obtain customizedinsurance solutions when all they see are off-the-
shelf proposals? A new book offers a case study of
how one industry-comprising architects and
engineers-tackled the problem.

"Different by Design" chronicles the evolution of
Design Professionals Liability Insurance Co., which
benchmarked the concepts of limitation of liability
and loss prevention. This earned DPIC the distinction
of being "different by design." Written by the
company's founder, Edward B. Howell, this book also
explores business essentials that all contractors and
design professionals should know to protect
themselves from liability claims. Professional liability
claims, especially ones involving design professionals,
are unique and do not lend themselves to a "one-size-
fits-all" approach.

Architects, contractors, engineers, insurers and
brokers-indeed, anyone interested in quality issues-
all can learn something from this first-person
account, which chronicles the birth of a specialty
insurance company. Highly anecdotal, occasionally
amusing, Mr. Howell clearly marches to the beat of a
different drummer. In 13 chapters and 220 pages, he
covers much ground. Much of it is historical.

Books & ideas

"Different by Design" is not likely to appeal to all
risk managers. It does not pretend to have generic
appeal. Instead, it will hold the most interest for
design professionals who want to survive their first
liability claim. Further, project and account managers
who deal with clients and customers on behalf of their

companies will enjoy this tale.
Still, it would be unfortunate if many risk managers

wrote off "Different by Design" as an esoteric book
that really doesn't apply to them, either because they
couldn't care less about how the insurer was formed

or because their jobs have nothing to do with design
professionals. Instead, risk managers can view the
DPIC saga as a case study in how specific industry
sectors can meet needs largely unaddressed by the
conventional insurance industry. The fact is, DPIC
helped its own clients avoid crippling liability losses
while spurring its own growth. In doing so, DPIC
blended a customer-oriented philosophy with a solid
loss-prevention focus.

Using both actual and fictionalized examples, Mr.
Howell illustrates both the historic insurance

problems of design professionals and the stages
leading up to the founding of DPIC as a specialty
insurer.

"Different by Design" also gives a fascinating
behind-the-scenes look at how an insurance company
works.

Many risk managers have found that the
conventional insurance market has at times been

sluggish in meeting the needs of specialized buyers.
Hence the growth in captives and interest in risk
retention groups and alternative funding mechanisms.

This has contributed to a flight of capacity away from
conventional insurance options, contributing to
cutthroat competition among insurers fighting over a
shrinking pie.

"Different by Design" demonstrates some of the
reasons that special groups of insurance buyers often
believe they can do the job just as well as-or
probably better than-insurers whose allegiance is
diluted by ties to myriad groups. Industry-based
captives and tailored insurance solutions are nothing
new to most risk managers.

What is unusual about "Different by Design" is its
portrayal of the process in a lively, highly readable
and, at times, entertaining way. It offers no cookbook
approach for other risk managers or brokers toying
with the same notions, but it stimulates "what if"
thinking from which creative juices flow.

"Different by Design" offers insights to readers and
risk managers that transcend the realm of architects
and engineers.

Its core idea, which is relevant for virtually all risk
managers, is that insurance buyers often can be their
own architects and engineers in building solutions to
insurance problems inadequately addressed by the
conventional market. lai

Kevin M. Quintey is senior vp-

risk services at MEDMARC and

Hamilton Resources Corp. in
Fairfax, Va.

He holds the Chartered

Property Casualty Underwriter
and Associate in Risk

Management designations.

Waitress who helped in tornado wins comp benefits
Ari employee injured when a tornado blew out awindow in a restaurant where she worked could

receive workers compensation benefits because the
injury arose out of a risk incidental to her
employment rather than being the result of an "Act of
God," according to the Court of Appeals of
Oklahoma.

Lorene Thornhill was working as a waitress at a
truck stop restaurant when a tornado destroyed a
window. At the time Ms. Thornhill was struck and

injured, she was checking to see whether patrons had
moved away from the window in accordance with her
prior request. She was warning patrons to take cover
under tables.

Ms. Thornhill applied for compensation. The
employer argued that her injuries arose from an "Act
of God" and were not compensable. The

Compensation Court awarded Ms. Thornhill benefits,
and the employer appealed.

On appeal, the employer argued that Ms.
Thornhill's risk of injury was due to the peril of an
"Act of God" to which she had no greater exposure
than the general public.

But the court said Ms. Thornhill was warning
patrons about the impending danger and was
performing duties that subjected her to an unusual
risk of being injured should the building be destroyed
by the storm. Thus, the court said she was properly
awarded benefits.

Bruce's Tutsa Truck Ptazavs. Thornhill, Court of

Appeals of Oklahoma, March 26, 1996 (BU04/N.-$10).

Summary doesn't govern coverage

A primary insurer was not precluded from relying on
exclusionary language in the policy that has not been
provided to the insured, according to the Supreme
Court of New Hampshire.

The Town of Londonderry and the Boston North
Associates Inc. were involved in a project to develop a
new interstate interchange. The town repealed the
appropriation for the project, and Boston North lost its

legal Briefs

bank financing for the project. Boston North sued the
town, alleging a breach of contract.

The town sought defense and indemnity from its
primary and excess insurers. The insurers denied
coverage. The town sued, seeking a declaration that the
insurers were bound to defend it. The trial court ruled

for the insurers.

On appeal, the town argued that the summary of
coverage provided by the primary carrier controlled
the insurer's defense obligations, rather than the policy
itself issued by Lloyd's of London.

But the court pointed out that the summary of
coverage provided by the primary carrier clearly stated
that the document merely summarized coverage and
referred the participant to the Lloyd's policy for
coverage specifics. Thus, the court said a reasonable
insured would understand that the Lloyd's policy and
not the summary controlled the insurer's defense
obligations.

Furthermore, the court said the Lloyd's policy, which
contained exclusionary language, governed coverage.
According to the court, failing to provide the town
with a copy of the exclusionary language in the Lloyd's
policy was not a fatal flaw. The trial court decision was
affirmed.

Londonderry vs. NH Mun. Assn. Prop. Liab.,
Supreme Court of New Hampshire, Nov. 15, 1995;
rehearing Denied, Dec. 28, 1995 (BI/04/Jy.-$10).

Insured isn't double-dipping

A case of first impression in Pennsylvania raised the
issue as to whether sick pay and Social Security
benefits received by an insured should be deducted by
an insurer in calculating the insured's actual loss of
gross income. The Supreme Court of Pennsylvania
ruled that the payments were not deductible.

Anthony J. Panichelli was insured under a policy

issued by Liberty Mutual Insurance Group, which was
written in accordance with the provisions of the state's
motor vehicle financial responsibility law. The policy
provided for income benefits.

Mr. Panichelli was injured in a motor-vehicle
accident and was unable to work. He filed a claim with

Liberty Mutual for loss of income benefits. During the
period of December 1987 through Aug. 1, 1988, Mr.
Panichelli received sick pay benefits from his employer
in an amount equal to his gross income. Thereafter, he
received monthly Social Security disability benefits.

The insurer took the position that it was entitled to a
setoff for both. Mr. Panichelli sued, seeking the full
amount of his monthly salary minus a 20% statutory
deduction. The trial court ruled for Mr. Panichelli.

On appeal, the insurer argued that, to allow Mr.
Panichelli to recover the sick pay and Social Security
benefits, as well as the income-loss benefits, would
amount to a "double recovery" by the insured. But the
court concluded that Mr. Panichelli's receipt of both
employer-provided sick leave benefits and Social
Security disability benefits, as well as full income-loss
benefits, did not result in "double-dipping. „„These are

benefits for which the employee has paid in the form of
lower wages for the sick leave benefits and in the form
of payroll deductions for the Social Security benefits,"
the court said.

Thus, the court concluded he was entitled to income-
loss benefits under his policy in the full amount of his

income loss without any offset for the sick pay of
Social Security benefits he received.

Panichelli vs. Liberty Mutual Insurance Group,
Supreme Court of Pennsylvania, Jan. 18, 1996
(BU02/Au.-$10). ial

These abstracts were prepared by Mayo H
Stiegler. Copies Of these decisions are available by
sending a $10 check payable to Mayo H. Stiegler, to
Business Insurance, 740 N. Rush St., Chicago, m.
60611-2590. List the number for each opinion.
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Pan Oceanic
Continued from previous page

EuroInves. last year also ap-
peared to have a relationship with
Lehman Bros., documents show: A
Dec. 29, 1994, letter to Mr. Matias
apparently on Lehman letterhead
confirms that EuroInvest "has in

excess of 1 1 billion available

against presentation of acceptable
collateral."

A Lehman spokesman said the
letter is a forgery.

Mr. Matias could not be reached

at EuroInvest's Portugal number,
which apparently rings at his
home.

Joel Green, who acts as "attor-

ney in fact" for EuroInvest at its
Piscataway office, declined to
comment and referred questions
to Mr. Guariglia, who now heads a
company called Euro Capital
Corp. in Freehold, N.J. Mr. Guar-
iglia did not return calls.

Mr. Richter said Pan Oceanic per-
formed a due diligence review of Eu-
roInvest and "came out confident of

what it was and what it was doing."
Asked what EuroInvest is, 1VIr. Richter
described it as a large European in-
vestment company, but said he could
not disclose the nature of its business

because of confidentiality restrictions.
Bain Hogg, which was acquired by

Aon Corp. earlier this year, did not
perform a due diligence review and
would only have done so if it had ac-
tually been asked to place the reinsur-
ance, the spokeswoman said.

EuroInvest was introduced to Pan

Oceanic in late 1994 or early 1995 by
John Macari, a convicted insurance
swindler who heads Summit Enter-

prises Inc. of Jupiter, Fla.
The Portuguese company was seek-

ing bonds guaranteeing its sale of $1.1
billion in 10-year corporate promisso-
ry notes and two related series of
notes covering annual interest pay-
ments of $45.3 million and $39.6 mil-

lion, documents show.
Pan Oceanic agreed to issue the

bonds and in early 1995 approached
Bain Hogg about reinsuring part of its
exposure.

Initially, the deal was represented

to Bain Hogg as involving Lehman
clients: In a March 15, 1995, memo to
Mr. Richter, Michael J. MePhilimey,
managing director of Bain Hogg's
Credit & Political Risk Reinsurance

Brokers unit requested numerous
documents, including a loan agree-
ment showing EuroInvest's obligation
to repay Lehman clients and confir-
mation of EuroInvest's net worth.

Over the next several months,

lenders and other parties involved in
the proposed EuroInvest transaction
changed repeatedly. By August 1995,
though, a complex deal appeared to
be set, Pan Oceanic documents show.

Under this deal, EuroInvest was to
sell one set of notes paying $45.3 mil-
lion in annual interest to Penn At-

lantic Trust, headed by Richard L.

Shope; Penn Atlantic would then
pledge them as collateral for a $1.1
billion loan or letter of credit from

Huang Mao Tsung through his bank,
Kansai Kogyo Bank of Osaka, Japan.
Mr. Tsung was described in Pan
Oceanic documents as the owner of a

large toy manufacturing concern and
also a director of Penn Atlantic.

Proceeds of the loan would then be

managed by AMFS Asset Manage-
ment Inc. of Harrisburg, Pa., which
was acting as escrow agent and asset
manager for EuroInvest, documents
show.

AMFS officers include Wilbur A.

Stile, president, and Theodore Graino,
executive vp. Both men refused to an-
swer questions about EuroInvest.

"This has nothing to do with (the in-
surance) industry. Why don't you stay
in your industry," Mr. Stile said.

Penn Atlantic and Mr. Shope could
not be located. Kansai Kogyo also
could not be located, though there is a
credit union in Osaka with a similar
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Meanwhile, in a concurrent deal,
EuroInvest was going to pledge an-
other set of the 10-year notes paying
$39.6 million in annual interest as col-

lateral for a loan from Kuomintang
Investments Ltd., also described as

Osaka-based. Kuomintang could not
be located.

As the scheduled August 1995 clos-
ing approached, Pan Oceanic and Eu-
roInvest pressed Bain Hogg to issue
"draft reinsurance placement slips"
outlining the terms of the intended
reinsurance cover, Pan Oceanic's '
records show.

Bain Hogg officials raised last-
rninute objections to language in some
of EuroInvest's documents-for ex-

ample, that one of the agreements in-
correctly said the notes were rein-
sured by Lloyd's. But after these
problems were apparently fixed, Pan
Oceanic had only one hurdle left to
clear: paying Bain Hogg's $25,000 fee.

The fee was originally due in March
1995, and Bain Hogg's Mr.
McPhilimey threatened in late August
to drop Pan Oceanic unless the pay-
ment was made.

Pan Oceanic appeared to have trou-
ble coming up with the fee, its docu-
ments suggest. In an Aug. 23 memo to
Mr. Wagoner, Mr. Richter noted that
"we all know our problem with re-
gards to having the Bnds necessary to
cover Bain Hogg's fee."

On Aug. 29, EuroInvest's Mr. Green
faxed Mr. Richter, demanding
"Where is the $25,000?"; when Mr.
Richter replied that a transfer of the
money had had been delayed in Mex-
ico, Mr. Green shot back, "Roger-
Your problem! ! Pan Oceanic cred-
itability-0. This couldblow deal!!!"

In an interview, Mr. Richter denied

having trouble meeting the fee but
conceded that Pan Oceanic dragged
its feet: "It was repugnant to me to
pay a brokerage fee before we had
been paid our fee," he said.

Bain Hogg did get the $25,000,
though, and on Aug. 30 Bain Hogg Di-
rector Christopher J. Brownlees is-
sued the draft reinsurance slips.

For Bain Hogg, things went down-
hill from there.

For reasons that are unclear, the

EuroInvest deals with Kansai Kogyo
and Kuomintang fell through. Mr.
Richter declined to discuss the trans-

actions other than to say that Pan
Oceanic ultimately canceled its bonds.

In late October 1995, Mr. Brownlees

received a copy of a forged Bain Hogg
letter purportedly bearing his signa-
ture and confirming that a separate
$400 million issue of EuroInvest

promissory notes had been reinsured
at Lloyd's.

Mr. Brownlees faxed letters to Mr.

Guariglia and Mr. Richter demanding
an explanation. Both denied knowl-
edge of the forgery; Mr. Richter
agreed that it was a "gross misrepre-
sentation" and said that Pan Oceanic

"has made no misrepresentation of
your position whatsoever," the insur-
er's documents show.

The forgery, though, would turn out
to be only one of several false claims
over coming months that the EuroIn-
vest notes were reinsured by Lloyd's.

Throughout the end of last year,
EuroInvest, AMFS and Pan Oceanic
were involved in several abortive ef-

forts to interest lenders and invest-

ment intermediaries in the promisso-
ry notes. Proposed EuroInvest part-
ners included:

•JBRJ Inc., a Scottsdale, Ariz.,

company that signed an agreement
with Mr. Matias to try to negotiate
bank lines of credit using the EuroIn-
vest notes as collateral, Pan Oceanic
documents show.

The forged Bain Hogg letter was
purportedly responding to EuroInvest
regarding questions raised by JBRJ
about the reinsurance coverage.

At about the same time, JBRJ ap-
peared to obtain a letter from
Phoenix-based M&I Thunderbird

See Pan Oceanic on next page



Pan Oceanic African businessman venture with EuroInvest and Pan al counsel E J Morgan last Decem- the letters may have been altered,
Min Thai signed an agreement Oceanic m September 1995 to place ber to Mr Matias-and copied to but he could not say who might

last November with Mr Stile's EuroInvest notes in an investment Mr Perrm-stating that Bain Hogg have done this
Cont:nued*om prev;ous page AMFS to accept $1 6 billion of Eu- program that would generate a lS "known to me to be a registered Mr Richter, meanwhile, said that

Bank expressmg interest m open- roInvest notes into an investment 100% annual return broker with the underwriters at Mr Morgan may simply have mis-
ing a line of credit based on $400 program that would generate an The fate of this proposal is uncer- Lloyd's. , .and as such are legally understood Bam Hogg's role
million in EuroInvest notes, Pan annual return of 200% The pro- tain, Mr Bass and Mr Dickerson obligated as reinsurers pursuant to It was ]ust an honest mistake of
Oceamc documents show gram would have used the notes to could not be reached and Mr the issuance of their draft reinsur- what Bain Hogg was," Mr Richter

However, Leonard J LaBrie, the acquire debentures from the "top Richter declined to comment ance placement sllp " said

M&I officer who purportedly 100 World Prime Banks," which • Patrick Perrin, who was to The language of the letter is iden- "I think they are misleading," he
signed the letter, said m an inter- would then be traded to produce form a Joint venture with EuroIn- tical to two Sept 6, 1995, letters added of the letters, "but they are
view that it is a forger> and that he huge profits, according to the vest late last year to invest $400 from Mr Morgan to Kansal Kogyo not msrepresentations "
referred it to bank security person- agreement million in notes m yet another pro- and Kuommtang, Pan Oceanic Despite all the time and effort ex-
nel An attachment to the agreement gram that would earn up to 160% a records show pended on EuroInvest deals that

A JBRJ representative could not signed by Mr Stile says that "Un- year In an interview, Mr Morgan never worked out, Mr Richter was
be reached derwriters at Lloyd's are responsi- Mr Richter said he believed Mr raised doubts about the letters "It philosophical,

• Codo Venture Holdings of ble for full payment" on the Eu- Perrin to be a principal of jeweler was on my letterhead and it does "One of the problems of runmng
Philadelphia and RWAI Group roInvest notes m case of default Cartier International A Cartier appear to be my signature, but lt a company that provides financial
Inc of Hamsburg, Pa, which Mr Beik said nothing ever came spokeswoman said Patrick Pemn is did not sound like my language," insurance is you get lots of people
signed an agreement with Mr Ma- of the deal and that he no longer unrelated to Alain Perrm, chairman Mr Morgan said "The language is coming up and saying, 'Will you do
tlas to accept $1 1 billion of Eu- represents Mm Thai of Cartier International Patrick Just not my style, and I don't have a this, or will you do that, Mr
roInvest notes into an investment • TAT Inc, a New York company Perrm could not be reached copy in my file, which is very Richter observed "We probably
program they manage that would operated by Robert Bass and Roy Pan Oceanic's files include a let- strange " wind up with one solid transaction
reportedly generate a 160% annual Dickerson that proposed a joint ter apparently written by its gener- Mr Morgan said the language of after looking at 10 or 20 different
return to EuroInvest, the agreement
shows

Joseph N Donatucci, a Codo di-
rector, would not provide details of Proposed EEUll==i Pan Oceanic
the mvestment program but said he
would have used the EuroInvest EuroInvest DeWayne Wagoner Bain Hogg

Roger Richter
(reinsurance broker) 1notes to obtain loans or lines of

credit note deals E J Morgan
(surety)

EuroInvest claimed the notes

were reinsured with Lloyd's 1, U "

through Bam Hogg, though it asked
Codo not to contact the London Patrick Perrin TAT Inc JBRJInc Penn Atlantic Trust Kuomintang Investments

.i../.:broker directly, according to Mr (asset manager) (asset manager) (asset manager) (note buyer) (lender)
Donatucci, who described this as a

"problem" in his attempt to con-
duet a due diligence review 11

No deal was ever completed, he Kansai Kogyo Bank -SCZd#&/EM29*#ak
said "It just died on the vme" for Huang Mao TsungA Portuguese family company explored deals with• Mm Thai Holdmgs (Hong Kong) (lender) AMFS Asset Management

several entities for placing its promissory notes Wilbur A Stile IMIIall,lmli][¥lfillflLtd, an asset management compa- P Theodore Grainony represented last year by Stephen -

W Beik, a Maitland, Fla, attorney,
Source Pan Oceanic Insurance Co documents

(asset manager)

and headed by Kenneth D Man-
shon, who Mr Beik said is a South GRAPHIC BY ADAM DOI

Unusual cast of characters seen in prior deals
By DOUGLAS McLEOD mve gambler another man who he said he al- owned a slag pile in Deming, deal

• Joel Green, EuroInvest "attor- lowed to use Summit's bank ac- NM, that purportedly contained Federal appeals court records
NEW YORK-EuroInvest S A ney-in-fact " Mr Green, the for- count and offices $2 billion in valuable ore, the al- show Mr Stile, Mr Graino and

and Pan Oceanic Insurance Co mer president of Cymaticolor "Based on that, I got hung," Mr leged ore was used by First Do- other defendants used bogus ship-
business deals have involved an Corp of Edison, NJ, was charged Macari said "I knew nothing minion Trust Co of Austin, Texas, ping documents to draw down a
unusual cast of characters, among by the Securities and Exchange about the deal, but I didn't have to issue "precious metal trust re- $6 million letter of credit posted
them several people who either Commission in 1984 with a the money to fight it " ceipts" that were then sold to in- by the Iranian businessman to
are convicted felons or have been scheme to manipulate the price of • Robert E Cheney, president of surers as assets cover a shipment of grain to Iran
hit with civil fraud charges These Cymaticolor stock R&M Holdings Internacional of Regulators later concluded the In fact, the defendants never
include Mr Green allegedly issued bo- Guadalalara, Mexico R&M, a Pan slag pile's value was "negligible," procured or shipped any grain,

• Anthony Guariglia, a EuroIn- gus press releases about the com- Oceanic surety client, supplied a and the Texas Department of and a federal appeals panel la-
vest representative He is the for- pany's prospects and orchestrated purported $480 million in "dore Banking ordered First Dominion beled the drawdown "clearly a
mer president and chief operating purchases of ltS stock by third metal certificates" that Pan liquidated in 1988 fraud "
officer of Wedtech Corp, a New parties, driving the price to $64 Oceanic claimed as assets in a • Wilbur A Stile and Theodore Messrs Stile and Graino later

York-based defense contractor per share from $5 Meanwhile, he March 1996 balance sheet Graino, president and executive returned $5 3 million that the Ira-
that collapsed in a 1987 fraud and sold his own shares, the SEC Mr Cheney was ]ailed from vp, respectively, of Harrisburg, man victim traced to a bank in the
mfluence-peddling scandal that charged 1979 to 1981 on a California grand Pa -based AMFS Asset Manage- Bahamas, and the two men agreed
engulfed several prominent New Without admitting or denying theft conviction and was hit with ment Inc, escrow agent and asset to settle the lawsuit the victim
York politicians and Reagan ad- guilt, he agreed in 1986 to a per- additional grand theft charges by manager for EuroInvest had filed, according to court
ministration officials manent injunction barring him the California Attorney General's Messrs Stile and Graino for- records

Mr Guariglia and other top from violating securities laws or office in 1988 for allegedly embez- merly were officials of Standard In an Interview, Pan Oceanic
Wedtech officers pleaded guilty in from serving as a director or offi- zling more than $100,000 from Grains Inc, a commodities dealer, President Roger A Richter Sr
1987 to federal and state charges cer of a public company without several limited partnerships in the and were sued in the 1980s for al- said he was not aware that any of
of bribing members of Congress prior SEC approval He also mid-19805, court records show legedly swindling an Iraman bum- the men the insurer dealt with had
and other federal and local gov- agreed to disgorge $100,000 of his Mr Cheney also at one time nessman in a $6 million grain legal troubles Ell
ernment officials, defrauding the Cymaticolor profits
U S Department of Defense with •John Macari, president of
phony and inflated bills, misrep- Summit Enterprises Inc of Proposals have been varied
resenting Wedtech as a minority- Jupiter, Fla, a former Pan Ocean-
owned company to win no-bid ic client Mr Macari said he intro-
federal contracts, and swindling duced EuroInvest to Pan Oceanic
mvestors who bought millions of The Florida State Attorney's of- in content and geography
dollars of Wedtech stock fice in Palm Beach County

He cooperated extensively with charged Mr Macan in 1993 with By DOUGLAS McLEOD Delaware North Co, a Buffalo, tive, to Pan Oceanic President
prosecutors, testifying at the trial grand theft for collecting $15,600 N Y -based food service giant that Roger A Richter Sr
of convicted former U S Rep in premiums from an Arizona NEW YORK-Pan Oceanic In- owns Boston's Fleetcenter and Joseph Trimboli, director of
Mario Biaggi, D-N Y, and aiding company for a surety bond that surance Co 's business does not whose chairman, Jeremy M Ja- business development for
investigations of other political was never placed lack for variety cobs, owns the Boston Bruins Delaware North, confirmed dis-
figures, including former U S Instead, Mr Macari used the Over the past two years, the in- hockey team cussions with Pan Oceanic over

Rep Robert Garcia, D-N Y, ex- money to cover office and person- surer has pursued myriad deals in Pan Oceanic was to put up $3 the proposed U K acquisition but
Reagan political adviser Lyn al expenses, prosecution records far-flung corners of the world, million to become a 50/50 partner said no deal ever was completed
Nofziger and former U S Attor- contend ranging from international credit with Delaware North in a new Delaware North has had no fur-
ney General Edwin Meese III, fed- Mr Macari pleaded no contest risk covers to surety bonds and European company that would ther contact with the insurer, Mr
eral court records show to a single grand theft charge and construction financing for pro- acquire a United Kingdom cater- Trimboh said

A New York judge sentenced was sentenced to three years' pro- Jects in Papua New Guinea, Men- ing concern The joint venture Mr Broughton and Mr Richter
Mr Guariglia in 1990 to five bation and payment of $15,600 co, Africa and Europe would later Join a German food declined to comment
months in prison and three years' restitution to the defrauded Ari- Along with the EuroInvest S A service consortium in developing • A proposed deal to finance the
probation on the federal charges zona company, state records transactions (see story, page 1), European sports stadiums, ac- construction of a $50 million hotel
Mr Guariglia also was ordered to show Pan Oceanic's proposed deals cording to a May 1996 memo on and casino at Jomo Kenyatta In-
loin a counseling program after he In an interview last week, Mr have included the plan from Alan W Broughton, ternational Airport in Nairobi,
told the iudge he was a compul- Macari blamed the problems on • A planned joint venture with Pan Oceanic's London representa- See Deals on nezt page
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Health Insurance reform means COBRA reform
The new tiealth insurance reform act has modified COE?RA and made it evm mor. complicated'

Travis Software has updated the TravisCobra for Windows ard Corporate Cobra 7 anas er for DOS systems
to keep up wi€h these changes, has made tne system even faster and easier to use. End alreadv added the

abilitr to print the newly-required Coverege Certifications. .411 this foi as litt e as $695!

800-521 -5409
if you sdminister CCERA for your empk,yer, or cre an admir.iscator o#:ring COBRA seivies to cliet.ts,

call us for a free Denonstratiou System tiday.

Travis Software Corp. Houstcm, Texa: Also v.sis our Internet site a: http:/,'www.travisoft.com

Purchased by over 3,000 users nationwidz!
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Deals
Continued from previous page
Kenya.

Draft Pan Oceanic documents

identify its proposed partner in
the development as Kenya Rein-
surance Corp., a state-owned
reinsurer in Nairobi.

However, a Kenya Re official
told Mr. Richter in an April 22,
1993, letter that the two compa-
nies have no agreement, Pan
Oceanic's records show.

In an interview, Mr. Richter
c onfirmed that Pan Oceanic has

never finalized an agreement on
the hotel project. Kenya Re offi-
cials could not be reached.

• Performance bonds guarantee-
ing repayment of $13.5 million in
bank loans sought by Summit En-
terprises Inc., a Jupiter, Fla., firm
headed by convicted swindler
:ohn R. Macari.

Mr. Macari confirmed that he

sought the loans last year from a
branch of Deutsche Bank in Sor-

rento, Italy.
As collateral, he was to put up

$13.5 million in "standby letters
of credit" issued to Summit by a
Panamanian credit union. While

LOCs typically relate to a specific
commercial transaction-like a

purchase of goods-the Panama-
nian LOCs do not specify a pur-
pose and describe themselves as
"transferable."

In an interview, Mr. Macari said
the loan deal fell through because
the bank would not accept Pan
Oceanic's bonds. Mr. Richter said

the bonds were canceled for non-

payment of premium.
Mr. Macari also said there was

nothing unusual about the Pana-
manian LOCs.

"If it's not transferable, you
have a problem. It means you
can't take it to another bank," to

borrow against it, Mr. Macari
said.

Officials of the Italian bank and

Panamanian credit union could

not be reached.

• Twelve bonds totaling $315
million guaranteeing the "deliv-
ery and validity" of purportedly

'If it's not transferable,

you have a problem. It
means you can't take it
to another bank,' says
John Macari.

negotiable "pay orders" issued by
R&M Holdings Internacional, a
Guadalajara, Mexico, company
operated by convicted con man
Robert E. Cheney.

The bonds were issued last year
to La Palapa Club Vacacional, an-
other Mexican company that was
to receive the R&M pay orders,
Pan Oceanic documents show.

As collateral for the bonds, Mr.
Cheney provided Pan Oceanic
with "gold dore certificates"sup-
posedly worth $340 million and
apparently representing part of an
$80 billion hoard of precious met-
al that Mr. Cheney claims to own
in Argentina, Pan Oceanic docu-
ments show.

Pan Oceanic canceled the bonds

for non-payment of $15.75 million
in premiums and never called on
Mr. Cheney's gold collateral, ac-
cording to Mr. Richter.

• Reinsurance covering the
"Death Care Industry Assn.," a
group apparently offering "pre-
need funeral" coverage for costs
of transporting the remains of
policyholders who die while trav-
eling.

Pan Oceanic was to reinsure

100% of the Death Care risk writ-

ten by General Surety Co. Ltd., a
company domiciled in St. Kitts,
British West Indies, and operated
last year from an office in Dresh-
er, Pa. Pan Oceanic would then
have retroceded 50% of the busi-

ness back to General Surety, ac-
cording to Pan Oceanic docu-
ments.

Mr. Richter, though, said Pan
Oceanic never became a reinsurer

of General Surety.
General Surety's president,

Roger F. Burns Jr., and its chair-
man, Joseph J. Italiano, could not
be reached. The company's Dresh-
er phone number has been discon-
nected.

Worldwide Assistance Network,

a Bradenton, Fla., company that
was to administer the Death Care

program and whose officers in-
cluded Mr. Italiano, was dissolved
in August for failure to make re-
quired state filings. ini



Global Briefs

Jean-Jacques Bonnaud is ex-
pected to be dismissed from his
post as chairman of Paris-based
state-owned insurer Groupe d'
Assurances Nationales. A GAN

spokeswoman confirmed that Mr.
Bonnaud had been asked to re-

sign by French minister Jean
Arthuis but refused to do so. The

decision is expected Wednesday
from the French Council of Min-

isters....Four foreign insurance
companies have won approval
from the Reserve Bank of India to

set up representative offices in In-
dia, confimed a spokeswoman
for the bank in Bombay. The four
companies, the first to win regu-
latory authorization, are: Alliam
Versicherungs A.G. of Germany;
Yasuda Fire & Marine Insurance

Co. Ltd. of Japan; Zurich Insur-
ance Co. of Switzerland; and
CIGNA International Corp. of the
United States. These are the first

foreign insurers to be allowed
representation in India since the
market was nationalized in 1972

and their office openings precede
the expected reopening of the
market to foreign insurers next
year....The Corporation of
Lloyd's of London will base one
of its five new business units in

New York as part of a major re-
structuring to improve the mar-
ket's competitiveness. The "North
America" business unit will be

headed by Lloyd's head of mar-
keting, Peter Lane, who is relocat-
ing to New York. The five new
business units, which will report
to "user boards" made up of mar-
ket executives, were conceived af-
ter a major consultation with the
market to decide what central

services are needed. Meanwhile,

Sir Alan Hardcastle, chairman of
Lloyd's Regulatory Board, has
been reappointed as one of the six
nominated members of Lloyd's
council. . ..Graham Orme has

been appointed chief executive of
the U.K.'s Iass Prevention Coun-

cil, which specializes in loss pre-
vention and control. Mr. Orme,

who was deputy chief executive,
replaces John Hill, who is retiling
...A dozen lung cancer victims
filed suit in London's High Court
earlier this month against tobac-
co manufacturers Impenal To-
bacco Ltd. and Gallahers Ltd.

The case is the largest group ac-
tion case to be fought in the Unit-
ed Kingdom on a contingency ba-
sis, following recent changes in
the law. Leading London-based
plaintiff law firm Leigh, Day &
Co. is acting for the plaintiffs
....London broker C.E. Heath

P.L.C. has posted six-month pre-
tax profits down almost 50%,
from £6.4 million to £3.4 million

($10.7 million to $5.7 million). The
drop, for the half-year to Sept. 30,
has been caused by Heath's with-
drawal from non-insurance bro-

kering business. It demerged its
computer services operations and
sold off its 5% shareholding in
Trade Indemnity Group P.L.C. in
April and in September sold its
56% interest in Lloyd's New York
Insurance Co. Along with the £4.1
million ($6.9 million) contribution
to Lloyd's reconstruction and re-
newal plan, these items netted a
profit of £1.25 million ($2.1 mil-
lion). Also, the broker has ob-
tained shareholder permission to
buy back 10% of its shareholding
and has announced it will pur-
chase 3.4 million-or 5%-of the

total company shares.

INTERNATIONAL
Business Insurance, November 25, 1996 / 31

Health costs may exceed estimates
By SARAH GODDARD

LONDON-Estimates that U.K.

employers foot costs of £1.5 billion
($2.51 billion) each year due to work-
place sickness and injury could be

much higher, according to health care,
risk management and insurance ex-
perts.

Instead, the hidden and complex
expenses that make up the final bill
for employers has yet to be unraveled,
an audience of occupational health,
risk management and insurance pro-
fessionals was told at an Assn. of In-

surance & Risk Managers conference
earlier this month.

Although 70% of illness is related to
lifestyle, its impact on the workplace
still makes non-work-related sickness

Some expenses hidden, complex
an organizational problem. "It was al-
ways a given that corporations are re-
sponsible for the health and welfare of
employees," said risk management
consultant Donna Thomas.

The emphasis is falling more on the
employer as political pressures force
increased cost-sharing between the
state and the employer. And as corpo-
rations have "downsized, rightsized
and re-engineered mto corporate
anorexia.. .absences have become

more disruptive and costly," she said.
U.K. employers can learn from the

U.S. experience, said Richard Bol-
men, senior vp at Minet Insurance
Services Inc. in Palo Alto, Calif. U.S.
employers have significantly reduced

costs through "injury management"
programs, which manage the employ-
ee-from the time of injuiy to return
to work-as well as the insurer and

the health care provider. This cost re-
duction has occurred despite a three-
fold increase in occupational illnesses
over the past eight years.

Between 70% and 80% of disabili-

ties in the United States are r_ot work-

related, according b) Mr. Bolmen, and
though these take a lower priority for
return-to-work schemes than work-

place injuries, the costs are still the
same. He estimated that the indirect

costs of disability are between five
and seven times the benefi: costs-

and US. workers compensation costs

exceed $80 billion annually.
U.K. organizations cannot afford to

duck the issue, and disability manage-
ment could be a mechanism to signif-
icantly reduce these costs. A disability
management scheme makes no dis-
tinction between occupational and
non-occupational injuries, said Mr.
Bolmen.

"The optimal end results are a re-
duction in medical costs, reduction in
lost work time and lost productivity
and early return to work," he ex-
plained.

Its three main thrusts are early in-
tervention, control of the medical case
and claims, and early return to work.
The longer an employee is off work in-
jured, the less likely it is that the em-

See Costs on page 33

Bullying settlement may prompt coverage reviews
By EDWIN UNSWORTH

LONDON-British school dis-

tricts may have to re-examine their
liability insurance protection after a
settlement this month between a

school and former pupil who
claimed his life was ruined because

school authorities failed to protect
him from bullies.

A number of other similar cases

are pending against British school
boards.

The settlement was accepted by
Sebastian Sharp, a former student at
Shene School, a public school in the
London Borough of Richmond upon
Thames.

Although the settlement was only
SO,000 ($50,277), the local district in
southwest London that governs the
school decided to settle out of court

on the advice of its insurers.

Jack Rabinowicz, Mr. Sharp's
lawyer, said he sees bullying claims
as a "growth area" for litigation be-
cause schools are not taking enough
notice of the problem. He added that
he knew of several more cases being
prepared around the country involv-
ing bullying claims against schools
and that he was preparing 10 such

cases.

Mr. Rabinowicz acknowledged
that while the case does not set a le-

gal precedent because it did not go to
court, he added that "it represents
the first successful settlement of

such a claim."

In the same week Mr. Sharp
reached his settlement, a woman
won the first round of her legal bat-

went to court. He said the se:tlement

will make it more difficult for other

local authorities facing such claims
because it means there is still no le-

gal precedent for schools' duties to
prevent bullying. Until such a prece-
dent is set, it "will encourage a flood
of claims," he predicted.

Mr. Sulman said tha: since

ALARM held a claims seminar in

'Generally speaking, this hasn't happened
before. Most boroughs will have to look
and see if their insurance covers them for

this sort of thing,' David Forster says.

tle for damages against a Scottish re-
gional government council for al-
leged negligence stemming from bul-
lying she suffered at a school in Ed-
inburgh, according to Mr. Rabinow-
icz.

Bill Sulman, chairman of the Assn.
of Local Authority Risk Managers,
regrets that Mr. Sharp's case never

Law may hurt
some insurers: Study

By EDWIN UNSWORTH

Legal environments more favor-
able to consumers are causing acute
problems for some European liabil-
ity insurers, but awards are unlike-
ly to be as large as they are in the
United States, a report says.

Datamonitor, a strategic manage-
ment consultant that maintains of-

fices in London and New York, at-
tributes this change to a combina-
tion of circumstances centered on

people becoming more aware of
their consumer rights and commit-
ted to punishing negligent parties,
and more European courts deciding
in consumers' favor.

"Mirroring past developments in
the (United States), legal decisions
in Europe continue to push back the
boundaries of liability in Europe at
both a national and a European lev-
el," Datamonitor says in the report,
European General Insurance, which
measured statistical data based on

court rulings and awards and their
effect on insurance company re-
Sults.

Many countries are forming
tougher legislation reinforcing the
"polluter pays" principle for envi-

ronmental liability, while stricter li-
ability is beginning to emerge in
other areas of professional liability,
such as medical negligence. Insurers
are facing higher court awards and
in some markets are posting under-
writing losses in what Datamonitor
says are "many lines of liability in-
surance."

"More worrying for liability in-
surers, however, is that there is a

clear trend towards reducing the
burden of proof in favor of
claimants," adds Datamonitor. It
cites as an example medical claims
in Denmark, where a policy of strict
liability means claimants do not
have to prove causation, but only
show that a medical procedure was
the probable cause. Datamonitor
warns that "this may also spread to
other areas."

All this is happening as competi-
tion at the top end of the liability
market is increasing, according to
Tim Storrie, an analyst with Data-
monitor. He says that while there is
generally no pan-European market
for liability insurance, as each
country has its own fiscal require-
ments, market practice and legal
system, a number of international

October, it has been trying to get its
member risk managers to cooperate
more closely in sharing claims expe-
riences. How the failure to prevent
bullying relates to schools' liability
exposures is one area in which the
association will encourage greater
cooperation and news sharing.

The London borough of Richmond

GRAJHIC BY TONY BUCCINI
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upon Thames issued a statement
saying that while Shene School de-
nies the allegations against it and
was prepared to contest them in
court, "the decision to settle has been
taken by the borough's insurance
company to avoid a costly and time-
consuming court process."

The borough's insurers, Royal &
Sun Alliance Group P.L.C., issued a
statement saying its recommenda-
tion to settle was based on legal ad-
vice, which "reflected the consider-
able and irrecoverable cost of de-

fending litigation in the High Court
even if that defense proved wholly
successful."

Mr. Sharp, whose case was funded
by public legal aid, started at Shene
School when he was 11, and the bul-
lying started a year later.

On one occasion he alleged that he
was tied with string and thrown
through a glass door. His parents
were unaware of the problem until
he ran away from home three years
later at age 15.

Mr. Sharp, who is now 20,
had claimed the school's failure

to protect him from violence
had affected his personality,

See Bully on page 33
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insurance groups underwrite liabil-
ity risks in a number of countries in
order to serve their larger commer-
cial clients.

While the situation in the liability
insurance market mirrors events in

the United States, it is unlikely to
go as far in consumers' favor, adds
the report. It says that in the major-
ity of European cases, court awards
will not escalate to U.S. levels be-

cause Europe has no policy of
awarding punitive damages, and
there are few areas of joint-and-

several liability.
"In fact, U.S. legal decisions have

had very little or no influence on le-
gal decisions in Europe. Instead, the
trend has been more a case of learn-

ing from the faults in the U.S. sys-
tem and avoiding making the same
mistakes," the report states.

Europe's generally different le-
gal systems and social trends
patterns compared with the Uni-
ted States mean "fundamen-

tal changes" would have to
See Liability on page 33
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Jane D. Asbury SAFECO Insurance Company
James R. Barnes Quaker Special Risk

Herbert H. "Chip" Blount, Jr.
Donna J. Borzick Kirke-Van Orsdel, Inc.

Dana M. Brown ECS Underwdting Inc.
Mark J. Buczko CNA HealthPro

David E. Byrne Northland Insurance Companies
Jackson W Carpenter Everest Reinsurance Company

Jerry A. Cassell First State Management Group
Laura H. Clark Victor 0. Schinnerer/Encon

Susan M. Clark -- - Kirke-Van Orsdel, Inc: -_»
Stephen E. Collins- -,New Hampshire Insurdnce/AIG

Susan Bf DecaroduC\ Gilsbar; Ind ]Eg/S.' 7 (C
/ Marilyn 11: Di¢fs  Harold Dieid & Cprnpanyil B

Clifford E. Du'nigah,cly;Swiss RSAddricat , it
1 Laura EYGastalllhtercarod Isurance Company

Jeffrey A. Gearhbart Zurich Centre Reinsurance 1 1
' Carolyn J. Grob Eastern Risk Specialists, Inc. 1

Valerie A.Hammer -Kirke-Van Orsdel,!nc]1# /
Donald J. Ivol, Jr. Colburn-Bertholon-Rowlandj Mary M. Joss Kirke-Van Orsdel, Inc. # j

Robert E. Jurgel 'Jr.--CLexington Insurance« 4
James'R Kreider« Legal Mutual Liability Insurance Society of

Thomas A. LaPorte, Jr..« Wright & Pdrcy Insurance
Myles C. McDonald i Acordia of Arizonil /,Eul C.' Menddza'  r Mdgibnls & Assdciates /

Johri A. Morris 1 American International Group
Susan E. Muiphy,   Fr6ntier Insurance Coinpany

Michael G. O'Con,\6,)1 Rollins Hudig Hall of Massachusetts, Inc.
LaVerne Oeitinan 4 Van Gilder Insurante Corporation
Jenifer A. Pickette k{,First State Man'agement Group, Inc.

Kimberly Ann Pulliah  Florida] Phydicians Insurance Company
Joanna T. Rowan <Philadelphia Insurance Companies

Robert W Schmidt Philadelphia Insurance Companies
David T. Stewart Munich American Reinsurance Company

Sean S. Sweeney Philadelphia Insurance Companies
Elin 0. Walpole Travelers Insurance

Paul A. Warburton PMA Reinsurance Corporation
Linda K. Whatley Minet Insurance Services

Mary E. Whisenand Kirke-Van Orsdel, Inc.
David F. White Medical Liability Mutual Insurance Company

Cinthia L. Wiedman Kirke-Van Orsdel, Inc.
Alfred R Zambrello ITT Hartford

Adina Cohen Ziegler Acordia Northeast

Cynthia A. Zimmerman Wycon Corporation

U.K. computer theft
concerns risk managers

By SARAH GODDARD

LONDON-Risk managers can
properly fight computer theft only
if they understand how the crimi-
nals operate and take the right
precautions, according to a senior
broker.

Computer theft is the fastest
growing crime in the United
Kingdom and showing few signs
of abating, while recovery rates of
the stolen goods are almost zero in
some parts of the country.

In the first nine months of this

year, £300 million ($502.8 million)
hardware losses and £100 million

($167.6 million) in data losses
have been reported in the United
Kingdom, David Sedgwick, a risk
management team member at
Willis Corroon London Ltd.,said
last month at a Willis Corroon

risk management seminar.
And recovery rates are extreme-

ly low. The Kent Police Force has
located just 2% of the equipment
stolen in its region.

Mr. Sedgwick said the theft of
computer chips in particular had
rocketed after the Kobe, Japan,
earthquake in February 1995. A
major microchip manufacturer
temporarily had been forced out
of production by the quake, said
Mr. Sedgwick, causing a world-
wide chip shortage.

As demand rocketed, black

market supply did its best to keep
pace. But when the mierochip
manufacturer came back online,

chip theft continued to soar.
Risk managers can take some

simple precautionary steps to
tackle the growing problem. Look
at your weaknesses, said Mr.
Sedgwick. Often, hardware is
highly visible and accessible. For
example, PCs often are placed
near large windows and are even
more visible when offices are lit.

Open plan offices can provide a
rich harvest for a nighttime visi-
tor who may have been tipped off
about new hardware by the empty
boxes left for the trash collectors.

And many companies are guilty
of poor equipment identification,
exacerbating problems of getting
what little stolen equipment is re-
covered back to its owners. Orga-
nizations can easily put unique
indelible markings onto equip-
ment that cannot be removed, and

should have a regularly audited
list of property, suggested Mr.
Sedgwick.

What's worse, he said, are inop-
erative security systems. These
rnay have been turned off for
short-sighted financial reasons, or
because they generate too many
false alarms. But beware: This

may have been the criminals test-
ing the systems. "They will time
the response," explained Mr.
Sedgwick, "and do so several
times. The company will lose con-
fidence in the system." Even if the
security systems have not been
turned off, the thieves now know
exactly how long they have to get
the equipment.

Other weaknesses include poor
defects reporting-broken win-
dows, broken fences and faulty
alarms-and poor business conti-
nuity planning.

"You need a business continuity
plan which reflects the company's
dependence on information tech-
nology," he said.

Once lightning has struck, it can
well strike again-soon, he
warned. Almost inevitably, a com-

pany will upgrade its hardware
after a theft. The thieves are well

aware of a good source of new
equipment, and more than likely
the security systems protecting it.
"Does your security system match
your risk exposure?" asked Mr.
Sedgwick.

One of the most important
weapons in the risk manager's ar-
mory is a well-defined computer
security strategy. Most important,
employees need to know what is
expected of them individually to
help computer security. "Policy,
procedures and instructions," he
emphasized, must be enforced. A
good security strategy will reduce
the potential for collusion, and
procedures should be audited reg-
ularly to ensure they are still ap-
propriate.

Another issue is site security,
both the site perimeter and specif-
ic building access. "The level of
specific protection must match
the level of risk and potential
loss," he advised. Next on the se-
curity strategy comes hardware
location and protection, though
Mr. Sedgwick said the metal secu-
rity tabs that anchor computers to
desktops are "impractical."

Access to both the system and
the data contained on it need to be

carefully considered.
"Who can access the data?" he

asked. "Are passwords changed?"
And how much do you really
know about the people operating
the equipment? Many organiza-
tions use temporary labor, Mr.
Sedgwick pointed out, and main-
tenance and cleaning is usually
undertaken by contract staff.
"The waste paper in baskets is al-
ways a good source of informa-
tion," he warned.

Some chip manufacturers are
considering encoding microchips
as a response to the soaring num-
bers of computer losses, though it
will likely be some time to come
before it happens.

The insurance industry general-
ly has responded with premium
increases, higher deductibles and
mandatory risk improvements. In
some cases, said Mr. Sedgwick,
cover has been withdrawn and

certain insurers have stopped of-
fering coverage.

Computer thieves fall into four
categories.

First, there is the opportunist
who seizes the chance as it hap-
pens. For example, he might sur-
reptitiously hang around security
scanners at airports until an un-
suspecting traveler puts a laptop
computer on the conveyor belt
and snatch it.

Next is the common burglar. "If
it's not screwed down, he'll take

it," said Mr. Sedgwick.
The third type of thief, the high-

tech specialist,'is frequently
armed with a shopping list of
computer parts and inside infor-
mation.

One U.K.-based multinational

recently had its computers cleared
out the night new state-of-the-art
models had been delivered. An in-

ternal investigation has led to the
arrest of one employee and others
are under suspicion.

Lastly, organized crime has a
huge stake in computer theft.
"They are often better organized
than the businesses when it comes

to security measures," said Mr.
Sedgwick. Also, they are very fast
and the resulting losses are very
high. Ell
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leaving him depressed and psycho-
logically damaged. It also forced him
to move to another schoolin the mid-

dle of his course of education, result-
ing in his finishing his education with
lower qualifications than he would
otherwise have expected. Mr. Sharp
currently is a clerk with stockbroker
HSBC James Capel.

David Forster, marketing manager
for Zurich Municipal, a Portsmouth,
England-based unit of Zurich Insur-
ance Group and one of Britain's ma-
jor insurers of local authorities, said
that while the case sets no legal
precedent, it will inevitably lead
many schools to re-examine their lia-

Liability
Continued from page 31
occur in Europe before awards
reached par with those in the United
States, it adds.

From a liability insurer's point of
view, Switzerland is the most attrac-
tive country in Europe, according to
the study. It leads when judged on
market size, perceived growth poten-
tial, attractiveness of the legal system,
competition and profitability.

Next in terms of attractiveness

come Austria and Germany, while
least attractive of the 16 countries rat-

bility insurance arrangements.
"Generally speaking, this hasn't

happened before. Most boroughs will
have to look and see if their insurance
covers them for this sort of thing,"
1\dr. Forster said.

In particular, many insured schools
cany a high deductible of £40,000 to
£50,000 ($67,036 to $83,795) per inci-
dent, which could prove costly if
there were a flood of such claims, he
said.

Mr. Sulman said Nottingham
County Council, for which he is risk
manager, has a £100,000 ($167,590)
deductible with its insurers. He said
he feared if bullying claims against
schools were to increase then insurers

would probably begin insisting that
councils absorb an even higher level
of losses.

ed is Ireland because of its unfavor-
able legal environment, consistent
losses suffered by insurers and the
small size of the market. In overall

terms, general liability insurance,
with annual gross written premiums
of $21.6 billion a year, is worth only
7% of the total European non-life in-
surance market. Five countries domi-
nate: Germany, the United Kingdom,
France, Italy and Switzerland.

"European General Insurance" is
available*om Datamonitor, 106 Bak-
er Street, London WlM ILA. Tel: (44)
171 625 8548. Far (44) 171 625 5080.
Cost $2,045.

Self=insurance fund

part of review
for Australian state

By KATE TILLEY

PERTH, Australia-The state gov-
ernment of Western Australia, in an
effort to avoid cash-flow problems
and reduce its total cost of risk, is
conducting Australia's largest risk
management review and establishing
a self-insurance fund to pool all gov-
ernment departments' and govern-
ment-owned entities' insurable risks.

The fund will pay claims for four
main classes of risk: workers com-
pensation, motor vehicle, property
and liability. It also will cover some
miscellaneous risks, such as personal
accident and travel.

The first phase of the government's
program is a review of each govern-
ment agency's risk exposures. The re-
view, which will include underwrit-
mg information on each agency and
enough information on exposures for
the fund to purchase reinsurance, is
to be finished by Dec. 31. It is being
conducted by RiskWest, a joint-ven-
ture of the Perth offices of brokers
Alexander & Alexander Ltd. and
Jardine Australian Insurance Bro-

kers Pty. Ltd.
RiskWest also is providing initial

risk assessments to each government
agency, an overview of systematic
risk management methodology to al-
low them to begin implementing risk
management programs, and advice
on their risk retention levels.

The Western Australia govern-
ment's planned implementation date
for the fund, to be called RiskCover,
is July 1, 1997.

Stuart Bassett, a risk management
consultant with A&A, said there are
240 state government agencies to as-
sess. Each involves meetings first
with senior executives, then a risk re-
view, including risk identification
and analysis.

"Each agency will be benchmarked
against others," he said. Workshops
will be held for large agencies or

groups of related agencies to help
identify unique exposures and out-
line the principles behind risk man-
agement and coverage from the fund.

In 1995,the Western Australia gov-
ernment set up a committee with rep-
resentatives from the State Govern-
ment Insurance Commission and the
Western Australia Treasury Depart-
ment to review existing risk financ-
ing and insurance arrangements, and
it considered other Australian states'
arrangements before recommending
a self-insurance fund similar to a
fund run by the New South Wales
state government.

Victoria also has a government
fund, and the South Australian gov
ernment has established its own cap
tive.

The committee found the govern
ment's coverage for catastrophic loss
es was inadequate, and there was
"minimal or no cover" for emerging
risks like medical malpractice, public
liability, professional indemnity or
computer-related fraud, according to
the committee's report.

The committee recommended a

"managed fund" that requires partic
ipants to adhere to new risk manage
ment programs because increased
reinsurance coverage would be avail
able for the same, or less, expenditure
if the government could assume a
greater self-insured retention. The
fund will pay losses with the premi
ums collected from each department
and investment income. Losses are
paid from the fund only when a de-
partment loss goes above its self-in
sured retention level.

The report also found many gov
ernment entities had no insurance or
were not following government poli
cy to insure their risks through the
government-owned, Perth-based

State Government Insurance Corp.
and were seeking cover from various
private insurers.

See Australia on next page

INTERNATIONAL

Costs
Continued*om page 31
ployee will ever return, said Mr. Bol-
men. It may be tha: the employee
may be forced to take on differem
tasks because of the nature of the in-

jury, and the employer should sup-
port that wherever pessible.

But how are the costs quanti:tied in
order to justify using devices such as
disability management programs"
"In many cases it is very easy To gei
up-front costs," said Mr. Bolmen
"The indirect costs are more diffi-

cult." These may include items such
as overtime payments, temporar>
employee costs. additional staffing
levels, increased supervision, training
and hiring costs, lower morale and
decreased productivity. "The kdden
costs cause most grief because they
are the hardest to come by," he said.

"Wellness programs" or corporate
screening programs also were fea-
tured in the conference. Mr. Bolmen
cited figures produced by consultant
William M. Mercer 1nc. that high-
risk employees participated in less
than two-thirds of wellness pro-
grams. "They are not hitting the fo-
cus groups," he warned. 'The healthy
employees are more interested
in the data from the wellness pro-
grams. . .they must target high-risk
employees and incentivize them"
with cash or non-cash awards such

as premium discounts.
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U.K. employers can significantly
improve workers' health care if the
human resources, safety and risk
management departments start
working together, sharing informa-
tion. "Effective employee risk man-
agement demands a holistic ap-
proach," said consultant Ms.

Thomas.

British Telecommunications P.L.C.

had addressed these problems, bring-

takes a holistic approach to risk
management, Mr. Charlesworth ex-
plained, focusing on cost-reduction
strategies using back-to-work and
managed health care techniques.

The Pandora's box for employee
well-being is psychological health,
said Dr. Doreen Miller, the principal
of occupational health consultancy
Miller Health Management. "Organi-
zations are awash with change, lead-

'The hidden costs cause most grief
because they are the hardest to come
by,' says Richard Bolmen, senior vp at
Minet Insurance Services Inc.

ing together safety, occupational
health, personnel, legal and risk and
insurance departments, as well as
business units, into an employers' li-
ability forum. This forum considered
the issues and developed policy and
strategy on employee health.

The benefits, explained Ray
Mattholie, head of group risk and in-
suranee at BT, and Kevin

Charlesworth, controller of casualty
risk management, have been a well-
defined health and safety strategy
acknowledging that finance is the
common goal. The organization now

ing to uncertainty," she said. "There
are no jobs for life and a whole new
way of thinking...the impact on peo-
ple is dramatic."

and underperform." But employers

ter, she said, with stress manage-
ment, health education and screen-

going to cost you," warned Dr
Miller.

It should. And now there's a designation that

will do just that: RPLU (Registered Professional

Liability Underwriter). It's an important

designation for anyone whose business is

impacted by Professional Liability issues. You

can earn your RPLU by completing a five-

course program that will make you even more

technically competent and productive in the

ever-changing field of Professional;[155iliN.:...

So call for more information to dy:Beeeuselif

you're into Professional Liability, YB!:rEMrss
card should say so in a big way.

Call (800) 845-0778 for
more infbmatian.
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Australia to be determmed the state and filhng ou: question- in the commercial market, the Trea- The Act lS overseen by the Aus-

The RiskCover fund wul be man- naires detaning therr agencies' losses sury would be the "backstop" trahan Competition & Consumer

aged by SGIC for the first five years over the past three years m specific All government agencies wall be re- Commission, a powerful federal
Continued ,/Tom previous page The management contract will then areas of exposure quired to implement nsk manage- agency that can take companies, and

The report said a prehminary as- go to bid, Mr Bassett said Mr Keen expects some agencies ment programs, and these will be as- now also government agencies, to
sessment of the risks suggested po- Jeff Keen, SGIC risk management will "pick up a bigger bill" than in sessed m accordance with the new court if they engage m anti-competi-
tential savings of $19 million Aus- coordinator, said the process began the past, once they are assessed for Australlan and New Zealand Risk tive conduct
trahan ($1 5 milhon) a year on prop- with the 1994 government Auditor- self-msuring their own risks "You Management Standard Mr Bassett said RiskCover's ad-

erty coverage alone for insured enti- General's report, which found :here must pit responsibility back to Agencies will be able to get help vantage w111 be "an amalgamation of
tles was no requirement for government from risk management consultants, disparate risks which allowed a rein-

It noted a managed fund would agencies to systematically assess nsk and Mr Keen said the government surance bulk buy "

achieve economies of scale because and implement appropriate control 'yOU mUSt pUt wants to assist in the formation of a It also gives agencies greater own-
private insurers "target only good mechanisms responsibility back to

government risk management orga- ership and control over their risks
nsks, leavmg a residue of poorer per- Mr Keen said once the fund is es- nization He is discussing that with As the fund grows, the aim is for

forming or high-risk exposure agen- tabllshed, government entities w111 where the risk is being the Assn of Risk & Insurance Man- agencies to increase their retention
cies" withou: cover or with increased have no option but to use it, unless generated,' says Jeff

agers of Australasia, under whose levels Agencies' retention levels w111
premiums they can demonstrate greater long- auspices a government body would vary according to classes The fund

The comnuttee estimated savings term efficiencies through alternative Keen. run wiH Include penalties for agencies

on commercial Insurance premiums arrangements Mr Bassett said specific areas m that fallto control losses
of 30% to 50% over current costs He said the government currently which government agencies lacked Agencies will pay a cash outlay

Mr Bassett said A&A and Jardme does not Insure all its assets and ha- knowledge m thepast were D&0 and Into a self-retention fund to fund
established she joint venture in July bilities, and major losses are funded where the rlsk is being generated," he professional hablhty "Governments losses below their deductible and w111
to bid for all three components of the by special allocations or through op- said "That gives them incentive to have been shielded, in the past, to pay a premium for losses above the
Western Austraha government's pro- erational budgets, which "creates manage risk" some degree," he said deductible, which wlll go into a pool

gram the risk assessment, to manage cash-flow enses" Once the workshops are complet- However, Australla's implementa- Agencies with good performance
estabhshment of the fund, and to ar- He said the RiskWest exercise is ed, which is expected to be at the end tion of an increased competition pol- wlll receive rebates from the self-re-
range _ts reinsurance program aimed at "getting an idea of the loss of Novemoer, the data will be ana- 1Cy and the breaking down of bam- tention fund For workers' compen-

The lomt Kenture won the first part expectancies, so there are net too lyzed and retention levels recom- ers to open competition has seen sation and motor vehicle covers,
of the project, with the Perth office of many surpnses " mended state governments required to abide there wall be a stop-loss hmit, peg-
the mternarional accounting firm Government agencies' insur- Mr Keen said RiskCover would by the federal Trade Practices Act, ging losses to 150% and 125% the
Coopers & Lybrand winning the sec- ance/risk management representa- fund all msurable government rlsks through mirror legislation passed in amount assessed as required for the
ond The reinsurance brokers are yet tives are attending workshops across and, if reinsurance was unavailable July in each state self-retention fund
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RATES AND CLOSING TIME:

Rates: Display classified is $163 00 per column inch, mintmum ofone inch. Straight clgssifted Closing: Published every Monday Copy must be in typewrittenform by 5 00 Tuesday, 6 days
is $14 00 pEr line, mmimum of 5 lines Count 34 characters per line (include each space and preceding publishing date No verbal phone copy accepted Most major credit cards accepted
punctuatior as a character) Additional $22 00 chargefor all blind box ads Only those responses Mail ads to, Cheryl Adeszko, Classifted Advertistng, 740 N Rush St , Chicago, IL 60611
whichjit in'o a business size envelope will be forwarded Responses areforwarded daily For more mformt?tion call 312-649-5340, FAX 312-649-7799, or e-mail cadeszko@crain com

i/jIII} {KE# [itiIiI/mE#B Business
INSURANCE CAREER CENTER SENIOR MARINE UNDERWRITER CITY OF NEWARK SEVERAL OPPORTUNITIES Insurm€e

http //Insjobs com DEPARTMENT OF ADMINISTRATION
- Senior Maclne Undemrtler with al least 20 yead ex- Lindsey Morden Claim Services, an indepen-

Mihem AsuraicepmfaM,onals gah#edi perience in Undemfiling 3 d iverse portfolio 01 ma- Sealed proposals will be recewed from 10 00 to 10 15 A M, on date mdicated and dent adjusting firm is expanding in the New Circulation Breakdown
Place yolrresume.,nllne confldentially of ma public rme exposures is required to manage and then publicly opened and read York metro area and has openings for the
forum Saarch huncreds of current Insurance posilions develop an already-sizable book of marine following positions Commercial Consumers
listed by top Compnes, Brokers and Reaulters prOgrams FRIDAY, DECEMBER 20, 1996

To ad¥ense open positions call
Executive GA NY City

Excellent salary and benefits, including relocation RFP LEGAL MANAGEMENT SOFIWARE

(410) 266-3970
Adjusters-in<harge Parsippany, 1\U Administrative:

expenses lo South Florida Please respond to Bust- The City reserves the nght tol,creaseordecreasetheamount ofthe contract to cov- Multi-lineadjuster Parsippany, NFAlbany, NY CE{YS, PrEsidents, and Owners,
ness Insufance, Box 3018, 740 Norm Rush St , 1,746

Chicago, IL 60611
er artual requirements needed for the contract period Temporaty propetty/casualty adjuster NYNY

Vice PmsidenB, Genetal Managers and
Bidders must comply with :hapter 33, P L 1997 requiringstockholders and partner- Excellent benefits, compensation, and op- Rher Administmtwe Pemonnel 4,884ship names Companies/firms awarded contracts br goods, services and construition Portunity for advancement For confidential
will be required to comply with the requirements of P L 1975 C 127 (NJAC) 17 27 cons,deration, send resume to Financial:

TRANSFER
Carolyn McKnight Lindsey Morden Claim Services

1259 Route 46 Chief financial Moets and Vice Presidents
City Purchasing Agent

Building #3, First Floor of Finance 3,011

-3 KNOWLEDGE.
Date Published November 25 1996 Parsippany, NJ 07054 Secretanes, Treasurers, conkollers and

- Attention David Rodgers, Manager other Financial Personnel 2,827

INSURE SUCCESS. Risk/Employee Benefits:
A , 5 b ' 11 918,1 1„,I,via, ,1 IT' 4 Vice Plesidents, Dimctom, Managels, and other

At Ernst & Young LLP, we're m the business of mmDWOMOD :

related department persomel of insurance, nsk,
delivenng value by capturing refining, packaging
and disseminating knowledge Our current

employee bene%, petsonna, compensation,

expansion has created the following
CARRIER OPPORTUNITY pension, salety, secunty, mdustnal rebhons,

opportuniues In Los Angeles Unique opportunity for premium and human resources and employee/
fee revenue for company with under Abor relations 17,307

INSURANCE TAX utilized surplus seeking to explore new

CONSULTANTS Director Managed Care areas of business with a controlled Sub-total 29,775
and conservative approach Superior

Associabons 301
We are seeking Tax Consulting Seniors, manager with established book of

Managers and Sr Managers to serve our West AIG Claim Services, Inc, a member company of Amencan commercial program business and top Government, Unions and

Coast Insurance clients Successful candidates International Companies, the leading U S based Interna quality reinsurance seeks "A" rated is- Educational Insmmons 969

tional insurance organization and amorg the nation's suing carrier partner for growth and
· , will have 4+ years expansion Send inquiries to Business
- 'r Insurance expenence largest underwnters of commercial and industnal coverages, insurance, Box 3017, Chicago, IL 60611

Commercial Consumers

Consultants should also ts seeking a dynamic, results-onented mdividual for its Sub-total 31,045
Medical Management Services Division.- possess strong oral and Insumnce Agents md Brokem 8,664

1

written presentation skills, The qualified candidate will have a mir,mum of 5 years' MANAGED CARE ADMINISTRATOR Insulance Companies 1,831
and an executive presence Candidates with demonstrated expert,se in the managed care industry,

Are you an experienced Managed Care
Accountants, Aduanes,

tax consulting experience in the insurance field preferably m W/C An in-depth knowledge of managed professional who has the ability to de- Attorneys & Consultants 3,148
and an advanced degree (MBT or LLM In Tax) care initiatives is necessary Outstanding presentation skills velop a coordinated managed care A(liustefs Appmisem, TPA's, Captive Managers
are preferred and the ability to interface effectively with senior manage- program for a multi line insurance

ment are a must Special proJect assignments and some company? You would be involved in & Health Cam Providers 1,880
We offer a dynamic work environment and a travel are required market research, strategic planning, OthersAllied to tile field 680

comprehensive compensation/benefits package provider evaluation, contract negotia

commensurate with your experience Please We offer a comperitive salary and benefits package For tion and the administrative aspects of 53,248
immediate consideration, send resume with salary require a managed care program

send your resume to Ernst & Young LLP, Grow your job with the program in Non-qualmed 12

Leslie Stopher, Dept. INS, 515 S. Flower St.,
ments to AIG Claim Services, Inc, Human Resources, 400
interpace Parkway, Dept MMS/DMC, Bldg A, Parsippany, our Central Wisconsin Home Office Single Copy Sales 40

Los Angeles, CA 90071. Fax: (213) 977-3616 Significant managed care experience
NJ 07054 An equal opportunity etrployer For additional

. Ernst & Young, an equal opportunity employer,
required Strong communication, TOTAL CIRCULATION 53,300

information, see us at www careermosaic com/cm/aig negotiation and analytical skills essen-
values the diversity of our workforce and the hal Submit resume to

knowledge of our people
* Bourne BusmessOccupational

Sentry Insurance brmkdown of qualdiedc/mulabon,
Human Resources MZ/12

1800 North Point Drive May27,1996 Issue, as

Eli ERNST &YOUNG LLP AIG
Wod leadors in liwi,rai,= and Mnandal s=vioe Stevens Point, Wl 54481 submitedto BPA fot June 1996

FAX (715) 346-6770 BPA Pubhshts Statement
EQUAL OPPORTUNITY EMPLOYER
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Foreign investment leads to insurance reform in Cuba
By MARIA KIELMAS stitutions are beginning to show negative against Cuba not so ed in 1978 to cover agriculture ny Cuba Petroleo These two com-

their potential in the Cuban econ- much for its practical application, and auto r-sks A third insurer, La panies place mainly cargo insur-HAVANA-Cuba lS reforming omy," he said
its insurance regulations in re- more for the climate of uncertain- Isla Aseguradora del Turismo, ance on a facultative basis, he

The Havana conference coincid- ty which it creates among those was created in the 19905 to cover said
sponse to growing foreign invest- ed with the announcement of a companies ready to invest in risks related to the tourist sector ESICUBA uses London-basedment in the country and accompa- Joint venture between London- Cuba," said Mr Millares and for foreign business visitorsnying risks intermediary Anglo-Caribbeanbased broker CE Heath PLC One London-based broker who Under the proposed new regula- Insurance Agencies U K Ltd toInsurance reform is necessary and the Cuban state-owned insur- asked not to be Identified doubt- tions, foreign insurers would be place reinsurance in the interna-given the increase in foreign in- ance company for international ed, though, that many companies able to compete for any business tional markets
vestment in tourism and other in- business, Empresa de Seguros In- will be interested in Cuba despite involving foreign investment and New demand for coverage maydustries over the past three years, ternationales de Cuba SA,to cre- regulatory reform tourism in Cuba come from new foreign businesssaid Manuel Millares, minister of ate a Havana-based broker, Heath "The economy is sick, there is a
finance and prices, who spoke last de Cuba S A Mr Millares explained that ventures in Cuba

U S embargo and lt'S doubtful Cuba's policy is to control the ces- Under Cuba's foreign invest-month at the first general confer- ESICUBA will own a 51% stake whether they could get enough mon of premiums to international ment act, passed in September
ence of the Assn of Insurers & in the venture while Heath will business The only way for this to markets and to create a regulato- 1995, foreign businesses may ownReinsurers of Developing Coun- own 49%
tries in Havana, a new organiza- work would be if Cuba opened up ry framework that would stipu- 100% of ventures in Cuba
tion with members worldwide late conditions like solvency mar- Previously, foreigners were re-

 gms for locally registered insurersNew insurance regulations 6 stricted to a maximum stake of

Bond and credit insurance and special and reinsurers 49%Cuba is preparing will pertain to
"the solvency of insurers and Currently, six foreign insurers, Any foreign company now may
reinsurers to the benefit of in- products for financial institutions are including one from Brazil, have open an office in Cuba, though lt
sureds," said Mr Millares, who beginning to show their potential' in Cuba, operations in Cuba, but only to must be included in the Registry
would not elaborate or say when run off pre-Castro liabilities, said of the Republic of Cuba's Cham-
such regulations might be intro- says Manuel Millares. Mr Hung of ESICUBA ber of Commerce and must first be
duced Insurance sources in London authorized to operate by the Min-

"The sudden collapse of Cuba's say Cuba has always maintained a istry of Finance and Prices
traditional markets in the former sizable domestic retention on its Foreign companies may operate
Soviet Union and Eastern Europe, reinsurance, which ESICUBA has in Cuba under three forms of as-

Heath de Cuba lS the first insur- into a completely free (political placed internationally mainly in sociation
the ensuing economic crisis and ance joint venture in Cuba's in- and economic) system as in East- the form of excess-of-loss treaties • Joint ventures with a Cubanthe current gradual recovery and surance industry since 1959 ern Europe," the broker said
opening to foreign investment This retention was "multiplied partner

"They will try to find new mar- Observers agree that widescale by 10" in the mid-19805, when • International economic associ-
have given a major challenge to kets in Cuba, provide risk man- economic reform in Cuba lS un- prices on international oil-a ma- ation contracts, which do not im-
the Cuban insurance industry agement expertise and training in likely under the regime of Fidel lor source of Cuba's revenue- ply a separate legal entity fromTraditional (sugar and nickel) claims handling," said Daniel Castro
business has decreased consider- Hung, head of reinsurance at ES- plummeted, the London-based the contracting partners

Cuba's insurance industry has broker said • A totally foreign-owned com-ably and has been compensated ICUBA never grown beyond 1 % of the According to Mr Hung, today pany
by a strong expansion in emerging Spokesmen for C E Heath in country's gross domestic product, his company cedes about $12 mil- In each case, foreign companies
sectors such as tourism," Mr Mil- London confirmed the deal but Mr Millares told attendees at the lion annually to international are required to buy property andlares said did not provide details Havana conference reinsurers, mainly in the London liability coverage from insurersAs foreign investment prompts Despite such ventures, the Unit- In 1963, the government created market, with a domestic retention authorized to do business in Cubamore construction projects, like ed States' recent Helms-Burton ESICUBA to insure risks connect- of $250,000 to $500,000 per risk by the finance ministrynew port facilities, risks in Cuba law, which tightened the U S eco- ed with international trade, as There is also some placement on At present, Cuba has only three
are growing more complex and nomic embargo against Cuba, is well as place reinsurance in inter- a facultative basis for major risks licensed insurers, but eventually
expensive likely to hamper the development national markets from the large state-owned corpo- foreign-owned insurers also may"Bond and credit insurance and of Cuba's insurance market The domestic insurer, Empresa rations, such as the sugar compa- receive licenses under the pro-special products for financial in- "The effect of the law will be de Seguros Nacionales, was creat- ny Cubazucar and the 011 compa- posed reforms Ell

PLUS sures and losses for the profession- covering and be reassured that the
al liability market, she said strategy is based on sound re-

When reinsurers cover insurers search, he said Services Guide
in the Inherently tricky market, Once the business plan is under-

Continued from page 3 they seek several qualities in the stood, reinsurers want to know
operating their business than cedents they prefer, aside from the about the whole underwriting pro-

other parts of the insurance busi- normal risk assessment and pric- cess and how claims are handled,
ness," Mr Schell said ing issues, Ms Reid said Mr Migel said FOR 1997 SERVICES GUIDE b CPCU and IIA

For example, most of the poli- Franchise value is one of those, candidates
Claims staff at professional lia-

cies are written on a claims-made she said ADVERTISING INFORMATION 1 l guarantee you .111 learn more in less time with
bility insurers often must have The Burnham System - or your money back

basis rather than the occurrence "We ask, 'Is this a good fran- very specialized skills to deal with CALL 312·649·5340 Ray Burnham CPCU CLU ARM

forms other liability underwriters chise that's not only going to per- the new and unusual claims they 19 Everett Street Southbridge MA 01550
often have used, he said form today but will perform in a face, he said Call 1-800-GET-CPCU Nowl

To some extent the clarity of turbulent market?' " Ms Reid said Insurers themselves also are dis-
claims-made coverages is being Reinsurers also want to feel like criminating in the reinsurers they
clouded by the growing popularity cedents have a good understand- choose, said Frederik M Fontein,
of multiyear policies Multi-year ing of the business they write, the senior vp at Coregis Indemnity Co
policies make it more difficult for risks involved in the business and in Chicago PUBLISHING .

underwriters to take corrective risk management techniques that .
"This is a very difficult business,

measures if they suffer a poor and straightforward actuarial as-
claims experience under the poli- sumptions don't apply," he said December 9 in
cies, Mr Schell said 'This is a very difficult Consequently, professional lia-

Another factor that undermines bility insurers look for high-quali-the attractiveness of the profes- business, and ty reinsurers who are selective in
sional liability market is the large-

Business Insurance
straightforward actuarial the insurers they cover, Mr

ly unacknowledged catastrophe Fontein said

element of the business, said Adri- assumptions don't apply,' "Buying reinsurance is not Benefits: Market Reportenne W Reid, senior vp a Zurich says Frederik M. Fontein. something that goes from year to
Reinsurance Centre Inc in New year, it's a relationship that goes
York

on for many years so we are
"A number of companies feel Directory : Benefit Consultants

looking for high-quality reinsur-
that it's a bit more predictable and can mitigate those risks, she said ers, not lust the cheapest rate," he
has less catastrophic potential In essence, professional liability said
than other areas of the reinsurers are looking to develop Ad Closing is November 27th!

As well as being financially se-
property/casualty market but true partnerships with their ce- cure, those reinsurers should have
what about the savings and loans dents, where each partner has an their own expertise in profession- Call Now To Reserve
crisis or the medical malpractice intimate knowledge of the other, al liability issues, Mr Fontein
crisis?" she said said Christopher J Migel, senior said Your Ad SpaceOne reason the professional lia- vp at General Reinsurance Corp "It is nice to have another set of
bility Insurance market is sublect m Stamford, Conn eyes," he said
to catastrophes is that many of its "We like to build a profile of a And reinsurers also add a (312)649-5340products can be affected by "the company in our own minds," he broader perspective in their risk
whims of the U S economy," Ms said assessment as they see a wide
Reid said The assessment would start with range of professional liability

For example, a change in an ad- the overall business plan of the ce- business, Mr Fontein said
ministration's economic policy or dent and its strategic goals, Mr The panel discussion was mod-
a change in regulations by the Se- Migel said erated by Susan Marino, senior vp For advertising information contact Cheryl Butler Adeszko,
curities and Exchange Commis- Then reinsurers want to study at Guy Carpenter & Co Inc in Classified & Services Guide Advertising 740 North Rush Street, Chicago Illinois 60611
sion can produce significant expo- the specialty markets the cedent is New York Telephone (312) 649 5340 • Fax (312) 649 7799



36 /Business Insurance, November 25, 1996

Investors
Cantinued from page 3
Society conference held earlier this
month in Orlando.

Unforeseen changes include: a 10-
year-long soft market for liability in-
surance; the near-end of Lloyd's of
London; Aetna dropping out of the
property/casualty business; Munich
Reinsurance Co. becoming a major
player in the United States casualty
reinsurance market through the pur-
chase of American Reinsurance Co.;
and billions of dollars being invested
in Bermuda reinsurers, Mr. Green-
berg said.

Looking at today's market, a few
trends are discernible-in particular,
the financial deals going on within the
insurance industry, he said.

Merger and acquisitions among in-
surance businesses in 1995 were

worth a historic high of $27 billion,
Mr. Greenberg said.

And $4.6 billion was raised through
initial public offerings, he said. But
this should not be viewed as a surge of
capital in the insurance industry, Mr.
Greenberg said. "That was mostly re-
placing exiting capital," he said.

The trends that seem to be implied
by the M&A activity are not as clear
as they might first seem, Mr. Green-
berg said.

"If you look at the broad sweep of
the business, it's very tempting to la-
bel the M&A activity as consolida-
tion," he said.

While that may be true in the rein-
surance and personallines sectors, it
is not true for the commercial insur-

ance sector, Mr. Greenberg said.
"In commercial lines, I would say,

it's a very overrated concept, and
what we have been seeing is deconsol-
idation," he said.

Lots of individual insurers are try-
ing to carve out specialty niches
rather than cover all areas, he said.

And despite all the mergers and ac-

quisitions, there has been little change
in the distribution of premiums
among commercial insurers: In 1979,
the largest 25 wrote 60% of the total
premiums, and in 1995 they wrote
59%, he said

One definite trend investors can see

is globalization, 1VIr. Greenberg said.
"You can make a case that that is oc-

curring and that it will continue," he
said

Two main forces encourage global-
ization, Mr. Greenberg said: Insurers
are following their clients to other ar-
eas and at the same time seeking a
broader spread of risk.

In addition to a growing demand
for global insurance coverage, there
will be a growing demand for risk
management services from insurers,
he said.

Another trend that is clear but has

additional complexities is the growing
emphasis on capital management, Mr.
Greenberg said.

Opposing factors influence the

management of insurers' capital, he
said. On one side, rating agencies, reg-
ulators and customers are looking for
strongly capitalized and secure insur-
ers, while on the other side investors
are looking for high returns.

Also unclear is the role that capital
markets will play in the insurance in-
dustry, Mr. Greenberg said.

A lot of work is being carried out in
the field, and although little has been
achieved so far, some form of capital
markets products will likely be sue-
cessful if a hard market follows a

large catastrophe, he said.
"There will be a capital markets ap-

proach to parts of our market:" Mr.
Greenberg said.

Further complicating the task of
discerning good investments in the in-
surance industry are the changing
roles of the various components of the
industry, he said.

"Serving the customer or face being
replaced has become an axiom of all
business," Mr. Greenberg said.

Lawyers divided on effects of act
By GAVIN SOUTER

ORLANDO, Fla.-Investors and

their lawyers will be undeterred by
securities legislation designed to end
frivolous lawsuits, a plaintiffs lawyer
said.

While the Private Securities Litiga-
ton Reform Act of 1995 will end the

impetus for plaintiffs lawyers to rush
to court to file suits ahead of rivals,
the likely result is that suits will be
more thoroughly researched and
therefore stronger, he said.

Often the cases will be fought more
aggressively by institutional investors
who may step forward to lead plain-
tiffs cases under the new legislation,
he said. And other aspects of the law,
such as the "safe harbor" designed to
protect a company from prosecution
over forward-looking statements, will
do little to help defendants, he said.

Other lawyers cliRAgree. While there
have been too few cases since the

passing of the act to judge its effect, it
willlikely reduce the number of cases
alleging securities fraud brought
against companies, they said.

Plaintiffs lawyers and investors in
companies that suspect securities
fraud at those companies will contin-
ue to file plenty of actions despite the
law, said William S. Lerach, a partner
at Milberg Weiss Bershad Hynes &
Lerach in San Diego who often files
suits against companies.

He spoke at the Pmfessional Liabil-
ity Underwriting Society conference
held earlier this month in Orlando.

The act, passed last year, was de-
signed to reduce the number of share-
holder suits brought against compa-
nies for securities fraud. Among other

things, the law introduced tougher
pleading standards; it set require-
ments for courts to select a lead plain-
tiff for the suit, which usually should
ensure the plaintiff with the most at
stake leads the suit rather than the

one who filed first; and it introduced
the concept of a "safe harbor" for for-
ward-100king statements that would
protect companies from liability for
statements not known to be false

when they were
made.

The tougher
pleading require-
ments and deter-

rents to rush to

court simply will
lead to better-pre-
pared actions with
greater chances of
success, Mr. Lerach
said.

While there seems to be a reduction

in the cases filed since the passage of
the law, that does not reflect a de-
crease in the number of potential ac-
tions, Mr. Lerach said. "The rate of fil-
ings has slowed down but not because
there is less fraud," he said.

Instead, the plaintiffs lawyers now
allow themselves more time to pre-
pam their cases, Mr. Lerach said.

"Under the old system there was a
rush to the courthouse and many cas-
es, at the front end, were not properly
investigated, so the plaintiffs lost the
opportunity to find out damaging in-
formation," he said.

But that extra research will likely
lead to fewer of the fringe cases, said
Joseph M. Hassett, a partner at Hogan
& Hartson in Washington involved in
securities cases.

Plaintiffs lawyers will be forced to
prepare their cases more thoroughly,
and cases with little merit will be

weeded out before they reach court,
he said.

Other aspects of the act that defen-
dants hope will reduce the number of
lawsuits alleging fraud also could
strengthen plaintiffs' suits. Mr. Ler-
ach said. For example, the provision
for courts to select the lead plaintiff
could mean other plaintiffs put a
greater pressure to win on any institu-
tional investors that take the lead po-
sition, he said.

"If institutions come in and take

cases away from the lawyers who
started them, they will be under pres-
sure to get such a good result that the
lawyers won't object to the decision,"
Mr. Lerach said.

Also, the weight of institutional in-
vestors behind a lawsuit will lend

more credibility to the suits, he said.
It is unclear how many institutional

investors would be prepared to partic-
ipate in securities fraud lawsuits, said
Mr. Hassett.

So far, some public pension funds
have indicated they would be pre-
pared to act, and the Council of Insti-
tutional Investors has retained Mr.

Hassett as counsel to examine what

role its members could play, he said.
If the institutional investors do get

involved, it could lead to longer law-
suits and bigger settlements in some
cases, Mr. Hassett said.

"You may find that institutionalin-
vestors will have more staying pow-
er," he said.

On the other hand, instimtional in-
vestors may decide that a case in
which they have an interest has little

66Be Sure that you return it."
If you're racing through this issue of Business Insurance because you
"borrowed" it from a colleague, you should have your own subscrip-
tion. Then you'll be first on the list. You can take as much time as you
like with all of Business InsuranceY exclusive worldwide news of loss

prevention, risk financing and benefit management every week.

To subscribe, use the card in this issue
or Call 1 (800) 678-9595 Toll-Free.

Ask about our

special 20%-off
group subscription
rate for five or more

subscriptions. A
great way to save
money. And avoid
pass-along problems.

Subscription Rates in U.S. Dollars
for 1 year, 52 Issues.

USA $85
Canada/Mexico $105*
All other countries

by expedited air. $205
*Price includes Candian GST.

Bimmillies
Insurm,Ce®

Subscription Dept.
965 E. Jefferson

Detroit, MI 48207

Outside the USA

Call (313) 446-0450

merit and step in to advise the court
the case should be terminated, Mr.
Hassett said.

The "safe harbor" provision of the
act also will not have the effect defen-

dants hoped it would, said plaintiffs
lawyer Mr. Lerach.

Defendants hoped the provision
would stop suits based on statements
companies made about future opera-
tions or results they believed at the
time but later were shown to be false.

However, the text of the law could

be interpreted to mean any forward-
looking statements must be identified
as such when they are made. While
this would be possible in written
statements, it is impractical to make
the identification repeatedly in con-
versations with securities analysts,
Mr. Lerach said.

The "safe harbor" may not lead to a
reduction in lawsuits alleging fraud,
but it should mean more information

will be generated about companies,
said John F. Olson, senior partner at
Gibson, Dunn & Crutcher LL.P. in

Washington. He represents corpora-
tions in securities matters.

"You will see that, particularly
among high-tech companies, That
there is more information generally,
and I think that that is a good thing,"
he said.

The "safe harbor" and other provi-
sions in the act reflect a change in the
public's tolerance for frivolous law-
suits, Mr. Olson said.

The session was moderated by.John
F. McCarrick, principal of McCarriek
& Mayer P.C. in New York. 51

For example, insurers are threat-
ened by clients that self-insure or go
directly to reinsurers; reinsurers are
threatened by insurers that choose to
retain more of their risks; reinsurers
and insurers are threatened by banks
seeking to enter the insurance market;
and brokers and managing general
agents are threatened by insurers go-
ing directly to clients.

Given all of these complexities, in-
vestors looking at the insurance busi-
ness willlook first at very broad but
fundamental issues, such as the make-

up of the management and the busi-
ness plans of the companies, Mr.
Greenberg said.

"The first thing they willlook at is
people. A management that knows its
business and knows how to manage is
vely important," he said.

And investors willlook for business

plans focused on issues such as: Who
are the customers? How do you reach
them? What are the costs? And how

will the business grow over time?, Mr.
Greenberg said.

They also willlook for a good track
record in the business and a good fi-
nancial structure, he said. [ill

Conference

draws 1,950
ORLANDO, Fla.-About l,950

attendees gathered here Nov. 13-
15 for the first Professional Lia-

bility Underwriting Society con-
ferenceto be held in a resort loca-

tion.

The added attractions of Orlan-

do included exclusive use of the

Universal Studios theme park for
the final evening of the confer-
ence.

During the formal sessions of
the meeting, the organization's
leadership for the next year was
inducted.

PLUS officers will include:

President William R. Mullin, se-
nior vp at American Professional
Agency in Amityville, N.Y.; Vp
Frederick J. Fisher, principal of
Frederick John Fisher Insurance

& Surplus Lines Broker in Tor-
ranee, Calif.; and Secretary/trea-
surer Christopher J. Cavallaro,
principal at ARC Excess & Sur-
plus, Inc. in Mineola, N.Y.

The 1997 meeting will be held
Nov. 12-14 at the Sheraton Hotel

and Towens in Chicago.
For information, contact the

Professional Liability Underwrit-
ing Society at 4248 Park Glen
Road, Minneapolis, Minn. 55416;
800-845-0778; fax: 612-929-1318;
http://www.insweb.com/plus

ADVERTIS ER

NDEX
Issue of No

ADVERTISER PAGE#

AIG Middle Market . ........,.9

Burnham Systems ..... ...,....35

Business Insurance . . . . . . . . . . 13,28

Carvill America, Inc. .....32

Chubb Group of Insurance Co's .19,27

Employers Reinsurance Corp. ....6-7

Executive Risk Mgmt. Assoc. ... . .16

General Reinsurance . . .14-15

Genesis/PRMS, Inc. .. .... .... .12

IOARe ... .................30

Lexington Insurance..... .......40

vember 25

ADVERTISER PAGE #

Liberty Mutual .17

McLarens-Toplis ....4

NAC Reinsurance Corp. .10-11

Pine Street Management . . . . .18

Plus. .32,33

Swett & Crawford Group ... .....26

TIG Reinsurance . .20-21

Travis Software .. ...30

Wausau Insurance Company ... .5

Zurich Professional Liability ... .22



DU66,6666 1,66U,Unte, INUVemoer ZO, 1.330 / 44

Major property/casualty insurers' nine=month 1996 results
Ranked by change in net income All amounts in thousands of dollars

Corporate Property/casualty operations
Percent Net Percent Pretax Percent Pretax Percent Percent

Net increase Consolidated Combined' Combined' premiums Increase underwriting increase Investment Increase Pollcyholders Increase
Rank income (decrease) revenues ratio ratio w,men (decrease) income (loss) (decline) Income (decrease) surplus (decrease)
1996 1996 1995-1996 1996 1996 1995 1996 1995-1996 1996 1995-1996 1996 1995-1996 1996 1995-1996

1 CIGNA Corp. 750,000 1,156 3 14,061,000 101 9 105.0 2,608,000 (11) (51,000) 62 0 291,000 1.7 2,000,000 1.5

2 Fremont General Corp 59,578 37.7 450,448 95.8 100 7 360,649 (17 5) 15,667 590 5 85,739 14.9 370,106 15.8

3 Berkshire Hathaway Group 454,500 37.2 3,415,100 96 3 108.2 3,200,700 261.7 107,700 326.3 510,300 19.6 N/A N/A

4 CNA Financial Corp. 769,900 33 7 12,670,000 108.3 110 3 7,910,000 2.7 (720,300) 13.9 1,336,300 (63) 5,870,000 50

5 Old Republic Int'I 167,795 18.1 1,340,283 100.7 1024 647,6972 (2.1) (20,432)2 33.1 145,0202 2.4 1,392,128 3.4

6 SAFECO Corp. 332,672 17 6 3,054,647 98.1 100 4 1,748,749 48 31,877 571.4 211,179 (3.3) 2,039,882 15 2

7 American International Group 2,127,023 15.8 20,782,835 96.8 96.9 9,722,560 7.2 299,808 67 1,243,380 8.7 N/A N/A

8 USF&6 Corp 158,700 10 1 2,596,400 106 42 106.52 2,021,8002 52 (133,500) (94) 329,700 1.6 1,309,800 (12)
9 General Re/Cologne Re Group 645,400 8.3 5,971,300 100.5 100.9 4,178,700 3.1 (20,900) 43.1 814,500 20.2 5,152,800 14.1

10 The St Paul Cos Inc. 387,808 6 0 4,425,451 105.81 101.42 3,259,507 29 (168,378) (153.3) 584,636 77 2,751,426 18.6

11 Chubb Corp. 490,900 (2 4) 4,714,700 98.3 96.5 3,589,400 10.3 23,200 (67.1) 477,300 6.8 2.467,400 15.7

12 Sentry Insurance Cos 2 63,963 (8 3) 1,200,204 106 5 104.6 952,331 7.8 (68,440) (410) 151,221 3.5 1,239,427 13 3

13 Hartford Steam Boiler 42,000 (8.7) 415,000 95.5 90.4 334,200 11.5 13,500 (48.7) 23,500 14.6 273,900 1.1

14 Ohio Casualty Corp. 44,103 (13.4) 1,080,577 113 2 105.8 917,354 (4.7) (121,102) (114 0) 132,090 (4.6) 946,394 18.1

15 American States Financial Corp. 117,100 (17.0) 1,488,100 107.2 105.4 1,219,000 (5.5) (82,500) (207) 174,900 (0.3) 1,383,900 (9.5)
16 TIG Holdings 40,000 (52.8) 1,372,800 105.W 106 0' 1,183,300 (4.2) (56.000) (16 7) 226,500 9.1 988,000 49

17 Travelers/Aetna P/C Corp. 128.800 (54.7) 5,805,600 121.2 106.5 4,530,900 66.6 (1,005,000) (368.3) 1,159,500 122.3 5,379,900 128 2
18 Reliance Ins Co. and subs 12,462 (81.7) 2,285,792 111.7 101 5 1,385,665 16 (161,636) (573.4) 190,537 37 1,161,796 85

19 ITT Hartford Group Inc (304,000) (172.7) 9,140,000 106.1 103 9 5,260,000 0.8 (997,000) (374.8) 607,000 4.3 3,819,000 35

20 Argonaut Insurance Co. (144,588) (399.9) 161,101 369.1 135 7 107,599 0.3 (245,894) (1,596 7) 61,366 (11.1) 463,909 (21.7)
-Liberty Mutual Ins. Co.2 N/A N/A N/A 112.5 110.1 3,944,283 (1.2) (505,786) (17.4) 775,139 - 5,143,182 14 8

-Nationwide Mutual Ins. Co 2 N/A N/A N/A 114 0 107.9 6,153,114 4.2 (889,126) (77.5) 868,297 04 5,328,530 (0.5)

-Kemper National Ins. Cos. N/A N/A 2,968,571 131 22 109.12 2,591,8272 5.7 (802,720)2 (257.5) 313,4522 15.8 1,777,514 (67)
Cumulative 6,344,116 6.4 99,399,909 107.0 104 2 67,827,335 9.5 (5,557,962) 102.3 10,712,556 13.2 51,258,994 13.0

'After dividends *Statutory N/A-Company did not provide data

Results fust quarter's 16 3% increase caused an estimated $1 6 billion m in- when you peel the omon back and "Rates would, in all probability, con-
• Insurers reported a 107% com- sured losses (BI, Sept 16) look at the fundamental operating tmue at about the same depressed lev-

bmed ratio for the first nine months "This is a year which is proving to performance of the mdustry without els, given the rate of competition," he
Cont:nued*om page 2 vs 1042% a year ago This is an im- be a typical catastrophe year, and I unusual items like catastrophes and said
in the mid-future, certainly not in the provement from the 1077% com- thinkit'svery clear that property ex- reserve strengthemng due to environ- "It's very difficult to be optimistic
magnitude of what happened in the bmed ratio reported for the first half, posure is sigmflcantly underpnced," mental and asbestos exposures, the when the top 1lne momentum is mov-
mid-'8Os" though a deterioration from the said Weston Hicks, an analyst with industry's really improving the funda- Ing in the directton that it is," said Sa-

Higher rates only occur when all 105 5% combined rabo posted forthe Sanford Bernstein & Co in New mentals " lomon Bros ' Mr Smith "Then

players m the market decide there's a first quarter (BI, May 20) York Given a period hke the third The immediate outlook is for"prob- agam," he added, "when the quality of
need to raise rates, said Michael • The 20 commercial property/casu- quarter, where there are humcanes ably more of the same," though the ef- the earnings appears to be erodmg,
Smlth, an analyst with Salomon Bros alty insurers surveyed by Busmess In- and more Midwestern storm activity, feet of catastrophes is hard to predict, one has to wonder how much longer
m New York "I don't see it soon I surance that report this information "anybody with any reasonable said Advest's Ms Vogel "That's the the good earnmgs can last," he said
think the price competition is going to posted a 6 4% Increase m net Income, amount of property exposure is re- unpredictable factor, but short of "I think the key thlng is that com-
continue m the primary market," to $6 34 bilhon from $5 96 bilhon, portmg disappomting results " that, I really don't see much changmg mercial casualty and property catas-

"I don't see much change in rates," though half the msurers reported de- One reason msurers are feeling Pnclng stlll seems to be very soft The trophe renewals on Jan 1 wlll be soft,
agreed Robert M Stemberg, chair- clines This increase compares with catastrophe losses is mereased reten- really big renewal season comes Jan and so the competitive pnclng and
man and chief executlve officer of Re- the 3 1% increase reported mthe first tions, said Mr Wade "So many com- 1, so nothing is reallygomgto change underwritmg pressures contmue,
hance Insurance Group in New York half (BI, Aug 26) and the first quar- pames have moved their reinsurance in the fourth quarter Investment said DLI's Mr Seifer

And Jerry Gallogly, executive vp of ter's 14 2% iump (BI, May 20) purchases up to higher layers to pro- yields are commg down That suggests He added, "Pncing and underwrit-
Indianapolls-based Amencan States Reserve Increases dunng the quar- tect their solvency that they've really investment income is golng to be un- mg standards are testing the favor-
Financial Corp, said, "We seethem- ter include a $510 milhon aftertax exposed their earnings to volatility," der some pressure, perhaps " able trends in loss costs and Inflation

tense competition continuing, m fact boost by ITT Hartford Group Inc to even m cases of what would otherwise Meanwhle, the big Insurers "have m recent years, and we're very con-
even movmg even further into the its asbestos and environmental re- be considered only modestly slzed already done some very signlflcant re- cerned about what the impact can be
small to medium-sized lines" serves (BI, Oct 21), and the addition storms and catastrophes, he said serving for the asbestos and environ- on margins"

Catastrophe losses, reserve increas- by Argonaut Insurance Co of $229 However, Mr Hicks said that whle ment, so I don't think you'll have any- "We enter 1997 with a very fragile
es and soft pricing combined to deep- milhon pretax to its reserves for a va- higher retentions are a contributing thing other than loose ends or some underwntmg picture," said Mr
en underwriting losses for the 23 m- nety of claims, mcluding asbestos and factor, "I would say m addition that catch-up To my knowledge, none of Selfer
surers in Bustness Insurance's survey environmental claims, on old pollcies property pricing doesn't allow for the big companies left has announced Mr Frank said, "Gomg forward,
of maior commercial property/casual- However, catastrophe losses had an hui-ricanes, spnng storms, winter they're looking at the issue," said Ms though it's very hard to predict how
ty Insurers Underwnhng losses m the even greater impact According to the freezes and Cahfornia fires, which Vogel claims wlll behave, I would certamly
first nine months of the year deterio- Property Claim Services division of seem to happen every year" However, David Seifer, an analyst not expect to see any change, certam-
rated by 102 3% to $5 56 bilhon from the Amencan Insurance Services But aside from catastrophes, "I with Donaldson Lufkin Jenrette Se- ly not any positlve change, m the pre-
$2 75 bilhon a year earher That result Group in Rahway, NJ, cat losses dur- would say loolang at the last quarter cuntles Corp in New York, said, "Our mium trend The compelltlon remains
compares with a 69 6% declme for the ing the third quarter increased by al- we see busmess as usual," said Re- position is that there's stlll a lot of re- mtense and is getting more so under
first half (BI, Aug 26) anda 39 5% de- most half, to $2 23 bilhon from $1 56 hance's Mr Steinberg serving to do, and if there's any signlf- the weight of excess capital"
cline m the first quarter (BI, May 20) bilhon a year earher "It looks like premiums slowed icant reserving m the fourth quarter, I Nevertheless, he added, "I think

Results do not Include Commercial But the impact was not necessanly down even more in the third quarter think that wall be dictated by either you'll see earnings mcreases at several
Union Insurance, which is no longer evenly spread I'IT Hartford's catas- and mvestment mcome ls doing the Credit ratmg agency pressures or bond companies for vanous reasons" m
participatmg m the BI survey trophe claims, for instance, more than same thing," said Salomon Bros ' Mr and stock market profits on an indi- 1997 "No 1, those companies that are

Among other property/casualty re- tnpled to $49 milhon from $14 milhon Smith At the same time, underwnt- vidual company basis" generally superior underwriters and
sults for the nine-month penod reported for the same period last year mg results show only some detenora- As for next year, tighter margins are well positioned in their markets

• Net premiums wntten for the m- "The common theme across the tion from a year ago, though "some- and perhaps lower earnings are ex- will have a better ability to stabillze
surers surveyed rose 9 5% to $67 83 third quarter for the property/casual- times when we dig a httle bit, we find pected, say analysts their underwnting results even m the
bilhon from $61 96 bilhon m the year- ty compames was for disappomting the quallty of the earnings has eroded Insurers are hkely to underperform current competitive environment and,
earher period But, if theresults of the earnings due to catastrophe losses," even more," said Mr Smith, who because it Mll be another year of slow as a result, wlll be able to carve out
Berkshire Hathaway Group Inc, said Peter Wade, an analyst with dubbed the situation, "same song, dif- top hne growth, said Mr Wade More earnings gains notwithstanding the
which has started to mclude the re- Lehman Bros m New York ferent verse " importantly, he said, there wlll be top line pressures
sults of GEICO Corp in its report, are "Another tough quarter for the "Aside from the unusual losses such tighter margins, "that is, we could be "On the other hand, you wall prob-
excluded, the 19 remalnlng insurers property/casualty mdustry and-you ascatastrophes, the msurers seem to potentially stanng atsome adverse ably see some earmngs Increases
reported a more modest 5 8% mcrease could almostplaythis tape agam ev- bemmost cases benefiting from con- development m the commercial msur- among companies that are not as well
to $64 63 bilhon from $61 07 bilhon ery quarter-largely due to the un- tinued reasonable, favorable, under- ance mdustry positioned but are undergomg dra-

• Investment mcome rose by 13 2% usually high level of catastrophes," lylng loss trends," said Mr Frank "Pncing can't continuetogo down mabc changes such that their operat-
to $10 71 bilhon from $9 46 bilhon said John L Ward, CEO of Cmcm- However, "on the tophne weare con- as it has and companies post thesame mgresults are improvmg because of
Thm is an improvement from the 10% natt-based Ward Financial Group tmumg to see pressure on premium relative margins on their premiums," cost and busmess mix changes Inter-
mcrease m the flrst half and the 7 3% He added, "Humcane Fran was the growth because of the highly compet- Mr Wade said "And at some point in nal to the company," said Mr Frank
mcrease posted for the flrst quarter culprit in the third quarter, and for itive environment and the resulting time price dechnes eat into margins, Some insurers' earnings per share

• Pollcyholder surplus for the 21 those companies with coastal expo- absence of possible growth opportu- and I think '97 is the year we start to may improve as well if those compa-
companies that report this data in- sures m the mid-Atlantic states lt nitnes," he said see that " mes that cannot effectively use the
creased 13% to $51 26 bilhon from tookatollonresults for the quarter" The fundamentals of the Industry There wall not be a sigmhcant rate capital they are generating in the
$45 38 bilion, a declme from the 17% Humcane Fran, which struck are, however, improving, said Mr of change between this year and next, business decide to return some of it to
improvement in the first half and the North Car'ollna before moving Inland, Ward "Thelrony of the whole thing is said American States' Mr Gallogly their shareholders, he said



38/ Business Insurance, November 25, 1996

Sphere business, he said, where Sphere cording to Mr Head
Drake tends to be the lead Updates

S&P is now confident the man-

Over time, up to 25% of capital agement has "a more conservative
Continued from page 3 should become available to both bias" and wants to "achieve Pennsylvania docs get relief
ing is estimated at $15 million, but ltS London subsidiary, Sphere greater operational stability," ac-
the company did not state when it Drake Insurance PLC, and cording to a rating statement Contznued from page 2
p.anned to take the charge to Bermuda-based Sphere Drake In- But Mr Watson said he knows view of medical hability cases by experts and permitting flnes of up to
earnings surance (Bermuda) Ltd There are Sphere Drake needs to overcome a $5,000 against lawyers who file suits that courts deem frivolous, make it

Mr Watson said the changes no plans on how the capital will be perception problem in the eyes of easierforphysicians wrongly named m a medical malpractice suit to have
will make the company more cus- divided between the company's rating agencies, analysts, cus- their names removed, create a standard of Informed consent for certain
tomer-focused and improve its two key locations tomers and competitors medical treatments, cap punitive damages in medical malpractice casesstability and financial perfor- Following the restructuring an- Our first priority is for our to 200% of compensatory damages, and allow structured settlements
mance Marine business had been nouncement, Standard & Poor's in most successful renewal season," whereby damages are paid over a specited penod of time rather than all
the weakest area in the group, he London confirmed its BBB rating said Mr Watson, though he ac- at once

said, adding that Sphere Drake Rob Jones, associate director of knowledged lt lS going to be a The state's Medical Professional Liability Catastrophe Loss Fund-or
tended to be a follower in marine S&P in London, said Sphere toi,gh season because of low rating CAT Fund-announcement earher t}ws fall that it would seek a 254% sur-
sibscription business Drake's actions were "supportive levels After renewals, Sphere charge on the primary insurance premiums paid by physicians and hos-The focus is now on "lines of of the BBB rating" and "secures Drake aims to grow business in pitals for medical malpractice caused phymcians to redouble their effortsbusiness where we can provide their position " the areas that have been identified to get relief leg,slation enacted
meaningful policy limits for cus- S&P had downgraded Sphere in the review and to continue to The amount wa change in light of the new law, but the ftgure is not yettomers," Mr Watson said Drake to BBB from BBB+ after it strengthen ltS balance sheet known Under the new law, hospitals and physicians Mll be required toThe business has been consoli- posted an $18 million loss due to Sphere Drake is not contemplat- pay mto the fund
cated to six lines from 17, though reserve strengthening In January, ing taking another charge to The state requires that physicians carry at least $12 milhon in medicalits withdrawal from protection Sphere Drake took a $45 million strengthen reserves, Mr Watson malpractice msurance, the first $200,000 of which is purchased in the pri-and indemnity business will be charge to strengthen reserves after confirmed vate market and the next $1 milhon from the state CAT Fund
gradual Mr Watson confirmed an independent assessment of ltS "Sphere Drake has significantly Because the CAT Fund operates on a pay-as-you-go basis, each year'sSphere Drake is seeking a buyer reserving levels (BI, Jan 22) improved its capital-to-premium
for its P&I book but will offer re- surcharge is determined largely on the amount paid out by the CAT Fund

About the same time as the ratios during the year and has ad- the previous year, with a small buffer amount added A spokeswoman fornewals through year end Hull and downgrade, John Head resigned equate capital in the near term to the Pennsylvania Medical Society in Harnsburg noted that as recently ascargo business is being put into from the holding company's board Support its present level of bum-
runoff 1990, the surcharge was only 50%

of directors, alleging there had ness in continuing terms," he said "This isthe fimt time m two decades that any sigmhcant measure of tort"The fact we are pulling out of been undisclosed related-party "However, we are conscious of the reform has been accomplished This bill does not correct all of the prob-certain business does not mean the transactions involving manage- demand from customers for ever- lems with the medical tort system, but it is an important step forward,"business is bad," Mr Watson said ment (BI, May, 6) And former increasing levels of financial secu- said the society's president, Dr Victor F Greco
It is more a case of "not being all President and Chief Executive Of- rity and we are committed to in-
things to all people," he added The spokeswoman said the society expects Gov Ridge, a Repubhcan,

ficer Ian Dean had resigned sud- creasing our capital, solvency ra- to mgn the bill
Capacity freed up will be used to denly four months previously over tios and claims-paying ability rat-

support the remaining lines of the same matter (BI, Jan 1), ac- ings in 1997 " 51 Order to Golden Eagle upheld
Work comp: case by case SAN FRANCISCO-Cahfornia Insurance Commissioner Chuck

Quackenbush acted within his author·ty when he ordered Golden Eagle
Insurance Co to boost its reserves by $138 5 milhon, a San Francisco Su-

Employers share guidance and ideas for cutting costs penor Court judge has ruled
However, Golden Eagle has until Dec 10 to increase its reserves, Judge

Wam Cahtll said, granting the msurer a 10-day extension from the de-PASADENA, Calif -In the con- Lewis advised "If you are a com- ment oversight partment's original order
t:nual campaign to reduce workers pany with a 5% profit margin, and There needs to be someone who But Golden Eagle hasn't thrown in the towel yet The San Diego-basedcompensation costs, employers al- Pier 1 was that kind of a company, can stand back and be somewhat insurerplans toappealtheludge'sNov 2lrullng, which markedthethrdways are looking for ideas, guid- it would take $40 million in sales 00]ective about whether someone time in three months he has sided with the departmentance and-most Of all-document- to generate $2 million to the bot- should be on modified work," she "While the law may give Quackenbush that authonty (to estabhsh re-ed results In add:tion to the ses- tom line " said "Is the manager working ef- seIves), that doesn't mean he's nght or that he acted fairly and imparbal-sions of the Fourth Annual Bust- "Our object was to make it fun, fectively? Is the person doing pro- ly," the insurer said m a statement responding to the rulmgness Insurance Workers Compen- make it exciting, so it would be ductive work? Are you getting co- Meanwhile, Commissioner Quackenbush is urging Golden Eagle Chiefsation Conference reported on in something the store managers operation from your medical Executive Officer John Mabee to meet with him and department actuar-the Nov 18 issue, there were other would want and they would talk provider9 Are you getting cooper- ies to discuss the company's future
sessions in which employers of- about it," she said "There really ation from your emplojee? I think "I smcerely hope that John Mabee wall stop his pubhc spectacle and getfered case studies of their eforts to was some interest developed " that is an appropriate role for
keep workers safe and at work and down to the busmess of working with the department to assure his com-

Pier 1 now has about 700 stores someone in the risk management
'reduce workers comp costs pany's long-term viability," Mr Quackenbush said

nationwide and about 9,000 em- department "
Following are a few of those case ployees, many working part time ***

studies Other steps Pier 1 has taken to Robert Morency Jr lS the er- OCC OKs bank insurance sales
A Caribbean cruise did wonders reduce workers comp costs in- gonomic specialist for L L Bean WASHINGTON-National banks Mll have an easier time gettmg mtofor Pier 1 Imports Inc 's claims clude development of safety Inc, but he also suffers from the busmess of insurance, courtesy of a final rule issued by the Office ofcosts from June 1994 to May 1995 training and behavior modifica- carpal tunnel syndrome himself the U S Comptroller of the Curzency last weekThe company gave store and re- tion programs, surprise store visits At Freeport, Maine-based L L The new regulations, made pubhc last week by U S Comptroller Eu-gional managers the opportunity by loss control representatives and Bean, only 30% of Mr Morency's gene Ludwig at a Washmgton lunch, will permit national banks to set upto enter a drawing for a Caribbean establishment of a light-duty re- time is spent on preven=ion, the re-

cruise by meeting safety goals dur- turn-to-work-policy separate operatmg submdianes to engage in such activities as the sale and
maining time is spent controlling

ing that period, explained Reta *** underwntmg of insurance and secunties underwntmg, provided that the
losses Instead of going into the bank mamtains a controlbng interest in the new entatyLewis, senior manager of the casu- Joan E Spiegel, consultant and production facilities and teaching The rules also hmit a bank's investment in a subsidiary to a maximumalty program and safety depart- former vp of risk management for safety and prevention to the mail- of 10% of the bank's assets and require OCC approval for entermg thement for the Fort Worth, Texas- Safeway Inc in Oakland, Calif, order company's 4,000 regular em-

based retailer new 1lnes of business The new rules, however, do not allow Insurers orse-
detailed a 1991 study conducted ployees and 9,000 employees dur- cunties flrms to own bankmg subsidiariesThe result Claims costs dropped -ng peak season, Mr Morency de-

by $2 million, and there was a 30% The OCC rules drew immediate cntlcism from insurance and consumer
velops guidelines and educates su-

drop in the average cost per claim i groups Insurens hold that the new rules could give banks an unfair com-
Why do we practice pervisors, who then aie responsi-

and a more than 100% increase in petitlve advantage Consumer groups fear that the new rules don't ade-
ble for setting up ergonomically quately protect consumers' rightsthe number of stores reporting no ergonomics? People correct workstations, he said

accident costs, she said and profit,' says L.L. Mr Morency said he advocates
In fact, at the conclusion of the corner computer workstations be- Briefly noted

' Memories for a Lifetime" incen- Bean Inc.'s Robert cause they shorten an employee's
tive, Pier 1 had the lowest number Norman Barham has been elected premdent of Johnson & Hggins, re-

Morency Jr. reach He also favors adjustable
of workers comp claims since sponsible for alllmes of the internationalinsurance broker's busmess Mr

workstations
1988, when the company had 398 Barham, who was named an execubve vp last year, has been a member

"I'm an advocate of the use of
stores, instead of the 692 stores it of the J&H Executive Committee and the company's global practice lead-

sit-and-stand workpiaces, if an
had when the program ended er Mr Barham succeeds Richard A Nielsen, who was elected vice chair-

by Safeway to evaluate its return- employee is required to work at man and retains the title of chief operating ofhcer The U.S. Equal Em-Announcement and promotional to-work program Safeway exam- the computer station more than ployment Opportunity Commission has filed a motion in US Dis-
ticklers for the drawing were med the cases of nearly 500 clerks four hours a day," Mr Morency trict Court in White Plains, NY,to intervene in the race discnminationmailed to store and regional man- with back injuries Not all of the said
agers' homes lawsuit against Texaco Inc , which would allow the EEOC to partici-cases involved Safeway employ- The self-insured clothing cata- pate in the final negotiations of the $176 1 milhon settlement reachedTo qualify for a drawing with ees A portion of the clerks worked log company found that by follow- Nov 15 A state court judge in Houston slashed to $43 5 milhon fromthe potential of winning the five- for a competitor that did not have ing the guidelines on ergonomic $108 8 million the fees and expenses sought by lawyer George M Flem-day, all-expenses-paid Caribbean a return-to-work program but workstations, its employees were mg of Fleming, Hovenkamp & Grayson m Houston for settling claimscruise for two, store managers had otherwise shared demographic more comfortable, and it increased chargmg polybutylene plumbing was faulty Mr Fleming's clients agreedto have facilities free of workers characteristics similar to their productivity and redLCed workers to a settlement of $170 nullion in cash and replumbing valued at $180 mil-comp and general liability acci- Safeway counterparts in the comp losses as well as the risk of
dent costs for one year hon with Shell 011 Co and Hoechst Celanese Corp Eric Oxfeld, for-study further injury

Regional managers automatical- mer asmstant general counsel at the Amencan Insurance Assn, has been
Safeway found it was paying "Why do we practice er- elected president of UBA Inc, a Washington-based organizatton that rep-ly qualified for a cruise if they re- 22% less in temporary disability gonomics? People and profit," Mr resents employers on workers and unemployment compensation issuesduced accident COStS ln their re- costs than its competitor and 75% Morency said "They really go

gions by 30% Eagle-Picher Industbes Inc. wall pay into a trust about 37% of its esti-less in medical treatment costs hand in hand " mated $2 bulion liabihty for asbestos-related personal miury claims The"The way to sell this type of pro- Those results still are valid, Ms -Reported by U S Bankruptcy Court m Cincinnati last week confirmed the manufac-gram to upper management is to Splegel said But a return-to-work Roberto Ceniceros turer's third amended reorganization plan, which mcludes the settlementtalk about the bottom line," Ms program requires risk manage- and Sally Roberts



Tunnel Investigations are now under way mto the hre open the door of the train car in which all the
and wall focus on whether safety procedures- truck drivers and crew were travehng, thus let- Bi Insurance Index
which had been well scrutinized at every stage of ting smoke into what was otherwise a sealed car,Cont:nued from page 1 1,180

the tunnel's development-worked properly • Why did the tunnel's ventilation system, de-A Eurotunnel spokeswoman said it is fully in- durmg the incident signed to blow smoke away from stationarysured for damage to the structure and equip- " 1,160
The rescue system worked broadly as trains, apparently fall to do so?

ment, as well as for third-party hability, rolhng planned," said Sir George Young, secretary of • Given allegations that smoke had been seen 1,140stock and business interruption Eurotunnel's state for transport in the House of Commons last coming froma truck on board the train before it
insurance staff people was working with an in- week He praised emergency services personnel entered the tunnel, why was it allowed to pro- 1,120 
ternal safety investigation team last week and for the "way in which they coped with the mci- ceed?
was unavailable for comment dent and (wished to) express rehef that there The fire has also resurrected questions aboutBoth UAP and Eurotunnel's broker, Alexan- were no fatalities" 1,100

the safety of using open-sided rail wagons forder & Alexander Services Inc, would not com- Three inquiries have been set up, including carrying trucks through the tunnel, according to 1,080ment on the coverage details ones by the Channel Tunnel Safety Authonty, a spokesman for the Kent Ftre Brigade
Some businesses that use the tunnel also may the French government, and by Eurotunnel it- The CTSA had approved Eurotunnel's use of 1,060have business interruption claims because they self the wagons against the advice of some safety ex-can't useitatthemoment, "butthose(losses) wall Theinquiries wIllook at such factors as the perts, includmg that of Kent Fire Brigade Chief 1,040

be nominal," said David Cowdrey, commercial freight shuttle's design, the tunnel's ventilation Jeremy Beech, who is one of the safety authon- 10/4 10/11 10/18 10/25 11n 11/8 11n511/22property manager for Commercial Union Assur- system and the train dnver's actions Attention ty's members, the Kent Fire Bngade spokesman
Base.100 on Dec 29,1978ance Co PLC, which was a co-leader on Euro- also will focus on the cause of the incident, said Mr Beech stated as far back as five years Source Nordby International Inctunnel's coverage durmg its construction but is whether safety provisions were adequate, ago that the open-sided rail cars could be dan-no longer mvolved lessons to be learned, and when full normal ser- gemus because they would not contain a fireThe tunnel was shut down last week after a vices will be resumed In a debate last week in the House of Com-

truck on a Eurotunnel freight shuttle bound for Since Eurotunnel opened for business two mons on the tunnel fire, opposition members of PCS catastrophe options
Folkestone, England from Calais, France, years ago, it has claimed that fire would be its Parhament claimed that the CTSA had been m-
caught fire 12 miles mto the 32-mile long tunnel smgle largest risk As a result, emergency proce- structed by the French and Bntlsh governments As of Nov 22

The freight shuttle was carrying 29 heavy goods dures were m place and practiced regularly (BI, when it was first assessmg the wagons that it Call Pricetrucks with 31 dnvers and three crew Call Pnce

Aug 28, 1995, June 6, 1994) Reports claim the must also take account of the costs and commer- spread bid/ask spread bid/ask

If tne unidentifted truclang company is found last dnll occurred 10 days before the fire cial Interests of Eurotunnel, which had main- Eastern September 1997 Western Annual 1997liable for the blaze, the truck's statutory unhm- The train dnver m last week's incident had tained the open-sided cars would be lighter and 40/60 33/4 40/60 22/36

ited auto thlrd-party habihty coverage could pay three options when he discovered there was a therefore more economical to operate 50/70 22/- 80/100 2/2 1

for the untold costs caused by the fire, under- fire on board under Eurotunnel's safety proce- The incident also raises questions about what 80/100 21/25 100/120 -/2

wnters say dures, said a Eurotunnel spokeswoman sort of freight should be allowed on tunnel Southeast Dec 1996 California Annual 1997

Emergency services, firefighters and ambu- He could continue dnving the train through trains Eurotunnel maintains a ht of prohibited 40/60 0- 40/60 -/4

lances amved at the scene within 20 minutes the tunnel, uncouple the front locomotive and cargo, but as of late last week the company was 80/100 -/- 80/100 1ml

and helped evacuate everyone on board the club car from the rest of the burning traln, or unable to confinn whether polystyrene, a plastic,shuttle National Annual 1997 Northeast March 1997

stop the train and evacuate, which is what he frequently used as packing matenal, was on the 80/100 81/84 15/25 -/1

Although there were no fatalities, eight people chose to do 11st Reports said that the accident involved 120/140 5 5/6 5

were treated in a French hospital for smoke in- The investigations wll focus on why he chose burmng polystyrene, which gives off dense Total volume 22 Total open interest 8,049
halation Damage included the destruchon of 15 the third option, said the spokeswoman smoke as it burns For Information on PCS cat options, call the Chicago Board of
trucks on board the train, as weH as damage to Until last week, Eurotunnel's safety record In the meantime, the CTSA gave permission to

Trade at 312 435-3674

rail wagons, part of the track, power cables and was exemplary Indeed, a Channel Tunnel Safe- Eurotunnel to resume partial freight services last Source Chicago Board of Trade
the tunnel's walls, said a spokesman for Euro- ty Authority spokesman pointed out that last week that are operated by Rail Freight Distnbu-
:unnel He would not comment on the cost of the week's closure was the first since the start of ser- tion Ltd, formerly part of Bntish Railways
damage, estimated repair costs or time the re- vices in May 1994, and that there have been only Board, and the French state railway, Societe Na- British issues
pairs would take two other documented safety incidents The first, tionale des Chemins de Fer The permission Nov. 21 Price P/E Div Yield 1 week

All of the approximately 200 daily train ser- in December 1994, involved a fire m a car's en- cameaftera 13-hourmeetlng last Wednesday m Companies pence pence % high-low
vlces through the tunnel were halted immediate- gine as it was being dnven on board Le Shuttle, Calals with Eurotunnel officials Comml Union 635 122 353 56 644-633

ly after the fire, which reports say could cost Eu- the car-carrylng tram service, and the second It followed Eurotunnel's assurance that "all GenI Accident 718 10 8 38 8 54 718-712

rotunnel apprommately£1 milhon ($1 7 milhon) was the derailment of one car of a freight train the necessary equipment for the safety of this Gdn Royal Exch 257 95 11 3 44 264-254
a day m lost revenues on Feb 20, 1995 There were no mjurles m either type of traffic and, m particular, the in-tunnel Independent 605 11 3 141 23 605-60&

By the end of last week, the Channel Tunnel Incident Royal & Sun 434 10 3 21 6 50 434--424
fire detectors in the sections concerned, are all BrokersSafety Authonty, an Anglo-French agency that Last week's incident, however, raises ques- operational," stated the CISA Additionally, Eu-

Bradstockregulates tunnel safety allowed only a small ttons about the tunnel's safety measures, accord- rotunnel has assured the CTSA that the train's 62 103 71 115 62--62

Fenchurchr.umber of freight services to operate on a single ing to fire brigade sources and members of Par- dnvers Mll be "rebnefed" on the tunnel's emer- 61 4 1 10 6 174 77-61

track, though Eurotunnel had been hoping to liament In parttcular
CE Heath 79 93 63 80 79-74

gency procedures JIB Group

restart hmited services the day after the Incident
111 110 94 85 111-111

• Why did it take Just over an hour to notify A spokesman for CTSA said the Channel Tun- Lloyd Thmpson 188 11 0 12 5 66 188-187

Full service, particularly resumption of the the Kent Fire Bngade, which has a fire station nel would not be allowed to extend other train Lowndes Lmbrt 112 73 105 94 114-112
Nelson HurstEurostar passenger services and the Le Shuttle beside the Dover entrance to the tunnel, when services until the authonty is satisfied that it is 150 92 98 65 187-147

car-carrylng trains, w:111 not be restored untd hench bremen were at the scene within 19 min- safe Sedgwick Grp 124 97 81 65 124-123

crucial safety questions are answered, which utes?
Steel Sri Jones 30 N/M 28* 93 30-30
Willis Corroon 127 11 4 83 65 128-127

nuld take an eshmated three to four weeks •Why dida semor Eurotunnel crew member Stacy Shapiro contnbuted to this report Source Philip Olsen, London *Estimate
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RenatssanceRe Holdings Ltd NYS
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32125 198
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CIGNA Corp
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716 Risk Capital Holdings NDO 175 000 25.13 2338 1650 459 ALL COMPANIESCNA Finan.,al Corp NYS 105 125 AVERAGE
269 02

738 11750 9575 57 ALI Corp
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Top advancing issues Meadowbrook insur. Group, American Bankers Ins, HCC Insurance Holdings. Leading decliners: Kaye Group Inc., LaSalle Re Ltd, Wellpoint Health Networks Most active issue· Travelers Corp. The 81 Index rose 1 2%; the DowJones 30 Industrials rose 1.99>, the S&P 500 increased 1.5% and the NYSE Composite gained 1.296. Average P/E. Brokers, 15.6, Insurers/reinsurers, 38 5; HMOs, 31.6. System design Nordby International Inc
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FAST-TRACKED: APRIL 9,1970
DOWNSIZED: MARCH 10,1995

(EMPLOYMENT PRACTICES LIABILITY INSURANCE CREATED: MARCH 12,1992)

After the Federal Employment Discrimination Laws under Title VII were expanded in 1991, Lexington was among the very first

insurers to understand the need for Employment Practices Liability coverage. And we ve been the industry leader ever since. As workplace

discrimination, workplace sexual harassment and wrongful termination suits continue to rise in frequency and severity, Lexington continues
1 7 1

to work with the companies we insure to help identity and reduce potential employment problems. Call your agent or broker to find out how
the largest U.S.-based excess and surplus lines underwriter can help you, or call 617-772-4586.

LEXINGTON INSURANCE COMPANY PIONEERS IN REVOLUTIONARY COVERAGE
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