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ance buyers, already accustomed to a highly
- competitive property/casualty insurance
- market, are seeing liability insurance capac-
ity expand and property insurance rates
plunge even further.

some observers say has been
highly competitive since the
mid-1970s, has softened
even more since the July re-
newal season mainly be-
cause there are too many un-
derwriters with not enough
premium to justify their ex-
istence, as well as an overabundance of bro-
kers.

piece of a smaller insurance marketplace
over the past few years since state-controlled
insurers began writing all workers compen-

| sation coverage in several of the country's
largest states.

Candidates split
over corporate
liability issues

WASHINGTON—The two presidential candidates disagree on
several corporate liability issues but are not too far apart on others.

Vice President George Bush probably would oppose a federal
high risk occupational disease notification law, while Massachu-
setts Gov. Michael Dukakis, heavily supported by organized labor,
would support it.

And Mr. Dukakis is more likely to support repeal or modification
of the insurance industry's limited exemption from federal antitrust
laws than Mr. Bush is, observers say.

However, both candidates support beefing up environmental law
enforcement and both support some tort reform efforts—although
Mr. Bush’s support of tort reform is far stronger than Mr. Dukakis’.

Mr. Dukakis views insurance as a ‘‘mechanism of social distribu-
tion,” observed Peter Lefkin, federal affairs counsel for the Ameri-
can Insurance Assn. in Washington. As examples, he pointed to the
governor’s support for Massachusetts’ new mandated health insur-
ance bill and his calls for a federal law requiring employers to
provide health insurance to employees.

Paula Gold, secretary of consumer affairs and business regula-
tion for the state of Massachusetts, noted that although her depart-
ment oversees nine state agencies—only one of which is the insur-
ance department—80% of her time with Mr. Dukakis is spent on in-
surance issues.

Mr. Dukakis in 1986 convened a task force on liability issues
chaired by Ms. Gold that recommended several tort and insurance
reforms, including modifying the rule of joint and several liability
and extending the theory of comparative fault to cases involving
product liability.

Continued on page 52

ance markets.

By STACY SHAPIRO
SYDNEY, Australia—Australian insur-

Industry leaders agree that as a result of
the soft—and smaller—market, some insur-
ers and brokers are either reducing their
staffs or are merging with other companies.

This ‘“‘rationalization” of the market, as
Australians call today’s trend to merge, is a
hot topic of discussion in the industry.

And, because risk managers can call the
shots on broker services as a
result of the fierce competi-
tion, brokers are offering
their services for a fee,
rather than basing their
charges on commissions.

Members of the London
market describe the Austra-
lian insurance industry as “tough.”

If an underwriter or a broker can survive
in Australia, they can make it anywhere,

The Australian insurance market, which

 Exclusive
market report

Underwriters have been fighting for a
they say.

Canberra agree.

In addition, Australian underwriters face

| increasing competition from overseas insur-

Members of the Australian insurance mar-
ket in Sydney, Melboupne, Brisbane and

Australia “is a very competitive market,
probably the most competitive market in the
Continued on page 37
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Arbitration panel orders reinsurers
to pay Mission unit $92 million

LOS ANGELES—An arbitration
panel last week ruled that six reinsurers
must pay more than $32 million to Pa-
cific Reinsurance Management Corp.—
the defunct reinsurance pooling subsidi-
ary of Los Angeles-based Mission Insur-
ance Group, Business Insurance has
learned.

That amount represents the rein-
surers’ total liability to PRMC, the panel
ruled 2-1.

The reinsurers, which charged the

Continued on next page

FASB proposal boosts
retiree health plan bill

By DEBORAH SHALOWITZ

NORWALK, Conn.—Employers face an even larger
hit to their pocketbooks than they expected under a
proposed accounting standard requiring companies to
recognize retiree health care liabilities and the cost of
those liabilities on their financial statements. -

Some benefit consultants expéct the proposed ac-
counting standard will force employers to consider
ways to limit their retiree health care liabilities, in-
cluding redesigning retiree health care plans and per-
haps reducing benefits under those plans.

However, others say employers will attempt to con-
tain health care costs instead of limiting their re-
tiree health care plans.

Under the proposed accounting standard agreed to
on Oct. 5 by the Norwalk, Conn.-based Financial Ac-
counting Standards Board, employers would have to
accrue as an expense against corporate earnings re-
tiree health care liabilities from the date an employee
is hired until the date the employee is first eligi-
ble for retirement health care benefits.

The board had previously tentatively concluded that
employers would be allowed to expense these liabili-
ties until the date of employees’ expected retirement.

The accounting proposal would require companies to
switch to acecrual from cash accounting for post-retire-
ment welfare benefits in fiscal years beginning after
Dec. 15, 1991.

Employers now report only their pay-as-you-go
costs for retiree health care benefits—such as the
premium for a health insurance policy or claims costs
if a company self-funds its retiree health care plan—as
an expense item on their income statements.

Also under the proposal, employers would be re-

quired to amortize on a straight-line basis their accu-
mulated retiree health care liabilities as of the stan-
dard's effective date over the average remaining
service period of employees expected to receive the
benefit or over 15 years.

Another provision of the proposal will require bal-
ance sheet recognition of a minimum liability begin-
ning in calendar year 1997,

Employers will be required to record on their bal-
ance sheets at least the present value of retirement
health care liabilities for current workers who are eli-
gible to retire—called eligibles—as well as the liabili-
ties for current retirees.

For example, if the unfunded obligation for retizees
and eligibles is $125,000 but the accrued liability
to be reported on the balance sheet is only $100,000. an
additional liability of $25,000 would be recorded with
an offsetting charge to an intangible asset.

Under the previous tentative conclusions, the mini-
mum liability employers would have had to disclose on
their balance sheets was only the health care liabilities
for current retirees. That was scheduled to take effect
beginning in 1994.

The board chose to consider eligibles as well as re-
tirees in the minimum liability because that was con-
sidered most consistent with the attribution approach,
explained Diana Scott, FASB project manager.

FASB delayed the date employers would have to list
these new liabilities on their balance sheets until 1997,

- hoping that with the five-year delay, recording an ad-

ditional liability to meet the minimum requirement

will not be very prevalent, Ms. Scott said.
FASB will release a final exposure draft of the pro-
posed accounting standard for retiree health care lia-
Continued on page 4
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Legislation easing HMO rules
on its way to the president
Page 2

Computer claims processing
begins in London next month
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Asbestos producers launch
new claims handling facility
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Update

PRMC awarded $92 million

Continued from previous page
pool with fraudulent management activities, had requested that the
panel rescind the contracts (BI, July 18, May 2).

Instead, the panel concluded: “The agreements between the peti-
tioners and the respondents remain valid. And both parties are
directed to fulfill their respective obligations thereunder,” accord-
ing to a source familiar with the proceedings.

The reinsurers—Ohio Reinsurance Corp., Abeille-Paix Reassur-
ances, Hamburg International Reinsurance Co., Hassneh Insurance
of Israel Ltd., Seguros America S.A. and Compagnie Transcontin-
entale de Reassurance—must pay approximately $11 million imme-
diately and post the remainder in letters of credit or other securi-
ties. In addition, balances due to Mission’'s PRMC have to be
paid in full; any amounts owed to reinsurers by PRMC cannot be
used to offset the award.

Attorneys for PRMC at Buchalter, Nemer, Fields & Younger in
Los Angeles said they were pleased with the panel’s decision.

An attorney for the reinsurers, Elliott M. Kroll of Kroll & Tract in
New York, said: “We don’t believe this panel had any jurisdiction
to award affirmative relief to PRMC, since the demands through-
out the arbitration only made reference to the affirmative claims”
by the reinsurers to rescind the contracts. ‘‘Any decision by this
panel which would deny respondents’ request and award anything
to PRMC would be in manifest disregard for the law and could only
be the result of bias or prejudice by the umpire,” he said.

“The arbitration process has been tainted by the fact that some-
one has told Business Insurance that there is an award in chapter
and verse before counsel for the respondent—i.e. myself and my
firm—has either seen a signed award or the dissent of the respon-
dents’ arbitrator in the event of an adverse award.”

Technical corrections bills

WASHINGTON—Congressional conferees were deadlocked last
week in their attempt to work out employee benefit and other dif-
ferences in Senate- and House-passed bills that would make tech-
nical corrections in several pieces of tax-related legislation.

Among the two bills' provisions to be reconciled are:

e The Senate bill, passed last week, calls for a 60% excise tax on
pension reversions received from July 26, 1988, to May 1, 1989. Tre
House bill lacks a comparable provision.

® The Senate bill retroactively restores the tax-free status of
employer-provided educational assistance benefits to Dec. 31 and
continues the prior law’s tax-free limit at $5,250 per employee. The
House bill slashes the maximum limit to $1,500 but would continue
the tax-favored status of educational assistance benefits to Dec. 31,
1990. Both bills sharply curtail the availability of educational as-
sistance benefits for graduate level work.

Section 127, which had allowed employers to provide educational
assistance benefits to employees, expired on Dec. 31, 1987.

e The Senate bill would give companies with fewer than 10 em-
ployees more time before they have to include part-time workers in
running Section 89's non-discrimination tests for welfare plans.
The House bill lacks a comparable small business exception.

e The Senate bill would bar any provision of a tax treaty with
Bermuda or Barbados that waives after Dec. 31, 1989, federal ex-
cise taxes on premiums ceded to reinsurers in those domiciles.
There is no comparable House provision. A pending treaty with the
United Kingdom on behalf of Bermuda would waive through Dec.
31, 1989, the federal excise tax.

Both bills, however, would tie the penalty for a single COBRA
violation to length and severity of the violation.

C&B eyes TPF&C Reinsurance

NEW YORK—Corroon & Black Corp. in New York is negotiating
with New York-based consultant Towers, Perrin, Forster & Crosby
Inc. to acquire TPF&C Reinsurance, the fourth-largest U.S. rein-
surance intermediary based on Business Insurance estimates.

If acquired, Philadelphia-based TPF&C Re would be merged with
Corroon & Black’'s New Hyde Park, N.Y.-based G.L. Hodson & Son
Inc., the eighth-largest U.S. reinsurance intermediary.

“We are indeed discussing with Towers Perrin the possibility of
merging our two firms,” confirmed Ronald J. Taylor, president and
chief executive officer of Hodson. “There has been considerable
discussion to date and we would expect there would be consider-
able additional discussion before any disposition is made.”

“We are exploring a number of options now to determine what
our best future is,” said Robert F. Jones, senior vp of TPF&C Re.

Best to charge fee for ratings

OLDWICK, N.J.—A.M. Best Co. will charge insurers $500 for
their annual ratings beginning next year.

In an Oct. 11 letter to insurance company chief executives, Best
President Arthur Snyder said the fee is necessary “to help us keep
pace with an industry which is growing in size and complexity.”

The number of insurers rated by Best has grown more than 50%
to about 3,430 from 2,275 in the last 10 years, while concern over
insurer financial stability has grown, Mr. Snyder explained in the
letter.

The fee will be charged for Best ratings from A+ to C— but will
be waived for Best's various ‘‘Rating Not Assigned” categories.

Best rated 1,963 property/casualty insurers and 1,470 life/health
insurers in 1988.

Continued on page 53

Errors & omissions

® A statement in the Oct. 10 issue attributed to Robert J. Vairo,
president of Crum & Forster Inc., should have read: “Crum & Foster
has ‘walk-away’ prices below which it will not write business
even if it means losing business to competitors.” A typographical
error had changed the meaning of the statement.

Amendments to HMO Act
permit experience rating

By JERRY GEISEL

WASHINGTON—Legislation that will give employ-
ers and federally qualified health maintenance organi-
zations more flexibility is on its way to President
Reagan for signature.

Passage of the legislation, which generally will take
effect when President Reagan signs it, came after con-
gressional conferees this month resolved a key differ-
ence that had been holding up final approval.

The compromise legislation includes a sunset provi-
sion that will end—effective Oct. 1, 1995—the current
so-called “‘dual-choice” rule that requires employers
with more than 25 employees to offer a federally quali-
fied HMO if properly approached by the HMO.

The House bill would have retained the dual-choice
rule, while the Senate bill would have eliminated the
dual-choice rule in five years (BI, Aug. 22).

The conferees left intact the heart of the legislation:
allowing federally qualified HMOs and employers to
negotiate rates based on an employer's own past and
projected claims experience.

The freedom to experience rate as well as other mod-
ifications made to the Health Maintenance Organiza-
tion Act of 1973 will make federally qualified HMOs
stronger players in the group health care market.

“The legislation will allow HMOs to become compet-
itive as they never have been before,” said consultant
Elliot Segal, president of Managed Care Options Inc.

“Passage of the bill means HMOs and employers
have a greater ability to respond to changing markets
and demands,” said James F. Doherty, president of the
Group Health Assn. of America, an HMO trade group.

The legislation will allow federally qualified HMOs
to set advanced, fixed rates based on an employer’s
past and projected claims experience. An HMO could

not, though, make retrospective adjustments if claims
turned out higher than expected.

HMOs would be barred from charging experience-
rates that are 10% higher than the HMO's community
rate for employers with fewer than 100 employees.

Currently, federally qualified HMOs tend to use
community rating under which rates are set based
on the costs of the entire community they serve or a
variation known as community rating by class. The
legislation will allow HMOs to continue to use these
rating methods if they so choose.

The legislation also modifies the so-called equal
contribution rule, a requirement that employers had
fought as protectionist for the HMO industry.

Under that requirement, employers have had to
make the same contribution toward the premium
charged by the HMO as the largest contribution made
to the largest non-HMO plan, such as a companywide
self-funded indemnity plan. Employers, noting that
younger, healthier employees tend to select HMOs over
indemnity plans, say the equal contribution rule has
forced them to pay more for the HMO than their expe-
rience would justify.

Under the legislation, employers only would be re-
quired to make non-discriminatory contributions to
HMOs. For example, the legislation would allow em-
ployers to make the same percentage contribution to-
ward HMOs' premiums as for other health care plans,
rather than paying equal dollar amounts to both types
of plans.

Also under the legislation, federally qualified HMOs
may:

@ Sell a wide variety of benefits, such as dental and
vision care, on a stand-alone basis.

® Provide up to 10% of physician services through
non-affiliated providers. ]

- Business Insurance will publish in December its
:second annual special 53rd issue containing direc-
tories of health maintenance organizations and pre-
ferred provider organizations, along with reports
on the state of the alternative health care market.

The directories will be published as a special
‘issue in addition to the regular weekly edition of BI.
All BI subscribers will receive this special 53rd
issue of the year free of charge.

In addition to names, addresses and phone num-
bers of HMOs throughout the country, the HMO
directory will provide a wealth of information on
individual HMOs, including:

® Federal and state qualification.

® Operational date.

® Model type (group, staff, network, mixed

~model or individual practice association).
® Tax status (for-profit or non-profit).
. -® Number of participating primary physicians,
" and the percent board certified or board eligible.
. @ Average number of patients per primary phys-
:ician.
- ® Number of specialists on staff and specialists
" available for referral.

® Number of administrative and marketing staff
- members.

® Number of participating hospitals, pharmacies
- and diagnostic labs;
. ® Areas serviced by the HMO.
~ '® Rating options,

- Bl collecting information
for annual HMO/PPO issue

® Details on reporting and billing methods.

® Types of services offered, such as prescription
drug, dental and vision programs.

® Number of employers contracting with the
HMO; and the number of employees, as well as
employees’ dependents, covered.

® (Gross revenues.

® Names and titles of top officers.

The PPO directory will contain similar informa-
tion on each organization, including details on spe-
cialty services the PPOs may offer, how they negoti-
ate hospital charges and methods of utilization
review they offer to employer clients.

Along with the directories, the special 53rd issue
will feature an in-depth report on the state of the
managed care market, including a survey of benefit
managers’ opinions on HMO and PPO issues.

HMOs and PPOs throughout the United States
are eligible to be included in the directories, which
are published as an editorial service. There is no
charge for companies to be included.

However, HMOs and PPOs that wish to be listed
must fill out and return a BI questionnaire.

HMOs that have not yet received a guestionnaire
should contact Christine Woolsey, Editorial Assis-
tant, at 312-649-5460; PPOs should contact Marilou
Jones, Directory Editor, at 312-649-5279.

The deadline for alternative health care providers
to return completed questionnaires to Business In-
surance is Oct. 31.
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London market revs up for computers

By CAROLYN ALDRED

LONDON—In a move expected to even-
tually reduce insurance buyers’ costs as well
as speed up claims payments, the London in-
surance market is gearing up to underwrite
and place risks and handle claims via a mar-
ketwide computer network.

Lloyd’s of London plans to centralize its
claims-handling operations before joining
up by 1990 with the new computerized Lon-
don Insurance Market Network linking vir-
tually all London brokers and insurance
companies and syndicates.

And, as the London company market gears
up for processing claims via the network be-
ginning Nov. 7, several pilot programs ini-
tiated by several brokers and underwriting
agencies to underwrite and place risks via
the computer network are under way.

Not only will such a network radically
change business in the London market—dra-
matically reducing the number of brokers
scurrying around the eity with files under
their arms—it also is expected to increase
the London market's efficiency and reduce
its costs, thus making it much more competi-

tive. ;

For policyholders, that initially means fas-
ter claims payments.

And, eventually, when risks are placed via
the computer network, policyholders also
can expect quicker placement of risks and
more competitive rates, supporters of the
system say.

of DP Mann Underwriting Agency Ltd., dur-
ing a series of three seminars last week held
to explain the likely impact of electronic in-
surance trading in London.

More than 1,000 London market execu-
tives and employees attended the seminars,
which were organized jointly by Lloyd’s and
the London Insurance

In addition, since the

Brokers Committee. That

sst(;;te;x_l will ge more :GSt-— ‘Itisa sad thing the largﬁ tturnout reﬂect; the
effective and more time- market’'s concern and in-
efficient than the current market is changing in terest in electronic trad-
market system, un- this way, but it is ing.

derwriters and brokers
can be expected to have
more resources to attend
to policyholder needs,
such as restructuring in-
surance programs and de-
veloping new products and services.

The system also will allow brokers to seek
placement for small commercial risks that
brokers currently consider uneconomical to
place because they generate small premiums.

There is no doubt that the “‘powerful new
technology being introduced will affect our
lifestyles,” said Robert Mackenzie, a director

inevitable,” says
Dennis Mahoney.

“We cannot continue in
the way we always have. It
is a sad thing the market
is changing in this way,
but it is inevitable, and we
have to go with it,”
Dennis Mahoney, chairman of Lloyd’s bro-
ker Alexander Howden Ltd., told seminar
attendees, who ranged from chief executive
officers to administration clerks for brokers,
underwriting agencies and insurers.

Currently in the London market, claims
are settled by claims brokers who personally
visit underwriting claims managers. There is

some but not universal claim settlement co-
ordination among underwriters.

In addition, in placing risks in the London
market, brokers must stand in long lines to
see every underwriter on a policy whether
they are placing a massive risk for the first
time or looking for an endorsement to an ex-
isting policy, Mr. Mackenzie said at the se-
minar.

When they get to the front of the line,
“they have five minutes to present their case
and, if unsuccessful, they go and join an-
other queue,” he said.

“If endorsements could be agreed (to) elec-
tronically, there will be more time in the
(Underwriting) Room for negotiation,”” Mr.
Mackenzie said.

For example, small commercial risks could
be placed entirely electronically with no
face-to-face contact between broker and un-
derwriter, Mr. Mackenzie said.

This type of risk “lends itself to electronic
dealing” because the placement costs are too
expensive for brokers, he noted.

The network also would be useful for plac-
ing high value risks, agreed Mr. Mack-

Continued on page 53

Benefits forums

Reagan official slams mandated care

By JERRY GEISEL

MONTREAL—Requiring all em-
ployers to offer health care coverage
would be an economic disaster, a
Reagan administration official
warns.

Mandating health care coverage
could force small firms that are un-
able to afford coverage out of busi-
ness, while other companies, stag-
gered by the costs, would lay oft
thousands of workers. predicts David
Walker, assistant secretary at the
Labor Department.

“In my opinion, mandated benefits
are a prescription for disaster,”” Mr.
Walker told the Council on Employee
Benefits at its annual fall conference
in Montreal Oct. 5-7.

Mr. Walker’s views are at odds with
those of Sen. Edward Kennedy, D-
Mass., the chief congressional propo-
nent of mandated health care cover-
age.

For example, Sen. Kennedy says
businesses should support a federal
health care mandate because it would
reduce hospital cost-shifting. If all
employers offer health care coverage,

Council on
Employee Benefits

Fall Conference
Montreal

hospitals would not have to shift care
costs for uninsured patients to in-
sured patients in the form of higher
charges, Sen. Kennedy maintains.

But Mr. Walker contends that a
health care mandate could actually
increase health care inflation by sti-
mulating the demand for health care
services.

“You can't add $27 billion to $100
billion in health care costs to busin-
esses’ and not expect adverse effects,
Mr. Walker said.

Sen. Kennedy repeatedly has said
that his proposal would require em-
ployers to offer only a “minimum”
and not a “Cadillac” plan.

But Mr. Walker says the Kennedy
proposal gives new meaning to the
word “minimum.” '

Under the Kennedy proposal, ap-
proved in February by the Senate

Labor and Human Resources Com-
mittee, employers generally would
have to offer a plan with individual
and family deductibles of $250 and
$500, respectively. In addition, em-
ployers generally would have to pay
80% of the premium for individual
and family coverage, and 100% of the
premium for low-income workers (BI,
Feb. 22).

And, Mr. Walker warns, once such a
proposal is enacted, it could set the
stage for additional benefit man-
dates.

““Once you mandate one benefit,
where do you draw the line?’ Mr.
Walker asked. He added that legisla-
tors would be inclined to enrich re-
quired benefit packages as elections
neared. :

There already is evidence to sup-
port that scenario.

After promising business groups
that he would not add to the basic
health care package that employers
would have to offer,. Sen. Kennedy
convinced the Labor and Human Re-
sources Committee to accept a revised
bill that added mental health care

Continued on page 26

PPOs should polish image: Expert

By DONNA DIiBLASE

DALLAS—Most employers view preferred provider or-
ganizations merely as discount health care arrangements
and are skeptical that they really can control health care
costs, says a PPO trade group chairman.

As a result, some employers and employer health care
coalitions are bypassing existing PPO structures and ne-
gotiating their own preferred provider arrangements,
which now mainly
consist of negotiating
discount prices with
groups of providers,
according to Douglas |
L. Elden, chairman of
the American Assn.
of PPOs and a part-
ner with the Chicago
law firm of Altheimer
& Gray.

But, simply negotiating discount prices with providers is
not enough to control health care costs while still provid-
ing quality care, warned Mr. Elden during a speech at the
AAPPO 1988 Fall Forum, held Oct. 2-4 in Dallas.

In addition to negotiating discounts, PPOs provide utili-
zation review, quality assurance and bill auditing that re-
sult in an integrated approach to managed health care, he
said. :

To aveoid being shoved aside by employers who say the
PPO industry can’'t deliver, Mr. Elden advised PPOs to

refine their own products.

If PPOs are going to survive in the managed health care
marketplace, they must operate as well-managed, finan-
cially sound businesses that control costs by delivering
health care in the most appropriate facility for the pa-
tient’s illness—instead of just relying on discount prices to
control costs, he told PPO officials.

“If PPOs are going to manage care and be the vehicle for
the transition to completely managed health care, that’s
what we have to do. You have to deliver what the market-
place wants if you want to survive,” Mr. Elden said.

“PPOs are managing care everyday. They're putting
people in the right places to receive the appropriate levels
(of care) and that's how we're saving money,” he as-
serted,

“But, when I talk to people and say, ‘PPOs are great and
they are going to lead us to the future of managed care,’
they tell me that I'm kidding them. They tell me that
PPOs are just plain, old, ordinary discount pricing,” he
said.

“Employers think of PPOs as loose associations of phys-
icians and hospitals that band together and sell medicine
at a discount. And maybe, if you're lucky, (employers) give
their employees an incentive to go to the so-called pre-
ferred providers,” Mr. Elden added. ’

“The key word here is ‘discount’,” he said, warning that
“this discount medicine is not good for medicine. People
are cutting corners.

“I don’t believe in disecounts, and I don't think you save
Continued on page 20

Asbestos firms
launch facility
to settle claims

By STACY ADLER

PRINCETON, N.J.—Asbestos producers and their insurers
are launching a second attempt at joint claims handling.

Some 21 asbestos producers and about 10 insurers signed
agreements last week forming what most observers say is the
nation’s last chance at handling mass tort claims outside the
traditional judicial system.

The new Center for Claims Resolution—a successor to the
failed Asbestos Claims Facility-—~is being run by the asbestos
producers and partly funded by their insurers (see story, page
54).

The new claims handling organization is like “a phoenix
rising from the ashes,” said Scott Gilbert, an attorney with
Covington & Burling in Washington, D.C, who helped create
both claims-handling organizations.

Mr. Gilbert and other creators of the Center for Claims
Resolution see this as the last chance for the massive number
of claims to be settled through joint claims handling.

“The major reason that the Center will survive is because if
the Center does not survive, there will be little prospect that
anything like the Center can ever be developed to deal with
this or any other mass tort problem,” said Mr. Gilbert, “And
for this reason not only will it survive; it has to survive.”

Emmett W. Hines Jr., director of government relations in
the Washington office of Armstrong World Industries Inc. of
Lancaster, Pa., agreed: “It is very important for this organi-
zation to survive in order for other manufacturers who
might face mass torts to have some hope” of handling their
claims outside the tort system.

The former Asbestos Claims Facility was dissolved earlier
this year after seven of the largest asbestos producers with-
drew (BI, Aug. 1; May 30; Nov. 16, 1987).

The Asbestos Claims Facility was formed in June 1985
when 34 asbestos producers and 16 insurers signed the Wel-
lington Agreement, named for former Yale Law School Dean
Harry H. Wellington, who chaired the negotiations that led to
the formation of the facility (BI, July 1, 1985).

The Wellington Agreement was the first attempt to resolve
mass tort claims more quickly and cost effectively than
through the traditional court system.

By signing the Wellington Agreement, insurers agreed to
settle their coverage disputes stemming from asbestos bodily
injury claims and to provide a joint defense against claims
brought by asbestos vietims.

Insurers that signed the Wellington Agreement still must
pay the liabilities of the asbestos producers they insured re-
gardless of whether those liabilities arise from court judg-
ments or through settlements made by a claims-handling or-
ganization, 3 :

“Insurers’ agreement (under Wellington) to pay liability
payments and allocated expenses under the Wellington for-
mulas is perpetual,’ explained Mr. Gilbert. “The Wellington
Agreement explicitly provides that the coverage resolutions
(between producers and their insurers) survives withdrawal
by members and survives termination of the Asbestos Claims
Facility.” :

In addition to paying for each producer’s liability costs,
insurers who are supporting the Center for Claims Resolution
also have agreed to pay 60% to 70% of the Center's operating
costs, said Mr. Gilbert. Producers will pay the remaining
30% to 40% of the operating costs.

One of the most notable difference between the Center for
Claims Resolution and the former Asbestos Claims Facility is

Continued on page 54



2/ DUWatitboos Llodiunle, UJLLWOCL L{, 1J00

FASB proposal

Continued from page 1
bilities in December, Ms. Scott
said.

After the draft is issued, there
will be a six-month comment pe-
riod followed by two months of
public hearings, Ms. Scott said.

FASB probably will issue its
final regulations in mid-1990, she
said.

Although it is too early to esti-
mate exactly the amount of retiree
health care liabilities that employ-
ers would have to recognize on
their financial statements under
the revised rules, “the numbers are
just staggering—lots of zeros," said
Samuel Berger, senior manager of
the employee benefits services de-
partment of Price Waterhouse in
Washington.

Consultants and benefits manag-
ers are particularly critical of the
period allowed to expense retiree
health care liabilities.

The proposed period ‘‘com-

presses costs into a shorter period
of time, therefore making current
costs higher than they would have
been” under the tentative conclu-
sions, explained Laura Watson, a
partner in the Rowayton, Conn,,
office of benefits consultant
Hewitt Associates.

Shortening the period “is going
to add considerably” to employers’
costs, agreed A. Herbert Nehrling
Jr., assistant treasurer at E.I. du
Pont de Nemours & Co. of Wil-
mington, Del.

Richard Raskin, a consulting ac-
tuary in the New York office of the
Wyatt Co., opined that ending the
period for expensing the benefit
with the time an employee is eligi-
ble for retirement is “just not sen-
sible from a benefits point of
view."”

“Benefits involve a lot of people
and a lot of probabilities, and the
law of large numbers should be ap-
plied,” he said.

Mr. Raskin explained that when
designing retiree plans, benefit

The rules are ‘going
to add considerably’
to employers’ costs,
says A. Herbert
Nehrling of Du Pont.

managers consider the probabili-
ties of how many emplcyees en-
rolled in the plan will eventually
become eligible for benefits and
the number of employees eligible
for early retirement who will ac-
tually take that option.

However, FASB is not consid-
ering these probabilities under its
proposed accounting rules, he said.

For example, Mr. Nehrling noted
that Du Pont has an early retire-
ment plan that allows 50-year-old
employees who have worked at the
company 15 years to retire with
some medical benefits. Under the
FASB proposal, Du Pont would

have to expense the cost of its re-
tiree medical benefit plan by the
time employees reach age 50.

However, ‘“‘nobody retires at that
time,”” Mr. Nehrling said. The aver-
age retirement age at Du Pont is
61, he noted. “This is why we ob-
ject to what they're saying,”” he
concluded.

Actuaries had predicted that
under the former tentative conclu-
sions, a typical Fortune 500 com-
pany with a generous retiree health
care plan would expense annually
about $2,000 per employee. The
pay-as-you-go costs for retiree
health care typically are §200 to
$400 annually per retiree.

“I don't think the cost is going to
change that much in the first 15
years'’ under the proposal, said Ms.
Scott, citing other mitigating fac-
tors.

Ms. Scott commented that in de-
veloping the proposal ‘‘the board
members didn’t feel comfortable
developing an arbitrary practical
approach” when dealing with ac-

Travis Software has developed the Section 89 Be-

nefit Discrimination Testing Manager to help employ-
ers, consultants, accountants, and administrators meet
the testing requirements of Section 89 of the Internal
Revenue Code, and have the information required to
make benefit plan design changes, if any.

The Travis Benefit Discrimination Testing
Manager is available in two phases—

PHASE |, includes a relational database for gathering and stor-
ing the tremendous amounts of data specifically required for SEC.
89, much of which employers have not previously recorded. PHASE
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I accepts downloaded data from any automated personnel or payroll
system. It records all the required data about employees, their family
members and benefit plans so that discrimination testing may be

performed. Supports user-inputted plan values.
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Benefit Discrimination Testing Manager

PHASE N does the following:

pretations of the law.

may be mace.
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¢ Determines who are Highly Compensated Employees
¢ Performs the actual testing required by SEC. 89 for life/health plans
s Provides testingmethod choices to accommodate varying inter-

¢ Calculates discriminatory excess for income reporting purposes.
¢ ¢ Performs ‘‘What-If* analysis for redesign of benefit plans.
=y © Reports resultsoftests so that benefit plan design changes, if any,

SUPPORT and UPDATES Travis Software Corp.
supports the SEC. 89 BENEFIT DISCRIMINATION TESTING
MANAGER users by offering telephone support and by developing ad-

ditional capabilizies to the system. The system will be updated as regula-
tions are issued on the SEC. 89 law changes (such as with technical cor-
rections), assuring users of the continuity and current adherence required

PHASE |l is $895. for proper compliance.

PHASE Il is available in single employer or multi-
employer versions (single-employer version as low as $1,995.)

——TRAVIS SOFTWARE'S OTHER EMPLOYEE BENEFIT SYSTEMS——

Flexible Benefit Plan Administration
CORPORATE FLEX
MANAGER

Designed for complete flexible benefit plan

administration. Operators need not be benefit plan
experts. Supports any number of employee selections
and deduction amounts, prints verification and enroll-
ment forms and performs duplicate claims checking.

The system includes user-definable BENEFIT CREDIT
CALCULATIONS.

Available in single or multi-employer versions as low as $2995.
FUNCTIONS INCLUDE

M A N AGEHR R

Cobra Administration

CORPORATE COBRA
MANAGER

The most popular COBRA Administration
system available today! The system automatically pro-
duces upto 29 letters, forms and documents required
by COBRA. Easy-to-use and complete.

Used by over 1500 organizations.

SUMMARY OF FUNCTIONS

* Generates annual election forms for each employee. ® Automatic pre-stored in-
terface with payroll system totrack and post salary deduction data regardless of payroll
frequency. ® Generates statements listing transactions for each participant's accounts.
® Automatically produces reimbursement checks for eligible benefits in accordance
with parameters determined by IRC Section 125. ® Handles **full-flex™* plans.
© Handles pended claims. ® Generates an Explanation of Benefits form with each
payment. ® Provides complete summary financial reporting. ® Full Report Module

[ALSO| RETIREE PREMIUM BILLING MANAGER

Administers Retiree Medical Plans, Reduced Benefit Plans and other **non-deduct””
plans requiring payments by retirees, those on leave of absence, etc.

Generates billings at user-selected frequency, maintains receivables aging file, tracks
account status and suppl ies data on primary and supplemental carriers as well as manage-
ment summary reports

The system is available in single or multi-employer versions, and is only $1295 for
the single employer version.

FOR FURTHER INFORMATION CALL

© Notification of Eligibility ® Enrollment Form and Times Premium Calcula-
tions ® Handles Secondary Qualifying Events ® Tracking of Eligiblity Periods for
Each Participant ® Management report Module ® Change of Address Func-
tion ¢ Termination Letters ¢ Premium Delay Capability ® Monthly Premium and
Eligibility Reports to Vendors ® Monthly Premivm Notices or Coupons ® Late
Premium Notices (user-specified) ® 2% Add-on (user-specified) can be delayed for
compliance with state continuation laws * Additional Copies for Files ® Complete
Audit Trail ® Multi level Password ® Includes Technical Corrections Provisions

OPTIONS (Add’l Cost) SINGLE EMPLOYER MULTI-EMPLOYER
¢ Custom Letter Writer VERSION AS LITTLE VERSION AS LOW AS

® Custom Report Writer AS $1 295. $3750-

e 113-496-3737
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counting rules.

Requiring retiree health care
costs to be fully expensed by the
time an employee is eligible for re-
tirement is simply ‘‘accounting for
a contract.”

When the contract is fulfilled—
when the employee has fulfilled
the age and service requirements tc
be eligible for retirement—the ac-
counting for that benefit should be
complete, Ms. Scott explained.

“Every plan tells you when you
are first entitled to receive benefits
—that's the only thing that's cer-
tain,” she said.

She also pointed out that ‘‘pen-
sions and other deferred compen-
sation promises are accounted for
based on the contract’ defining
when the employee is eligible fox
the benefit.

““We can make pragmatic deci-
sions in some areas,”’ she said
However, because of the variations
between all of the retiree health
care plans offered by the nation’s
employers, the board had difficulty
developing a condition that would
require attribution beyond the eli-
gibility date, she said.

She noted that the board mef
five times to discuss the issue and
that the final vote was 4-3.

Mr. Raskin predicted that many
employers will limit benefits under
their retiree health care plans if
the proposed FASB rules are
adopted.

He predlcf.ed that some employ-
ers will “provide an allowance to-
ward health insurance instead of
outright health insurance, perhaps
under a flexible benefits arrange-
ment."”

Some. employers may reduce the
benefits offered to employees eligi-
ble for early retirement or reduce
their eligibility for early retire-
ment, he said.

“Other employers may put ‘in-
side limits’ on the health insur-
ance,” such as limiting drug pay-
ments, Mr. Raskin also suggested.

And, some employers may set
payment schedules for procedures,
based on today’s prices, regardless
of future increases in the costs of
those procedures, he said. In thaf
case, Mr. Raskin quipped, “the em-
ployee is the winner': The em-
ployee “gets the booby prize—in-
flation.” .

Some employers, though, say
they do not intend to change their
retiree health care plans as a result
of the FASB rules.

“The key is to try to contam
health care costs"” in general, said
Mr. Berger of Price Waterhouse.

He added that the FASB rules
“won't heighten concern (abouf
costs) because it’s already up there
at a very high level.”

Arthur Young, benefits manager
at Hewlett-Packard Co., said the
Palo Alto, Calif.-based company
does not expect to change its bene-
fits package in light of the revised
FASB rules because the company
already has changed its retiree
health care plan several times in
the last five years due to s
“broader interest in controlling
costs.”

Fred Hamacher, vp of compensa-
tion and benefits for the Dayton
Hudson Corp. in Minneapolis, said
“the FASB rules are not going to
affect us that badly.”

He explained that the company’s
retiree medical plan is a defined
contribution plan ‘‘so the liabili-
ties for our company are not that
bad.”

“This is a big addition of liabil-
ity,” Ms. Watson of Hewitt ob-
served. She explained that many
workers eligible for retirement dc
not receive Medicare. As a result
an employer's retiree health care
liabilities would be greater under
the proposed FASB rules than the
liabilities would be in later years
after workers actually retire and
become eligible for Medicare.

Furthermore, employers must
take into account the high medical
inflation rate when reporting these
liabilities, she noted. a



Out here, the problem isnt meeting insurance
needs, 1tS simply meeting.

Along a 4000-mile stretch of rugged Alaskan coastline, you find the operations of Icicle Seafoods, the largest
processor and exporter of seafood in the Northwest.
In a region this remote, service becomes the true measure of an insurer’s capabilities.

“Wausau safety consultants regularly visit our locations—which are spread out all across Alaska.” says Icicle
President Bob Brophy. “They work with our supervisors and safety managers on a personal level, providing
specific suggestions on improving working conditions.

“Last year they traveled with us to several out-of-the-way locations and put on supervisory training

kshops’’
" %Vﬁg; you specialize in business insurance like Wausau does, [ WAUSAU

superior service goes with the territory. Even when the territory hap- e
pens to be 4,000 miles of Alaskan coastline. F bl n il INSURANCE

Wausau Insurance Companies, 2000 Westwood Drive, Wausau, Wisconsin 54401 Telephone (715) 845-5211 A Member of the Nationwidé Group
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ESOP to fund firm’s 401

By GLENN HUNTLEY

A Texas natural gas and pe:ro-
leum producer will use a leverzged
employee stock ownership plan for
making matching contributions
under its 401(k) plan.

Under the plan, approved Sept. 29
by the board of directors of Houston-
based Texas Eastern Corp., the com-
pany will purchase $60 million of its
common stock for the ESOP by the
end of this year. The stock purchase
will represent about 4% to 5% of tae
company’s outstanding shares.

Texas Eastern will borrow the
funds for the buyback from an zs-
yet-undetermined lender, the com-
pany announced.

Distribution of Texas Eastern
stock will begin in January to par-
ticipants in the company’s 401(k’ sal-
ary deferral plan as the employer’s

' Benefit beat |

matching ccntritution. The ESOP
periodically will match employees’
401(k) contr.butiens azcording to a
formula based on thz employee’s
length of service, Texas Eastern said.

More than 93% of the company's
7,000 emplovees nationwide partici-
pate in the <01(k) plan, a spokeswo-
man said.

There are no ESOP provisions for
employees who do not participate in
the 401(k) plan.

The purchase of stock for the
ESOP will be made at the best pos-
sible price available before the end
of the year, the spokeswoman said.
The value of future matching contri-
butions of company stock will be
based an thz original purchase price

of the stock.

Texas Eastern stock, waich is
traded on the New York Stock Ex-
change was trading at $25.93 per
share wken the board approved the
arrangement late last month.

Texas Eastern is a holdirg com-
pany irvolved in natural gas and pe-
troleum products pipelines and in-
ternational oil and gas exp.cration
and production.

Union health benefit

A labor union representing
worke-s in three states has turned
to a ragional preferred provider
networx to -educe cists of the
union s self-insured health care

contributions

program that had been losing up to
$2,700 a day.

Kansas City, Mo.-based Operat-
ing Engineers Local 101 has se-
lected HealthNet Regional Man-
aged Care Network of Kansas City
for its 4,000 members.

Under the preferred provider ar-
rangement, union members pay
lower copayments if they receive
care from a preferred provider,
said Ed Cosler, consultant with
Cosler & Associates in Kansas
City, who arranged the program.

In addition to HealthNet provid-
ers, some union employees in Kan-
sas will be served by Preferred
Health Care of Topeka and mem-
bers in Southern Illinois and al-
most all of Missouri will be served
by Health Link of St. Louis.

Other providers of health care
and administrative services in-

[ntroduci

a flexible, bendable

benefits package that can be molded
to save everyone money.

" Singles\

. &

Families

Business

New ChoiceFlex”

Teday your employees have new needs.
Your work force is changing. The one-
income family is in the minority. Now
there are two-income families and single
parents.

To help cope with a constantly changing
benefits environment, Mutual of Omaha
Companies' Group Operanon introduces
ChoiceFlex; aflexible benefits program
that benefits both employer and employee.

Employees choose the benefits they need
to fit their individual lifestyle. They're able
to trade off one option for another or substi-
tute more protection in one area for less in
another. All without adverse selection.

And employers save substantially in
lower contributions to FICA since both
employer and employee contributions to
benefits are pre-tax dollars.

Probably the biggest advantage of
ChoiceFlex is the fact that it's backed by
the Mutual of Omaha Companies’ Group
Operation. Recognized for the ability to
customize programs in a cost-efficient man-
ner, we'll help you deal effectively with any
problems you may encounter.

We'll design a plan to fit your needs.
Offer training and installation including a
communications plan for your employees.
And administer the plan efficiently. We
can do all or part of the administration
including handling compliance to govern-
ment regulations.

So if you want to cut costs without cut-
ting benefits, check into ChoiceFlex, the
flexible program that benefits everyone.

For more information contact our Flex-
ible Benefits Coordinator at
Mutual of Omaha Group g
Operation, Mutual of
Omaha Plaza, Omaha,
Nebraska 68175.

1-402-978-5422

Companies
Group Operation
The Managed-Cost Professionals®™

clude American Benefit Plan Ad-
ministrators, a third-party admin-
istrator based in Los Angeles;
Kimberly Quality Care, a home
health care provider; Medical Care
International, a chain of free-
standing surgical centers; Chiro-
Net, a chiropractic network; Pre-
ferred Mental Health, outpatient
mental health services; Universal
Home Care Inc., durable equip-
ment services; and I-Care, home
intravenous services.

HealthNet will act as the control
plan for the participating PPOs.

The plan includes utilization re-
view and quality assurance mea-
sures provided by other firms, Mr.
Cosler said.

All of the providers have agreed
to a common system of cost and
quality controls, he added.

The network consists of 71 hos-
pitals and more than 3,500 physic-
ians located in Kansas, Missouri
and Southern Illinois.

Under the new arrangement, the
annual deductible is $200 per co-
vered individual for preferred or
non-preferred provider services.

When preferred providers are
used, the plan pays 85% of the next
$4,000 to a maximum out-of-
pocket expense of $1,000 above the
deductible. It pays 95% of amounts
above $4,000 to a plan maximum
of $75,000 per individual.

For non-PPO services, the plan
pays 70% of the first $6,000 to a
maximum of $2,000; and 90% of
the amount above $6,000 to the
plan maximum of $75,000 per indi-
vidual.

‘“We are excited that we were
able to enhance the health care
benefits of our members at an af-
fordable cost in a time when many
business and labor organizations
are decreasing their benefits or, at
best, leaving them the same,” said
Sam Long, Local 101 president.

The Operating Engineers union
is the third labor group to join
HealthNet since the provider
created a pilot program for the
Central States Teamsters in early
1987. The plan serves more than
21,000 people regionally.

Coalitions join forces

A coalition of employers and
health care providers in New Brit-
ain, Conn., has joined forces with
the larger, statewide Business Co-
alition on Health.

The merger of the South Central
Connecticut Health Care Coalition,
based in New Britain, with the
statewide business group will
boost the latter's representation to
more than 150,000 employees.

“The time is right to merge with
the larger Hartford coalition. Our
work in Central Connecticut has
made a significant impact. Now we
must be concerned with health
care at the state level,” said Ri-
chard Hines, SCCHCC chairman.

Projects conducted by the
SCCHCC, which was founded in
1984, include an extensive study of
local physician practice patterns
and the development of company
programs to help control escalat-
ing health care costs in the region.

The Business Coalition on
Health's increase in membership
“helps us represent the interests of
all health care consumers on such
key problems as rising hospital
costs and access to affordable med-
ical care,” said Worth Loomis, the
state coalition's chairman,

L ]

Benefit beat keeps insurance and
employee benefit managers in-
formed on what other companies
are doing and of current develop-
ments in the employee benefit field.
We’'d like to know if you've made
any benefits changes. Write Glenn
Huntley, Business Insurance, 6404
Wilshire Blvd., Los Angeles, Calif.
90048, 213-651-3710.
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Not only does Home Insurance accept difficult prop-
erty risks like lumberyards, race tracks, tanneries, vacant
and foreclosed properties.We go out of our way to welcome
them.

That'’s because our seasoned underwriters are spe-
cially trained to look beyond the surface appearances of a
new prospect. The more “special” the property, the more
their creative juices flow. That means a contented client.
And, of course, a contented producer.

The Home Insurance Company is a member of The Home Group. Inc.

Our special skills in the area of loss control permit us
to take a flexible approach to underwriting. And we're able
to keep an open mind about writing difficult risks, because
our Special Property Division is backed up by the corpor-
ate strength of Home Insurance.

So if you've got a property as difficult as a lumberyard
on your hands, call Home. It's not only practical. It’s profit-
able. For more information, call Home, (212) 530-7223, and
ask for George Law, Assistant Vice President.

Home Insurance

There’ no place like it.
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Opinions

Improving annual statements

HE FINANCIAL HEALTH of property/ca-
sualty insurers and reinsurers will be some-
what easier to determine beginning in 1990.

That’s when property/casualty insurers and rein-
surers will be required to disclose for the 1989 year
whether reinsurance payments owed them are
overdue or in dispute (see story, page 12).

These changes in the content of statutory finan-
cial statements will reveal two important facts:
how much in reinsurance payments owed a cedant
are overdue or in dispute—and, thus, of question-
able value—and which reinsurers are slow payers.

The new accounting rules requiring this change
were approved earlier this month by the National
Assn. of Insurance Commissioners’ Blanks Task
Force, which has rule-making authority over the
content of statutory financial statements.

The amount of potentially uncollectible reinsur-
ance at large is of great concern. To the extent that
ceding companies claim credit for reinsurance re-
coveries they will never receive, they are overstat-
ing their net worth.

Advocates of the new rules say they will encour-
age more timely payment of reinsurance claims,
and financial statements will more accurately re-

flect the amount of reinsurance payments ceding
companies are likely to receive.

However, the new rules do not, unfortunately,
require ceding companies to reduce their reported
surplus by amounts of reinsurance overdue.

The NAIC’s Blanks Task Force deferred action
on a proposal that would require ceding insurers to
write off 20% of reinsurance recoverables more
than 90 days overdue.

We urge the NAIC to adopt a penalty to surplus
for overdue reinsurance. And, we encourage the
NAIC to adopt the earlier version of that proposal
that called for the percentage of write-off to in-
crease as the delinquency of the reinsurance due
increases (BI, June 27).

A penalty to surplus for overdue reinsurance
truly would result in a more accurate portrayal of a
ceding company’s financial strength.

Until such a penalty is adopted, however, careful
readers of the statutory financial statements filed
in 1990 and beyond at least will be able to deter-
mine how much reinsurance is of questionable
value and do their own math. And, ceding com-
panies will have a new source of information about
which reinsurers are notoriously slow payers.

Letters

Subject of story
disputes conclusions

To the editor: This letter is in response
to Douglas McLeod's article, “Georgia
Says Teale’s Firm Cannot Write for Vic-
toria” (BI, Oct. 10).

A review of the article reveals that it is
highly inaccurate both by implication
and in fact,

For example, the article’s headline is
incorrect because until Georgia issued
the recent cease and desist order, which
applied to all business written for Viec-
toria, Georgia had never issued any rul-
ing that in any way would be applicable
to TRT Associates Inc. or any of its affili-
ates.

Your article also heavily relies upon
quoting Charles Gordon-Seymour—who,
incidentally, is no longer with Victoria
Insurance Co. Ltd.—as stating “that TRT
and Mr. Teale have no binding authority
for Victoria.” However, the long-estab-
lished course of dealings between TRT
and Victoria would indicate otherwise,
but no reference is made to that fact in
the article.

Your article also discusses the disap-
proval of an underwriting management
agreement between TRT and Victoria,
which had been submitted by Victoria for
approval on Sept. 12, 1988, as part of
seeking approval of a change of owner-
ship.

It should be noted that the agreement
in question was drafted by Victoria and
submitted by Victoria for approval. It
should also be noted that Georgia law
only requires the approval by the insur-
ance commissioner of contracts under
which a person manages an insurer to the
substantial exclusion of its board of
directors or under which a person has
the control or pre-emptive right to pro-
duce substantially all of the business for
an insurer.

If one accepts only half of what Mr.
Gordon-Seymour has been apparently
quoted as saying, it would seem obvious
that any agreement that he would have

Business Insurance welcomes let-
ters from its readers. Please keep
your comments as brief as possible.
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, Ill., 60611.

considered and submitted on behalf of
Victoria would not fall within the above
categories in any case.

Your article also alluded to my previ-
ous connection with the Insurance Ex-
change of the Americas. Please be aware
that I left the exchange in February 1984
upon completion of a three-year contract.
The exchange was declared defunct three
years later for reasons that have been
cited as being related to underwriting. I
was at no time an underwriter within the
exchange. Your attempt to relate the two
matters in your article cannot be under-
stood.

In summary, after reading your article,
one would think that Victoria's current
regulatory situation arose out of some ac-
tion or inaction on the part of TRT Asso-
ciates Inc. However, a review of the ac-
tual and only order issued by the Georgia
Insurance Department clearly indicates
otherwise.

We have cooperated fully with the
Georgia department in connection with
the Victoria situation. While we recog-
nize the importance of the press, we
firmly believe that the Victoria situation
can best be handled if innuendoes and in-
accuracies are avoided by all concerned.

We would hope that in the future, if
any organization with which I am con-
nected elects to offer no comment to an
inquiry from your publication that such
action will not be construed to be a veri-
fication of information you may have re-
ceived from some other source.

In this instance, it related to an under-
taking given to an insurance company
and my word is my bond. We have suf-
fered at your hands in consequence be-
cause I would not break that undertak-
ing.

Alan Teale
TRT Associates Inc.
Atlanta

8 Editor’s note: Business Insurance’s ar-
ticle in the Oct. 10 issue was accurate, as
a comparison of this letter with the arti-
cle will show.

Review which side
you take in the fight

To the editor: The very enlightening
perspective, “Catch-22: Insurers’ Argu-
ment Would Make Coverage Worthless”
(BI, Sept. 26), by Messrs. Sayler and
Fram should serve to wake up the busi-
ness community to the fact that the in-
surance industry will go to whatever
lengths possible to run from paying

claims—even if they border on the ridicu-
lous.

As I noted in my book, “Payment Re-
fused,” “the insurance industry has been
pulling the same stunts against the big
boys as it has been against the little
guy.”

As a consumer lawyer, I have been rep-
resenting policyholders for 20 years who
have been victims of insurance bad-faith
claims practices. This article should be
required reading for every business,
small and large, that may have a claim
someday. It shoul!d really be an eye-
opener for any businessman or risk man-
ager who thinks the insurance company
is his friend.

Ironically, the business community has
supported the insurance industry for
years in its drive to reform tort laws. This
means the business community has been
partners with the insurance industry in
attempting to narrow remedies for poli-
cyholders, which include business policy-
holders as well as individuals.

When will the business community join
other consumer groups and help preserve
and protect laws that give policyholders
meaningful remedies?

William M. Shernoff
Shernoff, Scott & Bidart
Claremont, Calif.

Abortion ‘benefit’
cause for concern

To the editor: I was intrigued by Doug
Palmer’s letter, “Cover Photo is Personal
Affront” (BI, Aug. 29). It is too bad that
the fundamental human right to life has
become a partisan issue in this presiden-
tial election; yet it has.

There is an even more important con-
cern here for people who make their live-
lihood in the insurance industry. It is that
many insurance companies do finance
and promote the destruction of defense-
less and innocent human life through
health insurance contracts.

I would urge those employers who
think they are providing an incentive by
including unlimited abortion coverage as
a health “benefit” in their employee ben-
efit plans to be sensitive to the moral ab-
horrence that many people have to this
procedure in many of the circumstances
in which it is used.

Providing this coverage as a “benefit”
just further legitimizes an action that a
person may be tempted to consider dur-
ing a time of darkness and despair.

Joe Theisen
Wausaun, Wis.
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REINSURANCE AND THE LONG VIEW

The difference between one reinsurance company and another can come
down to something as simple as how they see an opportunity.

Look at every deal uncritically through the rose-colored glasses of poten-
tial profit, and it's possible to get overexposed. Do this too often and before
long, when your clients need you, you could be out of business.

On the other hand, look at every deal through a glass, darkly, and you
could be blind to opportunity. A specialist in narrow thinking. A rigid,
frustrating company to deal with.

At NAC, we take a clear-sighted view of the realities of risk. Our under-
writing policies are flexible, but tempered by solid experience. We seek a
sensible, creative solution to every reinsurance challenge — but we seek it
within a consistent framework of sound underwriting judgement.

This approach has made us a stable, secure company, service oriented
and quick to respond. NAC, a company that takes the long view.
Greenwich, Hartford and New York. Welll be there when you need us.

North American Company
» Treaty Reinsurance Written Through for Property and Casualty Insurance
Intermediaries

» Facultative Reinsurance Written Directly A Member of the NAC Re Group.
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disappear.Its called HMO-USA. And its the first  asingle statement. A statement that arrives
HMO network to consolidate billing nationwide.  like clockwork, and comes organized any way



~ How tofit 5000 people
in a single envelope:

youd like. By corporate division. By region of the
country. Even by individual site.

To make things easier still, you can send us
your own billing list,and never receive a thing.
Either way,every month, you'll only have to write

one check.If your company has a thousand
employees or more, call 1-800-4-HMO-USA.
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Rules to spot slow-paying reinsurers

By MEG FLETCHER

NASHVILLE, Tenn.—Slow-paying rein-
surers will be more identifiable under new ac-
counting rules approved earlier this month by
the National Assn. of Insurance Commission-
ers' Blanks Task Force.

In addition, the measure “will help identify
‘ceding companies that may be overstating
their net worth despite a body of uncollect-
ible reinsurance,” said Kenneth W. Smith,
who heads the NAIC’s Study Group on Prop-
erty/Casualty Reinsurance.

The Blanks Task Force acts on behalf of the
NAIC and its actions are final.

The amendment increases the annual state-
ment disclosure requirements for property/ca-
sualty insurers that cede business to rein-
surers. The measures go into effect for 1989
statements, which will be filed in March 1990.

Ceding insurers will be required to disclose
the length of time that amounts recoverable

from reinsurers have been cutstanding.

The amendment changes Schedule F, Part 1
A, Section 1 of the annual convention state-
ment, which lists ceded reinsurance. Reinsur-
ance recoverables not in dispute on paid losses
will be reported in four categories: recover-
ables currently due; recoverables overdue 30~
90 days; recoverables overdue 90-180 days; re-
coverables overdue 180 days and longer.

The determination of when a reinsurance
payment is “due” will be based on the terms of
the contract. Depending upon the contracts,
reinsurance payments are due immediately,
monthly, quarterly or even annually.

Ceding companies also will be required to
disclose disputed reinsurance recoverables in
footnotes if the amount in dispute with one
reinsurer exceeds 5% of the cedant’s surplus
or if the amount in dispute with more than one
reinsurer exceeds 10% of surplus.

Supporters expect the measure will encour-
age more timely payment of reinsurance

claims and result in financial statements that
more accurately reflect the amount of reinsur-
ance payments likely to be received.

However, the NAIC’s Blanks Task Force de-
ferred action on a proposal that would require
ceding insurers to write off 20% of overdue
reinsurance amounts against their capital and
surplus. Such a write-off would be required
only if the reinsurance was at least 90 days
overdue, according to the proposal.

That proposal was referred to the NAIC's
Accounting Practices and Procedures Task
Force for further discussion, said Mr. Smith,
who is deputy director for the Illinois Insur-
ance Department’s property/casualty division.

An earlier version of that proposal called for
the percentage of write-off to increase as the
delinquency of the reinsurance increased.

In another matter, the NAIC recently
amended its accounting manual to deny a ced-
ing company credit for reinsurance recover-
able in a dispute with an affiliate.

With the right partner,
you'll have smooth sailing.
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Introducing Partners Plus.
We'll help you discover the
potential of Group Long Term
Disability.

With Partners Plus from Employers

Reinsurance, you can quickly tap
into the booming GLTD market.

BN T . .

Without investing a lot of money.  we don’t compete with you in the

Or assuming a lot of risk.

Partners Plus provides you with
everything you need. From a tailor-
made policy, to administrative
software, to claims service.

And unlike many companies,

marketplace.
Best of all, Partners Plus offers you
ultimate ownership of the business.
For more information, call toll-

free 1-800-255-6931. We're the

partner you've been looking for.

=" Employers Reinsurance Corporation

Norad Re
insolvent by
$50 million

By ROGER SCOTTON

HAMILTON, Bermuda—Norad
Reinsurance Co. Ltd., a subsidiary
of Philadelphia-based Berwind
Corp., is insolvent by an estimated
$50 million and has entered volun-
tary liquidation.

Norad decided to liquidate ear-
lier this month at a meeting of its
creditors in Bermuda on Oct, 5,
after it failed to negotiate a com-
mutation of its liabilities with the
insolvent Mutual Fire Marine &
Inland Insurance Co. of Philadel-
phia.

That commutation agreement,
which would have reduced Norad’s
$22.7 million obligation to Mutual
Fire to about $3 million, initially
was supported by Mutual Fire’s re-
habilitator, the Pennsylvania In-
surance Commissioner.

The recommendation in January
to the Commonwealth Court of
Pennsylvania, which has jurisdic-
tion over the Mutual Fire rehabili-
tation, to accept the commutation
was withdrawn in August.

It was withdrawn “after con-
cerns arose over the impact of the
commutation as opposed to alter-
native courses of action and con-
sideration of Berwind's potential
liability for Norad's obligations,”
said Gregory Miller, an attorney
for Mutual Fire's rehabilitator
with the firm of Hoyle, Morris &
Kerr in Philadelphia.

The Norad commutation had
been premised upon an agreement
by Mutual Fire to waive any rights
it may have against Norad's par-
ent, Berwind Corp.

Mr. Miller explained to the court
that issues ‘‘exist regarding Ber-
wind and its officers’ and direc-
tors' possible liability in this mat-
ter."”

Mutual Fire's committee of poli-
cyholders had objected to the com-
mutation and urged legal action
against Berwind directly to pierce
the corporate veil.

According to the committee,
Berwind formed Bryn Mawr Assur-
ance Corp. as a Vermont captive in
October 1986 and set up a new
fronting arrangement with former
Norad cedant, National Union Fire
Insurance Co. of Pittsburgh, Pa., 3
unit of American International
Group Inc.

“Berwind shifted its self-insur-
ance program to Bryn Mawr, leav-
ing Norad to collapse at the ex-
pense of Norad's third-party
creditors once its continued exis-
tence no longer served Berwind’s
purposes,” the committee said.

Norad was set up as a single-
parent captive before it begar
writing commercial reinsurance
said Norad’'s liquidator, Chris-
topher Whittle of the accounting
firm of Ernst & Whinney in Ber-
muda.

“It appears that Norad stopped
writing unrelated business arouncd
the end of 1985, but this business
had a tail which seems to have
since developed adversely for
them," he said.

Mr. Whittle said Norad was
managed by James (Bermuda) Ltd.,
a unit of Sedgwick Group P.L.C.

Neither James in Bermuda nox
Norad President and Berwind Risk
Manager Martin Hahn would com-
ment on the insolvency.

Mutual Fire's rehabilitator last
month sued Norad in Pennsylvaniz
seeking recovery of amounts due
plus interest.

Mr. Whittle declined at this time
to to release figures on Norad's
assets and liabilities underlying his
estimate of a $50 million defi-
ciency.

Mr. Whittle says he plans to re-
port to Norad’'s creditors by the
end of the year. m
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Alternative markets offer risks, rewards

By KATHRYN J. McINTYRE

WHITE SULPHUR SPRINGS,
W.Va.—Alternative risk financing
vehicles can perform better than
the conventional insurance market,
contends a risk manager.

But, risk financing alternatives
may find certain risks are unaf-
fordable to insure under the cur-
rent tort system, warns an insur-
ance company executive.

Either way, insurance brokers
must consider alternative markets,
says a broker, because the tradi-
tional market is not always avail-
able and risk managers believe al-
ternative markets can help
stabilize rates.

These views were expressed dur-
ing a panel discussion on ‘“‘Alter-
native Markets: A Search for Sta-
bility?"' during the joint meeting
earlier this month of the National
Assn. of Casualty & Surety Agents
and the National Assn. of Casualty
& Surety Executives at The Green-
brier (BI, Oct. 10).

Alternative markets—including
captive insurance companies and
risk retention groups—'‘create cov-
erage where none existed,"” said
Thomas D. Lewison, executive vp
and chief operating officer of ICI
Mutual Insurance Co. in Washing-
ton, D.C,, an association captive.

“We're not looking for cheap in-
surance. We are funding them ade-
quately and taking a conservative
underwriting approach,” he said.
‘“We are looking to stabilize
prices.”

Alternative markets should be
careful in assuming that they can
fund risks that the traditional in-
surance companies have found
they cannot, advised David A.
Kocher, president of the Commer-
cial Lines Division of Aetna Life &
Casualty Co. in
Hartford, Conn.

In the past,
large companies
that could afford
to do so self-in-
sured, or busin-
esses with spe-
cial needs and
exposures too big
for one insurance
company sought
alternative mar-
kets, he said. Today alternative
markets are ‘“‘driven not by the
characteristics of the insured but by
concerns with the liability system,”
Mr. Kocher said, and the traditional
markets’ “inability to respond to the
changes in the liability system.”

Large insurance companies, he
pointed out, thought they knew the
definition of occurrence and the
definition of property damage when
they issued policies, but the courts
have changed the definition and
held insurers liable for losses they
did not think they had insured.

Insurers then found they couldn’t
handle some of the risks, Mr.
Kocher said, and alternative mar-
kets were formed for risks such as
medical malpractice, product liabil-
ity, directors and officers liability
other professional liability and en-
vironmental liability.

But, he said, “There are inherent
limitations in any of these alterna-
tive mechanisms,"” because there are
problems that can’t be solved by
new forms, higher retentions or
pooling—the underlying problems
in the liability system.

For alternative markets to believe
they can fund these same risks is “a
little dangerous,” Mr. Kocher said.

“*My concern is that the courts
change the rules and medical so-
ciety comes up with new definitions
of injury,” he explained.

And meanwhile, alternative mar-
ket users think they have solved the
underlying problems of the tort sys-
tem. “This allows us to go back to
sleep on what the courts are doing
to this business,” Mr. Kocher said.

Mr. Kocher

Aetna, he noted, hes peid $1
billion gross and $400 m.llioa ret
on asbestcs bodily injury claims.
“Most is behind us now,” he added.

Mr. Kocaer cited environmental
liability as the most *'strikinz ex-
ample” of alternative markets Zund-
ing a risk that traditiora. imsurers
believe only through “‘careful un-
derwriting and restrictive cover-
ages’' can some policies be issnad.

“Tha reelity is that a lot of bu-
sinessas will be living with tae il-
lusion of protection which isn’t
going to b2 there when necessary,”
Mr. Kocher said. “The l:abilitv sys-
tem reeds to be reformed’ and
without reform *real insuranze pro-
tection for these risks will remain
very problematical.” .

Mr. Lewison agreed that alterna-
tive risk financing markets are
faced with the same tort systam as

NACSA/NACSE

CONFERENCE
The Greenbrier

tradizional insurers. But, Le added,
“It seems the insurance industry has
found it necessary to back away
from quite a bit"” of business.

As a result, he said, risk manag-
ers had no choice but to use alter-
rative risk financing vehicles.

“Essentially, we wanted stabil:ty
and predictability,” said Mr. Lewi-
son, who was the risk manager for
Rorer Group Inc. in Fort Washirg-
ton, Pa.. before recently accepting
his post with the captive for mu-
tual funds and investment advisers.

And risk managers are staying
with their alternative vehicles be-

cause they are “tired of being whip-
sawed by the traditional market, he
said.

“Risk managers have lost faith in
the traditional market,” Mr. Lewi-
son said, point-
ing out that he
has yet to find an
insurer who is
committed to
writing particu-
lar types of cov-
erage for the
long-term.

Risk managers’ §
expectations of
insurers' com-
mitment to mar-
kets is such that they consider a
“long-term relationship any day be-
yond the 60-day cancellation no-
tice,” he quipped.

Timothy N. Thoelecke, president

&, !
Mr. Thoelecke

of Great Lakes Agency Inc. in Chi-
cago, agreed that risk managers
“have found alternative funding
mechanisms one method of solving
their affordability and availability
problems.”

But, Mr. Thoelecke also pointed
out, “Regulation is a problem.” Il-
linois Insurance Director John
Washburn, Mr. Thoelecke said, has
commented that it is difficult to de-
termine which groups are being
formed for professional reasons and
which are for profiteering.

The duty of agents and brokers,
Mr. Thoelecke said, is to “‘seek
whatever markets are available to
our clients. This includes all aspects
of the insurance mechanism.”

But, he also advised, agents and
brokers have to “‘analyze these mar-
kets" for their financial security.

Continued on next page

How Fayrene Feinglas went

Even when Fayrene Feinglas was
in high school, it was easy to see
she'd be going places. Her ability
and determination had already
earned her a “Most Valuable
Player” award and a chance to
compete in the Arkansas All-State
Girls Basketball Championship.

And then right out of high school,
she signed on with Kemper.

Today, Fayrene is a Field Market-
ing Manager, responsible for our
marketing staff in Texas, as well

as a region that spans over six
states. The enthusiasm and drive
that made Fayrene an All-State
contender back then are the same
qualities that make her a most
valuable player at Kemper now.



AF RO oS Lol LLILLT, JLLOUDUCL L i, LJ00 / Ad

Continued from previous page

Mr. Kocher pointed out that “‘Aetna’s first obligazion
is to return a reasonable profit to its shareholders.”

Mr. Thoelecke agreed, commenting, “Without a phi-
losophy of producing a return to shareholders, com-
panies won’t be around.”

Mr. Kocher also pointed out that Aetna is partici-
pating in alternative markets.

By alternative markets, he said, he means “all the
underwriting markets other than those provided by in-
dividual admitted carriers using essentially standard
forms. This includes surplus lines carriers, service-
only companies, risk retention groups, purchasing
groups, single-company or association captives, excess
or first-dollar pools, and so forth.”

Mr. Kocher pointed out that, “together, these alter-
natives offer a significant amount of much needed
flexibility in spreading insurance risk.”

Aetna, Mr. Kocher said, has competed for this busi-
ness in the past through service companies and syndi-
cates and “in the future, we expect to do this more
aggressively through our newly announced service
company, Axia.”

Axia Services Inc. will provide unbundled insur-
ance-related services to companies that self-insure or
are otherwise involved in the non-traditional market.

“I don’t need to repeat for you that being unable or
unwilling to provide coverage for your customers isn’t

good business,” Mr. Kocher said. “We have to find
ways to accommodate our customers’ needs.

“Part of the answer was tort reform, which I believe
is absolutely essential. And we want to continue to
pursue that reform,” he said.

“Another part was developing innovative products
and risk sharing approaches so we could provide the
coverage we couldn’t handle alone or in traditional
ways.”

Aetna is a member of the American Excess Insurance
Assn., a consortium of insurers that provides high
limits of general liability insurance. And, Aetna helped
form Executive Risk Management Associates to write
D&O coverage.

Ir. addition, Aetna participated in the syndicate of
insurance companies created to insure nurse-mid-
wives.

Mr. Lewison also pointed out that ‘‘insurance in
mary cases is not the most economical vehicle,” and
accused business of “‘misusing the insurance industry
in soft markets,” by dropping deductibles below what
businesses should maintain.

Panel moderator George C. Hill, executive vp of Rol-
lins Burdick Hunter of Northern California in Oak-
land, Calif., observad that $1,000 deductibles in the
soft market were increased to $5,000 or $10,000 in the
hard market and now insurers are offering $1,000
deductibles again. [ ]

Pricing cycle problems
confront insurers: Panel

By KATHRYN J. McINTYRE

WHITE SULPHUR SPRINGS,
W.Va.—The property/casualty in-
surance industry must solve the
problem of insurance pricing
cycles, adjust its rates to reflect its
higher tax liability and fend off
federal regulation, according to a
panel of industry leaders.

But, while the panelists agreed
on the important problems con-
fronting the property/casualty in-
surance business, they did not al-
ways agree on the best solutions.

Six industry experts were as-
sembled for an open roundtable
discussion during the joint meeting
of the National Assn. of Casualty &
Surety Agents and the National
Assn. of Casualty & Surety Execu-

from All-State to Kemper.

Her dedication is typical of the
7,600 people who make up the
Kemper National Property and
Casualty Insurance Companies.

We serve more than one million
policyholders and have an
exceptional premium-to-surplus
ratio of 1.2 to 1. But our
greatest strength remains the
dedication of our employees.
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Our people insure our future.
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tives held earlier this month at The
Greenbrier (BI, Oct. 10).

Joseph W. Hamilton Jr., chair-
man of Hamilton Dorsey Alston
Co. in Atlanta, said commercial in-
surance buyers are confused by in-
surance pricing cycles, citing as an
example the roller coaster in fleet
insurance premiums a company
can face,

A company that paid $300,000
for fleet insurance in one year
when the company had 20 bad
drivers can get rid of the bad driv-
ers and yet see its premium go up
in a hard market.

If the company then gives up on
loss control because its efforts do
not seem to influence insurance
prices, the premium can then drop
to $120,000 in a soft market, Mr.
Hamilton said.

‘‘He doesn’t understand,’”’ Mr.
Hamilton said of the insurance
buyer, eliciting applause from the
agents in the audience.

“Joe is right,” said Morgan W.
Davis, president of the Commer-
cial Insurance Division of Fire-
man’s Fund Insurance Cos. in No-
vato, Calif. “The customer wants
capacity, stability and pricing they
can understand. What confuses
them is the cycle.”

Mr. Davis suggested that certain
changes in property/casualty in-
surance company accounting rules
would help dampen the pricing
cycles: requiring independent cer-
tification by actuaries of an in-
surer’s loss reserves and requiring
insurers to carry their bonds at
market value,

Independent certification of loss
reserves would temper insurers
tendency to understate loss re-
serves in a competitive market tc
maintain low pricing and then
supplement those loss reserves in 2
hard market when higher prices
can be charged, he said.

This approach “would help us
keep some financial discipline,”
Mr. Davis said. ¢

Fireman’s Fund obtains this out-
side actuarial advice on how much
it should maintain in its loss re-
serves, Mr. Davis said.

Carrying bonds at market value
also would dampen the pricing
cycle because it would reduce in-
surers’ surplus at times of high in-
terest rates when insurers other-
wise are inclined to write more
premiums for the cash to invest.
Currently, bonds are carried af
cost and, as a result, a reduction ir
their market value is not reflected
in insurers’ financial statements,
allowing them to write more pre-
miums for cash flow at times of
high interest rates.

Robert I.
Vairo, president
and chief execu-
tive officer of
Crum & Forster
Ine. of Morris-
town, N.J.,
agreed with the
need for “‘bal-
ance sheet disci-
pline’’ among
insurers, but
disagreed with
Mr. Davis’ suggestions for achiev-
ing it.

Two different sets of actuaries
will recommend different amounts:
needed for loss reserves because sc
much judgment is involved in set-
ting loss reserves, Mr. Vairg
pointed out.

In addition, ‘‘there are not
enough actuaries in the country tc
even get at 3,500 companies’ re-
serves more than once every five
years,”” he said.

Furthermore, if insurers were re-
quired to carry bonds at market
value, insurers probably would
shift their portfolio to very short-

Continued on next page

Mr. Vairo
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Continued from previous page
term investments, and that would
create problems, he said. Insurers
need to balance their portfclios
against their cash needs, recogniz-
ing that long-tail liability line
losses will be paid years in the fu-
ture.

Instead of Mr. Morgan's ap-
proach, Mr. Vairo suggested that
“balance sheet discipline is having
enough money to pay claims and
expenses we incur. That gets back
to having an adequate price at the
front end. You can't have adequate
reserves if you cut prices below
cost.

“To achieve balance sheet disci-

While ISO originally predicted that new tax law
would cost the insurance industry $7.5 billion in
additional taxes over five years, ‘That number is

going to be exceeded significantly,’” says
"Robert J. Vairo of Crum & Forster.

pline, each risk bearer has to know
the adequate price and communi-
cate that down to the desk un-
derwriter,” he said.

Richard M. Page, chairman and
chief executive officer of Fred S.
James & Co. Inc. in New York,
called for a *‘blue ribbon panel of
industry leaders, government peo-

ple and customers’ to study the
problem of insurance pricing
cycles and recommend solutions to
the industry and perhaps to Con-
gress.

The McCarran-Ferguson Act of
1945 was the result of such a panel,
he said.

“Our challenge and opportunity

is to make happen together what
we want to happen to maintain this
industry. We have the leadership
capability,” he said.

One factor that could curtail in-
surance industry price cutting is
the new taxes the insurance indus-
try owes under tax reform.

However, the panelists said they
do not believe all insurers are tak-
ing their new tax liabilities into
account when pricing insurance.

‘“Companies have not paid atten-
tion to the '86 tax act. This is going
to impact surplus,” said Dell G.
Van Gilder Jr., president of The
Van Gilder Insurance Corp. in
Denver.

Mr. Vairo of Crum & Forster ob-
served: “Although there has been a

takes a specialist. An insurer who can
write that one-of-a-kind policy for that
odd, unusual or unwieldy risk.
At Atlantic Mutual our inland
expertise derives from a long
and active history in marine
underwriting. In the last century
and a half, we've
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utmost in innovation and specialization.
While we believe there is no better
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knowing how to assess
) and underwrite inland
= risks creatively, neither
is there any substitute
for up-to-the-minute
technology. Our highty
sophisticated computer
system is one of the best in

. the business. It offers policyholders
access to an unprecedented amount
of claims information and helps in
tracking losses—those that manage to

-

escape our loss control services.
As many of our inland marine

customers have found, being insured
by Atlantic Mutual can be an unusual
experience, too—you stand the
possibility of receiving an annual
dividend. We've issued dividends to
one group or another every year

since 1855.

If you have an inland or marine risk
which other insurance companies find
intimidating, call your agent or broker
and ask about Atlantic Mutual. We don't
scare easily. And we make no bones

about it.

Atlantic Mutual, 45 Wall Street, New

York, NY 10005.
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What insurance is supposed to be.

lot written on the subject, it is not
generally understood on the com-
pany side.”

The Insurance Services Office
Inc. originally predicted that the
changes in the tax law would cost
the insurance industry $7.5 billion
in additional taxes over five years,
he said. “That number is going to
be exceeded significantly. The
number is $16 billion to $19
billion."”

As a result, if insurers are tar-
geting a specific return on equity,
insurance prices will have to be in-
creased to achieve the same return
considering the higher taxes, he
said.

““There is no evidence in the
marketplace that the effect of the
Tax Reform Act is being factored
into pricing,” he said.

Mr. Davis pointed out that Fire-
man's Fund paid $100 million in
taxes last year, which was more
than the insurer had paid in its
previous 124 years of business.

“We adjusted our pricing around
the fourth quarter of 1987, Mr.
Davis said. ‘‘I've heard not all
companies-have.”

Mr. Page commented: “‘I've
heard a number of people say they
have adjusted their pricing, but
rates continue to decline 15% to
20% across the board. I don't know
where the two ends meet.”

Mr. Davis responded: “Our reve-
nues are off 15% because we're
having a tough time writing busi-
ness’” at Fireman’s Fund’s rates.

In response to a question, Mr.
Vairo noted that ISO “does not and
should not take taxes into consid-
eration” when calculating the in-
dicated rate for various types of in-
surance.

The possibility of federal regula-
tion of the insurance business also
concerned the panelists.

“I appeal to agents on McCar-
ran-Ferguson,’” Mr. Vairo said.
“You may think it’s our problem as
insurance carriers. If it is repealed,
it will be one big problem for you
in day-to-day marketing. Each
company will have its own forms,
own rates. You’ll have to sort that
out.”

Mr. Vairo pointed out that the
insurance business was exempted
from antitrust laws because “our
business is significantly different
from any other,” in that it collects
premiums today to pay claims
years in the future. Insurers need
“the ability to gather statistics to
know the true cost of spreading
risk,” he said, calling the insurance
market “disorderly enough today.”

Repeal of McCarran-Ferguson,
Mr. Vairo said, “will affect every-
one in this room. I urge you to let
your federal legislators know
where you stand. We don’t need
federal regulation.”

Jack S. Hupp, president of Sei-
bels Bruce Group Inc. in Columbia,
S.C., said that ‘“‘as a regional in-
surer, repeal of McCarran-Fergu-
son would have more effect on our
company than on the national
companies.”

But, he added, “I don't believe
state regulation will be eliminated.
If McCarran-Ferguson is done
away with, we’ll have state regula-
tion in the long run but a harder
process of doing business."”

Mr. Van Gilder commented that
the insurance industry may suc-
cessfully defend against the anti-
trust suits brought by 19 attorneys
general, but the end of that case
could be two to three years from
now, just when the insurance in-
dustry may enter another hard
market with rising insurance
prices. Another hard market
“could be significant to the atti-
tude of legislators,’ he advised.

Mr. Page also warned that there
is “‘great potential for harm" in the
outcome of the attorneys general's
suits, “‘particularly if we lose ISO
as an information source.”

The panel was moderated by
Harry F. Custis, chief executive of-
ficer of The CIMA Cos. Inc. in
Alexandria, Va. ]
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Guaranty funds necessary: Regulator

By KATHRYN J. McINTYRE

WHITE SULPHUR SPRINGS,
W.Va.—The state guaranty fund
system neither hinders nor helps
the regulation of insurers for sol-
vency but is necessary to protect
policyholders, maintains the presi-
dent of the National Assn. of In-
surance Commissioners.

“The guaranty fund system has
had no impact on regulation,” said
John E. Washburn, NAIC president
and Illinois insurance director,

“Regulation is what we do. We
want to do the job the best we can.
We are trying to get a better regu-
latory system. That wouldn’t
change with or without guaranty
funds,”” he said.

Mr. Washburn participated in a
panel discussion on ‘““Guaranty
Funds: Panacea or Curse?” during
the joint annual meeting of the Na-
tional Assn. of Casualty & Surety
Agents and the National Assn. of
Casualty & Surety Executives ear-
lier this month.

In addition to asserting that
guaranty funds do not affect the
regulation of insurance companies
for solvency, Mr. Washburn con-
tended that “there is no way” to
have a competitive insurance busi-
ness without protection of the poli-
cyholders.

NACSA/NACSE

CONFERENCE
The Greenbrier

When a consumer buys a car, if
the auto manufacturer goes broke,
the consumer still has the car, Mr.
Washburn said. But, when buying
insurance, the consumer is buying
only a ‘‘promise of protection” and
therefore a guaranty fund system is
needed.

Mr. Washburn pointed out that
the guaranty fund system is not
absolute protection for policyhold-
ers of insolvent insurers because
the funds cap claims payments to
policyholders and impose deduct-
ibles.

In addition, policyholders of in-
solvent insurers have to find new
insurers, he said.

But panelist Dale R. Comey,
president and chief operating offi-
cer of Hartford Insurance Group in
Hartford, Conn., suggested that
guaranty funds encourage insur-
ance buyers to buy the lowest
priced insurance because buyers
know if the insurer goes broke the
guaranty fund will pay claims.

He recalled that Hartford ‘lost
an account to Mission when it was
known they were having difficul-
ties,”" referring to the insolvent
Mission Insurance Co. “'There is no
doubt in my mind that the buyer of
insurance had his eyes wide open
that he had access to the guaranty
fund,” Mr. Comey said.

An insurance buyer can purchase
the first $300,000 of coverage—
which is generally covered by
guaranty funds—at cut-rate prices
and purchase excess insurance
from other insurers, he said.

But Richard A. Archer, chairman
of Jardine Emett & Chandler Inc.
in Los Angeles, pointed out that
commercial insurance buyers are
“supporting a system where they
have limited benefits,” because the
cost of guaranty funds is built into
their premiums but they do not re-
ceive full coverage for their claims.

A higher cap on the claims paid
by guaranty funds would be fairer
to commercial policyholders, but
what that would coststhe industry
in the aggregate has to be consid-
ered, he said.

*The commercial buyer is sup-
posed to be sophisticated, but I can
assure that many of the people we
talk to don’t have the sophistica-

tion in the financial side of insur-
ance companies that perhaps you
think they do,” Mr. Archer said.

“The commercial buyer is proba-
bly being taken monetary advan-
tage of, but I don't have the an-
swer."”

Mr. Comey
noted that when
guaranty funds
were created in
| the late 1960s,
they were de-
signed to protect
individuals
whose auto in-
surers became
insolvent. Now,
insurance com-
pany insolvencies mostly involve
commercial insurers.

As a result, the cost of funding
the system has increased dramati-

Mr. WEshbum

The insurance buyer
‘has got to wonder if
there is rhyme or
reason to price,’ Mr.
Washburn says.

cally. Insurers paid $500 million in
guaranty fund assessments in 1984
through 1986, compared with $450
million in guaranty fund assess-
ments from 1969 through 1983, Mr.
Comey said. And, in 1987, the gross
assessment before any recoveries
was $900 million.

Guaranty funds are both a pana-
cea and a curse, Mr. Comey said.

They are a panacea because they
have protected victims of insolven-

cies, but they are a curse because
they do not provide an incentive to
eliminate insolvencies, he said.

In addition, he said, the system
“aids and abets instability of price
and availability.”

Hartford, he noted, paid $18 mil-
lion in assessments last year ‘“‘for
insolvent companies that took busi-
ness away from us.”

And, Mr. Comey said, the system
is a curse because its is “unfair to
companies that survive and are sol-
vent and to the customers of solvent
companies who pick up the tab in
the long run.”

Mr. Washburn countered that the
system would be unfair if the com-
peting company received the sub-
sidy, but it is the policyholder who
is subsidized.

Mr. Washburn also defended pol-
icyholders’ decisions to buy insur-

ance from the insurer with the
lowest price.

In a marketplace where insur-
ance prices fluctuate, the insur-
ance buyer ‘“‘has got to wonder if
there is rhyme or reason to price,”
he said. “How is he supposed to
know he is taking advantage of
something he shouldn't?"” he asked.

“It's very difficult to pick among
winners and losers,” Mr. Washburn
said.

Mr. Comey said insurers, regula-
tors and brokers and their clients
all can seek improvements in the
operation of the guaranty fund sys-
tem.

“From the company standpoint,
there may have to be improved
barriers to expansion in our busi-
ness,” he suggested.

For example, he said, an insurer

Continued on next page
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Continued from previous page
selling its product at half the mar-
ket price should establish its re-
serves as if it were charging “100%
of the price until events unfold
that clearly demonstrate” that half
the price is an adequate rate.

Regulators, according to Mr.
Comey, not only
need to run nu-
merical tests on
insurers’ results, |
but also need a
mechanism that
would allow
them to “under- .
write com- |7
panies,” looking
for such factors
as underwriting
controls, concen-
tration of risk or inadequate rein-
surance.

Regulators should be able to de-
termine whether insurers have log-
ical reasons to support their pric-
ing structure, Mr. Comy pointed
out.

‘With a little creativity we can make buyers a little
bit more sensitive to the long-term contracts they
are purchasing,’ and that if an insurer becomes
insolvent the insurance was not such a bargain,
says Dale R. Comey of Hartford Insurance Group.

And, the buyers and the placers
of insurance ‘‘have to play a
stronger role in this,” he said.

“With a little creativity we can
make buyers a little bit more sen-
sitive to the long-term contracts
they are purchasing,” and that if
an insurer becomes insolvent the in-
surance was not such a bargain, he
said.

Mr. Comey also suggested that
perhaps the buyer of insurance from
an insolvent company should have
to pay into the guaranty fund to the
extent that its insurance premium
was discounted.

““All three parties have to make a

confribution,” Mr. Comey said.

Mr, Archer pointed out that “most
producers do maintain their own
system of measuring the financial
stability of carriers.

“As a producer, we are really con-
cerned about solvency because our
errors and omissions insurance
doesn’t cover that.”

Mr. Washburn rejected Mr.
Comey’s suggestion that regulators
should ““underwrite’’ insurance
companies in regulating for sol-
vency.

“For us to be out there under-
writing this business means a large
sophisticated staff involved in

nearly every transaction you are in.
I don't think you want that or need
that,” Mr. Washburn said.

He did agree that insurers’ re-
serving practices need to be better
controlled. “I am going to try and
push that reserves be based on ex-
posure units,” Mr. Washburn con-
tinued.

Pre-assessment guaranty funds
might be a fairer approach, because
with such a system the insolvent in-
surer will already have paid into the
system, Mr. Washburn and Mr.
Comey commented.

However, both Mssrs. Washburn
and Comey raised concerns that
large pre-assessment guaranty
funds may be tapped by states for
other purposes, as occurred in New
York (BI, May 23).

Mr. Washburn also took the op-
portunity to defend the system of
state regulation of insurance against
charges that it is uneven.

The varying levels of state regu-
lation is inconsequential he said,
because an insurer operating in any

line on benefits costs
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one state is adequately regulated in
its own state, while multistate in-
surers are regulated by all the states
where they do business.

Collectively, the states employ
7,000 people and spend $300 mil-
lion to regulate insurers, Mr. Wash-
burn said.

The NAIC is constantly analyz-
ing whether those resources are
being used correctly, he added.

In addition to assuring that if the
price of insurance is too low that
reserves also are not too low, Mr
Washburn said regulators want to
know more about casualty lines be-
cause the catastrophe risk in in-
surance is now in casualty lines.

Previously, regulators were more
concerned if insurers could pay
claims after a large property catas-
trophe, he noted.

Questioned whether state insur-
ance departments need more fund-
ing to better regulate insurers for
solvency, Mr. Washburn answered:
“There are some areas that we need
help. One is travel. This is a na-
tional business,” he said, but state
legislators question why insurance
department personnel need to travel
to NAIC meetings.

Salaries paid by insurance de-
partments also are ioo low to com-
pete with the industry, Mr. Wash-
burn said.

But, he noted, insurance depart-
ments can hire the outside resources
they need when analyzing an in-
surer, and charge those costs to the
insurer.

Mr. Washburn also warned
against proposals for a federal guar-
anty fund system. “If the federal
government does start doing a guar-
anty fund, there is no doubt that the
regulation of solvency will flow
with it.

“You probably will have a dual
structure,” he said, because: *“The
states are never going to let go of a
number of the things they do now.
For sure they will never let go of
marketplace regulation,” referring
to rating and market conduct.

Splitting these responsibilities
between the federal government and
the states would “be the worst thing
in the world,” Mr. Washburn said.

While the property/casualty in-
surance industry complains about
the cost of guaranty funds, Mr.
Washburn noted that two new types
of guaranty funds are being deve-
loped: for life insurance and for
health maintenance organizations.

The panel was moderated by Ro-
bert E. Vagley, president of the
American Insurance Assn. in Wash-
ington, D.C.

NACSA, NACSE
announce their
new presidents

John A. Kohler, chairman of ‘
|

Brandow Howard Kohler &
Rosenbloom Inc. in Minneapo- |
lis, is the new president of the
National Assn. of Casualty &
Surety Agents.

He succeeds John F. Rus-
sell, president of Couper-Ack-
erman-Sampson Inc. in
Binghamton, N.¥Y.

NACSA represents leading
U.S. commercial property/ca-
sualty insurance agents and
brokers and sponsors a politi-
cal action committee.

Jack Moseley, chairman and
chief executive officer of
United States Fidelity &
Guaranty Co. in Baltimore, is
the new president of the Na-
tional Assn. of Casualty &
Surety Executives.

He succeeds John H. Breth-
erick Jr., president of The
Continental Corp. in New
York.

NACSE'’s membership in-

cludes leading U.S. Commer-
cial property/casualty insur-
ance and reinsurance
companies.
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PPO health care

Continued from page 3
any money from discounts,” he asserted.

However, employers aren’t far off the mark in
their assessments of many PPOs as mere dis-
count arrangements with no emphasis on utili-
zation review or quality assessment, he said,
adding that “‘that’s what some PPOs are.”

But, the PPOs that are doing a good job of
utilization review, quality assessment and phys-
ician and hospital bill audits have not “done a
good job of broadcasting that to employers” to
convince employers that PPOs are effective
managed care mechanisms, he explained.

So, some employers that have become frus-
trated in dealing with discount medicine ar-
rangements and are doubtful of PPOs’ abil-
ity to manage health care costs have set out to
develop their own PPOs, he said. “Employers
are sort of using their own people to reinvent the
wheel,” he said, explaining that some employers
are engaging in “preferred provider arrange-
ments.”’

Under these arrangements, employers negoti-
ate discount prices on services they perceive to
be the highest cost portions of their benefit
plans. For example, some employers might nego-

tiate a discount price with a physician group
only if they believe that physician fees are gob-
bling up the biggest portion of their health care
dollar. Others might negotiate discount prices
with hospitals only, he said.

The problem with these arrangements is that
they don't effectively manage health care costs
because there may be no utilization review or no
emphasis on delivering the appropriate level of
care in the right setting—such as placing a pa-
tient needing nursing care in a nursing home
instead of in an acute care hospital, he said.

Along with these special arrangements with
certain providers, “sometimes, emplovers will
make a deal with a PPO that does not include
some services, like mental health care. So, the
employer is left to contract separately with pro-
viders of these services,” he said.

But, the major disadvantage of both employ-
ers' preferred provider arrangements with cer-
tain providers and with existing PPOs offer-
ing limited services is that neither arrangement
completely manages all aspects of a benefit plan,
and thus does not really control costs, Mr. Elden
said.

“If you look at what employers in the market-
place are doing, they're not getting a managed
PPO. They’re acting like health care services are

not inter-related,” he said. But, “if we as PPOs
don’t do this job for them, employers will form
their own effective PPOs.”

And, “if more employers got together to form
one PPO, they would be a potent force” in nego-
tiating PPOs with providers, leaving many ex-
isting PPO firms in the dust, he warned.

However, “if employers continue to negotiate
discounts only, then we are safe,” he said.

PPOs must take steps to respond to employers’
managed care demands to survive, he said.

To assist PPOs in this endeavor, the AAPPO is
developing a PPO credentialing process to be
used by the PPO industry and employers to
ensure that a particular PPO is a legally, finan-
cially and administratively sound managed care
system (see story, page 24.)

Under the process, a PPO would receive
AAPPO accreditation if it meets certain criteria,
such as having a complete provider network,
including specialists like mental health provid-
ers, home health care providers, etc.; a utiliza-
tion review program; a quality assessment pro-
gram; legally sound contracts with providers in
the network; and is financially sound.

“A PPO is a business and the ones that run
their operations this way will be the ones to sur-
vive,” Mr. Elden said. [ |
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PPOs’ goals
for sponsors
spark debate

By DONNA DiBLASE

DALLAS—Can provider-spon-
sored preferred provider organiza-
tions balance their business objec-
tives of controlling health care
costs for their employer clients
with their need to guarantee pa-
tient revenues to their provider
members?

Not surprisingly, provider-spon-
sored PPOs say yes and other PPQ
SpoNsors say no.

“I really think there are no con-
flicting business objectives in pro-
vider-sponsored PPOs simply be-
cause the marketplace will not
allow it,"”” according to Richard
Mastaler, president and chief exec-
utive officer of Preferred Health
Network, a Los Angeles-based pro-
vider-sponsored PPO.

Health care purchasers demand
cost-efficient health care, Mr.
Mastaler explained.

“This sounds like a solution from
the people who brought you the
problem: Rising costs resulting
from ripping off third-party
payers,” rebuts Mark Jasper, chief
executive officer of Benefit Panel
Services Inc., an investor-spon-
sored PPO based in Los Angeles.

Messrs. Mastaler and Jasper
faced off in a debate on the issue

during the 1988 Annual Fall Forum
of the American Assn. of Preferred
Provider Organizations, held Oct.
2-4 in Dallas.

Provider-sponsored PPOs have
repeatedly responded to the de-
mands of health care purchasers
and thus have proved their busi-
ness objectives do not conflict, Mr.
Mastaler contended.

“At first, we had what is known
as a first-generation PPO, in which
doctors and hospitals got together
to offer discounted prices on health
care services to health care
payers,” he said.

“Then, in the second generation
of PPOs, we continued to offer the
discounts, but we also added utili-
zation review and quality assur-
ance programs to our PPOs,” he
explained.

“We did this because the market
demanded it,” he added.

“Today, we are in the third gen-
eration, in which we are giving
discounts, utilization review, qual-
ity assurance, data and informa-
tion” as well as provider billing
audits, in response to demands on
the market, according to Mr. Mas-
taler.

“We are now referred to as man-
aged care companies. The word
‘PPO’ now refers more to the first
generation of PPOs,”’” Mr. Mastaler
added.

But, Mr. Jasper of Benefit Panel
Services argued that ‘“‘provider-
sponsored PPOs cannot resolve
their conflicting business objec-
tives and they cannot survive” in
the managed health care market-
place.

“A major conflict of these PPOs
is their fupdamental push to raise
patient revenues. Their constitu-
ents are the providers, not the
payers,” Mr. Jasper emphasized.

Provider-sponsored PPOs also
“‘engage in anti-competitive ac-
tions in what is intended to be a
competitive organization to lower
costs. Network expansion is a
problem for them because they
have to contract with competing

Continued on page 22
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PPO debate

Continued from page 20
providers,” according to Mr. Jas-
per.

And, provider-sponsored PPOs
“place their emphasis on scrutiniz-
ing hospital care, but there is very
little, if any, serutiny of outpatient
providers,” he charged.

Mr. Mastaler offered several
counterpoints.

“I think provider sponsorship
offers a distinct advantage in a
number of areas,’” Mr. Mastaler
commented.

First, since providers are nego-
tiating rates with other providers
in a provider-sponsored PPO, there
is less of an adversarial relation-
ship when it comes to setting
prices for health care services, he
said.

“The providers are prepared for
risk pooling in these PPOs” since
rates are not being negotiated by a
third party who may have an un-
friendly relationship with the pro-
viders, Mr. Mastaler explained.

“Employers are coming back to
provider-sponsored PPOs for the
very reason that they are tired of
the rate-bashers and the adver-
sarial relationship that results be-
tween providers and payers” when
rates are negotiated by non-pro-
viders, he said.

tior. and cost while providing consistently

- PPOs must deliver results: Experts

By DONNA DiBLASE

DALLAS—Preferred provider organizations
must deliver resulis and be able to prove those
results to their purchasers and members, ac-
cording to health care experts.

“Hemember, the transition to managed care
requires quality, accountability and results,”
Douglas L. Elden, chairman of the Ameri-
can Assn. of Preferred Provider Organiza-
tions, told attendees of the AAPPO’s Annaual
Fall Forum, held Oct. 2-4 in Dallas.

To employers, PPOs must deliver a product
that meets the specific health care cost and
guaiity management goals of each company,
according to one health care consultant. :

In addition, PPOs that have coniracied with
the federal Health Care Financing Adminis-
tration, a government purchaser, to partici-
pate in a Medicare PPO demonstration project
must deliver a product that controls utiliza-

‘You need to know what your

customer’s requirements are’

and then develop a product to
meet the needs of that

employer, says Mr. Miller.

high quality care to Medicare beneficiaries,
says one HCFA official,

Meanwhile, hospitals contracting with PPOs
expect to be involved in managed care pro-
grams that will stand the test of competi-
tion by respending to’ provider concerns as
well as purchaser conterns. explains an exec-
utive for a managed care joint venture be-
tween a hospital group and a health insurer.

And, physicians who remain skeptical about
the ability c¢f PPOs to deliver the patient share

claimed want PPO contracts that contain fair
physician reimbursement arrangements in re-
turn for delivering cost-effective quality care,
says one physician.

"You, as PPOs, must be ready well in ad-
vance not to sell employers something that
they don’t need but something that will work
in the health care management programs,”
said Laird Miller, president of Health Systems
Menagement Inc., a Minneapolis-based health
care consulting firm.

“You need to know what vour customer’s re-
guirements are and you have to identify the
eritical quality areas that relate to that partie-
ular customer” and then develop a product to
meet the needs of that employer, he suggested.

And, “once you've identified those critical
areas, define what quality is in those areas,
establish performance goals and then consis-
tently measure your results and improve your
performance,” Mr. Miller said.

Continued on next page

The fact that Preferred Health |

Network is provider-sponsored
“also allows us to make quick
movements on pricing without
being guestioned by our provider
members. They trust us' and do

The decision-making
process is slow in
provider-sponsored
PPOs, Mr. Jasper
contends.

not argue over price adjustments
like providers might in a PPO
sponsored by purchasers or by an-
other third party, Mr. Mastaler
suggested.

However, Mr. Jasper of Benefit
Panel Services argued that “there
is a lot of excess baggage and a
slow decision-making process in
provider-sponsored PPOs.”

Mr. Mastaler of Preferred Health
Network added that utilization re-
view is more effective as a result of
provider sponsorship of a PPO. He
explained that because of Pre-
ferred Health Network's provider
sponsorship, a multitiered utiliza-
tion review program is in place to
ensure thai costs and care are effi-
ciently managed.

“We have a hospital review pro-
gram, plus six regional outside re-
view organizations, plus a corpo-
rate utilization review program.
This system of jurisprudence” en-
ables the PPO to “throw out those
physicians from our group” with
whom payers have difficulties over
costs or utilization, Mr. Mastaler
said.

However, Mr. Jasper of Benefit
Panel Services argued that “‘the
sirategy of a provider-sponsored
PPO is unlimited access to all pro-
viders by patients. In these PPOs,
there 1s patient self-referral” to
specialists and surgeons.

In contrast, he said, in PPQOs
sponsored by independent inves-
tors or health care purchasers,
“there are limits and controls on
patient access to providers. There
is no patient self-referral to sur-
geons.”

Despite Mr. Jasper's arguments,
“I think that this controversy is
dead,” said Mr. Mastaler, referring
to the issue of conflicting business
objectives in provider-sponsored
PPOs.

However, “it will be in PPOs’
best interest fo restructure and
limit the number of contracting
providers involved in PPOs,” Mr.
Jasper said. ]
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But, he noted that ““not very o A A ; " t reduced costs in the long run and livery of health care to benefi-
many of you are doing this right IS e : s 553 i control over health care utiliza- ciaries.

now.” tion” in the Part B portion—or The HCFA will regularly evalu-
Traditionally, PPOs have non-hospital benefits portion—of ate the PPO projects to make ad-
operated under the orientation of beating uP OI\ them (ellmmating them from PPO the Medicare program, Mr. Anth- justments as needed and to ensure

"f(:]llow}ilngb [:ihysicigns around, partaclpation) and then everything IS wonderful ’ ony said. that PPOs are delivering the re-
finding the bad guys, beating up on “Medicare Part B is one of the sults they promised, Mr. Anthony
them (eliminating from PPO par- says Lalrd M“letr presuient Of a consumng fll'ﬂ'l. fastest growing areas of the federal  said.

ticipation) and then everything is ‘ budget. So, our problems in the “I think you as PPOs have a huge
wonderful. But, this way, you don't public sector led us to the best so- opportunity to extend into the
prevent problems and in the fu- care costs, h= said. their provider members and elimi- lutions in the private sector,” he public sector the best of what’s
ture, preventing problems will be Along with assessing and meet- nate providers that do not comply. said, explaining Medicare’s prob-  going on in the private sector,” Mr.
the only way to be successful,” he ing specific needs of employers, But employers are not the only lems with high utilization and cost  Anthony predicted.
predicted. PPOs also must be able to provide  health care purchasers interested of health care, Along with purchasers of PPO
And, PPOs also must concentrate  employers with meaningful data in the results delivered by PPOs. * Some of the basic objectives in  products, providers participating
not only on what they do for the and information about their health The HCFA, in its quest to control  the Medicare PPO demonstration in PPO arrangements have con-
employer/customer but also for the care cost and utilization status. health care costs for Medicare re- project are: cerns about the results PPOs can
employee/customer that is actually “Data is important because it's cipients while maintaining a high ® To reduce the annual percent-  deliver.
receiving health care from the power,” Mr. Miller added. “You level of quality, will select three age rate of increase in costs. Hospitals, for example, are eage
PPO’s providers, he said. have to know where you are before = PPOs by year-end to participate in ® To develop selection criteria to participate in managed care
This means that PPOs will have  you can make changes to get :0 a Medicare PPO demonstration for contracting with cost-efficient, programs but want those programs
to get more involved in things like  where you want to be.” project, explained C. Ross Anth- quality physicians. to be structured so that they re-
assisting employers with work- In the future, employers also will ony, associate administrator for ® To develop effective financial spond to the changing needs of the
place safety and disease prevention demand performance-based con- program development in the incentives to encourage benefi- health care market, said Robert L.
programs designed to improve the  tracts with PPOs, he said. That is, HCFA’s research and development ciaries to use PPO providers. Montgomery, executive vp of man-
overall health status of employees PPOs will be required to enforce department. ® To improve utilization review aged care for VHA Enterprises Inc.
and more effectively control health  certain performance criteria on “In this program, we will require  programs so that they effectively  in Irving, Texas.
VHA Enterprises is the provider
unit of Partners National Health
Plans, the managed care joint ven-
ture between Voluntary Hospitals
of America of Irving and Aetna
Life & Casualty Co. of Hartford,
Conn.
VHA and Aetna think that Part-
ners will be able to respond to
marketplace changes, he said.
First, the provider/purchase

partnership aspect of the joint
venture is one key to competing in
the health care marketplace.
Aetna’s responsibility in the Part-
ners joint venture is to be an advo-
cate for the employer, or pur-
chaser, and VHA Enterprises’ role
is to be an advocate for physicians
and hospitals, he explained.
And, to “stand the test of compe-
tition, Partners' strategy in man-
aged health care is long-term: to
offer employers a spectrum of inte-
grated managed health care prod-
ucts, such as PPOs, HMOs and in-
demnity plans under one
experience-rated premium,” he ex-
plained.
Partners currently operates 73
PPOs and 27 health maintenance
organizations across the nation. In
total, 115,000 physicians, 620 VH2
hospitals and 180 independent hos-
pitals participate in Partners’
plans, he said.
Partners plans are available to
1.2 million people.
While some hospital groups like
VHA have aligned themselves with
insurers or other PPO sponsors,
some physicians still are unsure o
their place in the PPO market, ac-
cording to Dr. Joseph Boyle, exec-
utive vp of the American Society o
Internal Medicine in Washington,
D.C.
“I believe that over the past five
to eight years, most physicians in
this country have come to accep
the fact that the future holds some
form of managed care for them,”
he said.
“But, as they have viewed the
changes before them, they have
seen that the results of PPOs are a
mixed bag,” Dr. Boyle said.
Many physicians believe that the
financial arrangements and phys-
ician risk-sharing aspects in PPO
contracts leave them exposed to
“unlimited liability and financial
And ERC. You'll be glad you did. Plus, we have something even more important. risk,” he explained.
And, some believe that the PPO
Because we have the experience and financial The commitment. fee negotiations for some special-
with the fees negotiated with gen-
eral practitioners and internists, he
the worst of times. 5200 Metcalf, Overland Park, Kansas 66201 Lynn Dowling, president of the
e g 2 Chicago-based AAPPO, moderated
A General Electric Financial Services
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AAPPO offers accreditation guidelines

By DONNA DiBLASE

DALLAS—The American Assn.
of Preferred Provider Organiza-
tions is offering preliminary rec-
ommendations for PPO evaluation
and accreditation criteria.

The criteria are intended to as-
sist both PPOs and employers in
evaluating the performance and
operations of PPOs.

And, while the AAPPO does not
support regulation of the PPQ in-
dustry, the accreditation process is
a step toward helping health care
purchasers and PPOs weed out the
bad apples and give the entire PPO
industry a favorable image, say the
creators of the criteria.

The preliminary AAPPO recom-
mendations were unveiled at the
organization’s Annual Fall Forum,
held Oct. 2-4 in Dallas.

“The AAPPO's involvement in
this credentialing process has
created a lot of controversy,” said
Brant P. Kelch, secretary-treasurer
of the AAPPC and president of
MedStrategies Virginia Inc., a
health care consulting firm in
Leesburg, Va.

“Some think the AAPPO should
not be involvec in credentialing at
all. But in my opinion, all of us in
the PPO industry have things to
worry about and accreditation is
coming whether we like it or not,”
Mr. Kelch asserted.

“Although the AAPPO is devel-
oping this accreditation process, it
should be made clear that the
AAPPO does not favor regulation,”
said Douglas L. Elden, chairman of
the AAPPO and a partner with the
Chicago law firm Altheimer &
Gray. “It is not our job to reg-

ulate our members. But, if someone
is going to regulate us, we want to
be the first to educate them about
what a PPO is and what criteria
indicate a successful PPO,” he ex-
plained.

In introducing the preliminary
credentialing criteria, Mr. Kelch
offered a few caveats.

For example, he explained that
the credentialing process will not
be completely revealed until it has
been Zinalized. And, finalizing the
process will include field testing of

the criteria and more input from
PPOs, he added.

The credentialing process in-
cludes eight areas of PPO structure
and performance that can be used
to evaluate PPOs:

® The PPO’s managed care net-
work. Ideally, this should include
physicians, hospitals, allied health
prefessionals—like social workers
and home health care providers—
and ancillary facilities. A vast net-
work is necessary for placing pa-
tients in the most appropriate set-
ting to receive the necessary care.

® The provider selection cri-
teria. This criteria should be con-
sistently applied and enforced on
all providers and ideally should
consider historical performance by
the provider.

® The payment methodologies
and levels. Successful PPOs have
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four characteristics in common in
this area: competitive but equita-
ble levels of payment to providers;
monitoring and effective control of
increases in payment levels; flexi-
bility to respond to different levels
of purchaser sophistication; and
reimbursement mechanisms that
create incentives for providers to
deliver efficient services.

® The utilization management
program. The program should:
monitor quality and effectiveness
of treatment; identify high quality,
cost-efficient providers in the net-
work; identify appropriate use of
services and facilities; encourage
cost-efficient, high quality behav-
ior by physicians; and assist in the
redesign of benefit plans that will
encourage consumers to be cost-
conscious and lead healthy life-
styles.

® The quality assurance pro-
gram. Clinical and service quality
indicators should be developed and
enforced by the PPO.

® The capability of the PPO’s
management and administrative
staffs. The PPO should be able to
perform such tasks as data col-
lection and reporting; claims pro-
cessing; provider relations; and
client services. The PPO should be
able to demonstrate its results by
having sophisticated data systems
that interface with utilization
management and quality assurance
systems and that document cost
savings, quality and inappropriate
billing practices by providers,
among other things.

® The legal structure of the PPO.
Contracts with providers must
contain all necessary provisions
and be enforceable. And, the PPO
must be structured to minimize an-
titrust risks, among other things.

® The financial solvency of the
PPO. The PPO should have suf-
ficient levels of capital to cover ex-
penses and operate on a strong,
rather than strained, financial
basis.

Also working on the AAPPO's
credentialing process are Dr. Wil-
liam L. Amos Jr., president of
MedStrategies Georgia Inc. in Co-
lumbus, Ga.; Peter Boland, presi-
dent of Boland Health Care Con-
sultants Inc. in Berkeley, Calif.;
and Ralph S. Pollock, executive
director of the Business Coalition
on Health, an employer coalition in
Hartford, Conn. [ ]

PPO trade group
holds conference

DALLAS—"Quality, account-
ability and results” were the mosf
popular themes at the 1988 Annual
Fall Forum of the American Assn
of Preferred Provider Organiza-
tions.

Some 460 executives of PPOs
and insurance companies, as well
as a few employee benefit manag-
ers, gathered Oct. 2-4 at the Dallas
Fairmont Hotel to examine PPOs
viability and opportunities in the
managed health care marketplace.

The AAPPO is a national trade
association for PPOs, of which 44(
PPOs are members. As of May
1987, there were 674 operational
PPOs, according to the AAPPO’s
Annual Directory of Operational
PPOs. The organization estimates
there will be about 700 PPOs by
year-end 1988.

Among its member services, the
AAPPO provides an annual di-
rectory of operational PPOs, news-
letters, regulatory updates and an
educational conference. The
AAPPO also is developing a cre-
dentialing process for PPOs.

For more information about the
AAPPO, contact Lynn Dowling
President, American Assn. of Pre-
ferred Provider Organizations, 111
E. Wacker Drive, Suite 600, Chi-
cago, Ill. 60601; 312-644-6610. m
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Reagan aide’s benefit views

Continued from page 3
coverage as a mandated benefit.

Mr. Walker acknow.edged tnat access to health care is a
serious problem: 37 million Americans lack such coverage.

At the same time, soaring hezlth care costs and huge retires
health care liabilities £lso demand answers.

“Health care costs are close to 12% of the GNP, yet 37
million people are uninsured. Tkat tells me something is
wrong with our current system,” he said.

But, until now, health care issues have been addressed in a
‘“piecemeal manner,’’ Mr. Walker said.

He recommends forming a national commission to study a
broad range of health care issues aad develop solutions.

Such a commission could be similar in structure to the
15-member blue ribbcn panel that President Rezagan estab-
lished in 1982 to recommend ways to avert a financial col-
lapse of the Social Security retirement trust fund, he said.

That commission’'s recommendations, including an acceler-
ation in scheduled increases in FICA ‘taxes, were largaly ac-
cepted by Congress in 1983, and a crisis was indeed avoided.

Mr. Walker also believes Cengress should establish a new
joint committee on employee benefits to improve the way in
which legislators cons.der benafits-related legislazion.

Observers note that staff members of the tax and labor
committees rarely talk to one another. As a resul;, when tax
committee staffers draw up proposals affecting employee

benefits, they often only consider the revenue enhancement
potential rather than social consequences.

Mr. Walker decried the way in which much recent benefits
legislation has been developed and en-
acted.

Proposals, such as the complex and con-
troversial Internal Revenue Code Section
1 89 non-discrimination rules for welfare
plans, were developed behind closed doors,
denying employers and consultants the op-
portunity to provide meaningiul input.

“Benefits legislation must be considered
in the sunshine,” Mr. Walker said.

He added that the pace of legislat.ve ac-
tivity also must be slowed.

Benefits have had it rough on Capitol
Hill becatse, among other things, the benefits community
kas not lined up influential legislators to back its cause, he
said.

“We n2ed champions on the Hill like Javits and Williams,”
Mr. Walker said, referring to the late Sen. Jacob Javits, R-
N.¥., and former Sen. Harrison Williams, D-N.J., the prime
raovers of the Employee Retirement Income Security Act of
1974.

Mr. Walker also warned that restricting employers from
capturing pension surpluses when they terminate overfunded
defined enefit plans is an issue that will keep coming back.

“It will not go away. Liberals on the Hill want to change

e

Mr. Walker

-

the nature of the promise,” Mr. Walker said.

Mr. Walker warned that reversion restrictions would be a
blow to sound pension policy. He predicted that reversion
curbs would discourage employers from establishing new
pension programs and funding existing pension programs.

Instead of reversion penalties, Congress should be looking
at ways to give employers access to pension surpluses with-
out having to terminate plans, as is the case now.

For example, Mr. Walker advocates allowing employers to
transfer a portion of pension surpluses into special accounts
that would fund retiree health care benefits. The assets in
those accounts would earn tax-free interest.

While the Reagan administration endorsed such a proposal
in 1987, it was later defeated by the House Ways and Means
Committee (BI, Feb. 23, 1987).

Mr. Walker said it is unlikely—regardless of the outcome of
the November elections—that Congress would restore the old
individual retirement account eligibility rules that allowed
virtually any employee to make tax-deductible contributions
of up to $2,000 annually.

Under the 1986 tax law, the only employees who can take
the full $2,000 annual tax deduction for an IRA contribution
are those not covered under a pension plan, or single taxpay-
ers earning less than $25,000 and those filing a joint re-
turn earning less than $40,000.

Mr. Walker noted that research found that IRAs did not
create any significant new savings. Instead, individuals gen-
erally transferred funds from existing savings accounts. =
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Benefits are
tax target:
Consultant

By JERRY GEISEL

MONTREAL—Regardless of the
outcome of the November elec-
tions, employee benefits will re-
main under congressional siege, a
consultant warns.

As long as big federal budget
deficits persist, employee benefits
will be a vulnerable target as legis-
lators look for new revenue
sources, said Marjorie Kulash, a
consultant in The Wyatt Co.'s Re-
search and Information Center in
Washington, D.C.

“Employee benefits constantly
will be attacked as a means of
tackling the deficit,” Ms. Kulash
told the Council of Employee Ben-
efits at its fall conference in Mon-
treal.

Indeed, a provision passed by
Congress last month to limit tax

Council on
Employee Benefits

ference
real

credits for employees who use re-
imbursement accounts to pay for
child care expenses is an example
of congressional ‘‘nibbling" at
benefits to raise revenue, she
noted.

Under that provision, tucked
into a massive welfare reform bill,
employees’ child care expenses eli-
gible for federal tax credits will be
directly offset by the amount of
contributions made to a dependent
care reimbursement account (BI,
Oct. 10).

The welfare legislation, which
President Reagan is expected to
sign, also will bar pretax contribu-
tions to dependent care reim-
bursement accounts and eliminate
the federal tax credit for depen-
dent care expenses for children
older than 12.

Under current law, dependent
care expenses for children under
15 can be funded through reim-
bursement accounts or be eligible
for the federal tax credit.

These provisions, along with a
new requirement for individuals to
provide on their tax returns the
name, address and taxpayer iden-
tification number of the child care
service provider, will raise an esti-
mated $950 million over the next
five years.

Those revenues are intended to
partially offset the $3.3 billion cost
of the measure's other provisions,
illustrating how the tax-favored
status of employee benefits are

Continued on page 33




How to contain
health care costs
and still have
aconscience.

A strategy for the next
five years.

If you're responsible for employee
health care benefits, you've got a tough job.

The costs are staggering with no let up
in sight. They’re often the single largest
drain on corporate profits.

Yet cost alone isn’t the issue, because
you're also responsible for the well-being
of your employees.

S0 the question is, as you look to the
future, where will you find the balance
you need?

A carefullook at the market should lead
you to John Hancock.

Why? Because we've developed a long-
term strategy to carry you into the next
decade. A strategy based on cost-effective
agreements between clients, providers
and carriers. A strategy with first-rate
medical care.

The first piece involves Hancock
Preferred PPOs. Currently we have PPOsin
major cities all over the country. Plus we're
expanding through partnerships with the
best existing PPOs in many additional mar-
kets. But if we need to bein a particular
market where there isn’t a PPO that meets
our standards, we'll build one.

The second piece involves our Managed
Health Services. They can be packaged with
indemnity plans, PPOs, or any other delivery
system you have.

We offer a sophisticated range of these
services. Including medical management
withnurse consultants. Hospitalization cost
and utilization controls and long-term dis-
ability review procedures. And specialized
data analysis reports for management.

But most important, whether you choose
our PPOs, our Managed Health Services, or
acombination of the two, Hancock’s strategy
will give you more than a sense of fiscal
responsibility. Because we understand one
simple fact.

The business requires an ability to take
ahard, steady look at the costs. And a whole
lot of heart.

And when you do business with us, you
get both.

For more information contact Mr. Robert
Marra, Vice-President, Group Sales and
Marketing, John Hancock T-33, P.O. Box 111,
Boston, MA 02117,
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In 1889, when Eiffel’'s engineering masterpiece towered above

When Gustave Eiffzl began construction on his thousand-foot In a changing wor:d where events like this shape history, this
tower for the 1889 Paris Exposition, many thought it was impos- is our way of reminding ycu of one progressive, stable company
sible. But, in spite of formidable engineering challenges, the that’s been in business since 1835.

Eiffel Tower was completed in just 2 years. And when the first Today, Allendale is an international company bringing
visitors gazed up at Eiffel's triumph, Allendale’s engineers had engineering exper-ise to clients around the world. We continue

been pioneering loss control technology for 54 years. to shape the history of loss control with engineering, training,



‘aris, Allendale had been a top property insurer for 54 years.

research and testing, responsiveness and fairness in the way we After a century and a half, that part of our philosophy is not
do business. about to change. Allendale Insurance, P.O. Box 7500, Johnston,
Throughout the years we've been more than an ordinary Rhode Island 02919.
Insurance company.
Commitment to our insureds goes well beyond the property Allendale Insurance/Factory Mutual System

coverages we provide. World leaders in property risk management since 1835,



Liberty Mutual says:

The same philosopiy

that madeus Nol
INWOTKEYS = @
compensation--
hasmade
usaleadern
property Insurance.

That philosophy is simple: teamwork. We believe in today’s complex insurance world,
that it takes more than one person to make sure your business property is insured properly.

We believe —as with all business insurance we write—that it takes the combined
effort of sales, loss prevention and claims professionals as well as underwriting and
financial experts, all working directly with you.

Teamwork means working together to determine which of our wide variety of property
coverages Is right for your business. Teamwork means working with you early on to develop
an action plan should a loss occur. |

We have a philosophy that works. One that over 100,000 American businesses
believe in for their many insurance needs. A philosophy that has made us No. 1 in

AMFRICA BELIEVES [N Workers Compensation and [IRERTY \= .\

a leader in Business

LIBERTY MUTUAL INSURANCE. Property insurance. MUTUAL.

© Liberty Mutual Insurance Group/Boston
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By Robert L. Willmore

READ WITH INTEREST Jerry Geisel’s article,

“Few Denied Coverage in Mid-80s: Study” (BI,
Sept. 26), which summarized the Government
Accounting Office’s recently released report on the
insurance crisis of 1985 and 1986. As the past
chairman of the Reagan Administration’s Task
Force on Liability Insurance Availability and as
the primary author of the two Tort Policy Working
Group reports documenting that crisis and its
relation to our tort liability system, I naturally was
keenly interested in what the GAO had to say on
this important subject.

I was disappointed but not particularly surprised
to discover that the GAO has once again managed to
miss the point by failing to understand the nature of
the very phenomenon it is investigating.

While the report’s authors do not expressly spell
out their conclusions about the crisis, it is clear
from reading the whole report that they are deeply
skeptical that the crisis was really all that severe.
This comes as a surprise to those of us who can well
remember the shock and hardship many businesses,
professionals, municipalities and non-profit
organizations experienced during this difficult
period. It must come as a particular surprise to the
numerous state legislators and blue-ribbon
commission members who, in fact-finding hearings
throughout the nation, heard story after story on the
devastating impact of this crisis—stories that the
GAO dismisses as “‘anecdotal.”

What the GAO does not seem to understand is that
the insurance crisis did not hit every business, every
profession, every municipality and every non-profit
organization in every line of insurance. To the

| Speaking out |

contrary, some it hit exceedingly hard, others it
barely touched. But, as the GAO has done in so
many of its other reports on insurance, liability and
litigation, it simply aggregates all its data and
provides generalized averages that tell us next to
nothing of significance. ,

Reading the GAO report, one is reminded of the
tactic of plaintiffs’ attorneys who seek to deny the
existence of a crisis in medical malpractice
insurance costs by aggregating the cost of such
insurance for all physicians in all states. Looking
at those figures, it indeed is difficult to see what the
fuss is all about. But, if one focuses on specifie,
high-risk specialities like obstetrics/gynecology and
neurosurgery, the existence of a severe problem in
the cost of medical malpractice insurance is both
obvious and irrefutable.

Perhaps most galling about the GAO report is its
offhand conclusion that increasing insurance costs
do not have a great effect on the costs of goods or
services, or on the financial viability of business,
since the large businesses responding to the GAO’s
questionnaire report that their 1986 premium costs
constituted on the average only 0.6% of annual gross
receipts (small businesses reported an average of
1.2%). This must be especially comforting to those
judges, legal academics and liability activists who
view the tort system as a ready vehicle for the
redistribution of income in our society. After all, if
insurance expenses are such a small percentage of

the costs of products and services and businesses are

not really threatened by increasing insurance costs
anyway, then what is the harm in a little more

GAO misses point

Report shows failure to understand liability insurance crisis

liability-driven income redistribution?

Of course, the GAO report fails to note that the
price of a single dose of DTP vaccine increased to
$11 from 11 cents in four years—largely due to
insurance and self-insurance costs—or that it now
costs more for a manufacturer of a single-engine
general aviation aircraft to purchase the necessary
product liability insurance than to manufacture the
aircraft. Nor does the GAO report document the
new products withheld from the market because of
the cost of liability insurance, or that many
manufacturers increasingly find themselves at a
substantial disadvantage to their international
competitors because of the higher insurance costs
they must bear.

One cannot help but wonder what conceivable
justification the GAO has for aggregating together
the insurance costs of all businesses—those engaged
in high-risk activities as well as those engaged in
low-risk activities—and from that meaningless
statistic drawing the seemingly profound conclusion
that the cost of insurance is not all that important.

Although it may sometimes seem that way, I do
not believe the GAO has a hidden agenda. But I do
believe that as long as the GAO fails to understand
the issues it is investigating and continues to draw
sweeping conclusions from meaningless aggregated
data, the reports it issues with such fanfare will tell
us virtually nothing.

Robert L. Willmore is counsel to the Washington,
D.C,, law firm of Arent, Fox, Kintner, Plotkin &
Kahn, and until May was deputy assistant attorney
general responsible for the torts branch of the U.S.
Department of Justice.

ASK A BENEFITS MANAGER

December that will require

in light of the catastrophic Medicare

retiree medical care. If the cost of the

Capping costs
of health plan
for the retired

I understand a
number of
employers are
considering
limiting their
liabilities and
cost of retiree
medical benefits
in light of expected Financial
Accounting Standards Board
requirements by switching to a
defined-dollar approach, How does
a defined-dollar approach work
and what are the advantages?

_ The Financial
Accounting
Standards Board
has been studying
the accounting
tréatment of retiree
health care benefits
for a number of

years and is expected to release an

exposure draft by November or

pension-like accounting for retiree
medical benefits. These standards will
require a charge to earnings and that a
liability be included on a company’s
balance sheet.

-Obviously, many of our more mature
companies that are struggling with
worldwide competition could be hurt
the greatest. Some estimates indicate
that annual income for some of the
largest manufacturing companies
could decrease by 20% or
more—depending on final
requirements—when they begin to
recognize these liabilities on their
balance sheets. Based on this
significant financial impact,
employers are now reviewing the
alternatives they have in attempting to
maintain these valuable benefits,
particularly for their early
retirees—who are not yet covered by
Medicare—at more affordable and
manageable costs so that they do not
have a significantly negative impact
on the short- and long-term viability
of a company.

In my last article I reviewed a
number of approaches that should be
considered by employers in providing
health benefits for retirees over age 65

program that becomes effective Jan. 1,
1989 (BI, Aug. 22), and I reviewed the
defined-dollar approach as one of
those approaches. I will now review
this approach in more detail so that
you have an understanding of how it
works and the advantages of this
approach.

In a defined-dollar benefit plan, an
employer indicates a specific amount
it will contribute toward the cost of

medical plan is more than the
predetermined company contribution,
the retiree pays the difference. The
employer’s cost is limited to the
amount it indicated it would pay
toward a retiree’s medical coverage.
One way to design and implement
this kind of approach is to
communicate that, effective Jan. 1,
1990, we are going to grant a dollar
Continued on next page

Would you like advice from an
exrperienced colleague on a risk
management, benefits management or
actuarial problem? Four features in the
Perspective section of Business
Insurance can give you
some answers.

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

.This month’s column
on employee benefits issues is written by
Joseph W. Duva, director of employee
benefits at Allied-Signal Inc. in
Morristown, N.J. Susan M. Werner,

g

Mr Duv

director of risk management at Hardee’s
Food Systems Inc. in Rocky Mount, N.C,,
answers risk management questions.
William J. Miner, an actuary with The
Wyatt Co. in Chicago, answers actuarial
questions on benefits issues. Richard E.
Sherman, a principal with Coopers &
Lybrand in San Francisco, answers
actuarial questions in the casualty field.
Mr. Duva’s and Ms. Werner’s columns
usually appear alternately on the second
Monday of each month. Mr. Miner's and
Mr. Sherman’s columns appear
alternately on the first Monday of each
month. Mr. Duva’s next column will
appear in November.

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 will consider
unsigned letters.
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The challenge of moving data

AST MONTH I DESCRIBED the
impact on a risk manager and risk

management information system when

acquiring another company (BI, Sept.
19). This month, I want to conclude
with a discussion of two more
situations: when the risk manager’s
firm spins off a division or subsidiary
and when the risk manager’s firm is
divested or acquired.

The problems in divesting a division
or company are less cumbersome and
immediate to the risk manager.
Chances are, the risk manager has

been informed of senior management’s

intent to divest a division or company
and, therefore, will have advance
notice for effective planning.

In this situation, the major areas of
concern to the divesting risk manager
would be:

® Transition phase. The divested
entity, whether it is now independent

or owned by another firm, will need to

extract the appropriate portions of its
former parent’'s data base, such as
claims and other exposure data.

This data then would either need to
be converted into an acquiring
company’s system or the divested
firm’s risk manager must now create a
new system.

Either way, the transfer of data

should be carefully planned by the two
risk managers. Quick decisions should

be avoided. For instance, a wholesale
purge of the divested entity’s
information may not be wise,
especially if the divesting firm is
retaining the responsibility for
running off existing claims.
Furthermore, there may be certain

sensitive data that senior management

may not wish to part with, especially
if the divestiture was under
less-than-agreeable circumstances.
Also, there may be contractual issues
of which the divesting risk manager
must be aware.

The subject of data ownership
should be clearly established in the
beginning so that there is no question
as to who owns the data if and when a
system or vendor is changed, or
elements of a company are divested. A

careful review of the contract—if there

is a service relationship with the

vendor—and discussions with the legal

department is highly recommended.

The risk manager should effect a
smooth transition by coordinating the
data transfer to the divested company.
That process may be as simple as
instructing the RMIS vendor to batch
the divested company’s data on a
floppy disk or other media. In other
cases, the process may be very time
consuming for the vendors and risk
managers.

e Divestiture impact. Thisis a
foundational step. The risk manager
must know what impact, both long
and short term, this divestiture will
have on his or her current system.

For those risk managers with large

In the event that you find your
company the target of an acquisition,
there are few, if anv, RMIS
implications. The problem, as we saw
last month, lies in the hands of the
acquiring firm’s risk manager. The
acquired firm's risk manager may
either be looking for another job or
determining if there is any way he or
she fits into the acquiring firm.

If such an arrangement with the
acquiring firm is possible, the
“acquired” risk manager’s priority
will be to assist in the smooth
transition of data and procedures to
the new firm’s risk management
program. That risk manager also can
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time-share RMIS or minicomputer
systems, the divestiture of a unique
subsidiary or company could mean the
loss of 75% to 80% of all activity. For
example, a conglomerate divesting a
company with a self-administered
workers compensation and general
liability program that involves several
thousand claims per year may no
longer have need for a large claims
administration-based RMIS. It simply
may be easier to handle the remainder
of the RMIS needs on a
microcomputer.

Therefore, it would be a good idea
for the risk manager to assess what
kind of future activity is anticipated if
one or more major divisions are spun
off. It may signal a need to re-evaluate
total RMIS needs. I recommend
performing this assessment every three
to five years; more frequently if your
firm has a reputation for this activity.

By David A. Tweedy

assist in the data conversion process
since the two systems are probably not
immediately compatible.

My final example involves the
experience of the firm or division
being divested. We will assume that
it becomes an independently operating
firm instead of one acquired by some
other firm.

Often, the problems faced by the
risk manager in this situation are
comparable to the one who has no
RMIS at all. In past columns, I have
enumerated the steps a risk manager
should take in the design, selection
and implementation of a responsive
risk management information system.

The obvious first step that the new
risk manager should take is to
evaluate whether the RMIS and
vendor of the old firm can efficiently
meet the needs of the new firm. That
could be a quick or extended process,

depending on the degree of similarity
between the divested firm and the old
firm. For example, the divested firm
may have little, if any, claims
management needs.

Either way, it would be an excellent
time for the new risk manager to
conduct a needs identification study.

During this needs identification
process, he or she should also be aware
of the following issues:

e Data base construction. The new
risk manager must ensure that the
appropriate elements of the old
company’s data base are extracted and
input into the new system.

® Communication channel
establishment. Fairly quickly, the risk
manager must identify people within
and outside the new organization who
require risk management information,
when they need it and how.

® Contractual rights. As mentioned
above, the new risk manager should
determine what contractual rights, if
any, he or she has with the old RMIS
vendor. It may aid in the data
transfer/conversion stage in terms of
cost savings.

® Cost parameters. The risk
management budget will undoubtedly
be different from under the old
regime. Also, there may be other
priorities that may tend to affect the
kind of system implemented. This is an
excellent time to perform a
cost-benefit analysis.

Next month, I will conclude this
series on mergers, acquisitions and
divestitures with a look at the “ideal”
RMIS—one best able to withstand
these dramatic changes.

David A. Tweedy is a senior
consultant for D.A. Betterley Risk
Consultants Inc. in Worcester, Mass.
He is the editor of Betterley Risk
Management Commentary and the
author of RMIS Update, a yearly
publication analyzing
major risk
management
information systems
and vendors. Mr.
Tweedy’s column on
risk management
information systems
appears the third
Monday of the month.

Defined-dollar retiree health plans

Continued from previous page

amount equal to the present cost of retiree medical
care—say, $725 per year, per retiree. Assuming that
the actual cost remains at $725 for tyo years, the
retiree would not have to make additional
contributions. However, in the third year, if the cost
rises to $850 per retiree, the retiree would then have
to contribute the difference of $125. This is how the
plan would continue to operate unless and until the
employer decides to pay more than $725 per retiree.
In this type of program, the employer has the
ability to design and manage its level of financial
commitment to the various types of retirees (one of
the problems with existing retiree medical programs
is that they treat all retirees the same with no
difference based on service, age, marital status, as is

done in pension plans).

According to recent reports, two major

health care costs.

of benefits.

Medicare eligibility.

employers—TRW Inc. and Pillsbury Co.—have made
moves to limit their retiree health care liability.
Instead of guaranteeing a certain level of medical
benefits, they will assume a fixed dollar limit for a
retiree health plan. If health care costs continue to
increase at the rates of 1987 and 1988—and the
company does not increase the amount it provides
for the coverage—the retiree will pay more.

Some of the advantages of a defined-dollar
program for retiree health benefits are:

+* Reducing long-term, overall corporate retiree

v Shifting a greater percentage of health care
costs to retirees over a period of time.

v»* Changing to recognizing service in allocation

» Recognizing the higher cost of benefits prior to

¥ In projecting the future liabilities of a
program, you do not have to build in actual health
care cost inflation.

Companies that implement a defined-dollar
program must consider grandfathering existing
retirees and those close to retirement for the
program to be acceptable for these groups of
employees, and it is imperative to ease the transition
to this type of plan.

In reviewing the defined-dollar benefit approach,
some companies may conclude that this is not the
right approach for them. However, I believe that for
a large number of companies faced with the double
problem of escalating health care costs and the
FASB accounting requirement, the defined-dollar
approach is an attractive and practical way to
stabilize costs and provide benefits on a more
equitable basis than is currently being done.
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Benefit laws

Continued from page 26
_ being used to pay for other pro-

grams, Ms. Kulash said.

While benefits are likely to re-
main on the congressional hit list
for some time, the outcome of the

presidential elec-
tion could affect
the timetable
during which
some benefit
issues are con-
sidered.

If Massachu-
setts Gov. Mi-
chael Dukakis
wins, increasing
access to health
care coverage by
mandating employer provided cov-
erage is likely to be a major priority
of his administration, she said.

With an advocate in the White
House urging its adoption, legisla-
tion to mandate health care cover-
age would move through Congress
much faster than if Vice President
George Bush, an opponent of man-
dated benefits, captures the presi-
dency, Ms. Kulash said.

If Mr. Bush is elected, Congress is
much more likely to consider ways
of expanding coverage for long-
term health care expenses, an area
the vice president has shown inter-
est in, she said.

The election could affect benefit
issues in other ways as well.

For example, if the Dukakis-

Bentsen ticket wins the election, |

running mate Sen. Lloyd Bentsen,
D-Texas, will vacate his position as
chairman of the Senate Finance
Committee,

Assuming that the Democrats re-
tain control of the Senate, as ap-
pears almost certain, Sen. Spark
Matsunaga, D-Hawaii, would be
next in line as chairman of the Fi-
nance Committee,

Sen. Matsunaga is not known for
strong leadership, making it likely
that Rep. Daniel Rostenkowski, D-
Ill., the powerful chairman of the
House Ways and Means Commit-
tee, will play an even more com-
manding role in deciding the fate
of benefits legislation.

Among their responsibilities, the
chairmen of the House Ways and
Means and Senate Finance Commit-
tees represent their respective
branches of Congress when tax bills,
which often include benefit issues,
are hammered out for final approval
in a joint conference committee.

In the past, Rep. Rostenkowski
has taken a hard line on employee
benefits.

In 1984, for example, his com-
mittee pushed for tough funding re-
strictions on Voluntary Employee
Beneficiary Assns., a tax-favored
vehicle used to fund a variety of
benefit programs, especially long-
term disability.

But Rep. Rostenkowski had to
partially retreat when Sen. Bob
Packwood, R-Ore., then-chairman
of the Finance Committee, fought
tooth-and-nail against VEBA re-
strictions during a House-Senate
conference committee that consid-
ered the VEBA issue as part of com-

If Massachusetts Gov. Michael Dukakis wins the
presidential election, increasing access to health
care coverage by mandating employer provided
coverage is likely to be a major priority
of his administration, says Ms. Kulash.

prehensive tax legislation.

Ms. Kulash said restrictions, such
as higher taxes on pension revers-
ions from terminated overfunded
pension plans, will continue to be
discussed by legislators.

The Senate, for example, is con-
sidering a proposal conceived by
Sen. Howard Metzenbaum, D-Ohio,
that would impose a temporary 60%
excise tax on reversions received
from July 26, 1988, to May 1, 1989
(BI, Sept. 12).

The 60% excise tax is, she said, a
de facto moratorium on reversions
since the excise tax, coupled with
applicable federal and state taxes,

would eat up any surplus.

As a de facto moratorium, the ex-
cise tax is intended by its propo-
nents to buy time until Congress
considers more long-term ap-
proaches to handling the reversion
issue, she said.

On the issue of tax incentives for
prefunding retiree health care bene-
fits, Ms. Kulash noted that a pro-
posal advanced by Rep. Rod Chan-
dler, R-Wash., has created a
dilemma for employers.

While companies want more tax
incentives to prefund, which the
Chandler bill provides, they are
concerned about another provision

in the proposal that would impose
a 100% excise tax on pension re-
versions unless the excess assets are
transferred to special accounts to
fund retiree health care benefits (BI,
Aug. 8).

“Some companies feel that this
(100% excise tax on reversions) may
be too high a price” for tax incen-
tives to prefund retiree health care
liabilities, Ms. Kulash said.

When Congress does consider pro-
posals to give tax incentives for pre-
funding of retiree health care bene-
fits, it also is likely to tack on
vesting and participation rules, said
Larry Leisure, national practice
leader with TPF&C, the benefits
consulting division of Towers, Per-
rin, Forster & Crosby In¢. in New
York.

It is a “pipe dream’ to believe
that when Congress addresses fund-
ing issues it won't also deal with
vesting and participation standards,
said Mr. Leisure during the session.

Just as Congress will have its
hands full tackling benefit issues

during the next session, which starts
in January, the states also will be
busy, Mr. Leisure said.

For example, if the financial
problems of health maintenance or-
ganizations persist, more states are
likely to establish guaranty funds

for HMOs as well
as increase mini-
mum capitaliza-
tion require-
ments for HMOs,
he said.

In addition, if
mandated bene-
fit opponent Mr.
Bush is elected

. President, the
states could
move on their

own to enact legislation to require
employers to offer health care cov-
erages, he said.

At the same time, the states, to
increase revenues, may move more
aggressively to tax self-funded
health care plans, Mr. Leisure
said. |
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Mr. Le—lsure _

42nd annual
CEB meeting

MONTREAL—Some 281
benefits professionals and
invited guests attended the
Council on Employee Bene-
fits’ 42nd annual fall confer-
ence Oct. 5-7 in Montreal.

The CEB, which is com-
posed of 187 companies, was
founded in 1946 to stimulate
the development and im-
provement of the adminis-
tration of employee benefit
programs among its mem-
bers.

CEB'’s 1989 fall meeting
will be held Oct. 11-13 in St.
Louis. :

Theto
talent inthe

Industryis
being bought.

AM-RE MANAGERS, Inc., has been formed to make the services of American Re-Insurance Company
available on a consulting basis. Along with traditional reinsurance products, you can take advantage of
services like Underwriting, Actuarial, Claims and Financial. (Including experts who will translate the new
Tax law into terms you can work with.)
Led by a team of reinsurance professionals, we give you the flexibility to structure your own reinsurance

programs. Come to the source for reinsurance services. Call Rick Moser at (609) 275-2090.

AM-RE MANAGERS: 3
The American Re-Source

Asubsidiary of American Re-Insurance Company.

685 College Road East Princeton, NJ 08543-5241 (609) 275-2090
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Use the card in this issue or the coupon to
SUBSCRIBE TODAY.

Business Insurance
Circulation Dept. 965 E. Jefferson Detroit, Ml 48207
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Unions seek improved
defined pension plans

By JERRY GEISEL

MONTREAL—Organized labor
will place more emphasis on im-
provements to defined benefit pen-
sion plans during its next round of
contract negotiations, a union offi-
cial says.

“There will be more emphasis on
defined benefit plans, especially
improvements in early retirement
benefits,” said David Beier, bene-
fits director for the United Auto
Workers’ General Motors Depart-
ment in Detroit.

Mr. Beier, speaking before the
annual fall conference of the
Council on Employee Benefits in
Montreal, also said the UAW sup-
ports mandated health care cover-
age as well as increasing the use of
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managed health care programs.

From the perspective of the
worker, defined benefit plans offer
several clear advantages over de-
fined contribution plans, accord-
ing to Mr. Beier.

For example:

® Defined benefit plans provide
participants with a promised bene-
fit based on salary and years of
service.

By contrast, an employer with a
defined contribution plan agrees
only to provide a certain contri-
bution. As a result, if assets de-
crease in a defined contribution
plan because of poor investment
performance, employees suffer the
loss.

® Workers’ and retirees’ basic
benefits provided through a de-
fined benefit plan are insured by
the federal Pension Benefit Guar-
anty Corp. However, the PBGC
does not insure benefits provided
by defined contribution plans.

While the PBGC’s multibillion-
dollar deficit has cast some doubt
on its ability to pay future benefits
to participants in plans it has
taken over, legislation passed late
last year will shore up the financial
base of the PBGC, Mr. Beier said
(BI, Dec. 28, 1987). :

® Because workers often collect
defined contribution benefits in
one lump sum before retirement,
there is a tendency to spend the
money on non-retirement income
purposes, Mr. Beier said. By con-
trast, defined benefit plans typi-
cally provide monthly benefits
after a worker retirees.

Mr. Beier rejected arguments
frequently heard in employer cir-
cles that companies have the right
to reversions from terminated
overfunded pension plans.

At least some of that money be-
longs to participants, according to
Mr. Beier. He also noted that re-
versions frustrate the retirement
income expectations of workers.

In addition to supporting curbs
on employers' ability to recapture
pension surpluses, the UAW backs
legislation to require employers to
offer health care plans, Mr. Beier
said.

Mr. Beier cited Canada’s govern-
ment-sponsored health care pro-
gram as an example of national
health care that works.

Health care costs under the pro-
gram, which is administered by
Canada's 10 provinces and two ter-
ritories, are substantially less than
those in the United States.

And, the program has allowed
Canada to achieve universal health
care coverage for its population,
while across the border more than
37 million Americans still lack
health insurance.

DISTRIBUTION, SERVICE AND INSTALLATION OF
® Dry and Wet Fire Extinguishing Equipment

And, Mr. Beier dismissed em-
ployer arguments that mandated
health care legislation, S. 1265,
proposed by Sen. Edward Ken-
nedy, D-Mass., is anti-business.

The Kennedy legislation, which
would require employers to offer
workers health insurance, “is not
anti-business. It is pro-business,”
he argued.

Mr. Beier said the Kennedy bill,
if enacted, would be a boon to em-
ployers already providing health
care coverage.

For example, an estimated 23
million of the 37 million uninsured
Americans would gain health care
insurance under the Kennedy bill.
That expanded coverage would
mean hospitals would not
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have to shift as much of the cost of
caring for the uninsured to insured
patients in the form of higher
charges, he said.

Also, if more people had cover-
age through employer plans they
would seek earlier treatment of
health care problems. By contrast,
those without coverage tend to
wait until illnesses develop into
medical emergencies, often requir-
ing costly hospitalization, he said.

And, the Kennedy legislation
would pre-empt state-mandated
benefit requirements, a thorn in
the side of multistate employers.

These mandated state benefit re-
quirements drive up the cost of
health insurance and put adminis-
trative burdens on employers that
operate in many states while gen-
erally not providing meaningful
benefits to workers, he said.

Mr. Beier dismissed employer ar-
guments that a federal benefit
mandate would rob employers and
employees of the ability to develop
a health care package to meet each
other’s needs,

While the Kennedy bill lays
down basic health care plan re-
quirements, employers can deviate
from the federal minimums if they
provide actuarially equivalent
benefits, he noted. i

For example, an employer might
offer a dental care program in ex-
change for imposing deductibles

A change in the
health insurance
system of the United
States is inevitable,
Mr. Beier says.

higher than the $250 individual
and $500 family limits mandated
by the bill (BI, May 25, 1987).

Mr. Beier says a change in the
health insurance system in the
United States is inevitable.

While the UAW fully supports
the expanded use of managed
health care programs to help re-
duce health care costs, Mr. Beier
urged employers to get more health
care data from providers and do a
better job of analyzing the data.

“Moses did not come down from
the mountain with an 11th com-
mandment saying ‘Thou Shalt Not
Question Doctors,’ " he said.

Once employers get their hands
on the data, they'll be shocked at
the abuses in the health care deli-
very system, he said.

Mr. Beier cited examples of
abuses, including several hundred
cases in which doctors prescribed
two weeks of rest in hospitals for
workers with back problems.

“If that is all that was wrong,
they could have stayed at home™ to
rest, he said.

Indeed, the key to curbing health
care inflation is for employers to
identify health care providers who
provide high quality service at cost
efficient prices and then give
workers incentives to use those
providers, he said.

Such an approach makes a lot
more sense than jacking up de-
ductibles and coinsurance require-
ments, which only shifts costs to
workers.

“All the copays will not work” to
reduce health care inflation, he
said. |

Another area of employee bene-
fits for which Mr. Beier sees a
growing need is child care services.

Expanded child care programs
are a necessity because of the rise
in the number of women in the
workforce, he said.

Last year, for example, 57% of
women with children under age 6
were working, up from 19% in
1960.

Expanded referral systems are
needed to help employers and em-
ployees find good quality child
care centers, he said. [ ]

Canada nearing universal health care

By JERRY GEISEL

MONTREAL—A combination of public and
employer-sponsored programs provide many
Canadian workers with richer benefits than
their U.S. counterparts, a consuliant says.

“We may be the most insured people in the
world,” observed Robert McKay, a partner in
the Toronto office of Hewitt Associates.

Canada has achieved nearly universal health
care coverage with health care costs amounting
to about 9% of the gross national product, he
said. By confrast, about 37 million Americans
lack health insurance coverage, while health
care consumes close to 12% of the nation’s GNP.

The government-sponsored health care pro-
grams administered by Canada’s 10 provinces
and two territories, along with supplemental
plans offered by employers, result in tiny out-
of-pocket expenses for employees.

For example, when Mr. McKay’s wife had a
baby several years ago, the total out-of-pocket
expense for health care services amounted to
just $6, he said.

Canadian benefit programs also are more gen-
erous in other areas, Mr. McKay said during the
annual fall conference of the Council of Em-
ployee Benefits in Montreal earlier this month.

For example, Canadian employers tend to
provide richer dental, life insurance and long-
term disability benefits, he said.

Canadian dental programs usually provide
first-dollar coverage with employers picking up
the full premium, he said.

In addition, Canadian companies provide
more generous vacation benefits than American
employers.

For example, a Hewitt survey found that four
weeks of vacation were provided to employees
with 10 years of service by 73% of Canadian em-
ployers, compared with just 30% of U.S. com-
panies, he said.

The survey also found that six weeks of vaca-
tion were provided to employees with 25 years of
service at 27% of Canadian firms, while just 6%
of U.S. employers provided that vacation benefit
to 25-year veterans.

The biggest difference in benefit practices be-

tween employers in the two countries is the deli-
very of medical care benefits.

In the United States, most employers provide
comprehensive medical care benefits to their
employees; public programs are available only
for the very poor, disabled and the elderly.

In Canada, however, programs administered
by the provinces provide comprehensive health
care coverage to nearly all Canadians. The role
of employer plans is a secondary one, providing
such supplemental benefits as prescription
drugs, dental care and semi-private rooms, in-
stead of a ward, for hospitalization.

Since the bulk of health care coverage is pro-
vided through provincial plans, the direct bene-
fit costs for Canadian employers are low.

A Canadian employer's monthly costs for sup-
plementary health care programs typically
ranges from $8 to $20 for an individual, while
the monthly cost of family coverage ranges be-
tween $20 to $50, he said.

“That is probably what a U.S. company paid
25 years ago” for health care, Mr. McKay said.

Continued on next page
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With costs so low, health care
cost containment has not yet
emerged as a major issue for Cana-
dian employers, Mr. McKay said.

However, employer concern is
beginning to develop as costs in-
crease for prescription drug and
hospital room upgrade programs,
he said.

While flexible benefit programs
are beginning to grow rapidly in
Canada, the sole impetus behind
them has been to increase employ-
ees’ benefit choices rather than to
give employers a weapon to control
benefit costs, Mr. McKay said.

“Employers that opt for flex do
so because they want to be more
innovative,’’ he said.

In some benefit areas, though,
U.S. workers have an edge over
their Canadian counterparts.

For example, under Section 79 of
the Internal Revenue Code, U.S.
workers are not taxed on em-
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ployer-paid premiums on the first
$50,000 of group term life insur-
ance. In Canada, though, only em-
ployer-paid premiums for the first
$25,000 Canadian ($20,695) is tax-
free to employees.

In addition, salary reduction ar-
rangements, under which U.S. em-
ployees make pretax contributions
for uncovered benefit expenses
through arrangements like flexible
spending accounts, are not author-
ized under Canadian tax law, Mr.
McKay said.

While Canadian employers pro-
viding supplemental health care
plans do not face non-discrimina-
tion rules, U.S. companies starting
Jan. 1 will have to comply with the
dreaded Section 89 non-discrimi-
nation rules for welfare plans.

“We gave up Wayne Gretzky, but
don’t have Section 89—a good
trade-off,”” Mr. McKay quipped,
referring to the recent trade of the
superstar hockey player by the Ed-
monton Oilers to the Los Angeles
Kings. e

MARAD to rule
on applications
by hull insurers

By MICHAEL BRADFORD

WASHINGTON—European un-
derwriters are lining up to write
hull insurance on U.S. govern-
ment-subsidized ships after a rul-
ing earlier this year opened the
market to non-admitted marine in-
surers worldwide.

Prior to the June ruling by the
Maritime Administration, an
agency of the U.S. Transportation
Department, only U.S. and British
insurers were allowed to write the
coverage.

But since that ruling, nine Euro-
pean insurers have applied with
MARAD to write hull insurance for
U.S. government-subsidized ships.

Five of the insurers are French:

® Assurances Generales de
France.

@ La Concorde S.A.

® Groupe des Assurances Na-
tionales Incendie-Accidents.

® La Reunion Francaise S.A.
d’Assurances et de Reassurances.

® Cie D’Assurances Maritimes,
Aeriennes & Terrestres S.A.

The other four insurers that have
applied with MARAD are:

® Uni Mutual General Insurance
Co. of Norway.

® Skandia Insurance Co. Ltd. of
Sweden.

® Hansa Marine Insurance Co.
Ltd. of Sweden.

® Sirius Insurance Co. Ltd. of
Sweden.

“The applications have been
published in the Federal Register
but no action has been taken yet,”
said a spokeswoman for MARAD
in Washington. Decisions on
whether the insurers will be ap-
proved to write the coverage are
expected sometime next month.

MARAD's proposal to broaden
the market for the coverage ini-
tially drew sharp criticism from
the American Institute of Marine
Underwriters, which charged that
the new regulations were not strin-
gent enough with regard to the for-
eign underwriters (BI, Feb. 1),
thereby allowing them an unfair
competitive advantage over
American and British un-
derwriters.

However, AIMU said after the
passage of the regulations that it
was pleased some of its recommen-
dations were incorporated into
MARAD'’s final ruling.

Following passage of the regula-
tions, AIMU President Ward L
Mauck said that his group was
especially pleased that MARAD
expects U.S. government-subsi-
dized vessel owners to place thei
insurance in the American marke
when rates and coverage condi-
tions are favorable. Al
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Australian market

Continued from page 1

world,”” summed up R.A. (Bob)
Scott, the Sydney-based chief gen-
eral manager of Auckland, New
Zealand-based NZI Corp. Ltd.,
Australia’s third-largest insurer
(see story, page 48).

“This market is terrible,” ob-
served Robert G. Harrison, chief
executive officer of Frank B. Hall
Australia Holdings Ltd., in Syd-
ney, a subsidiary of Frank B. Hall
& Co. Inc. of New York.

“Nobody can tell us in New York
how to broke. We have to learn the
local rules—that there are too
many brokers and too many insur-
ance companies,” he said.

However, industry sources do
not agree on when the Australian
market turned soft.

For example, Lawrence J. Adler,
chairman and chief executive of
FAI Insurances Ltd. in Sydney,
who started Australia’s second-
largest insurance company in 1960,
says the Australian insurance mar-
ket always has been competitive.

‘I have never been of the opinion
that there’s not been fierce compe-
Lition,” he said.

But, “you can be successful even
in a competitive market,”’ he
added.

Terry J. Paradine, chairman and
chief executive of Marsh & McLen-
nan Pty. Ltd. in Australia, a unit of
New York-based Marsh & McLen-
nan Cos. Inc., said the last hard
Australian insurance market was
in 1974, when Cyclone Tracy swept
through the coastal city of Darwin
in the Northern Territory, causing
insured losses of $541.4 million
Australian in 1987 terms ($391.2
million at year-end 1987 exchange
rates) (see story, page 46).

At that time “we couldn’t place
100% of a property insurance pol-
icy anywhere in the world at any
price,” said Mr. Paradine.

Even when the worldwide prop-
erty/casualty insurance market
hardened dramatically in the mid-
1980s, the Australian market did
not follow suit, Mr. Paradine
pointed out.

“In 1985 and 1986 when the U.S.
and Europe went hard, the market
here instead of shooting up nudged
up 10%,” Mr. Paradine said, refer-
ring to rate hikes. “Now this year
the (property/casualty) rates are
down an average of 15%. We're all
chasing the same small barrel of
apples.”

Many brokers, underwriters and
risk managers agree that the Aus-
tralian market has further softened
since July—the key renewal date
for the many Australian companies
that end their fiscal year on June
30.

‘At the present time, the market
15 very soft,” said W.S. (Bill) Mans-
field, managing director of Na-
tional Commercial Union Ltd. in
Melbourne. “In the last six months
there’s been an escalation of com-
petition."

“The soft market only happened
this June,” said Ross McKenzie,
managing director and chief exec-
utive officer of Alexander Sten-
house Ltd., a unit of New York-
based Alexander & Alexander Ser-
vices Inc.

“The market follows along the
lines of North America, with kick-
on influence by the London mar-
ket,” he noted. There once was a
two-year lag between when Aus-
tralian market conditions followed
North American market condi-
tions, but the lag time is now a
matter of months, he pointed out.

“So what happens at Dec. 31 in
the U.S. happens in London, then
here by June 30,” he said. “You
saw the softening in December. We
saw the most severe softening in
June this year.”

For example, he said, there was
greater liability insurance capac-
ity. Insurance buyers easily could
find $100 million Australian ($79.8
million) of general liability insur-
ance during renewals. Previously,

buyers sometimes had trouble ar-
ranging that much coverage, al-
though it could be found, he said.

In addition, buyers saw 20% to
40% discounts in rates for certain
classes of business, such as indus-
trial special risks insurance pack-
ages, which are all-risk property
coverages.

“A lot of premium disappearad
in June due tc softening rates,
maybe $100 million to $200 million
in premiums, but that is not a sci-
entific figure,” Mr. McKenzie said.

The Government Insurance Of-
fice of N.S.W. in New South Wales
saw some serious competition for
liability coverages, according to
Charles A. Pollock, assistant man-
aging director of general insurance
of GIO in Sydney.

The state-owned GIO, for exam-
ple, quoted a $235,000 Australian
($187,694) premium to a food man-
ufacturer for product liability in-
surance, said Mr. Pollock, who
would not specify the amount of
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limits the GIO would have written
for the premium. But a U.S in-
surer quoted an $80,000 Australian
($63,896) premium for the same
coverage, he said.

“And, there was a claim on the
policy,” Mr. Pollock pointed out.

In another case, GIO quoted a
$40,000 Australian premium
($31,948) for product liability cov-
erage, but the same U.S. insurer
quoted a premium of $7,000 Aus-
tralian ($5,591).

In an attempt to keep another
policyholder with a large property
risk whose coverage renewed dur-
ing the June 30 renewal ‘‘mania,”
GIO quoted the company a sharply
lower premium, Mr. Pollock said.

GIO negotiated the property cov-
erage for $2.7 million Australian
($2.16 million), nearly a 23% re-
duction from the $3.5 million Aus-
tralian ($2.5 million at year-end
1987 exchange rates) premium GIO

charged last year. The policyholder
had a $2 million Australian ($1.6
million) deductible last year.

To cut the premium further, the
policyholder decided to increase its
deductible to $7 million Australian
($5.6 million), so GIO cut its pre-
mium to around $1.6 million Aus-
tralian ($1.28 million), Mr. Pollock
said.

However, GIO lost the coverage
to a European insurer that quoted
a premium of $1.4 million Austra-
lian ($1.12 million).

National Australia Bank in Mel-
bourne considers its property in-
surance placed in the Australian
market a bargain.

The coverage is written as an in-
dustrial special risk policy that
covers all property risks. The
bank’s premiums for the coverage
have increased 20% in nine years,
but the bank’s assets have in-
creased much more, so in fact the
property rates ‘‘are so cheap that
we wouldn't mention it,” said John
A. Hale, senior manger of delivery

risk for the bank.

Over the same nine-year periog,
the bank has increased its deduct-
ible to $100,000 Australian
($79,870 at current exchar.ge rates)
from $5,000 Australian ($2,994).

“It would cost more to put the
property coverage into a captive,”
Mr. Hale said.

The bank finances its bankers
blanket bond insurance through a
new captive based in Singapore
(see story, page 40).

The bank also insures gzneral li-
ability risks for up to $100 million
Australian ($79.87 million), with
the coverage placed by Alexander
Stenhouse, Mr. Hale confirmed.

Among risks that the Australian
market does not write completely
are mining operations.

“Mining insurance’ has been
prevalent since the 1960s and
1970s, when mining activity began
to increase significantly in
Queensland, the leading mining
state, said Paul H. MacDermott,
chief executive and managing

director of Sedgwick MacDermott
Pty. Ltd. in Brisbane, a unit of

*Sedgwick Group P.L.C. in London.

“The rapid development of min-
ing in Queensland generated a
need for much greater scope of in-
surance expertise and availabil-
ity,” he said. Coverage originally
was written primarily by the Lon-
don and U.S. insurance markets
but later, the Australian market
provided capacity as well.

In recent years, however, be-
cause of major losses, such as un-
derground collapses, about 50% of
coverage is placed in London and
50% in the Australian market.

During this time, the first indus-
trial special risks package was de-
veloped to cover all risks of a min-
ing company, Mr. MacDermott
said. The IRS package is now a
standard insurance policy pur-
chased by many Australian cor-
porations.

Mining property package limits
can range from $10 million Austra-
lian ($7.9 million) for a single loss

Editorial

lndex

Ser Vlcen__ I
1988

I he Business Insurance Editorial I f it's in Business lnsurance,

’

it's m the k‘.

Index Service for 1988 is available.
This valuable service directs you to all
news reports and feature articles
published by Business Insurance
newsmagazine.

I he annual service includes three
quarterly reports and a cumulative
annual volume. In addition, article
citations between publication of quarterly
reports are available from BI's Information
Centers in New York and Chicago — at
no additional charge ... it is part of the
service. Complete alphabetical and
chronological listings by company,
person, subject and geographic location

Editorial Index. Uncover the i lssues |
Track the trends. Follow the changes and
developments in risk management (&
employee benefits and the commerc;al i ;‘ s e R
insurance industry — with topics suchas ./ /.. = ) e
self-insurance, cost control, captives, p]an e B ==
design & administration, systemsand = .-
analysis, surplus lines; insurance-..~ =~ P
‘exchanges, reinsurance; market =

~ conditions; financial developments, clalfns

~settlements, government regulations and
legislations, and more.

I he fee for the 1988 Editorial Index
Service from Business Insurance is
$100. Take advantage of this cost effective

‘resource tool and fill out the coupon

enables you to access data quickly and today.
accurately. ‘
Please send me the following Editorial Index(es):
Full Index Service at $100* [] 1988 name
Softcover edition at $100* each [] 1986 (] 1987
Hardcover edition at $150* each [] 1981 [] 1982 title
(71983 [ 1984 [] 1985
; company
TOTAL ENCLOSED $.
Payment must accompany order — address
[ Visa [ Mastercard [] Optima (] American Express city state zip
[ Check Enclosed
(make check payable to Business Insurance) phone#
* foreign postage additional
account# exp. date
Mail to: Editorial Index Service
Business Insurance signature

220 East 42nd St.
New York, NY 10017
or call

Business

212/21:0-0137, to order by phone or for further information. ’nsumn‘e

at a gold mine to $500 million Aus-
tralian ($399.4 million) for a single
loss at a major mine, Mr. MacDer-
mott estimated.

There currently is a minor gold
rush going on in Queensland, he
said. With new technology, miners
are reopening old gold mines in
search of new veins of ore.

Gold mining, however, “is less
hazardous™ than other mining op-
erations and “‘underwriters see the
style of operations as simple,” Mr.
MacDermott said. As a result, the
typical property package for a gold
mining project would not provide
limits of much more than $10 mil-
lion because the insured values are
less than those of a coal mine, he
said.

Altogether, 172 general, or non-
life, insurance companies were re-
gistered by the Insurance and Su-
perannuation Commission to write
business in Australia as of June 30,
according to the commission’s
1987/88 annual report.

Together, the insurers wrote $6.2
billion Australian ($4.5 billion at
year-end 1987 exchange rates) in
gross premiums as of Dec. 31, 1987,
the commission says, up about
9.9% from $5.6 billion Australian
($3.7 billion at year-end 1986 ex-
change rates) in 1986.

The growth rate of the commer-
cial insurance industry has fallen
behind the growth of the country's
gross national product, however,
as a direct result of the removal
during the last three years of
workers compensation coverage
from the private sector. State-con-
trolled insurers have taken over
writing the coverage in three major
Australian states—Victoria, New
South Wales and South Australia.

Workers compensation moved
into the state-owned sector in Vic-
toria and South Australia in 1985
and into the state-owned sector in
New South Wales at the end of
19386.

Meanwhile, state-contrclled in-
surers have been the exclusive un-
derwriters of workers compensa-
tion coverage in Queensland for
many years.

The “nationalization” of workers
compensation in Victoria, New
South Wales and South Australia
has cost the private insurance sec-
tor between $2.5 billion Australian
and $2.8 billion Australian (be-
tween $2 billion and $2.24 billion)
in gross premiums, according to a
market survey report on Australia
published in May by Axco Insur-
ance Intelligence Services Ltd. in
London.

In the last 12 months, the loss of
workers compensation premiums
has cost Australian insurers
around $800 million Australian
($639 million), Mr. Scott of NZI es-
timated.

There now are 13 state-owned
insurers in Australia, and these in-
surers are not controlled by the
federal Insurance and Superan-
nuation Commission. These com-
panies had total 1987 gross written
premiums of $3.6 billion Austra-
lian ($2.6 billion at year-end 1987
exchange rates), up approximately
9.6% from $3.3 billion Australian
($2.2 billion at year-end 1986 ex-
change rates) in 1986, according to
the commission.

The largest and the newest of
these state-owned companies in-
clude the Accident Compensation
Commission of Victoria, which
runs a workers compensation
schemes known as Workcare, and
the Workers Compensation Board
of New South Wales.

The workers compensation state
funds, however, are having diffi-
culties, industry sources say. Some
of the schemes are believed to be
underfunded, and there is talk in
some states about moving workers
compensation back to the private
sector following elections there.

As a result of workers compen-
sation premiums moving to the
state sector, insurers are fighting
for business in a smaller market.

Continued on next page
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Continued from previous page
To gain a competitive edge, some
Insurers are merging. '

And, many observers expect this
trend to continue.

The Insurance and Superannua-
tion Commission notes that there
are four fewer authorized insur-
ance companies this year than
there were at June 30, 1987,

The most prominent of these
mergers occurred earlier this year
when General Accident Fire & Life
Assurance Corp. P.L.C. in Scotland
purchased 51% of NZI and with-
drew the name General Accident
from the Australian market.

Before the merger, General Acci-
dent was the 16th-largest insurer,
and NZI was the eighth-largest in-
surer., The combined company is
now the third-largest insurer, ac-
cording to commission figures.

The merger stopped the volatility
of the NZI's shares, which were af-
fected by the October 1987 stock
market crash, according to the
company’s annual report for the
fiscal year ended March 31, 1988.

NZI, like other insurers, had
been hurt by the loss of workers
compensation premium, which ac-
counted for 15% of the insurer’s
aross premiums when the coverage
was taken over by state-controlled
insurers, Mr. Scott said.

The merger with General Acci-
dent ‘‘is welcomed,’ said Mr.
Scott. ““We are very happy.” The

Sipremiumslaisolis]
affectingfAustraliajs]
894igenerallbrokers?

two businesses are being inte-
grated in Australia, Southeast Asia
and New Zealand, but it has not
been decided how to integrate the
companies in London.

As part of the plan to recoup
from the loss of workers compen-
sations, the new NZI group is de-
veloping other areas of business,
including linking up via a com-
puter system with NZI representa-
tives based in brokerages through-
out Australia and London.

The loss of workers compensa-
tion premiums also is affecting
Australia’s 894 general brokers.

“‘Brokers took a caning from (the
loss of) workers compensation,”
said John C. Green, deputy chair-
man and group deputy manager of
Hogg Robinson Australia (Hold-
ings) Ltd. “They had to tighten
up.”

Workers compensation only ac-
counted for 15% of Hogg's bro-
kerage, but the company still re-
duced staff to 90 people from 135
because of the competition be-
tween brokers that resulted from
the loss of workers compensation,
according to Mr. Green. Hogg also
shut down its Perth office and is
currently looking for a new chief
executive.

“There is little doubt that we (as
brokers) found it necessary to step
back and look at our whole busi-
ness at the time” workers compen-
sation became state-controlled,
said Robert Piper, chairman of
Sedgwick Ltd. in Melbourne, a
unit of London-based Sedgwick
Group P.L.C., and chairman of the
National Insurance Brokers Assn.
of Australia.

Workers compensation at one
point accounted for 35% of Sedg-
wick Ltd.’s business, he said. But
the company had advance warn-
ing and pulled out of workers com-
pensation and developed other
business before workers comp be-
came state controlled.

“We are now far more effective
and profitable and we realize how
much work was involved without
making as much money as we

thought,” he said, referring to the |

workers compensation coverage

the broker-previcusly placed. |

Sedgwick Ltd. has since reduced:
its staff by 20% through attrition,
he said.

“*All brokers have suffered
equally as a result of the loss of
workers compensation,’”’ said Mr.
Harrison of Frank B. Hall. “It was
a start for a lot of belt-tightening
in Australia. I think we will see
more marriages of convenience.”

As a result of the loss of workers
compensation, however, brokers
are becoming more innovative.
Many are offering th=ir services on
a fee basis. And many are offering
risk managers other services be-
sides insurance brokering.

For example, Frank B. Hall is of-
fering special environmental engi-
neering studies through the com-
pany’s Technical Risk Insurance
Management department in Syd-
nev, Mr. Harrison noted.

Other brokers, such as Alex-
ander Stenhouse and Sedgwick,
also have risk management divi-
sions. L}

PHIL PARKER'S FOUND A
GREAT NEW PLACE FOR LUNCH.

hil Parker’s really found something to get his

teeth into. Now he's at Madison Intermediaries
as Senior Vice President in charge of broking opera-
tions. And like the rest of Madison's top manage-
ment, he's out to establish a direct working relation-
ship with every reinsurance client. We're uniquely
structured to offer you that kind of responsive service,
and from an experienced team. So to discuss your
treaty or facultative
requirements, call Phil at
(212) 867-4601. Who
knows, he might even
offer to buy you lunch.
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Australia presents unusual risk issues

By STACY SHAPIRO

SYDNEY, Australia—While
Australian risk managers face
many of the same issues as U.S.
risk managers—workers compen-
sation claims, product liability
costs, continuing risk management
education and insurance availabil-

ity—risk management in the land
“down under" is different from
anywhere €lse in the world, indus-
try observers say.

“The whole financial environ-
ment is entirely different here,”
said Faith W. Lamberts, executive
director of risk management con-
saltants Anisties Pty. Ltd. in Syd-

ney, a division of Alexander &
Alexander Services Inc. of New
York.

“There are higher tax rates and
cost (of doing business); you don’t
have the claims frequency here as
in the U.S. because workers com-
pensation is substantially a social
system and the claims frequency
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THE FAST TRACK TO A COMEBACK

here doesn’t show the same liabil-
ity trends as in the U.S,” Ms. Lam-
berts added.

So in Australia, “‘you have low
frequency losses with high cata-
strophic potential,” she said. Anis-
tics, which has been in Australia
for two years, is therefore build-
ing data bases here that don’t exist
in any of its operations in either
the United States or the United
Kingdom, she said.

One of the major issues con-
fronting Australian risk managers
is the “variety and complexity” of
the workers compensation system,
said Kevin Knight, president of the
First World Congress on Risk & In-
surance Management to be held in
Brisbane next week.

The system is complicated be-
cause four of the six states have
state-controlled workers compen-
sation insurance programs, he ex-
plained.

Work comp insurers
‘were looked on as
cowboys; so the
government moved
in,’ says Bruce Bow.

Queensland has had a state sys-
tem for some time, while state leg-
islation was passed to create state-
run systems in Victoria and South
Australia in 1985 and in New
South Wales in 1986.

The state-owned workers com-
pensation insurers were created
‘“to curb the dramatic increases in
premiums that (insurance) com-
panies were charging,” explained
Bruce Bow, a consultant with
Trowbridge Tillinghast, a Towers,
Perrin, Forster & Crosby Inc. risk
management consulting subsidiary
in Sydney.

The loss of workers compensa-
tion premiums has had a dual im-
pact on Australia’s commercial in-
surance market: It not only is
creating fierce competition, but it
also is spurring mergers and ac-
quisitions among brokers strug-
gling to survive in the soft market.

““Ten years ago I got into risk
management, and the biggest ques-

tion was how to get the workers
compensation premium down,” Mr.
Bow said.

Premium escalation was acce-
lerated in 1984 and 1985 when
Australia experienced an epidemic
of ‘“‘repetitive strain injury'
claims, such as those from office
workers who sat in front of com-
puter screens each day, explained
Mr. Bow and many other industry
sources.

“RSI became a disease, like get-
ting measles. It took a lot of man-
agement to control,” Mr. Bow re-
called.

As a result of the RSI claims and
increased workers compensation
premiums, many Australian em-
ployers self-insured their workers
compensation exposures and im-
proved working environments.

“Workers compensation became
the largest premium cost for a
company,” said Mr. Bow. “And the
insurers were looked on as cow-
boys; so the government moved in
to regulate.”

Like other employers in Austra-
lia, the postal system experienced
an “epidemic” of RSI claims, “but
our work practices changed that,”
said Mr. Knight, who is the man-
ager of Australia Post Security, the
security arm of the postal system,
in Queensland.

“Workers compensation is a
major concern to us,” Mr. Knight
said.

Australia Post, which employs
35,000 workers throughout the
country, changed the work en-
vironment to reduce the frequency
of workers compensation claims,
he explained.

To reduce the incidence of RSI
claims, the piles of mail to be
sorted were reduced in size so that
workers could “see their progress,”
Mr. Knight said. In addition, work-
ers now perform a variety of duties
throughout the day to use different
muscles, he added.

“This keeps the level of skill up
and overcomes absenteeism and
workers compensation problems,"”
Mr. Knight said.

In addition to workers compen-
sation, Australian risk managers
also are concerned that their com-
panies’ product liability exposures
will increase if two pieces of legis-

Continued on next page
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lation proposed by the Australia
Law Reform Commission are
passed.

The bills, which will permit class
action suits and lawyers’ contin-
gency fees for the first time, also
will impose strict liability on prod-
uct manufacturers (see story, page
44).

“The game is fairly stable at the
moment,” said Mr. Knight. “But if
we start down the road of class ac-
tions like you have in the states, it
would be a whole new ball game
for us.”

Increasing litigation “is going to
be a worry” for Australian com-
panies that already consider the
country to be the second-most liti-
gious society outside of the United
States, said Stuart W. Bassett, in-
ternational risk manager for
Mayne Nickless Ltd., a multina-
tional firm based in Melbourne.

“It is not good for business. But
the attitude of the law is becoming
increasingly consumerist,’”” Mr.
Bassett said.

Australian risk managers also
are concerned about the education
of risk managers in their country,
which up until a year ago was
strictly a matter of learning on-
the-job. _

Risk management consultants,
members of 11-year-old Assn. of
Risk & Insurance Management in
Australia, insurance brokers and

orrespondent .
course for risk -
managers.

other companies interested in risk
management have set up the Aus-
tralian Institute of Risk Manage-
ment to try to “develop a bench-
mark for Australian risk
management,” said Ms. Lamberts
of Anistics, who is on the AIRM
board.

The institute, which started al-
most a year ago, already has ini-
tiated a course for 180 people on
the basics of risk management. The
course is designed for 20 people at
a time and is held in Sydney, Mel-
bourne, Brisbane and Perth.

However, AIRM is currently
“struggling” to put together a cor-
respondent course for risk manag-
ers because Australia “is too vast a
country not to have one,” said Ms,
Lamberts.

Although risk management edu-
cation programs are just emerging,
many Australian companies have
formal risk management depart-
ments.

For example, nine years ago, Na-
tional Australia Bank Ltd. of Mel-
bourne—which is one of the coun-
try’s top three banks with between
$60 billion and 370 billion Austra-
lian ($47.92 billion to $55.91
billion) in assets—launched its
“delivery risk division,” which en-
compasses insurance and property
loss control for both lending and
non-lending risks.

And, Mayne Nickless, which
supplies such diverse services as
courier services and security vans,
has had a risk management pro-
gram in place for 15 years.

Just this past June, Westpac
Banking Corp. in Sydney, Austra-
lia's largest banking and financial
services group with more than
1,400 branches and more than $84
billion Australian ($67.1 billion) in
assets, established a strategic oper-
ational risk division to coordinate
the management of its non-lending
risks.

In addition, Australian risk man-
agers have handled mining and
ranching risks for decades, since
minerals and wool are the two lar-
gest exports from this Southern
Hemisphere nation.

At National Australia, the pri-

mary purpose of the bank’s deli-
very risk division ‘‘is to look at the
pure risk and see them in the deli-
very systems of our products,” said
John A. Hale, senior manager of
the division.

Among its other duties, the de-
partment tracks via computer the
company’s non-lending losses.

For exam-
ple, after a
check of auto-
mated teller
machine losses
found that
most losses
occur after a
check is depo-
sited but ba-

fore the funds have been trans-

ferred, the company installed a
mainframe computer system that
only allows withdrawals after
checks have cleared.

“We probably reduced our total
loss pattern from where it was
going by 50%," said Mr. Hale.

Continued on next page
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Australian risks

Continued from previous page

National Australia also uses a
computer to administer its self-in-
sured workers compensation
claims.

The bank’s workers comp soft-
ware, known as infORM, was deve-
loped by Objective Risk Manage-
ment in Sydney for National
Australia Bank five years ago. The
system, which is now sold in the
open market, can divide claims
into 85 different injury classifica-
tions.

National Australia six months
ago formed a single-parent captive
in Singapore managed by Sedg-
wick Ltd., a division of Sedgwick
Group P.L.C. of London, to pro-
vide bankers blanket bond and
computer crime coverage.

The company retains between
$10 million and $15 million Aus-
tralian ($8 million and $12 million)
of its risk. This includes a per-
branch deductible of $100,000
Australian ($79,870) and the
amount insured by the captive, ac-
cording to Robert I. Ridduch, in-

While there are no inherent risks from mining
bauxite, the refineries and smelters where the
mineral is turned into aluminum can pose special
risks, according to Michael D. Guilmartin,
insurance manager for Alcoa of Australia Ltd.

surance manager for the bark.
Lloyd’s underwriter Alec Sharp
leads the layer above the captive's
retention, he said.

Another long-established risk
management program is run by Mr.
Bassett, international risk manager
at Mayne Nickless.

“I have never seen an organiza-
tion more committed to risk man-
agement than Mayne Nickless,”
said Mr. Bassett.

There’'s been a risk manager in
the company for 15 years now, he
pointed out.

The company, which is more
than 100 years old and employs
more than 30,000 people in 11
countries, operates numerous sub-
sidiaries under different names,
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H. Lincoln Miller, CEO ® John J. Middleton, COO
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P.O. Box 306, Montpelier, Vermont 05602
STATE'S LARGEST INDEPENDENT

including: Armaguard in Austra-
lia, Loomis Armored in tke United
States and Metropolitan Security
Services in Australia.

Mr. Bassett described the use of
different names for the company’s
subsidiaries as ‘“‘commercial risk
management,” explaining that if
one company does badly and has to
shut down, a customer may go to
another Mayne Nickless-owned
company down the street that is
doing well and operating under
another name.

“They are leaving one of our
companies but not leaving Mayne
Nickless,” he said.

Mayne Nickless has risk manag-
ers in Australia, the United King-
dom, the United States and Can-
ada, all of whom report to their
respective finance controllers and
to Mr. Bassett.

“I coordinate the programs,” he
said, describing himself as ‘‘a
glorified consultant.”

Mr. Bassett also manages the
company’s Bermuda captive and
its recently formed Singapore cap-
tive.

Westpac's risk management divi-
sion, which was developed in re-
sponse to a 1986 study of its non-
lending risks, currently employs
two people—David A. Williams,
head of the division, and Richard
E. Tarlinton, manager of risk and
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loss control.

Eventually, the division may
grow to four employees, but *‘it
would be self-defeating to have a
big bureaucratic structure,” said
Mr. Williams.

Among the division's current
projects are crisis management and
setting up contingency plans in
case of a fire, similar to a plan im-
plemented by First Interstate Bank
in Los Angeles during a blaze ear-
lier this year (BI, May 9).

The division also is soliciting in-
formation on the types of risk man-
agement plans being employed at
its overseas offices.

The bank has overseas branches
in many cities, including London,
New York, Tokyo, Hong Kong and
Beijing.

Before the risk division was
created, there was no way for risk
managers at Westpac branches to
circulate their ideas throughout
the company.

For example, while Westpac's
New Zealand branch already has a
contingency plan in case adminis-
trators there cannot get to work,
such as during natural disasters,
Westpac's London branch is just
developing such a plan.

London could have used a con-
tingency plan twice last year: dur-
ing the October 1987 windstorms
and when an embassy was seized
and the roads to the bank were
blocked off.

“These are realities which have
to be brought out into the open,”
Mr. Williams said.

On the insurance side of West-
pac's risk management program,
Westpac has 13 policies, all of
which renew on Oct. 1 to coincide
with the company’s Sept. 30 fiscal
year-end, said Mr. Tarlinton.

The coverage is brokered by
Sandeman & Co. Ltd. in Australia.

Among its insurance programs,
the bank has a bankers’' blanket
bond, which includes computer
crime coverage, with limits of $100
million Australian ($79.9 million)
and a deductible of $12.5 million
Australian ($10 million) led by
Lloyd’s of London underwriter
Colin Spreckley.

Westpac also is learning when
not to spend money on contingency
plans.

For example, last year when the
bank experienced problems with
its automated teller machines that
allowed depositors to make with-
drawals without sufficient funds,
the loss turned out to be less than
the cost to install a 24-hour com-
puterized back-up system, accord-
ing to Mr. Williams.

Fortunately, the incident only
affected the 5% of Westpac's busi-
ness related to personal banking.
The vast majority of Westpack’s
business—95%—is in corporate
banking.

In total, the bank lost $600,000
Australian ($433,500 at year-end
1987 exchange rate), of which all
but $60,000 Australian ($43,350)
was never recovered and was self-
insured, he said.

Mr. Williams chalked it up as a
learning experience.

‘““Any organization with com-
puter processing is going to go
through that (kind of loss), and we
learned through the exercise the
low cost,” he said.

“It changed our approach to risk
planning,” said Mr. Williams. “It's
what I have said for two years. You
don’t need 100% backup for all
computer systems.”

One of the country’s largest alu-
minum operations is Alcoa of Aus-
tralia Ltd., which operates a to-
tally integrated system in which
bauxite is mined, refined and
smelted to produce aluminum.

“The bauxite is mined only for
our consumption, but it is a major
activity” said Michael D. Guilmar-
tin, insurance manager for Alcoa of
Australia.

While there are no inherent risks
from mining bauxite, the refineries
and smelters where the mineral is
turned into aluminum can pose

special risks, according to Mr.
Guilmartin. :

Bauxite is “‘just a type of dirt
with an aluminum content,” ex-
plained Mr. Guilmartin. As a re-
sult, the mining risks ‘‘are not a
large concern.”

“There are explosives involved,
large ore-carrying vehicles, fire
and machinery risks but no special
risks to the employees. Explosives
are safe until they are primed and
there are only a handful of employ-
ees involved in the blasting activ-
ity,”" he said.

The refineries and smelters,
where the mineral is turned into
aluminum, ‘‘from a risk point of
view, are more complex,’” Mr.
Guilmartin said.

There are large boilers, turbine
generators, pressure vessels and
very important electrical rooms.
The company, however, has not
had a single loss that exceeded $2
million Australian ($1.6 million),
he said.

Alcoa Australia’s property cov-
erage is insured by highly pro-
tected risk insurers, particularly
Kemper Group of Long Grove, Il1.,
and members of the Factory Mu-
tual System, said Mr. Guilmartin.

These insurance companies offer
a full range of inspection and fire
safety services to the company, he
said.

Alcoa Aluminum insures the first
$30 million Australian of its pri-
mary liability insurance policy in
the Australian market and Alcoa
U.S.’s umbrella liability policy
provides cover above that level,
Mr. Guilmartin said.

Alcoa Australia’s insurance ad-
ministrator, Brendan M. Ryan, is
this year’s chairman of the Assn. of
Risk & Insurance Management in
Australia, which is hosting the
First World Congress of Risk & In-
surance Managers next week (see
story, page 47).

Alcoa Australia is 41% owned by
Aluminum Co. of America of Pitts-
burgh and 42% owned by Western
Mining Corp. Holdings Ltd. of Vic-
toria, with the remainder of the
company held by others.

“We have insured assets of $2.5
billion Australian ($2 billion) and
have a whole range of insurance
requirements: public liability,
business interruption, workers
compensation, directors and offi-
cers liability,” he said, although
the company self-insures its work-
ers compensation exposure.

Australia’s ranchers are faced
with a unique problem when it
comes to purchasing insurance: the
great distances between cattle
ranches and Australia’s coastline
cities.

Australia’s cattlemen cannot al-
ways walk into their local insurer'’s
or broker’s office to obtain cover-
age because the ranches—called
cattle stations—may be located
hundreds or thousands of miles
from the nearest town.

To meet ranchers’ special insur-
ance needs, Hogg Robinson Aus-
tralia (Holdings) P.L.C., a unit o
Hogg Robinson Gardner-Mountain
P.L.C. in London, offers compre-
hensive property/casualty pack-
ages through the Cattlemens
Union, which provides insurance
for 3,500 cattlemen, according tc
John C. Green, deputy chairman
and group managing director of
Hogg Robinson Australia in Syd-
ney.

The cattlemen and the corpora-
tions that run the stations are often
too far away to talk face to face
said Mr. Green.

“These accounts we can't see
They're too far away. So we mail
the coverage proposal to them,” he
said.

The coverage insures ‘‘their
home, farm building, equipment
motor vehicles, liability, aircrafi
and their investment properties
computers, personal accident ancd
pleasure craft,” said Mr. Green.

Their biggest risk is bush fires
but “they’re insured for that,” he
said. &
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Australia follows litigious Yankee lead

By STACY SHAPIRO

SYDNEY, Australia—Australia’s
legal climate is becoming more like
the U.S. civil justice system each
day, which soon could lead to
higher liability insurance premi-
ums and reduced capacity for the
country’s insurance buyers, ob-
Servers say.

Damages that Australian courts
have assessed against manufactur-
ers, municipalities and schools al-
ready mirror damage awards im-
posed by U.S. courts.

In addition, the Australia Law
Reform Commission—which exam-
ines the country’s legal system and
drafts legislation for Parliament to
consider—is drafting legislation
that would permit claimants to file
class-action lawsuits, allow attor-
neys to charge contingency fees
and impose strict liability on man-
ufacturers and importers for prod-
ucts that cause injury.

Most brokers, underwriters and
risk managers in Australia fear
that modifying Australia’s civil
justice system to reflect the U.S.

system will lead to a tighter liabil-
ity insurance
market.

Currently,
liability insur-
ance rates are
soft, and Aus-
tralian com-
panies can ob-
tain liability
coverage
limits of between $100 million and
$200 million Australian ($79.9 mil-
lion and $159.7 million).

“It's a dangerous trend for Aus-

@
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tralia to become more litigious,
showing signs of following un-
healthy U.S. practices,” summed
up Robert Piper, chairman of
Sedgwick Group P.L.C. subsidiary
Sedgwick Ltd. and the Asia/Pacific
region based in Melbourne, Vic-
toria.

“If that happens, the changes
will be reflected in the cost and
availability of liability protections
as experienced in the U.S.,” pre-
dicted Mr. Piper, who also is chair-
man of the National Insurance
Brokers Assn. of Australia. ‘It
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would be a very sad day if that
happened.”

Many Australians already con-
sider their country the second-
most litigious society outside of the
United States, and some say even
outside the state of California.

For example,
they point out
the recent case in
which a school
was ordered to |
pay $2 million
Australian ($1.6 |
million) to a boy '
who suffered an
injury during a
sports activity.

Another exam-
ple, they said, is
the case in which a transportation
authority was ordered to pay
$65,000 Australian ($51,916) to a
bus driver who claimed he con-
tracted cancer from passengers who
smoked on the bus he drove.

And, in a landmark decision lasf
month, Victoria’s Supreme Court
upheld a punitive damage judgment
awarded by a lower court—the first
time a punitive damage award has
been upheld by a supreme court.

The lower court had awarded
$250,000 Australian ($199,675) in
punitive damages and $426,000
Australian ($340,246) in compensa-
tory damages to Klaus Rabenalt, a
former asbestos miner dying of can-
cer.

CSR Ltd., a major sugar producer,
was ordered to pay the award on
behalf of its now-defunct subsidiary
Midalco Pty. Ltd., which ran a blue
asbestos mine in Wittenoom be-
tween 1943 and 1966, when the
mine was closed.

CSR faces 288 additional claims
that could total $50 million Aus-
tralian ($39.9 million) in losses from
former mineworkers and residents
of the surrounding area, according
to the company.

The company is asking its insurer,
the State Government Insurance
Commission of Western Australia, a
state-owned insurer, to pay $30 mil-
lion Australian ($24 million) of the
estimated $50 million Australian in
losses.

However, the SGIC has stated
publicly that CSR'’s coverage is “‘in-
operable.” SGIC Managing Director
Frank Michell said the Supreme
Court in the Rabenalt case ‘‘placed
direct responsibility on CSR for the
Wittenoom mine."

The Australian insurance market
is “probably in the same position”
that the U.S. market found itself in
1977 or 1978, when asbestos bodily
injury cases began proliferating,
said Ed Harris, a U.S. insurance
consultant, during an Oct. 3 seminar
on class-actions lawsuits, contin-
gency fees and product liability
given by the Australian Insurance
Law Assn. in Melbourne.

To give seminar attendees an idea
of what to expect if asbestos bodily
injury cases reach the level they
have in the United States, Mr.
Harris pointed out that eight U.S.
law firms are handling 65,000 such
cases, and the average settlement
ranges from $8,000 to $438,000, de-
pending on the illness of the claim-
ant.

“Thank God we are nine years
behind the U.S.,” said John A. Hale,
senior manager of delivery risk at
the Melbourne office of National
Australia Bank.

The changes in Australia’s civil
justice system sought by the Aus-
tralian Law Reform Commission
would further fuel the transforma-
tion of Australia’s civil justice sys-
tem into a more litigious system if
adopted.

The commission plans to intro-
duce its Federal Court (Group Pro-
ceedings) Bill 1988 next month to
Parliament. The bill would permit
claimants to file class-action law-

Continued on next page

Mr. ﬁiper
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Continued from previous page
suits and allow attorneys to charge
contingency fees.

Justice Elizabeth Evatt, presi-
dent of the Law Reform Commis-
sion in Sydney, and her colleague,
John Goldring, commissioner in
charge of product liability, ex-
plained the changes at the Austra-
lian Insurance Law Assn. seminar.

The legislation defines “‘class ac-
tions’' as a procedural device in
which one person can, on behalf of
a group, seek legal action against a
single correspondent.

Class actions would make it eco-
nomical for claimants with small
losses to seek recovery by banding
together and sharing the legal ex-
penses they could not afford indi-
vidually, Justice Evatt explained.

For example, if 1,000 people suf-
fer damages of $1,000 Australian
($799) each, they may not seek re-
covery because it would not be cost
effective, she said. “A class action
can help redress the imbalance of
this but do no more than that,”
Justice Evatt said.

Under the proposed legislation, a
court would distribute awards to
each claimant in a class action only
after making a ‘‘reasonably accu-
rate assessment of the total mone-
tary relief recoverable in the pro-
ceedings,” says information on the
legislation distributed by the com-
mission,

This kind of '‘aggregate assess-
ment’’ would be unique to Austra-
lia, Justice Evatt said.

The court also would be able to
order that the entire award be
placed in whole, in part or in in-
stallments in a special Grouped
Proceedings Assistance Fund. The
fund, a mechanism that also would
be created by the legislation,
would make payments to claimants
based on the court’s decision. The
fund could retain the money for six
years.

The contingency fee aspect of the
legislation is intended to make
class-action lawsuits attractive to
attorneys, Justice Evatt said. “It is
the only incentive left for lawyers
to take class actions,” she said.

However, the fees would be sub-
ject to court approval, according to
Justice Evatt.

The commission also is drafting
separate product liability reform
legislation that would allow claim-
ants who charge they suffered in-
juries as a result of using a product
to seek compensation from the
manufacturers or importers of
those goods, Mr. Goldring said.

The commission released a dis-
cussion paper on its product liabil-
ity legislation proposal in August
and is soliciting comments from
the public, businessmen and trade
associations until Dec. 1. Public
hearings also will be held in each
state during November.

The commission will report on its
proposed legislation to Australia’s
attorney general in June.

The commission’s product liabil-
ity reform proposal is ‘‘controver-
sial,” acknowledged Mr. Goldring.

He compared it with the Euro-
pean Community’s product liabil-
ity directive that imposed strict li-
ability on all manufacturers in the
EC as of July.

For example, like the EC di-
rective, the commission’s proposal
says a plaintiff would have to
prove only that loss or damage was
caused by an identified character-
istic of the product used. The bur-
den of providing proof of the prod-
uct’s inherent safety rests with the
defendant, who could be the manu-
facturer or, if the manufacturer
cannot be readily identified, an-
other supplier of the goods.

The commission’s proposal is
tougher than the EC directive in
some respects, however, For exam-
ple, manufacturers under the com-
mission's proposal would not be al-
lowed to use the ‘‘development
risks’ or ‘‘state-of-the-art” de-
fense, Mr. Goldring said. Under
such a defense, a defendant could
provide evidence that the product
was as safe as possible when it was
produced considering the state of
technology at that time.

No such defense is permissible
under current Australian law, and
the lack of it “does not appear to
have restricted innovation or (to
have) adversely affected industry
in Australia,” he said.

In addition, the legislation would
not allow the defense that the
goods complied with a statutory
standard, he said.

The legislation also will not set a
limit on the amount of damages
that can be awarded in all cases
against a manufacturer inveolving a
single product defect, Mr. Goldring
said. Any lawsuit, however, would
have to be filed within three years
of the time that the injured person
became aware of the loss.

Many Australian insurers and
businesses are concerned the legis-
lation would not be uniformly en-
forced if enacted, because under
Australian law, individual states
must approve a federal law for it to
be followed on the state court
level.

This could result in forum shop-
ping, said Ron Beazley, senior liti-
gation partner at Sly & Weigall in
Melbourne.

There also are concerns the legis-
lation would lead to frivolous suits
and clog up the court system.

“I am against contingency fees,”
Mr. Beazley said. “I am worried
about liability premiums increas-
ing,” he said.

“I am violently opposed to con-
tingency fees,” said W.S. “Bill”
Mansfield, managing director of
National Commercial Union Ltd., a
Melbourne-based insurer.

Lawyers who charge contingency
fees would be tempted to bring
frivolous actions that would abuse
and clog up the courts, he said.

“Class actions we don’t like” ei-
ther, Mr. Mansfield said. “You can
see some justification, but in prin-
ciple, I oppose it.”

“*Class actions and contingency
fees are more of Americana and a
move toward a more litigious so-
ciety,” said Ross
McKenzie, man-
aging director
and chief execu-
tive of Alexander
Stenhouse Ltd.
in Sydney, New
South Wales. “It
will change the
price of liability
insurance, which
is relatively in-
expensive here
compared with the U.S.”

Lawrence J. Adler, chairman and
chief executive of Sydney-based
FAI Insurances Ltd., one of Aus-
tralia’s largest liability un-
derwriters, said class-action law-
suits would “not be good news for
insureds because rates will have to
go up. . . .We are pretty litigious but
not as great as in the U.S.”

“1 have a sense of impending
change,” observed Faith Lamberts,
executive director of risk manage-
ment consultant Anistics Pty. Ltd.
in Sydney, a subsidiary of New
York-based Alexander & Alexander
Services Inc. “There is a general un-
ease in the public sector, as if maybe
a liability fiasco will really strike.”

The Insurance Council of Austra-
lia Lid., the insurance trade asso-
ciation based in Melbourne, is stu-
dying the commission’s proposals
before taking a stand, said Grahme
C. Bond, chief executive of the ICA.

However, he said: “We are con-
cerned that a change in the law
may widen the legal system so that
we will have the same problems
here as yon have in the U.S. We are
still investigating the situation. But
class actions don’t sound good, al-

Mr. McKenzie

though we are not quite sure. How-
ever, many business associations are
strongly opposed to it, and we are
the end users of the system.

“If our members pay more claims,
we will charge more premiums and
the cost will go back to the busin-
esses,” Mr. Bond said.

However, Mr. Bond, like most
Australians, believes that consum-
ers should have the right to their

day in court without being barred
by cost.

Australians should be aware of
the “social cost” that will be in-
volved if the country’s civil justice
system moves closer to the U.S. sys-
tem, said Stuart Bassett, interna-
tional risk manager for Mayne
Nickless Ltd. in Melbourne, “The
social cost is not being properly ex-
plained to society,” he said. B
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Mother Nature tests Australian stamina

By STACY SHAPIRO

SYDNEY, Australia—Cyclones,
bush fires, floods, earthquakes and
other natural disasters are the
major risks Australians face.

Over the past 20 years, natural
disasters have caused about $2.53
billion Australian ($1.83 billion at
year-end 1987 exchange rates) of
insured losses, in 1987 monetary
terms.

‘‘Australia is prone to most of the
weather perils you can name—fire,
floods, earthquake,” said Tom J.
Brown, operations director of
Royal Insurance Australia Ltd. in
Melbourne, Victoria, a unit of
Royal Insurance P.L.C.

“What we fear worst here is the

! weather,”’
B John Cloney,
(fﬂa managing direc-

: tor of Sydney-

/3 & \}# based QBE In-
’v: surance Group

e | Ltd., one of Aus-

4 tralia’s largest

“ commercial in-

" surers.
w~ . WA 1 - ‘‘“We have
Mr. Cloney never seen a

country so green,
but it will turn to dry grass in the
summer and then you will have
bush fires. And there are hail storms
and cyclones, all very damaging.
Mostly, it is the weather we have to
worry about. It’s the biggest enemy

' ‘We have never seen a country so green, but it will
turn to dry grass in the summer and then you will
have bush fires. And there are hail storms and
cyclones. It is the weather we have to worry about.
It's the biggest enemy we’ve got,’ says Mr. Cloney.

we’ve got,”” Mr. Cloney said.

For example, much of the coun-
try’s coastline is prone to cyclones,
floods and major storms, which can
seriously damage the major Austra-
lian cities located on the coasts.

And, because of the country’s arid
climate, fires destroy thousands of
acres of bushland each year.

Royal estimates insured losses
caused by natural disasters aver-
age about $133 million Australian
($106.2 million) per year. While that
figure may not appear large by U.S.
standards, where natural catastro-
phes regularly tally more than $1
billion in annual losses, it is signifi-
cant in relation to sparsely popu-
lated Australia, which has roughly
one-fifteenth the population of the
United States.

The worst loss occurred in 1974,
when Cyclcne Tracy hit the North-
ern Territory coastal city of Dar-
win, causing insured losses of $§541.4
million Australian in 1987 terms
($391.2 million).

“Tracy is the most famous loss
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here from one event,” said Charles
Pollock, assistant managing direc-
tor of general insurance for state-
owned insurer Government Insur-
ance Office of New South Wales in
Sydney.

Most insurers agree that Cyclone
Tracy caused the Australian insur-
ance market to harden, but subse-
quent insurance cycles on the con-
tinent were more influenced by
worldwide market trends.

Other major losses, according to
Royal, include:

® The 1974 floods in Brisbane,
which cost insurers $211.6 million
Australian at 1987 prices ($153.5
million).

® The 1985 storms in Brisbane,
which cost underwriters $192.6
million Australian at 1987 prices
($139.2 million).

® The 1970 cyclones, including
Cyclone Ada, that hit Queensland
and cost insurers $50.8 million
Australian in 1987 terms ($36.7
million).

® Cyclone Althea in 1971 in
Queensland, which cost $94.7 mil-
lion Australian in 1987 terms
($68.4 million).

® The 1986 cyclones that hit
Queensland, which cost $42.8 mil-
lion Australian in 1987 terms
($30.9 million).

Australia also fears bush fires,
especially in the summertime.

““An earthquake in Adelaide
would be a big problem, or a cy-
clone in Brisbane would be major,
but bush fires in Victoria are still
the biggest problem,” said Terry J.
Paradine, chairman and chief ex-
ecutive of Marsh & McLennan Pty.
Ltd. in Sydney, a subsidiary of
New York-based Marsh & McLen-
nan Cos. Inc.

The worst of these fires occcurred
on Feb. 16, 1983, in Victoria, a
state in Australia’s Southeastern

corner, on the ominous day known
as “Ash Wednesday.” Insured fire
losses topped $165.4 million Aus-
tralian in 1987 prices ($119.5 mil-
lion), according to Royal.

On that same day in South Aus-
tralia, fires cost insurers an addi-
tional $45.5 million Australian in
1987 terms ($32.9 million).

The Southern Electricity Com-
mission of Victoria was blamed for
causing eight fires in Victoria near
Melbourne.

The SECV conceded liability for
two of the fires.

The SECV fought a coverage
battle with its primary and excess
liability insurers in London’s High
Court. Insurers, including nearly
40 companies worldwide and four
Lloyd’s of London syndicates,
charged that the SECV’s loss expe-
rience was

misrepre-
sented and not
disclosed to
them before
they accepted
the risk (BI,

AUSTRALIA

March 26, .
1984; Jan. 30, | Market report
1984).

The insurers claimed that
SECV’s Australian brokers, Sedg-
wick Ltd. and Sedgwick” Interna-
tional Ltd., units of Sedgwick
Group P.L.C,, should have paid the
loss.

However, the SECV reached an
out-of-court settlement during the
trial with its insurers and Sedg-
wick Group, which placed cover-
age for the SECV in the London
market.

The SECV remains a client of one
of the Sedgwick units, Sedgwick
Ltd. in Melbourne, confirmed
Rober M. Piper, chairman of Sedg-
wick’s Asian/Pacific and. Austra-
lian operations.

The SECV continued its rela-
tionship with the broker because
the litigation that concerned Lon-
don operations “did not affect our
relationship,” Mr. Piper said.

Lloyd’s investigated any possible
wrongdoing “‘and did not take any
action against anybody,” showing
that there was no malfeasance, he
added.

“Parts of the world have higher

bush fire risks, but Australia is a
big country and it's dry and there’s
a lot of bush around. As housing
spreads, the risk will remain with
us,”” Mr. Piper pointed out. “And,
we also have eucalypt trees that
tend to explode’” when they catch
fire.

“On Ash Wednesday, you would
never have experienced those kind
of conditions in your lifetime,” he
said, referring to the fierce, hot
winds that spread the fire swiftly
across the dry bushland.

“It is not unusual to have fire,
but not of such intensity and size.
There is no evidence that we are
likely to have that kind of situation
again,” Mr. Piper said.

Since the SECV loss from the
Ash Wednesday fires, however,
other electrical utilities have been
hit with claims charging that the
utilities had caused fires, noted
Geoff Atkins of Trowbridge Til-
linghast, a Towers, Perrin, Forster
& Crosby Inc. management con-
sulting and actuarial firm in Syd-
ney.

Since the SECV case, “‘there have
been a lot of liability claims to
electricity companies, which has
caused its own liability crisis,” Mr.
Atkins said.

For example, the GIO is cur-
rently negotiating to settle a $20
million Australian ($16 million at
current exchange rates) claim
against an electric company for a
December 1986 farmland fire, said
Mr. Pollock of the GIO, who noted
that London insurers are also on
the risk. The claim “hasn’t gone to
trial yet. We are currently nego-
tiating,” he said. “We are hoping to
get it into arbitration.”

But, Ross McKenzie, managing
director and chief executive officer
of Alexander Stenhouse Ltd. in
Sydney, pointed out that the in-
sured losses in Australia caused by
natural disasters must be kept in
perspective. He pointed out that
insured losses caused by natural
disasters ‘‘are not unique to Aus-
tralia. We have certain zones with
cyclones, but you (in America)
have hurricanes. We have bush
fires, and so do you. We have
earthquakes, but they are nothing
like those in the U.S." [ ]
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IFRIMA sets sights
on global credentials

By STACY SHAPIRO

BRISBANE, Australia—Risk
managers around the world may be
able to obtain an “international
risk management” designation in
the future following the First
World Congress on Risk & Insur-
ance Management to be held here
Oct. 23-28.

The executive committee of the
International Federation of Risk &
Insurance Management Assns. will
discuss during the five-day confer-
ence an outline for an international
risk management course that
would transcend national boun-
daries, Kevin Knight, president of
[FRIMA, said recently.

Once the members agree on an
outline, IFRIMA members will
begin drafting a course that could
be approved at the 27th Risk & In-
surance Management Society con-
ference in Atlanta next year, said
Mr. Knight, manager of Australia
Post Security, the security division
of the Australian Post Office in
Brisbane.

Risk managers who successfully
complete the course would earn an
“international risk management”
designation, he said.

The World Congress, which was
the brainchild of Mr. Knight, was
approved at the 1986 Risk & Insur-
ance Management Society confer-
ence in Toronto.

The Congress is being held in
conjunction with the annual meet-
ing of the Assn. of Risk & Insur-
ance Managers in Australia, which
was moved up a month from its
usual November date.

More than 350 risk managers—
more than 20% from overseas—are
expected to attend this first World
Congress, said Mr. Knight.

Risk managers will be coming

primarily from the United States
and Europe and will join partici-
pants from Japan, India, Malaysia
and Singapore.

The focus of the conference is
“Leisure and the Age of Technol-
ogy,” which parallels the major

. tourist attractions around Bris-
bane, noted Mr. Knight.

For example, one session will
feature a report by Sir Llew Ed-
wards, chairman of the World
EXPO ’88, on the risks at the year-
long event closing at the end of the
month in Brisbane.

“EXPO’s poured more beer than
any place in Australia and there’s
been no serigus problems,” said
Mr. Knight.

‘*The queues (lines) to get in are
up to three hours long, and there’s
been no punch-ups (fights). The
staff are well-trained to nip any
problems. And it could also be the
Brisbane attitude—there is hardly
any crime here,” he added.

In addition, canference members
will visit area tourist attractions to
see risk management programs in
action.

“All people of all ages risk the
high-tech rides in these parks, and
they watch high-tech shows, and
eat and drink and the owners hop
like billio (hope like hell) that they
don’t get a power cut (electricity
failure). Then the owners hope they
can get liability insurance. They
are also looking heavily at risk
identification and analysis,” he
said,

Also speaking at the conference
will be Graham Butchard, commis-
sioner of the New Scuth Wales
Workers Compensation Commis-
sion, which was set up-last year
after the New South Wales govern-
ment made workers compensation
a state-controlled program. [ ]

Australian insurers wrestle
with regulatory problems

By STACY SHAPIRO

MELBOURNE, Australia—Run-off of workers
compensation claims, standardized insurance ac-
counting and fire brigade taxes are the primary
regulatory issues of concern to Australia’s insur-
ance industry.

The insurance industry is currently negotiating
with the Accident Compensation Commission of
Victoria and the Victorian government over liabil-
ity for workers compensation claims that occurred
before the work comp system was taken over by the
state in 1985 (BI, Jan. 6, 1986).

The Victorian government is seeking $300 million
Australian ($712 million) from insurers for in-
curred-but-not-reported workers compensation
claims stemming from policies issued prior to 1985
when the state program, known as “WorkCare,”
was imposed,

The insurance industry has countered that the
sum is “a ridiculous figure” and has not paid it,
said Grahme C. Bond, chief executive of the Insur-
ance Council of Australia Ltd., the industry's trade
association in Melbourne.

Currently, insurers and the Victorian government
are negotiating a settlement whereby the insurance
industry would pay a one-time lump sum settlement
for the IBNR claims, according to John A. Clarke,
manager of public affairs and a liaison with the
Victorian government for C.E. Heath Underwriting
& Insurance (Australia) Pty. Ltd. in Melbourne, a
subsidiary of C.E. Heath P.L.C. in London.

Heath Underwriting wrote about 23% of the Vie-
toria workers compensation market before it came
under state control.

“Negotiations are continuing, but we believe that
our assessment is correct that private insurers
should pick up about $200 million Australian ($160
million)” of the IBNR losses, said Mr. Clarke.

Insurers also are concerned about a recent report
issued by the Accounting Research Foundation on
standardizing insurance accounting. The report

could be adopted by the federal government’s In-
surance and Superannuation Commission, which
regulates all insurance companies, brokers and su-
perannuation (pension) funds.

“We need to develop accounting standards in the
insurance and superannuation industries,” said
Frank Keenan, senior assistant commissioner of the
policy group of the Insurance and Superannua-
tion Commission.

The Insurance Council of Australia agrees that
insurance accounting should be standardized, but
the industry “wants to make sure it depicts the true
position of the company and is not onerous to
enforce,” said Mr. Bond.

The ICA has submitted its views on the founda-
tion’s report to the foundation, according to Mr.
Bond.

Among the ICA’s concerns, Mr. Bond said, is that
“there is a tremendous amount of disclosure re-
quired. If the standards are kept as they are, the
Australian insurance industry will be the most dis-
closed companies in the world, anytime, any-
where.”

Some insurers also would like to change the col-
lection of fire brigade tax on every fire insurance
policy for the state governments, said R.A. “Bob”
Scott, chief general manager of NZI Insurance Co.
in Sydney, a subsidiary of NZI Corp. of Auckland,
New Zealand. )

The fire brigade tax finances the operations of
local fire departments.

For every property policy in New South Wales,
for example, all policyholders pay insurers a $27.50
Australian ($22) fire brigade tax for every $100
Australian ($79.9) premium and 25% of every
$127.50 Australian ($101.8) in premium as stamp
duty, said Robert G. Harrison, chief executive offi-
cer of Frank B. Hall Australia Holdings Ltd. in
Sydney, a unit of Frank B. Hall & Co. Inc. of Briar-
cliff, Manor, N.Y.

“This is not a good way to collect money” for the
fire brigades, said Mr. Scott.

E’fBusnm SS Insuuﬁu%

BE OF SERVIGE"

© A. TOENTER OR RENEW YOUR SUBSCRIPYION ...

[] CHECK HERE for a full year of BUSINESS INSURANCE, 82 weeks of
corporate risk and employee benefit news. Just $68, the basic rate.
Europe & Middle East add $72 per year for air delivery All other

____ foreign add $32 per year for surface postage.

|:i New. [_]Renewal. [ ] Payment enclosed. EIB]]J me. D Bill cempany

1
{
i
i

NAME {PLEASE PRINT)

{0 TITLE

|
i
!
H
|

COMPANY

| NATURE OF BUSINESS

t

ADDRESS

CITYfSTﬁZ’S

~ B. Y0 CHANGE YOUR ADDRESS ...

[] CHECK HERE and print your new address above. If avallable, plsass |

| attach the mailing label from your most recent issue to this form. ;
L Allow 4 weeks for change to be mads. . ]

o 0. romaqnmolmron SIIIBGI!H'IOI...
‘ [] CHECK HERE and attach the mailing label from your most recant
| {ssue to this form and mail to us with your question(s). This will
| avoid dal&ya and al a.uow s % gerve you batt-ar

| MAILFORM 70:

BUBINESS INSURANCE, Ciroulation Dept., 968 B. Jefferson, Deiroft, MI 48207

] ] 1 prefer not to recsive information or advertising by mail from companies
not affilated with Crain Communications.

=

1
i

455C8

ATTACH LABEL HRRE
for subscription
inquiries or change
of address.

e e

Talk, talk, talk. That’s just hot
air. But talking. Listening. Prob-
ing. Analyzing. Solving. That's
good business. And that’'s how
RLI works with clients. We stick
to our strength: specialty in-
surance lines such as Directors
and Officers Insurance for hard
to place risks and Professional

Liability for miscellaneous

classes. We deliver quality in all
of our services. In underwriting,
pricing, claims handling and
customer service. When you’re
good, the word spreads. So ask
yvour colleagues about RLI. If
you are a wholesaler, call direct
at (201) 288-8620. Either is a

wise rmove.

RLI

Reliability*Leadershipe®Innovation
© 1988 RLI Corp.




RO / DWSeNEso dfowidnite, ULLWUCL 11, LJO0

Australian insurers’ premiums up 9.9%

By STACY SHAPIRO

BRISBANE, Australia—Austra-
lia’s general insurance companies’
gross premiums rose 9.9% in 1987,
according to a report by the Insur-
ance and Superannuation Commis-
sion.

The commission reported that
general insurance (non-life) com-
panies wrote $6.2 billion ($4.5
billion at year-end 1987 exchange
rates) in premium volume in fiscal
years that ended in 1987, up 9.9%
from $5.6 billion Australian ($3.7
billion at year-end 1986 exchange
rates) in fiscal years that ended
in 1986.

The report includes figures for
companies’ fiscal years that end
within the calendar year in its re-
port. For example, if a company’s
fiscal year ends March 31, 1987, it
would be included in these 1987
figures.

The report does not indicate how
many companies were included in
the 1987 figures. However, as of
June 30, 172 general insurance
companies and 52 life insurance
companies were authorized to op-
erate in Australia, according to the
Insurance and Superannuation
Commission’s 1987/1988 annual
report.

The report is the first the com-
mission has issued since it was
formed last year, said Frank
Keenan, senior assistant commis-
sioner of the policy group of the
Insurance and Superannuation
Commission.

In addition, there are 13 state-
owned insurers not governed by
the commission with total premi-
ums of $3.6 billion Australian ($2.6
billion) in 1987, up 9.6% from $3.3

billion Australian ($2.2 billion) in
1986.

The 172 general insurers that are
not state-owned showed an im-
proved net underwriting loss of
$717 million Australian ($518 mil-
lion) for 1987, from a record $800
million Australian ($532.4 million)
loss for 1986.

In contrast, the 13 state-owned
insurers' net underwriting loss
worsened after workers compensa-
tion was moved into the state-con-
trolled sector. The state-owned in-
surers’ net underwriting loss
reached $2.5 billion Australian
($1.8 billion) in 1987, compared
with $1.8 billion Australian ($1.2
billion) in 1986.

Altogether, the privately owned
general insurers’ net aftertax prof-
its were down slightly to $353 mil-
lion Australian ($255 million) in
1987, compared with $369 million
Australian ($245.6 million) in
1986.

The Top 10 general insurance
companies in Australia, based on
1987 premium volume and pub-
lished by the New York-based ac-
counting firm Deloitte Haskins &
Sells, are:

® N.R.M.A. Insurance Ltd. of
Sydney, with premiums totaling
$520.1 million Australian ($375.8
million) and aftertax profits of
$40.6 million Australian ($29.3
million).

® FAI Insurances Ltd. of Syd-
ney, with premiums totaling $451.6
million ($326.3 million) and after-
tax profits of $67.1 million Austra-
lian ($48.5 million).

® The New Zealand Insurance
Co. Ltd., which merged with Gen-
eral Accident Insurance Co. of New
Zealand Ltd. after General Acci-

dent’s Scotland-based parent com-
pany bought 51% of Auckland-
based NZI’s stock earlier this year.
NZI has $344.6 million Ausiralian
($249 million) in total premiums
and total profits of $43.3 million
Australian ($31.3 million).

® MMI General Insurance Ltd.,
with a total premium volume of
$338.1 million Australian ($244.3
million) and aftertax profits of
$2.3 million Australian ($1.7 mil-
lion).

® National Commercial Union
Ltd. of Melbourne, with $304.8
million Australian ($220.2 million)
and s profit of $740,000 Australian
($534,650).

® Norwich Winterthur Insur-
ances (Australia) Ltd., which
merged earlier this year with CIC
Holdings Ltd., with total premiums
of $215.6 million Australian
($155.8 million) and an aftertax
loss of $8.5 million Australian
($6.1 million).

® QBE Insurance Group Ltd. of
Sydney, with a total of $214.6 mil-
lion Australian ($155 million) in

group premium volume and after-
tax profits of $4.5 million Austra-
lian ($3.3 million).

® GRE Insurance Ltd., a unit of
Guardian Royal Exchange Assur-
ance P.L.C. of London, with total
group premium volume of $187.7
million Australian ($135.6 million)
and aftertax profits of $4.5 million
Australian ($3.3 million).

® Mercantile Mutual Holdings '

Ltd. of Sydney, a unit of Nation-
ale-Nederlanden Group, with pre-
miums totaling $167.4 million
Australian ($120.9 million) and an
aftertax loss of $4.1 million Aus-
tralian ($3 million).

® Royal Insurance Australia
Ltd. of Melbourne, a unit of Royal
Insurance P.L.C. of London, with
total premiums of $148.7 million
Australian ($107.4 million) and
profits of nearly $21 million Aus-
tralian ($15.2 million).

One company that had been in
the Top 10 but slipped as a re-
sult of the state-controlled work-
ers compensation programs is C.E.
Heath Underwriting & Insurance

(Australia) Pty. Ltd. in Melbourne,
a unit of C.E. Heath P.L.C. of Lon-
don (see related story).

Australia’s Insurance and Su-
perannuation Commission requires
insurers to meet minimum capital
and surplus requirements as well
as prove that they have adequate
reinsurance before they can oper-
ate. The commission mandates that
companies have paid-up capital of
not less than $500,000 Australian
($399,350); assets must at least §1
million Australian ($798,700) in
excess of liabilities or 20% of the
previous year's premium volume,
whichever is greater; and accept-
able reinsurance arrangements,
which the insurance company must
submit for review.

Because of the stock market
crash last October, there was “a
substantial decline of Australian
and international share markets
(which) resulted in a number of
companies being requested to fur-
nish additional financial informa-
tion to the commission,” said the
commission’s annual report. ®

nation in the property and casual-
ty insurance industry. That’s
why those who meet the de-
manding requirements for the
CPCU designation come so
highly recommended. Their
credentials include ten
college-level courses. A
series of national essay
examinations. Adherence
to an enforceable Code
of Professional Ethics,
and at least three years
of demonstrable insurance
industry experience.
Education . . . Experience. . .
Ethics. Since 1943, the letters
CPCU have been synonymous
with a personal commitment to

CPCU...

reconunendation.

CPCU...
Letters of
Recommendation

Chanemd Property Casualty Under-
writer is the premier educational desig-

excellence and professionalism in property and casualty insurance.
. a tradition continued by those with the letters of

Heath recovering from lost business

MELBOURNE, Australia—C.E. Heath Underwriting
& Insurance (Australia) Pty. Ltd. of Melbourne is set-
ting sights on independence and expansion after suf-
fering huge losses whex state-controlled insurers be-
cam= the exclusive underwriters of workers compensa-
tion coverage in Victoria in 1985.

Until 1985, when the state of Victoria moved work-
ers compensation coverage from the private sector to
state-controlled insurers in an effort to stall climbing
workers comp premiums, Heath Underwriting had
been the country's largest workers compensation in-
surer and second-largest private insurer.

In 1984, Heath Underwriting reported $320 million
Australian ($255.6 million at current rates) in gross
premiums. But, Heath Underwriting lost $200 million
Australian ($159.7 mill:on) of premium volume follow-
ing the move of workers compensation to state-con-
trolied insurers in Victoria, said John A. Clarke, man-
ager of public affairs and a liaison with the Victorian
government for Heath Underwriting.

As a result, Heath Underwriting dropped from the
ranks of Australia’s 10 largest insurers to No. 13 in
1987 with total premium volume of $114.5 million
Australian ($82.7 million at year-end 1987 exchange
rate).

Heath Underwriting plans tc boost its premium vol-
ume back to 1984 levels by the end of 1989 by restruc-
turing and expanding to write business outside of
Australia, Mr. Clarke said.

Heath Underwriting’s parent, broker C.E. Heath
P.L.C. of London, announced earlier this month that
Hezath Underwriting will become a separate company
with a $45 million Australian ($36 million) capital in-

fusion from Hambros Bank in London, a 16.8% share-
holder of C.E. Heath.

Heath Underwriting will be 90% owned by C.E.
Heath P.L.C. and 10% owned by Heath Underwriting
management, Mr. Clarke explained.

Heath Underwriting began as an underwriting
agency for Lloyd's of London underwriter Michael
Payne in 1968. C.E. Heath P.L.C. in London took over
the underwriting operation in 1971 and Heath Under-
writing became an autonomous insurance company.

Heath Underwriting’s run-off of workers compensa-
tion claims will continue to be “owned” by C.E. Heath
P.L.C., which will pay an administrative fee to Heath
Underwriting in Australia to administer the runoff
according to Mr. Clarke.

Heath Underwriting eventually hopes to be listed
publicly, but the insurer has not selected a stock
exchange for its listing, Mr. Clarke said.

Heath Underwriting also hopes to expand in Califor-
nia through subsidiary C.E. Heath Compensation & Li-
ability Co., which it established in January 1987 after
Heath Underwriting acquired and renamed Falcon In-
surance Co., licensed in Delaware and California.

The California company, which specializes in work-
ers compensation and general liability coverages and
has 30 employees, plans to write less than $25 millior
in premiums during the 1988 calendar year.

“We hope to achieve $40 million by 1990,” said
George O. Sturesteps, deputy chairman of Heath Un-
derwriting. But the company will not grow quickly oz
write anything but workers compensation until it re-
ceives a rating from A.M. Best Co., he said.

—By Stacy Shapirc
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The land ‘down under’: A mix of cultures

By STACY SHAPIRO

SYDNEY, Australia—A mixed
influence of American and Euro-
pean cultures abound in this coun-
try.

In many ways, for example, Aus-
tralia’s major cities look like
American cities with clusters of
high rise office buildings, major
shopping and financial districts
and multilane streets.

Sydney looks similar to Denver
with very modern buildings mixed
among the older buildings—which,
in Sydney, date back to the late
18th century when Australia was
founded as a British penal colony.
Sydney’s sparkling harbor, how-
ever, is reminiscent of San Fran-
cisco.

Melbourne, on the other hand,
has a downtown shopping district
—Collins Street—which is compa-
rable to Chicago’s Michigan Ave-
nue. And Melbourne is perched on
the sea coast, similar to Chicago’s
location on Lake Michigan.

Australia’s metropolitan areas
also have
franchise
strips with nu-
merous fast-
food chains,
including such
American
chains as
McDonald's
and Pizza Hut,
as well as miles of used and new
car dealerships.

The former British penal colony
also maintains English customs,
such as driving on the left side of
the road, occasionally adding milk
to tea and eating lunch later in the
afternoon.

More importantly, however,
Australia, as part of the British
Commonwealth, has a Parliamen-
tary government on both a federal
level and and in the country’s six
states.

Australia also has adopted the
British legal system, complete with
trial lawyers known as ‘“barris-
ters” wearing wigs and gowns to
court.

Also part of its British heritage,
Australia declares Queen Elizabeth
II as the country’s sovereign, re-
presented by her Gov. General. The
queen’s portrait, as in the United
Kingdom, is on all coins, although
the nation’s monetary unit is called
a dollar rather than a pound.

““Although our heritage is En-
glish, all of our own styles have a
very American influence,” summed
up Ross McKenzie, managing
director and chief executive officer
of Alexander Stenhouse Ltd., one
of Australia’s largest insurance
brokerages.

Australia, however, has its own
unique characterisities.

In particular, Australians must
cope with the vast distances be-
tween their cities, said Faith W.
Lamberts, executive director of
Anistics Pty. Ltd. in Sydney. Ms.
Lamberts is an American citizen
who has lived in Australia for sev-
eral years.

Australia is the world’s sixth-
largest country in terms of land
mass, with an area of nearly 3 mil-
lion square miles, but it is sparsely
populated beyond its coastline
where its five key cities are found:

® Sydney, in New South Wales,
the principal port of the country,
has about 3.3 million people.

® Melbourne, in Victoria, has 3
million people.

® Brisbane, in Queensland, has
1.1 million people.

® Adelaide, in South Australia
has 960,000 people.

® Perth, in Western Australia,
has around 1 million people.

About 90% of Australia’s 16 mil-
lion citizens live within 100 miles
of a coastline, according to a Mar-
ket Survey Report on Australia

AUSTRALIA

A
Market report

published in May by Axco Insur-
ance Intelligence Services Ltd. in
London.

Australia’s coastline, bordering
the Pacific Ocean on the east and
the Indiar Dcean on the west,
spans nearly 23,000 miles.

In addition, nearly all Austra-
lians are of European origin, whila
only about 1% of the population
are native Aborigines.

“This country has the larzest
percentage of its population (of

any country) in urban areas and
yet it has one of the world’s lowest
densities,” said Ms. Lamberfs. “It
has five key commercial centers
and nothing else. And each one of
them is unique. I can even hear dif-
ferent accents.”

Australians also are much more
aware of the international climate
than are most Americans and Eu-
ropeans because thev frequently
travel for work or vacation.

“Australians are outward-look-

ing,” said Ms. Lamberts.

Many Australian companies are
expanding into other countries,
creating multinational media or
brewery conglomerates and getting
involved in all industries.

And in the insurance industry,
many Australian executives are
sought for insurance and bro-
kerage posts in New York or Lon-
don.

For example, John Hatton, for-
mer head of Marsh & McLennan

Pty. Ltd. in Sydney, has moved tc
New York to be managing director
of M&M's Pacific Basin operations,
said Terry J. Paradine, chairman
and chief executive of M&M Pty. in
Sydney.

And Lloyd Mills, who preceded
Mr. McKenzie at Alexander Sten-
house, is now senior vp and direc-
tor of Alexander & Alexander In-
ternational Inc. in New York.

“It’s part of our advance party

Continued on next page
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Australia’s history

Continued from previous page
to rule the world,” quipped Mr. Paradine.
“And you thought Crocodile Dundee was
light entertainment,” referring to the popu-
lar film in which a character from the Aus-
tralian Qutback “conquers’ New York City.

Seriously, he added, it should not be re- &
garded as unique for Australians to move to
any English-speaking country. E

This year, Australia has been celebrating
the 200th anniversary of the arrival of the
first “settlers,” who actually were British
convicts who landed in January 1788 after
King George III decreed Botany Bay—later
renamed Sydney—a British penal colony.

On those ships were 759 convicts, 43
women and children and 740 officials, says
Axco's report, along with the colony’s first

governor, Capt. Arthur Phillip.

During the next three years, two more
fleets arrived, bringing 3,000 more convicts
found guilty of minor offenses.

In 1793, the first free emigrants from En-
gland arrived in Sydney.

But it wasn’t until more than a century
later, on Jan. 1, 1901, that the Common-
wealth of Australia was proclaimed an inde-

It currently is spring in Australia, with the daffodils in bloom and
temperatures already in the 80s and 90s in the Northern part of
the country where rain forests abound. Toward the middle of the
~ country, where cattle, sheep ranches and mining are prevalent,

the temperatures already are topping 100 degrees.

mania.

pendent federation of six states, namely:
New South Wales, Victoria, Queensland,
South Aus&ralia‘, Western Australia and Tas-

The Australian Capital Territory was ac-
quired from New South Wales in 1911 to
build the nation’s capital, Canberra.

Also in that same year, Australia gained
control of the Northern Territory.

ests abound.

It currently is spring in Australia,
with the daffodils in bloom and tempera-
tures already in the 80s and 90s in the
Northern part of the country where rain for-

Toward the middle of the country, where
cattle and sheep ranches—called stations—
and mining are prevalent, the temperatures
already are topping 100 degrees as summer
in the Southern Hemisphere is approaching.

As the country’s year-long Bicentennial

eral cities bidding to host the 1996 Summer

Olympic Games. |
“Australians may have an initial reticence
about doing something, but when they ac-
cept an idea they go for it hook, line and
sinker,” summed up Ms. Lamberts. ]
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ension and
Risk Manager

Nestlé Enterprises. Inc., the U.S. arm of the internationally
known food company, has a career opportunity for a Manager.
Pension and Risk/Insurance in its headquarters office in Solon,
Ohio.

The qualified candidate must have significant experience in
pension management or risk/insurance management. Experi-
ence in both is preferred. Responsibilities would include manag-
ing pension assets, actuarial reviews, and coordinating insur-
ance and pension efforts between various Nestl€ companies.
This position demands an individual with exce!lent communica-
tion skills and the ability to provide central guidance while
delegating the major part of plan implementation.

Nestle Enterprises offers an attractive salary commensurate
with background and experience as well as a comprehensive
benefits package. Our headquarters are located in an attractive
residential suburb southeast of Cleveland.

Please submit your resume, in confidence to: Linda L. Brown,
Nestlé Enterprises, Inc., 5757 Harper Road, Solon, Ohio
44139. An equal opportunity employer. m/f/h/v.

Nestlé Enterprises, Inc.

e ———————
e

Director of
Risk Management

-

A large public agency has a challenging position
as Director of Risk Management. The individual
will be responsible for establishing a risk
- management program including review of in-
surance and indemnification requirements,
monitoring the availability of insurance, loss
control and prevention, and related issues.

The successful candidate will have a bac-
calaureate degree with a major in economics,
finance or accounting preferred; with at least six
years of progressively responsible experience in
risk management, inclusive of insurance con-
cerns. An advanced degree in law, business or
financial management highly desirable. Ex-
cellent oral and written communication skills are
required. ;

We offer a competitive salary and excellent
benefits. Please send your resume, with salary
history, in confidence to: Box 1006B. 12 West
37th Street, 10th Fl., New York, NY 10018. Equal
opportunity employer m/f/h/v.

London

England - exec. furnished modern apt.
Chelsea. 3 bedrms & 2% baths. 5 mins

Sloane Sq. Available by day/wk with maid

service. Telex 3587 NETWK or Write P.0.

Box HM 1921, Hamilton HMHX, Bermuda.
PHONE 809-295-1512

CLARENDON
INSURANCE GROUP

Our E & S Division is seeking a qualified
individual for the following Position:
CASUALTY UNDERWRITER—S years
experience. Knowledge of general liabil-
ity coverages with exposure to rating
primary auto, commercial & personal
lines.

Clarendon Insurance Group offers a
competitive salary with full benefit pack-
age in a prestigious Main Line Phila-
delphia suburb.

Interested candidates should send re-

suma to: -
CIG, E&S Division
St. Davids Center
P.O. Box 5-415
St. Davids, PA 19087
Attni: Human Rescurces

SEEKING AN INDIVIDUAL

FOR AN APPOINTMENT:
A large cleveland based insurance
agency seeks an individual to fill a mar-
keting officer position. Qualifications
should include a minimum of five years
insurance company experience; agency
experience a plus, but not required and
an advanced degree or additional insur-
ance education. The posilion has tre-
mendous growth opportunity, leading to
a chiel operating officer position, In-
terested candidates respond to:

D. MIGHAEL SHERMAN, PRESIDENT

DAWSON INSURANGE, INC.

1340 DEPOT ST., ROCKY RIVER, OH 44116
(2186) 333-9000

Are you having Pragram Placement

PROBLEMS?

* We are Insurance Specialists in Program

Placement, Development and Control.

+ We also have binding facilities to meat
your every need.
Confact Box 2401, Business Insurance,

74 Rush St, Chicago, IL 60611-2580.  J

INSURANCE AGENCY OWNERS

SEEKING SOLUTIONS TO:
PERPETUATION
MARKETING AVAILABILITY
SPECIALIZED SUPPORT

CONTACT:
D. MICHAEL SHERMAN, PRESIDENT,
DAWSON INSURANCE, INC., 1340
DEPOT ST., ROCKY RIVER, OH 44116
(216) 333-5000

INSURE YOUR CAREER
WITH INDUSTRY EXPERTS

MNAT'L CASUALTY EXECUTIVE-Nat'l
Broker has Exec. level oppty for indiv.
with min. 10 yrs. Cas. exp. Post grad.
education a real plus.
COMM'L DIV. UMIT MGR.-Nat'l Bro-
ker seeks P/C Acct. Execs. who are
prepared for increased responsibility
and accountability. New York,
COMM'L DIV. ASST. MGR.-Nat'l Bro-
ker has immed. oppty for exp, P/C
Sales. Service, Marketing Exec.
COMM'L LINES MARKETING MGR.-
NYC P/C insurer has immed. oppty;
P/G underwriting exp. a plus.
Bill LaMorte, Presideat
DUNHILL OF BOCA RATON
TT77 Glades Rd., Suite 201
Boca Raton, FL 33434
1-800-422-6306

Dunhill

A CONFIDENTIAL SOURCE FOR
MATIONAL PLACEMENTS

CHIEF EXECUTIVE NEEDED
CAN YOU RUN A TPA?

Mid-sized Midwestern TPA is look-
ing for an aggressive growth
oriented Chief Executive who is
willing to take on the challenge of
an expanding TPA business. Com-
petitive salary with excellent ben-
efits. An equity position is avail-
able to be earned. Send resume
and salary history to:

Box 2467
Business Insurance
740 Rush St.
Chicago, IL 60611-2590

HELP WANTED

b

Sales Manager, Group Health
Insurance

Develop and manage all aspects of the sales process
for Total Health Plan, a division of the Tufts Associated
Health Plan.

Successful candidate will also train and supervise
sales and service staff members.

Position requires a Bachelor’s degree and a minimum
of 3 years' experience selling group health insurance
to corporate clients. MBA, Broker's License and man-
agement experience preferred.

Account Representative,
Group Health Insurance

We seek an achievement-oriented sales professional
to promote our Total Health Plan to existing and pro-
spective clients. Excellent presentation skills plus

2 years' successful experience selling intangibles,
preferably insurance programs to corporate clients,

essential.

We offer an excellent salary, plus a good incentive
and benefit package. Please send your resume to:
TAHP, Human Resource Department, 400-2 Totten
Pond Road, Waltham, MA 02254. We are an equal

opportunity employer.

TUFTS
ASSOCIATED
HEALTH PLAN

N

SURETY MANAGER
Large Phoenix-based Independent
Insurance Agency seeks Surety
Manager with a minimum of 5
years experience. Expertise in con-
tract bonding a must. Duties will
include marketing and client con-
tact, as well as underwriting. Ex-
cellent benefits, Send resume and
salary history to:

Orth-LaPrade Insurance
4722 North 24th Street
Suite 172
Phoenix, AZ 85016
Attn: Marcia

MEDICAL MALPRACTICE
UNDERWRITER

Two excellent positions with prominent
NY carrier. OQur client is prepared le
relocate the right candidate(s) to home
office in N.¥. 1-5 years experience with
ability to analyze exposures, coverages,
loss history. Knowledge of how to mod-
ify contracts, in view of special pricing
& statulory constraints.
ceptional opportunity to be part of an
aggressive, dynamic group in a rapid
growth environment. Call and/or sub-
mil resume to; RALPH DAVINO, CPC,
V.P., William Harris Assoc., NY, NY
10038 212-349-3610.

his is an ex-

liabilit

backgroun

FACTORY MUTUAL
SERVICE BUREAU

State Filings
Assistant Manager

To assist Government
Affairs Manager in state
filings nationwide for
property rates and
forms. Experience need-
ed in development and
maintenance of insur-

ance policy language.
Bachelor's degree.
Strong verbal and
written skills.

Send resume with sa-
lary requirements to
Mickey Wilson-Skarr,
Staffing Mgr., Factory
Mutual, PO. Box 9102,
Norwood, MA 02062.

An Affirmative
Action/Equal
Opportunity
Employer

Business
cago, IL 60611-2590

GENERAL LIABILITY UNDERWRITER

Aviation underwriting opportunities
exist with industry leader for moti-
vated individual with 3-5 years general
underwriting experience.
Municip egeneral liability or aviation
a plus, Position could lead

to managing a book of business. Inter-
personal and management skills impor-
tant for negotiating with brokers and
clients. Modern, northern New Jersey
office. Excellent benefits and profit
sharing. Salary commensurate with ex-
perience. Please send resume and sal-
ary histnrf in confidence to: Box 2462,
nsurance, 740 Rush St., Chi-

Business Insurance

Circulation Breakdown*
Commercial Consumers

Administrative:

CEO's Prasidents and Owners . . . . . 2,621
Vice-Presidents, General Managers and Other
Administrative Parsonnal , . . . ... . 3,657
Financlal: -

Chiel Financial Officers and Vice-presidenis
OF FIRNGE, (oot wrawvmin owe s awia s 2,993
Secrataries, Treasurers, controllers and other
Financial Personnel .. ......... 4,454
Risi/Employee Benefits:

Vice-presidents, directors, managers, and
other relaled depariment personnel of. insur-
ance, risk, employee benelits, personnel,
compaensation, pension, safety, securily, in-
dustrial relations, human resources and em-

ployee/labor relations . . .. ... .. 10,994
Subetotell oo - a e SR s 24,719
ASSOCIationS .« o ¢« .4 0 mae e aaaa 477
Government, Unions and Educational Inslitu-
fons: . .. ..6oh v e e e e 979
Commarcial Consumers

Sub-AGtal o v L = il 26,178

Insurance Agents and Brokers 10,557
Insurance Companies . . . .. ... .. 7,280
Actuaries, Altorneys, Adjusters, Appraisers
and Consultants . . ........... 3,843
Others Allied tothe Field . . . ... ... 2,991
TOTAL . ...y oviivaiinainn 50,945

Source Business/Occupational breakdown
of qualified circulation, May 30, 1988 issue, as
submitted to BPA for June 1988 BPA Pub-
lisher's Statemenl.

celebration and the 1988 World Expo in
Brisbane winds down, Australians are look-
ing ahead rather than backward, with sev-
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Agents, brokers ma

By STACY SHAPIRO

CANBERRA, Australia—The Australian federal insurance
authority may tighten its control over insurance brokers and
agents, based on a review of 1984 federal regulations.

The Insurance and Superannuation Commission is consid-
ering amending the Insurance (Agents and Brokers) Act 1984
to bring the regulation of agents closer in line with broker
regulations; to extend the powers of the commission to
investigate brokers’ accounts; and to require brokers to keep
“appropriate’ accounting records for the commission to re-
view.

The commission earlier this year issued its proposed
changes in a 15-page document distributed to most brokers
and agents for comment. The commission is reviewing the
market’s responses before it drafts an amendment to the in-
surance act.

“The whole review has sprung up in light of the operations
experience” of the act, said Stephen Curley, assistant com-
missioner of general insurance at the Insurance and Su-
perannuation Commission in Canberra,
Australia’s capital.

If the commission decides following
the comment period that its proposed
changes are necessary, the commission
will have to ask Parliament to amend the
1984 law.

In Australia, the federal government
oversees all brokers, agents and insur-
ance companies. The Insurance (Agents
and Brokers) Act 1984, which the Australian Law Reform
Commission proposed in 1980, outlines the supervisory role
of the commission and the duties of brokers and agents.

The act became effective on a state-by-state basis between
Jan. 1, 1986 and August of this year.

According to the act, brokers must be registered by the
commission to conduct business. The brokers must abide by
strict audit requirements, carry professional liability insur-
ance and file annual reports to the Insurance and Superan-
nuation commissioner.

The act also requires brokers to release premiums to insur-
ers within 90 days of their receipt from policyholders.

However, the regulation of insurance agents is much less
stringent: Agents do not have to be registered, follow the
audit requirements that a broker must, or release premiums
to insurers within a specified period after receipt.

But, as soon as the act was implemented, a “number of
complaints of relevance to the provisions of the act were
received and investigated,” according to the commission.

“By late 1987, it was apparent that a review of the opera-

AUSTRALIA

w
Market report

tions of the act was appropriate in order to identify areas in .

which amendment may be necessary to ensure that the objec-
tives of the act were being met in the most efficient manner.”
The commission has identified 13 areas of regulation that

The brokers must abide by strict
audit requirements, carry professional
liability insurance and file
annual reports to the Insurance and
‘Superannuation commissioner.

need attention.

For example, the commission particularly wants to address
the unequal treatment of brokers and agents, noted Frank
Keenan, senior assistant ecommissioner of policy group for the
commission.

“There is concern from brokers that they must meet the
cost of registration, but an agent does not,” even though an
agent may conduct similar business, he said. “We haven’t
come up with a solution yet, but we have canvassed views."”

Among its proposals, the commission recommends that
agents be required to hand over premiums to underwriters
within a certain amount of time, possibly as short as a week,
rather than the 90-day requirement now in force for bro-
kers.

The commission also propeses extending its power to in-
spect or audit the accounts of agents as well as brokers.

The commission, among other changes, also proposes:

® Extending the powers of the Insurance and Superannua-
tion commissioner to refuse, suspend or cancel broker regis-
tration, including when the commissioner believes the broker
is unable to meet its obligations or is involved in another
brokerage business that fails to meet requirements. Revoca-
tions of broker registrations would be made public.

® Requiring brokers to maintain appropriate accounting
records and explain their transactions and financial position
to the commissioner.

Current practice ‘‘has created difficulties for the account-
ing profession and has hampered investigations by the Insur-
ance and Superannuation Commission,” the review doc-
ument said.

® Allowing brokers to self-insure a portion of the profes-
sional liability insurance they are required to carry,

The law currently states that brokers must carry profes-
sional liability insurance limits of at least $500,000 Austra-
lian ($399.350) or that equal to 15% of premium volume in the
previous financial year, whichever is greater, up to a maxi-
mum of $5 million Australian ($4 million).

® Allowing inspectors appointed by the commission to in-
vestigate a broker’s books and demand that documents be
produced on request. This is mandated by the Insurance
Act 1973 for insurance company investigations but is not
addressed in the brokers and agents law.

In general, the National Insurance Brokers Assn. of Aus-

y face new regulations

tralia agrees with most of the changes the commission seeks.

However, the NIBA made some alternative recommenda-
tions in its Sept. 19 response to the commission.

For example, while NIBA welcomes the expansion of the
commission’s power to refuse, suspend or cancel brokers’
registration, NIBA believes that “it is important that a de-
gree of specificity be given to the Insurance and Superannua-
tion Commissioner so that he still has certain guidelines to
act within.”

NIBA encourages the commission to be even stricter with
agents. For example, the association claims that fees paid by
policyholders to agents should be charged on a separate in-
voice from a premium invoice, if the commission allows
agents to make such charges.

The commission reports that 894 general insurance—or
non-life—brokers and 65 life insurance brokers were regis-
tered as of June 30, down from 989 general brokers and
76 life brokers as of June 30, 1987.

The commission received 100 new applications for registra-
tion for general brokers and 827 renewal applications in
1988. Of these, 857 have been granted, nine have been re-
fused, 52 were pending as of June 30 and nine applica-
tions were withdrawn.

In addition, 120 general insurance brokers did not apply
for renewal of registration, and 42 general insurance brokers’
registration were canceled voluntarily.

The decrease in registered brokers shows that “the indus-
try is undergoing a process of rationalization and consolida-
tion," the commission’s report says.

Most insurers and brokers say the loss in three states of
workers compensation premiums, which state-owned insur-
ers have been exclusively writing since 1985, has fueled com-
petition. These changes are causing an increase in mergers
and acquisitions in the Australian market.

The commission reports that the 778 brokers that filed fi-
nancial statements to the commission showed an aggregate
operating profit of $36.4 million Australian ($29.1 million at
current exchange rate) from general brokerage business and
an operating loss of $239,000 Australian ($190,889) from life
insurance brokerage on total premiums of $3.2 billion Aus-
tralian ($2.6 billion). Brokers’ assets totaled more than $1
billion Australian ($798.7 million).

As of June 30, the commission had received 75 complaints
alleging breaches of the brokers and agents act. The act de-
tails more than 40 offenses with penalties ranging from
$5,000 Australian to $25,000 Australian ($3,994 to $19,967).

Six cases involving criminal allegations were referred to
the state police, which led to the prosecution and conviction
of one insurance intermediary. Other police investigations
are continuing, according to the report.

Two insolvencies were reported to the commission during
the year: Business Insurance Consultants (Aust.) Pty. Ltd.
and Hunter Loth Insurance Brokers Pty. Ltd., according to
the report. |

Sedgwick leads Australia’s brokers

The largest insurance broker in Australia
is Sedgwick Ltd., based in Melbourne.

The subsidiary of Sedgwick Group P.L.C.
in London placed premiums of more than
$450.4 million Australian ($359.7 million)
in 1987, according to the New York-based
accounting firm Deloitte Haskins & Sells.

Deloitte, which ranks the largest insur-
ance brokers in Australia according to pre-
mium volume in the September 1388 edi-
tion of its Insurance Directions, gleans its
figures from the Insurance and Superan-
nuation Commission.

The gross gross revenues and profits of
all Australian brokers are not public.

Sedgwick in Australia has evolved
through mergers and acquisitions and in-
ternal growth since at least 1953. It now
employs about 600 of the 1,000 Sedgwick
people in the Asia/Pacific region, said Ro-
bert Piper, chairman of both the Australia
and Asia/Pacific region. Revenues totaled
about $45 million Australian ($35.9 mil-
lion) at the end of last year, he said.

About 60% of its brokerage is paid in fees
rather than commissions, which “is a grow-
ing trend” in Australia, he said.

Although Sedgwick considers itself to be
an ‘‘all-around” kind of broker, some of its
specialties include marine hull, construc-
tion, professional indemnity and financial
institution placements, said Mr. Piper.

‘Sedgwick is also the largest captive man-
agement company in the region with a
“strong operation” in Singapore, Mr. Piper
said. The group manages 17 Australian cap-
tives in Singapore, including those of West-
pac Banking Corp., National Australia
Bank Ltd. and Qantas Airways.

The second largest broker is Alexander
Stenhouse Ltd., a subsidiary of Alexander
& Alexander Services Inc. in New York,
with a premium volume totaling nearly

$386 million Australian ($308.3 million)
last year, according to Deloitte.

Stenhouse, based in Sydney, has its-ori-
gins in 1876 with the Reed Stenhouse
Group and 1886 with Alexander & Alex-
ander Inc. Group, which merged in 1985
following the merger of the two parent
companies.

Stenhouse has 500 employees in 23 of-
fices in Australia and Papua New Guinea
with total revenues of between $40 million
Australian ($31.9 million) and $50 million
Australian ($39.9 million), said Ross
McKenzie, manag-

Although Mr. Paradine would not com-
ment, industry sources say the retail bro-
ker’s revenues are around $35 million Aus-
tralian ($28 million) with all three
companies posting total revenues of $65
million Australian ($52 million).

M&M Pty. Lid. employs 340 people and
reports to London's Marsh & McLennan
Bowring as of July 1 this year under M&M'’s
global restructuring, Mr. Paradine con-
firmed.

The other top 10 brokers, according to
Deloitte, include:

® Fourth-

ing director and
chief executive of
Stenhouse.

‘“We promote to
our clients inte-
grated services,”
said Mr. McKen-
zie. Together with
A&A unit Anistics
Pty. Ltd., Sten-
house offers a
range of risk management services. .

The third-largest. insurance broker is
Marsh & McLennan Pty. Ltd. of Sydney,
with a premium volume of more than
$237.3 million Australian ($189.5 million)
at year-end Dec. 31, according to Deloitte.

The company is mainly “a hybrid” going
back 60 or 70 years when the Baillieu fam-
ily started a company in Melbourne, which
was acquired by C.T. Bowring & Co. Ltd.
and in 1981 merged with M&M.

There are three units of Marsh & McLen-
nan Cos. Inc. of New York in Australia: the
retail broker M&M; employee benefits con-
sultant Mercer Campbell Cook & Knight;
and C.T. Bowring Reinsurance, said Terry
Paradine, chairman and chief executive of
M&M Pty. Ltd. in Sydney.

Sedgwick is the largest captive
management company in the
region with a ‘strong operation’
in Singapore, according
to Sedgwick’s Robert Piper.

ranked Willis
Faber Johnson &
Higgins Pty. Ltd.
with a premium
volume of nearly
$173.5 million
Australian ($138.6
million) in 1987.

The company
posted a net loss of
$343,000 Austra-
lian ($273,954) after the merger with
Stewart Wrightson Holdings P.L.C. group
last year.

® Fifth-ranked Jardine Australian In-
surance Brokers Pty. Ltd. with a premium
volume of $162.4 million Australian ($129.7
million) in 1987.

Based in Sydney, the company has 285
employees with revenues last year of about
$20 million Australian, said Dennis Guy,
chief executive.

The company is 60% owned by Jardine
Insurance Brokers in London, 20% by the
company’s chairman, Brian Coppin, based
in Perth, and 20% by the Australian com-
pany Westfarmers.

In Australia, Jardine is heavily involved
in 400 local municipal authorities’ insur-

ance programs in Victoria, New South
Wales and South Australia.

The group also is involved in the con-
struction industry.

® Sixth-largest is the Minet group,
which is a unit of the U.K.’s Minet Holdings
P.L.C., with about $124.4 million Austra-
lian ($99.4 million) in premium volume in
1987.

The company showed a net loss of
$847,000 Australian ($676,498) at year-end.

® Seventh-ranked is Bain Clarkson Pty.
Ltd., which is a unit of U K.-based Bain
Clarkson Ltd., with a premium volume of
about $91.3 million Australian ($72.9 mil-
lion) in 1987.

It reported a net loss of $81,000 Austra-
lian ($64,694) in 1987.

® Ranked eighth is Westpac Insurance
Services (Brokers) Ltd., the first Australian
broker in the top 10, with a premium vol-
ume at year-end Sept. 30, 1987 of $67.4
million Australian ($53.8 million).

Westpac Insurance Services showed a net
profit in 1987 of $706,000 Australian
($563,882).

® Ranked ninth is Hannan group, made
up of six registered Australian brokers, in-
cluding Hannan & Co. Insurance Brokers
Pty. Ltd., with about $59.4 million Austra-
lian ($47.4 million) in premium volume and
net profits of $548,000 Australian
{$437,687) at year-end June 30, 1987.

® Ranked as the 10th-largest is the

. Lowndes Lambert group, made up of six

companies including Lowndes Lambert
Australia Ltd., with about $55.8 million
Australian ($44.6 million) in premium vol-
ume and $179,000 Australian ($142,967) in
net profits for its year-end March 31, 1987.
The broker is a unit of U.K.-based Lowndes
Lambert Group Ltd.

—By Stacy Shapiro
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Candidates’ views

Continued from page 1

Mr. Dukakis has long been interested in
insurance and related issues.

Almost 20 years ago, Mr. Dukakis, as a
representative in the Massachusetts Legisla-
ture, led the state to adopt in 1970 the coun-
try's first no-fault automobile insurance
law.

Based on interviews, the Democratic and
Republican national platforms, campaign
position papers and responses to questions
submitted to each campaign by Business In-
surance, the two presidential candidates’
views on several corporate liability issues
emerged, including:

® High risk occupational disease notifica-
tion.

Mr. Dukakis would support and Mr. Bush
probably would oppose a federal law requir-
ing workers to be notified if they have been
at high risk of contracting an occupational
disease because of workplace exposure to
certain hazardous materials.

Earlier this year, a high risk occupational
disease notification bill was passed by the
House and debated but withdrawn from the
Senate floor (BI, April 4).

‘‘Clearly, the bill will be back,” noted
Susan Spangler, director of risk manage-
ment for the National Assn. of Manufactur-
ers in Washington and the leader of the busi-
ness coalition that lobbied against the bill.
And “it may be even more broad and more
onerous,” she said.

For example, organized labor favors a fed-
eralized workers compensation program in
addition to a federal high risk occupational
disease bill, she noted.

Mr. Dukakis would support these initia-
tives, she speculated.

Furthermore, because Mr. Dukakis favors
mandated benefit programs, he may also
favor a federal high risk occupational dis-
ease notification program, both of which
benefit the worker, pointed out Charles Frit-
zel, assistant vp of government relations in
the Washington office of the National Assn.
of Independent Insurers.

However, Mr. Bush “would continue to be
very strongly opposed to” a high risk occu-

pational disease notification bill, Ms.
Spangler said.

Business “‘can expect the same type of help
from” a Bush administration that it received
from the Reagan administration during con-
gressional consideration of the notification
bill, Ms. Spangler speculated. Several Cabi-
net secretaries lobbied against the bill and
advised President Reagan to veto the bill if it
passed the Congress.

A Bush administration would be ‘“‘antago-
nistic toward” a high risk occupational dis-
ease notification bill, predicted Tom O’Day,
associate vp in the Washington office of the
Alliance of American Insurers.

However, the AIA’s Mr. Lefkin predicted
that “labor would have a higher degree of
acceptance under Mr. Bush than it did under
Mr. Reagan.”

Neither candidate responded to questions
on the issue.

® Repeal or modification of the McCarran
Ferguson Act.

Mr. Dukakis believes the limited anzitrust
exemption granted to the insurance industry
by the McCarran-Ferguson Act of 1945 war-
rants review, and Mr. Bush'’s position on the
issue is not clear.

“The Dukakis administration would be
more likely to look closer at the insurance
industry” than the Bush administraticn, be-
cause the Democrats on a whole tend to
favor federal solutions to problems, Mr.
Fritzel said.

Mr. Dukakis would “have more of an ac-
tivist, federalist approach,” he said.

The Dukakis campaign, in response to
questions, said: ‘“The breadth of the anti-
trust exemption for the insurance industry is
a legitimate source of concern and should be
re-examined to see if it is still consistent
with the public interest.”

Mr. Lefkin pointed out that Mr. Dukakis
as governor of Massachusetts “has not disas-
sociated himself” from state Attorney Gen-
eral James Shannon, one of the most vocal
opponents of McCarran-Ferguson and an ac-
tive leader in the antitrust litigation filed by
19 state attorneys general against the insur-
ance industry (BI, June 20).

However, a Republican administration
might be more hesitant to change the status

quo than a Democratic administration, Mr.
O’'Day speculated.

Mr. Bush probably would lend a “more
sympathetic, understanding ear” to the in-
surance industry than Mr. Dukakis would,
Mr. Lefkin said. ““A Bush administration
probably will have interests that coincide
more closely with the insurance industry”
than a Dukakis administration would have.

Furthermore, repeal or modification of the
insurance industry’s antitrust exemption
seems to be more of a Democratic issue than
a Republican one.

For example, all of the Democrats except
one on a House subcommittee voted earlier
this year for a bill that would virtually gut
McCarran-Ferguson. All of the Republicans
on the panel opposed the measure (BI, June
20).

But, both candidates seem to oppose fed-
eral regulation of insurance.

The Republican platform, while not ad-
dressing the issue directly, says on the issue
of fsderal vs. state regulations: “We are
committed to further return power from the
federal government to state and local gov-
ernrients, which are more responsive to the
public and better able to administer critical
public services.”

Mr. Dukakis, in response to questions,
stated: “The regulation of the insurance in-
dustry appropriately rests with the states,
and I oppose any change” in that area.

Whatever the candidates’ stance on the
issue, both Mr. Lefkin and Mr. O’'Day agreed
that the Justice Department antitrust chief
under either a Democratic or a Republican
administration probably would support re-
peal or modification of the antitrust exemp-
tion.

“““he outlook on the federal level under ei-
ther administration is rocky" for the insur-
ance industry, Mr. O’'Day said.

® Environmental liability. :

Mr. Bush and Mr. Dukakis both can be ex-
pected to be tough on environmental issues.

The Democratic platform states that the
federal government must ‘‘aggressively en-
force toxic waste laws and require polluters
to be responsible for future cleanup costs.”

The Republican platform basically agrees:
‘“We support strong enforcement of our en-

vironmental laws and will accelerate the
pace of our national effort to clean up haz-
ardous waste sites and to protect our
groundwater."

‘‘Both parties have been making that a key
issue” in their campaigns, noted Jon Har-
kavy, director of governmental affairs for
the Risk & Insurance Management Society
Inc.

Neither candidate ‘‘bodes well for busi-
ness,” observed Les Cheek, vp of federal af-
fairs in the Washington office of Crum &
Forster Corp. “Either administration would
favor more extensive environmental legisla-
tion.”

Under either a Dukakis or a Bush admin-
istration, businesses and insurers “‘are going
to face significant difficulties,” Mr. Lefkin
agreed.

Given the limited resources of the federal
government, both administrations would say
companies should pay to clean up toxic
waste, Mr. Lefkin continued. He added that
if companies do not have enough money to
finance cleanups, insurers also will have to
pay.

Mr. Bush, previously not thought of as an
environmentalist, is “clearly trying to dis-
tance himself from the record of the early
Reagan years’ and establish himself as a
candidate sympathetic to environmental
issues, Mr. Cheek noted.

Mr. Dukakis comes from a state that has
among the most stringent environmental
laws in the nation, Mr. Cheek pointed out.

Furthermore, Mr. Dukakis has had direct
experience with environmental impairment
liability insurance.

The state created a fund in 1985 to pay
third-party claims in the event of a hazard-
ous waste spill if a waste facility did not
have insurance to cover the claim, explained
Timothy Gailey, assistant secretary of con-
sumer affairs and business regulation for the
state of Massachusetts.

After the state approves a claim, all waste-
generating businesses in Massachusetts
would be assessed a fee to pay the claim,
based on the amount of hazardous waste the
companies generate, Mr. Gailey continued.
Claims would be limited to the maximum

Continued on next page
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There’s a world of advertising opportunities in the

Directory:
International Employee Benefit Networks
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Continued from previous page
amount of insurance required by the federal govern-
ment for hazardous waste facilities—3$3 million oc-
currence/$6 million aggregate.

So far no claims have been submitted to the state-
sponsored program.

® Tort reform.

Both Mr. Bush and Mr. Dukakis support tort reform,
but Mr. Bush's support for the issue is much stronger
than Mr. Dukakis’.

“We propose to return the fault-based standard to
the civil justice system,” the Republican platform says.
“We support enactment of fair and balanced reforms
of the tort system at the state level.”

Responding to questions, the Bush campaign stated:
Fairness, balance and predictability must be restored
to this nation’s liability system through the considera-
tion of such important reform as: restoration of a
fault-based standard of recovery; elimination of the
‘deep pocket’ rule under which defendants only mini-
mally responsible for an injured party’s damages can
be forced to pay 100% of a plaintiff’s claim; and ex-
panded use of alternative dispute resolution mecha-
nisms such as binding arbitration and mediation to
encourage early resolution of disputes.

“Already more than two-thirds of our states have
enacted some form of tort reform, and I believe public
officials must do all they can to ensure appropriate
reforms are enacted in all our states and in the federal
system,” the Bush campaign response concludes.

Mr. Bush is “completely committed to the issue’ of
tort reform, said Blair Childs, executive director of the
American Tort Reform Assn. in Washington.

However, while Mr. Dukakis has supported tort re-
form in Massachusetts, “we would like the gover-
nor to have been much more active and more of a
leader” in the drive to enact state tort reforms, Mr.
Childs said.

Also, Mr. Dukakis’ view “is ‘states rights’ on this,”
Mr. Childs noted. Mr. Dukakis would not support re-
form at the federal level, he speculated.

Mr. Dukakis, in response to questions, said: “In gen-
eral, I support full compensation. However, I sup-
ported the Massachusetts Medical Malpractice Reform
Act of 1986 which set a $500,000 limit on the amount
which a jury can award for non-economic damages,
L.e., pain and suffering.

“This cap is intended to strike a balance between the
real needs of an injured patient and the very le-
gitimate problems occurring in the medical community
as a result of the increases in the number and size of
malpractice claims. The law provides that, in extraor-
dinary circumstances, a jury may exceed the $500,000
limit. There is no limit on the amount recoverable for
economic damages.”

In addition, Mr. Dukakis endorsed several tort re-
form recommendations made by the Massachusetts lia-
bility task force, including modifying the rule of joint
and several liability.

The report recommended that the contribution to a
damage award by each defendant be based on its rela-
tive share of liability under the comparative negli-
gence or fault scheme.

Other recommendations in the report that Mr. Du-
kakis endorsed include: requiring advance notice of
policy non-renewals; increasing insurance company
disclosure requirements; increasing funding to insur-
ance departments; and adopting a flex rating system
for some commercial liability lines.

Mr. Dukakis proposed legislation that would have
made these recommendations law, but the bill did
not pass, Ms. Gold said.

“A good point of difference (between the two candi-
dates) will lie in judicial appointments,” Mr. Lefkin
said.

Increasingly, tort reform will be fought in the court-
room, so judges' appointments will influence tort re-
form, he said.

® Federal product liability reform.

Mr. Bush probably would support federal product
liability reform, while Mr. Dukakis’ position is un-
clear.

A Bush admiristration would be “supportive and
helpful” in the fight to enact a federal product lia-
bility reform law, said Victor Schwartz, counsel to the
Product Liability Alliance and an attorney with
Crowell & Moring in Washington.

The Republican platform calls for “a reasonable
state and federal product liability standard that will
be fair to small businesses, including professional and
amateur sports, and to all who are in liability con-
tests.”

“Jobs are being lost, useful and sometimes lifesaving
products are being discontinued, and America’s ability
to compete is being adversely affected’” by the current
liability scheme, the platform says. “Reform will lower
costs for all and will return fairness to the system for
the benefit of everyone.”

However, in response to a question submitted to the
Bush campaign on whether product liability reform
should be enacted at the federal level or left to the
states, Mr. Bush responded that he “support(s) individ-
ual state authority.”

He continued: ‘‘Consumers have generally been well
served by the regulatory structures developed by the
states. As president, I would urge states to continue to
take the lead in product liability regulation. I would
encourage the drafting of a uniform state code as a
model for the states.”

Mr. Schwartz noted, though, that “‘we’ve had many
situations where political leaders at first blush think
federal product liability laws should be left to the
states.”

However, after politicians understand the interstate
commerce and national insurance ratemaking aspects
of the issue, “most people agree. . .that product liabil-
ity should be handled by the federal government,” he
continued.

Mr. Dukakis’ position on product liability is not de-
fined.

“‘We just don’t know whether a Dukakis administra-
tion would support a federal product liability law,”
Mr. Schwartz said.

Mr. Schwartz pointed out that Rep. Bill Richardson,
D-N.M., the original sponsor of H.R. 1115, the federal
product liability reform bill passed by the House En-
ergy and Commerce Committee earlier this year (BI,
June 20), served on the Democratic platform commit-
tee. However, the platform does not mention the issue
of product liability, and the Dukakis campaign did not
answer questions on the issue.

® Increasing taxes on property/casualty insurance
companies.

Still reeling from the tax increases imposed on prop-
erty/casualty companies by the Tax Reform Act of
1986, insurers may be hit again for higher taxes under
the next presidential administration, observers warn.

While both candidates say they are opposed to rais-
ing taxes, observers think future tax increases are
likely.

“We are a ripe target with the budget deficit as it is,"
Mr. Lefkin said. “‘Either administration is going to
have to go to some lengths to find revenue. We as a
large business entity are going to be a large target.” =

London computers

Update

Continued from page 3
enzie and Mr, Mahoney.

‘On larger risks, face-to-face ne-
gotiation will still be necessary.
Brokers will still see the first three
or four leading underwriters™ to
set the terms of the policy before
offering the risk over the network,
Mr. Mahoney said.

The ‘‘potential rewards are enor-
mous, and the consequences could
be dire if we let someone else use
the  technology against us,” Mr.
Mackenzie concluded.

The first claims to be handled
alectronically over the LIMNET
system will be non-marine claims
processed through the Policy Sign-
ing and Accounting Centre Ltd., a
policy signing and accounting bu-
reau for more than 130 London in-
surance companies.

London brokers next month will
be able to send claim notifications
to PSAC members via the network,
allowing underwriting claims
managers to agree, question or set-
tle the claims via the computer ne-
twork by entering information on a
computer terminal.

Before linking up with LIMNET,
Lloyd’s plans to unify its claims
system. And, Chairman Murray
Lawrence has instructed all syndi-~
cates to join LIMNET by the be-

ginning of 1990.

“It has become increasingly ap-
parent that Lloyd's needs to im-
prove the claims service it provides
to both brokers and insureds. It is
felt that, if improvements can be
made in this area, it will lead to a
reduction of costs and thus an im-
provement in the competitive posi-
tion of the marketplace leading to
an increase in business,” Mr.
Lawrence wrote in a Sept. 28 let-
ter to senior market personnel.

As a result, “all Lloyd’s syndi-
cates will be required to be a mem-
ber of the claims office which
serves the syndicate’s principal
market by March 1, 1989. Member-
ship will be mandatory for the cen-
tral recording, advising and taking
down of all claims,” he said.

A working group appointed by
the Committee of Lloyd’s, chaired
by former Lloyd's Chairman Sir
Peter Miller, is investigating how
“‘the current claims agreement
processes operating within the
Lloyd’s market can be built upon
and streamlined into a set of effi-
cient and speedier procedures and
to make recommendations to the
Committee of Lloyd's by March 31,
1989, the letter continued.

Lloyd’'s currently has separate
claims processing facilities for its

aviation, marine and non-marine
markets. However, syndicates are
not required to process claims
through these facilities. Syndicates
that do not process claims through
market claims processing offices
must settle claims with brokers in-
dividually.

All claims then must be pro-
cessed by Lloyd’'s central account-
ing office,

In addition, “by early 1990 all
syndicates will need to join the
London Insurance Market Network
either directly or through a com-
puting services bureau so that
claims information can be passed
electronically,” Mr. Lawrence also
said in his letter.

The Institute of London Un-
derwriters, an association of ma-
rine and aviation underwriters
representing more than 100 Lon-
don companies, plans to handle
claims via the network by June
1989, an ILU spokesman said.

More than 80 of a total of 240
Lloyd’s brokers already are con-
nected to LIMNET, and the Lloyd’s
Insurance Brokers Committee has
instructed all Lloyd’s brokers to be
connected to the system by 1990,
according to Mike Anstee, systems
director for the committee.

’ Continued on next page

lowa may take Chubb licenses

DES MOINES, Iowa—Insurance Commissioner William D. Hager
announced he may seek to revoke all of the licenses of Chubb Corp.
subsidiaries in Iowa as a result of the insurer’s failure to bind some
$400 million in drought insurance its agents sold nationwide.

A Dec. 5 hearing before an administrative law judge is scheduled
to consider whether to revoke the license of Federal Insurance Co.,
a Chubb unit that issued drought insurance through underwriting
manager Good Weather International Corp. of Jericho, N.Y.

“We are simply not going to have an insurer in this state collect
premiums and not pay claims,” said Mr. Hager.

After the hearing, the commissioner will investigate revoking the
licenses of other Chubb units in Iowa including: Alliance Assurance
Co. Ltd., Great Northern Insurance Co., Pacific Indemnity Co., The
Sea Insurance Co. Ltd. and Vigilant Insurance Co.

“Chubb sold the products in Iowa under the Chubb name,” said
Commissioner Hager. “We are concerned there may be involvement
of other Chubb companies and we may consider revocation of the
licenses of all Chubb companies.”

Chubb already is immersed in litigation in federal and state
courts nationwide where it is being charged with fraud for at-
tempting to return double the premiums to the farmers who bought
drought policies (BI, Aug. 8; July 25; July 18).

Fireman’s Fund fights regulator

BOSTON—Fireman’s Fund Insurance Cos. is protesting an at-
tempt by the Massachusetts Insurance Division to revoke the li-
cense of an Illinois-based insurer it recently acquired.

The division filed a complaint last week seeking to revoke the
Massachusetts license of Lisle, Ill.-based Warner Insurance Co.,
alleging that its “proposed’ sale violates an agreement reached last
November that permitted Fireman’s Fund to withdraw from writ-
ing business in the state (BI, Nov. 23, 1987).

However, attorneys for Fireman’s Fund contend the Insurance
Division’s complaint is “‘without legal foundation,” because the
sale was completed before the complaint was filed.

Richard J. Underwood, a partner in the Boston law firm Finnegan
& Underwood, said that Fireman’s Fund completed its purchase of
Warner from Employers Insurance of Wausau on Sept. 29, and that
the sale was approved by Illinois Insurance Director John E. Wash-
burn. The Massachusetts department was notified of the acquisi-
tion on Sept. 30, Mr. Underwood said. In addition, he said he met
with Commissioner Roger M. Singer the following week to discuss
any potential legal concerns, none of which was voiced at the time.

Warner has written no business since 1985. 3

The division has scheduled a Nov. 29 hearing on the complaint.

Outhwaite, 2 syndicates settle

LONDON—Lloyd’s of London underwriting agency R.H.M.
Outhwaite (Underwriting Agencies) Ltd. has settled two more dis-
putes involving claims of $10 million over runoff reinsurance poli-
cies that underwriter Richard Outhwaite wrote in the early 1980s.

Mr. Outhwaite has agreed to pay all claims filed by syndicate 4086,
underwritten by Seamus Cowley and managed by Wellington Un-
derwriting Agencies Ltd., plus an additional sum for incurred-but-
not-reported losses. In return, Mr. Cowley will reassume all future
liabilities stemming from the unlimited runoff reinsurance policy.

In addition, syndicate 28, underwritten by J.J.S. Birrell and
managed by Murray Lawrence & Partners, has agreed to raise the
point at which Outhwaite will be responsible for claims in return
for a lump sum payment, the Outhwaite spokesman confirmed.

Court eases watch of insurers

PROVIDENCE, R.I.—The Rhode Island Superior Court has lifted
the temporary receivership on two property/casualty insurance
subsidiaries of Resolute Holdings Inc. (BI, Oct. 3).

American Universal Insurance Co. and Canadian Universal In-
surance Co. Inc., both members of American Universal Insurance
Group, had been placed into receivership earlier this month be-
cause of questionable investments.

While lifting the receivership, Superior Court Judge Thomas H.
Needham also issued a consent order putting these investments
under the control of a specially appointed trustee, attorney Allan
Shine of Winograd Shine & Zacks in Providence, according to
Earl C. Ostroff, chief executive officer of the two companies.

Mr. Ostroff, who was asked by Mark A. Pfeiffer, director of the
state Department of Business Regulation, to run the companies
while it was under receivership, will remain there. He replaces
Charles Christopher, who resigned in September,

Briefly noted

Sanus Health Plan, a New York-based HMO, is negotiating
to purchase Maxicare of New York Inc. and Maxicare Health
Plan Inc.’s Houston organization for an undisclosed sum, according
to Crain’s New York Business. . . .Alexander & Alexander Ser-
vices Ine. sold its 5% ownership in Priceforbes Federale Volkskas
Ltd., a South African insurance broker, and is dissolving its dor-
mant South African subsidiaries that have not conducted business
for 2% years. . . .The California State Automobile Assn., a not-for-
profit American Automobile Assn. affiliate, has launched a state-
wide campaign to support Proposition 104, a no-fault auto in-
surance initiative sponsored by the insurance industry (BI, Feb.
29). . . .President Reagan last week signed welfare reform legisla-
tion that will limit tax breaks for employees who use dependent
care reimbursement accounts to fund child care expenses (BI,
Oct. 10). . . .The Victoria Insurance Co. Ltd. President Charles
Gordon-Seymour has been replaced by Bharat Shah, who had been
vp-finance, treasurer and secretary, a Georgia Insurance Depart-
ment spokesman confirmed. The Insurance Department last month
suspended Victoria’s license (BI, Oct. 10.).
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New asbestos claims facility

Continued from page 3
that insurers will not take part in the day-to-day operation of
the Center.

However, insurers will be able to affect how the Center is
run through their non-voting board member and by having
the right to audit the claims files of the Center.

In addition, if, after the first year, insurers do not believe
the Center is well-run, they can withdraw their support.

None of the voting members of the Center’s recently elected
board of directors represents insurers. The board consists of
three members selected by the three largest producer mem-
bers of the Center; one member elected by majority vote; and
the president.

Members of the Center’s first board are:

® Lawrence Fitzpatrick, formerly acting chief executive
officer of the Asbestos Claims Facility, and recently elected
chairman, president, chief executive officer-elect of the Cen-
ter for Claims Resolution.

® Glenn W. Bailey, chairman and president of Keene Corp.
of New York.

® Samuel J. Heyman, chairman and CEO of GAF Corp. of
Wayne, N.J.

® Mr. Hines of Armstrong.

® Christopher J. McElroy, senior corporate counsel for
United States Gypsum Co. in Chicago. Mr. McElroy was
elected by majority vote.

The board of directors also includes two non-voting mem-
bers: Curtis M. Pontz, senior counsel and assistar.t secretary
for CertainTeed Corp. in Valley Forge, Pa.; and Keith Ray-
ment, non-marine director responsible for claims at Sturge
Holdings P.L.C., a Lloyd’s of London underwriting agency.

In addition, Center members elected William R. Jacobi,
director of claims for the Asbestos Claims Facility's Eastern
regional claims office, vp-claims elect and treasurer; and
Peter Coleman, director of law at the Asbestos Claims Facil-
ity, vp-law elect and secretary.

‘“We have eliminated to a certain extent some of the inter-
nal conflicts that led to dissolution of the Asbestos Claims
Facility,” said Irving Kagan, senior vp and general counsel
for GAF.

The producers that abandoned the Asbestos Claims Facility
were frustrated because smaller producers could side with
insurers to create voting blocks against the larger producers,
explained Mr. Gilbert.

“We no longer expect to have bitter fights between the
members and the directors at the board level as to how claims
are to be settled,” agreed Mr. McElroy of USG.

Insurers also are pleased with the structure of the new
facility because they are relieved of some of their claims-
handling obligations and do not have to get tied up in the
day-to-day activities of the Center, explained John F. Shea
Jr., vp and claims counsel for Aetna Life & Casualty Co. of
Hartford, Conn. He said it is more appropriate for producers
to run the facility because they are named in the litigation.

With the benefit of experience from the Asbestos Claims
Facility, the framers of the Center For Claims Resolution say
they have created a more enduring organization.

“With a clearer mission and stronger organizational struc-
ture than that of the Asbestos Claims Facility, a smaller and
more unified membership and a refined and more flexible
method by which to share liability among its members,
the Center should provide the best opportunity for private
industry to address the asbestos crisis,” said Mr. Fitzpatrick.

“This is a group that has three years’ experience together
and has discussed in detail what they want to do,” said Mr.
Gilbert. “Every conceivable issue that could cause a rift has
been put on the blackboard and been resolved. We have
also built in flexibility.”

Inflexibility was the main reason the Ashestos Claims Fa-
cility died, observers say.

For example, under the Wellington Agreement the percent-
age of liability costs paid by each producer was based on
historical data on claims paid until 1983 and could not be
changed significantly. The Center for Claims Resolution has
created a more flexible system for allocating liability costs.

The Center’s liability formula is based on several time peri-
ods and different occupational categories to reflect the
changing mix of asbestos cases, said Mr. Gilbert. In addition,
there is no cap on changes in a producer’s liability costs.

The members of the Center also have a more unified claims
handling philosophy than did the Asbestos Claims Facility.
The members of the Center for Claims Resolution unani-
mously are dedicated to the “fair and expeditious” settle-
ment of meritorious claims, and they have set their sights on
eliminating the backlog of claims, said Mr. Gilbert. Currently
more than 60,000 asbestos claims are pending.

‘“We want to resolve these claims well in advance of the
time they go to trial, and we want to resolve them ultimately
using claims-handling staff and not outside lawyers,” said
Mr. Gilbert.

London computers

The Asbestos Claims Facility had only a handful of in-
house counsel, but the new Center for Claims Resolution
hopes to eventually have a greatly expanded in-house legal
staff, he said.

An agreement also was expected to be signed last week that
allows asbestos producers—both those that joined the new
organization and those that didn’t—to share counsel for rou-
tine tasks such as discovery.

However, unlike under the Asbestos Claims Facility, in the
new facility ““joint counsel will not represent all producers in
settlement and they will not represent producers in conduct-
related trials,” explained Mr. Gilbert.

Each producer can be represented by its own counsel when
it believes it has different interests.

The Center for Claims Resolution also has an improved
system of governance in which each producer’s vote is
weighted according to amounts paid on its behalf to the
Center, Therefore a larger asbestos producer that faces more
claims will have a more heavily weighted vote than a smalle:
producer that faces fewer claims. In the Asbestos Claims Fa-
cility, each producer and insurer had one equal vote regard-
less of size. :

““We have tried to provide those producers who have a more
significant stake in the center, in terms of payment of their
assets, more of a say in governance, and, at the same time.
preserve for smaller producers a say in how things are
run,” Mr. Gilbert explained.

“It is a hard balance to achieve.” [ ]

21 unite in claims handling

The 21 producer members of the Center for Claims Reso-
lution include: A P. Green Industries Inc., Armstrong World
Industries Inc., CertainTeed Corp., C.E. Thurston & Sons
Inc., Dana Corp., Flexitallic Inc.,, GAF Corp., IU North
America Inc., Keene Corp., Maremont Corp., National Gyp-
sum Co., NOSROC Inc., Nuturn Corp., Pfizer Inc., Quigley
Co. Inc., T&N P.L.C,, United States Gypsum Co.

Insurers supporting the new organization are: Fireman's
Fund Insurance Cos.; Royal Insurance Co.; Liberty Mutual
Insurance Co.; Crum & Forster Inc.; Hartford Insurance
Group; Aetna Life & Casualty Co.; CIGNA Property & Ca-
sualty Insurance Co.; Lloyd’s of London; and several Lon-
don market insurers.
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The IBM LIMNET system began operating last year
for simple data and accounting transfers, and the num-
ber of underwriters and brokers linking up with the
system is growing dramatically, said Bob Perry, man-
ager of IBM’s LIMNET operations in London. It cur-
rently links about 160 organizations, including com-
panies, brokers and Lloyd’s underwriting agencies.

And, several insurance companies and brokers al-
ready are examining the practicalities of computerized
risk placement, Business Insurance has learned.

For example, PSAC expects to introduce compu-
terized risk placement for some excess-of-loss reinsur-
ance renewals by the end of next year, said Roger
Foord, PSAC’s market relations and planning man-
ager.

Lloyd’s underwriting agencies and brokers also are
examining electronic risk placement, said Peter Raw-
lins, managing director of Sturge Holdings P.L.C.

“We are talking to brokers about how to make better
use of the electronic network, including risk place-
ment. We also are getting underwriters comfortable
with the idea,” he said.

Some agencies, including Sturge, currently are ex-
perimenting with different underwriting functions via
electronic links with brokers, he noted.

In addition, Lloyd’s broker C.T. Bowring & Co. Ltd.
is working on a prototype risk placement program
with D.P. Mann, said Roger Townsend, Bowring’s
group controller of management services.

Both Mr. Townsend and Mr. Rawlins predict that
some insurance renewals will be placed electronically
in the London market during next year.

Meanwhile, network facilities to deal with other un-
derwriting functions, such as excess-of-loss reinsur-
ance premium adjustments, placing syndicates’ out-
ward reinsurances, and accounting for proportional
treaties, likely will begin, Mr. Townsend said.

“Networking is an opportunity for the market to re-
alize massive cost savings. It will reduce the cost
of doing business for both the broker and the un-
derwriter as well as developing the quality of the prod-
uct,” explained Mr. Mahoney of Alexander Howden.

The electronic network, for example, will handle the
more tedious and routine elements of transactions,
such as repetitive storage of data, he explained. In ad-
dition, the network likely will increase the quality of
information available to underwriters, he said.

“There will be a consistency of records and a greater
assimilation of data,” said Mr. Mahoney.

In addition, brokers no longer will have to wait in
long lines to see every underwriter prepared to write a
percentage of the risk—a very wasteful process, other
supporters of the system say.

Underwriters and brokers will be able to further re-
duce costs by moving much of their staff out of Lon-
don’s expensive financial district to administration of-
fices located outside of London, he added.

Already, some London insurance companies are con-
sidering retaining only a few key staff in a central un-
derwriting building (BI, Sept. 19).

network will enable the London market to offer faster
more efficient and more innovative service, even to the
point of 24-hour trading if required, sources say.

However, the advent of “technology will change
nothing unless we change the way we do business,” Mr
Mahoney said, referring to the fact that there is some
resistance to the LIMNET system.

Many underwriters and brokers in the market re-
main doubtful about the effectiveness of an electronic
network. There is an underlying fear that people will
lose their jobs and that machinery will take over soms
underwriting and brokering decisions to the detriment
of the market, sources say.

The thought of electronic trading is causing a ‘“very
healthy debate,” said Mr. Mahoney, admitting tha
the network will mean a reduction in the number of
people involved in each transaction.

“The cost savings are going to come about because
we will be making our industry less people-intensive,”
he said.

Until now, the market members linked to the system
have concentrated on non-controversial applications
such as data transfer.

However, the uses now being planned, such as elec-
tronic risk placement, likely will be “controversial
(initially) expensive and entirely voluntary. There will
be a lot at stake,” said Mr. Mackenzie of DP Mann.

“The relationship between brokers and underwriters:
is endowed with old customs. It is traditional, highly
sensitive and very controversial,” Mr. Townsend of
C.T. Bowring and chairman of the network’s steering
group told the seminar attendees.

As a result, “people will find it difficult to accept’
the role of a computer in placing risks, he said.

However, electronic trading is vital for the survival
of London as the world’s premier insurance market,
the speakers argued.

“Lloyd's competitive edge is being eroded by the
growth of its competitors and its increasing overheads.
Our profitability is shrinking,” said Des Lee, head of
systems and communications at Lloyd’s.

But Mr. Mahoney said there are “encouraging signs
of a changing attitude toward the computer system.

“A lot of people believe electronic trading will come
sooner rather than later. Having hundreds of thou-
sands of people dashing around London is costly and
inefficient,” Mr. Mahoney explained.

“The brokers have woken up to the fact business is
changing, The chief executives of the broking houses
will push for electronic risk placement,” said Mr. An-
stee of the LIBC.

“London will blend technology in quicker than other
insurance centers,’” he predicted.

“The market is becoming readier, the pace of recog-
nition is accelerating,” Mr. Townsend agreed.

“Getting LIMNET right is vitally important for the
London market. If it doesn’t get it right it will be
damaging for the market as a whole,” said Cees
Schrauwers, director of insurance consultancy for
Coopers & Lybrand Associates Ltd. in London. ]
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Structural changes reduce
brokerage profit margins

By LEONARD M. WILSON

Special to Business Insurance

NSURANCE BROKERAGE has tradition-

ally ranked as one of the most profitable
industries as measured by profit margins or
return on shareholders’ equity. The generous
returns stem from the highly specialized na-
ture of the professional service rendered,
barriers to entry for new competitors and
strong underlying growth that fosters profit
opportunities. Last month, we addressed the
issue of commercial premium growth as the
ultimate determinant of
the brokers’ longer-term
prospects (BI, Sept. 19).
We concluded that despite
the soft rates prevalent
during most years of the
past decade, insurance
premiums would continue
to expand at—or modestly
above—the rate of in-
crease in the gross na-
tional product. From our
vantage point, we antici-
pate a favorable backdrop for brokers as the
current soft market runs its course.

If growth prospects seem solid, what about
profitability? We know from the experience
of the past decade that brokers’ margins
fluctuate with the shifts in the insurance
cycle. Soft markets degrade profit spreads as
commission realizations per unit of insur-
ance effectively decline. Hard markets, asso-
ciated with rising realizations, generate
wider margins.

In addition to the issue of the cyeclical im-
pact, there is the question of structural
changes in profitability. By structural, we

Mr. Wilson

The current soft market is destined, we think, to
bring about some degree of slippage in profit spreads
once again. How far the erosion proceeds will depend upon
the soft market’s configuration. We would not be surprised
if commercial rates remained soft into 1990.

view, has tended to erode profit margins. -

The wider acceptance of self-insurance has
likely diverted revenues from brokerage,
while greater technical expertise tends to
raise the cost of doing business.

The slippage in insurance brokerage profi-
tability seems evident over a decade’s time.
In 1975, average pretax profit margins for
our universe of public brokers amounted to
23%. Marsh & McL.ennan Cos. Inc. posted the
highest spreads at almost 30%. This, inci-
dentally, was not an optimal year because
margins continued to expand moderately
with the upswing in premium rates over the
next three years.

In 1985, a year of recovery in earnings, the
average profit margin was 18.3%. M&M and
Arthur J. Gallagher & Co. were able to
maintain profitability over the 10-year pe-
riod, while Alexander & Alexander Services
Inc. experienced a steep decline caused to a
large degree by problems in the United
Kingdom. Corroon & Black Corp. recorded
profit slippage from, we believe, a change in
mix and rapid growth that raised overall
earning power appreciably.

Even if we allow for varying performance
within the group, we think that it is proba-
bly reasonable to conclude that, at least in

extent of margin shrinkage for brokers. But
brokers faced high inflation during much of
the last soft market. They were confronted
with the strongly rising costs over which
their control was limited at the same time
that revenue growth weakened markedly.

The current soft market is destined, we
think, to bring about some degree of slippage
in profit spreads once again. How far the
erosion proceeds will depend upon the soft
market’s configuration. We would not be
surprised if commercial rates remained soft
into 1990. The state of reinsurance markets
is another factor that will influence margins
importantly for some brokers.

We believe that the soft market could
shave 2% to 4% from the peak pretax mar-
gins achieved in 1987. We base this relatively
optimistic forecast on our expectation that
the quality of cost controls has improved ap-
preciably. It also appears that the rate of in-
flation will not much exceed 4% to 5%,
though this seemingly modest rise impedes
cost control in a people-intensive enterprise.

If our postulated margin decline is correct,
then earnings may be quite well-sustained in
the present soft market. Moreover, the pub-
licly owned brokers would be well posi-
tioned to regain or match 1987's cyclical

Bl Insurance Index

Insurance industry stocks continued to climb
last week, as the Business Insurance Index
rose 1.4 points to 454.4 on Oct. 13, from 453 on
Oct. 6. Advancing issues were led by Tokio
Marine & Fire Insurance Co. Ltd., up 12.9%; Se-
lective Insurance Group Inc., up 7.4%; Sears,
Roebuck & Co. (Allstate), up 7%; Argonaut
Group, up 6.5%; and United States Fire & Ca-
sualty Co., up 6.4%. Declining issues were led
by Berkshire Hathaway Inc., down 20.2%; Bald-
win & Lyons Inc., down 5.6%; Phoenix Re Corp.,
down 3.8%; Alexander & Alexander Services
Inc., down 3.7%; and Arthur J. Gallagher & Co.,
down 3.6%. The most active issues were: Sears,
Roebuck & Co. (Allstate), 5.4 million shares
traded; Farmers Group Inc., 2.5 million shares
traded; and ITT Corp. (Hartford Group), 1.3 mil-
lion shares traded. The Business Insurance
Index gained a slight 0.3% for the period, trail-
ing the leading market indicators: The Standard
& Poor’'s 500 gained 1.3%; the Dow Jones 30
Iindustrials were up 1.2%; and the New York
Stock Exchange Composite rose 0.9%.

British Issues
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You won't hear that from Zurich-American. What you
will hear are solid ideas on how to help build your
property insurance business.

Zurich-American has special territorial and
account management teams that know about your
marketplace —and know how to help you reach it.
And because we're committed to writing property
business, Zurich-American can help you make the
most of a wide range of products —from com-
mercial packages to boiler and machinery through
excess property and large lines.

Which is just one more creative approach to
better insurance. And one you can depend on. from

ZURICH-AMERICAN
American Creativity. Swiss Dependability.

ZURICH-AMERICAN INSURANCE GROUP
Zurich Insurance Company - American Guarantee and Liability Insurance Company « Schaumburg, IL 60196

A MEMBER OF THE WORLDWIDE ZURICH INSURANCE GROUP



