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Politics mires

House debate

on health care
By JERRY GEISEL

WASHINGTON-House Democrats and Republicans agree that
reform of the nation's health care delivery system is needed, but
they are miles apart on how extensive the changes should be.

At a House Ways and Means Committee hearing last week, con-
gressional Democrats generally endorsed sweeping changes, includ-
ing developing a national health insurance plan to assure health
care coverage for all U.S. citizens.

"The American people want comprehensive reform, not a tin-
kering of the current system," argued Rep. Marty Russo, D-Ill.

Universal health care coverage is possible only through a single-
payer system, like the Canadian national health insurance program,

Rep. Russo said.
But House Republicans warned against radical changes, arguing

that some changes-especially a federal takeover of the health care
delivery system-would do more harm than good.

"In seeking to correct the shortcomings, we must not do so in a
way that undermines all the benefits our system has provided and is

Continued on page 35

High court
considers

tobacco suit
Cigarette firms say labeling law
pre-empts most liability actions

By STACY ADLER

WASHINGTON-In a case with sweeping ramifica-
tions, cigarette manufacturers last week asked the
U.S. Supreme Court to bar most tort lawsuits alleging
injury from cigarette smoking.

At the same time, a plaintiff's attorney maintained
during oral arguments before the court that the door
should be left open for people injured from smoking
to recover tort damages.

About 100 cigarette liability lawsuits are pending
nationwide, most alleging that tobacco companies
failed to warn consumers of the dangers of smoking

and misrepresented that smoking was safe. Thousands
more suits could be filed if the Supreme Court rules for
the plaintiffs.

On the other hand, a ruling in its favor would im-
munize the tobacco industry from most tort claims.

While plaintiffs could still bring strict liability claims,
alleging that cigarettes are unreasonably dangerous,
such an allegation would be much tougher to prove
than failure to warn or misrepresentation.

Numerous legal theories could be used to try to
hold tobacco companies liable. But the case before
the Supreme Court focused on one narrow issue:
whether the Federal Cigarette Labeling and Adver-

Update
California governor approves
Prop. 103 rate rollback rules
SACRAMENTO, Calif.-Insurance Com-

missioner John Garamendi will begin to
issue Proposition 103 rate rollback orders
this week after Gov. Pete Wilson overruled

an administrative court's blockage of emer-
gency regulations proposed by the commis-
sioner.

Mr. Garamendi "will announce the first

of numerous individual company rollback
amounts" on Wednesday, the Insurance De-
partment said. The state Office of Adminis-
trative Law blocked Mr. Garamendi's

Continued on nezt page

Broker liable for claims

under Garamendi plan
By JOANNE WOJCIK

LOS ANGELES-California In-

surance Commissioner John Gara-

mendi wants to hold surplus lines
brokers liable for claims not paid
by insolvent or bogus non-admit-
ted insurers.

Surplus lines brokers and others
sharply criticize the idea, some la-
beling it an attempt to pass the
buck for solvency regulation.

"The Department of Insurance is
aggressively pursuing a strategy to
hold surplus lines brokers finan-
cially responsible for the unli-
censed products they sell," Mr.
Garamendi told a standing-room-

only crowd at the National Assn. of
Professional Surplus Lines Offices
Ltd. annual meeting earlier this
month.

"Surplus lines brokers must take

SURGEON GENERAK WARNING,Smol9 (Duses 14 Cancer,
HearlDheas<Snp)ema. And *. Com92*909.

tising Act pre-empts state suits charging tobacco com-
panies with failure to warn or misrepresentation.

The federal law requires all cigarette manufactur-
ers to include a specific health warning on their pack-
ages and advertisements: "Warning: The Surgeon Gen-
eral Has Determined That Cigarette Smoking Is
Dangerous to Your Health."

Now the companies are required to rotate four dif-
ferent warnings.

In addition, the act forbids the imposition of any
health-related "requirement or prohibition. . .under

state law" on cigarette makers beyond this specific
warning.

Plaintiffs' attorney Marc Z. Edell told the high court
that a jury verdict in a tort law case is different
from a "requirement or prohibition under state law."
Therefore, the federal act does not pre-empt tort

Continued on page 40

responsibility for the integrity of
the companies for whom you write
insurance," the commissioner as-

serted. "It is your responsibility to
policyholders and I am going to
hold you to it." .

1. I
No regulation -Il M

has been pro-  ]all@
posed that 444#IM
would hold sur- ...,•, 4-. „-••*42
plus lines bro- /Ii -
kers liable for a 
non-admitted 
insurer's failure 

Insurance Do- 
partment spo-
keswoman said. Any proposed reg-
ulation would have to be submitted

to the state Office of Administra-

tive Law for approval.
Such a proposal would be the la-

test in a string of actions by Cali-

fornia regulators to crack down on
abuses in the surplus lines market.

"My underlying goal for the sur-
plus lines system is that consum-
ers' insurance needs are met and

that their claims
California

are paid by the
Insurance

non-admitted
Commissioner

carriers they
John Garamendi

use," Mr. Gara-
wants to hold

mendi said. The
surplus lines commissioner
brokers liable for

said his crack-
non-admitted

down is de-
insurers' failure to

signed to protect
pay legitimate consumers from
claims.

"unethical unli-

censed companies."
To support his claim that a

growing number of insurers are
"poisoning the surplus lines regu-
latory well," Mr. Garamendi cited

Continued on page 30

Big punitive awa rd
unconstitutional:

Appellate court
By MICHAEL SCHACHNER

BALTIMORE-In a first-of-its-

kind decision, a Maryland appel-
late court has vacated a punitive
damage award against Alexander
& Alexander Inc., calling it uncon-

stitutionally excessive based on the
U.S. Supreme Court's landmark
ruling on punitive damage awards.

A three-judge Maryland Special
Court of Appeals panel on Oct. 4
ruled that a $12.5 million award

against Alexander & Alexander
Inc. for deliberately harming a
competitor "does not comport with
due process" because the award is
excessive compared with the harm
the plaintiff suffered and because
the jury was never told the purpose
of punitive damages in the case.

The appellate court ordered a
new jury trial to determine the
amount of punitive damages A&A
should pay.

While other appellate courts
have asked lower courts to review

punitive awards since the Supreme
Court's March decision, the Mary-
land court is the first to vacate an

award and order a new trial.

Tort refornn advocates praised
the Maryland court's decision.
They noted that while the Supreme
Court failed to establish uniform

punitive damage award standards
in its March decision in Pacific
Mutual Life Insurance Co. vs. Has-
lip, lower courts are heeding its as-
sessment that the Constitution re-

quires:

• Trial court judges to properly
instruct jurors on the purpose of
punitive damages.

• Sufficient judicial review of
punitive damage awards (BI,
March 25; March 11).

"This is the first major break-

through by an appellate court and
it ought to give other courts guid-
ance on this issue," said Ted Olson,
a defense attorney with Gibson,

Dunn & Crutcher in Washington,
D.C. "I'm very, very pleased with
this decision."

Mr. ·Olson said that since the

Haslip ruling in March, the U.S.
Supreme Court has remanded at

least 13 punitive damage cases for
reconsideration by lower courts. In
all three cases that have been acted

Continued on page 47

Bidding war heating up  More employers utilizing data  Coleridge scolds U.S. market
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Update
Latest fronting proposal

Prop. 103 regulations reinstated
Continued from previous page
emergency request to approve formulas that would implement Proposi- eases rules for captivestion 103 rate rollbacks, including his proposal to allow msurers an
aggregate 10% rate of return m determintng rate rollbacks The OAL
said no emergency exists and that the department should follow the By MEG FLETCHER The proposal would, ·lowever, ceptable fronting arrangements,
normal procedure of additional heanngs and public comment before increase reporting and security re- the new draft reintroduces vague
implementing the regulations (BI, Sept 9) KANSAS CITY, Mo -The latest quirements for fronted Insurance wording that lS neither workable

proposal from the National Assn programs nor enforceable, said Mr Ronde-Gov Wilson said that "msurers and consumers are entitled to the

swift determination of the insurers' rollback hability and to a compre- of Insurance Commissioners to It's "a vast improvement" over pierre, who chairs an industry ad-
hensive ludicial determination of the viability of the initiative's central limit fronting arrangements is get- previous drafts, said Pail Brown, visory committee working with
provisions " ting mixed reviews director of governmental affairs regulators to fine-tune the model

Individual insurers will decide how they will continue to chal- Some captive insurance company for the Risk & Insurance Manage- law
lenge the regulations once they are ordered to make rollbacks, said a proponents say the latest discus- ment Society Inc in New York The draft lS "a regression" and

spokesman for the American Insurance Assn m Sacramento Insurers sion draft of the proposed model It would cause only minimal dis- "would shut down much of the
have filed several suits challengmg the regulations law, which contains significant ruption to existing fronting pro- non-captive fronting arrange-

changes from earlier versions, is a grams involving policyholders' ments," charged Franklin W Nut-

Fire creates huge fine arts loss "vast improvement," while com- captives, though extensie report- ter, president of the Reinsurance
mercial insurance industry observ- ing and administrative require- Assn of America in Washington,
ers label it "a setback," particu- ments would probably increase :he DC, and a member of the advisoryLONDON-A warehouse fire near England's Heathrow Airport that

destroyed art valued at 30 milhon to 50 milhon pounds ($51 4 million to larly for non-captive fronting cost of such programs, he added group member

$85 7 nullion) could produce one of the largest Insured flne arts losses arrangements Insurance industry representa- The proposed model law calls for

The fire destroyed dozens of paintings and sculptures as well as Among other things, the latest tives, though, are much more criti- overly restrictive controls on
version would generally permit 11- cal of this latest draft fronting insurers in non-captivefurniture, silverware and glassware However, 150 pamtmgs, including

works by Renoir and Matisse, were saved censed insurers to front programs It is "a setback " said Edmonc F arrangements and "the net effect is
The extent of the damage will not be known for some time, say without prior approval from regu- Rondepierre, senior vp, general a prohibition," said Lenore S

underwriters and a spokesman for James Bourlet & Son, the fine lators and would allow captive counsel and secretary of General Marema, gp-legal and governmen-
art packmg and shipping company that owns the warehouse reinsurers to retain underwriting Reinsurance Corp in Stamford, tal affairs for the Alliance of

Estimates for the total loss of fme art ranged from 800,000 pounds to authority for fronted business Conn In an attempt to describe ac- Continued on page 4

100 million pounds ($1 37 milhon to $171 milhon) Bourlet estimates the
loss at between 30 million pounds and 50 million pounds

The loss "certainly is going to be the biggest loss that's ever affected
the fine arts market worldwide," said Andrew MeAdams, fine art and

Canadian market outlook
specie undervqriter for Lloyd's of London syndicate 1009, managed by
Octavian Syndicate Management Ltd Syndicate 1009 leads Bourlet's Overcapacity to ensure low rates over long term: Consultantlegal habihty coverage as well as the all-risk Insurance that Bourlet
makes available to fine art owners who use the warehouse

The possibllity of arson is being investigated, the police said By JUDY GREENWALD scape" during the Canadian Risk to-1 wouid be considered a relati-
Management Conference, spon- vely conservative calculation of

Benefit fraud victims to recover EDMONTON, Alberta-The sored by the Northern Alberta total capacity
short-term fore- chapter of the Risk & Insurance But $10 8 billion Canadian

CHARLOTTE, N C -Three former officials of a North Carolina *6*5,1*t cast for Cana- Management Society Inc ($956 million at current exchange

staff leasing firm and its affiliates will pay more than $35 milhon -4 dian commercial "Insurance is indeed an ever- rates) in capital is now supporting

in restitution to health insurers and others they defrauded as part insurance is a changing landscape," Mr Belton just $136 billion Canadian ($12 04
of a plea agreement with the Justice Department 9- tightening prop- said But, it could be said that billion) in net premiums, "which lS

According to earher court filings by the Labor Department's Of- erty market but landscape is not charging fast exactly twice as much as what lS

fice of Labor Racketeermg, Cap Staffmg Inc of Charlotte, NC, and stable liability rates, a consultant enough, he added needed," said Mr Belton "Clearly,

affihated firms defrauded more than 120 busmesses by causing them» says Fundamental proolems have pla- as long as supply outstrips demand

believe they were covered by a Cap Staffing health plan underwritten Over the long term, though, gued the Canadian insurance mar- by such a wide margin, the market
overcapacity and market fragmen- ket for 15 years and there lS little is gOlng to remain soft and pricesby Travelers Insurance Co Travelers, though, only provided adminis-

trative services (BI, May 7, 1990) Cap Staffing improperly diverted tation will ensure a continued soft evidence of solutions in place, Mr are going to remain under down-
market overall, even if competition Belton said ward pressure "most premiums that were supposed to be forwarded to Travelers for
drives weaker players out of busi- One of these problems is over- Another problem facing insurersclaims payments, Labor Department officials said

As part of the plea agreement, the Justice Department will rec- ness, he says supply "The marketplace has suf- lS fragmentation Among the 135

ommend reduced sentences on the various charges, including fraud Edward T Belton, a risk man- fered from surplus caoacity for active major property/casualty in-
agement consultant in Toronto most of the last 15 years, and the surers in Canada, the largest holdsIn return, Michael Spieles, briefly president of Cap Staffing and its

successor, Umversal Staffmg Associates Inc, wall pay $23 milhon m with the Tillinghast division of problem has grown steadily worse }ust more than a 6% market share,
Towers, Perrin, Forster & Crosby since 1986," he said according to Mr Beltonrestitution, Michael Krebser, an officer of Universal Staffing Asso-

ciates, w111 pay $1 nullion, and Jerry Wolicki, a vp of afhhate Cap Inc , made his predictions last Given the mix of business under- Both overcapacity and fragmen-

Programs, will pay $250,000 month at a session called "Insur- written in Canada, Mr Belton said, tation have created an "undisci-

With that restitution, it is expected "that plan participants eventually ance in an Ever Changing Land- a premium-to-surplus ratio of 2 5- plined, hyper-competitive and very
price-sensitive marketplace," hewill have their health claims paid in full," said Tony Higgins, semor
said This in turn has created widedeputy commissioner at the North Carolma Insurance Department

The exact amount of unpaid claims was not available, but federal and Managed care directory deadline fluctuations in insurers' return on

state officials estimate the amount is $1 million to $1 5 milhon equity, but "the results have not
been bad enough to drive surplus

Insurer ratings downgraded Business Insurance is still accepting completed questionnaires for capital out of the Industry," he
the fifth annual Managed Care Market Report to be published in said

NEW YORK-Moody's Investors Service has downgraded the fi- December, which will list health maintenance organizations and For the immediate future, Mr

nancial strength ratings of two USF&G Corp property/casualty and life preferred provider organizations nationwide Belton said property insurance
The report will be published as a special issue in addition to the rates should harden, while liabilitymsurance subsidiaries

regular weekly edition of BI All subscribers will receive this issue rates should remain stableAnd, Standard & Poor's Insurance Rating Services has lowered
free of charge The loss ratio for commercialthe claims-paying ability and senior debt ratings of Massachusetts

Mutual Life Insurance Co, the senior debt rating of Kemper Corp , and The directories are published as an editorial service There is no property business has deteriorated

the senior debt ratmg of Contmental Corp and the claims-paying abil- charge to be included, but HMOs and PPOs must complete and re- to an eight-year high of 78 3%, he
turn the BI questionnaire by the extended deadline of Oct 28 said Meanwhile, claims are nowity rating of Contmental Insurance Intercompany Pool

HMOs that have not yet received a questionnaire should contact growing at an 18 2% rate, whileMoody's lowered the financial strength ratings for United States
Fidehty & Guaranty Co to Baa2 from Baal and Fidehty & Guar- Karen Armaganian at 312-280-3195 PPOs should contact Sarah written premium growth is declin-

anty Life Insurance Co to Baa) from Baal Moody's also down-
Polster at 312-649-5279 ing by 2% "That class of business

Continued on page 15graded its ratings on other USF&G securities and debt The downgrades
reflect "increasmg risks associated with USF&G's commercial real es-
tate mvestments" and "reduced creditor and pollcyholder protection" Insi*de
resulting from increased operatmg expenses, Moody's said

,/ Southwestern Bell Corp expects that a voluntary Benefit beat 6"We are outraged that Moody's would take such an action" despite
USF&G's plans to restructure its portfollo and reduce operating ex- early retirement program will save the company between Bermuda 37

$60 million and $110 million next year PAGE 6 B/stock index 47penses, said Norman P Blake Jr, chairman, president and chief execu-
tive officer of USF&G The restructunng should show up m 1992 re- Class,fieds. - 42

i,0 Despite some shortcomings, state safety agencies Insider trading ...sults, he said 41

S&P downgraded the claims-paying ability and senior debt ratings of still fill a need that cannot be served by federal OSHA, Insurance services guide......................................... 43
this week's editorial says PAGE 8 International 37Massachusetts Mutual to AA + from AAA over concerns about its "sur-

plus cushion" due to aggressive growth over the past five years Letters 8

1,0 Many policyholders may find that none of the policies London 37"Asset quality problems"-including large real estate holdings-
in their Insurance portfolio covers losses resulting from Opinions 8Continued on page 46
employee arson or vandalism, warns risk management Perspectivec 27

consultant Jim Marshall In Perspectives PAGE 27
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Two groups join
last.minute rush
in Executive Life

takeover bidding
By JOANNE WOJCIK

LOS ANGELES-The bidding
war for Executive Life Insurance

Co. heated up prior to last week's
deadline for offers to take over and

rehabilitate the failed insurer.

One last-minute offer came from

a group led by Hellman & Fried-
man, an investment bank in San
Francisco. The group would infuse
$750 million in new capital into
Executive Life to finance a new

company named Sierra National
Life Insurance Co. That company
would be headed by John J. Byrne,
chairman of Fund American Cos.

Another offer was announced

late last week by Broad Inc., a Los
Angeles financial services com-
pany headed by home building
magnate Eli Broad. However,
Broad is proposing only to acquire
through an assumed reinsurance
transaction $5.5 billion of the in-

surer's policyholder obligations-
or only about half of its total obli-

gations-and an unspecified por-
tion of its assets, but none of its

huge junk bond or its real estate
holdings.

Broad officials could not discuss

the proposal in detail because the
company is durrently in the midst
of a stock offering.

In addition, French investor

group Altus Finance announced
last week that it plans to enhance
its $3 billion offer for the failed life
insurer to make it more attractive

to policyholders.

Those changes do not alter Altus'
treatment of Executive Life's junk
bonds, which other potential in-
vestors have maintained the Altus

bid had undervalued.

Meanwhile, California Gov. Pete

Wilson signed into law last Mon-
day legislation limiting insurers'
investments in high-yield, high-
risk junk bonds to no more than
20% of their portfolios. S.B. 1135,
sponsored by state Sen. Patrick

Continued on page 46

Agent Orange
suits dismissed
Claimants bound by 1984 settlement

By STACY ADLER

NEW YORK-Producers of the

defoliant Agent Orange do not
have to pay more money to Viet-
nam veterans who claim they are
not bound by a $180 million settle-
ment that precluded further law-
suits.

A federal judge dismissed two
lawsuits brought by more than 40
Vietnam veterans and family mem-
bers who claim they were not part
of the original class action and
therefore not bound by the 1984
settlement.

The veterans argued that be-
cause they were not aware of their
injuries in 1984, they could not
have chosen to opt out of the class-
action lawsuit.

During the Vietnam War, thou-
sands of troops were exposed to
Agent Orange. In the 1970s and
1980s many veterans claimed in-
jury from that exposure and sued
companies that produced the her-
bicide, including Monsanto Co.,
Dow Chemical Co., and Diamond
Shamrock Chemical Co., now a
unit of Occidental Petroleum Corp.

of Los Angeles. The claims were
consolidated into a class-action

lawsuit, which was settled in May

1984 (BI, May 14, 1984).
The terms of the settlement ex-

pressly state that the class includes
"persons who have not yet mani-
fested injury."

As a result, U.S. District Court

Judge Jack B. Weinstein of Brook-
lyn on Oct. 4 ruled that the plain-
tiffs were part of the class and,
therefore, bound by the settlement.

Attorneys for the plaintiffs or
the manufacturers could not be

reached for comment last week.

The settlement, which was ini-
tially funded with $180 million by
seven manufacturers and their in-

surers, provides for two trust
funds. One pays disability and
death benefits to veterans and

their families; another supports
counseling programs for veterans.

The disability and death benefit
fund as of Sept. 30 had received
more than 50,000 applications for
payments. The fund has so far paid
27,727 claims totaling more than
$86 million, court records show.

The veterans assistance fund has

funded 134 grants in the past three
years totaling more than $24 mil-
lion. These grants provide services
to veterans in 46 states. I
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While the leaves Were turning colors at the NACSA/NACSE meeting, no turn in rates is expected.

No market turn seen

despite Coleridge plea
By KATHRYN J. McINTYRE

WHITE SULPHUR SPRINGS, W.Va. Vivid au-

tumn colors, frosty mornings and a feisty speech
by the chairman of Lloyd's of London on the sorry
state of the U.S. market punctuated the annual

gathering last week of U.S. prop-

NACSA/NACSE erty and casualty insurance in-
CONFERENCE dustry executives at The Green-

The Greenbrier , brier resort.
Lloyd's Chairman David Co-

leridge, addressing a full house of insurer and rein-
surer executives and agents and brokers, admon-
ished U.S. property/casualty insurers to raise their
insurance rates.

"The only area of the world where rates are still
pretty miserable is the United States. It amazes
me. It's incredible you are prepared to go on offer-
ing security," he said.

"Our composite companies are putting rates up,"
Mr. Coleridge said, referring to multiline insurers
in the United Kingdom. "I just pray that you will
begin to put your rates up here. I don't see how
you can go on."

Roundly criticizing mass media coverage of
Lloyd's financial condition, Mr. Coleridge also as-

sured his audience that Lloyd's is secure and will
have adequate capacity next year and beyond to
serve its commercial insurance buyers and ceding
companies (see story, page 44).

Agents and brokers in the audience, and most of

the insurance company executives, applauded Mr.
Coleridge's counsel quite enthusiastically. A few
reinsurers, who later characterized Lloyd's un-
derwriters as low-ball competitors and complained
that Mr. Coleridge's remarks were merely a sales
pitch for Lloyd's, applauded politely.

But as the agents, insurers and reinsurers headed
for golf courses and tennis courts that had thawed
in the morning sun during the speech, there was no
more talk of rate increases than before Mr. Co-

leridge's lecture.

U.S. property/casualty insurers appear resigned
to no immediate improvement in rates, aware that
capacity among other insurers is plentiful enough
to write any business they try to mark up.

Agents and brokers, however, complain that the
soft market is making it tougher to earn a buck in
the property/casualty business, and they are focus-
ing on ways to restructure their agencies to de-
liver different types of service to clients.

Continued on page 42

Bendectin maker says award exceeds Texas cap

$30 million punitive award
By JOANNE WOJCIK

CORPUS CHRISTI, Texas-

Marion Merrell Dow Inc. plans to
appeal a $33.8 million jury award
to the parents of a Texas girl born
with defects allegedly caused by
her mother's use of the anti-nausea

drug Bendectin while she was
pregnant.

The award, believed to be the

second-largest ever in a Bendectin
case, came in two parts: A county
jury here awarded $30 million in
punitive damages on Oct. 3. An
earlier compensatory award was

for $3.8 million.
Cincinnati-based Marion Merrell

Dow, a unit of Dow Chemical Co.,
will either seek a new trial or ap-
peal the verdict to a higher court, a
spokesman said.

Lawyers for the company also
plan to immediately request that

the trial judge reduce the punitive
damage award to comply with a
1987 state tort reform law. That

law limits punitive damages-
which are insurable in Texas-to

four times compensatory damages.
The company will seek" to have

punitive damages reduced to no

more than $15.2 million, said
George E. Berry, the lawyer coor-
dinating its defense. Mr. Berry is
with Dickson, Carlson & Campillo
in Santa Monica, Calif.

However, plaintiffs' attorney
Barry J. Nace with Paulson, Nace,
Norwind & Sellinger in Washing-
ton, D.C., said he does not believe
the tort reform cap should apply to
this case.

"We think any kind of cap would
be unconstitutional," he said.

Mr. Nace said his staff is also re-

searching whether the tort reform
Continued on page 46

Employer turns to health data for leverage
By CHRISTINE WOOLSEY

CHICAGO-Employers increas-
ingly are ana-

, lyzing data from
Council en their group

Employee Benefits
- - health care

F,H Conleferic.

,- plans to aid in
making deci-
sions about how

to design and better manage em-
ployee benefits.

Bethlehem Steel Corp. of Bethle-
hem, Pa., spends about $250,000
annually to massage reams of data
collected from Bethlehem's insur-

ers, managed care vendors, claims

administrators, hospitals and
pharmacies.

That expenditure is well worth
it, given that Bethlehem spends
about $220 million annually on
health care for its 27,000 active

and 63,200 retired employees, said
Jack Romeo, director of health care

systems in Bethlehem's human re-
source department.

"The first thing you have to do is
identify the data you want to ex-

amine," Mr. Romeo said during a
session at the Council on Employee
Benefits' 45th annual fall confer-

ence, held earlier this month in

Chicago.

"Our data base includes 30

months' worth of claims informa-

tion, including inpatient hospital
claims and about 3.8 million out-

patient claims," he explained.
After identifying what data

should be collected, employers
should assemble the data so that it

can be interpreted, Mr. Romeo
said. "You have to see if the num-

bers mean anything to anybody."
That task is not as easy as it

sounds, he cautioned. "It's like

giving someone a bag of M&Ms and
asking them to sort out all of the
Ws-you either end up with every-
thing or nothing."

After the data is interpreted, it
must be disseminated to the appro-
priate people inside and outside

the corporation, Mr. Romeo said.
Bethlehem not only distributes
health care data to executives in

various corporate departments, but
it also shares data with the Blue

Cross & Blue Shield plans with
which it contracts to help them as-
sess their claims handling ability,
Mr. Romeo said.

"You need to do something with
the data after you collect it," he
continued.

For example, "we've used it dur-
ing bargaining sessions with our

unions as backup information."
When the company negotiates with
its unions, it relies on the data to,

among other things, illustrate the
implications that rising health care
costs have for the company's bot-
tom line, Mr. Romeo explained.

But, he said, the most important
advantage of data collection and
interpretation is using it to obtain
results. Data can be used to im-

prove the quality of health care
and insurance services employers
receive, Mr. Romeo said. And, it

can help pinpoint the areas in
which quality needs to be im-

Continued on page 10
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Fronting draft
Continued from page 2
American Insurers in Schaumburg,
Ill.

Insurance regulators are drafting
the model law to further ensure the

solvency of fronting insurers. First
unveiled last December, the NAIC
proposal has gone through several
revisions with the input of the in-
dustry advisory group (BI, June 24;
April 29; April 8; Dec. 10, 1990).

Significant progress was report-
edly made at a joint drafting ses-
sion Aug. 13 in Washington, D.C.
However, many industry observers
were surprised when new, -major"
changes to that draft were verbally
outlined last month by Vincent
Laurenzano, chief of the New York
Insurance Department's Property
Companies Bureau and chairman of
the NAIC working group that is
crafting the model law (BI, Sept. 30).

The written version of the latest

draft, dated Oct. 4, states that the
goal of the proposed model law is

"to identify, monitor and regulate"
reinsurance transactions in which a

licensed insurer cedes a substantial

portion of its total book of business
to unlicensed reinsurers.

The proposed law also is designed
to limit transactions in which a li-

censed insurer cedes business to an

unlicensed reinsurer simply to supply
the reinsurer with a market.

Key provisions in the new front-
ing draft would:

• Eliminate the prior approval
requirements for many types of in-
dividual reinsurance agreements that
were contained in earlier drafts.

However, most fronting insurers
would still be prohibited from giv-
ing non-captive unlicensed reinsurers
the authority to underwrite, establish
reserves, process claims or make set-
tlements on their behalf.

• Allow a fronting insurer to dele-
gate underwriting functions to a poli-
cyholder's captive reinsurer if the
fronting insurer maintains an ade-
quate degree of control.

For example, the captive must fol-

r.rT., . '
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Employers Reinsurance Corporation is one

ofthe largest writers ofself-insured A&H.

We know the territory. The pithils. And we

can carve out a custom plan no matter how

intricate the client's needs.

We've been over this ground before. With

a Best's A+ rating and financial strength that

won't shrink from tough losses. ERC's sure-

footed underwriting, claims support, and

flexibility of coverage continue to lead the

field. Call 1-800-255-6931 for information.

ERC. Taming runaway costs for over

75 years.

low underwriting guidelines and rat-
ing structures approved by the front-
ing insurer and confirmed annually
by an independent audit.

• Allow a fronting insurer to use

independent third parties to handle
claims and establish loss reserves.

For example, a fronting insurer
could rely on an independent actu-
ary's opinion to set reserves and a

third party to process and settle
claims as long as the insurer conducts
an annual claims audit.

• Limit the amount of business

ceded to any single unlicensed rein-
surer to a percentage of the fronting
insurer's policyholder surplus.

A commissioner's prior approval
would be required if a fronting in-
surer wanted to cede an amount ex-

ceeding 5% of its policyholder sur-
plus to any one unlicensed reinsurer
under a single contract.

And, prior approval would be re-
quired if the total amount of fronted
agreements with unlicensed rein-
surers exceeds 50% of an insurer's

aggregate gross written premium, as

reported in its most recent annual
statement.

However, a state could sign off on
such agreements if already approved
by an insurance department accre-
dited by the NAIC.

• Require 11 minimum contract
provisions in fronting agreements, as
well as requiring recordkeeping and
reporting to be conducted by the li-
censed insurer.

Among the 11 detailed contract
provisions is a requirement that an
unlicensed reinsurer provide and
maintain with the fronting insurer
acceptable collateral-including cash
or lettens of credit-equal to at least
100% of the liabilities ceded.

In addition, the reinsurer must
provide further collateral equal to
25% of the liabilities ceded under

the contract. Alternatively, for life
business, the reinsurer could main-
tain policyholder surplus equal to 5%
of the cedant's statutory surplus,
while a property/casualty reinsurer
could maintain surplus equal to one-
third of its gross premiums written

.:.*l.                        .- ...<tat*EPSEY'.f: ....

-- Employers Reinsurance
5200 Metcalf, Overland Park, Kansas 66201

A General Electric Financial Services Company.

Atlanta/Boston/Chicago/Columbus/Dallas/Kansas City/Los Angeles/NewYork/Philadelphia/San Francisco

on all business in the past 12 months.
Captive reinsurers, though, are

given an additional option to post-
ing the additional collateral: A cor-
porate parent with at least $50 mil-
lion in net worth could agree to
indemnify its captive for losses "re-
sulting from failure of the captive to
meet its obligations under the rein-
surance agreement."

Another of the 11 provisions states
that "the insurer must be provided
with" an opinion from an indepen-
dent actuary by May 1 annually "that

the rates applicable to the policies
reinsured under the reinsurance

agreement are adequate to pay ex-
pected policyholder claims or losses
and loss adjustment expenses."

And, an unlicensed reinsurer must

submit to the fronting insurer on or
before June 1 a copy of its annual
statement with an opinion by an in-
dependent certified public account-
ant.

In addition, the model act calls for

a fronting insurer to report on at
least a quarterly basis all balances
due under the reinsurance agreement
that are payable within 30 days.

The fronting insurer could termi-
nate the remsurance agreement with
90 days written notice to the rein-
surer. The fronting insurer also could
draw on the reinsurer's collateral in

the event that "any" provision of the
reinsurance agreement is not fol-
lowed.

The proposed model law also
would require a fronting insurer to
report detailed information quarterly
to the state in which it is domiciled

on any reinsurance agreement go-
verned by the act.

Any violation of the proposed
model law would result in penal-
ties, including fines up to three times
the commissions and fees earned by
the insurer on the fronted transac-

tion.

The proposed model law excludes
intercompany reinsurance or pooling
arrangements, as well as reinsurance
agreements with an association, pool
or organizations of insurers engaging
in joint underwriting or joint reinsur-
ance that are already regulated.

RIMS' Mr. Brown said the latest

fronting proposal is "more work-
able," although not perfect.

He plans to recommend several
changes, including allowing captives
to perform claims handling as well as
underwriting responsibilities.

In addition, he would like to re-

duce minimum contract requirements
for captives so that a parent company
with $25 million in net worth-rather

than $50 million-could provide an
indemnification agreement.

Mr. Brown said he also wants to

clarify that a reinsurer would have to
seriously breach contract terms be-
fore a fronting insurer could draw
down on collateral.

Industry spokesmen find several
other problems with the draft.

"It really appears more onerous
than previous drafts," said the RAA's
Mr. Nutter.

Specifically, he pointed to require-
ments for multiple audits as well as
"low thresholds" for business al-

lowed without a commissioner's prior
approval. Such provisions increase
the cost of business and subject rein-
surers to regulatory delays.

"I think they tightened it up even
more," said the Alliance's Ms.

Marema. She objects to having all
fronted arrangements regulated, and
recommends that very small fronting
arrangements be excluded if they are
no threat to an insurer's solvency.

Mr. Laurenzano said he will ac-

cept comments on the model until
Oct. 21. Comments should be sent

directly to Mr. Laurenzano in New
York and a copy mailed to NAIC
General Counsel David M. Simmons

at the NAIC's headquarters in Kan-
sas City, Mo.

Mr. Laurenzano plans to meet with
the industry advisory group Oct. 31
and hopes to have a final version of
the proposal prepared by the NAIC's
meeting Dec. 8-12 in Houston.

The industry advisory group ex-
pects to meet Oct. 15 in New York to
discuss the draft. m



Allthis talk about stability
No wonderyou're so nervous.

Relax. Since 1924, our approach to«retirement programs has been
built upon the single-minded pursuit of quality:

Our unchanging philosophy ofpursuing prudent risks plus our strict
investment guidelines enable our clients to prosper, whether the
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insurers. It means providing everything you need to run a 401(k) or
pension plan. From plan design to ongoing management All of which
allows us to achieve a 93% client and asset retention rate year after year.

For further information, write Byron Oliver, President, CIGNA
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Do You Have Good Answers

To These 7 Risk Management
Questions?

0 How can I determine loss trends when I don't know the full financial impact of recent
years' accidents?

® Do the commonly used indicators accurately reflect how my company's approach to risk
management is working?

® How do I know which cases could benefit from medical management or medical
coordination services?

0 How can I be sure my organization won't outgrow our RMIS?

0 What can a risk management department do to ensure the quality of a RMIS?

0 How can subrogation activities contribute to the control of my claim dollar?

fl I am concerned about the financial exposure of an environmental
spill ...How can I prepare for one?

The answers to these questions (plus another
130 like them) are now available in a free

booklet from Crawford & Company entitled
"137 Questions to Ask Yourself Before You

Next Renew." The most popular offering in
Crawford's history, this completely revised
series of questions and answers is designed
to help you improve the service component
of your risk management program.

Covering the key elements of effective risk
management, the booklet includes pointers
on...

claims administration

vocational/medical rehabilitation
risk control

risk management information systems
finance

E--------

| For all of the 137
| Questions and their
| answers, send for our
| free booklet today!
1

| Name:

| Title:

 Company:
 Address:

1 Phode:

| Barry LaFleur
 Vice President

Risk Management Services
| Crawford & Company
 5620 Glenridge Drive, N.E.

P.O. Box 5047

| Atlanta, GA 30302
L__------
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CRAWFORD & COMPANY ,
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Opinions      -
Don't kill state OSHA plans

IHE WORD "OSHA" still makes many manag- -ers cringe. Tales of picayune harassment linked Ellf,NES, 11/SL18#,EE
5,#LkESSEon-

with government safety inspections continue to circu- ©91

late despite increasing efforts by the agency and busi-
ness leaders to work together.

But workplace catastrophes-like the fire last month . I.

at a North Carolina poultry processing plant that killed --*25/Sil=-----*

*4*F--25 workers and injured 55 other employees-drive
home the point that government oversight of occupa-
tional safety and health is necessary and perhaps

should be increased to protect employees. The North - -* \ f¥\ «U· 4> r,A
Carolina plant, which had never been inspected, lacked f -%0 r *9# , I.Z.4
a sprinkler system, fire exits were unmarked and two I "'X*U l, kittl idoors leading out of the building were locked when the ,( (0 + < ' i& *148/#1111„*fire broke out. ' 1, f ' XI 4, 4// * 0

That plant, however, did not fall under the pur-
view of the federal Occupational Safety and Health 1& 2- -ABURAI !*YL-*/'n

Administration. Rather, North Carolina's federally ap- _ -7 -#==-*,
proved job safety program was responsible for-but --

never carried out-inspections at the plant, partly be- 1'6 UKE TO SEE *M
cause North Carolina only employed 37 inspectors, 27 JUSI' '(RY 16 60 TRIS Job \tliTHOUT 05\!C
fewer than recommended by federal OSHA.

In the aftermath of this tragedy, U.S. Labor Sec- For instance, the California workplace safety agency
retary Lynn Martin has ordered federal OSHA to currently is studying occupational safety and health
review the North Carolina program and the programs problems at newspaper offices. There currently is no
operated by 24 other states and territories approved by federal ergonomic standard governing newspaper of-
federal OSHA to enforce job safety rules (BI, Oct. 7). fices.

A knee-jerk reaction would be for Congress to order .State agencies can also tailor their programs to
the consolidation of all workplace safety inspections their individual needs. In states that are home to
under federal OSHA. many companies in a particular industry, for example,

That would not be a wise decision. agencies can stress safety rules pertaining to that in-
Although some state programs are probably not up dustry more easily than a monolithic federal agency

to snuff, neither, in many cases, is federal OSHA. could.
The federal agency suffers from a lack of resources- While it is proper that OSHA is reviewing how
both human and monetary-just like some state plans. well state safety agencies protect workers-and in-

In addition, its sheer size makes federal OSHA deed it may find that some states fall short-the state
slower than some state programs in reacting to emerg- agencies still fill a need that cannot be served by fed-
ing job safety problems. eral OSHA.

Letters

COBRA premiums can be funded through FSAs
To the editor: In the Sept. 9 "Ask a Bene-

fits Manager" column, Dennis Nirtaut left
out the impact of the Consolidated Omnibus
Budget Reconciliation Act of 1985 on medi-
cal flexible spending accounts. He stated:
"An expense must be incurred while...em-
ployed...to be eligible...." A former em-
ployee may also be eligible if COBRA pre-
miums for the FSA are paid. The COBRA
FSA premiums are not pretax, but the
claimed reimbursements would continue to
be tax-exempt. The employee could also
change his or her medical FSA on termina-
tion because of his or her change in employ-
ment status. These are minor points but
could be expensive if overlooked.

Frank M. Arnall
President

Executive & Business Benefits Inc.

Orlando, Fla.
Mr. Nirtaut replies:
You are correct in stating that a former

employee has COBRA rights under a medi-
cal FSA. As experience has shown under
standard medical plans, COBRA admints-
tration can be time-consuming and expen-
sive and can cost more than the 2% charge
that is attowed by law. Although about 20%
of terminating employees opt for COBRA
coverage for medical plans, it appears that
very few employees opt for COBRA for med-

Business Insurance welcomes let-

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

ical FSAs. I checked with a COBRA admin-
istrator for FSAs who indicated that for all
of the plans that the company administers,
only two employees opted for COBRA cou-
erage.

The reason employees usually opt for
COBRA is that they have a large account
balance at the time of termination and antic-
ipate medical copenses that they can mbmit
to the FSA. Because of the fact that COBRA
contributions to an FSA are aftertax, the
FSA loses its main purpose: tax savings on
medical ezpenses.

With regard to your statement that the
emptoyee could also change his medical
FSA on termination because Of a change in

employment status, please note that:
• The regulations state that one may be

attowed to change his or her medical FSA
contributions due to a change in one's
spouse's employment status. However, the
regulations are suent with regard to the em-
ployee's employment status.

• The regulations also state that employ-
ees may be allowed to change their Contri-
butions to a medical FSA due to a "change
in family status." There is no rule that re-
quires that changes be attowed. Therefore, in
order to minimize the additional adminis-

trative burden, you have the option not to
allow changes at the time of termination or
at any other time.

Physical therapists seek role
To the editor: The findings of the Health

Insurance Assn. of America/Wyatt Co. man-
aged care report lauded in your Aug. 19 edi-
torial, "Defending Managed Care," are in-
consistent with experience for physical
therapy.

The report's key conclusion, that vari-
ous legislative mandates to restrict man-
aged care would increase costs, would be
faulty if applied to physical therapy.

Such interpretation would be based on
the fallacious premise that providers ex-
cluded from managed care networks are
necessarily less cost-effective than affiliated
providers. Rather, four other national and
state studies have found that independent
physical therapists charge less for per-ser-
vice and per-episode care on average than
competing providers.

The real issue in provider selection is not
whether every individual practitioner
should be allowed to affiliate but, rather,
the exclusion of entire classes of providers.

Because of the four cited studies' findings of
reduced costs for independent physical
therapists, their blanket exclusion from
managed care increases costs. Yet many
managed care entities refuse to offer them
affiliation. Hence the need for state legisla-
tive relief to maintain fair competition.

We recognize that state regulation may be
idiosyncratic and its application to insurers
is not on a "level playing field" basis due to
ERISA's self-insured plan pre-emption. But
the solution is not to create another problem
of inequity that restrains competition by
non-physician providers. Until all legally
qualified provider types are permitted to
maximize competition, managed care will
neither substantially contain costs nor help
assure quality.

Brian Rasmussen
Director

Department of Reimbursement
American Physical Therapy Assn.

Alexandria, Va.
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Data analysis
Continued from page 3
proved, he added,

"We've seen a reduction in costs

as a result of this data examina-

tion," Mr. Romeo said, noting that
Bethlehem's health care data is ex-

amined quarterly.
Bethlehem has analyzed its claims

experience and compared it with

steel industry norms provided by
MEDSTAT Systems Inc., an Ann

Arbor, Mich.-based company that
collects and analyzes health care data

for large employers and insurers.
Bethlehem also has analyzed the

cost of its benefit plans based on
different plan provisions-like ma-
ternity benefits.

For example, Mr. Romeo said
Bethlehem analyzed the impact of its
carved-out substance abuse and

mental health benefit programs and
found they were saving money. It also

found that the steel industry is being
hit with an increasing number of
stress-related claims, he said.

"We also found a high incidence

of cardiac problems in the steel in-
dustry." he added.

The company also has scrutinized
claims filed by dependents to see
whether some of the stress that

occurs in the workplace is being
taken home. he explained. The com-
pany did notice "an increase in the
number of substance abuse claims

being filed by dependents" in some of

its smaller plant locations, he said.
That increase in claims seemed un-

usual, since most of the plants were
located in rural areas that were not

associated with high drug use. "We

thought, 'Gee there are cows and
trees around here. Why would these
kids want to drink?' and found that"

the kids drank because they had
nothing else to do.

The company also used its data
to develop "a hospital report card"
that it uses, especially in small com-

munities where competition isn't as
keen. A similar report card was dove-
loped for physicians and claims ad-
ministrators to assure the company
that those entities were providing
high-quality services, he said.

Through data analysis, the com-
pany was able to compare the cost
of different laboratory and radiol-
ogy service providers and found that
tests ordered in doctors' offices were

more expensive that those done by
national labs. As a result, Bethlehem

"is looking at developing a carve-out
laboratory PPO- that would use a
network of national laboratories, he
said.

"You may want to take a look at

your outpatient claims," Mr. Romeo
suggested. "We've found that it's
cheaper in some cases to have a pro-

cedure performed with an inpatient
overnight stay than to do it on an
outpatient basis."

Another area that produced sav-
ings resulted from a closer exami-
nation of ambulance utilization, Mr.
Romeo said. "We looked to see

whether the ambulance was taking
patients to the emergency room and
found that they woren't-they were
taking patients to another hospital
for a test" that for some reason could

not be performed in the hospital to
which they were admitted.

In addition, "we found our em-

ployees were taking ambulances,
rather than cabs, to the hospital"
in non-emergency situations "and we
were paying for it," he said.

Collecting, disseminating and
using health care data is not with-
out its problems, he warned. The
steel concern has had trouble with

the quality of the data collected from
hospitals and pharmacies by its in-
surers, health maintenance organiza-
tions and preferred provider orga-
nizations.

Data collectors should make sure

that no coding errors have been made
and that each claims record is com-

plete, he said.

In addition, employers should pin-
point the parts of the group health
plan that they want to scrutinize

especially if they are dealing with the
high volume of information Bethle-

hem deals wi"h. "It takes a lot of time

to process, sc you should know what
y(}u are looking for," Mr Romeo said.

Timeliness also is important. "If
the data is Trore than 3 months old"

and there is a c uestion about whether

a claim should be paid. or not, "that's
no good, because you will have prob-
ably already spent the money on the
claim," he explained.

Ernest J. Sessa, executive direc-

tor of the Pennsylvania Health Care
Cost Containment Council in Harris-

burg, Pa., also spoke during the ses-
sion. The council was created by the
Pennsylvania Legislature to "encour-
age and promote market-based com-
petition" among hospitals in the state
and to provide cost and quality data
to consurners.

Mr. Sessa discussed th 2 success the

council has had in collecsing and dis-

seminating b consumers information
on hospital mirtality rates and costs
in the state.

Ross L. Coffey, vp of client ser-
vices for MEDSTAT, moderated the
session. 1

Unique health plans pose
data comparison problem

By LORI BLOCK

CHICAGO-One critical chal-

lenge fac.ng

11:KNAUON benefit manag-

 ers attemptingC (CESS) 1 to evaluate tneir
\J<,..-di-4/ managed care
O:£1:53

programs is
finding appro-

priate data with which their claims
experience can be compared.

In the vase of Allied-Signal Inc.,
this problem is particularly per-
plexing because the Morristcwn,
N.:.-based conglomerate in March
1988 installed a then-revolutionary
point-of-service health care plan
(B:, Feb. 18, 1991; March .9,1990;
Feb.22, 1988).

Acts of nature, unforeseen losses cr just bad

planning may have lel some companies a little short.

Unfortunately, your security could be someone else's
cash flow

As the market hardens, it's more important than
ever to work with a reinsurer who is committed to

your financial well-beng. One with a record of solid

investments, strong capacity and sound Jnderwriting
Since 191Z American Re has been known as a

Under Allied Signal's Health
Care Connection program, the
company's employees are enrolled
in health maintenance crganiza-
tions operated nationwide by
CIGNA Health Plans Inc., ex-

plained Ronald S. McGurn, vp-
lator relations and employee bene-
fits. Employees can receive treat-
ment from non-network providers,
bur their coverage will be sharply
reduced.

The focus of the plan was to con-
fine employees and their· depen-
dents to a primary care physician
as much as possible as a means of
reducing cost and ensuring that
only :hose plan members who ac-
tually need increased care are re-

ferred to specialists, according to

Mr. McGurn.

The Health Care Connection

program has teen added to the col-
lective bargaining agreements
signed with 20 of the company's 21
unions, with the United Auto

Workers being the lone holdout, he
noted.

"Labor unions are not finding
serious prob.ems with managed
care," Mr. MeGurn said. "What

they do have a problem with is in-
creasing premiums."

And. what Allied-Signal now has
a problem with is comparing the
results of its health care plan with
other companies' experience. Be-
cause its program is unique and its
survey so comprehensive, Mr.

Continued on nert page

stable market; last year alone, our assets totalled

nearly $38 billion. Our commitrrent to client service

is prover every day with responsible underwriting,

customized programs and fast c laims payment.

In addition to our stability, weiffer an innovative

system we call the WHOLE ACCOUNT CONCEPT

t combines specialists from across divisional,

Dorporate and geographic lines to focus on all the

issues alecting your business. As proof of our
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Me:Gurn said he was unaware of

comparable data at other com-
panies.

''We are very anxious to have
people who have a similar plan to
do this kind of survey," Mr.
MeGurn said. "For all I know, this
may be the first survey of its
kind."

Among 4,000 Allied-Signal em-
ployees that were reached by tele-
phone as part of the company's
survey, 93% cooperated.

"If somebody had told me that
before we took the survey, I proba-
bly would have had a coronary,
thinking then that the survey was
going to come out a lot more nega-
tive than it did," Mr. MeGurn said.

Instead, the results of Allied-
Signal's survey were quite favor-
able, Mr. MeGurn noted. Since the
program was adopted, 93% of the
employees said they had used the
network.

In addition, 65% of the surveyed
employees said they had seen a

'We were absolutely thrilled with the results, i*
with 86% saying they were very satisfied

or somewhat satisfied with the quality of care'

« given by the primary care physician, says
Allied-Signal's Ronald S. McGurn.

specialist affiliated with the
CIGNA network during that time,
while 42% said they had received
treatment from a network hospital
since the program was adopted.

However, "probably the most
important question" the company
asked concerned the employees'
level of satisfaction with their pri-
mary care physician since the pri-
mary care physician was the linch-
pin of the plan design, Mr. MeGurn
said.

"We were absolutely thrilled
with the results, with 86% saying
they were very satisfied or some-
what satisfied with the quality of

commitment to a close partnership, we've actually

restructured our company to let you access the best
minds in the business. With a flexible, coordinated

response system that gives you products and

services that are driven by your needs, not ours.

So you can not only survive the next hard market,

but maximize its opportunities.

Make sure you're not paying for someone else's
mistakes. Talk to American Re.

care" given by the primary care
physician, he said.

Similarly, the negative reaction
to either the specialists or the hos-
pitals used in the program was lim-
ited, Mr. McGurn said.

Just 8% of those surveyed said
they were somewhat dissatisfied or
very dissatisfied with the quality
of care given by specialists, and
only 3% expressed some degree of
dissatisfaction with the quality of
care given by the program's hospi-
tals.

The employees also appeared sa-
tisfied with the pharmacy compo-
nent of the plan.
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However, 30% of the surveyed
employees expressed some degree
of dissatisfaction with the vision

care programs provided by the
CIGNA HMOs, prompting Allied-
Signal to decide to adopt a nation-
wide vision care plan in the future,

As the plan administrator,
CIGNA also earned satisfactory
marks, with only a few exceptions,
Mr. McGurn said.

"Now this is not to say that every
one of the 27 health plans had the
same profile," he said, referring
to HMOs operated by CIGNA.
"This is a national profile. There
were some variations, and we're

going to get at those this year," Mr.
McGurn said.

Working with this data, Allied-
Signal's next step was to make
some outside comparisons.

"Since there was no normative

data (from other employers), we
said, 'Fine, let's take a look, at
least within the CIGNA health

plans, how those individuals rated
their providers, those individuals

AMERICAN« RE-INSURANCE COMPANY
555 College Road East, Princeton, NJ 08543-5241, (609) 243-4200

Atlanta. Bermuda. Bogota, Boston, Brussels, Cairo, Chicago, Columbus, Dallas, Hartford, Kansas City,
London, Los Angeles, Melbourne, Mexico City, Minneapolis, Montreal, New York, Philadelphia, San Francisco, Santiago, Singapore, Sydney, Tokyo, Toronto

that had elected CIGNA HMOs.'

The results are fascinating," Mr.
McGurn observed.

For instance, Allied-Signal em-
ployees' overall satisfaction rate
with physicians, which ranged
from 86% to 91% depending upon
the specific question being asked,
was in keeping with the 88% satis-
faction rate revealed in a 1989 sur-

vey of members of CIGNA HMOs.

Similarly, while Allied-Signal's
survey indicated a 97% overall sat-
isfaction rate with the plan's hos-
pitals, CIGNA's survey revealed a
94% satisfaction rate.

Overall, Allied Signal employees'
91% approval rating for the Health
Care Connection program com-
pares with CIGNA's 86% rate.

However, as Mr. McGurn noted,

employees are not uniformly sati-
sfied in all locations. Similarly, the

monetary success of the program-
which has cut the company's per-
capita costs from a projected
$5,003 under the former indemnity
plan in 1991 to an estimated $3,605
this year under the Health Care
Connection-also varies by loca-
tion.

In studying each of the 27 mar-

kets in which Allied-Signal em-
ployees are enrolled in the Health
Care Connection, the survey re-

sults were compared against
CIGNA's national trends, various

regional trends, utilization statis-
ties and employee satisfaction
scores, and each market was

placed in one of four general cate-
gories:

• Case I, in which both the fi-

nancial results and employee eval-
uations were satisfactory.

• Case II, in which the financial

results were satisfactory, but the
level of employee satisfaction was
unsatisfactory.

• Case III, in which employees
said they were satisfied, but the fi-
nancial results of the program
were unsatisfactory.

• Case IV, in which both the fi-

nancial results and employee eval-
uations were unsatisfactory.

As Allied-Signal prepares to

renew the program with CIGNA, it
is ready to discuss the performance
of each of the regional plans. The
company is not going to "macro
bargain, it's going to micro bar-

gain," addressing each regional
plan on a case-by-case basis, Mr.
MeGurn said.

If the plan in a particular market

is deemed a "Case I," the company
plans to simply seek continuous
improvement.

If a plan in a market is deemed a
"Case II" or "Case III," Allied Sig-

nal is going to formulate "specific
plans. .to solve whatever the

problems may be," Mr. Mc Gurn
said.

Using employee focus groups,
Allied Signal plans to draw up a
list of problems that CIGNA will
be required, in the new contract, to
fix. In some cases, that might mean

adding more pediatricians to a net-
work that lacks an adequate num-

ber. In other cases, this may re-
quire CIGNA administrators to

become more responsive, Mr.
MeGurn said.

"But whatever (the problem)
might be, it will be (addressed) as a
separate portion of the contract,"
he said.

And, if a plan in a particular
market is deemed a "Case IV," the

company is "quite willing to go to
market" to find another plan ad-
ministrator, according to Mr.
MeGurn.

"It's not being vindictive, it's not
being adversarial with your part-
ner." Instead, it is a realization
that no insurer can be the best in

each region. "It's unreasonable to
expect them to be," Mr. MeGurn
contended.

Mr. MeGurn's discussion of Al-

lied-Signal's program was part of a
three-part seminar moderated by
Joseph W. Duva, a partner with
Ernst & Young in New York and
formerly benefits manager at Al-
lied-Signal. •
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Basic data examination may fall short
By LORI BLOCK western Bell Telephone Co, was to composed of the general medical cost traneous circumstances? Why not Just increase in the cost of outpatient care

"guide the refinement of Custom- trends m the nation during these compare raw pre-plan costs with obtained within the network
CHICAGO-Analyzing managed Care, determine additional strategies years, Mr Goetzel said post-plan costs on a per-capita basis 1 In all, following the mstallation of

care programs on to maximize savmgs while enhancing But to make these comparisons ef- Mr Goetzel explained tha. such the CustomCare network, Southwest-
/EKRKY-6* a simple before- employee health, and provide essen- fectively and answer the evaluative techniques are fine until sorrebody ern Bell's annual per-capita health

-*\ and-after basis tial information for negotiations with questions, Southwestern Bell's expe- observes, for example, that the com- care cost Inflation dropped to 63%
may fall short of providers, union groups and insur- rience had to be distilled so only crit- pany's demographics have shifted from 11 8%

C) truly determining ance companies " ical factors would be examined over time and, hence, claim costs per Mr Goetzel said there were several

\.ar i·El/ the success of To that end, St Louis-based "In our case, we applied multiple employee have shifted critical points of the CustomCare
such efforts Southwestern Bell and J&J sought regression technology to control for, In addition, Mr Goetzel Fointed evaluation, including that

Instead, benefit managers might answers to the following questions or screen for, other competing out that males and females have dif- • The evaluation examined all of

consider more sophisticated methods • What were Southwestern Bell's forces that may mfluence health ferent medical expense patterns over Southwestern Bell's health care costs,
of evaluating the success or failure of utilization and cost patterns during care costs over time," he said their hfetimes and, thus, a shift m the not just those directly associated with
their managed care programs, said the five-year study period? "What (multiple regression anal- company's male-to-female ratio CustomCare These mclude existing
Ron Z Goetzel, director of data anal- The study period included two dis- ysis) essentially does is say, This was would change its claims patten ELMOs, mail-order drug costs and ad-
ysts and evaluation services with tinct periods from January 1985 to the effect of the managed care pro- So, let's say you wanted to con- ministrative expenses
Johnson & Johnson Health Manage- March 1987, before CustomCare was gram subtracting out all the other trol for both gender and age and • The evaluation relied upon mul-
ment Inc of Santa Monica, Calif implemented, and from the pro- issues that are out there at any given you also want to control for other tiple regression techniques to control

"Many (companies) have embraced gram's inception in April 1987 time," he explained "The way that thmgs," Mr Goetzel said One would for competing explanations for the
managed care as a cost-containment through the end of 1989 savings are calculated is (the analy- end up with a large block of two-by- observed changes m costs
solution," Mr Goetzel said during the • Did CustomCa,re succeed in con- sis) looks at actual expenence vs ex- two tables with 77,760 diferer t com- • Multiple compansons of the plan
Council on Employee Benefits con- trolling health care expenditurer peeted experience and then calcu- pansons, so the actual effects of the were conducted
ference held Oct 3-4 in Chicago 0 Was it effective across all geo- lates the difference that caused that managed care program could be exa- • The evaluation included one data

"But, very little research has been graphical areas savings" mined "independent of all of the base representing a population that
devoted to this area specifically • How did it achieve its savings, In Southwestern Bell's case, the other factors that are playing a role was a part of all the years studied
There are studies on health care ex- if savings were achieved? evaluation accounted for the impact m deterininmg health care coszs . • The eva.uation was conducted

perience that compare crude costs of CustomCare's results in each of of demographic shifts in the plan's Multiple regression analys s sim- by a party other than the company
'time one' vs 'time two' But they are these areas were compared to a population, a heavy migration to ex- phfies this process while highhghting or the insurer
simple in structure, and they don't "baseline," which m this case was the istlng health maintenance orgamza- the impact of some of the extraneous From this analysis and employee
address a lot of the competing expla- pre-Customeare experience, Mr tions, an increase m the number of factors, Mr Goetzel said surveys, the company is hoping to
nations as to why health care costs Goetzel said retirees, changes m management mix, In Southwestern Bell's case, the improve CustomCare's results
may rise or go down over time " In addition, the CustomCare re- variations m network implementa- evaluation based on multiple re- The session was part of a three-

With that in mind, Johnson & sults were compared with results ob- tion, the seasons, and overall health gression analysis indicated the com- part session, "Managed Health Care
Johnson evaluated CustomCare, a tained outside the network as well as care inflation pany saved an average of 24 8% on Programs Results to Date," mo-
point-of-service plan at Southwest- with "normative data," he said In Why go to all this trouble of ac- mpatient care within the network derated by Joseph W Duva, a partner
ern Bell Corp (BI, Sept 23) this Instance, the normative data was countmg for, and factonng out, ex- That was partially offset by an 83% with Ernst & Young in New York I

The purpose of the project, which
focused on the expenence of the com-
pany's primary operation, South- BelISouth evaluates self-designed plan

LARGE DOLLAR By LORI BLOCK lion The Atlanta-based telecommu- rather than contracting with an m- ments m every city where we have
JUDGMENTS nications company is faced with the surer a hospital network," Mr Swilley

CHICAGO-By his own admission, challenge of evaluating a program It chose this route, Mr Swilley said BellSouth first added the phys-
You have paid your lawyer many thou- Reezin Swilley's completely of its own making said, because existing networks did ician compcnent in South Florida
sands of dollars to receive a piece of paper ACIERETEZF. story is no run- And its assessment is far from uni- not match the company's utihzation and Alabama and is preparing to add
that may be worth a lot of money Do you
want to find out if it is') (CCEBS))

-t'\ of-the-mill testi- formly rosy While a f-nancial suc- profiles and offered only small sav- it in New Orleans soon The company
monial to man- cess, the program has been an em- ings At the same time, establishing estimates that the 35% savings that

I investigate/evaluate and determine col ) aged cart ployee relations problem, Mr Spalley its own network would give the com- have been realized to date will rise to
lectibility of Judgments m the 9 contiguous \0.0 1 Ed- Many com- concedes pany greater control by giving it 20% once the program is fully imple-western states with face value of $250,000
upwards panies are Just Mr Swilley spoke at the recent first-hand knowledge of the arrange- mented

now beginning to epaluate the man- Council on Employee Benefits con- ments Overall, the company's hospital
ROBERT A WELLS , aged care programs they have ference in Chicago BellSouth began by outlming its network is now established in 16

Licensed Financial Investigator adopted from health insurers Not BellSouth responded to rising philosophy and objectives rhis led cities, where 85 hospitals are under
602-371-1720 BellSouth Corp , where Mr Swltley is health costs by setting up its own to a benefits plan design and data contract The company also has con-

vp-benefits planning and administra- network of doctors and hospitals analysis Only then did the company tracts with 26 stand-alone facilities
enter mto direct negotiaticns with According to Mr Swlliey, 64% of the
hospitals company's 100,000 employees are

As part of the plan deve opment, considered to be within the network's
the company granted its enployees reach in that they hve within a 25-

The 16th Annual Bermuda

insurance and

"transition rehef' or grace periods, mile radius of a facility
which varied depending on individ- Yet, despite these efforts, the re-
ual circumstances, so that employees sults have been mixed The program
would not have to immediately ter- has helped Contain rising costs But
minate existing provider relation- employee satisfaction has been a

Reinsurance Forum ships problem, and lt points up the fallacy
In its dealings with hospitals, Bell- of relying on utilization to gauge sat-

March 10 - 13, 1992
The Hamilton Princess Hotel

South sought a "wln-wm -elation- isfaction
ship" in the hopes of generating If satisfaction were judged "by how
long-term hospital support, Mr people vote with their feet," as Mr
Swilley said Swilley described it, then BellSouth

"We wanted to be fair vith the would have no cause for concern

providers, and we wanted the pro- Nearly 80% of the employees within a
Offshore Ins:*rance/Onsbore Regulation ts tbe theme oft;ns years conference. viders to be fair with us," Mr. Swdley network area are usmg the program

said "We wanted to pay our fair Such high utillzation would indicate
More new captive insurance companies Call today to receive a brochure for the share, but we did not want to over- at least a modest level of satisfaction

pay We wanted to be able b dellver But an employee survey designedare being formed, more in Bermuda than longest-running, most successful of all
the additional volume, but we to address satisfaction directly in-

anywhere else the captive conferences. wanted to see (their) data and make dicated a dramatically different
sure they were quality mstitutions " story In 1986, before the new plan

Owners ofcaptives are finding new ways Captives m Bnef Direct contracting has cefinitely was put in place, benefit satisfac-

to defend against changes in the insur- Tuesday, Marci, 10 - $375 00 saved BellSouth money to the ex- tion among management employees
tent that it has been implemented was judged to be more than 90% By

ance environment, new organizations to Tbe Forum BellSouth started its program by 1990, this f.gure had fallen to about
work with and new applications for risk Wednesday - Fnday forming a hospital network designed 65% Similarly, benefit satisfactionMarch 11-13 - $750 00

to serve employees, their dependents among non-management employees
management and retirees in each of the 17 states m was roughly 87% m 1986, but, wlth

Forfultber informatton, contact· which it operates the adoption of BellSouth's direct
Speakers representing captive owners, In 1988, ltS flrst year, the program contracting program, satisfaction has
managers, reinsurers and technical exper- Eitten Callahan, Conference Director reduced hospitalization costs by fallen to roughly 59%

Toweys Perrin, 100 Summit Lake Drwe 20 2% Costs were reduced 209% in When BellSouth considered adopt-tlse will cover

Valballa, NY 10595 (914) 745-4611 1989 and 21 1% in 1990, anc a 21 4% mg such a program, one of its grea-
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The company's latest venture has Results to Date," moderated by Jo-

been to add a physician network seph W Duva, a partner with Ernst
"Ultimately, we'11 have arrange- & Young of New York .



Business, unions
seek to cope with
health care reform

By CHRISTINE WOOLSEY

CHICAGO-What kind of na-

tional health in-

KNA"O** surance scheme
can guarantee(i[CESSS) access, quality

Cs.*00.4 / and cost effec-
\07&1-tr

tiveness in a na-

tion that is

being strangled by a huge deficit?
That question is a topic of con-

tinual debate among business,
labor and medical groups. About
the only thing they all agree on is
that something needs to be done to
halt runaway health care Costs.

Corporate America has a signifi-
cant stake in the debate because

the current U.S. health insurance

system is essentially employment-
based. Labor, though, opposes ef-
forts by employers to shift more
costs to workers, while at the same
time supports equal access to
health care for all Americans.

Now there are some signs that
both factions may be willing to
meet halfway to forge a solution to
the problems of health care costs
and access.

Business and labor leaders pre-
sented their views on health care

policy reform earlier this month at
the Council on Employee Benefits'
fall conference in Chicago.

One factor that has delayed a so-
lution is a "40-year run of domi-
nance by health care providers in
the health care policy debate," said
Gerald Shea, director of the health
care division of the Service Em-

ployees International Union in
Washington, D.C. The AFL-CIO-
affiliated union represents work-
ers in low-wage service jobs.

Employers were "conspicuously
absent" from the health care policy
debate that began in the early
19405, Mr. Shea said.

But "that's changing now," he
added. The change was spurred by
President Carter's failed efforts to

create a national health insurance

program. Employers "were left on
their own to deal with huge health
care price increases," he said.

"The government has moved very
quickly to solve its problems with
health care costs," he noted. But
Medicare and Medicaid cost con-

trols have resulted in "a continual

cost shift to private payers."
Employers "became more so-

phisticated health care purchasers
in the 1980s," he said. "And pur-
chasers-rather than providers-
became more and more dominant

in the health care policy reform
equation."

Urging employers to "take con-
trol of the debate," Mr. Shea pre-
dicted that the debate in the 1990s

will be characterized by "a clear
dominance by purchasers."

But their expectations, he eau-
tioned, should be realistic and in-
clude some form of government in-
volvement. "Any health care policy
reform requires major government
action. Going it alone is not a vi-
able strategy," Mr. Shea said.

Calling on business and labor to
take an active role in the health

policy debate, he said that "no one
else is taking a leadership role, in-
cluding providers and insurers."

Most of the ideas so far from in-

surers and medical groups "seem
to be more damage controls than
realistic solutions," Mr. Shea said.

Some employers agree that a so-
lution will include government in-
volvement.

"The feds are so involved now,
we have to realize that is where the

change will come from," said Bar-
bara L. Decker, division manager

of health care planning and legis-
lation at Southern California

Edison Co. in Rosemead, Calif.

The federal government is cur-
rently the biggest payer of health
care expenses-paying about $1
out of every $3 spent on health care
in the United States, Ms. Decker

said. She suggested that tax in-
creases may be a necessary evil in
health care reform.

Government also may be able to
help curb the "technology arms
race" that is driving up health
costs nationwide, she contended.

Continued on next page
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Health care reform
Continued from previous page

As an example, she cited the
oversupply of costly advanced
medical equipment in areas where
health care providers are particu-
larly competitive. That waste
pushes up costs for payers, she
said. ,

One lesson both business and ·

labor learned in the 19805 was that

it is unproductive to fight over who

would pay the higher costs.
"There is just no winning under

the current rules of the game," said
Mr. Shea, the union representative.
"But there is some success when

labor and management work to-
gether to change the rules.

"We favor a social health care

system and we are seeking to bring
coverage to those who don't have
it," Mr. Shea said. Yet, "most of

our time is spent trying to put off
cost shifts to employees."

Labor groups are willing to look
at other reform proposals, though

most ideas now or. the table are

small "piecemeal approaches" that
won't succeed, he contended.

Mr. Shea suggested that health
care cost, access and quality be
dealt with in one reform package.
Those reforms need not be "gov-
ernment-run," but should proba-
bly be "government organized," he
said.

Above all, the nation needs a
"uniform set of rules about buying
health care," Mr. Shea said. "The
key lesson when you look around
the world at other health care sys-
tems, you see everyone is put in the
same system," he explained.

Achieving such uniformity will
be difficult if not impossible, said
Robert Hungate, manager of health
care government affairs for Hew-
lett-Packard Co. in Washington,
D.C.

"All of the platforms say health
care access must be universal. But

you need to define what you will
give access to," Mr. Hungate
pointed out. The cost, level and

t

..'...

quality of health care services that
will be universally offered will
have to be established.

Some reformers want a U.S. na-

tional health care system based on
the Canadian model. Canadians

enjoy free access to heath care, but
their system is not "monolithic,"
Mr. Hungate pointed out. The
quality of services and equipment
varies among the provinces, and
research shows that provinces with
higher incomes have higher health
care prices.

The U.S. health care system is
not much different, he said. On a

per-capita basis, Massachusetts far
outspends Mississippi on health
care, so the question becomes
which standard to use for the na-

tion, Mr. Hungate explained. "As
soon as you start talking about
making health care available to all,
you have to decide what level
you'll make available. People are
quite different in their spending
patterns and that has to be figured
in."

I .'

f:

£

Furthermore, "we have managed
our benefits programs very much

based on individual benefits needs,
not societal benefits needs," Mr.
Hungate said. Some people may
think that mammograms should be
covered by any minimum universal
benefit package, while others
would say breast cancer is not as
big a concern as cardiac problems
and would demand that preventive
services for heart disease should be
included.

Mr. Hungate also pointed out
that a successful health care sys-
tem will include only the most
cost-effective and highest-quality
providers. As data on mortality
rates at different hospitals and
medical care facilities becomes
available, it will have to be fae-
tored into any discussions about
reform, he said.

All parties involved in the health
care policy debate will have to
make some trade-offs, Southern
California Edison's Ms. Decker

acknowledged.

'F
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Employers, for instance, may
have to accept mandatory coverage
to help even the playing field,
while labor may have to accept
more cost shifting, she said. "It
makes sense for people to have a
financial interest in the health care

they receive," she noted.
Physicians and hospitals, too,

will have to accept cost contain-
ment if reform is to succeed, she
said. And insurers may have to
swallow more regulation that
would help eliminate inefficien-
eies, like duplicative administra-
tive services.

Among the health care reform
"building blocks" that Ms. Decker
favors are:

• The creation of a national

health care council to monitor

health spending, propose non-en-
forceable expenditure targets and
report annually to Congress on the
causes of rising costs.

• Payment reform that would,
among other things, eliminate cost
shifting and improve access for the
uninsured.

• Waivers of antitrust restric-

tions that would permit commu-
nity multi-payer consortiums to
negotiate with providers, increase
market power of third-party
payers-regardless of size-and
modify the balance of power from
providers to purchasers.

• Capital spending for a data
base that would track significant
health care capital purchases to
help reduce costly duplication of
resources and to improve geogra-
phic distribution of resources.

• Standardized claims forms

used by all third-party payers that
would provide data for an inte-
grated health care data base and
reduce administrative costs.

• The creation of a technology
assessment agency that would help
determine the effectiveness of new

procedures and equipment, publish
utilization and coverage guidelines
for insurers, rationalize the intro-
duction of new technology based
on outcome research.

Moderating the session was John
MeMahon, director of employee
benefits for TRW Inc. in Cleve-
land.

CEB's annual

fall meeting
attracts 200

CHICAGO-Attendance at

this year's
Council on

4< Employee conferenceBenefits fall

<2.81.E.3-4 held here

Oct. 3-4
reached nearly 200.

The 1991 fall conference was

the 45th in the organization's
history. The conference, dubbed'
"Benefits in Transition" fea-

tured sessions on managed
health care programs, program
effectiveness, developments in
managed prescription drug pro-
grams, health care public policy
and health care data manage-
ment.

The CEB, founded in 1946, is
composed of representatives

from 183 companies interested
in employee benefit planning.
The organization's president is
John K. MeMahon, director of
employee benefits for TRW Inc.

of Cleveland. This year's gen-
eral conference chairman was

William E. Quarterman, man-

ager-benefits planning and re-
search for Ford Motor Co. of

Dearborn, Mich.
The fall conference is the or-

ganization's only annual event
that is open to both members
and non-members. The next fall

conference is scheduled to be

held in Boston Sept. 30-Oct. 2,
1992 at The Westin Hotel Co-

pley Place. I



Pharmacy costs Continued from page 2

Canadian market

managed under
network system

By LORI BLOCK

CHICAGO-Employers could
better contain

<ERNATION their prescrip-
, tion drug costs

C CCEBS) ) by adding a
their managed

prescription drug plans, an insurer
says.

Managed prescription drug plans
have made great strides since their
introduction more than two dec-

ades ago, but these programs fall
short of actual cost containment,
he said.

A managed drug program today
may comprise "a well-designed
and managed network of commu-
nity pharmacies" that assure em-
ployees "the best quality and the
lowest cost," said Perry Cohen, as-
sistant vp-medical policy and pro-
grams for Aetna Health Plans, a
unit of Aetna Life & Casualty Co.
of Hartford, Conn.

The concept evolved over a 20-
year history of managed drug pro-
grams, starting with prescription
card programs in 1970, advancing
to standardized pharmacy claim
submissions in 1977, the arrival of
mail-order drug programs in 1985,
and the advent of on-line claim

submissions in 1987.

Several trends are driving the
move toward a complete managed
drug program that includes a man-
aged pharmacy program, Mr.
Cohen said at the Council on Em-

ployee Benefits' 45th annual fall
conference in Chicago earlier this
month.

Those trends include:

• An increasing demand by em-
ployers to control the cost of their
prescription drug benefits.

• The willingness of employers
to carve out the outpatient drug
portion of the benefit and manage
it separately.

• The existence of technology
that allows for the sophisticated
management of pharmaceuticals in
community pharmacies.

• The pharmaceutical industry's
acknowledgment of the ability of
managed care pharmacy programs
to control utilization in the outpa-
tient setting.

• Increased efforts by the fed-
eral and state governments to con-
trol the cost of pharmaceuticals for
the elderly and the poor.

"My read of what's happening
now is cost shifting, not cost con-
tainment," Mr. Cohen said.

Cost-containment efforts like

mail-order prescription drug pro-
grams, which may improve access
and lower costs when compared to
indemnity programs, ultimately
fall short, Mr. Cohen said.

Statistics on the actual savings
generated by these programs are
poor, he said.

And, Mr. Cohen added, mail-

order drug programs can only ef-
fectively provide medication for
chronic conditions like insulin-de-

pendent diabetes or high blood
pressure. He added that generally,
such programs are unable to meet
the needs of a patient suffering
from a more acute condition, like
an infection, that would require
immediate treatment.

In addition, existing efforts to
manage prescription drug costs fail
to address a crucial problem:
waste. Mr. Cohen reported that
40% of all prescription drugs are
not taken to completion. Of course,
100% of these prescriptions are
paid for, he said.

"There's an opportunity there for

some real cost savings," Mr. Cohen
said.

And perhaps that is where the
implementation of a managed
pharmacy network can help, he
said.

As with so many other managed
care initiatives, the key here is
data, Mr. Cohen said.

"You cannot manage what you
cannot measure," Mr. Cohen ob-
served.

With an electronically connected

pharmacy network, benefit manag-
ers can obtain the most current

utilization information at the time

the drug is being dispensed, ac-
cording to Mr. Cohen.

This data, when coupled with a
three-Dart drug utilization evalua-
tion program, should cut down on
the waste and, hence, produce sav-
ings, he said.

Mr. Cohen explained that drug
utilization should be evaluated by
the physician prospectively, or be-
fore the drug is prescribed; by the
pharmacist concurrently, or before
the drug is dispensed; and by the
physician, pharmacist and patient
retrospectively, or after the patient
has taken the drug.

The goal of this drug utilization
evaluation program is to ensure
that "the right drug is prescribed
to the right patient in the right
dose at the right time using the
right brand at the right price," Mr.
Cohen said.

However, "if no action is taken

to change (inappropriate) patient
or provider behavior," then all a
company has done is add to the
cost of its program, Mr. Cohen
stressed.

The ideal managed pharmacy
program should feature a master
prescription data base that both
physicians and network pharma-
cists could access, Mr. Cohen com-
mented.

This data base should include

not only claim and other informa-
tion from all existing drug pro-
grams, but also a medical informa-
tion data base consisting of
medical, hospital and ancillary
service claims data.

By combining prescription data
with all the other medical data,

employers can "see what works
and what doesn't," Mr. Cohen ex-
plained.

When designing a drug benefit
program, employers initially
should cover only prescription
drugs, he recommends.

In addition, the use of generic
substitutes should be made man-

datory, employee copayments
should be required, supplies
should be limited to just 30 to 60
days to cut down on waste, and the
benefit should cover prescriptions
obtained from network pharmacies
only.

The ideal managed pharmacy
program would provide coverage
for necessary and quality drugs;
ensure that pharmacies are reason-
ably accessible; offer appropriate
financial incentives for both pa-
tients and pharmacists to partici-
pate in the program; and rely on
on-line pharmacy claims submis-
sion for control.

Such a program should minimize
waste, eliminate fraud, track abuse

and ultimately would manage-
rather than shift-costs, Mr. Cohen
maintained.

Mr. Cohen's discussion was part
of a two-part session on managed
care developments.

The session's moderator was

CEB President John K. MeMahon,
director of employee benefits for
TRW Inc. of Cleveland. .

obviously needs a very significant
rate increase," he said.

The outlook for liability insur-
ance is more encouraging from a
risk manager's point of view, said
Mr. Belton. The loss ratio for this

business for the 12 months ending
June 30 was 64.5%.

At that level, because of the rela-

tively high investment income on
claims reserves, liability business
is still probably producing a satis-
factory return on insurers' capital
at risk, he said.

As a result, unless there is a dra-

matic increase in claims, liability
rates are likely to remain stable,
according to Mr. Belton.

Focusing on the longer-term pic-
ture, Mr. Belton said that overca-

pacity in the market will ensure
that "hyper-competition" will
continue "and the financial

strength of the less agile, the less
efficient, the less well-capitalized
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insurers-and brokers, for that

matter-will gradually deterio-
rate."

Weaker companies will even-
tually be weeded out, he added,
but there is little likelihood of a

major market crunch any time
soon.

Instead, Mr. Belton foresees a

"slow and stately" process, per-
haps best described as "gradual
attrition."

One of the possible consequences
of this slow process is that Euro-
pean insurers are likely to become
even more dominant in the Cana-

dian market, Mr. Belton said. They

seem to have capital and they are
global thinkers, he said. On the
other hand, he added, Canadian-

owned insurers "don't have global
horizons."

"We may see the Japanese enter
the market in a significant way,"
added Mr. Belton. But, with capi-
tal now flowing back into Japan,

he said he does not expect that to
happen soon.

While the marketplace that
emerges will have fewer players
and be less fragmented, it will still
be overcapitalized, "unless share-
holders reverse their long-standing
habit of parking their surplus capi-
tal."

If interest rates are low enough
and the demand for capital grows,
there would be opportunities for
investors to put their capital else-
where, said Mr. Belton.

However, even should the indus-

try remain overcapitalized, a
"more disciplined, less fragmented
and more stable market" should

eventually emerge, Mr. Belton pre-
dicted.

"During the transition, the risk
manager will have to be alert to

monitor developments carefully
and be prepared to quickly adjust
to the rapidly changing conditions
in the marketplace," Mr. Belton
warned.

Another speaker, Brian John-
ston, president and chief executive

Continued on next page
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Canadian market
Continued from previous plge
officer of CIGNA Insurance Co. of

Canada in Toronto, presented sev-
eral predictions of the C'anadian
market's course over the n€xt year.

Among his predictions:
• There will be some hardening

of the market in 1992.

The shift will be fe!t more

acutely in the energy sector be-
cause of the turbulent reir.strance

market in the United Kingdom and

Europe, he predicted.
Property rates "certainly have to

increase," he added.
• There will be a redurtion in

the number of "pure" Canadian
underwriters.

• Although there will lie fewer
players, the Canadian market's
size will not diminish and capacity
will remain stable.

• The ability of Canadian com-
panies to retain larger pom tions of
their risk will begin to see 'a mod-
erate increase."

RxAmerica - can help:
I Cost Containment

I Increased Generic Utilization

I Flexible Plan Design
I Ease of Administration

Let us help you create a drug benefit
plan that makes sense for you.

For more information, call
Wade Hall, National Sales Manager, at

1-800-999-1242.

6merica
369 Billy Mitchell Road, Salt Lake City, Utah 84116
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Another speaker made a forecast
of developments over the next dec-
ade in the Canadian market.

Gerald A. Wolfe, vp for General
Reinsurance Corp. in Toronto,
made several predictions for the
course Canada's reinsurance mar-

ket will take in the next decade.

Total reinsurance assumed in

Canada was $1.9 billion Canadian

($1.64 billion at year-end exchange
rate) last year, while total rein-
surance ceded totaled $2.6 billion
($2.24 billion)

Mr. Wolfe said treaty business
accounts for 80% to 85% of the

business, with facultative making
up the remaining 15% to 20%. A
total of 85% to 90% of the Cana-

dian reinsurance business is bro-

kered, with the remaining 10% to
15% direct business. Of the facul-

tative business, about 35% is bro-
kered, while 65% is written on a
direct basis.

Over the next decade, Mr. Wolfe

predicted that:
• There will be fewer primary

players because of withdrawal,
consolidation and acquisition.

• There will be less of a demand

for treaty reinsurance as a percent
of the overall market, while facul-
tative demand will increase. He at-

tributed this shift to the develop-
ment of the errors and omissions

market for service industries.

• There will be more excess-of-

loss and less proportional reinsur-
ance for both treaty and faculta-
tive business.

• Larger reinsurers will garner a
greater share of the market be-

cause of surplus and quality issues,
as well as the consolidation of

players.
"I think there will be more of a

flight to quality," said Mr. Wolfe.
• There will be fewer reinsurers

entering the Canadian market and
perhaps more leaving or consoli-
dating.

• The demand for higher catas-
trophe covers will continue.

• An increase in property rein-
surance rates is coming soon, while
casualty business will remain flat.

This is because the cost of catas-

trophe covers will climb, while re-
trocessional capacity is increasing,
Mr. Wolfe said.

• Demand for financial reinsur-

ance by Canadian cedants will
grow.

• Canadian reinsurance regula-
tion is unlikely to change.

• Long-term players will do
well.

Also speaking at the session was
Christopher R. Markwell, senior
vp-insurance for the Royal Bank of
Canada in Montreal, who spoke on
the impact of proposed legislation
on Canada's insurance industry.

Proposals expected to be enacted
early next year will allow banks to
purchase and wholly own insur-
ance companies, he said. Bank
holdings are now capped at 10%.

"Allowing Canadian banks to

own property and casualty insur-
ance companies can bring financial
stability to the industry in at least
two ways," Mr. Markwell said.

"First, Canadian banks will be

able to inject Canadian capital into
an otherwise foreign-dominated
industry and, second, the destiny
of Canadian-owned companies will
be more determined and controlled

in Canada by Canadians," he said.
"How many examples can we

think of in recent years involving
foreign-owned Canadian insurance

companies that have departed,
been cut back, sold, merged or
have restricted writings because of
the parent company's misfortunes
or changes of strategy at home?"
Mr. Markwell asked. "These deei-

sions have had massive implica-
tions for the Canadian insurance

marketplace."
Also speaking at the session was

Bernard Rodrigues, superintendent
of insurance for Alberta, who is
based in Edmonton. The session

was moderated by Richard Saylor,
insurance and risk manager for
Coca-Cola Beverages in Toronto. I



Evelyone knows exactly Who's
re sponsible for the health care crisis.
What maybe even worse than the skyrocketingcostof
healthbenefits is all the fingerpointingthat goes with it.

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

upward spiral.
Yet ith cleai; the only way we'11 ever truly manage

the cost of health care, and make care available to
the greatest number of people, is for each of us to
shoulder our fair share ofresponsibilits That, we
believe, is the essence of managed care.

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

First, superior medical management digs deeply
into issues of utilization, pricing and quality man-
agement, looking beyond the typical cost containment
and utilization review.

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

Thiid, ourformalquality managementprogram,
Operation Excellence, establishes baseline specifi-
cations aginst which we measure performance. The
program enlists every Aetna Health Plans employee
in identifying ways to improve customer service.

Finally,Aetnah fullline of managed care pmducts,

Aetna Health Plans

V

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

These initiatives effectively bring providers,

employees and employers into the process of man-
aged care. With tangible results. Last year we saved
our customers a record $1.95 billion.

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

(214) 401-8562. A policy to do more.
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Renaissance men rethink their Gfunction'
By JUDY GREENWALD

EDMONTON, Alberta-The risk

manager's role

525f-*1Lige»=r , has expanded be-
»assonce, yond simply pur-

chasing insurance
to being involved
in risk identifica-

tion and risk control throughout a
company, a consultant says.

However, risk managers must edu-
cate senior management about risk
management's importance if they are
to continue to evolve, a retired pro-
fessor of risk management says.

These were among the views at a

panel discussion titled "Risk Man-
agement Renaissance-Advancing
the Art" during the Canadian Risk
Management Conference held last
month. That theme was also the

theme of the conference, which was

hosted by the Northern Alberta chap-
ter of the Risk & Insurance Manage-
ment Society Inc.

A departure point for much of the
discussion were the thoughts of H.
Felix Kloman, vp and principal of the
Tillinghast division of Towers, Per-
rin, Forster & Crosby Inc. in Stam-
ford, Conn. Mr. Kloman, who was not

present at the meeting, had written
that: "Risk management should be
seen more as a function than a spe-
cific position. It should be practiced
by many levels of management, with
coordination and guidance from the
senior level."

David Warren, founder of consul-

tant Warren, MeVeigh & Griffin Inc.
of Newport Beach, Calif., and now an
independent consultant based in
Orinda, Calif., noted that risk man-

agement can be the difference be-
tween a company's profitability and
its bankruptcy.

Why, then, are risk managers not
higher up in the corporate hierar-
chy?

One reason, Mr. Warren suggested,
is that risk managers have reached
their position from the "bottom up,
not the top down." Two very good
risk managers he knows, for instance,
started out as secretaries in their de-

partments. This shows that education
is less important than a solid back-
ground in risk management, he said.

"Risk management is simply man-
agement," said Mr. Warren. The risk
manager, in fact, does what the chief
executive officer would do if the CEO

were blessed with the risk manager's
knowledge.

The risk manager must have a "ho-
listic view" of his or her organization
and must be knowledgeable in a wide
variety of subjects, said Mr. Warren.
The risk manager, in fact, is probably
best suited to hold a top management
job because he or she looks at the
organization as a whole entity.

What kinds of risks should a risk

manager address? "All of them," Mr.
Warren said. Of course, the risk man-

ager will not make decisions about
areas like product design, but these
factors could affect a risk manage-
ment decision, he said.

Historically, risk managers have
been part of the finance department,
noted Mr. Warren. But, in light of the
diminishing role insurance purchas-
ing plays in risk management, is that
still the proper place for them? he
asked.

Theoretically, he said, the risk
manager should report directly to the
CEO. But from a practical stand-

point, the CEO can only have a few
people directly report to him or her.

In deciding to whom to report, Mr.
Warren suggested that the determin-
ing factors should include which de-
partments the risk manager contacts
most often, which is the best position
from which to contact people, and

where will the risk manager have the
greatest visibility.

Mr. Warren commented that only

36·years ago, no one held the posi-
tion of risk manager within a cor-
poration.

Obviously, he said, the discipline

has made great strides since then.
But, to continue to achieve what it

wants to achieve, risk management
must take the initiative, said Mr.
Warren. "Nothing is going to be
handed to us."

For example, risk managers must
take the initiative in selling man-
agement on the need to upgrade the
function, Mr. Warren said. "The iu-
ture does look bright, but only if risk

managers take the initiative and
make it happen," he said.

Wayne Snider, professor emeritus
at Temple University in Philadelphia,
said at the session that most in the

profession are in agreement as to the
desirability of a "renaissance" in risk
management.

However, such developments take
time, he said. For example, the con-

cept of risk management was first
outlined publicly in 1955, but it was

not until January 1966 that Douglas
Barbw, who also spcke at the ses-

sion, was appointed cne if the first
risk managers.

Mr. Barlow, who is now retired

as r_sk manager of Toronto-based
Massey-Ferguson Ltd., sa-d at the
meeting that if risk management is to
evolve, it will be because it demon-
strates it has survival value.

"The test of survival value is the

opinion of the chief executive offi-
cer," he said.

Temple's Mr. Snider said that if a
risk management renaissance is to
occur, there must be an education
program directed not at r_sk manag-
ers but at senior management, to
change their perspective of what risk
management is.

This program must be directed a:
business schools, "where the future
leaders will come from." he said.

Risk management must be intro-

duced now in managernent, finan-
cial and human resource courses, Mr.

Snider suggested.
It will take 20 to 30 years before

students exposed to risk management
reach the top positions in business, he
said. However, "you are laying the
seed of a different perspective. This
must be done."

Mr. Snider also discussed the im-

portance of catastrophe management,
whereby risk managers bring to-
gether senior management from
every area within the zorporation,
tap their thinking on what risks the
company faces and plan accordingly.

"1 the renaissance is to occur, this

is the crucial area of activity, and this

is within your control," he said.
Also speaking at the conference

was Robert W. Esenberg, president
of the Risk & Insurance Management

Society Inc. and risk management
director for the city of Virginia
Beach, Va.

Mr. Esenberg said the risk man-
agement profession must be prepared
to change because of the expansion of
the global economy in Europe, the
United States, Canada and else-
where.

Other speakers at the session in-
cluded Ward Ching, a senior con-

sultant with Tillinghast in Irvine,
Calif.; Michael L. Smith, associate

professor on the faculty of finance
at Ohio State University in Co-

lumbus, Ohio; and Paul A. Gray,
manager-risk, safety and regulatory
affairs at Nordion International Inc.

of Kanata, Ontario.

The session was moderated by Mi-
chael Salter, manager-risk and insur-

ance for Alberta Energy Co. Ltd. of
Edmonton, Alberta. I
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Risk managers, audit committees should meet
By JUDY GREENWALD

EDMONTON, Alberta-Risk
managers should

*fjls,r„e -be talking
5..._.-/- directly to their

board of direc-

tors' audit com-

mittees, and not

necessarily with their bosses pres-
ent, says a retired banker.

Hal Wyatt, retired vice chairman
of the Royal Bank of Canada in
Calgary, Alberta, and a board
member of several corporations,
recommended that boards of direc-

tors take a more direct interest in

risk management.
Mr. Wyatt spoke during a session

at the Canadian Risk Management
Conference, held here last month

and sponsored by the Northern Al-
berta chapter of the Risk & Insur-
ance Management Society Inc.

Retired banker suggests open talks without bosses present
"It is imperative that boards of

directors include regular reviews
of risk and insurance management
matters as a part of their responsi-
bilities," Mr. Wyatt said.

And, he suggested that boards of
directors' audit committees play a
key role in this process. While he
said audit committees have dra-

matically increased the corporate
matters they examine, "as far as I
can ascertain, not many audit com-
mittees, or the full board, have
concerned themselves nearly
enough with the state of the com-
pany's risk and insurance manage-
ment program."

Instead, they essentially have re-
lied on management to evaluate in-
surance and how the company's
risks are being managed, Mr.

Wyatt said. However, "more and
more frequently they are coming to
realize this falls far short of per-
forming their duties," he said.

Mr. Wyatt said some of the
boards he serves on receive an an-
nual insurance report that is
usually submitted by the chief fi-
nancial officer, treasurer or corpo-
rate secretary, none of whom can
necessarily give a well-informed
opinion on coverage details.

Mr. Wyatt said there have been
only two cases in his experience
where there has been an opportu-
nity for a face-to-face discussion
with the risk manager. -In none of
these cases has the risk manager
been questioned independently of
other senior officers of the com-
pany. And this is what I think

Now, you can have them
on your side."

  Looking back, it was inevitable.
When The Hertz Corporation

searched for a TPA that could

combine the most reliable personal

service with the fastest, most

sophisticated computer technology,

none measured up to their standards.

So, they created their own

unique team. And Hertz Claim

Management, a separate subsidiary

of Hertz, was born.

Today, over a decade later,

Hertz Claim Management provides

complete claim management services

for employee benefits, worker's

compensation, and liability claims -

to insured and self-insured corpor-

ations, municipalities and associations

across the country.

They currently process claims

amounting to over $750 million

yearly. And have become to the claim

management industry what Hertz is to

the car rental industry. The fastest,

most reliable team in the business.  j

Heitz Claim Management

needs to change," he said.
Mr. Wyatt said as a first step, the

audit committee should be more

involved in studying at least these
four elements:

• Identifying the company's ex-
posure to accidental or fortuitous
losses that could seriously impair
its resources.

• Evaluating the risk in terms of
past losses and potential future
losses.

• Designing ways to control the
risk by implementing measures to
eliminate hazards, improve safety
and heighten concern for the en-
vironment.

• Financing the risk to ensure
there are sufficient funds to meet
loss situations as they occur.

"It should not be difficult to gain

Fo' more info,mation contact Robert B. Shomer, EVP, 225 Brae Boulevard, Park Ridge, NJ 07656-0713 (201) 307-2929.

the interest and support of direc-
tors concerning the important role
you play in enhancing and protect-
ing a company's financial well-
being," he said. "After all, aren't
your objectives much the same?"

The question is how risk manag-
ers can communicate their con-
cerns to directors, said Mr. Wyatt.
"In so many companies the risk
manager's reporting relationship
shields him or her from the board

if reporting through the corporate
secretary or the chief financial of-
ficer," he said. "All too frequently
it is the latter who attempts to ex-
plain insurance matters to the
board. I question if this is adequate
or even at times worthwhile."

Mr. Wyatt recommended that the
audit committee comprehensively
examine the company's insurance
program at least once a year. "The
risk manager should make a report
to the board annually and respond
to questions, which should take
place without other senior com-
pany officers present," he said.

In addition to being questioned
about the company's risk manage-
ment program, risk managers
should be given the opportunity to
speak freely on all risk and insur-
ance management matters, sug-
gested Mr. Wyatt. The audit com-
mittee chairman should also be

kept informed of any major
changes in the program, he said.

Corporate structure also can hin-
der effective communication for

risk managers, according to Ber-
nard S.Y. Fung, global managing
director in Toronto with Anistics,
an Alexander & Alexander Ser-

vices Inc. consulting unit.
There is an increased tendency

for organizations to become more
decentralized, with managers able
to make more autonomous deci-

sions, said Mr. Fung, who also
spoke at the session. As a result,
"you really have to go and per-
suade your colleagues" to follow
risk management procedures.

"In a decentralized organization,
risk management must also be pro-
moted by everyone" from the top
of the firm to the bottom, he said.

Mr. Fung warned also that
"There is still a lot of confusion,
certainly, in the minds of corporate
management" between the con-
cepts of insurance and risk man-
agement, he said. "Some of you are
not helping" by focusing on insur-
ance instead of on risk manage-
ment with company managers.

Risk managers are still taking a
"carrot and stick" approach,
rather than telling management
what they must do, he said. And
they are using too much jargon and
technical language, he said.

Among those with whom the risk
manager should communicate, he
said, are boards of directors, senior
management, operational manage-
ment, employees at large, financial
institutions and the community.

And rather than adhering to a
narrow focus in communication,
risk managers should focus on gen-
eral practices and guidelines that
will guide the organization. The
risk manager must provide guiding
principles and overall strategic
thinking to direct other employees
in making the right decisions, Mr.
Fung said.

A risk manager must also com-
municate in the context of enhanc-

ing company results, he said.
"Every decision will have an im-
pact on the value of the firm."

Also speaking at the session was
Keith R. Gibson, risk manager for
the Municipal Insurance Assn. of
British Columbia, based in Rich-
mond, British Columbia; and Mi-
chael L. Smith, an associate pro-
fessor of finance at Ohio State

University in Columbus.
The session was moderated by

Peggy A. Stirrett, director-risk
management for Calgary-based
Petro-Canada Inc. I
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Surplus Underwriters Casualty Insurance Company:

Specialists in all areas
of miscellaneous

health care malpractice
Surplus Underwriters is a unique market for
miscellaneous health care malpractice cover-
age. We are a stable, financially sound, 21 year-
old company supported by A.M. Best "A"-rated
reinsurers, and this ; s the only class of business
we write. Because it is our specialty, we often
write services and prcfessions other companies
refuse. Surplus Underwriters is an approved
surplus lines insurer in most states.

For more information or a quote, call today:

713/522-6533

SURPLUS UNDERWRITERS
CASUALTY INSURANCE COMPANY

3121 Eastside • Suite 545 • Houston, Texas 77098
Fax: 713/639-6330

Canada's cleanup
costs far exceed

insurers' surplus
By JUDY GREENWALD

EDMONTON, Alberta-The esti-
mated cost of

cleaning up Can-
/ ada's waste sites

- far exceeds theinsurance indus-

try's capital and
surplus, warns a Canadian broker.

While estimated cleanup costs
range from $15 billion Canadian to

$210 billion Canadian ($13.28 billion
to $185.91 billion at current ex-

change rates), Canadian insurers only
have about $9.5 billion Canadian

When asmall miscakulation
o¢Ids upto big litigation.
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People make mistakes A misplaced decimal point
on an important financial document. A confusing telephone
conversation that leads to mistaken action. A missed deadline.

Unfortunately, in our suit-happy society, small mistakes can add
up to big legal battles. And without proper errors and omissions
coverage, they can prove disastrous to your client's bottom line

1 n our service economy, more and more businesses are at
risk Like specialized computer software design, environmental
testing labs, medical account management, credit reporting firms
and marketing consulting companies.

Customized errors and omissions coverage from
Media/Professional Insurance provides the protection today's
service businesses can count on. Our staff attorneys and
underwriters work as a team to handle applications and claims
promptly and with expertise. And through A-rated Gulf
Insurance Group, we can offer thorough coverage at
realistic premiums.

Make sure your clients are protected from lawsuits
they hadn't calculated on. Call the E&0 experts at

Media/.Professional Insurance. Because nobody counts
 on making mistakes.

 Media/Professional Insurance, inc.Two Pershing Square, Suite 800 · 2300 Main Street
Kansas City, Missouri 64108 · 816-471-6118

America's E&0 Authority

($8.41 billion) in capital and surplus,
says Ronald Poole, senior vp at Reed
Stenhouse Cos. Ltd. in Toronto.

Many Canadian insurers are for-
eign-owned, he said, and a large per-
centage of that total capacity could
be repatriated, "because there is very
little of it that we actually own."

Mr. Poole presented this gloomy
scenario during a session of the Ca-
nadian Risk Management Confer-
ence, held in Edmonton last month
and sponsored by the Northern Al-
berta chapter of the Risk & Insurance
Management Society Inc.

He observed that finding funds to
pay for pollution cleanup in Canada
could be even more difficult than in
the United States, where total

cleanup costs are estimated to be be-
tween $150 billion and $2.1 trillion.
Total capacity and surplus for the
U.S. insurance industry, though, is
estimated at $150 billion.

Mr. Poole also said Canada tends

to lag five years behind the United
States in litigation trends. Some of
the same environmental insurance

issues that have been litigated in U.S.
courts, including what constitutes a
claim and what is equitable relief, are
now surfacing in Canadian courts.

And he sees no reason to suppose
that the drift of events will differ
from what has occurred in the United

States. "So much for our smugness,"
he said.

Mr. Poole said that with no practi-
cal way to purchase retroactive en-
vironmental liability coverage, risk
managers must study past policies for
possible coverage. Underwriters will
pay an "enormous price" for having
written policies in previous years that
weren't as explicit in their exclusions
as today's policies, he said.

Discussing the shape of the future
pollution insurance market, he said,
"I foresee a very difficult period
which is going to cost all of us
dearly."

However, for the time being, there
will be a supply of environmental in-
surance products that is "prudently
and selectively underwritten and
tightly engineered," Mr. Poole added.

He predicted that some environ-
mental liability coverage will become
available, although it will be "subject
to the swings of market capacity."

Mr. Poole said he expects the mar-
ket to develop claims-made environ-
mental liability policies under which
a sudden, accidental and environ-
mentally damaging event must be re-
ported within 120 hours of the first
occurrence.

In the short terrn, Mr. Poole be-
lieves a market will begin in spe-
cialty environmental liability cover-
age for financial institutions,
architects and engineers errors and
omissions and similar exposures.
Limits will not exceed an aggregate
of $10 million, however, and the cov-
erage will be "relatively expensive."

There also is the likelihood the al-

ternative market will grow, he said.
By definition, through the alternative
market companies can become inves-
tors at the same time they are insur-
ers. These facilities will become more

nurnerous and will be an important
element in Canada, he said.

In addition, Dennis Thomas, a se-

nior partner with the Milner Fenerty
law firm in Edmonton, said there is

pressure in Canada to follow the
same route as the United States by
introducing laws like the Compre-
hensive Environmental Response,
Compensation and Liability Act-or
Superfund. However, as an attorney,
Mr. Thomas said, "I just hope and
pray we don't bring it to Canada."

Focusing on particular projects
and getting sites cleaned up through

Continued on page 22
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Today% employee health care system is shot full of holes. Unnecessary surgical
procedures, extended hospital stays, inappropriate diagnostic testing, over-utilization of
psychiatric and substance abuse benefits, code gaming and the rubber stamping of daim
payments can seriously drain a company's profits.

Insurers that address only one or two of these problems won't stem the flow.
At ITT Hartford, we take a total approach to cost containment. Managed care

networks, utilization management (induding psychiatric and substance abuse review),
hospital bill audits, health care provider proftling and careful attention to monitoring
and managing claims are all part of our process.

Everybodfs plugging cost containment these days. The ITT Hartford
difference is a strategy that's as comprehensive as it is conscientious. 1/.

For a program that holds water, talk to us. ITT HARTFORD
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Waste sites
Continued from page 20

prompt administrative action that
addresses the problem, rather than
getting "dragged through the courts,"
is key to avoiding some of the ongo-
ing problems in the United States, he
added.

Tom Fowle, an environmental en-
gineer with the Insurers' Advisory

Organization in Toronto who dis-
cussed legislation and regulatory ac-
tivities in Canada, noted that every

province has enacted its own pollu-
tion laws, and even within provinces,
individual municipalities also have
enacted their own laws.

In addition, enforcement practices
will differ. Enforcers in one area

come down hard on violators; else-
where, violators benefit from a "blind

eye," said Mr. Fowle, noting that this
has created an "uneven playing
field."

Mr. Fowle also discussed the scope
of Canada's environmental problems.
He noted, for instance, that Canadian

Sometimes a second

carrier is one too mari
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Note Royal FlexsM is available in most states

'Ib cover both property and
boiler and machinery for larger
insureds, Royal is the only source
you need.

Few other carriers have

the capability and expertise for
handling both coverages,
especially for larger accounts.

But Royal stands alone with
Royal Flexf the uniquely filed
property form that lets you
combine coverages for uniquely
customized policies.

With Royal, you deal with
our underwriting specialists
and in-house engineering loss
control and claims handling.

Your clients beneftt from

one set of terms and conditions

which helps them avoid cover-
age gaps. And eliminates the
coordinating hassles ofjoint
loss agreements.

For details, contact your
local Royal Insurance branch
omce.

And let's get together,
one on one.

&***1 Royal Insurance

industries generate nearly 7 million
tons of hazardous waste each year,
half of that in Ontario. And about 20

million tons per year of municipal
solid waste is generated, most of
which ends up in landfills, he said.

In addition, acid rain seriously
threatens the air.

Underground storage tanks are an-
other problem. More than 10% of the
200,000 tanks in Canada may be

leaking, said Mr. Fowle. The overfill-
ing of tanks, which can spillover and
pollute water supplies, also is a prob-
lem, he said.

Costs to upgrade USTs and for site
remediation will average $250,000
Canadian ($221,325) per site. The
cost of UST cleanup alone will
amount to about $5 billion Cana-

dian ($4.43 billion), or $200 Canadian
($177) per citizen, he said.

In addition, site remediation costs
could also total $5 billion Canadian,

Mr. Fowle said. Cleanup costs of 400
hectares (988 acres) of Toronto har-

bor property alone are estimated at
$320 million ($283.3 million), said
Mr. Fowle.

Other speakers at the session were
John Leeds. minister of the environ-

ment for Nova Scotia in Halifax;

Doreen Henly, director of environ-
mental affairs for the Canadian Man-

ufacturers Assn. in Ottawa; Brian
Farlinger, director of commercial af-
fairs for the Canadian Bankers Assn.

in Toronto; and Sally Hall, past pres-
ident of the Edmonton, Alberta-
based Consumers Assn. of Canada.

The session was moderated by Jo-
seph MacDonald, manager-insurance
for BP Canada Inc. in Calgary, Al-
berta.

Canadian

conference

attracts 573

EDMONTON, Alberta-A

total of 573

0;L5it
people at-

/tended the
Canadian

Risk Manage-
ment Confer-

ence Sept. 22-25 in Edmonton
and sponsored by the Northern
Alberta chapter of the Risk &
Insurance Management Society
Inc.

"Risk Management Renais-
sance-Advancing the Art" was
the theme of the conference,

which featured a panel discus-
sion on the past and future evo-
lution of the field (see story,
page 18).

During the conference, Gary
G. Vamplew, manager-insur-
ance and risk management for

the Ministry of Government
Services in Toronto, was pre-
sented with the Donald M.

Stuart Award, which recognizes
outstanding contributions to
the field of risk management in
Canada. The award was estab-

lished and is maintained by the
Ontario RIMS chapter, al-
though it may be awarded to a
member of any of the Canadian
chapters.

The conference also gave a

gift to Michael F. Steeler, who
is retiring as publisher and
managing editor of the Cana-
dian Insurance Journal, which

is published in Toronto.
Next year's conference, which

will be held Oct. 4-7 in Ottawa,
Ontario, has been named Ot-
tawa Kaleidoscope, or OK '92,
and will be hosted by the Cana-
dian Capital Region chapter of
RIMS.

For further information write

to: Ottawa Kaleidoscope '92,
P.O. Box 55032, Ottawa, On-
tario, Canada, KlP 1A1, or call
conference chairman Len G.

Marks, Supervisor-Administra-
tive Services for the Regional
Municipality of Ottawa-Carle-
ton at 613-560-1304.
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Pure and Simple.
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Integrated departments: Not for everyone
By JUDY GREENWALD

EDMONTON, Alberta-Integrat-
ing loss control,

74*=Vemmt , safety, health and
/ environmental

32./4 functions along
9 with risk financ-

ing within the
risk management department is effi-
cient and avoids unnecessary dupli-
cation.

But it can also create a depart-
ment with muddled goals.

There is, in fact, no one answer
to which approach should be taken;
it all depends on the circumstances at
a particular company.

This was the conclusion of a ses-

sion on "fitting the pieces together"
at the Canadian Risk Management
conference held last month in Cal-

gary and sponsored by the Northern
Alberta Chapter of the Risk & Insur-
ance Management Society Inc.

Speaking in favor of an integrated
department was Paul A. Gray, man-
ager-risk, safety and regulatory af-
fairs for Nordion International Inc., a
Kanata, Ontario-based manufacturer
of radioisotopes used m the nuclear
medicine industry.

Advocating a separation of risk
financing from loss control and re-
lated functions were Graham Jack-

son, a director with consultant Inde-
pendent Engineering Services Ltd. in
Dallas, and A. Laird Wilson, visiting
professor of safety and loss manage-
ment at the University of Alberta in
Edmonton.

Integrating risk management func-
tions within a single department
makes it easier to get things done,
contended Mr. Gray.

He noted that risk management
can be divided into two strategies:
risk control and risk financing. The
former includes activities like expo-
sure avoidance, loss prevention and
loss reduction. Risk financing in-
cludes risks that are retained by the
organization, such as funded and un-
funded reserves and captive pro-
grams, and those that are transferred,
such as insurance.

"Insurance (alone) is not risk man-
agement," said Mr. Gray. It is just
one aspect of it.

Any loss also has a net incorne or
financial aspect, he said, and you
cannot have risk control without risk

financing. "It's got to be a consoli-
dated approach."

He identified six distinct steps in
the risk management process:

• Identification of risk exposures.
• Measurement and analysis of ex-

posures.

• Determination of exposures that
will respond to treatment by existing
and available technology.

• Selection of appropriate technol-
ogy based on cost effectiveness.

• Managing implementation of the
program in the most cost-effective
manner possible.

• Audit and followup.
Consistent throughout this risk

management process, he said, is the
same financial thread regarding cost
effectiveness and the importance of
appropriate actions being taken. But
this approach is by no means limited
to risk management. In advocating a
consolidated approach, Mr. Gray
pointed out that similar steps are
taken in, for example, occupational
health management.

There is also a "common sense"

aspect to an integrating many func-
tion into a single department, said
Mr. Gray. Making a decision from
only one perspective will not, in most
cases, resolve an issue and will cer-
tainly not benefit the organization.

Coordinating the expertise within
a company, though, assures the risk
manager of greater success and ac-
ceptance of the ultimate recommen-
dations produced, he said. This prac-
tice relates directly to the
consolidated risk management de-
partment, he said.

Mr. Gray also delineated the ad-
vantages of a integrated risk man-

agement department:
• Coordination, including the atil-

ity:o develop a detailed overview
and plans to deal with exposures
from all perspectives.

• Efficiency, effectiveness, cos:
and timeliness. By using a central
focus, programs are efficiently and
effectively implemented. said Mr.
Gray.

• Accuracy and precision. "Every-
body works together toward a com-
mon goal," he said.

• Credibility. This is gained with
effective program implementation.

• Improved communication.

• Better teamwork.

• "Pro-activity." This approach
permits a more active, ratner than
a reactive, response to events.

• Mutualrespect, with everyone on
the team recognizing what she other
is doing.

• Underwriter awareness. This ap-
proach enhances the ability to an -
swer underwriter questions regarding
diverse loss exposures.

• Insurance. Knowledge cf the de-
tails of the risk exposur€s enhances
the ability to place the appropriate
levels of insurance.

Health, safety, environment and

loss control functions as weL as risk

management all have the same basic
structures, said Mr. Gray. "These
functions are not only similar, but
virtually identical in purpose, focus,
philosophy. principle and mission."

But Mr Jackson, the enineering
consultan'., countered that not only
are the functions not virtually identi-
cal, they don't even "fit together."

Why, he asked, would risk man-
agers "p.ay down the major contri-
bution" Lhey could make by taking
on other issues like risk finance?

'That' s something I've been try-
ing to grapple with for all these

years," he said. "It's a fine theory,
but does i: .vork in practice?"

Man> companies have found it
doesn't. They are backing away from
coordinatcn after running into "pa-
ralysis by analysis," said Mr Jack-
son. It has left risk management
staffs analyzing a situation "while
the operatiins guy has got the prob-
lem hanging down around his neck."

Another problem, he said, is es-
tablishing the department's focus. "Is
its main focus financial, or loss con-

trol" or something else, like property
protectiont "To be effective, a de-

Continued on next page
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partment needs to have a clear mis-
sion," said Mr. Jackson.

Furthermore, many of the func-
tions of an integrated risk manage-
ment department-like keeping on
top of legislative activity-require
considerable technical expertise.
How, he asked, are people going to
have a "true career path" if the de-
partment is under the influence of
the financial part of the organiza-
tion?

Resolving conflicts can also be a
problem for integrated departments.
A conflict between instituting safety
measures and saving money, for in-
stance, is best resolved by senior
nianagement, rather than by "fil-
tering it through one department," he

said.

Mr. Wilson, the engineering pro·-
fessor, advocated a similar team ap-
proach. Both risk management and
loss control require expertise that is
both deep and wide, he said, adding
that both activities are valuable, so
"don't crunch them together."

These functions, particularly in
large companies, should be managed
by different departments, he advo-
Gated. There is no reason the risk
manager and the loss control man-
ager could not work together to a
point, but then work separately on
the individual details of their own

work, said Mr. Wilson.
The bottom line on which approach

to take depends upon the company's
culture, its geographical location. its

kyear
dorsement.

eE»

.4

employees' skills and its knowledge
requirements, concluded Ross N.
Collett, manager-risk management at
Bow Valley Industries Ltd. of Cal-
gary, Alberta, who moderated the
session.

It is important, he added, that a
company's structure provide value
for its shareholders. The company
cannot just rely on its insurance pro-
gram alone. A plan that can work
within each individual company is
needed, said Mr. Collett, management
must make a commitment to provide
needed resources and people.

Also speaking at the session was
Garry J. McDonell, global director
in Toronto with Anistics, an Alex-
ander & Alexander Services Inc. con-

sulting unit •

.

Sky not limit, yet,
to liability awa rds

By JUDY GREENWALD

EDMONTON, Alberta-Signifi-
cant procedural

Atk·*le=e»t / and substantive

*Maance</ differences be-
tween the U.S.

and Canadian

legal systems help
explain why Canadian court awards
tend to be lower, says a Canadian
lawyer.

Two key differences are the wider
use of contingency fees and the
greater number of jury trials in the
United States, said E. David D. Ta-
vender of the Milner Fenerty law
firm in Calgary, Alberta.

Jury trials are almost the rule in
major cases in the United States, but
in Canada, juries do not hear com-
plex and technical trials, said Mr.
Tavender. And U.S. juries tend to
punish large, wealthy defendants, he
said.

"There's hostility toward concen-
trations of power," added Mr. Ta-
vender.

Contingency fee arrangements,
which allow readier access to the

legal system, are common in the
United States, but not in Canada,
he also noted.

Mr. Tavender spoke at a session ti-
tled "Liability Insurance in Canada:
Setting the Limits" during the Cana-
dian Risk Management Conference
held last month in Edmonton. It was

sponsored by the Northern Alberta
chapter of the Risk & Insurance Man-
agement Society Inc.

Among the other procedural dif-
ferences Mr. Tavender cited are that:

• Court costs are generally not
awarded against unsuccessful parties
in U.S. litigation, as they are in Can-
ada.

• Class-action lawsuits are, for
now at least, more common and more

easily prosecuted in the United
States. Legislation proposed in On-
tario, though, would make such suits
easier to bring in that province.

• During pre-trial discovery, U.S.
plaintiffs focus heavily on assessing
defendants' wealth. In Canada, this is
only possible in punitive damage
claims.

Substantial differences in substan-

tive areas of the law also result in

lower awards in Canada, said Mr.
Tavender.

In patent infringement cases, for
example, Canadian plaintiffs are re-
quired to choose between having
damages awarded on the basis of lost
profits or by calculating the loss of
royalty income.

U.S. courts can award damages on
both grounds, and can also award
treble damages for willful miscon-
duet

In Canada, it also is much more
difficult to win a punitive damage
award, he said.

But in contrast to this relatively
positive view of the Canadian civil
justice system, Mr. Tavender also had
a warning. The concept of prejudg-
ment interest has been introduced in

Canada, he noted, and it could have
the effect of almost doubling awards
in cases that take six to eight years to
come to trial.

"I do not think the sky is the limit
in Canada, but I think there are some
signals out there that risk managers
should carefully heed," Mr. Tavender
warned.

Other speakers included Gerald A.
Wolfe, vp of General Reinsurance
Corp. in Toronto, who discussed fac-
tors to be considered in deciding on
liability insurance limits.

Mr. Wolfe said that among the fac-
tors Canadian companies should con-
sider are their U.S. directors and offi-

cers' exposures and U.S. exposures in
terms of the geographic distribution
of products and operations.

In discussing solvency issues, Mr.
Wolfe also said that federal solvency
requirements in Canada are now
stricter than those in the United

States, although legislation now be-
fore Congress could strengthen U.S.
requirements (BI, Aug. 12).

Also speaking at the session was
Lorne Scully, managing director of
Marsh & McLennan Ltd. in Toronto.

The session was moderated by Cath-
erine E. Dowdall, risk and insurance

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

The AIG member companies are
known for skill in underwriting special

1

t

t

2

:1:.. 4 .,
. C-- -:5 ...- ·

Istherea risksommplex we can'tdesign
acoverage forit? Probably not.

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

You'll also discover at AIG a

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

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

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

AIG World leaders in insurance and financial services.
American International Group, Inc., Dept. A, 70 Pine Street, New York, NY 10270.
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14*Worker vandalism, arson
With dishonesty exclusion, all-risk property cover may leave gaps *

By Jim Marshall insurers' lawyers to persuasively argue insurers-in the summer 1990 edition The 1989 Florida case of State Farm

that-based on the plain, ordinary or of Coverage, a publication of the Frre and Casualty Insurance Co vs

MANY POLICYHOLDERS assume popular definition of dishonesty- Insurance Coverage Litigation Kane illustrates that the scope of the »

that their all-risk property employee acts of arson or vandalism of Committee of the American Bar Assn dishonesty exclusion can go beyond
insurance will cover damage or an employer's property should be Section of Litigation The article, the corporate employer In Kane, the
destruction of their property resulting considered dishonest and suk)Ject, "Corporate Arson and a New exclusion applied to the landlord, in
from employee arson or employee therefore, to the dishonesty exclusion Tool-The 'Dishonest Acts' addition to the tenant whose president itt%
vandalism Unfortunately, many What constitutes a dishonest act in Exclusion," was written by John had set a fire

policyholders may find that none of an insurance context has been Waters, a partner in the New Orleans A common response from agents,

the policies in their insurance Judicially determined on a number of law firm of Bienvenu, Foster, Ryan & brokers and insurers relative to the
portfolio covers such losses occasions, perhaps most frequently O'Bannon dishonesty exclusion found in

Ironically, an all-risk property with regard to employee fidelity In his article, Mr Waters observes property policies has been to defend %*5
.

policy may afford less coverage than a coverages that in cases of corporate arson, m the the dishonesty exclusion on the basis *3*
basic or named-perils policy This In the absence of a specific policy absence of a dishonesty or similar that the coverage which is excluded
paradox results from the fact that definition of dishonesty, in the context exclusion, the right of the corporate from the property policy can be
all-risk policies often contain of employee fidelity coverage, policyholder to recover would properly insured under the client's

exclusions not generally found in dishonest acts have been judicially typically be dependent upon the employee fidelity coverage
named-perils policies defined as acts that involve bad faith, degree of general control that the Their conclusion is based on the . 41

For example, dishonesty exclusions willfulness, a breach of honesty, a corporation had vested in the specific premise that only employee theft
are typically found in many property want of integrity or moral turpitude individual responsible for committing would be excluded by the dishonesty
insurance policies However, there are Such acts may or may not amount to a the arson exclusion in the property policy The
several ways to mitigate the potential crime In effect, in the absence of a assumption that the employee fidelity
effects of these exclusions Property insurers can, and will, dishonesty exclusion, courts have coverage is an adequate replacement 4

There are a number of variations of
1

for coverage under the property policy
the dishonesty exclusion found in suffers from a number of fatal flaws

Property insurers can, and will, argue that under
all-risk policies A common version First, at least four courts have now

would exclude coverage for loss a typical judicial determination of what constitutes held that the dishonesty exclusion in

caused by "any dishonest or criminal a dishonest act, employee acts of arson or vandalism all-risk property insurance policies

act of any proprietor, partner, director applies to more than just employeeof an employer's property should be considered dishonest
or employee of the insured, whether or theft In other words, the exclusion

not occurring during hours of
acts and, thus, should be excluded. applies to arson

employment " Second, most employee fidelity

With respect to employee arson or policies do not provide coverage unless

vandalism losses, the operative words argue that under a typical Judicial typically looked to see whether the the act by the employee was

or phrases included in such a typical determination of what constitutes a acts of the specific individual should committed with the manifest intent to i
exclusion might be "dishonest," dishonest act, employee acts of arson be imputed to be acts of the cause the policyholder the loss and to

"criminal," and "any employee " If the or vandalism of an employer's corporation Under the "control" obtain financial benefit for the

act of arson or vandalism were property should be considered theory, if the person who committed employee or another person or

committed by an employee and dishonest acts and, thus, should be the arson did not possess the requisite organization
deemed to be either dishonest or excluded degree of control over corporate Arson or vandalism committed by a

criminal, the resulting loss would be In most jurisdictions there would affairs, the innocent corporation could disgruntled employee may not have
excluded seem to be little question that an act of recover in spite of the fact that the been committed for the purpose of

There apparently is a dangerous employee arson or employee arson had been committed by an obtaining financial benefit for anyone

perception among many insurance vandalism would constitute a criminal officer or an employee of the and thus would not be covered by most ff*.
buyers and sellers that an act of act corporation employee fidelity coverage

employee arson or vandalism would As a result, there would seem to be However, as Mr Waters writes in his Third, even in the instances in which hilim

not be deemed to be a dishonest act little argument that an exclusion of article, in several cases the courts hav€ the employee fidelity policy does
and, thus, would not be subject to the loss caused by criminal acts of an essentially disregarded the control provide coverage, there 15 a

dishonesty exclusion employee would be ambiguous with analysis where there was a dishonesty substantial possibility that the scope 
This interpretation is based on the regard to loss resulting from employee exclusion Instead of the analysis of and limits of coverage would be less )35

premise that dishonesty is essentially arson control, these courts have looked to than those which would be needed and

limited to employee theft, an exposure The typical dishonesty exclusion the policy language to determine the available under the property policy,

which customarily would be covered applies to any employee without intent of the parties assuming an absence of the dishonesty

under employee fidelity coverage regard to particular status in the One of these cases, Minnesota Bond exclusion

Agents, brokers and insurance policyholder organization The Ltd vs St Paul Mercury Insurance The typical employee fidelity policy

company representatives have, on dishonesty exclusion might Co , a 1985 case in Oregon, is would not, as an example, respond to
occasion, attempted to assuage our specifically state that it applies to a particularly illustrative of the risks of business interruption losses In
concerns about the dishonesty dishonest or criminal act of any a dishonesty exclusion addition, the limit of employee fidelity
exclusion on the basis of this premise employee of the policyholder "whether In Minnesota Bond, although the coverage maintained by most

We do not recommend reliance on this or not occurring during hours of arson was committed by a 50% employers is likely to be much less

premise when there is no specific employment " shareholder, the corporate than the probable maximum loss of

endorsement limiting the phrase The typical exclusionary language is policyholder was denied recovery on property that could result from
"dishonest act" to "an act of theft "  drafted in a manner that will allow an ltS property policy on the sole basis employee arson

The typical property insurance insurance company to defend against that the policy contained an exclusion To right this confusion, the first
policy does not define the terms an argument by a policyholder that, for loss caused by the willful or course of action is to carefully review
"dishonest" or "dishonesty " In the for the purpose of the dishonesty dishonest acts of the policyholder and, the property coverage to determine
absence of a specific definition, most exclusion, acts by an individual are to quote the court "There is no whether there lS some version of a

courts will interpret policy language considered to be acts of an employee question that the act of arson was the dishonesty exclusion in the policy or
in accordance with its commonly only if such acts occur during working willful and d:shonest act by (the policies

accepted meaning, ie,in its plain, hours arsonist) who was an employee of the If there lS a dishonesty exclusion,

ordinary or popular sense The dishonesty exclusion in all-risk insured corporation " (Emphasis the absolute remedy would be to

* Webster's Ninth New Collegiate property policies is apparently a added ) eliminate entirely the dishonesty
Dictionary defines "dishonest" as reaction by insurance companies to In M:nnesota' Bond, there was no exclusion from the property insurance

characterized by lack of truth, honesty the difficulties they experienced in evidence that the arsonist had acted program
or untrustworthiness and defines denying coverage on the basis of on behalf of the corporation Nor was If the insurer is unwilling to

dishonesty to include a lack of corporate arson there any evidence that the 45eliminate the exclusion in its entirety,

integrity There is an excellent article on this corporation had authorized or ratified the exclusion should be narrowed At
We don't doubt the ability of issue-from the perspective of the arson Cont:nued on next page
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Dishonesty exclusion
Continued from previous page
a minimum, especially since many

insurers represent that their policies
are broader than the typical policy
offered by other insurers, an insurer

should be willing to adopt the
approach taken by the Insurance
Services Office in its special form, CP
10 30. The ISO form provides that:
"This exclusion does not apply to acts

of destruction by your employees: but
theft by employees is not covered."

Another approach wouldbe to limit
the scope of the exclusion to those acts

which would be covered by employee
fidelity coverage, i.e., "acts by an
employee committed with the
employee's manifest intent to cause
the insured the loss and to obtain

financial benefit for the employee or
another person or organization."

If the insurance company is

unwilling to modify the exclusion but
represents that the exclusion would

not apply to employee arson or
vandalism, the insurance company
should be asked to provide a written
confirmation of that point.

Finally, we would suggest that
policyholders should not concede that
loss resulting from employee acts of
arson or vandalism is not covered,

even in the face of a dishonesty
exclusion.

As noted earlier, there is a

reasonably prevalent opinion by
brokers and insurers that the

dishonesty exclusion is limited to
employee theft. We believe that this
interpretation is evidence that the
intent of the dishonesty exclusion, at
least as espoused by insurance
companies and their representatives, is
that the exclusion would not apply to

employee acts of destruction.

Even more telling is the fact that

named-perils policies sold by most
insurers probably specifically insure
fire and vandalism and contain no

dishonesty exclusion.
Insurance companies design and

market all-risk policies to broaden

rather than restrict coverage. We do
not believe that it is the intent of

insurance underwriters to make their

all-risk policies narrower than the
coverage which would be provided by
their named-perils policies.

Many property policies contain
exclusions for loss caused by any
dishonest or criminal act of any
proprietor, partner, director or
employee of the policyholder. As the

result of such exclusions, many
policyholders may find at the time of
loss that insurers will contend that

their property insurance does not

.-

cover employee arson or employee
vandalism.

All policyholders should carefully
review their property coverage to
determine whether there is a

dishonesty exclusion. If there is a
dishonesty exclusion, a policyholder
should first attempt to negotiate the
narrowing of the exclusion toward its
application only to losses caused by
theft or, alternatively, to losses for
which coverage is available under
employee fidelity insurance. I

Jim Marshall is senior

consultant at Siver

Insurance

Management
Consultants in St.

Petersburg, Fla.

ASK A RISK MANAGER
Claims administration

can be unbundled

Q
We are preparing to market

our casualty insurance

program early next year and
are considering unbundling
the claims administration

function. I understand you are

using this approach. What are
its advantages?

Yes, we do unbundle our claims

administration program and have

for the past 20 years. In fact, we
unbundle all of our risk

management services. Our history

of unbundling goes back to the
- early 1970s, when our broker sold

us on the concept by
demonstrating its advantages.

We were a small regional chain of fast food

restaurants with a substantial amount of growth
potential. Our broker, understanding the dynamics
of our industry, told us that unbundling would give

us the following opportunities:
• Internal control of our claims administration

function.

Looking back, this thinking was way ahead of its
time, because the whole business of risk

management was just coming into vogue. We
learned early on that our direct involvement with
the claims adjusting process would generate savings

for the company. Our understanding of the cause,
nature and financial impact of claims enabled us to
design and, over the years, modify our loss
prevention programs.

Back in those early days, when the trend was for
companies to buy full coverage and when safety
issues were not as critical as they are today, we laid

the necessary framework internally and externally
to prevent and control our losses. When our
unbundled claims adjusting program was initially
designed, we set parameters with our third-party
administrator on authority levels and reporting
requirements. Then as now, our intent was to work
directly with our third-party administrator on claim
settlements.

• Flexibility to change the financial structure of
our claims funding mechanism without disrupting
the core of the structure: claims administration.

Over the years we have moved away from the
fully insured-type program to one that blends
several alternatives like self-insurance, utilization

of a captive and large retentions. We accomplished
our movement to these options without difficulty,

because the claims administration portion of the
program remained intact.

Up until a year ago, when we centralized our
claims reporting, our more than 1,200 restaurants
reported accidents and incidents to the local office
of the claims administrator, sending copies of forms
to our department. If we had not unbundled, each
time we changed insurers, the job of re-educating
our field management on new claims reporting
procedures would have been a monumental task.

• Geographic spread of claims administration
offices needed to service our multi-location

operations.
It was important for us to have branch offices

within arms' reach, so to speak, of our restaurants.
By placing the claims administration program with
a national third-party administrator, we achieved
this objective.

Over the years, our company has been involved in
three major acquisitions of other restaurant
operations. In each instance, having claims offices
in virtually every city in which we operate a
restaurant has been tremendous advantage for us.

1

Service is what counts. Don't make

your decision strictly on price.
The old saying, 'You get what you

pay for,' is especially true of
claims administrators.

The local adjusters have established a rapport with
our field management, a relationship that has
served us well. The local adjusters represent us at
workers compensation hearings and provide the leg
work for defense counsel on litigated claims. We
also have called on them to attend local

management meetings and share insights on topics
like changes in workers compensation laws and the
advantages of light-duty back-to-work programs.

It is important to view an unbundled claims
adjusting program as a long-term commitment. I
recommend making an initial commitment of at
least three to five years. From personal experience, I
find that the benefits of the program increase each
year. We have enjoyed a solid business relationship
with the same third-party administrator since the
inception of the program in 1972.

When evaluating and selecting a third-party
administrator, I offer a few additional
considerations.

Service is what counts. Don't make your decision
strictly on price. The old saying, "You get what you
pay for," is especially true of claims administrators.
The claims administrator should be familiar with

your business and offer regular in-house training

programs to keep employees well schooled in
workers compensation and liability issues.

Be sure the third-party administrator has an open
ear to your concerns. You may want to schedule

regular claim audits of files above a certain
threshold.

And, you may have special requests regarding the
format of claims data. Be vocal with your account

representative on such matters. After all, a
successful claims administration program does not
operate on automatic pilot. Open communication
between risk management and the claims
administrator is a critical component of the

relationship.
Make certain the claims administrator knows

exactly what you expect of the program. Then, it's

your responsibility to monitor the results and make
changes as appropriate.

In addition, select a claims administrator that

offers a wide spectrum of risk management services.

A few important areas to consider are workers
compensation cost containment programs, risk
control services and a risk management information

system. By consolidating these services with one
vendor, administration of the program becomes

simpler and more cost-effective.
Unbundling the claims administration program

puts the risk manager in the driver's seat. It can
prove to be an interesting and challenging ride. I

Would you like advice from an experienced cotteague
on a risk management, benefits management or
actuariat problem? Four features in the Perspective
section of Business Insurance can give you some
answers.

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

This month's column on risk management issues is
written by Susan M. Werner, director
of risk management at Hardee's Food

Systems Inc. in Rocky Mount, N.C.
, Dennis J. Nirtaut, manager Of

employee benefits at Continental
Bank Corp. in Chicago, answers
questions on employee benefit plans.
Wittiam J. Miner, an actuary with The
Wl/att Co. in Chicago, answers
actuarial questions on benefits issues.
And, Richard E. Sherman, president

Ms. Werner of Pacific Actuarial Resources (PAR)
EXCELLENCE in Ashland, Ore.,

answers actuarial questions in the casualty field.
Ms. Werner's and Mr. Nirtaut's columns appear on

the second Monday Of alternate months. Mr. Miner's
and Mr. Sherman's columns appear alternately on the
first Monday of each month.

Ms. Werner's next column will appear in December.
Address your questions to ASK Business Insurance,

740 N. Rush St., Chicago, Ill. 60611. Please give us your
name, title and employer; however, Business Insurance
witt consider unsigned letters.
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California plan
Continued from page 1
these recent examples:

• On June 3, the department
deemed Palisades National Insurance

Co. of the British West Indies "unac-

ceptable" for further placements. An
investigation had found that $72 mil-
lion in securities claimed as assets

were actually Indonesian war bonds
issued to the Central Establishment
for Trade Investment in Beirut and

assigned to other entities (BI, July
29).

"Essentially, Palisades had no
surplus," he said. "And, even if the
company had owned these secunties,
bonds issued by a Third World coun-
try to finance war material does not
qualify, in our view, as a sound in-
vestment."

• On June 4, Apex Placemens In-
surance Co. of the Turks & Caicos

was barred from doing further busi-
ness in California after regulators
learned its primary assets included a
yen note issued by a bankrupt japa-

1 0. ..

nese firm.

"I conserved the company and
seized assets valued at only $1.2 mil-
lion," Mr. Garamendi said, although
it claimed assets exeeeding $16 mil-
lion.

Apex wrote more than $2 million
in premiums in 19£.0 and $7.7 mil-
lion in the first six months of 1991.

• On July 10, the department
deemed Hibernian Insurance Co.

"unacceptable" to underwrite busi-
ness in California alter an Insurance

Department .nvestigation revealed
that the ec)mE any had rented a pur-
ported $141.8 million of Government
National Mortgage Assn. bonds as
SUIplUS.

The company, wnict also is do-
miciled in the British West Indies,
began writing business in Califor-
nia in March 1991.

California's problems with non-ad-
mitted insurers dc not end there.

More than a few non-admitted com-

panies have "simply walked away
'rom their obligations," said Mr.
Garamendi. "They s-.op responding to

correspondence, they don't answer
their phones, their doors are locked
in the middle of the day, they stop
paying claims, they stoF paying re-
turn premiums, and so or_.

This is the sort of "illegal activity I
have committed to stamp ou t in this
staze," the state's first elected com-
missioner pledged.

Californians are expected to pay
$1.6 billion in premiums to unli-
cer_sed insurers this year, and to lose
"hundreds of millions c,f dillars in

unpaid claims and broken promises,"
he said.

' That's a lot of consumer dollars

being thrown down a drain when
there is a fully functioning admit-
ted market that can meet their in-

surance needs right here a: home,"
Mr. Garamendi said. He added that

when non-admitted companies be-
come insolvent, policyholders are not
protected by state guaranty funds.

Mr. Garamendi acknowledged that
"many alien or foreign insurance
firms and their surplus lines brokers
and agents play a useful role." But

abuses, he said, have left "tens of

thousands of policyholders without
legitimate insurance, finding their
Claims not paid and little likelihood
of recovering their lost premiums.

"I am going to shut the door on
these abuses as far as is consistent

with the law," he said. "And my reg-

ulatory powers will serve as a door
jamb to make sure no one tries to
push it open any further."

In fact, the Insurance Department
has "already pulled the we_come mat
and replaced it with a trap door" for
those who come to California solely
to cheat consumprs, Mr. Garamendi
said.

Since March, more than 20 off-
shore insurers have been blocked

from writing business in California,
more than double the number for all

of 1990, the commissioner said.
Numerous cease-and-desist orders

have also been issued to surplus lines

brokers and agents that either wit-
tingly or unwittingly have failed to
sufficiently investigate the finances
of offshore insurers, he said.

And tough new rules are now in
place for non-admitted insurers that
write business in Califoi·nia, he re-
minded the NAPSLO audience.

Under Insurance Department

Emergency Regulation 15, which be-
came effective Sept. 1, non-admitted
insurers outside the United States

that want to write business in Cali-

fornia must have $5.4 million in com-

bined capital and surplus held in a
trust fund somewhere in the United

States. That trust fund must be com-

posed of highly liquid assets, not let-
ters of credit.

"These requirements will help to
ensure that if the solvency of the
offshore company is ever threatened,
the consumer won't pay the price,"
Mr. Garamendi said.

The Insurance Department also
plans to appeal to Gov. Pete Wilson
the rejection of another emergency
order. The Office of Administrative

Law recently rejected an emergency
regulation that prevented surplus
lines brokers from placing automo-
bile bodily injury, property damage
liability or medical payment insur-
ance with non-admitted insurers un-

less the business had first been re-

jected by the California Automobile
Assigned Risk Program (BI, Sept. 16,
Feb. 11).

And, under a program initially
aimed at insurers, the department is
assessing surplus lines brokers for the
cost of responding to consumer com-
plaints, Mr. Garamendi said.

Because "more than 50% of the

complaints are (about) unlicensed in-
surers and the surplus lines brokers
who sold the insurance," he said,
"you are going to pay the bill for
those complaints."

Regulators are also cracking down
on the collection of premium taxes

from surplus lines insurers by audit-
ing surplus lines brokers responsible
for those collections.

"We have a brand new team of

auditors examining the tax liabili-
ties of agents and brokers that have
outstanding tax debts, and we have
already collected over $500,000 since
April from just two surplus lines bro-
kers," said Mr. Garamendi.

He declined to identify the bro-
kers audited.

Industry officials were quick to
fault Mr. Garamendi's proposal to
hold surplus lines agents and brokers
liable fc,r legitimate claims not paid
by non-admitted insurers.

Regulators are trying to hold some-
one responsible for insolvencies be-
cause "they want to blame s()mebody
for the insolvencies (they) fail to
catch," charged Philip Petronis,
managing director of risk manage-
ment services with Marsh & McLen-

nan Cos. Inc. in New York, who

spoke at the NAPSLO meeting.
The California proposal is merely

one more attempt to "shift regulatory
responsibility from the regulator to
the intermediary," he said.

If California is having problems
with non-admitted insurers failing to
pay claims that is a problem that
regulators-not surplus lines brokers
-have to tackle, said Kurt C. Binge-
man, the new president of NAPSLO.

Mr. Bingeman, who also is presi-
dent of Russell Bond & Co, Inc. in

Buffalo, N.Y., says regulators have
the responsibility to set appropriate
standards that non-admitted insurers

must meet to do business in a state.

"The broker is not the guarantor
of the financial stability of an in-
surance company. That is the respon-
sibility of the state insurance depart-
ment," Mr. Bingeman said.

"Some insurers will try to operate
at the fringe. The role of the regula-
tors is to try to prevent that from
happening," Mr. Bingeman said.
"The (surplus lines) industry wants
the regulators to act forcefully to try
to put out of business unscrupulous
operators."

In addition, it is "absurd'' to be-

lieve that surplus lines brokers have
the assets to pay claims if a non-ad-
mitted insurer fails to do so, Mr. Bin-
geman said.

Surplus lines brokers do have an
obligation not to place business with

Continued on page 32
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Brokers need one way to pay premium taxes
By LOUISE KERTESZ

LOS ANGELES-There should be

a national, uni-

. form method of

 consisting of surcollecting, report-

ing and paying
surplus lines pre-
mium ta xes, ac-

cording to a panel

plus lines bro-
kers, a surplus lines insurer and a
risk management representative.

The current mechanism for pay-
ing those taxes is "an extremely con-
fusing issue," said William Brecht,

president of Hull & Co., a surplus
lines broker in Santa Ana, Calif.

Mr. Brecht led the panel discus-
sion on surplus lines premium taxes
at the National Assn. of Professional

Surplus Lines Offices Ltd. conference
in Los Angeles earlier this month.

Because state surplus lines laws
regulating tax payment mechanisms
vary from state to state, "brokers are

having a difficult time paying taxes
on multistate risks. We need a uni-

form approach," asserted NAPSLO
Executive Director Richard M. Bou-

han.

Since the onus of paying the tax
"is on the insureds, they need an

efficient way to do that. If they can
pay through their broker, they are
well served," said Paul Brown, direc-

tor of governmental affairs for the
Risk & Insurance Management So-

California plan
Continued from page 30
an insurer that is in unsound finan-

cial condition and must exercise due

diligence to ensure that does not
happen, said NAPSLO Executive
Director Richard Bouhan, noting a
broker that fails to do so can be sued

by the policyholder for unpaid
clairns.

But, it is another matter for the

broker to be the guarantor of a non-
admitted insurer, regardless of the
situation, he added. "That would be a

scary situation. That would be well

beyond the standard of what is re-
quired today.

"Where else is a producer held to
be the guarantor of a company?"

Donald Greene of the New York

law firm LeBoeuf, Lamb, Leiby &
MacRae also objected to the plan,
suggesting such an action should be
taken "through legislative review."

"The surplus lines market has al-
ways functioned better with less reg-
ulation," said Richard Smith of the

Excess Lines Assn. of New York in a

speech. "Why is it we are always
treated shabbily during these soft
markets?"

In a later speech. T.C. "Skip" An-
derson, president of Skanco Inter-
national Ltd., a surplus lines broker
in Scottsdale, Ariz., unwittingly re-
sponded. "There is a lot of politics in
the insurance market and we're going
to be the whipping boy," he quipped.

David Bakst, a partner with Morri-
son, Mahoney & Miller in Boston, a
law firm specializing in defense work
for brokers and insurers. said in an

interview that he is not aware of any
other state that automatically makes
a surplus lines broker liable for legit-
imate claims not paid by a non-acl--
mitted company. He noted, though,
that surplus lines brokers have cer-
tain obligations to study the insurers
with which the place business, such
as checking ratin,gs. asking the insur-
ance department if there have been
complaints against the insurer and
reading the industry publications.

-The broker has to make the cli-

ent aware of the situation. He has

to make the client aware of all in-

formation thal is reasonably avail-
able. Then the responsibility for se-

lecting the insurer passes from the
broker to the insured," he said.

.

Senior Editor .Jerri/ Geisel in Wash-
ington, D.C., contributed to this

stonj.

ciety Inc in New York.

Though E roblems involving the
collection and payrnent of surplus
lines taxes 'are net a major con-
cern of .nsureds," they "don't want
a state Lo come up and say scme-

day, 'Ycu hEven't paid your :ax,
Mr. Brown s.id in ar interview.

The surplis lines. tax is u:u.ally
between 3% and 4% of the premium,
Mr. Bouhan .aid in an interview.

"Regardless of how the surplus
lines law is written in each state,
the tax .s p E ssed through to the in-
sured. It usually shows up as an
identifiaole tem on the invoice ' from

the Eurp_us 2.nes broker, Mr. Bouhan
explained. The broker remits the tax
to the state insurance department.

Far the vast majority of risks Lsing
the non-admitted mar_fet, the tax
revenue meonanism works well, Mr.
Breent said.

But the problem arises when, for

example, a surplus lir. es broker li-
censed in Missouri but not in Cali-

fornia places coverage for : policy-
holder with risks in both states, Mr.
Bouhan explained in the .nterview.

In many cases, the broker will
remit all of the premium tax to the
Missouri Department of Insurance,
since the broker is not a licensed

surplus lines broker in California,
Mr Bouhan said.

"Paying the tax to the home state"
of the broker "is the easiest" route for

brckers to take, concedod Maureen

Cavistin, branch manager of the
New York office of Bryson & Associ-
ates Inc., another panel:s--

That practice has caused state in-
surance departments to finl discre-
pancies between the am€unt of writ-
ter. premium repor--ed lo state
insurance departments by insurers
and the amount of premiurr_ tax col-
lee:ed by the individual departments.

"Some regulators believe they are
being ripped off," Mr. Bouhan said
during rhe panel discussion, because
brckers unlicensed in their state are

filing .he taxes in other states.

"We try to interpret the spirit be-
hind the surplus 1_nes law" to see that
"taxes are paid," explained Joseph
Walsh, president of American Empire
Surplus Lines Insurance CD. of Cin-
cinnati, who also participaled in the
panel.

That involves insisting that bro-
keys make "courtesy filings" with in-
suranee departments on multistate
risks. Courtesy filings are filings by a
licensed broker on behalf of a broker

not licensed in the state.

' But how do you allocate the pre-
mium on an umbrella risk or a prod-
uct exposure?" he asked.

The amended tax secti)n of the

National Assn. of Insurance Commis-

sionej model surplus lines bill,

to talk about, write:

which was designed to solve prob-
lems with the surplus lines tax,
"needs a lot mare work," conceded
NAIC General Counsel David Sim-

mons, also a panel participant.
The bill would be improved if it

required the policyholder to pay a
"self-procurement tax" equal to the
surplus lines premium tax on that
portion of the premium allocated to a
state in which the policyhol(leI·'s sur-
plus lines broker is not licensed, Mr.
Bouhan asserted. The policyholder

would thereby pay the state insur-
ance department directly, rather than
through its surplus lines broker.

The NAIC, RIMS and NAPSLO

should "continue to work together
to straighten the situation out,"
Mr. Brown said. "But they can only
do so much. It is. up to state legisla-
tures to put in whatever mecha-
nism we need" :o assure a uniform

system nationwide. I
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Two-tie red regulation system touted
By JOANNE WOJCIK

' LOS ANGELES-Regulation of
the U.S. insur-

0ance industry
should be di-

vided into com-

mercial and per-
sonal lines,
much like new

\0,000/ European Com-
munity direct-

ives provide for separate regula-
tion of insurance for large and
small commercial risks, a bro-
kerage says.

Under such a split system, com-
mercial lines should be regulated
at the federal level, with the focus
primarily on solvency, the bro-
kerage proposes. Personal lines
would continue to be regulated by
the individual states.

This would allow large, federally
chartered commercial insurers the
freedom to write coverage in any
U.S. jurisdiction, which would
make it easier for risk managers of
large interstate companies to as-
semble unified insurance pro-
grams, much like European mul-
tinationals can achieve using
Europolicies, the brokerage con-
tends.

The two-tiered proposal, which
was initially developed by New
York-based Marsh & MeLennan
Cos. Inc. (BI, June 10), has since
gained the support of numerous
other brokers, insurers and risk
managers, according to Philip Pe-
tronis, managing director of risk
management services at M&M in
New York.

"The time is right to consider re-
form" of insurance regulation, Mr.

Petronis told a group attending the
annual meeting of the National
Assn. of Professional Surplus
Lines Offices Ltd. held earlier this

month in Los Angeles.
Mr. Petronis pointed to the latest

insurer solvency study published
by A.M. Best Co. of Oldwick, N.J.,
that showed there were more insol-
vencies among commercial insur-
ers during the last decade than in
the previous two decades.

The Best solvency study to which
Mr. Petronis referred also pre-
dicted a surge in insolvencies
among property/casualty insurers
during the next two years (BI, July
22).

Insolvency is a "fundamental
threat to our industry," because it
violates the "promise to pay," on
which insurance is based, Mr. Pe-
tronis said.

How' to talk aliont ..\11)S

170. Box 303

11:irtford. C'.'11 06141
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A policy to do more.

In addition, insurer failures con-
tribute to the volatility of the mar-
ket, according to Mr. Petronis.

"We don't want the cycle to re-
peat itself, although some firming
would be welcome," he said.

Regulators already are looking
"to other sources to be held re-

sponsible for insurer solvency"
regulation, Mr. Petronis observed.

For example, during an earlier
speech at the NAPSLO meeting,
California Insurance Commis-

sioner John Garamendi said he is
exploring ways to hold surplus
line5 insurance brokers account-

able when non-admitted insurers
go broke or fail to pay lefitimate
claims (see story, page 1).

The recent failures of several

large life insurers also have fo-
cused the spotlight on solvency
regulation, with many Washington

politicians considering a proposal
by Sen. Howard M. Metzenbaum,
D-Ohio, and Rep. John D. Dingell,
D-Mich., that <provides for federal
oversight of insurer solvency regu-
lation (BI, Aug. 12).

"There is probably a greater
likelihood today for a change in
the way insurance is regulated,"
Mr. Petronis said.

But, rather than sitting back and
waiting to see what measures law-
makers develop, the insurance in-
dustry should develop a plan of its
own, he asserted.

M&M's two-tiered plan was de-
veloped by a coalition that in-
cluded Alexander & Alexander

Inc.; Sedgwick James Inc.; Ameri-
can International Group Inc.; and
Dow Chemical Co.

Three basic components com-
prise the M&M plan:

• Large commercial insurers
that meet minimum federal sol-

vency standards would be issued
federal charters.

Alien or surplus lines insurers
that meet the minimum capital and
surplus requirements also could
apply for a federal charter.

However, applying for the fed-
eral charter would be optional. In-
surers that opt not to do so would
continue to be regulated by the in-
dividual states in which they do
business.

• Federally chartered insurers
would be exempt from state regu-
lation, including rate and form
regulation.

• Federally chartered insurers
would not be required to partici-
pate in state guaranty funds. Poli-
cyholders of federally chartered
insurers, therefore, would not be
covered by the funds.

Federal regulation of large com-
mercial insurers makes sense be-

cause "the state system is not
suited to the regulation of large
commercial risks," Mr. Petronis
said.

For example, insurers that un-
derwrite programs for multistate
companies must comply with the
rate and form regulations of each
state in which the policyholder op-
erates.

Because these programs are
usually underwritten with manu-
script forms, marketplace competi-
tion-not regulators-should gov-
ern form and price, according to
Mr. Petronis.

"These buyers do not need nor
do they want this regulatory pro-
tection," he said.

In addition, under the current
system it is difficult for a regulator
in one state to force a regulator in
another state to halt the operations
of an insurer that he or she knows

to be insolvent, according to Mr.
Petronis.

State regulation of large insurers
should be pre-empted because "it
makes no sense to separate sol-
vency regulation from other regu-
lation," like rate-setting, Mr. Pe-
tronis said.

Mr. Petronis also asserted that

large commercial risks should not
be protected by guaranty funds.

He said the funds provide a dis-
incentive for regulators to seize a
troubled company, because they
create an "illusion" of a -backstop
or cushion" that insurance buyers
will be protected if the insurer
fails.

By eliminating guaranty funds,
risk managers would be forced to
more carefully shop for financially
strong insurers, Mr. Petronis sug-
gested.

"Risk managers endorse this
concept as long as they don't have
to contribute (through premium
taxes) to personal lines guaranty
funds," he said.

The panel was moderated by
David Hartoch, president of Sher-
wood Insurance Services in Los

Angeles. I
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Surplus lines insurers balk at regulation
By JOANNE WOJCIK

LOS ANGELES-Insurance reg-
ulators' increas-

, ing attempts to
favor residual

markets over< surplus lines in-surers will only
hurt consumers,

*gjIV the executive of
a large surplus

lines insurer contends.

But regulators maintain that re-
strictions on surplus lines insur-
ance are intended solely to protect
consumers in case non-U.S. insur-

ers become insolvent.

"The surplus lines industry has
never quarreled with the creation
and operation of residual markets,
since entry to these residual mar-
ket plans historically has been
contingent upon voluntary markets
declining to accept the risk," said
Michael Snead, chairman of Admi-
ral Insurance Co. of Cherry Hill,
N.J.

But today, the surplus lines seg-
ment of the voluntary market "is
being pushed aside or, more ac-
curately, placed behind the resid-
ual markets," Mr. Snead said dur-
ing a panel discussion at the recent
annual meeting of the National
Assn. of Professional Surplus
Lines Offices Ltd. in Los Angeles.

As examples of this activity, Mr.
Snead cited both New York Insur-

ance Department Regulation 41
and a new regulation issued by
California regulators (BI, Sept. 16;
Feb. 11) that was struck down by

the Office of Administrative Law.

New York Regulation 41, which
was revised in August, prohibits
surplus lines brokers from placing
coverage with unauthorized insur-
ance companies unless a risk has
first been rejected by either an au-
thorized insurer or the residual
market.

The California regulation would
have done the same thing, although
it was restricted to automobile

bodily injury, property damage or
medical payment coverages. Insur-
ance Commissioner John Gara-

mendi is appealing the Adminis-
trative Law Office's decision to

Gov. Pete Wilson.

Other states also are trying to re-
quire that risks be submitted and
declined by residual markets be-
fore they can be placed in the vol-
untary surplus lines market, Mr.
Snead added.

Such regulations, he asserted,
are "contrary to the best interests
of the consumer" because 'a vol-

untary market always functions
better than an involuntary
market."

Because it is subject to market
forces, a voluntary market is more
efficient and responsive to the
needs of the buyer than is an invol-
untary market that is based on
forced or mandated participation,
Mr. Snead added.

"The great travesty of these reg-
ulations is that they eliminate for
the consumer the voluntary market
choice and force the buyer into a
state-mandated market regardless
of price or service," he said.

"Simply, these types of regula-
tions eliminate competition and
are contrary to the free enterprise
system," Mr. Snead charged.

Regulators counter that such re-
strictions are designed to protezt
consumers.

"We don't view the surplus lines
market as 'evil,"' pointed out

The surplus lines
market is being

'placed behind the
residual markets,'
says Mr. Snead.

Stewart Keir, assistant deputy su-
perintendent and chief of the prop-
erty and casualty insurance bureau
of the New York Insurance De-

partment.
"Regulators' intent is to protect

policyholders to ensure benefits
are paid in the event of legitimate
claims," he said.

One advantage of placing busi-
ness with admitted insurance com-

panies, he said, is guaranty fund
protection.

But if fear of insolvency is the
reason that regulators don't want
consumers to use surplus lines in-
surers, "they are attacking the
problem from the wrong di-
rection," Mr. Snead said.

"Admittedly, surplus lines com-
panies are not covered by state
guaranty funds except in New Jer-
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sey," he said. "However, very few
professional surplus lines com-
panies have become insolvent over
the years.

"Thus, a state policy to force
business away from the voluntary
surplus lines market to the residual
market simply for guaranty fund
protection (has) no validity," Mr.
Snead said.

In addition, the solvency of re-
sidual markets could be threatened

by these regulations because these
markets generally charge cut rates
tc make coverage more affordable,
Mr. Snead pointed out.

"The residual market works be-

cause, even in light of its failure
tc conform to basic market princi-
ples, it is supported by subsidies
that are extracted from insurers

and policyholders," he said.
Mr. Snead pointed to the recent

experience of automobile plans in
New Jersey and Massachusetts as
"classic examples of the financial
disaster that subsidized residual

markets can create."

Several insurance companies
withdrew from Massachusetts in

the late 19805, citing losses in-
curred in the state's residual auto

insurance fund.

In New Jersey, the state Supreme

Court earlier this year upheld a
law assessing insurers in the state
$1.4 billion to help bail out the

state's defunct pool for bad drivers
(BI, May 20).

But automobile residual markets

are not the only such markets in
dire financial straits, according to
Mr. Snead.

"The medical malpractice JUA
in New York is technically insol-
vent," he said. As of 1988, the bal-
ance sheet of this mandated resid-

ual market showed a shortfall of

more than $1 billion, according to
Mr. Snead.

Eventually, such shortfalls will
reduce the availability of insur-
ance, he asserted.

"When insurance rates, or the

price of any product, are set with-
out consideration for underlying
costs, companies will lose money
and stop doing business, either vol-
untarily or through failure," he
said.

"That means fewer choices for

consumers, less competition for
their business and high prices for
their product."

Unfortunately, he said, -regula-
tors understand the politics of
cheap insurance a lot better than
they understand the economics of a
healthy voluntary insurance mar-
ket."

The panel was moderated by
David Anderson, president of An-
derson & Murison Inc., a whole-

saler in Los Angeles. I

California wholesalers

form lobbying group
LOS ANGELES-The fcrmation

of a new lobby-

<b.IIl ing organization
lito represent in-

surance whole-

.IL---L--ZJJ./ salers in Califor-
an:unceddrs
1 ing the annual

meeting of the
National Assn. of Professional

Surplus Lines Offices Ltd. earlier
this month.

The new group, dubbed the Cali-
fornia Insurance Wholesalers

Assn., will provide a voice for
wholesale brokers and other sur-

plus lines servicing organizations
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in California, according to Bill
Brecht, president-elect of the new
organization and president of the
Western division of Hull & Co. in

Santa Ana, Calif.

The group, which was formed in
May, began soliciting members in
midsummer and now has a ros-

ter of 74 insurance wholesalers, in-
cluding surplus lines brokers and
managing general agents.

Eventually the CIWA also will
offer associate memberships to
surplus lines insurers, according to
Mr. Brecht.

While the CIWA plans to hire a
lobbyist to represent wholesalers'
interests before California legisla-
tors, initially it will use the ser-
vices of the Agents & Brokers Leg-
islative Council, a lobbying
organization that represents the
Independent Insurance Agents &
Brokers of California, the Profes-

sional Insurance Agents of Cali-
fornia & Nevada and the Western

Assn. of Insurance Brokers, Mr.
Brecht said.

The group also plans to "cooper-
ate fully" with the Surplus Lines
Assn. of California, a quasi-regula-
tory agency that checks the secu-
rity of unlicensed insurers and files
premium taxes and affidavits with
the Insurance Department, accord-
ing to Mr. Brecht.

In addition to Mr. Brecht, other

officers of the new organization,
all of whom will serve one-year
ternns, are:

• President David Anderson,
president of Anderson & Murison
Inc. in Los Angeles. Mr. Brecht,
who was named president-elect of
the CIWA, will become president
of the group following Mr. Ander-
son's term.

• Secretary Marvin Uritz, presi-
dent of Market Insurance Corp. in
Encino, Calif.

• Treasurer Norm Levine, presi-
dent of the Norco Agency in Van
Nuys, Calif.

The CIWA plans to hold its first
annual meeting before year end.

For more information, contact
David Anderson at Anderson &

Murison in Los Angeles at 213-
255-2333.

-BY Joanne Wojcik



Bingeman elected NAPSLO chief
LOS ANGELES-Kurt C. Bingeman, president of Russell Bond

& Co. in Buffalo, N.Y., was elected Fresident of

 the National Assn. of Professional Surplus LinesOffices Ltd. for 1992, replacing Joseph D. Tim-
mons, president of the Midwestern General\ Agency Inc. in Kansas City, Mo.=7 Election of new officers took place at the end of

1 this year's NAPSLO meeting, held Oct. 2-6 in Los
Angeles and attended by more than 1,800 repre-
sentatives of the surplus lines industry.

Other newly elected NAPSLO officers for 1992 are:
• Robert B. Angle, vp-marketing at Montgomery & Collins Inc. in

East Hartford, Conn., as vp. He replaces Mr. Bingeman.
• David R. Hartock, president of the Southern division of Sher-

wood Insurance Services of San Francisco, as secretary. He replaces
Mr. Angle, who was elected vp.

• Eugene J. Eisenmann, president of Stewart Smith Southwest
Inc. in Dallas, as treasurer. He replaces Mr. Hartock, who was
named secretary.

Next year's meeting will be Sept. 24-27 in Chicago.
For more information, contact Debbie J. Hill, Meetings Coor-

dinator, National Assn. of Professional Surplus Lines Offices Ltd.,
5746 N. Broadway, Kansas City, Mo. 64118; 816-455-3210.

-By Joanne Wojcik

Health care
Continued from page 1
providing us as individuals and as
a nation," said House Minority
Leader Robert Michel, R-Ill.

"We do not intend to jump in with
a grandiose proposal just for the sake
of having a proposal," he said.

These differing opinions were ex-
pressed last week during the first in a
series of House Ways and Means
Committee hearings on proposals to
improve access to health care.

About 34 million U.S. citizens cur-

rently lack health care coverage.
More than two-thirds of the unin-

sured are either employed or depen-
dents of uninsured employees.

And, health care expenditures now
exceed 12% of the gross national
product, the highest percentage of
any country (BI, Oct. 7).

Committee members made clear

that finding a bipartisan solution to
improving access to health care will
be an enormous political challenge.

The search for such a solution may
be the "most singular dauntmg prob-
lem" over the next decade, said Rep.
William Archer, R-Texas.

Indeed, the spirited debate at last
week's hearing illustrates how far
apart congressional Republicans and
Democrats are in their search for that

solution. For example, Democrats
and Republicans disagree on how
well the current health care delivery
system is working.

Rep. Sam Gibbons, D-Fla., de-
scribed the private health care de-
livery system as "an historic acci-
dent. We have let it go on, and it
has brought disaster to our whole
health care system."

For those without employer-pro-
vided coverage, the nation's health
care system is a disaster, concurred
Rep. Charles Rangel, D-N.Y.

But Rep. Michel said the United
States has the world's best health

care delivery system in most respects.
"In terms of quality of care, avail-

ability of care and timeliness of care,
we are second to none," he said.

Republicans, though, agree that
certain changes are necessary.

Rep. Archer, for example, said
medical malpractice reforms and re-
duced paperwork burdens would
make coverage more affordable.

"Real dollars can be saved through
targeted reforms," he said.

In addition, Rep. Nancy Johnson,
R-Conn., endorsed a modest ap-
proach to health care reform whereby
federal law would be changed to
make it easier for small employers to
band together to purchase health in-
surance on a group basis.

Such an approach "would dramati-
cally reduce the cost of insurance and
make health care benefits more af-

fordable to millions of people who
work for small employers," Rep.
Johnson said.

The Republican approach to im-
proving health care access consists of
trying to accomplish what is possible,
said Rep. William Thomas, R-Calif.

Continued on net page
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Health care
Continued *on. previous page

Republicans repeatedly recalled the
political disaster that occurred the last
time Congress tried to significantly ex-
pand health care coverage.

In 1988, legislation was enacted to
expand the federal Medicare program
by drastically reducing Medicare re-
cipient's deductibles and coinsurance
requirements (BI, June 6, 1988).

One year later, however, the Medi-

care Catastrophic Coverage Act was
repealed following a wave of public
outrage by middle- and upper-income
retirees who objected to the higher
taxes-initially $1,600 a year for a

married couple-to fund the benefits
(BI, Nov. 27, 1989).

Many retirees also objected to the
new program because they already re-
ceived similar benefits at much lower

costs torn employer-provided plans.
The Medicare Catastrophic law was

repealed "because we tried to do too
much at one time. It sank under its

own weight. It cost too much," said
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Rep. Bill Gradison Jr., R-Ohio.
"We do not want to repeat that

experience. It all fell down like a house
of cards," Rep. Michel said.

But, Republicans were drawing the
wrong conclusion from the Medicare
debacle, Rep. Russo said. The 1988 law
failed because the benefits were not

rich enough, not because of public
concern about the costs, Rep. Russo
said.

In fact, some Democrats said the

best way to improve access to health
care would be to expand the Medicare
program to cover the entire popula-
tion. Medicare benefits currently are

limited to retirees over age 65, as well
as the disabled.

Medicare "is an American program.
It is a proven program. It works, The
hospitals know how to use it. The doc-
tors know how to use it. The benefi-

ciaries know how to use it," Rep. Gib-
bons said.

At the same time, an expanded
Medicare program still would leave
room for the private insurance indus-
try, Rep. Gibbons said. Insurers could,
for example, provide "Medigap" poli-
cies to cover deductibles and coin-

surance not paid by Medicare, he said.
Some Ways and Means Committee

Democrats want the government's role
to go even further.

For example, Rep. Russo supports
enactment of a single-payer govern-

ment program that would provide
first-dollar coverage for physician,
hospital and dental care services as
well as for prescription drugs. Bene-
fits would be funded through new
payroll taxes paid by employers and
workers. The federal government

would limit fees charged by physic-
ians and limit the amount of funding
provided to hospitals.

A single-payer program "is the only
politically feasible option because it's
the only plan that benefits all Ameri-
cans," said Rep. Russo, who in March
introduced a bill, H.R. 1300, calling for
such a program (BI, March 18)

"This bill isn't about raising taxes:
It's about giving people more services

for less than they spend now on in-
surance company premiums," he said.

Rep. Russo said the administrative
savings under a single-payer system

would offset the cost of extending cov-
erage to the uninsured and eliminating
copayments and deductibles.

But Rep. Johnson, the Connecticut
Republican, questioned putting so
much power and trust in government
to provide health benefits.

Political factors, like keeping the lid
on taxes needed to support such a pro-
gram, could unreasonably hold down
how much the government would pay

physicians and hospitals and lead to a
deterioration in the quality of health
care services, Rep. Johnson said.

Rep. Russo, though, said he was not
proposing cutbacks in spending for
health care services.

He said he is not tzying to cut the
percentage of GNP devoted to health
care "to 9% or 8.5%. I'm just trying to
keep it level."

But, Rep. Fred Grandy, R-Iowa, said
individuals might lack incentives to
use health care services wisely if a

government plan-under Rep. Russo's
proposal-paid all health care costs.

Rep. Russo countered that high de-
ductibles and coinsurance require-
ments lead individuals to delay see-

ing their physicians. As a result of
that delay, what initially is a problem
that is simple and inexpensive to treat
becomes much more expensive, he
said.

Rep. Michel, echoing remarks made
last month by Health and Human Ser-
vices Secretary Louis Sullivan, said it
would be ironic that as socialistic

countries moved toward free enter-

prise, the United States would move in
the opposite direction through a fed-
eral takeover of the health care deli-

very system. "Let us not make that
mistake," he said.

However, Rep. Sander Levin, D-
Mich., said it is possible to have a
smgle-payer health care system and
still have lots of free enterprise in
other parts of the economy.

It is simplistic to say that a sin-
gle-payer system "is not the Ameri-
can way," Rep. I,evin said. I
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Names' suit against Outhwaite goes to trial
By GAVIN SOUTER written by the syndicate, Mr Bos- pounds ($4 5 million) in 1983 losses, Mr Boswood alleged, ad-

LONDON-Members of Lloyd's LONDON wood said And he knew "virtually To boost its premium volume ding that the contract was just the
nothing" about U S casualty risks, during the soft market of the early beginning of a large runoff pro-

of London syndicates underwritten Mr Boswood added 1980s, Mr Outhwaite increased the gram that would expose the syndi-
by Richard Outhwaite charged managed by RHM Outhw*ute Besides Outhwaite, the suit also syndicate's non-marine business, cate to further asbestos losses
durirg the first day of a landmark (Underwriting Agencies) Ltd, to- names as defendants 81 members Mr Boswood said "Each of the plaintiff members
trial that Mr Outhwaite wrote taled $456 million at the beginning agents that placed the members on However, the attorney charged, knew that the membership of
coverage outside of his field of,ex- of 1990 The losses stem from 31 the syndicate However, the agents Mr Outhwaite misled members Lloyd's carried unlimited habilit>,
pertise, thus subjecting them to run-off reinsurance c ontracts un- "are Just as much victims of Mr and members agents into thinking but they were entitled to expect
horr€ndous losses derwritten by Mr Outhwaite in Outhwaite's negligence as the that they were not heavily exposed that those underwriting on their

According to Anthony Boswc od, 1982 Those contracts exposed syn- names themselves," Mr Boswood to asbestos risks behalf would do so with a degree of
the lawyer for 987 syndicate mem- dicate members to huge U S as- said In reply to a letter from members skill and prudence appropriate to
bers, "Never in the commercial bestos liabilities, Mr Boswood Neither the members nor the agent Thomas R Miller & Son (Un- the world's most sophisticated in-
histo-y of the City of London has said members agents had any idea that derwriting Agents) Ltd in 1982, surance market," Mr Boswood
so mich money been lost by the The trial marks the first time in Mr Outhwaite was exposing the Mr Outhwaite had written that said
single-handed negligence of one memory that a court has heard a members to such huge U S liabili- syndicate losses from asbestos Mr Outhwaite's actions were
man ' In the opening arguments of dispute between Lloid's members ties, he argued claims would not be significant, akin to an mvestment manager ig-
the London High Court trial, Mr and their managing and members The syndicate's non-marine pre- Mr Boswood noted noring a client's requests that
Boswood alleged that Mr Oith- agents mium volume rose from 1 5 million Yet, the day before the reply was funds be invested in British stock
waite broke the first rule of uncer- Despite being a marine un- pounds ($2 2 million at applicable sent to the members agency, Mr and instead investing the client':
writing Losses of the few should derwriter, Mr Outhwaite chose to exchange rates) in 1981 to 181 Outhwaite had accepted a runoff money in stocks in other Countries,
be shouldered by the many lead the risks as part of the inci- million pounds ($21 million) in contract on an account that faced Mr Boswood said

Th€ losses at syndicate 317/€61, den:al non-marine aciount under- 1982 and then fell to 3 1 milhon more than $12 million in asbestos Contmued on next page

ACE posts first.ever underwriting loss
By ROGER SCOTTON BERMUDA ended June 30 was $160 million, riod a year earlier, Mr Scott said "While the total number of,poli-

compared with $100 million in Written premiums rose 453% to cies in force continues to grow, the
HAMILTON, Bermuda-Less 1990 $209 3 million from $144 million increase is partially offset by the

than a year after paying its hrst uti e Officer Walter Scott attri- Strong investment returns, for the year-earlier period Mr effect of mergers and acquisitions
clairr, high-layer excess liabi'ity buted the underwriting loss to "in- though, more than offset what Mr Scott said the increase included involving ACE 1nsureds and the
insurer ACE Ltd is reporting its creased frequency and seventy of Scott called a "significant decline" $39 million in new business and continued loss of a number of smal.
first-ever underwriting loss-a losses combined with the adverse m underwriting results Realized the purchase of three-year excess excess liability policies due to ouz
$109 million loss for the quarter development" of earlier claims gains and investment income on liability policies and additional decision to no longer require the
endec June 30 "At this time last year, ACE had ACE's $1 5 billion securities port- limits by existing policyholders purchase of an excess liability pol-

For the same period last year, not yet paid its first claim," Mr folio rose 125% to $131 million Earned premiums grew 9% to ley before a D&0 policy can be iS-
Bermuda-based ACE reported a Sco-t observed in a report to share- from $58 million for the nine $1743 million, he said sued," Mr Scott said
$35 3 milhon underwriting prof.t holders "In the ensuing 12 months, months ended June 30, 1990 As of June 30, ACE had in force By June 30, 103 excess liabilit>

For the six-month period ending ACE has made payrrents on five The total return on the combined 389 excess liability policies and policyholders had purchased th€
Maren 31, ACE reported an uncer- claims aggregating to $188 mil- investment portfolio was 13 4%, 229 directors and officers liability full $200 million in limits ACE
wrling profit of $13 million (BI, hon " leaving net income for the nine- policies, compared with 381 and offers, he added
June 17) Its provision for losses and loss month period at $114 million, up 212, respectively, as of June 30, Mr Scott, who four months agc

ACE Chairman and Chief Exec- expenses for the nine months 27% from $90 million in that pe- 1990 Continued on page 35

Malta studies impact of product liability
VALLETTA, Malta-The Maltese has not yet reflected a society year-old civil code in three main and services

government has issued a white
paper detailing new consumer pro- GLOBAL BRIEFS where economically powerful in- areas, according to the report • Investigate and identify prod-

dustrial setups or distribution statutes regulating the supply of ucts, services or trade practices
tectien legislation that, among chains are confronting a myriad of goods and services, the law of con- that harm consumer interests, anc
other things, would bring the is- contends that Roman law, which is individual consumers acquiring in tracts, and the statutes governing recommend alternatives
land nation in line with the Euro- the conceptual basis for the Mal- haste," the report said liability for damage caused by de- • Guide, assist and educate con-
pean Community's strict product tese legal system, inadequately A key part of the government's fective products Specific legisla- sumers
habil.ty law protects consumers t> giving the proposal is to adopt the E C Prod- tive reforms have yet to be intro- • Foster development of con-

Local insurers predict the legis- manufactu rer, seller and buyer uct Liability Directive That 1985 duced in each of the three areas sumer and fair trade associations
Rat.or: would have a major impact equal rights measure is designed to shift the Another key feature of the gov- • Monitor consumer law and

on the domestic market for habil- "The position has not altered burden of proof in product liability ernment's proposal is the estab- practices in other countries
ity insurance (BI, Oct 7), although much since the Code Clvile, the litigation to the producer of a lishment of a Consumer Protection The council also would have ex-
they add that the measure is in- Napoleonic model for our clvil product rather than a consumer Council, which would ecutive power enabling it to inter-
likely to become law soon code, was being polished into its The Maltese consumer protection • Monitor all commercial activi- vene directly in the marketplace

I n :ts paper, the government near perfect formulatkon Our code legislation would change the 100- ties relating to the supply of goods -By Mana Kielmas

Hull rates for Aussie fleets at low ebb
r. 3 '' .-- 3-elli t t

By KATE McILWAINE derland Insurance UK, insures Some tuna, salmon and mullet
. about 40% of Australia's na- are also harvested

BRISBANE, Australia-Ma- tional fishing fleet, industry ob- The predominant species
6 rine insurers are trying to hike servers say Switzerland General caught m the Great Barrier Reef

Cape , 4 hull rates for Australia's com- Insurance Co Ltd also writes waters off Queensland are

7. h., ,w ..rs'-:r= Gulf of York mercial fishing fleets, particu- about 40% of the fleet's coverage prawns and scallops, which are
4 ". D ...1'.:4 ' «u Carpentana d larly Queensland-based boats, Most of the remaining 20% is co- dredged from the ocean floor by

11" S = , - 1 after incurring numerous losses vered by Marine & Aviation trawlers
in the past three years Management Services Ltd Underwriters say their lossesCairns 1%1 :6- Underwriters say the waters The Australian commercial on hull coverage for Queensland. p IS
off Queensland, which include fishing fleet consists of about operations are disastrous

I. . B

e A the Great Barrier Reef and Cape 9,000 boats, ranging in length David A Roberts, Australian
!St

York, are the most hazardous for from 18 feet to more than 100 manager of Melbourne-basedt
Queensland 1 6- fishing boats, but insurer compe- feet, according to David Town- Sunderland, said the Insurer's

f r : tition has kept rates low send, secretary of the Canberra- loss ratio on this class of busi-
The three largest fishing fleet based National Fishing Industry ness in 1990 was 170% It was

underwriters in Australia to- Council 120% in 1989, and lS likely to be
4 : Rockhampton • 9 gether reported claims from Fishing is Australia's fifth-lar- around 120% again this year, he

Queensland waters totaling $74 gest industry with annual gross added

5. million Australian ($5 7 million production valued at $850 mil- Sunderland's rates vary from
e

Brisbane at year-end 1990 exchange rate) lion to $ 1 billion Australian 2% to 7% of the value of the hull,
last year, but gross premiums ($675 million to $794 million) according to Mr Roberts But,
written for that business totaled Around 70% of the Australian for business to be profitable, an
only $425 million Australian fleet's catch is exported average rate of at least 35% is

t
($3 3 million). Mr Townsend said shellfish needed, he said

Sunderland Marine Mutual In- like prawns, lobster, scallops and "We've been looking for 15% to
surance Co Ltd, a unit of Sun- abalone are the primary catch Cont:nued on next page

GRAPHIC BY CYNTHIA WATSON
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LONDON
ture claims from U S pollution pointed out Fishing fleets million), with losses of $24 million
and asbestos risks and a huge drop "Obviously, we are extremely Australian ($1 9 million) The in-
in capacity have forced one of the disappointed at the drop in capac- Contlnued from previous page surer's 1991 experience has been
oldest Lloyd's of London syndi- ity, but it is not just a problem for 30% increases in Queensland and "tracking pretty well so far" with

Continued from premous page cates to leave a year of account 367 There are a number of marine more for some vessels if necessary," $16 million Australian ($1 3 million)
"It could be argued that the pos- open for the first time ever syndicates with pollution liabili- he said in premiums and $11 million Aus-

ition of an underwriter (demands Marine syndicate 367, managed ties which are suffering similar Rates in Queensland were "mis- trahan m claims ($873,950)
even more care) because an invest- by FLP Secretan & Co Ltd , problems," he said judged" in past years and need to Switzerland General is trying to
ment manager can only lose the which can trace ltS origins back Less than 10% of syndicate 367's be Increased more than in other Aus- raise rates at least 10%, Mr Kelsey
money he has been given, but an 200 years, will leave its 1989 year premium income was derived from trahan states to catch up, he said said

underwriter can lose everything open, confirmed Peter Edwards, ltS incidental non-marine account, Although there ks "more sense" m Rates have been dnven downward

his names have," he said Secretan's chief erecutive and of that, a "tiny percentage" the market now, from 1986 to 1988 by companies that "dabble in the
Some famous figures are among And although the syndicate has was related to pollution and asbes- underwriters had tried to "cut each market" but do not stay in it for the

the members suing Mr Outhwalte reserves of $153 million to meet tos risks, Mr Edwards said other's throats, ' he explained long term, hesaid
and the members agencies In- future claims, it will not be able to "We've all been brought up with a For example, while rates should
cluded in the original writ are an ascertain whether this will be ade- Loss review jolt-we bit off more than we coild be between 25% and 3% of value,
Anthony Jacklin, thought to be the quate until next spnng, when more chew " some insurers are prepared to charge
former professional golfer Tony notices of pollution claims have Lloyd's has set up an indepen- Mr Roberts said there has been 1% or 15%, he said Switzerland
Jacklin, Patrick Sheehy, thought been filed, Mr Edwards said dent loss review into the huge loss "a fair bit of resistance" to attempts General has a policy of not WI'ltlng
to be the same Mr Sheehy who is Fear of future losses has caused suffered by syndicate 421, man- by hull insurers to increase rates, but business for less than 2% of the hull
president of BAT Industries the syndicate's capacity to be cut aged by Merrett Underwriting fishermen "recognize the risks of value, Mr Kelsey said
PLC, and Edward Heath, in half as members agents advise Agency Management Ltd , for ltS their Industry " Warren Holmes, Queensland man-
thought to be the former British Lloyd's members to steer clear of 1983 account year In 1990, Sunderland's fishng boat ager of Melbourne-based MAMS,
prime minister None has denied syndicates with long-tail pollution The syndicate, which ceased losses totaled $11 million Australlan which writes on behalf of the Austra-
the numerous press reports that and asbestosis exposures, he said writing new business in 1990, 15 ($8 5 million), of which $4 million lian Hull Pool and the Australian
they are involved in the suit The syndicate's 1989 capacity reporting losses equaling 570% of Australian ($3 1 million) was in Marine Underwriting Agency, said

Mr Boswood's opening argu- was 142 million pounds ($257 mil- its 34 million pounds of capacity Queensland waters The insurer's most companies writing fishing boat
ments are expected to last one hon at appropriate exchange ($5 5 million at appropriate ex- gross premiums wntten tr_ 1990 for fleets are losing money, particularly
week The trial is expected to last rates), but capacity this year had change rates) stemming from as- fishing boats nationwide was $8 9 in Queensland
at least two months dropped to 101 million pounds bestos and pollution claims from million Australian ($6 9 million), MAMS raised rates 15% last No-

($194 9 million) And prospective runoff contracts it wrote in 1983 while it was only $2 milhon Austra- vember and expects to mcrease them
Open account 1992 capacity is only 42 million The underwriter at the time was han ($15 million) for Queensland again by around 7 5% this November,

pounds ($72 7 million at current John Emney, now chief un- risks he said

Uncertainty over the size of fu- exchange rates 1, Mr Edwards derwriter at Charter Reinsurance The insurer's claims included Some underwriters may even look
Co Ltd Merrett underwriter groundings, sinkings, fires, major carefully at whether they will con-
Dennis Purkiss became un- machinery breakdowns, collisions tinue to underwnte fishing boat bum-
derwriter of syndicate 421 in 1986 and heavy weather damage, Mr Ro- ness in Queensland, he added
and remained underwriter until berts said "We still wnte the business, but
1990 Written premiums are about $8 we don't actively pursue it," he said

Mote16
"The losses stem from similar million Australian ($64 million at Mr Holmes said Queensland fish-

runoff contracts to those written current exchange rates) this year, ing boat rates are the highest of all
by the Outhwaite syndicate only on with $9 5 million Australian ($7 6 Australian states
a much smaller scale," Mr Put·kiss milhon) so far in claims, he said Queensland losses for MAMS in
said Chris Kelsey, assistant national 1990 were almost $1 million Aus-

was losing sleep The loss review is made under marine manager for Sydney-based trahan ($772,500), while gross pre-
the Loss Review Bylaw, which is Switzerland General, said the past miums wntten were about $740,000
triggered when syndicate losses three years "haven't been kind to Australian ($571,650), Mr Holmes
top 100% of stamp capacity (fishing fleet) underwnters ' said The sum insured is $30 9 million

over its benefits Review panel members are Michael Matthews, the insurer's Australian ($238 million), meaning
Roger Whewell, a partner at Queensland manne manager, added the average rate is about 2 4%
KPMG Peat Marwick MeLintock, that the past four years nave been John Green, Queensland marine

David Lowen, chairman of ARIG "chronic" for fishing fleet un- manager for Property Marine Insur-
Insurance Co Ltd , and Nick derwnters ance Co Ltd, a Sydney-based spe-

program
Thomson, underwriter for syndi- The insurer s 1990 prem.ums writ- cialist marine and motor underwriter
cate 33 managed by Hiscox Syndi- ten for Queensland fishing boats that underwrites fishing fleets in

... cates Ltd were $15 million Austra lian ($12 Continued on nert page
Meanwhile, Lloyd's has revoked

an order made in May that syndi-  8
cate 575, managed by J H Chap- 11 ' ' ' '49· .

pell (Underwriting Agencies) Ltd, Z

...until QicClaim/20 cease underwriting

The order to stop underwriting  Tkto-*Ii,-MI,m1441 'was originally made because the

put their problems to rest. syndicate had underwritten more 
441*Z

premium volume than it was per- =m== ·
mitted to write, due to automatic
reinstatements of catastrophe cov- Issue of October 14Human resources personnel at Management Systems, Inc (RIMS) erages (BI, May 27)

Motel 6 were lodged in a health Higgins quickly discovered Lloyd's says it is now satisfied
benefits administration nightmare what he calls the major advantage that the syndicate has taken suffi-

"We found ourselves bogged of QicClaim/2 "It works." cient measures to ensure that it Advertiser Page # Advertiser Page #
down in paperwork and claims Even the installation was easy will not exceed its capacity again

Aetna Health Plans 17 Environmental Comphance 31
resolution stuck between our The program came m four small
insurance company and our boxes and plugged right in to Agency in liquidation Aetna Lde & Casualty 32-33 Frst State Insurance 6

employees," said Lm Higgins, Motel 6's existing PC hardware Affiliated FM/Appalachian 24-25 Gardner Mountam Barr IncTroubled Lloyd's underwriting
vice president of human resources When it came to actually paying agent Gooda Walker Ltd has gone AIG Corporate 26 Great American Insurance Co 14

claims, the motel chain didn't lose into liquidation and the Corpora- Alleare 15
HCM Claim Management 18-19any sleep, either That's when tion of Lloyd's has been left to

The QicClaim/2 Amencan Drug Stores 16RIMS top training and support staff, manage its affairs Insurance Intelhgence 12

advantage for Motel 6? checked m Syndicates managed by the Amencan Remsurance 10-11
ITT/Hartford Insurance Co 21

"I could almost run the program
agency have been sub]ected to

AMEV Holdmgs Inc 41"It works." huge losses from Hurricane Hugo
Just from watching the demonstra- Kirkpatnek & Lockhart 40

, and other catastrophes which have Argonaut Insurance Co 9

tion, so you know it s easy," Media/Professional Insbattered the insurance market in
Business Insurance 13,36

Then they woke up to the fact Higgins said the past four years (BI, Sept 2) Mutual Med , Inc 39

that they could serve their 6,000 As for QicClaim/2's efficiency, Four of the six syndicates man- Celtic Lie Insurance 35

Motel 6 expects a 15-month return aged by Gooda Walker have pro- Mutual of Omaha 48
covered employees better-and Chubb SO

duced losses totaling 221 millionmore economically-by self- on their investment National Reinsurance 23
pounds ($382 3 million at current CIGNA 5

insuring and self-administering Now, when Motel 6 employees
exchange rates) CMG Health North Amencan Reinsurance 29

their group health program have health claims questions, they 40
The decision to place the com-

So they talked to other human call their co-workers And that's Continental Agency, Inc 34 Resouree Inform Mgmt Systems 38pany in liquidation followed
resources executives They con- a dream come true for staff and the Lloyd's refusal of a proposed res- Contmental/Rehab Resource 44 Risk Analysts Inc 16

suited software experts They sent human resources department alike le cue plan for the company and the
Cover X 39 Royal Insurance 22

for information and they reviewed If you have a benefits company's inability to renew ltS

several products. Most software administration nightmare m1 errors and omissions coverage Crawford & Comoany 7 Surplus Underwnters Casualty 20
Lloyd's lS trying to find newprograms left them with of your own, call us toll- David Corporation 41 Tillinghast 12

reservations free at 1 -800-950-0099 agencies to manage the Gooda
Walker syndicates The manage- Employers Reinsurance Corp 4 Travis Software 22All but one-QicCIatm/2 soft- for more information or for a free

ware from Resource Information copy of our video
ment of syndicate 1052 already has
been transferred to RGB Under-

writing Agency Ltd, and Lloyd's is
negotiating with other agencies re- .

a . 1
- garding syndicates 295 and 299 OUOUM The Leader in Benefits Administration Software
9

Lloyd's will arrange for the run-
Resource Information Management Systems, Inc *500 Technology Drive off of syndicates whose manage- .PO Box 3094 * Napen·Ile, IL 60566-7094 + 708/369-5300 * FAX 708/369-5168

ment cannot be transferred



Continued from previous page
Queensland and New South Wales,
said 1987 was the last "reasonable

year" for his company's book of fish-
ing fleet risks. He estimated Property
Marine's share of the Queensland
fishing marke: is about 15%.

"Overall.'. .it's one of the worst

lines to get involved in," he said.
Mr. Green said fishermen's in-

comes are falling because of govern-
ment limits on catches and, as a re-

sult, some cannot afford to keep up
the regular maintenance on their
boats. "It's hard to lift rates when

they don't have the money," he said,
noting that some fishermen already
are borrowing funds to pay their m-
surance premiums.

James McDonald, marine under-

writing manager for Sydney-based
Lumley General Insurance Ltd., said
his company writes only a small por-
tion of Australia's fishing fleet busi-
ness and is "extremely conservative"
with its underwriting.

For example, he said Lumley will
not write coverage for boats that op-
erate in waters above Rockhampton,
about halfway up the Queensland
coast.

"We target vessels in less geogra-
phically hazardous zones," he said.
"Ours is a thin slice of the premium
pie but a large slice of the quality
pie."

As a consequence, Lumley made
a profit on its fishing boat business
last year, "but we're perhaps the only
insurer who did," Mr. McDonald
said.

The Fishing Industry Council's Mr.
Townsend said he did not think

losses in recent years had been "ab-
normally high" but said Queensland's
poor loss record could be attributed
to the cyclones in northern Queens-
land, the Great Barrier Reef and a

larger number of wooden vessels.
"It's riskier territory," he said, not-

ing that most underwriters set premi-
ums accordingly.

Switzerland General's Mr. Kelsey
said Queerisland waters are "hostile
territory."

Mr. Matthews, also of Switzerland
General, said there are a lot of

wooden and fiberglass boats operat-
ing in Queensland waters, noting
they are more easily damaged than
steel-hulled boats if they hit a reef.
He said rough weather also contrib-
utes to losses.

"A wave through the wheelhouse
is common and it can be a $50,000

Australian ($39,725) loss if electronic
equipment is damaged," he said.

MAMS' Mr. Holmes could not say
why losses in Queensland were
higher than in other states, but spe-
culated that the length of its coast-
line may contribute.

"Vessels travel further afield, and

once you pass Cairns, facilities are
basically nil," he said.

MAMS has higher deductibles on
policies for boats that operate above
Princess Charlotte Bay, 200 miles
north of Cairns, Mr. Holmes said. The
usual deductible is $5,000 Australian
($3,973) or 1% of the ship's value, but
that mcreases to $10,000 Australian
($7,945) for vessels operating around
the Cape York Peninsula, he said.

Major fishing boat claims to hit
insurers in 1990 and 1991 include:

• $1.4 million Australian ($1.1
million at current exchange rates) for
the Julia Percy, an 80-foot trawler
that ran aground on Kangaroo Is-
land, South Australia, in December
1990 after its anchor chain broke.

• $1.3 million Australian ($1 mil-
lion) for the Bounty Hunter, whose
hull was pierced by rocks in Queens-
land waters on Dec. 27, 1990.

• $1.3 million Australian ($1 mil-
lion) for the Crystal Voyager, which
sank off Fraser Island, Queensland,
in March 1991.

Sell

more group

by selling it
self-funded

Today's high health insurance costs demand a hard
look into alternatives. Such as. self-funding. It can
save important money And it's feasible even with
employee groups as small as 25.

Why not be the person who points the way?

We'll put you in the business. We're a full-service,
fully automated third-party administrator, and we
can do it all for you. We'll help with the selling, but
the clients you have stay your clients. Our job is
mainly administration - providing plans, documen-
tation, underwriting, claims service, etc. Call for
information...on self-funding and other alternatives.

800-747-4126

Benefit Administrators

1225 E. River Drive, Davenport, IA 52803

INTERNATIONAL

• $1.25 million Australian

($993,125) for the Aqua Enterprise,
a sister ship to the Julia Percy that
sank in April 1990 off southern Tas-
mania.

• $1 million Australian ($794,500)
for the Karina G, a 100-foot tuna
boat that ran aground off South Aus-
tralia January 1990, after its anchor
chain broke.

• $750,000 Australian ($595,875)
for the Phoenix Czar, an 80-foot
prawn trawler that sank in the Gulf
of Carpentaria in June 1990.

• $410,000 Australian ($325,745)
for the Apache after a fire broke
out on board while in north Queens-
land waters Sept. 13, 1991.

• $285,700 Australian ($226,845)
for the Mercedes, which caught fire
in Queensland waters on May 9,
1990.

• $250,000 Australian ($198,625)
for the Kekenni, which sank June
17, 1991, after its hull was pierced
by a Chinese bulk carrier off Cairns,
north Queensland.

• $229,000 Australian ($181,941)
for the Polaris, which sank off
Townsville, north Queensland, in Au-
gust 1991.

• $176,000 Australian ($139,832)
after a fire on board the Koorelah

in Queensland waters, Jan. 1, 1991.
• $130,000 Australian ($103,285)

for the Enterprise, which sank off
Moreton Island, south Queensland in
August 1991. I

.
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Continued from page 37
announced the company's first ex-
cess liability rate increase in its his-
tory (BI, June 17), also reminded
shareholders that ACE is not "mar-

ket-share driven" and will not write

policies at rates it considers to be too
low.

In a separate development, ACE
last week announced the appoint-
ment of its first full-time in-house

lawyer, Bradford W. Rich.
Mr. Rich had been senior vp-claims

and general counsel with Crum &
Forster Inc. of Basking Ridge, N.J.,
and was its chief litigation counsel
for the past five years.

Mr. Rich said his appointment was
only partly a recognition of mci'eas-
ing claims. It was predicated more on
the desire of the company's Philadel-
phia-based legal consultant to cut
down on his travel, Mr. Rich said.

Economy buoyed
Insurance-related companies

continue to inject more money into
the Bermuda economy than any
other sector of the island's interna-

tional business community, a sur-
vey by the local Chamber of Com-
merce found.

Forty-nine insurance-related

firms, including brokers and cap-
tive managers, with operations in
Bermuda pumped $110.4 million
into the local economy in 1990, or
three-quarters of the total $148
million spent by all 93 companies
responding to the survey.

Last year's Chamber of Com-
merce survey found that 107 inter-
national companies spent $154.4
million in 1989, with 52 insurance-
related companies accounting for
$104 million-or two-thirds-of
that total.

Although the figures would ap-
pear to show that fewer insurance-
related firms are spending more,
the results are "not strictly compa-
rable" year to year, warned An-
drew Carr, a Chamber of Com-
merce official. Mr. Carr also is
head of Marsh & MeLennan Cos.

Inc.'s captive management opera-
tion in Bermuda.

The number of reporting com-
panies fluctuates, and the confi-
dentiality the Chamber offers to
respondents make it impossible to
tell whether the same firms are

taking part in the survey, he
pointed out.

Half of the total spent by all re-
spondents in 1990, or $73.8 million,
was attributable to salaries and

benefits for 1,378 employees, 1,029
of whom-or nearly 75%-were
employed by insurance-related
firms, according to the survey. I

NEW NEW

POLICE

PROFESSIONAL

LIABILITY

Wide Range of Umits of Uability

Wide Range of Deductible Options

A Highly Respected Insuror, A' Pfime Rated

A Broad Definition of Insured

Jail Facilities Coverage

Full Civil Rights Coverage Optional

First-Aid Coverage Included

Coverage for Moonlighting" Included

Occurrence and Claims Made Forms Available

Retroactive Dates for Claims Made and Occurrence

Insured's Right to Select Legal Counsel

Insured's Right to Reject Settlement

PUBLIC OFFICIALS LIABILITY also available

Our years of experience and research and development in this class of business assures you
a quality product. Our professional underwriting and claims staff assures you of service both
before and after the sale.

ASK US TO FAX YOU AN APPLICATION TODAY!

COVERJ< CORPORATION
P.O. Box 5096. Southfield. Michigan 48086
Telephone: (313) 358-4010
Facsimile: (313) 358-2459

COVERAGE MAY NOT BE AVAILABLE IN AU STATES
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Tobacco lawsuit the advertising and promotion of dangers of smoking protection from these cases," said

High court refuses
cigarettes " Ads for Liggett's Chesterfield Mr Edell "Nor lS there any sug-

Cont:nued from page 1 "We further hold that where the brand appearing in 1952, for ex- gestion that Congress created pre-

to review cases lawsuits brought under state law success of state law damage claims ample, told smokers, "Play Safe emption from state tort law
for failure to warn or misrepresen- necessarily depends on the asser- Smoke Chesterfield " claims "

tation, he argued tion that a party bore the duty to The lawsuit also alleged that cig- Chief Justice William H Rehn-

WASHINGTON-The U S Su- "If a jury was to find a cigarette provide a warning to consumers in arettes are inherently dangerous quist interrupted Mr Edell to ask
preme Court last week refused to manufacturer failed to adequately addition to the warning Congress products sublecting the manufae- "Cannot the language Congress
review a product liability lawsuit inform consumers of the hazards has required on cigarette packages turers to claims of strict liability used be read more broadly than
brought against five pharmaceuti- of smoking, what regulation or such claims are pre-empted as con- After the 3rd Circuit renaered its you are suggesting? Can it not be
cal firms by the granddaughter of prohibition does this force on man- read to pre-empt state tort law

1a woman who took the anti-mls- ufacturers9 None," he said claims?"

carnage drug DES 30 years ago But H Bartow Farr III, an attor- Mr. Edell insists that a jury verdict that finds a "No," Mr Edell answered He

The New York Court of Ap- ney representing the tobacco in- insisted that a jury verdict that
cigarette manufacturer liable for failing topeals dismissed the lawsuit in dustry, argued that jury verdicts finds a cigarette manufacturer 11-

February, ruling that the manu- based on cigarette warnings are adequately inform consumers about the dangers able for failing to adequately in-
facturer's habillty extended only exactly the type of "requirement or form consumers about the dangers
to the daughter of the woman who prohibition" Congress intended to of smoking is different from a state 'regulation or of smoking is different from a state

took the drug, diethylstllbestrol, pre-empt with the Federal Clga- prohibition,' which is barred by the act. "regulation or prohibition," which
not to the granddaughter (BI, Feb rette Labeling and Advertising is barred by the act
25, Jan 14) Act, which took effect in 1966 "While a Jury verdict may have

The plaintiff had alleged that "Congress recognized that this indirect regulatory effect, it is dif-
her grandmother's ingestion of was a national problem th at flicting with the Act," the appel- decision that the federal act pre- ferent from a regulation," said Mr
DES set in motion a chain of needed a national solution," said late court ruled empts claims based on post-1966 Edell
events that resulted in the plain- Mr Farr, who iS with Klein, Farr, The dispute stems from a lawsuit warnings, it remanded the case for However, Justice Sandra Day
tiff's cerebral palsy Smith & Taranto in Washington, brought by Antonio Cipollone and a new trial O'Connor said that "tort suits do

The high court also refused to D C his wife, Rose, against three to- After a four-month trial a fed- appear to impose a state law pro-
review a hbel suit brought by en- While justices pressed both at- bacco companies Liggett Group eral jury in Newark found that hibition" in conflict with the fed-
tertalner Wayne Newton against torneys with difficult questions Inc of Durham,NC, New York- Liggett breached express warran- eral act
the National Broadcasting Co during the oral arguments, no clear based Philip Morris Inz and Loril- ties in ads for brands Mrs Cipol- She asked Mr Edell "What al-

The 9th U S Circuit Court of Ap- picture emerged of how the court is lard Inc, a unit of New York-based lone smoked before 1966, the year ternative does a manufacturer have
peals last year overturned a $53 likely to rule Loews Corp the federal act took effect The jury but to cease using a warning" that
milhon libel award against NBC The court is reviewing a 1990 de- The lawsuit was filed in 1983 in awarded Mr Cipollone $400,000 in a jury later finds inadequate?

In 1986, a federal court jury cision by the 3rd U S Circuit US District Court in Newark, damages, the first such defeat sul- A manufacturer can choose to
awarded Mr Newton $228 mil- Court of Appeals that found that NJ, before Mrs Cipollone a long- fered by a cigarette maker in more pay a verdict and not change ltS
lion after finding the network de- the federal act pre-empts state law time smoker, died of lung cancer at than 300 tobacco liability cases behavior in any way, responded
famed him in 1980 and 1981 tort claims (BI, Jan 15, 1990) age 58 Since then, her husband (BI, June 20, 1988) Mr Edell

broadcasts that tied him to or- The 3rd Circuit held "that the has carried on the lawsuit as exec- While the jury also found Liggett Justice Antonin Scalia bristled

ganized crime A federal Judge act pre-empts those state law dam- utor of her estate liable for failing to warn of the "Why isn't this the same as a regu-
later cut the award to $53 mil- age actions relating to smoking Mr Cipollone charges the to- dangers of smoking, the jury lation?You violate the tort law and
lion (BI, Sept 3, 1990, Jan 23, and health that challenge either bacco companies with breach of an awarded no damages on this issue you pay damages "
1989, Nov 23, 1987) the adequacy of the warning on "express warranty" in their adver- after concluding that Mrs Cipol- Mr Edell replied that in a tort

-By Stacy Adler cigarette packages or the propriety tising that smoking was safe and lone was 80% responsible for her case a manufacturer is not found
of a party's actions with respect to with failing to warn smokers of the injuries and Liggett 20% responsi- guilty of violating the law, but

ble Under New Jersey law, a rather of violating a duty of care
plaintiff found more than 50% re- owed to the plaintiff
sponsible cannot recover damages And, he said, "Congress was well

Mr Cipollone then appealed the aware of these tort actions " Had
3rd Circuit's pre-emption ruling to Congress intended to pre-empt tort
the U S Supreme Court lawsuits, it could have done so ex-

1111'll
His attorney, Mr Edell, tried to pressly, said Mr Edell

persuade the high court that the "The burden is not on us to show
federal act does not pre-empt state Congress intended that these ac-
tort law claims tions continue," said Mr Edell

The act permits state tort law "Rather, the burden lS on the de-
claims for failure to warn, fraud, fendants to show with crystal clar-
deception and misrepresentation, 1ty that Congress intended to do
said Mr Edell, who lS with Budd, away with these actions "

"'IN'I
Larner, Gross, Rosenbaum Green- But defense attorney Mr Farr
berg & Sade in Short Hills, N J argued that "it was the judgment

"At no time during hearings on of Congress that lt should set the
the act did the industry ask for a Continued on next page

Legal Notice
DOCKET NO CV-88-352383-S

CARRIER CORPORATION, SUPERIOR COURT
Plaintiff,

V JUDICIAL DISTRICT OF

THE HOME INSURANCE COMPANY, HARTFORD/NEW BRITAIN
et al, AT HARTFORD

Defendants

NOTICE TO ALL INTERESTED PARTIES RELATING TO INSURANCE

11111, COVERAGE FOR ENVIRONMENTAL LIABILITIES OF CARRIER CORPORATION

Carrier Corporation a substdiary of Unted Technologies Corporation, has filed alawsuit in the Supe-
nor Court for the state of Conrecticul Ega nst many of its comprehensive general hability insurers for the
period 1955 to the present, seeking insurance coverage for actual or potential liabilities of Carrier arising
out of the environmental claims and hazardous waste sites listed below

If you believe that you may have an Interest In the subject matter or outcome of this lawsuit and you
desire to participate in the action, yo-1 must seek to par'llcipate by December 1, 1991, or you may be
foreclosed from so participating If you would like to receive a copy of the most recent Complaint in this
action, please contact Plaint,HS counsel, John M Sylvester Esq,of Kirkpatrick & Lockhart 1500 Oliver
Building, Pittsburgh, Pennsyleama, 15222-5379 (412) 355 6500 Other papers filed In this action are
available for your review at the office of the Clerk of the Superior Court of Connecticut at Hartford 95
Washington Street Hartford Connecticut, 06106 (203) 566-3170

ENVIRONMENTAL CLAIMS AND HAZARDOUS WASTE SITES

CMG Health Carner Corporation Facility City of Industry California
Carrier Corporation Facility Collierville, Tennessee
Carrier Corporation Facility DeWitt New York

A nationalleaderin quality and cost control Carner Corporation Facility McMInnville, Tennessee
Carner Trans,cold Facility Miami Florida

Carrier Transmold Facility Montebello California

for mental health and chemical dependency Camer Corporation Facility Tyler, Texas
1 Elliot Company Facility Springfield, Ohio

Bioecology Systems Grand Prane, Texas
Butter Mine Tunnel Pinston Pennsylvania
Capn Pumping Service East Los Angeles California

CMG Health's collaborative approach to care involves patients, families, Edgewater Terminals, Inc Edgewater, New Jersey
Enviro-Chem/Norths,de Landfill Zionsville, Indiana

attending physicians, employee assistance programs, and customers. We Envirotech 11 Site Tonawanda, New York
Fisher-Cato Chemicals & Solvents Site Kingsbury, Indiana

provide flexible, customized services that reflect our customers' needs: Great Lakes Asphalt Site Zionsville, Indiana

Industrial Solvents & Chemical Company Site Newberry Pennsylvania
New York City Landfills Brookfield Staten Island

• Utilization Management Programs New York City Landfills Edgemere, Queens
New York City Landfills Fountain Avenue, Brooklyn• Preferred Provider Arrangements =5-4 CMG New York City Landfills Pelham Bay, Bronx

• Full or Partial Risk Programs New York City Landfills Pennsylvania Avenue, Brooklyn
New York City Landfills Review Avenue, Long island City

• Employee Assistance Programs Old Forge Landfill Old Forge, Pennsylvania

=i HfAIJH Pollution Abatement Services Oswego New York
Pollution Abatement Services (Clothier Site) Granby New York

Our customers include insurers, Pollution Abatement Serv ces (Fulton Terminals Site) Fulton New York
Pollution Abatement Serv ces

employers, HMOs, PPOs, TPAs,
(Holbrook Mexico Site) Mexico, New York

Pollution Abatement Sen, ces

Continually Improving
(Holbrook-Pansh Site) Parish New York

Pollution Abatement Serv ces (irwin Site) Oswego, New York
and other providers of healthcare Pollution Abatement Serv ces (lyboult Site) Richland New York

Pollution Abatement Serv,ces
services. Behavioral Healthcare e (Rice Road Site) Pansh, New York

Pollution Abatement Services (Volney Landfill) Volney, New York
Pottstown Abandoned Trallor Facility Pottstown, Pennsylvania
Quanta Resources/Lod, Street Plant Site Syracuse New York

For further information, please call Corporate Offices Saad Waste Oil Site Nashville, Tennessee

Wayne Feest, Vice President, Sales and 25 Crossroads Drive San Gabriel Valley Sites San Gabriel California
Solvent Savers (Pompey Site) Pompey, New York

Marketing, at 1-800-776-2466. Owings Mills, Maryland 21117 Solvent Savers (Lincklaen Site) Lincklaen New York
Solvent Savers (Novak Farm Site) Novak Farm, New York
Spectron, Inc Site Elkton, Maryland
Stnnglellow Acid Pits - Glen Avon California
Tri-Cities Barrel Site Port Crane, New York
York 0,1 Site Moira, Pennsylvania
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standard of conduct," said Mr. Farr.

"States were pre-empted from setting
their own standards of conduct.

Likewise, it follows that Congress in-
tended to pre-empt states from en-
forcing their own standards of con-
duet through damage suits."

Justice O'Connor asked Mr. Farr

if Congress, in requiring the health
warning on cigarette packages and
advertisements, "set a ceiling on the
amount of information consumers

could receive?"

"Or, did Congress set the lower
limit of the warning so that addi-
tional warnings are allowed?" she

'Congress did
not want the

states to impose
different warnings,'

Mr. Farr says.

asked.

Mr. Farr replied: "Congress set
both the minimum and maximum.

It is' both the floor and the ceil-

ing."
Justice O'Connor did not give up.

:'Does this mean manufacturers are

prohibited from adding additional
warnings?" she asked, adding: "Can a
state through its tort law estabhsh a
duty to provide additional warn-
ings?"

Mr. Farr replied: "Congress said
quite explicitly we do not want the
states to impose regulations or pro-
hibitions in this area; Congress did
not want the states to impose dif-
ferent warnings."

Then Justice Scalia posed a hy-
pothetical case in which a manu-
facturer printed the congressionally
mandated health warning along with
information suggesting "the surgeon
general's report is not worth the

paper it is written on."
Justice Scalia asked if this type

of fraud and misrepresentation also

is pre-empted by the federal statute.
Mr. Farr replied simply that the

Federal Trade Commission would

regulate this type of activity.
The Supreme Court has a num-

ber of options as to how to rule in
the Cipollone case.

The justices could rule that plain-
tiffs can bring tort suits challenging
the cigarette maker's advertising

claims and the adequacy of their
health warnings. That would be the
best possible outcome for smokers,
who would then be free to sue ciga-
rette manufacturers for fraud, failure

to warn and misrepresentation.
Or, the court could rule that plain-

tiffs cannot challenge the health

warnings or the advertising, which
would bar most suits against ciga-

rette manufacturers that allege fraud,
failure to warn or misrepresentation.
This is the best possible outcome for
the tobacco industry.

Defense attorney Victor Schwartz
was optimistic that the court would
take the latter approach.

' The suggestion that the tort law
is not a 'requirement' is frivolous and
I think the judges recognized this,"
said Mr. Schwartz of Crowell & Mor-

ing in Washington, D.C.
Others, however, predict the court

will find a middle road.

"A middle ground, which is most
likely, would be for the court to rule
that if plaintiff can show the tobacco
companies tried to undermine the
(required) health warnings through
advertising, they can recover," said
John Banzhaf, executive director of

Action on Smoking & Health, an
anti-smoking group in Washington,
D.C.

Thomas Cipollone us. Liggett Group
Inc., Philip Monis Inc. and Loews
Theatres Inc., United States Supreme
Court; No 90-1038.
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 Insider trading
Humana Inc.: James D. Bo-

hanon, divisional officer, exercised
an option for 31,250 shares of com-
mon stock and sold 30,000 common
shares at between $11.42 and

$32.83 per share from July 1 to
July 30 and now directly holds
2,768 common shares.

Patricia P. Davis, divisional offi-

cer, sold 17,025 shares of common
stock at $32 per share on July 1
and now directly holds 2,768 com-
mon shares.

Thomas J. Flynn, vp, sold 15,000
shares of common stock at $32 per
share on July 18 and now directly
and indirectly holds 60,197 com-
mon shares.

Philip B. Garmon, divisional of-
ficer, exercised an option for
26,250 and sold 20,635 shares of
common stock at between $13.63

and $31.42 per share from July 1 to
July 12 and now directly and in-

AME¥
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directly holds 13,448 shares.
Humana stock was trading at

$29.38 per share on Oct. 4.

Transamerica Corp.: Burton E.

Broome, vp, exercised an option
for 3,620 shares of connmon stock

at $22.57 per share on Aug. 15, and
now directly and indirectly holds
9.378 common shares.

Kent L. Colwell, vp, indirectly
exercised an option for 4,572
shares of common stock at $22.57

per share on Aug. 13, and now
directly and indirectly holds
20,694 common shares.

Richard A. Finn, officer, in-

directly exercised an option for
3,000 shares of common stock at
$22.57 per share on Aug. 8, and
now directly and indirectly holds
34,310 common shares.

Transamerica stock was trading
at $36.88 per share on Oct. 4.

UNUM Corp.: Stephen B. Cen-
ter, officer of subsidiary, exercised
an option for 9,250 shares and sold

0

2,500 shares of common stock at
between $30.31 and $64 per share
from Aug. 8 to Aug. 9, and now
directly and indirectly holds
16,356 common shares.

Richard B. Dalbeck, retired, ex-

ercised an option for 2,000 and
sold 2,000 shares of common stock

at between $24 and $65.11 per
share on Aug. 1, and now directly
and indirectly holds 9,380 shares.

James. F. Orr, chairman, exer-

cised an option for 13,250 and sold
11,000 shares of common stock at

between $26 and $64.75 per share
on Aug. 14, and now directly and
indirectly holds 47,263 common
shares.

UNUM stock was trading at

$59.13 per share on Oct. 4.

Insider Trading, compiled by In-
vest/Net Trading Group Inc. of fort
Lauderdale, Fla.,from reports filed
with the Securities and Exchange
Commission, tracks stock sales and
purchases by insurance industry
directors and officers.

AMEV HOLDINGS, INC

the U.S. holding company
of the $40 billion combined operations of

N.V. AMEV in the Netherlands and Groupe AG in Belgium
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U.S. market The Greenbrier, unlike prior years leaving us only the catastrophe levels of busmess, the msurance mdustry as the global conglomerates, can do
when some had to stay in nearby to fight over, hke dogs over a bone " a whole needs to Increase its skills in nothing without insurance They are

Continued from page 1 hotels "I am not advocatmg rate-fixing, both underwriting and investment prepared to pay a realistic pnce to
The effect of depressed profits in The official attendance was 1,134, cartels or agreements" Mr Coleridge management," Mr Coleridge said sleep easlly at right and enjoy conti-

the property/casualty insurance busi- down only 60 from 1990's attendance, emphasized "I am looking for com- "This w111 ensure financial strength nuity of insurance cover, year on
ness was not only audible but also but most agreed the meeting looked mon, commercial sense to prevail to through adequate reserves, thus ena- year
visible at this year's Joint annual emptier this year enable a healthy, competitive market bhng us to offer continuity of cover "And what do we do? We expend
meeting of the National Assn of Ca- In his speech on current Insurance m mternational insurance to survive, at reasonable premium rates over the intellect and effort of hundreds
sualty & Surety Agents and the Na- rates last Tuesday, Mr Coleridge grow and prosper " time, avoiding cyclical overreaction of thousands of people worldwide-
tional Assn of Casualty & Surety Ex- warned U S insurance mdustry exec- Outside of the United States, he in rating as capacity moves from underwriters, brokers, investment
ecutives The meetmg, which always utives "We cannot allow this state of said the insurance business appears feast to famme and back during the managers-yet we allow the ultimate
begins on the first Saturday m Octo- affairs to contmue We simply cannot to be commg out of the current cycle inevitable insurance cycles " price of our product to be deter-
ber, allows the top executives of the allow Insurance to be traded hke a of underpricing But "this itself could Quoting from his preface to Lloyd's mined, not by demand or a realistic
largest U S property/casualty insur- low-value natural commodity, such be a major danger," he added 1988 global results released earlier bargain, but by available capacity
ers to meet with their best producers as guano, and expect to retam any "As our chent base emerges from this year, Mr Colendge said "What and thus, often, by willingness to

Tennis courts, where the captains credibility or anyone's respect, espe- global recession, the demand for in- the world's insurance Industry must supply the product at any price," he
of the Insurance industry and their cially our customers surance wlll Increase rapidly If the address lS the fact that premiums said
wives compete for crystal trophies, He suggested that when confronted msurance Industry cannot meet this have become outrageously unecono- The state of the U S property/ea-
were only half as full as m past years by extreme fluctuations in the price demand, our chents wlll start looking mic Profitabihty iS the key to sol- sualty business was on everyone's
And there was plenty of room at of insurance, commercial insurance at alternative methods of risk trans- vency, without which there is no m- mmds-and hps-during the annual
cocktail parties that previously had clients "will eventually abandon us fer surance " NACSA/NACSE meeting
been jammed wall-to-wall and arrange the transfer of their nsks ' To guard against this eventual- Mr Coleridge asserted "Our cli- The industry executives met for

And, all attendees had rooms at by other methods, bypassmg us or ity and to maintain a balanced book ents, the 011 and energy companies, Continued on nert page
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HELP WANTED HELP WANTED

MARKETING INAFE LANCE WRITER VICE PRESIDENT PRODUCER WANTED

REPRESENTATIVES
To report on workers' com- RISK MANAGEMENT SERVICES

ATTORNEY

Excellent career opportunity I
Lamb, Little & Co, a 43 year old Chi- Medium-size law firm seeks attorney
cago area Insurance Agency, now based with at leasl five years intensive expe-

with a rapidly growing Company - pensation cost control, Maclean, Oddy & Associates, a leading independent ln Roll,ng Meadows, is looking for a rience m monitortng Director/Officer
 managed health care, and

in Central New York A third I
international Insurance broker seeks individual for Producer to fill a vacancy in their claims for underwriters, including

other disability matters
downtown branch office negotiation of settlements and blruc-

party payor of group health,  National Journal Published Position of Vice President, Risk Management Ser- luring of same Must have stroni aca-
Producer should have an established demic background and be willing to

dental and worker's compensa I monthly to large readership VICeS Primary position responsibilities Include plarl- book of buslness and would retain ex- locate ln Boston area Please submit
elusive ownership of all expirations resume, including identity of clients totion claims is seeking expert- I Excellent reporting and writ- ing. developing and administering a risk manage- Most overhead expenses paid for Gen- Business Insurance, Box 2701, 740 N

enced marketing representa- I ing skills as well depend- ment function designed to provide a full array of erous commission split, plus profit Rush Street, Chicago, IL 60611-2590
tives Ideal candidates will I ability are essential Call sharing Send inquiries to

I Micheal at 617-737-2084 services including brokering, claims management,
possess a Bachelor's degree Illl

LAMB, LITTLE & CO

risk control and information management 5301 Keystone Ct FOR SALE

and at least 3 years sales expe- The Ideal candidate will have a college degree, 8-12
Rolling Meadows, IL 60008

nence Experience in group
ATTN Robert Power

health benefits ts desirable A years experience as a risk manager or risk manage- FLORIDA MANAGING GENERAL

ment consultant, CPCU and ARM designations, be INSURANCE POLICY DEVELOPMENT AGENT FOR SALE, Profitable, goodPackage includes an attractive Bl Classifieds company representation Principal to

salary plus Incentive, medical, highly professional and possess excellent communi- A Delaware County Life Insurance remain Terms available to right buyer
Principals only need reply to A

dental, life and LTD insurance assure Company is seeking an Individual for
Gabon skills. its Policy Development Department

JAMES, 1425 NW 97 TEAR, PEMBROKE

and a 401(k) plan Please
PINES, FL 33024

top quality Excellent company benefits and salary commensu-
The successful candidate should have a

college degree plus a minimum of 5
reply in confidence to Box

results! rate to experience. For confidential consideration, years experience in the insurance in-

2703, Business Insurance,
dustry of which 3 years should be re-

1 qualified candidates should forward resume and sal- lated to insurance contracts and com- MARKETING

740 N. Rush St Chicago. IL pliance The successful candidate will RESOURCES

60611-2590 ary to: be responsible for the draftmg of poll-
Chief Administrative Officer cies along with compliance and filling MOTOR CARRIER X-DATES

Maclean, Oddy & Associates with state regulatory agencies

With Policy #, Ins Co, and More
L 1445 Ross Avenue, Suite 3900, LB200 We offer a competitive salary and ben- Custom Format is Available

ems package plus a 401(K) savings

Dallas, Texas 75202
Most State's are Available

plan Please send resume and salary re-
quirements in confidence to Insurance

*;D Discover Companys, Executive Offices, 401
Call uS at (714) 546-7465

Parkway Boulevard, Broomall, PA
19008

1427 Sarnaritan Style BUSINESS HELP WANTED

INTERRUPTION/CPA
Business Insurance

RISK MANAGEMENT ANALYST FRESNO UNIFIED SCHOOL DISTRICT
DIRECTOR, BENEFITS AND Circulation

Memphis based national corporation RISK MANAGEMENT

Nation's leading Public Ad- experiencing rapid growth has an im-
Breakdown*

lusting firm has immediate mediate opening in its corporate insur- MINIMUM QUALIFICATIONS
Claims Manager

ance staff for a highly qualified and Commercial Consumers

opening for a CPA in 1ts Bum- motivated risk management profes- 1 Graduation from college with a Administrative
ness Interruption Claims De- sional This position offers qualified malor in Business Administration,

candidates the opportunity to exercise Public Administration or closely re- CEO's Presidents, and Owners 2,500

Samaritan Health Services, a nonprofit multihealthcare partment. Minimum 3-4 years creativity and imagination as a member lated field Vice-Presidents, General Managers

system, serves 24 hospitals throughout Arizonaand Cab expertence required Must be of an innovative risk management team 2 Five years of experience in manage- and Other Administrative Personnel
wamg to travel Send resume

which has become widely recognized as ment, investigation and adjustment 4,263
fornia. We are currently seeking a claims management an industry leader of California Worker' Compensation

including SALARY RE- claims, general and vehicular bodily Financial·
professional to join our Risk Management team. QUIREMENTS to

Reporting directly to the Vice Presi- injury and property damage claims, Chief Financial Officers and Vice-prest-
dent-Risk Management, this highly vi- general liability claims, group medi-
sible position has responsibility for cal plans and thorough familiarity dents of Finance 2,972

The responsibilities of this position will entail leading a Don Dragony CPA, MBA risk identification, risk reserving, risk with appropriate Cahfornia statutes Secretaries, Treasurers, contollers and

team of experienced claims staff in our professional, gen- Corporate Controller analysts, risk financing with emphasis and common law precedents (The other Financial Personnel 4,406

Alex N Sill Company
on coverage analysts and administra- training and experience indicated

eral and workers' compensation liability self-insurance tion of retro plans Additionallv, the describes on desirable combination Risk/Employee Benefits

program. Qualified candidates must possess a related
6000 Lombardo Center risk management professional selected Additional supervisory or manage- Vice-presidents, directors, managers,

Suite 600
will have regular interaction with un- ment experience may be substituted and other related department person-

degree and 10 years management/supervisory experi.
derwriters, claims professionals and for part of the education )

Cleveland, Ohio 44131 other service providers nel of insurance, risk, employee ben-

ence in multiple insurance lines of which 5 years must SALARY $50,270 - $62,840 efits, personnel, compensation, pen-
Qualified candidates will have a mint- DEADLINE NOVEMBER 4,1991

be in hospital liability. Litigation management experi-
sion, safety, security, Industrial

mum of a Bachelor's degree in business, CONTACT JAN KALPAKOFF AT relations, human resources and em-

ence also required. A working knowledge of data base Finance or Insurance and 2-5 yrs expe- (209) 441.3486
rience in underwriting/claims analysis ployee/tabor relations 10,976

management systems is necessary. Sub-total 25,117

Advertise in This excellent opportunity offers a very RISK MANAGER
attractive salary commensurate with Large building materials and transpor_ Associations 458

In return for your expertise, we will provide an excellent The experience, bonus opportunity and cor- tation company located in the Duties Government, Unions and Educational

salary and benefits package to include healthcare insur-
porate benefit package For prompt, Airport area of Northern Virginia Institutions 1,234

Professional confidential consideration, fullv quall- needs a Corporate Risk Manager Can-

ance, 401(k) retirement plan, relocation assistance and fied candidates should send their re- didales should have a college degree in Commercial Consumers
sume and complete salary history to

much more. For more details, please call 1-800-395- Marketplace
finance or business Must also have ex- Sub-total 26,809
perience in claims, dealing with third-

Human Resources

4343 or send a resume to: Samaritan Health Ser- and reach
party claims administrators, prepara- Insurance Agents and Brokers 9,430

P O Box 45 tion of insurance bid specifications, Insurance Companies 8,045

vices, Human Resources/Recruitment, 1441 N. Top
Memphis, TN 38101-0045 negotiation with underwriters, Prop- Accountants, Actuaries, Attorneys &

erty and casualty insurance, bonding,

12th Street Phoenix, AZ 85006. group insurance and pension plans
Consultants 3,405

Professionals! EXECUTIVE DIRECTOR Goodcommunication skills are critical Adlusters, Appraisers, TPA's, Captive

Equal Opportunity Employer
A rapidly expan(ling chiropractic man- Candidate should have attained the As- Managers & Health Care Providers
aged care organization is seeking an sociate in Risk Management profes- 1,392

We support a drug-free work envtronment Executive Director with ample experi- sional designation Submit resume and
ence in the managed health care field salary history to

Others Allied to the Field 1,518

Call This person should be an active orga- 8 E Pittman TOTAL 50,599

Samaritan nizer and have a proven track record V P Human Resources

312/649-5340
Experience would include financial Tarmac America, Inc * Source Business/Occupational
planning, marketing and sales Salary P O Box 2016 breakdown of qualified circulation,

Health Services commensurate with experience Send Norfolk, VA 23502

for details. Resume to AIIA/COMP CARE, P O. Box EQUAL OPPORTUNITY EMPLOYER
May 27, 1991 issue, as submitted to
BPA for June 1991 BPA Publisher's

11770, Daytona Beach, FL 32120 Statement



U.S. market
Continued from previous page
formal presentations and roundtable
discussions in the mornings and con-
tinued informal talks in the after-

noons, while enjoying the mountain

scenery and sporting activities of-
fered at The Greenbrier. Evenings
were filled with cocktail receptions
and private dinners.

Despite Mr. Coleridge's dire warn-
ings, the consensus on the U.S. mar-
ket from the gathering: no foresee-
able change.

The only exceptions seen are in
marine and aviation insurance and

catastrophe reinsurance.
Marine and aviation insurance

rates, though, are going up from very
depressed pricing, observed Robert C.
Nevins, managing director-global
marketing for Alexander & Alex-
ander Services Inc. in San Francisco.

"Otherwise, we won't see any

changes in.1992," he said.
"I don't think we're anywhere close

to a genuine turn in the market--ex-
cept marine, aviation and some
directors and officers liability insur-
ance," commented J. Bransford Wal-
lace, chairman of brokerage services

at Willis Corroon Corp. in New York,
during a Wednesday morning
roundtable discussion.

"We may see some moderation, but
we had better prepare ourselves for a
protracted soft market," he said.

Edwin L. Overmyer, president of
Berwanger Overmyer Associates in
Columbus, Ohio, and another

roundtable participant, agreed that
"the soft market is the playing field
we are dealing with."

"I don't see it changing for the
middle market," he added.

"There won't be a return to a hard

market," according to Michael G. Re-
poli, president of Maryland Casualty
Co. in Baltimore, who also partici-
pated on the panel. "Changes in the
market will be more gentle."

In addition, insurance regulators
are determined to force insurers to

reduce their expenses before they
will approve rate increases for re-
gulated lines of insurance, Mr. Re-
poli said.

As a result, there is little pros-
pect for insurers to obtain higher
rates, with plenty of capacity to write
commercial insurance-which some

insurers have increased by with-
drawing from personal lines insur-
ance-and not enough demand in a
stagnant economy, he said. '

"We have educated our custom-

ers to buy on one thing: price," Mr.
Repoli complained.

Insurers, he suggested, must "dis-
tinguish ourselves so that price is not
the determining factor" when a poli-
cyholder selects an insurer.

During another panel discussion on
Tuesday, retired insurance executive
Bernard J. Daenzer was one of the

few to suggest that an upturn in rates
is near. He predicted the insurance
industry will have "banner years" in
1992 through 1994, but that profits
will slide in 1995 through 1997.

Now a consultant based in Key
Largo, Fla., Mr. Daenzer predicted
that "one frightened chief executive
officer will be the leader" in increas-

ing rates, and added with a chuckle
that "April 17, 1992, is the exact date
for the change in the cycle."

But others on the same panel were
not so optimistic.

Bernard H. Mizel, chief executive
officer of broker American Business

Insurance Inc. in San Francisco,
commented that "in the middle mar-

ket segment of the business, we do
not contemplate any hardening."

And A&A's Mr. Nevins warned

that if rates go too high, too quickly
for major accounts, the insurance in-
dustry will "chase that business
away" to alternative risk financing
mechanisms.

After the panel, Timothy Thoe-
lecke, president of Great Lakes
Agency in Chicago, quipped that the
only line of insurance that never sees

' rate cutting is insurance agents errors
and omissions coverage.

The agents and brokers attending
the annual NACSA/NACSE meeting

admitted that current market condi-

tions are hurting their businesses.
One agent commen-ed privately

that he had just renewed a package
policy for $78,000 off the expiring
$160,000 premium. The lost commis-
sion income can be estimated at

$8,200 on one account, he said.
As Peter T. Pruitt, president of

New York-based Frank B. Hall &

Co. Inc., observed brokers are bemg
squeezed by smaller commissions on
cheaper renewals, falling interest
rates depressing investment income
and the recession constricting their
clients' need for insurance.

'Profitability is a problem in these
conditions," Wiliis Corroon's Mr.

Wallace said during the Wednesday
morning roundtable.

"The easiest money any of us make
is interest income, but interest rates

are heading south," Mr. Wallace said.
Quantifying how much renewal

premiums are falling, he reported
that at Willis Corroon in the first

six mc,nths of 1991, renewal premi-
ums were off 9% to 10%. That re-

duction followed premium reductions
of 11% in the first six months of 1990

and 13% in the firs: half of 1989.

"That starts you in a significant
hole," Mr. Wallace observed.

One agent in the audience com-
plained that insurers hold prices re-

latively firm on renewal quotes, but
cut prices more to obtain new clients.

Maryland Casualty's Mr. Repoli re-
sponded that "not every account will
be the same for the new carrier or

agent" in terms of the premium re-

Adverise in

The Insurance Services Guide
FAX your advertisement for the next issue

FAX: 312/280-3189

PHONE: 312/649-5340

Contact Margaret Hikido
to reserve space.

quired.

"We all have success stories," he
said, referring to how a new insurer
or agent can assist a client in reduc-
ing i'.S losses.

Agents and brokers, for example,
can help clients control their work-
ers compensation costs said Robert
R. Parks, president of Alton Insur-
ance Agency Inc. in Arlington, Va.

'Brokers are not

making the money
they were. They need
capital investment,'

Mr. Mizel says.

His agency employs an engineer
whose advice to clients on loss con-

trol has helped them improve their
experience modification factors and,
thus, reduce the cost of their workers

comp Insurance.

Mr. Overmeyer of Berwanger
Overmyer Associates suggested that
property/casualty insurance brokers
must "diversify to transeend" declin-
ing revenues. His firm, he noted, now
earns 40% of its revenues from other

products and services, including
group life and health insurance,
claims administration and other fi-

nancial services.

Agents and brokers certainly can't
afford to deliver the same level of

service to all their property/casualty
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insurance clients regardless of size,
several experts agreed on the Tues-

day morning panel.
"Forget the term 'agents and bro-

kers' for personal lines and small
business," advised Mr. Daenzer, the

independent consultant.
Instead, he suggested these ac-

counts be handled by customer ser-
vice representatives who have "heart
and soul," but not necessarily ad-
vanced training in insurance. And,
they will have to "double the volume
of business" handled to make it eco-

nomical to service these accounts, he
added.

Accounts require different treat-
ment depending on which of three
categories they fall into--personal
lines and small commercial accounts,
jumbo risks and the middle market-
said A&A's Mr. Nevins.

William C. Cohen Jr., chief exec-

utive officer of Insurance Manage-
ment Associates Inc. in Wichita,
Kan., suggested that accounts be de-
fined by whether they require special
service, not by volume. Those that do
not require special service-and don't
want to pay for it-are really com-
modity business, he said.

The dynamics of the distribution
system are changing dramatically,"
observed ABI's Mr. Mizel.

"The long soft market has wea-
kened our industry," he said. "Bro-
kers are not making the money they

were. They need capital investment."
"We have to change and we have

to listen to our customers," he ad-
vised. "We have to determine what
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they want and then we can determine
how we can improve our profitabil-
ity."

Small accounts present "tremen-
dous opportunities" for the agent or
broker to handle all the insurance

needs of the account, not just one
segment, he suggested.

A&A's Mr. Nevins noted that eli-

ents are asking brokers to provide
specific services on an unbundled
basis because "they have been dis-
satisfied with bundled services."

This client demand "will drive

more consolidations, because it is
very expensive to offer a multiplic-
ity of services," Mr. Mizel said.

The insurance industry leaders at
The Greenbrier last week also ex-

pressed concern about otherissues
confronting the industry, including
the adequacy of regulation.

"It's scary that our business is so
politicized," observed Frank J.
Coyne, president of General Accident
Insurance Co. of America in Philadel-

phia. "There is so little understand-
ing of the role we play."

Mr. Daenzer complained that the
"consumer advocacy groups are kid-
napping the commissioners."

He advised agents and brokers to
spend more time talking to insur-
ance commissioners and explaining
the industry's problems, especially
the need to better regulate msurers
for solvency rather than control
rates.

Mr. Mizel suggested that the "situ-
ation in California is really dreadful.

Continued on next page
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U.S. market
Continued from previous Fage
There are a couple of companies
that should be shut down. They are
writing business way under the
market and nothing is being
done."

Insurance Management Associ-
ates' Mr. Cohen complained that
the industry has failed to present
its facts on the underlying ccst of
claims in a form easily understood
and believed by regulators and
politicians. He suggested the in-
dustry has failed when, for exam-
ple, it allows workers comp cov-
erage to become so underpriced
that insurers seek a 51.8% rate hike

in Pennsylvania. Requests for such
large hikes create confusion, he
said.

Industry leaders also expressed
concern about tort reforms. Gen-

eral Accident's Mr. Coyne called on
the industry to support tort reform
efforts. Mr. Parks of Alton Insur-

ance Agency agreed, saying "now
that the vice president has come
out in favor of tort reform, this is a

good time to press forward."
Vice President Dan Quayle in

August called for changes in the
tort system in an address to the
American Bar Assn. (BI, Aug. 19).

Mr. Parks cautioned that the

push for tort reform "has to come
from other than the insurance in-

dustry, because the perception is,
if it comes from the insurance in-

dustry, it's bad."
Joseph L. Marcum, president of

Ohio Casualty Insurance Co. in
Hamilton, Ohio, agreed that tort
reforms are needed. He noted that

legal costs eat up 19 cents out of
every dollar in automobile claims
costs in California. I

Coleridge to buyers: No worries
Chairman defends Lloyd's health against media reports

By KATHRYN J. McINTYRE

WHITE SULPHUR SPRINGS,
W.Va.-Commercial insurance and

reinsurance

NACSA/NACSE buyers need not
CONFERENCE worry about the

The Greenbler , continuity of
their programs

at Lloyd's of London, despite criti-
cal articles in the mass media, its
chairman asserts.

"Lloyd's will have sufficient ca-
pacity, probably about $18 billion,
in 1992 and beyond to provide con-
tinuity of cover to large risks and
insurers,' David Coleridge said
last week in a sfeech intended to
"set the record straight" on
Lloyd's.

He also called on U.S. insurers to

increase their property/casualty
rates and warned them that they
face stiff competition from other
insurance markets (see related

stories, page 3 and this page).
"Lloyd's is a byword for innova-

tion and security in insurance and
it will remain sc," Mr. Coleridge
declared. ''You may all have confi-
dence in Lliyd's as a reinsurer at a
time when the reinsurance market

is hardening-and very markedly
-and the search is on for quality
of assets and high solvency ratios."

Mr. Coleridge made his remarks
at the annual joint meeting of the
National Assn. of Casualty &
Surety Agents :nd the National

Assn. of Casualty & Surety Execu-
tives, which is the largest gath-
ering of top executives in the U.S.
commercial property/casualty in-
surance nnarket-

p.ace.

In a speech t:
highly critical of
general media Ur./
reporting on
Lloyd's record
$383.7 million
loss for the 1988

underwriting
year, Mr. Co-

leridge com-
mented that "I Mr. Coleridge
can only react
with amazement to much of the

inaccurate rubbish which has re-

cently been printed and said, lit-
erally around the world, about the

Lloyd's market."
Allowing that Lloyd's has "a

high public profile and therefore
attracts more comment than a con-

ventional insurance company," Mr.

Coleridge complained that "this
year's crop of comment surround-

ing the announcement of our re-
sults was hyperbole by any yard-
stick."

Mr. Coleridge emphasized that
while as a whole the Lloyd's mar-
ket reported a loss for 1988, two-
thirds of the syndicates made prof-
its and one-third, or 10,000, of its

32,000 members actually made
money. Furthermore, only 318
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names suffered losses .n 1988

greater than 100,000 pounds
($193,000 at the appropriate ex-
change rate), he said.

A large reason that the market
suffered an aggregate loss was an
increase of $2 billion compared
with 1987 in loss reserves, or what
Lloyd's calls "reinsurance to

close" an accounting year, Mr. Co-
leridge said.

That "quite proper" increase in
loss reserves included reserves for

"American long-tail liabilities
arising from policies covering

companies exposed to pollution
and asbestosis claims," he said.

"A large influx of possitle pollu-
tion claims" was repcrted to
Lloyd's at the end of last year, he
said. As a result, syndicates had to
establish loss reserves for these

"potential claims," he said, em-
phasizing the word potent_al.

Mr. Coleridge called on insurers

to continue to fight demands for
coverage to clean up past pollu-
tion, calling it a "deep-po:ket"so-
lution to the problem of decades-

old industrial pollution.
The most recent increase in loss

reserves at Lloyd's brought its ag-
gregate assets to $32 billion, Mr.
Coleridge pointed out. With $19
billion reserved to cover losses,
"our declared resources are 156%

of liability provisions."
And those assets are invested in

"high-quality securities cf various
types with the majority of our U.S.
dollar funds in U.S. government
securities. "Unlike our competi-
tors, we have no junk bonds or vol-
atile property holdings in our in-

vestment portfolio."

Furthermore, Lloyd's assets of
$32 billion do not include the "un-

declared assets of our members, all
of whom have unlimited liability to
pay claims. Neither do we add to
reserves from existing capital. It is
all new money called from names.

"This, I venture to suggest, belies
the rantings of the media that we
are either fundamentally bust or
about to be so," he said.

Indeed, he continued, as Lloyd's
"enters 1992, we will be a leaner,

fitter and supremely secure and
solvent insurer, eagerly looking for
opportunities in the years ahead."

Mr. Coleridge acknowledged that
in addition to news of a record loss

at the close of the 1988 under-

writing year, some syndicates have
called on their members for cash to

cover catastrophe losses that oc-
curred in 1989 and 1990. Gen-

erally, under Lloyd's three-year
accounting system, names would
not expect cash calls until the end
of those underwriting years.

"Claims have already exceeded
premiums received or reinsurance
recoveries within the Lloyd's mar-
ket," he said, especially excess-of-
loss or catastrophe business.

Those two years saw the "longest
and mostly costly run of natural
and man-made disasters in the rec-

ord books," he remarked.

And, the catastrophes occurred
"at the low point in the insurance
cycle when premium rates were
depressed, there was too much ca-
pacity worldwide and everyone
was chasing cash flow."

Continued on next page

U.S. an island,
Coleridge says

WHITE SULPHUR SPRINGS, W.Va.-The U.S. insurance indus-
try is ignoring globalization and deregulation of the industry
worldwide at its peril, warns the chairman of Lloyd's of London.

Deregulation and globalization are "of major importance for us in
Britain, Europe and the Pacific Rim, but they still

NACSA/NACSE seem not to excite the American industry," David
CONFERENCE Col€ridge observed.

The Greenbrier , „ If you do not want your insurance industry to
follow your automobile and electronics industry

down the road to domination by Europeans and Japanese, you need
to look carefully at your present position," he told U.S. insurer
executives meeting here at The Greenbrier resort last week.

"In continental Europe, there are some of the world's largest,
most secure and best reserved insurance companies hungry for ac-
quisition and expansion. A similar industry exists in Japan," he
said. These insurers are financially strong, he said, "because of their
governments' attitudes toward insurance and the fiscal and taxa-
tion treatment of their insurers' reserves.

"These differ markedly from the attitudes toward insurance
shown by my government and yours," he said.

Not only competitors but also clients will change as trade bar-
riers come down around the world, Mr. Coleridge predicted.

Clients will merge and become larger, "which will improve the
central professionalism of what will be very large purchasers of in-
surance. They will operase on a truly global scale."

These global buyers will demand a global response from insurers,
Mr. Coleridge predicted. "There must be greater willingness to offer
cross-border covers where appropriate, such as those currently of-
fered by Lloyd's and its brokers."

"To maintain and increase our share of core business, insurers
will have to respond with more innovative thinking, and the indus-
try as a whole will have to add value to the products and services
it offers," he said.

To succeed in this new global economy, the industry must ad-
dress personnel recru.tment and training, Mr. Coleridge said. "Not
only must we be able to attract the ablest and brightest people, we
must develop them through a real commitment to training, which,
certainly in London and especially at Lloyd's, we have," he said.

The insurance industry also must "get its products and pricing
right, especially with new products, if it is to remain viable, and it
must keep its solveney and reserves under constant review," Mr.
Coleridge said.

This "will be especially important in a climate of freedom where
there will be fewer restrictive trading agreements, tariffs and
government controls over products and pricing," he said.

-By Kathryn J. Mcintyre
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Contmued from previous page Lloyd's capacity this year was names The central fund, which

"We thus have the situation 'In 1965, 1966 and 1967, Lloyd's last made losses $21 4 billion exists to pay claims if a syndicate
where at least $675 million of "While we are not complacent cannot, would not be involved, he
1989's and 1990's losses have al- in circumstances very similar to today's. "The End about any of this, neither are we noted
ready been called from members of the Line for Lloyd's" and "Unlimited Liability unduly panicked," he said Commenting that he did want to
Thus, some of the predicted losses Must Go" were the two most popular headlines. Due to low rates in the last few "second guess" the recommenda-
for the Lloyd's market for the next years and the capacity added to tions of a 14-member task force
two years of account have, in fact, Neither happened,' Mr. Coleridge says. Lloyd's in the last 10 years, the that is due to report by year-end on
been paid " market has not fully used its ca- the issue of unlimited liability and

Mr Coleridge noted that "un- pacity, he said other Lloyd's market concerns, Mr
happily for some names, they have In addition, "many of those who Coleridge said, "I have a feeling
been presented with bills for the erate with the SEC "We've worked made poor story, it becomes the are staying (members) are increas- that they may recommend this "
aggregate losses on their syndi- closely with the SEC over many province of the feature writer, gos- ing their premium limits to take Were it to eliminate completely
cates for the three-year period years If the SEC wishes to see any- sip columnist, general news re- advantage of the upturn when it the unlimited liability of members,
1988 to 1990 And they have, very one at Lloyd's, we are available porter and what have you Such comes," he said, predicting a mar- Lloyd's would become "no more
publicly, made their unhappiness We will cooperate 100% We have people have little or no knowledge ket turn in the next 18 months than a small insurance company"
clear to the newspapers and televi- nothing to fear or hide " of insurance, let alone Lloyd's, and In response to a question, Mr that "would not merit any excite-
sion, at the same time suing all and With this explanation of recent they tend to sensationalize all and Coleridge said that he personally ment," Mr Coleridge said
everyone in an attempt to recoup developments at Lloyd's, Mr Co- everything It was precisely this does not think that unlimited lia- If Lloyd's adopts mutualization
their losses " lertdge asked "So why did the media coverage which has led to bility at Lloyd's will be aban- of individual member's large

Dozens of U S members facing world's media use up acres of the present public debate about the doned losses, the society as a whole re-
huge losses are trying to sue newsprint to pillory Lloyd's for in- future of Lloyd's However, recognizing how diffi- tains unlimited liability, he ex-
Lloyd's alleging violations of Se- competence and to predict our im- Mr Coleridge noted that Lloyd's cult it is for a Lloyd's member to plained after his speech
curities and Exchange Commission minent demise?" has been through this media atten- know that he "may wake up and Mutualization of large losses
rules in recruiting U S members His answer "When the news tion before "In 1965, 1966 and find that (he) lS bust," Mr Co- suffered by Individual members
(BI, Oct 7, Sept 2) from Lloyd's is about profits, mod- 1967, Lloyd's last made losses in leridge predicted that Lloyd's may possibly could be adopted for the

Mr Coleridge called their litiga- erate trading losses, reserving circumstances very similar to adopt "some form of mutualization 1992 underwriting year, Mr Co-
tion efforts "sad" and pledged that methods and changes in market today's 'The End of the Line for for a loss of considerable size" suf- leridge said It would not be retro-
Lloyd's will fight litigation in the practice, then it is largely the prov- Lloyd's' and 'Unlimited Liability fered by an individual member active, however
United States ince of the financial and business Must Go' were the two most popu- over a four-year period Commenting that he has "tre-

Members of Lloyd's "sign end- writers who have some under- lar headlines Neither happened Mr Coleridge declined to specu- mendous sympathy for any indi-
less agreements saying that actions standing of our structure and oper- and, indeed, the market returned late how large the loss would have vidual member that suffers a large
must be brought under British ations and can put the news in a aggregate profits for the next two to be, but emphasized lt could not loss," Mr Coleridge also pointed
law," he pointed out realistic context decades " be so small as to mutualize all out that actual losses suffered by

Mr Coleridge also criticized "However, when the story is of a Mr Coleridge conceded that losses or so high as to make it names may be less than the cash
members who said "thanks" when Lloyd's name losing money to the Lloyd's will lose more names for meaningless members have been called to pay
they made profits but sued when extent of selling his castle in Scot- the 1992 underwriting year and The fund to cover an individual because they may be able to offset
they suffered losses land and moving to a cottage, that Lloyd's capacity will "de- member's large loss would be their individual losses against

Lloyd's is ready, he said, to coop- which is, as we call it, a rich man crease perhaps by 10% " created by a "small levy" on all other income for tax purposes m

Industry must come Regulators must guarantee
to grips with problems, rate adequacy, insurer says
agency exec advises By KATHRYN J. McINTYRE Duffysuggested, should Include the lated to Proposition 103 in

"concept of 'predictive accuracy' " to Callfomia
WHITE SULPHUR SPRINGS, allow a review of rates for adequacy • The failure of regulators to ex-

WHITE SULPHUR SPRINGS, W Va -The insurance industry W Va -Proposed federal oversight of or redundancy ercise responsibility in their public
should be "our own worst critic," an agency executive maintains insurance regulation must include "A federal oversight body could re- pronouncements on msurance issues

"It is time we realized that we need to make improvements in our constraints on states' ability to roll view rate settmg m a particular line and to speak out when the pubhc is
products and services," urged William T Huntley III, senior vp of back insurance and state and de- bemg misled

Pritchard & Jerden Inc of Atlanta
NACSA/NACSE rates, contends an termine whether "Most often, the pubhe statements

NACSA/NACSE "We must face the sobering truth that the pub- CONFERENCE msurer executive rates had been of our regulators are pohtically moti-

CONFERENCE lie is not happy with our responses to their prob- The Greenbrier , Regulatory rly* consistently mad- vated rather than factually based,"
The Greenbrler . lems or the explanations we give for our short- change, "with a equate or redun- Mr Duffy said

comings " strong emphasis on solvency controls dant," Mr Duffy • The inability of regulators to
Mr Huntley made his remarks as the outgoing president of the and strengthened oversight, iS 1mml- explained agree on policies and practices,

National Assn of Casualty & Surety Agents at its nent," forecast Kenneth J Duffy, " If the over- "causing 50 different requirements
annual joint meeting with the National Assn of president and chief executive officer sight body had ranging from slight to great, but al-
Casualty & Surety Executives last week of Commercial Union Insurance Cos the authority to ways consistent m requiring reams of

"The industry lS under unprecedented attack," d But, a federal regulatory role i mitiate a review, paper and great expense "
Mr Huntley said, observing that "public confi- should not be limited to "promul- Mr. Duffy or could do so The current state system of regula-
dence is at an all-time low Insurance insolven- gation of standards with delegation upon petition, a tion "was conceived at a time when
cies are becoming more frequent and more costly of implementation to the states," he new and more equitable standard distances were great, communica-
by the day said would apply to state rate setting," he tions slow and attitudes and prac-

"Federal regulation of insurance is more likely "Solvency standards will lack said tices were characterized more by dif-
than ever And globalization of the economy is comprehensiveness if they ignore the "This would not completely ferences than similarities," he said
forcing major changes in the financial services political suppression of adequate rate de-politicize rate setting, but it In the current review of the U S

industry, including insurance " Mr. Huntley levels," Mr Duffy said would be better than the present sit- insurance regulatory system, "we
The insurance industry, Mr Huntley pointed "Minimum standards for regula- uation," Mr Duffy mamtalned could learn much from the regula-

out, "has made mistakes It iS not fair to blame the consumer for tion should specify that regulators The current system of insurance toi-s m other countries," he said

losing confidence in us when from their perspective they can't get have a responsibility to set rates with regulation m the United States not "Their principal regulatory focus
affordable insurance, or their life savings just happened to be in some reasonable degree of accuracy Only is the victim of "political ex- is on solvency They have m the mam
Executive Life " over a penod of time Rate setting pedlency," according to Mr Duffy, recognized the social purpose of in-

As a result, "it is time we realized that we need to make im- should not consistently result in rate but also is "parochial, unpredidable surance without losing sight of eco-
provements in our products and services It is time to begin to make inadequacy as it has in many states," (and) unduly expensive " nomic realities," he said

changes that will restore confidence in our Industry and the prod- he asserted In contrast, "good regulation Foreign governments tend to "be
ucts we sell and ensure our place in a rapidly changing mar- Mr Duffy made his remarks here should be cost-effective, fair, focused supportive" of their msurance indus-
ketplace " last week at the ]0mt annual meet- on prevention and predictable to tries, while U S regulators have a

While conceding, "I don't pretend to have the answers," Mr mg of the National Assn of Casualty both the regulated and the pubhc," "fundamentally anti-business atti-
Huntley said, "I think that our industry has the raw talent and & Surety Agents and the National he said tude," he observed

heart and can make the commitment to effect changes that will Assn of Casualty & Surety Execu- "Current msurance regulation fails "Insurance is a vital part of the
benefit us as well as our clients and the national community " tives as the outgoing president of to meet these reasonable standards," economy m a free society, but this

Mr Huntley stressed that he did not intend to "chastise the indus- NACSE accordmg to Mr Duffy does not appear to be recognized by
try" with his remarks Notmg that federal legislation is As examples of recent regulatory our government, as our laws, ac-

"I still believe strongly in what we do We provide a public service expected to "set some minimum failures, he cited counting requirements and tax codes
to our economic system by providing insurance products that ensure standards for state regulatory per- • Recent msurance company msol- impose constraints upon us in our
that products and services necessary to sustain our high quality of formance," Mr Duffy suggested that vencies, and their cost to the public home market which are not borne by
life can continue to be developed and produced, without the fear of the legislation also include a "mecha- and solvent insurers our major foreign Competitors in
random disaster " nism to lessen the impact of polltical • The "tremendously expensive their home markets

The Soviet Union's efforts to develop a free market economy in- mfluence m rate setting " regulatory examination process," "The governance of insurance in
clude "talking with experts from the United States to help them es- The only protection for insurers with too much emphasis on trivia, other countries is designed to en-
tablish an insurance system," Mr Huntley noted "It's rather unfor- agamst madequate rate settmg by the creatmg Jobs and raismg revenue sure the strength of the industry with
tunate that we have not done a better ]ob of explaining the impor- states is for insurers to file suit • The massive costs of "patently a resultant economic benefit to the
tance of insurance to our own American public," he quipped claiming the rates are confiscatory, groundless lawsuits initiated by nation," Mr Duffy said

Mr Huntley warned his audience '*We can anticipate change he noted agencies of our government to ad- As a result, he said, U S insurers

and adapt to the future, or resist and become the dinosaurs of the "History indicates that applying vance polltical ambitions at the ex- are badly positioned to meet foreign
insurance marketplace this standard to a specific rate set pense of insurers," and the "cost of competition "The challenge of mter-

"As the leaders of the Soviet government learned, if you don't by a state is rather hopeless One company-instituted litigation, which national competition can only be met
meet the needs of your public, they will find someone who will," he rate for one hne of business for one we are compelled to incur to avoid by an mdustry which produces profit
said year is so subject to normal and ex- the confiscation of our property " at a level which will attract capital to

William P Wallace, deputy chief executive officer of Wallace, pected variation that courts are The first is an obvious reference fuel essential growth "
Welch & Willingham Inc in St Petersburg, Fla, was elected presi- rightly hesitant to substitute their to the antitrust litigation pending Joseph C Eanes Jr, president of
dent of NACSA for the coming year ludgment for that of the regulator," against insurance industry defen- Fidelity & Deposit Co of Maryland

-By Kathryn J Mcintyre he explained dants and the second refers to in- m Baltimore, was elected president of
Federal reform legislation, Mr ' surers' objections to regulations re- NACSE for the coming year
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Update Bendectin award By that time, sales had fallen sharply courts have concluded that the data
and numerous product liabi.ity suits presented at trial did not prove a sig-

Continued from page 3 had forced up the company's msur- nificant connection between the use

Insurer ratings downgraded excludes damages related to toxic ance costs (BI, June 20, 1983 of Bendectin and birth defects

torts The subsidiary was livoiced In addition, more than 35 epide-
Contznued from page 2 A Nov 15 hearing has been sche- directly for its share of Dow Chem- miologic studies and reports by the
"partially offset strong statutory earnings" m 1990 and may continue duled to record the Judgment, after leal's overall product habi.it) cov- U S Food and Drug Administration
to do so, S&P said which the company can file its mo- erage costs and foreign drug enforcement agen-

"We've done very well on our real estate investments, historic- tions and appeals At the time, Dow Chemical pur- cies support Marion Merrell Dow's
ally," a Massachusetts Mutual spokesman said Among 35 previous Bendectin suits chased pnmary product liability cov- claim that there is no connection be-

The rating on Kemper senior debt was lowered to A from AA, which that have gone to trlal, the company erage from i ts ca ptive insuier, tween the drug and birth defects, ltS
S&P said was due to "aggressive investment policies" at units Kemper ultimately has lost only two Only Doru'leo Reinsurance Co Donnco iS spokesman contends
Investors Life Insurance Co and Federal Kemper Life Insurance Co one Bendectin award has been larger managed from Dow Chemical's Mid- However, plaintiffs' attorney Mt

Kemper disagreed with S&P's action, arguing that several factors than the Texas award, the Marion land, Mich, headquarters Nace said that a 1983 study by the

plus "Kemper's conservative capital structure warrant a higher rating " Merrell Dow spokesman said Excess layers were placed with National Institute of Health showed
S&P lowered the Continental pool's claims-paying rating to AA In 1987, a federal Jury in Wash- Lloyd's of London syndicates that Bendectin interferes with the de-

from AA +, citmg "mediocre underwntmg results" and singhng out the mgton, DC, awarded $75 million m Dow Chemical would not reveal velopment of cells while limbs are

commercial multiperil hne as "extremely competitive with heavy cost- punitive damages and $20 nation m its coverage limits, but attorneys m forming in the womb
cutting" Also, the senior debt rating of parent Continental Corp was compensatory damages to an 8-year- 1984 estimated that as much as $2 In addition, four animal studies
lowered to A from A+ old boy who was born with deformed billion m coverage was available to completed since the drug was taken

John P Mascotte, chairman and chief executive officer of Continen- hands and elbows pay Bendectin-related claims off the market showed a direct rela-

tal, said, "We are disappointed that a change in S&P's outlook for the The trial judge, though, later disal- Bendectin has been targeted in tionship between use of Bendectin
msurance industry has triggered a lowenng of Contmental's ratmgs " lowed the punitive damages and a suits by at least 1,800 women who and limb deformity, he said

federal appeals court overturned the used the drug during pregnancy It Bendectin's active Ingredients weie

CIGNA weighs offers for unit compensatory award in 1990 was used in more than 33 million vitamin B-6 and doxylamine succin-
Mr Nace, who also represented pregnancies from 1956 to 1983 ate, an antihistamine

PHILADELPHIA-CIGNA Corp says it is considering selling its that plaintiff, said he is attempting to In 1984, more than 700 clalmants While the FDA since 1976 has re-

property and casualty remsurance division reopen the case based on evidence in alleging injunes from the anti-nausea quired that over-the-counter antihis-
Several parties m the remsurance busmess have made unsolicited the Texas trial drug agreed to settle their claims for tamines carry a warning agamst their

inquiries about the division, which generated close to $591 million Bendectin was mtroduced in 1956 $120 milhon (BI, July 23,1984) use dunng pregnancy, no such warn-
in net premiums worldwide last year, according to Philadelphia-based by Richardson Merrell Inc, which That pact, though, was som voided ing was required on Bendectin

CIGNA "We have interested parties on both sides of the Atlantic," said Dow Chemical purchased in 1981 by the 6th U S Circuit Col+rt of Ap- Manon Merrell Dow is appealing
a spokesman, who would not disclose the asking price and renamed MeITell Dow Pharma- peals The appeals court ruled that the two cases it has lost

The division wntes treaty, facultative and financial reinsurance ceuticals Inc The name was changed the judge presiding over th€ case had In one case, a Washington, DC,
About 56% of ltS revenues come from outside the United States, in 1989 to Manon Merrell Dow exceeded his authonty in certifying a Superior Court in 1983 awarded
accordmg to the Insurer And at least 1,150 Bendectin suits mandatory class of plaint_ffs in an $750,000 m compensatory damages

Moody's Investors Service placed the Al financial strength ratmg of against Merrell Dow were dismissed effort to facilltate the settlement to a 12-year-old girl for disfigure-

CIGNA Re under review after the proposed sale was announced m 1989 In a single case, the U S Su- Plaintiffs' attorneys initiated the ment, mental anguish and pain and
preme Court let stand a federal action that resulted m the Gth Circuit suffering

TPA charged with MEWA fraud court's dismissal of the bodily injury opinion And, in 1987, a federal court m
claims Many of the appellate r.thngs fa- Washington, DC, awarded $300,000

GREENSBORO, N C -A North Carolina third-party administra- Once widely prescnbed, Bendec- vorable to the drug company have in compensatory damages in another
tor and ltS president have been indicted on charges that the firm tm was taken off the market in 1983 focused on scientific evidence These birth defect case

embezzled approximately $12 million from more than 1,300 multi-
ple employer welfare arrangements that it administered Executive Life bids

Following a one-year Investigation by the U S Labor Department
and the FBI, Calvin Banks Finger and his firm, Amencan Institute of Continued from page 3 lysts estimate the portfoho is worth ises enhanced benefits to policyhold-
Management Services Inc of Winston-Salem, NC, were mdided Oct 1 Johnston, D-Stockton, also restncts $4 2 bilhon ers, it does not change the $27 mil-
by a federal grand lury m Greensboro Insurer Investments m mortgages and The Hellman & Friedman offer, lion price tag on the junk bond

The indictment charges that from January 1987 through November real estate said Mr Byrne, lS expected to offer portfoho
1989, Mr FInger and AIMS embezzled the funds from three different With the value of its junk bond policyholders 83 cents on the dol- "Any bid which leaves the junk

AIMS-controlled bank accounts designed to hold employer payments holdings detenorating, Executive lar, compared with 81 cents under bond portfolio in Executive Life is
until they were forwarded to msurers The money was used for purposes Life was seized by California regu- the Altus plan just another high-stakes roll of the
other than funding benefits and defraylng reasonable administration lators earlier this year (BI, April 15) Also, like the Altus bid the Hell- dice with policyholders' money, and
expenses, the mdictment charges As of late last week, the Altus and man & Friedman offer would rely the Investor group has no interest m

Mr Finger, whose company administered MEWAs that provided Hellman & Fnedman bids were the on state guaranty funds to make poll- subjecting policyholders to those
health, life and other benefits to workers and dependents of mul- only two that had been formally sub- cyholders whole, he said kinds of risks and uncertainties,"

tistate employers, faces up to 15 years in prison and $750,000 in mitted to the court The investment group initially he- said John F Hartigan, director of
fines if convicted on all three counts of embezzlement AIMS, if Several other offers were expected sitated m submitting its offer after transition planning for the French
convicted on all counts, faces a fme of $1 5 nullion by last Fnday's 4pm EDT deadhne receiving word that the guaranty investor group and a senior partner

Mr Finger was arraigned Oct 7 in Winston-Salem and pleaded • Texas investor Richard Rain- fund association was considering in the Los Angeles law firm of Mor-
not guilty He was released on $25,000 bond water, recording industry mogul submitting a bid of its own gan, Lewis & Bocklus

David Geffen and San Francisco- However, "after studying the bid The latest Altus proposal Includes

Jardine offering to aid growth based Bechtel Investments, a unit of and talking to the NOHLGA peo- the followlng provisions
Bechtel Group Inc, were reportedly ple, we now think they played a con- • A hquichty provision that would

LONDON-Jardine Insurance Broking Group Ltd plans to offer preparing a bid (BI, Sept 30) structive role" m the preparation of permit life insurance, annuity and
shares representing 323% of the company on the London Stock Ex- • A plan by the National Organi- the Hellman & Fnedman offer, Mr pension GIC holders to immediately
change to finance expansion, especially in Europe zation of Life & Health Insurance Byrne said borrow up to 50% of the net cash

The broker, wholly owned by Jardme Matheson Holdings Ltd of Guaranty Assns to take over and hq- Other provisions of the Hellman value of their contracts in the form of
Hong Kong, also is changing its name to JIB Group PLC uidate the insurer was announced m & Fnedman offer mclude policy loans without imposition oi

The offermg price will be announced this week, but sources esti- mid-September (BI, Sept 23) • Policyholders would ieceive 50% surrender or moratorium charges
mate the value of the 33 million shares to be offered at about 65 • A group of municipal guaran- of the first $200 million m profits • A policy will be established to

million pounds ($1112 milhon at current exchange rates) teed Investment contract holders who earned by the new company, or 15% assist hardship cases to access the
Half of the shares will be placed with mstitutional mvestors and are not included in any of the other of total profits, whichever is greater value of their policies without mora-

half offered to the publle Trading will begin in London Nov 7 offers are expected to assemble a bid • Policyholders-indLding pen- torium or surrender charges
John Barton, chief executive of JIB, said the offering will allow of their own sion plans that hold GICs-would re- In a development related to Ex-

it to pursue other acquisitions, including its current negotiations for a Meanwhile, a trial is continuing ceive interest payments t,ed to five- ecutive Life's failure, Gov Wilson
minority stake in a "major continental European broker m Los Angeles on an issue that could year Treasury bond rates plus 50 signed in:o law S B 1135, a bill that

affect any eventual Executive Life basis points As of today, that return limits insurer investments in junk

Briefly noted deal whether munic.palities that in- would equal about 7 8% bonds, mortgages and real estate
vested the proceeds of bond 1SSUeS ln Under the Altus propisal, inter- Basically, the new law makes sure

U S District Judge H Russel Holland approved Exxon Corp's new Executive Life GICs are policyhold- est earned would be tied to five-year that insurers' operating capital lE
settlement with Alaska and the U S Justice Department over the 1989 ers entitled to the same claim priority Treasury bond rates minus 100 basis held in more conservative investment
Valdez oil spill, even though Exxon will pay a lower criminal fine than as annuitants and other GIC holders points At today's rates, that would vehicles, said Wayne D Wilson, vp 01
under the earher settlement Judge Holland said he accepted the latest If the muni-GIC holders are found amount to approximately 6 3% the western regional office for the
deal because lt provides more money to rehabilltate Prince William to be policyholders, rehabilitation • A five-year moratorium on cash- American Insurance Assn, whict
Sound and because of Exxon's cleanup efforts (BI, Oct 7, April plans for Executive Life will have to outs-the same ban included in the supported the legislation
29) The Senate this week is expected to vote on a measure approved account for $1 85 bilhon in additional Altus proposal Currently, he erplained, insurers
by the House that would require the secretary of transportation to liabilities Altus announced early last week mvestments are divided into two ca-
develop new rules for employers to conduct alcohol and drug testing The latest Executive Life offer was lt was enhancing its offei after other tegories general investments, wherf
of more than 4 million aviation, rail, motor carrier and mass transporta- presented to Los Angeles Superior bidders said the French investor operating capital is stored, and ex-
tion employees The bill, H R 2942, would require rules to be developed Court Judge Kurt Lewin on Fr-iday group had undervalued Executive cess investments, which holds all
for pre-employment testing, reasonable suspicion, random and post-ac- by Hellman & Friedman, the Zell- Life's extensive junk bond portfolio funds that exceed paid-m capital

adent testmg A House subcommittee has defeated an amendment to Chilmark Fund, a Chicago-based Under its original offer, Altus Fi- Under the new law, some mvest-

legislation to refinance the Resolution Trust Corp that would have limited partnership, and Fund nance, a division of Pans-based bank ments that had been considered gen-
outlawed the regulatory and insured vs. insured exclusions con- American Enterprises, a wholly Credit Lyonnais, would pay $2 7 eral investments, such as mortgages
tained in directors and officers habllity msurance policies The Federal owned subsidiarb of The Fund billion foi the Junk bond portfolio and real estate, will be transferred
Deposit Insurance Corp called on Congress to prohibit the exclusions American Cos, the former owner of and a hquidating trust would be set Into the excess investments category
(BI, Sept 30) Michael J Mullen will resign at the end of the year as Fireman's Fund Insurance Cos up to sell off the company's real es- While smaller insurers may be
executive director of the National Assn. of Insurance Brokers in Of the $750 mlillon m new capi- tate holdings, valued at $ 380 million forced to alter their investment prac-
Washmgton, DC A successor has not been named The Senate Per- tal that would be committed to the A separate group led by insurer tices, Mr Wilson does not think the

- manent Subcommittee on Investigations is conducting a "preliminary new company, $300 million would Mutuale Assurance Artisanale de new law will have a dramatic impact
inquiry" Into Lloyd's of London following allegations of secunties law be m cash and $450 million would France of Paris, would capitalize the on large insurers
infringements and financial problems "We have nothing to hide," a be available on a standby basis in new company with an additional The Altus bid would immediately

Lloyd's spokesman said of the investigation The High Court in Lon- the form of a letter of credit from $300 million in cash (BI, Aug 12) comply with the new statute, but the
don has postponed an action to wind up four msolvent Insurers owned Bank of America The junk bonds, which had a face Hellman & Friedman bid would not
by London United Investments P.L.C. LUI administrators are ex- The new company, called Sierra value of $6 6 bll.hon when purchased comply until 1996 because the new
pected to distribute documents outlining schemes of arrangements for National Life Insurance Co, also by Executive Life, are now valued at company would maintain the Junk
the four companies at the end of this month would use as capita. Executive Life's $42 billion by securities analysts bonds, which comprised as much as

extensive junk bond portfolio Ana- While the new Altus offer prom- 65% of Executive Life's portfolio I
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Punitive damages "Each case should be looked at on its own tional by the Maryland appeals court, Mr 
merits," said William Shernoff of Shernoff, Roessler said Bi Insurance index

Cont:nued from page 1 Darras & Bidart in Claremont, Callf "It sounds However, "it's our position that this is not
on so far, the lower courts have reafflrmed hke the Maryland Court 15 saymg that based on an appropriate case for the award of any puni- 700

the punitive damage awards the guidellnes set by the Supreme Court, the tive damages, and we win stress this point at
Mr Olson noted, though, that if lower courts award was out of whack and that lt should be retrial," he said 690

1
continue to "place a rubber stamp on the ong- sent back for a lury to come up wlth something Edward J Birrane, Evander's lead attorney 
nal awards, the Supreme Court vall hkely feel more in line with the actual damages," he said and a partner with Birrane, Harlan & Cooke in
mclmed to take another case " 680 1

"There's clear hostillty toward punitive dam- Baltimore, said he is "not totally unhappy with
However, federal and state appellate courts ages m the appellate world," said Linda Lipsen, what's happenmg Personally, I'd prefer to have

throughout the country that have rehed on Has- an attorney with the Consumers Union of the a Jury hear our case again than more ludges To 670
t:p have not been so quick to uphold initial pu- United States m Washington, D C my understanding the Jury unll be mstructed
nitive damage awards, the Maryland appellate But, Ms Lipsen does not give the Haslip that A&A is guilty of leadmg a malicious con- 660 1 - 3.
court decision notes decision much credit for this trend spiracy to damage my client The only question

In six cases cited in the Maryland appel- rril. *"The pubbc relations campaign against pum- they'll have to answer is what punitive damages 1+

late court opinion, two state appellate courts tive damages lS affecting all cases It's not the they should pay " 650 't,'4114R'.A --,t' --Ir- -d, T*ts---
1

have reduced awards and two federal appel- Supreme Court ruling that is causmg punitive In vacatmg the punitive damage award and 7-»jl27+AL*W>'mn:-t 1: - :,R:'4late courts have remanded punitive awards to damages tobereversed orreduced There's callmg for a retnal, Judge Alan Wilner, writing 640 ,4 Jji,-,4 :„ - H
trial courts for further consideration Another nothing instructive in the Haslip decision It for the three-Judge appellate panel, noted that
two state appellate courts have sustained puni- doesn't hnut punitive damages, it only says to the 1SSUe of punitive damages became muddled 4 4  4> * 4, e y
tive awards, the decision noted act reasonably, which has always been the durmg the original trial

Base = 100 on Dec 29.1978Those cases clearly show that the nation's case," she said Judge Wilner said that the trial court iudge
highest court has effectively spread the mes- Source Nordby International inc

The dispute in the Maryland case involves failed to provide the Jury with any instruc-
sage to lower courts that punitive damage a broker-of-record agreement that now-defunct tion on punitive damages with respect to A&A
awards must be reasonable to stand, said Mar- independent broker B Dixon Evander & Asso- nor was the lury told about the purpose of pum- Insurance industry stocks slipped again last
tm Connor, president of the Amencan Tort Re- ciates Inc in Baltimore held from 1975 to 1986 tive damages week as the Business insurance Index fell 3.9

form Assn, a busmess-backed advocacy group with Mutual Fire, Marme & Ihland Insurance "On this, we do not believe that a $12 5 points to 651.8 on Oct. 11, from 655.71 on Oct.
based m Washington, D C Co through the insurer's managing general milllon award comports with due process," the 4. Advancing issues for the week were led by

"It appears as though courts are finally get- agent, Shand, Morahan & Co Inc court said Nobel Insurance Ltd., up 8.9%; UNUM Corp., up
ting the message that the 14th Amendment does Evander alleged that A&A encouraged Shand Not only was the $12 5 million punitive 7.0%; and USLICO Corp., up 5.0%. Declining

place hmits on a jury's discretion" for awardmg Morahan, which was then an A&A subsidiary, award allowed by the tnal court excessive in insurance issues for the week followed Provi-

punitive damages in consideration of actual to terminate the agreement with Evander and terms of Maryland history, "it is far in excess of dent Life, down 10.4%; Selective Insurance
damages suffered, Mr Connor said place coverage directly with Mutual Fire for the the actual harm caused to Evander, repre- Group, down 10.1%; and Fremont General

However, the Supreme court ruled 7-1 in University of Maryland Medical Group senting nearly 50 times the compensatory Corp., down 9.7%. The most active insurance
Haslip that the due process clause in the 14th The trial Jury originally awarded Evander damages Until the end of the case, Evander issue for the period was Sears (Allstate), with
Amendment does not mandate such hmits on $40 milhon of punitive damages, but the tnal himself sought no more than $5 milhon," Judge 6.9 million shares traded. The Bl Index was

juries judge in August 1990 reduced that award, Wilner wrote down 0.6%; the Standard & Poor's 500 rose

"While Hast:p iS not a model of clarity, it which he called excessive, to $12 5 milllon (BI, The court called A&A's actions "excessive, 0.05%; the Dow Jones 30 Industrials were up
does call for clear instructions for juries and Sept 10,1990, May 7,1990) 111-motivated and, in retrospect, stupid " How- 0.7%; and the New York Stock Exchange Com-
requires that punitive damages be rationally Although the Maryland appellate court va- ever, Judge Wilner wrote that the broker's posite fell 0.07%.

related to harm done and compensatory dam- cated the $12 5 nulhon punltive damage award, scheme did "not stnke us as very high on the
ages It seems that the law 15 fmally moving this the court left standing a judgment against A&A scale of reprehensibility "
way," observed Pacific Mutual attorney Bruce for actual damages exceeding $250,000 British Issues

The court compared the punitive damages
Beckman of Adams Duque & Hazeltme m Los Dixon Evander, president of the now de- awarded m the A&A case with the previous ,
Angeles

1 Week I 

funct brokerage, which recently won an $87 highest punitive damage award in the state OCt 10 Price P/E Div reid High-Low 
"This is the first time a court has ordered million Judgment agamst Maryland's largest In that case, the family of a child electro- Companies pence pence % ,-icepence 2

a retrial to reconsider punitive damages on medical malpractice insurer for defamation (BI, cuted by downed power wires was awarded Comml Union 485 NIM 30 7 63 485-484  <
the grounds that an original award was un- Oct 7), withdrew his claim for punitive dam- $75 nullion The court emphasized that A&A's GenI Accident 515 N/M 35 7 67 528-513 1 e
constitutionally high," said Victor Schwartz, ages against Shand Morahan and Mutual Fire actions caused "nothing like the harm" done to Gdn Royal Exch 169 HM 157 94 177-169 1 1
a tort law specialist with Crowell & Moring but not Mary Scheeler, an A&A vp who was m that child Royal 328 N/M 34 7 106 339-328

m Washmgton, D C charge of the account The court accepted that A&A "set out to Sun Alliance 354 N/M 187 53 358-449

"I commend the Maryland court for following Both A&A and Evander still have the op- cause economic harm to a competitor, that it Brokers
constitutional guidelines established by the Su- tion of appealing the appellate decision to used inappropriate means to achieve that goal, Bradstock 171 195 60 35 172-171
preme Court, however vague those guidelines Maryland's highest court Neither Ronald J and that lt should be punished for, and others CEHeath 497 173 345 69 500--497 ,

might be Plaintiffs' lawyers said earlier this Roessler, A&A's general counsel, nor Evander's deterred from, engaging m that conduct But, Hogg Group 220 131 10 7 49 225-220 1

year that the Supreme Court's Haslip rulmg lawyers said they had not decided whether to nothing approachmg $12 5 milhon is necessary Lowndes Linbrt 337 172 153 45 341-337
was meaningless because it set no standards appeal

Lloyd Thompson 431 21 7 12 0 28 431-430

to achieve either goal"
PWS Holdings 84 103 47 56 85-84

This ruling shows it wasn't," Mr Schwartz If no appeal is made, a trial court Jury m
said

Sedgwick Grp 249 23 6 160 64 268-249

Baltimore w111 again decide whether A&A must Alexander & Alexander Inc, et al us B Dtzon , steel Bnl Jones 334 175 163 49 334-334''
Plaintiffs' attorneys say the Maryland ap- pay Evander punitive damages Evander & Assoczates Inc, Court of Spectal Ap- , Willis Corroon 294 155 17 6 60 301-294

pellate court decision is not a complete sur- A&A is "pleased" that the $12 5 milhon in peals Of Ma,ytand, No 1920, September tenn- 4
prise punitive damages was viewed as unconstitu- 1990 - Source Philip Olsen, Insurance Industry Analyst, Gndon___ __

r, se, Bl Industry Stock Report ly:

OCTOBER 7,1991 THROUGH OCTOBER 11, 1991

19 Weeklb Year lo Oate Annual Mktmk Weekly Year to Date Annual MkVBk f
Pnce % change % change High Low Vol (000) $ Orv % Yield P/E Book value value Pnce % change % change High Low Vol (000) $ ON % Yield P/E Book value value '

BROKERS Market Corp OTC 1850 2.78 5745 1950 1025 112 000 000 9 322 575 )

Mutual Risk Mgmt Ltd NYS 2250 1.64 2675 1700 23 040 1.78 23

 Alexander & Alexander NYS 19.75 125 1459 27 63 16 75 362 100 506 16 9.77 2 02 NAC Re Corp OTC 22.50 1.69 3182 2834 1784 899 0.16 0 71 12 1890 119
Gallagher Arthur J & Co NYS 19.13 1.92 1774 2838 1900 8 064 335 15 588 324 Navigators Group OTC 3125 385 43.13 3500 1650 4 000 000 18 1352 231
Fek 8 H,11 NYS 388 333 690 438 200 52 000 000 8 5.24 474 Nobel Insurance LTD OTC 381 894 2710 438 250 9 000 000 5 7.76 0 49

Hilt] Rogal & Hamilton OTC 1425 364 -339 1750 1125 101 036 253 22 356 4.00 NWNL Companies NYS 2888 221 7111 3288 11.75 328 1.40 485 7 42 73
Marsh & Mclennan NYS 7438 276 -465 8725 6575 314 260 350 18 14.77 5.04 Ohio Casualty Corp OTC 4450 111 8.54

068 1

50.25 28.25 39 2.48 5.57 9 36.38 1.22
Poe & Associates OTC 11.50 417 7969 1250 625 163 0 32 2 78 14 229 502 Old Republic Int I NYS 31 38 203 37.16 3188 1738 116 072 229 7 33.09 095

BROKERS AVERAGE -04 66 25 11 Oren Capital Corp NYS 31.13 235 7786 32.38 1300 126 092 296 9 2042 152

CONGLOMERATES & HOLDING COMPANIES
Phoenix RE Corp OTC 950 0.00 2258 1025 5.00 168 0.20 2.11 11 1330 071

Protective Life Corp OTC 21.50 227 4454 22.50 1175 54 084 391 9 1629 132 L
Pcovident Life OTC

Bemey W R Corp OTC
1838 1037 500

2525
2450 1200

359
335 1 00 544 5 2588

-3267 3225 2088
071 >

324 0.32 1.27 14 23.89 1 06 FAE Capital Corp ASE 1488 171 15.53 1863 1175 30 020 134 10 1505 099 Berkshire Hathanay Inc NYS 847500 099 2697 847500 17500 1 000 0.00 30 461200 184 Reliance Group Holdings NYS
ITT (Hartford Group)

488 000 541 750 425 15 032 656 8
NYS

132 369
54.88 113 1432 6300 4025 1617 172 313 8 6401 086 RLI Insurance Corp NYS

Sears (Allstate)
15.13 254 4 31 1638 9.75 5 0.48 3.17 8 1441

NYS 36.13 1.05
2.36 4236 4350 2288 2768 200 5.54 12 3738 097

St Paul Companies OTC 59.00 084 598 7425 4950CONGLOMERATES 650 260 441 7
AVERAGE 5200 113

42 127 25 1
SAFECO Corp OTC 38.38 099 16 73 44.75 25.13 534 1.48 386 10 31.50 122

INSURERS/REINSURERS SCOR U S Corp NYS 1525 1.61 2323- 1650 8.38 31 024 1 57 9 1119 136

Se,bels Bruce Group OTC 600 000
Aetna L,le & Casualty

4118 888 425 38 036 600 120
NYS

735
3438 036 1186

082
49.13 29.00 1595 276 803 7 64.23 0 54 Selective Ins Group OTC 1550 1014 1698

American General NYS
1800 1250 108 104 671 8 1891 082

41.88 308 36.18 41 88 2350 684 200 478 10 37.14 1 13 Statesman Group Inc OTC 506 000 22393 5.88 1.25 124 000 000 169 248 204  American Heritage NYS 3038 253 4464 3225 , 1963 17 1.08 356 13 1925 1.58

1
Tokio Manne & Fire OTC 5225 048 1058 56 50 40.50 6 000 000 7093 0.74American Indemrity/Fin I OTC 6.25 385 9231 775 275 43 0 08 1.28 3 1293 0 48 Torchmark Corp NYS 50.13 1.26 256 5850 3800 131 160 3.19 12 1670

American International NYS
300

8025 -077 439 10200 5925 1917 048 060 11 4534 1 77 Transamenca
Aon Corp

NYS 36.13 203 1073 3838 2425
NYS

320 200 554 13 3656 099
3550 373 216 41 75 27 63 198 160 451 10 1850 192 Transatlantic Holdings

AigonaW Group
NYS 29.63 8.49 8.22 3938 2050 155 020 0.68 10 1838 161 2 1

OTC 2375 326 11.33 3338 1775 166 068 286 7 4826

AVEMCO Corp
0 49 Traveler s Corp NYS 1838 134 1053 2538 11.50 747 160 871 9 41.44 0.44

NYS 2550 377 5149 26.75 1413 11 040 157 19 955 267 Trenwick Group Inc OTC 2550 0.97 10.27 3000 17.75 72 060 2.35 9 2171 117
Baldwin & Lyons Inc OTC 2400 000 2800 2525 1700 0 028 117 8 24 29 099 United Fire & Casualty OTC 4650 000 3238 5800 2875 0 132 284 12 3539 131
Belvedere Corp ASE 300 -4.00 2000 338 175 30 004 1.33 20 765 039 USF&G Corp Chandler Insurance

NYS 738 3.28 1.67 14.25 6.13 1424
OTC

020 271 1 1196 0.62
250 4.76 6364 7.25 213 50 000 000 2 595 042 UNUM Corp NYS 63.25 698 35.66 7025 3388 492 104 1.64 11 37.25

Chubb Corp 170
NYS 6113 1 61 1267 75 25 35.75 1022 1.48 2 42 9 35.19 174

CIGNA Com
USLIFE Corp NYS 39.13 2.19 3973 4275 2325 105 1.64 4.19 9 6034 065 |

NYS 4650 449 1376 5675 3363 485 304 654 11 73.15 0 64 Unitnn OTC 35.13 2.43 1423 41 50 26 00 94
CNA Financel Corp

100 285
NYS

13 3070
86.25 177

114 F
2568 9250 4950 41 000 000 12 70.23 123 Washington National NYS 15.00 3.45 3793 1550 938 35 108 720 5 2686 056

Continental Corp NYS 2500 3.09 050 3063 15.75 558 260 1040 9 3783 066 USLICO Corp
 f Durham Com

NYS 1838 500 1575 2100 14.75 24
OTC

1.00 544 10 29 44 062
3 100 -040 1071 3425 2300 10 1.00 3.23 17 2804 1 11 Zenith National Ins NYS 1600 1.54 1743 1850, ' Fund American Corp 9.88

NYS
16 100 625 84 13.14 1.22

6563 057 2651 6588 4263 123 068 104 19 3611 182 INSURERSREINSURERS AVERAGE 08 263 36 76Fremont General Corp OTC 2100 968 44.83 2525 1063 207 088 4.19 6

8 Frontler Insurance Group NYS 2425 104 2763 2588 1569 11 000 000 10 ' J' HEALTH MAINTENANCE ORGANIZATIONS
Gainsco Inc ASE 1150 707 50.82 1288 425 116 004 035 15 337 341 FHP International OTC 1650 9.59 820 29.75 963 783 000 000 12 5 44 303] General RE Corp NYS 8800 000 5 38 102 50 75 50 827 168 191 13 3750 235 HMO America Inc OTC 1188 686 8269 17.13 425 481

] Hanover Insurance Co
000 000 13 061 1947

OTC 2850 0.44 7.55 30 75 2100 6 044 154 10 37.44 0 76 Pac,hcare Health Sys OTC 2550 0.97 5692 4250 1250 392 000 000F 13 655 389
Harleysville GrouE OTC 27 75 177 21.31 3200 1425 4 064 231 8 2299 121 Safeguard Health Enter OTC 725 570 52.63 7.75 4.00 67 000 000 25 353 205
Hantord Steam Boiler NYS 52.38 3.01 7.44 63 75 43 63 52 200 382 14 1705 3 07 Sierra Health Sen/ices ASE 1300 545 545 2950 638 143 000 000 6

i Kansas City Life Ins
178 730

OTC 3250 226 526 3600 3000 5 120 369 8 3922 0 83 United Healthcare Corp OTC 5300 1.92 127.96 5525 14.00 722 006 011 30 376 1410
Kemper Corp NYS 3350 429 4105 3925 17.13 485 092 275 9 34.20 0 98 United Medical Corp ASE 713 0.00 1094 1088 663 5 000 000 10 8.79 081
Lawrence Insurance Group ASE 9.13 000 3036 950 638 1 0.48 526 14 4.71 194 U S Healthcare OTC 2650 495 979 38.00 11.25 6858 0.32 1.21 16 338 784
Liberty Corp NYS 4150 000 091 4800 3900 10 092 222 13 2386 174 HMOs AVERAGE 27 378

i Lincoln National
02 16

NYS 48 00 000 1163 5525 3075 133 272 567 10 45.16 106 ALL COMPANIES AVERAGE 10 243 30 8

System design Nordby International Inc
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Knowledge Without Action Is Wasted. Every group insurance company promises

the fruits of its knowledge and resources. But we put our knowledge and resources to work on

practical ideas for employers and employees. * For example, we identified early one of the great

4-

emerging issues in employee benetits -- the provision of practical, economical group long-term care

coverage -- and moved to implement it. Today, those we serve have this coverage available to them

because our experience and the resources we command made it possible early. 0 Clients who

depend on your advice want to know how well group insurance companies know the industry. Now

you can tell them how we make our experience and expertise work for them. For more information,

call Patrick Moeschler, Director of National Accounts, at 1-800-877-1052.
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