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11 reinsurers can void contracts
with Union Indemnity, judge rules

NEW YORK-—Eleven surety bond
reinsurers of Union Indemnity Insur-
ance Co. can rescind their contracts with
the insolvent insurer, a New York trial
judge has ruled. ,

The 11 reinsurers can void their con-
tracts because the Frank B. Hall & Co.
Inc. subsidiary misrepresented its finan-
cial condition and methods of operation
when it entered into the reinsurance
contracts, Judge Ira J. Gammerman
ruled last week.

Continued on next page

Earthquake may turn market

Insured loss won't top Hugo'’s

Reinsurance
rates may rise
by year-end

The combination of last week’s California
earthquake and Hurricane Hugo will lead to
higher property insurance prices for U.S.
companies, many observers contend.

Even though the earthquake was not the
“Big One" long feared by insurers, the com-
bination of two major disasters in less than a
month will cause catastrophe property rein-
surance rates to inecrease during year-end re-
newals, say underwriters and brokers. That,
in turn, means U.S. property insurance rates
are almost certain to rise next year, if not at
the end of this year, they say.

Others agree. For instance, investors, evi-
dently believing the earthquake will cause

#the commercial property/casualty insurance
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market to turn, snapped up insurance-re-
lated stocks last week (see related story).

Although all observers note that it is far
too early to accurately assess the damage from
the quake, which registered 6.9 on the Richter
scale, most observers say insured losses will not
top those caused last month by Hurricane Hugo.
Observers originally estimated losses stemming
from Hugo at about $4 billion, but those esti-
mates could increase.

And many pointed out that it was too early
to accurately assess market trends, because
no solid damage estimates from the quake

The quake damaged businesses and
San Francisco Bay Area landmarks.

had been released and because reinsurers
and brokers were struggling last week to
reinstate reinsurance programs, in some
cases for the third time in the past month.
While damage from last week’s quake
may not be as large as feared, the catas-
Continued on page 37

AIG units appeal
Oregon suspensions

By MEG FLETCHER

Insured losses from last week's California
earthquake probably won't exceed the esti-
mated $4 billion in insured damages caused
by Hurricane Hugo last month, in part be-
cause many property owners lack earthquake
coverage.

However, almost all observers said last
week that it was too early to even attempt to
calculate damage from the earthquake,
which killed more than 200 people and da-
maged thousands of businesses and homes
in the San Francisco Bay Area.
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And, many warn that any early damage es-
timates may increase as business interrup-
tion losses grow and structural damage not
visible at first glance is discovered.

The Rahway, N.J.-based Property Claims
Services division of the American Insurance
Services Group does not expect to have an
initial industrywide estimate of insured
damages until later this week.

However, the Tustin, Calif.-based Western
Insurance Information Service last Friday
estimated total insured and uninsured dam-
age from the quake could reach $10 billion.
WIIS based its estimate on extrapolations
from previous quakes and reports from
throughout the San Francisco Bay Area.

John J. Byrne, chairman and chief execu-
tive officer of Fireman’s Fund Corp. in No-
vato, Calif., estimated that insured property
damage from the quake would total $2
billion to $2.5 billion.

“Our best reasonable estimate is that it
will not be as big as Hugo,” he said.

In a report released Friday, San Franciseco
Mayor Art Agnos’ office said the city's De-
partment of Public Works estimated that in-
sured and uninsured property damage in San
Francisco alone will exceed $2 billion, ex-
cluding damage to the Embarcadero Freeway
and Interstate 280. Private homes and bu-
sinesses account for about $1.5 billion in
damage, while damage to public buildings
and the city’'s infrastructure is pegged at

e about $500 million.
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Continued on page 38

‘Bad news’ drives up
insurer stock prices

PORTLAND, Ore.—Six American International Group Inc. affili-
ates are fighting proposed 18-month suspensions that effectively
would prohibit the insurers from writing new workers compensa-
tion insurance business in Oregon.

The suspensions, now on appeal, were scheduled to go into effect
last Friday.

The AIG units’ “‘blatant disregard” for Oregon’s record-keeping
requirements and failure to promptly pay workers compensation
benefits to injured employees led to the proposed suspensions, said
Matt Hennessee, administrator of the Workers’ Compensation Divi-
sion of the Oregon Department of Insurance and Finance.

Mr. Hennessee proposed the suspensions under Oregon’s workers
comp law because regulators repeatedly have fined AIG insurers
for such violations during the past six years. Although the insurers
have paid the fines, they have not changed their business practices,
he charged.

A spokesman for AIG, which is the sixth-largest workers comp in-
surer in Oregon with 2.15% of the market, declined to discuss the
merits of the allegations. However, he emphasized that the proposed
suspensions would not affect current policies, which the companies

Continued on page 35

By JUDY GREENWALD

NEW YORK—Insurance industry
stocks are rising despite the losses
from last week's California earth-
guake and the Friday the 13th
stock market crash.

Investors apparently believe the
earthquake, because it struck so
soon after Hurricane Hugo, will
pressure property/casualty insur-
ers to raise rates, stock analysts
and insurer officials say.

“This is a perverse industry. Bad
news is what drives the stocks up,”
said Udayan Ghose, an analyst
with Shearson Lehman Hutton in
New York.

Observers point out that insur-
ance brokers’ and reinsurance
stocks fared particularly well.

Brokers, they note, benefit from
higher insurance rates without

having to be concerned about un-
derwriting losses. And stock mar-
ket investors anticipate that the
earthquake and Hurricane Hugo
will help reinsurers by encourag-
ing insurers to buy more cata-
strophic reinsurance coverage.

In addition, most insurer stocks
were not severely hurt by the Oct.
13 stock debacle, during which the
Dow Jones 30 Industrials slid 190
points, observers point out.

“I think the whole thing was a
kind of a blip," said Jeifrey Cohen,
an analyst with Goldman Sachs in
New York.

Insurers’ own stock market port-
folios were not severely hurt Oct.
13, analysts say. Common stocks
account for only a minor portion of
insurers’ stock portfelios and any
stock losses were more than offset
by the improvement in insurers’

bond holdings, they say.

“It’s minor league, no impact,”
said Gerald E. Lewinsohn, a vp
and analyst with Merrill Lynch
Capital Markets in New York.

Investors’ interest in property/
casualty stocks after the earth-
quake is a reaction that “bad news
is good news as far as how it could
affect the insurance cycle,” said
Michael Lewis, first vp with Dean
Witter Reynolds in New York.

Even the stocks of insurers with
widespread earthquake exposures
did well last week because the ex-
posure is a defined loss in terms
of absolute dollars and the quake
is viewed as a pressure that will
help stabilize the cycle, if not ac-
tually turn rates upward, said Mr.
Lewis.

People are seeing the earthquake

Continued on page 4
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Union Indemnity reinsurers win

Continued from previous page

The reinsurers estimate that losses from Union Indemnity’s surety
bond business could total $160 million to $200 million.

The reinsurers used as evidence information contained in the New
York Insurance Department’s lawsuit against Hall, which charged the
broker was responsible for Union Indemnity’s collapse. Hall will pay
$48.5 million to settle that suit (BI, June 5).

Among other things, Judge Gammerman said that “material omis-
sions as well as misrepresentations occurred, that Union officers and
directors were aware of the operations and financial condition of the

~ company” and that “had a reinsurer been aware of insolvency, it cer-
tainly would not have underwritten the sum encompassed by reinsuring
the bankrupt company.”

The reinsurers are: Allianz Syndicate of the defunct New York
'Insurance Exchange; American Centennial Insurance Co.; Atlas As-
surance Co. of America; First Horizon Insurance Co. Ltd.; GTE REin-
surance Ltd.; KCC New York Syndicate Corp., also an NYIE syndicate;
Kansa Reinsurance Co.; The 1792 Co., also an NYIE syndicate; Puritan
Insurance Co.; Republic Insurance Co.; and Simcoe & Erie General
Insurance Co.

Union Indemnity was found insolvent by $138.5 million as of year-
end 1984 and ordered into liquidation in July 1985.

Mutual Fire sues auditor

HARRISBURG, Pa.—Mutual Fire, Marine & Inland Insurance Co.'s
rehabilitator has filed a $300 million lawsuit against Peat Marwick
Main & Co., the insurer’s former auditor.

The suit, filed Oct. 4 in Commonwealth Court of Pennsylvania
in Harrisburg, charges that Peat Marwick was negligent in its audits of
Mutual Fire, which was ordered into rehabilitation in December 1986. A
Pennsylvania Insurance Department audit found Mutual Fire insolvent
by $441.5 million as of year-end 1988.

Lawyers for the Pennsylvania department last week also sought
to have a federal court in Philadelphia dismiss a separate lawsuit
filed against Peat Marwick by Mutual Fire policyholders (BI, Sept.
4), arguing that the department has sole authority as Mutual Fire's
rehabilitator to bring such an action.

The department also has asked a Commonwealth Court judge to
hold lawyers for the Mutual Fire policyholders’ committee in con-
tempt for allegedly breaching several court orders, including a con-
fidentiality order covering information the policyholders’ lawyers used
in filing the class-action suit against Peat Marwick.

“Neither I nor my firm has ever violated a single order of the
Commonwealth Court,” said Richard Brown, a lawyer with the Wash-
ington, D.C., firm of Spiegel & MecDiarmid representing the policyhold-
ers committee,

Mr. Brown added that he will fight the department’s efforts to inter-
vene in the policyholders’ suit.

Forum Re merger abandoned

CONCORD, Mass.—After floating three successive reorganization
proposals over the last year, Forum Re Group Inc. and Forum Re Group
(Bermuda) Ltd. have scrapped plans to merge.

Forum Re Group Inc. directors announced the decision last week
after determining that the merger could not be consummated by the
end of the year as proposed.

Under the last merger plan, which was announced in July, sharehold-
ers of Forum Re (Bermuda) were to receive shares of Forum Re Group
Inc., which then would change its name to Aneco Group Inc. Aneco
Group was to have been headed by Jonathan Crawley, current president
of Aneco Reinsurance Underwriting Ltd., a Forum Re (Bermuda) affili-

» ate.

Mr. Crawley said delays in obtaining opinion letters from invest-
ment bankers—and the likelihood the Securities and Exchange Com-
mission would require audited year-end 1989 financial information be-
fore clearing the merger—meant the deal probably could not have been
concluded before August 1990. That kind of delay would have caused
“the marketplace to throw up their hands in despair and say ‘good
heavens, this is never going to happen’ " Mr. Crawley said.

Forum Re (Bermuda) directors were scheduled to meet Friday to dis-
cuss future plans, Mr. Crawley said. An announcement on those plans is
expected to be made today, he said.

Forum Re (Bermuda) is controlled by Forum Reinsurance Co. Ltd., a
Bermuda reinsurer controlled by Mark G. Hardy, who is also the con-
trolling shareholder and chairman of Forum Re Group Inc., a holding
company for several U.S. property/casualty insurers.

Briefly noted

The U.S. Supreme Court has refused to hear an appeal of a lower
court’s dismissal of a racketeering lawsuit filed by the liquidators
of Bermuda-based Mentor Insurance Ltd. against Mentor parent
Ocean Drilling & Exploration Co. and 10 other defendants. . . .Risk
retention groups will write $399.1 million in premiums in 1989, up
nearly 60% from the $250.2 million they wrote last year, estimates a
recent survey. Of 66 risk retention groups formed to date, 14 have been
formed this year, according to the survey by the Pasadena, Calif.-based
Risk Retention Reporter. . . The Louisiana Insurance Department has
succeeded in freezing a Swiss bank account containing more than $1
million in assets of the insolvent New England International Surety
of America Inc. The Louisiana department also has seized control of
Omne Re, a Belgium-based affiliate of New England Interna-
tional. . . .The Senate has confirmed David Ball, former senior vp with
AMAX Inc. in Greenwich, Conn., as the new chief of the Labor Depart-
ment’s Pension and Welfare Benefits Administration.

Errors and omissions

® Health maintenance organizations that have not received a
questionnaire to be listed in the Business Insurance Directory of
HMOs and PPOs should call Sara Harty at 312-280-3195. An incor-
rect phone number was given in the Oct. 16 issue.

U.S. court finds cover
for state cleanup order

By STACY ADLER

NEW YORK—The costs of re-
sponding to a government order to
clean up polluted property are in-
surable, according to ths 2nd U.S.
Circuit Court of Appeals.

In a unanimous decision, the
three-judge panel ruled Wednes-
day that the term ‘“damages” in
comprehensive general liability
policies applies to the costs of com-
plying with government-mandated
cleanups.

The decision marks the first time
a federal zppellate court has ruled
that a letter from a state environ-
mental protection agency naming a
policyholder as potentially respon-
sible for a hazardous waste site is
the equivalent of a lawsuit for in-
surance purposes.

Attorneys say the 2nd Circuit’s
decision will tremendously help
policyholders nationwide litigating
with insurers over coverage for the
costs of complying with governm-
ent-mandated cleanups.

Previously, both the 8th U.S.
Circuit Court of Appeals and the
4th U.S. Circuit Court of Appeals
ruled that the costs of complying
with government-mandated
cleanups are not insurable under
CGL policies (BI, March 7, 1988;
July 27, 1987).

In the case before the 2nd Cir-
cuit, Hartford, Conn.-based Tra-
velers Indemnity Co. argued that

the CGL insurance it wrote for
New Orleans-based Avondale In-
dustries Inc. does not cover the
costs of complying with a cleanup
order from the Louisiana State De-
partment of Environmental Qual-
ity. The agency named the policy-
holder as potentially responsible
for a multimillion-dollar cleanup
of petroleum products and chemi-
cal compounds that Avondale han-
dled.

‘We have little trouble
viewing this
administrative
proceeding as a suit,’
says the court.

The Travelers Corp. unit insured
Avondale from 1975 to 1984, pro-
viding approximately $2 million in
coverage each year, according to
Avondale attorney Hugh Fryer of
Fryer, Ross & Gowen in New York.

Whether the policy limits are to
be applied on a per-occurrence
basis or on a per-year basis is
being disputed.

The Travelers CGL policy states
that Travelers “will pay on behalf
of the insured all sums which the
insured shall become legally obli-
gated to pay as damages.”

Travelers and several amicus
curiae briefs strenuously argued
that the term ‘““damages"” in Avon-
dale’s policy means only monetary
judgments awarded by a court.

But the 2nd Circuit disagreed.
“The term damages is not defined
in Travelers’ policy. Damages not
being given any more limited defi-
nition in the policy must be con-
strued to include the remedial
costs that may be imposed on
Avondale by the State of Louisi-
ana,” the court said.

“Moreover, viewed from the in-
sured’s perspective, we think an
ordinary businessman reading this
policy would have believed himself
covered for the demands and po-
tential damage claims now being
asserted in the Department of En-
vironmental Quality administra-
tive proceeding,” the court con-
cluded.

Travelers also argued that the
Louisiana Department of Environ-
mental Quality's letter was not a
lawsuit and thus did not obligate
the insurer to defend Avondale.

But, the court disagreed: “We
have little trouble viewing this ad-
ministrative proceeding as a suit,"”
the court said.

The court noted that the letter
from the Louisiana department
was more than an invitation to
Avondale to voluntarily partici-
pate in the cleanup. The letter was

Continued on page 38

Budget debate imperils
some benefit proposals

By JERRY GEISEL

WASHINGTON—The Senate’s
decision this month to strip hun-
dreds of provisions from a budget
reconciliation bill could stall or
even kill benefit-related proposals
eagerly scught by employers.

The most important benefit pro-
visions deleted from the budget
reconciliation bill, later passed by
the Senate on a 87-7 vate, include
total repeal of Section B9 and a
provision allowing companies to
use excess assets from overfunded
pension plans to pay far retiree
health care expenses.

Even though Section 89 repeal
and pension asset transfers are in-
cluded in a budget reconciliation
bill passed earlier by tae House of
Representatives, benefit experts
are skeptical that these provisions
will survive when congressional
conferees meet this month to work

Inside

out differences between the two
bills.

Meanwhile, because certain
other benefit provisions also are
included in only the House or the
Senate budget bill—not both—the
fate of those provisions is not yet
clear, experts say. Those provisions
include:

@ Repeal of the Medicare Cata-
strophic Act. The House last
month, as part of its budget recon-
ciliation bill, voted to repeal the
1988 law that substantially ex-
panded both hospital and phys-
ician benefits for retirees. The
Senate, though, voted as part of a
separate bill to retain the ex-
panded hospital benefits.

® Higher PBGC premiums. The
Senate budget bill would increase
the annual base premium the Pen-
sion Benefit Guaranty Corp.
charges employers with fully and
overfunded pension plans. The

House budget bill lacks a compara-
ble provision.

® Pension asset reversions. The
House budget bill would bar em-
ployers from recovering surplus
assets after terminating over-
funded pension plans. Instead, any
surplus assets would go to partici-
pants following a plan termina-
tion. A comparable provision was
stripped from the Senate bill.

® Educational assistance bene-
fits. The House bill would retroac-
tively extend through 1991 Section
127 of the Internal Revenue Code,
which had allowed employees to
receive up to $5,250 in tax-free
educational assistance benefits
from their employers. Section 127
expired on Dec. 31, 1988. The Sen-
ate budget bill had an identical ex-
tension of tax-free educational as-
sistance benefits, but that
provision was deleted.

Continued on page 33

in RMIS Commentary. PAGE 23

Departments

Advertiser index .......c.c..ocunune

» This week's editorial expresses hope that the removal
of extraneous benefit provisions in the budget bill signals an
end to what has become a scandalous tradition. PAGE 8

+» A national health care policy can succeed only if myr-
iad state and local rues governing health plans are pre-
empted, a multiemployer plan lobbyist says. PAGE 21

¥ The drive to contain costs is behind the merger of
EBIS and RMIS systems, says consultant David A. Tweedy

» Self-insured emplcyers do not need a TPA to shield
them from employee complaints, an employer says at the
Self-Insurance Institute of America conference. PAGE 28

A.R.M. exercises 24
AP BEBUB o siiiming st v s et s e 10
Benefit beat el
Bermuda briefs ..... e 20
Classifieds . . - .34
Comings & goings: industry - " -
Datebook.... : : =31
Insurance services guide ... =5 38
Legal briefs . .24
Letters........ ! . . > sl
Opinions.......... T A A R R e R e et RO o N 8
Perspectives w23
RMIS commentary ... 23
Ticker ... i .39
WaSHINOION et sanas s e i e rssn 25

Vol.23, No.43—Business Insurance (ISSM 0007-6864) is published weekly
by Crain Communications Inc., 740 N. Rush St, Chicago, Ill. 60611-2530.
Second-class postage is paid at Chicago, I, and at additional mailing of-
fices. Postmaster: Send address changes to Business Insurance, Circulation

.28

W, 965 E.

1 Ave., Detroit, Mich. 48207; 800-992-9970 or

=
313-446-1611. Copyright 1989 by Crain Communications Inc.




LSRRIt ao Aol WiLE, UVLLUUCL 4, 1J09 /7 O

House panel seeks Miro probe
Feds asked to investigate former Transit MGA

By DOUGLAS McLEOD

WASHINGTON—A congressional subcommittee is asking
the Justice Department to launch a criminal fraud investiga-
tion of Carlos I. Miro in the wake of allegations that he plun-
dered Transit Casualty Co. and Anglo-American Insurance
Co. of Louisiana.

In an Oct. 10 letter to U.S. Attorney General Richard L.
Thornburgh, the House Oversight and Investigations sub-
committee alleges that Mr. Miro, a former Transit managing
general agent, diverted millions of dollars in Transit premi-
ums to his Dallas-based agency and to an offshore reinsurer
he controlled.

After Transit failed in 1985, Mr. Miro formed Anglo-
American and diverted millions of dollars more through high
salaries, lavish expense accounts, loans and other means, the
subcommittee’s letter alleges.

Mr. Miro’s activities—and those of four associates also
named in the letter—may involve violations of federal mail
and wire fraud statutes and other federal criminal laws, ac-
cording to the letter, which was signed by subcommittee
Chairman John D. Dingell, D-Mich., and ranking minority
member Thomas J. Bliley Jr., R-Va.

Separately, the Cuban-born, 35-year-old Mr. Miro—a non-
U.S. citizen who travels on a Mexican passport—is the sub-
ject of investigations by the Immigration and Naturalization
Service and the Internal Revenue Service.

Mr. Miro could not be reached for comment on this story.

J. Albert Kroemer, Mr. Miro's attorney and one of the Miro

associates named in the subcommittee’s letter, said: “It's
fairly clear what the subcommittee wants to do is try Carlos
in the press.”

In a subsequent written statement, Mr. Kroemer said: ‘It is
a sad day when the arrogance of power exercised by a single
congressman like Mr. Dingell. . .results in a media campaign
which negatively impacts so many innocent people.”

Mr. Kroemer's statement also expressed confidence that
the allegations against Mr. Miro and his _
associates—including Mr. Kroemer him-
self—will be found to be unsubstantiated.

Mr. Miro himself had issued a press re-
lease on Sept. 27 rebutting the charges.

“I have been, in essence, depicted as
some evil wizard or whiz-kid responsible
for all of the insurance industry's woes,
basically the ‘Ollie North’ of the Transit
Casualty demise and the ‘Jim Bakzer' of
Anglo-American Insurance Co.,”" Mr.
Miro’s statement said. ‘“This is ridicu-
lous.”

The subcommittee’s letter to the Justice Department fol-
lows a series of hearings earlier this year on the 1985 collapse
of Transit Casualty and the January 1989 failure of Anglo-
American, which is unrelated to a London-based insurer of
the same name managed by H.S. Weavers (Underwriting)
Agencies Lid.

One hearing focused on Mr. Miro's activities as an MGA for
Transit and later as the founder of Anglo-American and ma-

Mr. Miro

jority shareholder of its parent company (BI, April 10).

Missouri-domiciled Transit is now estimated to be insol-
vent by as much as $2.5 billion, while Anglo-American was
declared insolvent by $19 million.

This year’s hearings were the latest in an ongoing subcom-
mittee inquiry into insurer insolvencies and the adequacy of
insurance company regulation.

Hearings last year on the collapse of Mission Insurance Co.
resulted in a similar request for a Justice Department inves-
tigation into possible mail fraud violations by Mission execu-
tives (BI, Dec. 19, 1988; Sept. 19, 1988).

However, prosecutors dropped the Mission inquiry after
finding that statutes of limitations on possible charges had
expired, according to subcommittee correspondence.

At an April 5 subcommittee hearing, Transit's receiver tes-
tified that Mr. Miro’s tenure as an MGA was marked by
abuses of underwriting authority and the disappearance of
millions of dollars in ceded reinsurance premiums into three
offshore reinsurers, all named Lafayette Reinsurance Co.
Ltd.

A Louisiana Insurance Department representative also tes-
tified that Mr. Miro systematically looted Anglo-American
through a combination of management fees, loans to affili-
ates, reinsurance ceded to an Irish company Mr. Miro is be-
lieved to control and lavish salaries and expense allowances.

For example, Anglo-American ceded $5 million to Anglo-
American International Reinsurance Co. Ltd. of Dublin, Ire-
land, which has since failed to pay any of the more than $3.7

Continued on page 36

Louis for the Council on Employee Benefits conference.

Managed care

to be norm in '90s,
health experts say

By CHRISTINE WOOLSEY

ST. LOUIS—Employers battling continuously rising health care
costs will have some innovative weapons at their disposal as they

enter the 1990s, employee benefit experts say.

Increased emphasis on managed care, the introduction of practice
guidelines or protocols for health care providers and improving how
health care providers are selected by employers and employees will
augment other tools in employers’ health care cost control arsenal.

The 1990s will be the decade of managed care, said several speak-
ers at the Council on Employee Benefits’ 43rd annual fall confer-

ence, held Oct. 11-13 in St. Louis.

“I think we all know that the point-of-service indemnity plans
are dead,” said Joseph W. Duva, corporate director of employee
benefits at Morristown, N.J.-based Allied-Signal Inc. and president

of CEB.

Dr. Paul M. Ellwood Jr., chairman of Interstudy, a health care
research firm in Excelsior, Minn., agreed, telling the nearly 300
“in the next five
years, you will experience more change in health care than the

Continued on page 10

benefit managers attending the conference that

Benefit managers from Fortune 500 companies met in St
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New vesting schedules
‘non-issue’ for employers

By MICHAEL SCHACHNER

Faster pension plan vesting
schedules that go into effect this
year under the 1986 tax reform law
will mean only small additional
costs for employers’ pension plans,
according to benefit managers and
consultants.

Most employers’ and pension
plans' costs will increase only from
0.5% to 5% because there will not
be a significant number of addi-
tional plan participants vesting
under the faster vesting schedules
due to high employee turnover
rates, benefit managers and con-
sultants explain.

In fact, faster vesting schedules
are such a “non-issue,” as one ben-
efit consultant put it, that employ-
ers are not conducting full-scale
communication blitzes to inform
pension plan participants of vest-
ing changes, consultants and bene-
fit managers note.

Indeed, the administrative has-
sles associated with the faster
vesting schedules—such as com-
plying with new pension plan and
Social Security integration rules—
concern employers more than the
cost increases, experts point out.

“Vesting cost increases are less
of an issue than the administra-
tive hassles associated with track-
ing down who is vested and who
isn’t, especially in a financial in-
stitution like ours with a high rate
of turnover,” observed Lew Gar-
ner, vp-employee benefits with
Barnett Banks Inc. in Jacksonville,
Fla.

The sweeping Tax Reform Act of
1986 requires employers to fully
vest pension plan participants
within seven years. Previously, em-
ployers had been able to vest pen-
sion plan participants over as long
as 15 years, with many employers
opting for 10-year graded or cliff
schedules.

Hurricane Jerry hits Texas

Under the new vesting require-
ments, employers can choose to
vest plan participants under a
variation of any two minimum
vesting schedules:

® Under a seven-year graded
schedule, the employer must vest
participants at 20% after three
years and by an additional 20% in
each subsequent year.

® Under the five-year vesting
schedule, plan participants must
be fully vested after five years.

Under the minimum five-year
vesting schedule, employers can
opt to for either graded vesting,
similar to the seven-year vesting
schedule, or cliff vesting, under
which plan participants are not
vested at all until the fifth year,
when they become 100% vested.

Employers do not have the option
of a seven-year cliff vesting schedule.

Employers also can implement fas-
ter vesting schedules.

Continued on page 27

Storm’s damage limited

By MICHAEL BRADFORD

GALVESTON, Texas—Property insurers, facing
billions of dollars of claims from Hurricane Hugo and
last week’s California earthquake, aren’t anticipating
a heavy hit from a storm that struck the Texas coast
just three weeks later.

Hurricane Jerry blew ashore on Galveston Island
Oct. 15 with sustained winds of about 80 mph and,
after raking that resort community, moved north
striking Galveston, Texas City and Baytown.

Galveston was the hardest hit, with an estimated
$8.25 million in insured and uninsured damage, say
city officials.

Damage in Baytown, including the cost of overtime
for city workers, is expected to be less than $2 million,
said a city spokeswoman. Texas City officials estimate
repair costs at $500,000.

The relatively light damage follows the fury of Hugo,
which left an estimated $4 billion in insured property
damage in the Caribbean and along the East Coast (BI,
Oct. 2; Sept. 25).

State Farm Mutual Automobile Insurance Co. and its
affiliates will apparently pay the majority of claims
from Hurricane Jerry. An estimated 7,500 claims will

cost about.$5.7 million, said a spokesman.

That amount pales when compared to the estimated
$475 million in claims Bloomington, Ill.-based State
Farm expects from Hugo.

“As hurricanes go, this was not a real strong one. We
didn’t need another huge hurricane right after Hugo.
We’re not happy about another $5.7 million, but com-
pared with Hugo, that is small,” the spokesman said
last week before the earthquake rocked northern Cali-
fornia.

State Farm did not set up a “special disaster opera-
tion” following Jerry, he said, but sent some Texas-
based adjusters who were working on claims in the
Carolinas to assess damage “‘in their own back yard.”

Claims payments are expected to be ‘‘quite light" for
Hartford, Conn.-based Travelers Corp., according to a
spokesman. ‘We’re quite pleased.”

“This one was concentrated in one area and didn’t
cause the damage that it could have if it had been
more spread out,” said the Travelers spokesman. A few
adjusters were sent to the scene, he said.

“Losses will be rather light,” said a spokesman for
Nationwide Mutual Insurance Co. of Columbus, Ohio.
Figures for Jerry-related damage were unavailable.

Continued on page 35
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Insurer stocks

Continued from page 1

‘“as another ever.t in the demise >f
the soft market,” agreed Gordon D.
Luce, an assistant manager with
Brown Bros. Harriman & Co. in
New York.

‘“As a stand-a.one event, I don't
think tkis earthquake is terribly
meaningful,” but is is significant
because it follows Hugo and other
catastroohes, said Mr. Ghose.

The two natural disasters are
viewed a3 removing excess capital
that has been “’sloshing around”
the progerty/casualty insurance
industry, said Gloria Vogel, an &s-
sociate director at Bear Stezrns &
Co. Inc. in New York.

The feeling is that the earth-
quake will turn the cycle, said
Merrill Zynch's Mr. Lewinsohn,
who addad, thcugh, that he dces
not see why it should as long as
insurers continue to have r2ason-
able profit levels and excess capi-
tal. “¥ou're tzlking psychology

more than anything else,” he said.

A gocd proportion of stock ana-
lysts and portfolio managers have
missed the good miarket the prop-
erty/casuelty stocks have enjoyed
all yea- and are now looking for a
reason 2o get back into the stocks,
accord 1g to Eobert Branche of the
Branzke Research Group in Mor-
risville, Pa,

“I ~hink they seized on :he argu-
ment” thet rates will now turn up,
h= szid. “I think they're using it
basicaily as a reason for buying th2
stocks.™

Investors are predicting on their
own t-at rates will rise, said a
CIGI 4 Corp. spokesman. “I have
not Feard of any company spokes-
men szy that they will ircrease
prices because of this,” he said.

Thz earthquake and Hugo ‘“un-
dersccre the need for long-term
adequate rates to cover these un-
usual eveats,” he said.

“We're a little nervous about”
tae iazurer stack rally, said Joanne
Moriissey, a orincipal and analyst

with Firemark in Morristown, N.J.
Prices will tighten as a result of the
catastrophes, she conceded, adding
that Firemark believes that “rein-
surance companies are tie way to
look right now."”

However, because the earth-
quake’s final toll is unknown, “I
think the stock market may have
overreacted a bit,” espz2cially on
prices for the ‘“‘bread-ar.d-butter”
property/casualty compznies, said
Ms. Morrissey.

“Until anybody knows for sure, I
thinx it’s  little foolharcy to pump
a lot of money into property/ca-
sualzy stocks unless you'~e ready to
pull out at a moment’s notice,” Ms.
Morzissey said.

Brokerage and reinsurance
stocks did particularly well last
week, observers note.

Several insurance-relzted stocks
hit £2-week highs on Thursday, in-
cluding Chubb Corp., up $1.75 in
trading Wednesday and Thursday
to close at $82.25; Archur J. Gal-
lagher & Co., up $3, "o $26.13;

General Re Corp., up $5.88 to
$89.63; Marsh & McLennan Cos.
Inc., up $7 to $79.75; and NAC Re
Corp., up $3.25 to $39.

Other insurance-related stock
that increased on Wednesday and
Thursday included American In-
ternational Group Inc., up $7.25 to
$106.63; Alexander & Alexander
Services Inc., up $3 to $33; and
Corroon & Black Corp., up $2.88 to
$38.50.

It is “pretty clear” that “any-
thing that's good for pricing is
good for the brokers, and there's
no offset in terms of losses they've
got to pay,"” said Goldman Sachs’
Mr. Cohen.

Reinsurers are doing well be-
cause investors expect primary in-
surers to by more reinsurance in
light of the catastrophes, he said.

The gains in insurance industry
stocks last week come on top of
the sector’s above-average perfor-
mance amid the Friday the 13th
market turmoil.

“They certainly did do well rela-

- TooMany
AreInThe

USFrms
Dark About

elr Foreign Exposures,

A lot of American businesses
have foreign exposures they don’t
even know about. Consider the many
businesses without a single office in
a foreign country. But the staff trav-
els. So do the products. International
risks—and potential coverage gaps—
may result.

The fact is, domestic coverage
doesn’t travel well, if it travels at all.
And insuring certain foreign expo-
sures under a domestic policy can be
expensive. Even worse, arranging
foreign coverage without the right
guidance can lead to bigger—and
costlier—surprises.

That’s why you should rely on
Hartford Fire International—a com-
pany that understands both domestic
and international markets.

HFI can provide a complete line
of primary property/casualty prod-
ucts along with excess and umbrella
coverages. All tailored to meet spe-
cial needs. All from a single source.

And between our wholly owned
foreign operations and correspondent
companies, our customers get the sta-
bility and worldwide service they
expect from The Hartford.

If you're in the dark about for-
eign exposures, let us shed some
light on the subject. For the HFI
Office nearest you, call James Leber,
Senior Vice President, at
1-800-533-STAG (In
Connecticut, 547-3030).

HARTFORD FIRE
INTERNATIONAL, LTD.
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tive to the market, and in most
cases the insurance stocks did a
whole lot better than the market,”
said Ms. Morrissey.

She noted, for instance, that
W.R. Berkeley Co., which is traded
over the counter, went up 25 cents
on Oct. 13 to $42.25.

“I think insurance stocks reacted
very well when the market had its
so-called crash,” said Ms. Mor-
rissey.

Mr. Luce said insurance stocks
outperformed the market overall
because the Federal Reserve Board
indicated it may ease the money
supply and bring down interest
rates.

Insurance companies thrive on
low rates because they boost the
value of insurers’ bond portfolios
and there is less temptation to en-
gage in cash-flow underwriting,
said Mr. Luce.

However, some insurers were hit
particularly hard Oect. 13, includ-
ing AIG, which dropped $7.25 to
$97 but rebounded to $106.63 by
Oct. 19. :

An AIG spokesman noted that
because AIG is part of the Stan-
dard & Poeor's 500, it is subject to
program trading and was automat-
ically sold in some cases when the
market dropped.

Ms. Vogel noted that General Re
Corp. and Marsh & McLennan Cos.
Inc. also are often included in pro-
gram trades. .

Some stocks like AIG “were sell-
ing off highs,"” said Mr. Lewis, not-
ing the stocks did not come “any-
where near” losing all their 1989
gains.

Mr. Luce also attributed the AIG
drop to profit taking, because the
stock had enjoyed a ‘‘good run' in
the couple of weeks before the
crash.

Analysts and insurance officials
point out that the stock market
plunge had a minimal effect on in-
surers’ own portfolios.

Common stocks only account for
about 17% of insurers’ total in-
vested assets, said Sean Mooney,
an economist with the Insurance
Information Institute in New York.

An overall 8% decline in the
market translates into only a 1% to
2% drop in insurers’ portfolio
value, he said. “The overall portfo-
lio impact of the decline on Friday
i1s pretty minimal,"" said Mr.
Moaoney.

“They've lost some money in the
stock market, obviously, but not a
tremendous amount and, after all,
they made an awful lot this year,”
said Goldman Sachs’ Mr. Cohen.

Analysts also point out that any
declines in insurer stock holdings
probably were offset by improve-
ments in their bond portfolios,
However, since insurers report
bonds at book, not market, value,
any gains are not reflected in in-
surers’ results until the bonds are
actually sold.

“The hit in the stock market has
been more than offset by the gains
in the bond market,” said Shear-
son’s Mr. Ghose.

“It’s probably a wash,” com-
mented Mr. Branche.

Ms. Vogel noted that junk bonds,
which have come under pressure,
account for probably no more than
5% of insurers’ portfolios. But
“you've got to wonder” whether a
negative turn in the junk bond
market could affect the quality
bonds insurers hold, she said.

While insurers say they could not
pinpoint the net impact of the
stock market slump on their port-
folios, they do not believe it is sig-
nificant.

For instance, Sentry Insurance
Cos. of Stevens Point, Wis., may
have lost less than 0.5% of its sur-
plus when the market plunged,
said Sentry Vp and Treasurer Ber-
nard Hlavac.

“We just don’t have that much in
the way of equities and equity ex-
posure,” he said, adding that Sen-
try's equity market involvement
has been ‘‘very modest"” since the
company pulled back in 1985. B



HAT HAVE INSURANCE COMPANIES
BEEN PROMISING YOU LATELY?

Wias it big, made of green cheese
and hard to get your hands on?

We don't blame you if you're
skeptical.

After all, some insurance com-
panies that offer employee health
benefits will make unrealistic prom-
ises to get your business. Some will
even offer low initial prices. But the
end result is usually a big rate hike a
year later.

At NWNL Group, we don't do
business that way. We don't make
promises we cant keep. Nor do we
waste time, yours or ours, buying
business.

You see, we realize that we're not
the insurance company for everyone.

So we don't try to be.

We work with companies that
need more than pat, off-the-shelf
solutions to their benefit problems.

That means we're committed
to rolling up our sleeves to find an
employee benefit program that works
for your unique situation.

And to finding new ways to help
you control costs.

Case in point: our recent study
on rehabilitation showed that we can
save companies like yours $30 for
every $1 spent by rehabilitating dis-
abled employees.

If youd like our special booklet
—10 Ways To Cut Employee Benefit
Costs—call or write Rick Naymark,
NWNL Group, Box 20, Minneapolis,
MN 55440, (612) 342-7137

Remember, we won't promise
you the moon. But we will promise

you realistic, down-to-earth solutions.

i NWNLGROUP

Northwestern National Life Insurance Co.

NWNL Group is = division of Northwes-e-n National Life Insurance Company, Minneapolis, MN (nor admitted in the state of New York . The North Atlantic Life Insurance Cempany of America, Jericho, NY (a member of The NWNL Companies, Inc),
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CNA employees embrace LTC benefit

By MICHAEL SCHACHNER

An “overwhelming” 22.6% of
Chicago-based CNA Financial
Corp. employees have enrolled in a
new employee-paid long-term care
insurance program, company offi-
cials say.

CNA credits lower group rztes
for the response.

“Our employees are able to tace
advantage of group rates that are
lower than individual plans," =aid
Paul Rego, vp of CNA's Spezial
Risk Division in Chicago.

Long-term care insurance cc/er-
age is an “increasingly attractive
benefit for employees,” Mr. Zego
said.

Group rates vary accordirg to
plan the plan option selected, but
the group plan offers savings of
10% to 15% on average, said a CNA

I Benefit beat |

spokeswoman,

The long~-term care plan also
offers portabilit=: Employees who
leave the compary can retain- 2ov-
erage at the grcup rates thrcugh
dir=ct payments.

Ia addition, waen a particizant
pa.ls out of tks LTC program,
he or she will receive benefits ac-
c¢rred during the time of encoll-
Tent.

Hearly 3,300 of 14,500 eligible
CNA employees signed up for the
coverage, which is written by ZNA
suasidiary Continental Casvalty
Cc. of Chicago.

More than 1,60 spouses of em-
ployees also enr:lled.

The response rate is more than

double the initial enrollment in
any other announced LTC pro-
gram, according to the c¢ompany
spokeswoman.

Retirees and parents of employ-
ees and spouses up to age 79 also
are eligible for the company’s cov-
erage,

The group long-term care plan
provides participants with the op-
tion of home health care coverage,
adult day care center coverage and
nursing home coverage.

There is no prior hospitalization
requirement.

Coverage for home health care
and adult day care do not require
any previous stay in a long-term
care facility.

However, a participant must pay
for the first 15 days of home health
care services before benefits are
payable.

Plan participants may choose
from three benefit levels for nurs-
ing home and adult day care center
coverage: a $60 daily benefit, with
a $120,000 lifetime maximum ben-
efit; an $80 daily benefit, with' a
$160,000 lifetime maximum; or
$100 daily benefit, with a $200,000
lifetime maximum.

The maximum benefit available
for home health care coverage is
50% of the applicable maximum
benefit for nursing home cov-
erage.

For example, the maximum ben-
efit for home health care would be
$50 per day up to $18,250 per year
with a lifetime maximum of
$100,000.

“Theres a lot more
to this business
than just price.”

ups and downs.

Eadad
Royal '

Business cycles are a reality. That
means fluctuating prices and
unstable markets are inescapable.

But departing from quality and
value, especially during the down
cycles, is inexcusable.

At Royal, we believe in sensible
pricing and underwriting prac-
tices. Which means true value for
each insurance dollar, without
sacrificing the products and
services you have the right to
expect. Regardless of industry

Our customer orientation and
the operational and financial
stability to back it up are reasons
why Royal is top-rated in the
United States and around the world.

Bl &~ el

Willtam E Buckley. Chairman and Chief Executive Officer
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Insurance

9300 Arrowpoint Boulevard
Charlotte, NC 28217

The cost of coverage varies by
age of the policyholder and the
coverage selected.

In the case of a 45-year-old em-
ployee, the premium for a $60 daily
nursing home or adult day care
benefit would be $14.46 per month
under the group plan; the monthly
premium for an $80 daily benefit
would be $19.28 per month; and
the monthly premium for a $100
daily benefit would be $24.10 per
month.

For plan enrollees aged 35-39,
the premium for a $60 daily nurs-
ing home or adult day care benefit
would be $9.02 per month; the pre-
mium for an $80 daily benelit
would $12.02 per month; and
the premium for a $100 daily
benefit would be $15.02 per
month.

Payments are deducted directly
from payroll for employee coverage
and for spousal coverage.

Of the CNA employees who en-
rolled in the long-term care plan,
57% are between the ages of 30 and
45, and 25% are age 45-60.

Employees younger than 30 ac-
counted for 15% of the plan enrol-
lees, and those over 60 years old
accounted for 3%.

An enrollee’s age on average is
39.

Women account for 70% of those
obtaining coverage under the CNA
program.

Daycare benefit

The city of Southfield, Mich., is
the first municipality in the state
and one of only a few in the coun-
try to open a child care center for
city employees.

The Southfield Employee Child
Care Center, which opened Oct. 16,
offers care for up to 39 preschool
children as young as 6 months old.
The facility can handle up to 15
children aged 6 months to 3 years,
according to Jef Farland, deputy
director of the city parks and rec-
reation department.

The center, which is owned by
the Detroit suburb and operated by
the parks and recreation depart-
ment, charges parents of children
aged 6 months to 3 years $110
per week and parents of older
preschool children $85 per
week.

Mr. Farland said the rates are
“about middle-of-the-road com-
pared with what the private sector
charges.”

However, he acknowledged that
the rates are somewhat higher than
““‘one might expect’ for a city-
owned facility because the ratio of
counselors to children is better
than required by the state's day-
care center law.

The Southfield facility offers one
counselor for every three children
aged 6 months to 3 years and one
counselor for every eight older pre-
school children.

State required ratios are l-to-4
for infant/toddlers and 1-to-10 for
preschoolers.

The city’s child care facility has
$10 million of occurrence-based
general liability and public offi-
cials’ errors and omissions liability
coverage, with no aggregate, writ-
ten by the Michigan Municipal
Risk Management Authority, a
pool consisting of between 75 and
100 Michigan municipalities, ac-
cording to insurance agent Chris
Bowles, a principal with Bowles &
Foster Ine. in Southfield.

The facility's property coverage
is written by Great American In-
surance Co. The facility is covered
for replacement value, Mr. Bowles
said.

°
Made any benefit changes? Write to
Michael Schachner, Associate Edi-
tor, Business Insurance, 220 E.
42nd St., New York, N.Y. 10017-
5806; 212-210-0143.



IFYOURE

SPEN

We know youdon't have time to waste.

That's why we'd like to talk to you.

Briefly. About a less time-consuming way
. tomanage your health benefits program.

It's called PARTNERS National Health
Plans®

Our National Accounts Program helps
larger employers with multiple Jocations
streamline the number of unrelated health
plans they offer. With a national network |
of 31 HMOs. With one central contact to
coordinate your overall ﬁ)r%gram. With
benefit options and local a ministrative
Support for each location. With consol-
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idated billing to help you track costs.

You see, PARTNERS is the third largest
managed care company in America.
Backed by Aetna Life Insurance Company
and Voluntary Hospitals of America,Inc®

the largest network of not-for-profit hospi-

tals across the country. This brin gshos-
pital providers, physicians and the insurer
together as a team. A most efficient
arrangement. :

Now that didn't take long. And neither
will any of our representatives. We hope
youtalk to one about our National Accounts
Program. It will be well worth your time.

PARTNERS
National Health Plans |

To spend a minute with one of our representatives, call (800) 776-7602. Available for groups of 500 or more employees; intwo or more locations.
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Opinion

The kitchen sink, too

HAT WAS THE DEFINITION of a Vidalia

onion doing tucked away in a budget recon-
ciliation bill that the Senate was about to consider?
Sen. Phil Gramm, R-Texas, recently asked.

The same question could have been asked of hun-
dreds of other provisions, including restrictions on
pension plan asset reversions, which also found a
home in the budget bill.

Perhaps senators later agreed to jettison many of
those proposals, including those dealing with Vi-
dalia onions and pension reversions, because they
were embarrassed that a bill intended to reduce the
federal deficit had attracted so many provisions
that had little to do with deficit reduction.

And, the leadership of the House of Representa-
tives has indicated that it would be willing to
abandon many provisions unrelated to deficit re-
duction that now are in its bloated budget recon-
ciliation bill.

We hope that these words and deeds are signs
that legislators are in fact serious about stopping
what has become a scandalous situation: stuffing,
without any hearings or consideration, every idea
under the sun into what has become monster bud-
get reconciliation bills.

Indeed, these measures have terrorized employ-
ers since the mid-1980s.

Several years have passed, but employers still
remember how legislators recklessly included
health care continuation provisions in the 1985
budget reconciliation bill, which aptly became
known as COBRA. With virtually no advance
warning, employers were expected to open up their
health care programs to millions of former employ-
ees and spouses.

And, if an employer made just the slightest inad-
vertent mistake in extending COBRA coverage,
even though the error was quickly corrected, the
company still would have lost its federal tax de-
duction for that year’s health care expenses.

Eventually, after an intense employer lobbying
campaign, legislators saw the utter insanity of the
COBRA penalties and scaled back those penalties
to more reasonable levels.

But, the ease with which the health care provi-
sions became part of the huge 1985 budget recon-
ciliation bill no doubt has inspired representatives
and their staffers to try their luck at sneaking
other benefit proposals—which never could pass
Congress as freestanding bills—into subsequent
budget bills.

For example, this year's budget reconciliation
bills have included such ill-considered proposals

as slapping employers with fees for filing federally

required pension and welfare plan reports and re-
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quiring employers to share control of their defined
benefit and defined contribution pension plan
assets with employees.

Fortunately, the filing fee and pension asset con-
trol proposals were killed after employers alerted
legislators to the damage the proposals would in-
flict on the nation’s pension plan network.

But unless Congress reforms the budget reconcil-
1ation process, the potential for future damaging
proposals, especially in the employee benefit
arena, remains.

A few simple steps would go a long way toward
cleaning up the budget reconciliation mess:

® Tighten rules so that, generally, only provi-
sions that relate to deficit reduction could be made
a part of the legislation. It is impossible for legisla-
tors and their staffs to give careful consideration to
every provision in measures that number well over
1,000 pages.

® Allow non-deficit reduction provisions to be
added to a bill only if the provisions are approved
by a majority of the Senate and the House of Rep-
resentatives. This measure not only would reduce
the likelihocd that obscure—but potentially da-
maging—provisions would be made part of the leg-
islation, but they also would allow proposals that
have great congressional support—but are blocked
by powerful committee chairmen—to obtain seri-
ous consideration.

If these changes are adopted, budget reconcilia-
tion legislation can become an important vehicle to
reduce the deficit rather than an object of terror
for employee benefit programs.

Insurers rewrite intent of pollution exclusion

To the editor: As a lawyer representing
policyholders in coverage litigation, I
read with great interest your recent edi-
torial, “Revisionist History,” discussing
how insurer arguments today about the
effect of the so-called pollution exclusion
are inconsistent with the underwriting
history of the exclusion (BI, Sept. 25).

I thought you might be interested in the

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.

enclosed articles from Business Insurance
in the early days of the pollution exclu-
sion.

Apparently Insurance Co. of North
America told your reporter that its exclu-
sion excluded coverage only “‘for com-
panies that knowingly pollute water and
the atmosphere” (BI, May 11, 1970).

This is consistent both with the com-
pany’s earlier representation that inten-
tionally “pumping waste materials” into
watercourses was ‘‘beyond the realm of
insurance" (BI, June 9, 1969) and with a
BI editorial the following year which
suggested that the exclusion bars cover-
age for “‘willful polluters” (BI, June 8,
1970).

As the Insurance Rating Board repre-
sented to BI (and to state regulators), the
exclusion “clarifies the situation to avoid
any misunderstanding™ (BI, June B,

1970).

Of course, the extensive drafting his-
tory demonstrating the underwriting in-
tent of the exclusions show that the in-
surance incustry represented that only a
“clarification” of coverage was intended
—and thus no return premium to pol-
icyholders was warranted.

I, like Business Insurance, look forward
to the insurers’ statements in the Allied-
Signal case, in which I hope the insurers

will own up to the underwriting intent of

the policy language.

Neither the courts nor the insurance-
buying public should countenance in-
surer efforts at rewriting history or, for
that matter, rewriting policies retroacti-
vely.

Marc S. Mayerson
Covington & Burling
Washington, D.C.
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Ready to say Uncle?

Frustrated by the failure to hold the line on soaring health care
costs, many busmess leaders are calling for some type of national
health plan. Who can blame them?

As it stands, we now spend 131% more per citizen on health care
than ]apan For every $2 of operating profits, U.S. corporations pay

close to $1 for health

benefits.
At the CIGNA

companies, we believe a
national health plan is
not the answer. But we
do agree a fundamental
change is needed. And
we’ve responded with
Integrated Managed
Care.

Unlike earlier cost-
containment measures,
/ | which were effective
/ but too narrow in focus,
‘ it targets a company’s
entire medical expense.
/i Through a long-term
partnersh1p Wlth each of our clients and local providers of medical
services, it helps to both check skyrocketing medical costs and
deliver quality care. One of our clients, for example, projects a
savings of $200 million over three years.

For information write the CIGNA Companies, Dept. RC, 1600 Arch
Street, Philadelphia, PA 19103. You'll find we have many interesting
things to say. Uncle isn’t one of them.

We get paid for results:
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CEB conference Atissue

Continued from page 3
previous 50 years."

In discussing how private sector
health care initiatives will interact
with public policy in the 1990s to
contain costs and bring more value to
health care, Dr. Ellwood predicted
that the federal government will in-
stitute a “triple cap” on federally fin-
anced health care programs, like
Medicare.

Under the triple cap:

® The government would set a fee
schedule for physicians that would
effectively shift some remuneration
from surgeons to family practitioners
and pediatricians, for example.

® Physicians would be limited in
the amount they could bill patients
beyond the reimbursement they re-
ceive from the government.

e The government would “treat the
physicians under Medicare like a
great big IPA” or individual practice
association health maintenance orga-
nization. Under this provision, the
government would put a target on the
amount of money Medicare spends on
physician services. If the target is not
met, fee schedules would be modi-
fied in ensuing years.

However, Mr. Ellwood pointed out
that if the government asks physic-
ians to tighten their belts under a tri-
ple cap, there will “be a massive cost
shifting to the private sector.”

“If you think you saw cost shift-
ing when hospitals were put on a
lean diet, wait until they try to put
doctors on a lean diet,” he warned.

At the same time, costs also will
continue to be shifted onto employers
with indemnity health care plans as
more and more companies turn to
HMOs and other managed care net-
works, he said.

“The result will be the end of in-
demnity insurance and we'll see a
total shift in the private sector to
use some form of managed care,”
he said.

He also predicted that only insur-
ers and managed care organizations
with adequate market share and an
ability to work effectively with pro-
viders will remain competitive.

Dr. Ellwood, who was a major in-
fluence in the development of the
HMO movement, said: “When we
first proposed the idea, our assump-
tion was the market would work if
employers were selective about pro-
viders.” However, ‘‘they have not
been up until very, very recently,” he
said.

The managed care approach can
still work, he said. “We can still re-
duce hospital utilization by 25% to
30% across the country,” he said,
pointing out that part of the reason
for high hospital utilization rates is
because not enough disincentives to
hospitalization were incorporated
into HMOs or other managed care
plans.

And, despite the establishment of
utilization guidelines, many inappro-
priate health care procedures still are
being ordered by providers, Dr. Ell-
wood said.

“There is not enough consensus
about what works in medical care,
and no amount of changes in struc-
ture or incentives for benefits will
get around this problem,” he said.

In addition, during the next sev-
eral years, employers will see grow-
ing employee dissatisfaction because
of the limited choices inherent in
managed care plans, Dr. Ellwood
said. And, many companies will be
increasingly criticized by doctors
who accuse employers of attempting
to practice medicine.

“The full-blown application of
managed care really blurs the dis-
tinction between doctor, payer and
patient,” he explained, noting that
“everyone is practicing medicine to
some degree.”

For example. when an employer
selects the doctors its employees can
use. it is influencing the patient's be-
havior. And, because employers pro-
vide different levels of reim-
bursement to emplovees based on the
provider selected by the employees,

Continued on next page

Thomas S.
Roos

i corporate dirac-
tor-employee
benefits
Parker-Hanni-
fin Corp.,
Cleveland

| would be very hesitant to recom-
mend that our compzny get involved
with long-term care. It is a huge issue,
and there are too many unknowns.
It's so new that we're really not sure
what it represents in total costs. And
we're so busy trying to manage bene-
fits for our active employees that, for
now, the proper means of addressing
the issue is on an individual basis.

Martin S.
Solhaug

director-bene-
1 fits services
General Mills
Inc.,
Minneapolis

Yzs. We will introduce a long-term
car2 plan on Jan. 1, 1990. Our em-
ployees have become increasingly
aware of the risks of being uninsured
and the financial strain of long-term
care costs. Therefore, we're offering a
lcng-term care insurance palicy which
dalvers cost-effective protection for
oJr employees.

J.R. Walters
consltant

pensation &
benefits
Monsanto Co.,
St. Louis

Yes, | would. In fact, on Jen. 1, 1990,
we will be offering such a plan, along
with a flexible benefits plan, to our
salaried and non-union employees in
two Monsanto Co. units. We are of-
fering a long-term care olan in re-
sponse to the employee interest indi-
cated in surveys conducted during
the planning stage for the flexible
benefits plan.

Teri Edman
manager-com-
pensation
Century Cos.
of America,
Waverly, lowa

We have nct considered the possibil-
ity of addirg a Ibng-term care pro-
gram at this tine. We've needed to
use our resources on more pressing
areas: health car= costs and keeping
our other benef't plans in compliance
with constantly changing regulations.
And, our employees have not ex-
pressed a need or an awareness of
this benefit.

Compiled by Christine Woolsey

A lot has changed since (
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Managed care

Continwed from prepmus page
dactors’ behavior may be influeneed

namely the tvpe of care they ree-
onimend 1o patients, he said

Noting that emplovers and employ-
ves still are not obtaining gquality
henlth care for the amount of money
speat. Dr. Ellwood said there are ba-
steally three probloms comphicating
emplovers” attempts 1o identify prac-
titioners who provide the highest
guality health care at the lowest cost.

First, he said, employvers have a
diffieull time selecting providers 1o
recommend 1o emplovees bhecause
price or reputation dre no longer
adequate vardsticks,

And, the providers themsehves are
having a hard time deciding upon the
proper diagnosis and treatment to
give patients, he continmued.

Some medical procedures only help
a small pereentage of those patients
who undergo u trentment, he said.
adding that the medicnl profession
should atterapt to piopoint those pa-

tients most likely to benelit.,

“Any kind of real savings in medi-
cal vare depends on making hetter
choiees (and) depends on identifying
that patient who is really going to
benelit from the treatment,” Dr. Ell-
woind sald.

The third problem 18 that patients,
who are increasingly faced with
treatment chalees that may resull in
differen! ouleomes, are not given ae-
curate information aboul how a spe-
eifie treatment will affect their life-
stvles he said.

This vurrent system “ipnores the
guality af life™ issues, Dr. Ellwood
said. But, “we've pot 1o do some-
thing aboul this problent so we can
uniderstand 0 a statistically sound
vay-—how this process alfects peo-
ple’s quality of life”

One way to do this, Dr. Ellwood
supgestet), 1s o develop a tool siular
to “a fnocial aceounting svstem
that allows us o compare, manage
and gecount Tor the impact of ordi-
nary nedicu] care on people’s clinical
status und thewr gquality of Tife™

“Weve heen working with the fed-
eral government, with pre-eminent
physicians and a number of out-
standing medicsl care organtzations
and moconvineed we can build and
apply a practical heaith management
svstern”™ of this sort, he suid

The system would require a huge
data base of information in order
1o produce statistically significant in-
formation about the efficiency of var-
ious health care providers and the
guality of their work. he admitted.

However, he said emplovers can
play @ major part in gathering this
mformation. For example. emplovee
benellt managers should reguire all
heulth care providers to supply them
with sutcome information, including
atilization and consumer satisfaction
data, for emplovess they “reat.

The didta base will heve to be in
the publie domain and in a form
that is eusily understood by benefit
THaners, imsurers and managed care
orianizations, he said

Sucesss also will depend on getting
providers 1o agrees on the terms they

will use to deseribe o patient's condi-
Tion i\ order to enme up with objec-
tive standards

Employers should force rapid
agredment in this area because health
care providers can’t do it on their
own, he satd.

“The real pavoll 1o terms of bet-
ter chotves will take about three
years” from now, Dr. Ellwood pre-
dicted. Then employers “will begin
to get powerful insights into which
providers are producing the best re-
sults, which treatiments are wowking
and who is having an impact on pa-
tients” gquality of life.”

Speaking from g managed care or-
ganization's perspective. Richard A
Maturi, executive divector af mian-
aped care programs at Blue Cross &
Blue Shield Assn. in Chivago, asreed
that enabling FHIMOs and preferred
provider orpanizations to work more
effectively will dominate vmplover
discussions of health cure in the
1996,

Whereas the 1980 penerally foo
cused on getting emplovees 1o se-
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The communications industry has changed drastically

AT

over the past 27 years. But for one of its leaders, GTE,
their long-term use of Kemper as a financially solid
insurance company with superior claim handling and
loss control expertise has remained constant.

That's why, since 1962, GTE has called on Kemper
for casualty insurance protection and management
information that’s tailored to its wide-ranging and

changing needs.

We're widely recognized for our industry-leading
expertise in specialty lines like Boiler & Machinery and

HPR. And more and more companies are depending on
us for an even broader range of coverages and services...
both domestically and anywhere in the free world. \

Ask your independent agent or broker how Kemper
can serve your company and help control costs.

ﬁ
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leet a particalar provider. Sr. Ma
turi said e 188905 will emphasize
gefting providers to render the ap-
propriate cate.

“Muanaging a health care cost trencd
18 nol going 1o be driven by whether
vt not emplovees are i HAMOs m
PPOs o what the plan design looks
ke somiuch as by how maan
programs actually perform.’
Tt saud.

“The yardsticks van be debated,
but the message is there is inappro-
],3_1'3.11(‘ medival care galng on il
there™ and emplovers want to i
out awhy, he sad, noting caplovers
now are eniphasizing value vather
thin cost.

Mr. Maturi said that the health
care fleld is heading into an age of
mereased regulation as emplovers
and managed cire organizations at-
tempt W control utilization. How-
ever, “the veally exciting aspect in
termes of applications will be the de-
velopment of practice suwidelines aocd
protocals” distributed to providers to
wive themy putdance, M. Matugi said,

Those suidelines could be baeked
by sther decision support svstemis
for example. a software svstem that
contains not only admission eriteria,
but that also explains the lowic and
resedireh behind the eriteria. It cun
he used as a toosl the physician can
refer 1o in making practice deci-
sions.” he explained.

However the success of such @ pro-
gram depends on two factors, AMr
Maturi said.

“The first is a strong, redefined
locally grounded relationship with
physicians” by emplovers and man-
aped care organizations, like HMOs
and PPOs, he said, This relationship
“is not just a contract or a business
deal in terms of complying with con-
tract terms and pricing,” he said,

Secondly, the program will require
an understanding by providers, emn-
ployers and managed care organiza-
tons of the loeal calture and muatual
eooperation fo introduce these stapn-
dards into medical practice, he suid.

“Emplovers will continue to ook
at cost because 11 won't go away.”
he commented. but there is increased
interest in what value—in terms of
money saved, eniployees’ well-being
and productivity emplovers are
deriving from munaged care pro-
arams. ]
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Conference
spotlights
'90s trends

ST. LOUIS—The Council on
Employvee Henelits” 43vd annual
fall conference in St. Louis
drew 282 registrants, including
employee benefit managers
from large U5, corporations,
consultants and insurance vom-
pany representalives.

The two-day conference fea-
tured sessions on heslth care
innovalions in the 1990s. lang-
term care, benefit communica-
tions and emplovee savings
plans.

Next yeur's fall conference
will be held Oct. 10-12 in Gar-
den City, N.Y. CEB plans to
hold its 1891 fall conference in
Chicaga

The Council on Emplovee
Benefits, founded in 1846, 1%
composed of 193 Fortune H00
companies. [ts main purpose 1s
to stimulate the development
and improve the administration
of emplovee benefit plans
among its members. [t also pro-
vides a mediuimm for the ex-
change of ideas and informution
on the design. uvperation and
finaneing of such plans

For more information about
CEB, vontact Roger L. Groh,
Corparate Director af Emploves
Benefits, General Dynaniies
Corp., 7733 Foursvth Blvd | St
Lavuis, Mo, 831105,
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Candor eases concern over benefit changes

By CHRISTINE WOOLSEY

ST. LOUIE—Zmboloyee benefit
managers car use several commu-
nication prazticas to take out the
sting when taey cut employee ben-
efits or shif: more of the cost to
employees, ar. #mployee benefits
consultant says.

Among other things, employers
should interview employees about
their concerns and balance what
employees p=srceive as bad news
about plan changes with different
perspectives showing advantages,
suggested Dern:s S. Roussey, vp in
the Clevelard cff:ce of the Til-
linghast division of Towers, Perrin,
Forster & Crosby Irc.

Because beanefit changes today
most likely ertzil cutbacks or cost
shifting to emp.oyees, communi-
cating benei.ts changes is ‘“‘not

quite the party it used to be,” Mr.
Roussey told the 43rd annual
Council on Employee Benefits con-
ference in St. Louis earlier this
month.

“The message used to be: ‘Guess
what else I'm bringing you? " Mr.
Roussey noted.

Once employees understood
what they were being offered, the
rest of the project sold itself, he
said.

Now benefit managers have to
lower employee expectations—
which are higher than ever—and
also make sure employees under-
stand benefits, he said.

Higher standards of living and
changing demographics are major
reasons for employees’ high benefit
expectations, he said.

“We're all a bit spoiled and we
have high expectations just walk-

ing in the door,” he said. And
working couples and single par-
ents, which comprise a major seg-
ment of the workforce, expect
plans to be tailored to their unique
needs, he said.

Employees also are anxious in

Council on
Employee Benefits

Fall Conference
St. Louis

today’s environment of mergers
and acquisitions, divestitures and
downsizing, Mr. Roussey contin-
ued.

After a company restructures
“employees are stunned—they are
waiting for the other shoe to drop”

in the form of reduced benefits or
cost shifting, he said.

With the rapid pace of business
and legislative change, very few
employers have time to help em-
ployees understand the changes.
“It's hardly possible to move
through such steps as confronta-
tion, bargaining and acceptance of
these changes,” he said.

But employers that are making
substantial benefit plan changes
can promote employee understand-
ing and acceptance in a variety of
ways. -

First, benefit managers can an-
ticipate objections and concerns by
listening to employees informally
through supervisors, through sug-
gestions and direct written com-
munications Mr. Roussev sug-
gested.

“A lot of times they are not nec-

Imitation can be the
sincerest form of frouble.

| I one company follows another's

recipe for success, it can easily wind up in
the pan. And quite often, the imitator and
its advertising agency are slapped with an

underwriter.

infringement lawsuit quicker than they can
say “large order of fries”

But most of the time, the advertiser
or agency doesn't know its ingredients
may be someone else's trademark or copy-
right. Infringement lawsuits are on the rise
and even the innocent infringer has to
pay to defend a suit and may still have
to pay damages.

~ That's why Media/Professional
Insurance offers copyright and trademark
infringement coverage for qualified adver-
tisers and advertising agencies as a regular
patt of our Media Special Perils policy.
Media/Professional’s highly specialized
in-house legal department, superior claims
handlingand affiliation with A + “Superior”
rated SAFECO are only part of the reason
why we're the leading media insurance

Remind your media clients that
imitation isn't just the sincerest form of
flattery. It's sheer folly. Then call the experts
ar Media/Professional Insurance.

Media/Professional Insurance, Inc.

Twa Pershing Squars, Suite B0D - 2300 Main Street
Kansas City, Missoun 64108 - 816-471-6118

America‘s E & O Authority

essarily totally against the
changes. They simply don’t under-
stand,’" he said.

Companies should also consider
collecting helpful information
about employees through formal
surveys, he said.

He recommends benefit manag-
ers also identify and address em-
ployee concerns.

For example, in a videotape pro-
duced by Allied-Signal Corp., a
Morristown, N.J.-based manufac-
turer, a benefits manager confronts
employee misgivings about a new
managed care network—that they
will lose some control over health
care choices and may have to use
lower quality physicians.

“I don't want to get a bozo for a
doctor,"” says one employee in the
tape.

Several others say they are
happy with their current doctors.

Allied-Signal’'s video then ex-
plains how network physicians are
chosen to alleviate employees’
worries.

Employers also should stress the
positive aspects of plan changes
that employees may dislike, Mr.
Roussey said.

For instance, when implement-
ing a second surgical opinion re-
quirement—which employees may
find inconvenient—employers
should point out that a second
opinion may help avoid surgery al-
together.

And companies, he said, should
stress that increased employee out-
of-pocket expenses, generally a
sore spot with workers, are almost
always lower than the value of the
benefit.

In addition, employers should
emphasize that benefit plan cut-
backs or cost shifts are necessary
for the company to remain compet-
itive, he suggested.

Also, an employer can compare
its benefit package with those of-
fered by other employers.

The message might be: “We've
found a way to offer health care
protection to our employees and
we've done it without jeopardizing
the company'’s financial future," as
was said in a sample video pre-
sented during the session.

‘‘People need a clear under-
standing of why (changes) have to
happen,” Mr. Roussey said.

He recommends giving employ-
ees ample facts and statistics about
factors like rising health care
costs.

Meetings are the best medium in
which to explain benefit changes
to employees, he said.

““There's an awful lot of stuff
being done on paper,” but face-to-
face contact is invaluable, Mr.
Roussey said.

“It's expensive, it takes a lot of
work, but, boy, when you're fin-
ished people know what you're
talking about.”

Whatever medium is used, man-
agers must relay the right mes-
sage, he said, adding that it is most
important to “‘allow the time to do
it right. The agony of going
through plan changes can take a
long time.”

Getting top managers to approve
plan changes can take up to two
years and many benefit managers
may suddenly realize they have
only three months left to present a
new plan to the workforce.

In those three months, employers
have to devise a communications
strategy, “write it, review it, revise
it and print it and make the visuals
—the whole nine yards,” he said.

Therefore, the earlier that bene-
fits managers start the process, the
better, he said.

Mr. Roussey also cautioned ben-
efit managers to avoid making
long-term commitments.

“We have to prepare ourselves
and our employees for constant
change,” he said. =
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new busmess ventures

New ventures are now an
important part of our industry.
As a broker market reinsurer
with proven expertise in this
area, we are committed to
providing intermediaries and
their client companies the
maximum assistance and
support.

We understand that each new
business venture is unique no
matter what form it may take.
So our approach will be
flexible and tailored to meet
the client’s needs. A Reliance
Re team will be assigned to
each new business venture so
that each client will receive
-individual attention in all the
critical areas of development.

We look forward to working
with you.
Give us a call.

Reliance

Reliance Reinsurance Corp.
A Reliance Group Holdings Company
Two Penn Center Plaza, 15th Floor
Philadelphia, PA 19102

Telephone: 215-864-1476
Fax: 215-864-4183
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Few employers pay cost of LTC cover

By CHRISTINE WOOLSEY

ST. LOUIS—More emp.oyers are
offering long-term health zare plars
to workers, but faw are willing to
pick up any of the tab for the cover-
age, employee benefits experts say.

“In the last three years there hzs
beer. a dramatic change in employ-
ers’ inferest in sponscring (long-term
care plans) on an employee-pays-cll
basis,” said JoAnn Matkieu. long-
term care director in the employee

benefits divisicn of Aetna Life Insur-
ance Co. in Middletown, Conn.

“Three years ago, we got zero re-
quests for leng-term care proposals,”
she said. But “in the last quarter
alone, we senat out 15 proposals.”

Employers today are playing “a
key role in designing the program
that is offered, and they also play a
key role in the educational efforts
that take place to make sure the em-
ployees understand what it is they're
being offered,” she said.

Eut desp:te their interes. in spon-
sarng leng-tecm care programs, em-
ployers are not willing to contribute
tc their cos~, Ms. Mathieu said during
a s2ssion a’ the 43rd annual Council
oa Emrploree Benefits conference
he.d ear’ier this menth in St. Louis.

Zmployers are hesitar: because
oost-retrement health care expenses
—including the cost of .ong-term
care coverege—carnot be pre-fundec
071 a tax-acvantageous bas s, benefits
e<erts explain (B, Marck 13, 1987)

In addition, “a lot of the (Icng-term
care) programs were implemented in
1988 and early 1989" and are just

catching on, Ms. Mathieu dointed’

out.

“Long-term care is an emerging
benefit,” said Richard Gapen, direc-
tor of benefits at Atlana-based Con-
tel Corp.

“It has some permanence as a ben-
efit,” because “‘it’s based cn a real
need—the possibility of a large un-
certain liability hanging cut there

RLI Insurance Company and
Mt. Hawley Insurance Company
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somewhere,” he said.

Because many employer-sponsored
health care programs were not de-
signed to pay for long-term care,
these costs traditionally have been
borne by either the families of the in-
dividuals receiving the care or by
federal programs such as Medicare or
Medicaid, Ms. Mathieu explained.

However, because Medicaid
usually does not begin paying until
the resources of the individual re-
ceiving care have been exhausted,
and then does not pay for all long-
term care services, the need for pri-
vate long-term care funding has
grown, benefits experts say.

“There has been a much greater
focus on the need for a systematic
program for both insuring and pre-
funding long-term care to make it
more affordable to a broader popu-
lation,” said Ms. Mathieu.

“The ideal time to fund long-term
care is while the person is earning
income, just as it is for pensions—not
during one’s retirement years,” she
stressed.

American Express Travel-Related
Services Co. Inc. was one of the first
private employers to sponsor a long-
term care program for its employees.
The plan, underwritten by a Tra-
velers Corp. unit, was instituted Jan.
1, 1988 (BI, Dec. 14, 1987).

The state of Alaska became the
first public employer to sponsor a
group long-term care plan for its re-
tirees in May 1987 (BI, March 16,
1987).

American Express launched its
long-term care program because
“36% of our employees indicated they
have some elder care responsibility,”

Council on
Employee Benefits

Fall Conference
St. Louis

explained Carol D. Fujita, director of
benefits for the New York-based cor-
poration, which employs 90,000 peo-
ple worldwide.

Because ‘‘most medical plans do
not provide coverage for long-term
care and it is unlikely the govern-
ment will address” the issue, Ms. Fu-
jita said her company decided to
tackle the problem.

The American Express long-term
care plan is available to employees,
their spouses and to the parents of
employees and their spouses. Out of
23,000 eligible employees and re-
tirees, 2,235 employees and one re-
tiree currently are enrolled, Ms. Fu-
jita said.

While Ms. Mathieu admitted that
the insurance industry is “in its in-
fancy” with regard to developing
long-term care products, she said
more and more insurers are offer-
ing such coverages.

For example, besides Aetna and
Travelers, long-term care plans have
been introduced by Blue Cross &
Blue Shield of Rochester, N.Y. (BI,
May 29); Mutual of Omaha Cos. (BI,
July 10); and CNA Financial Corp.
(BI, March 6), among others.

In addition, the Blue Cross & Blue
Shield Assns. of Michigan and Ken-
tucky are participating in a two-year
pilot program believed to be the first
employer-paid long-term care plan.
The project was launched in April at
two Ford Motor Co. plants in Louis-
ville, Ky. (BI, March 27).

As long-term care products evolve,
there is a “substantial move to more
comprehensive coverage,” Ms. Math-
ieu said.

The first generation of products
were very narrowly defined, she said.
“They provided little or no home
care.” Typically, a covered individual
qualified for nursing home coverage
only after a long hospital stay, and
home health benefits were available
only after an extended nursing home

Continued on page 16
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" He who stops being better :
~ stops being good. -
_._____,A_Oliper Cmmwell" -

EXPERTISE

Specialty Insurance

When you’re better than the
competition, you become the one
to beat. So at the Specialty
Division of Fireman’s Fund, we
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or giving more local authority
to underwriters, we're constantly’
striving to meet the market’s |
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to provide agents and brokers
with a more reliable market for
E&SR, Ocean Marine, National
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hard market you won't be forced to move your
business and lose commission income. With
Associated Programs, Inc. there will be no
surprises. We are committed to the nonprofit
industry. We offer comprehensive
coverage, competitive prices, quick

ATIP:

In a Soft Market
Take a Hard Look at 5
the Bottom Line ¢;

- So take advantage of a
TIP from national experts in insurance
programs for nonprofits. For more information
call 1-800-321-2122 or 212-688-9700.

Even in today's soft market, you can increase profitability, Ask for a community service representative.

expand and stabilize your book of business to include small
and medium-sized nonprofits.

Offer o I‘ctlie:nlfj TIP Th? Insurace Program folg nonprofits e s Dg’!hem;lszﬁvmlmmp«wbe;
a unique liability and property insurance program. Evenin a Insurance needs of nonprofits.”
q Y/ARQ progeny| o progran Partnership Umbrelia, inc. MERELCY e

Associated Programs, Inc.

A. K ORNRPREICH AF F L Ly AaTE

919 Third Avenue « New York, New York 10022-3970

reliable quotes and rapid issuance.

Long-term care

Continued from page 14
stay, she explained.

“They were designed that way
because there was no clear indica-
tor on how to measure need (for the
benefit), especially in a home en-
vironment,” Ms. Mathieu said.

However, custodial care is now a
central focus of Aetna's long-term
care products, she said.

“Our products have moved away
from the basis of confinement, and
all of them now offer nursing home
coverage without prior confine-
ment in a hospital,” Ms. Mathieu
said.

Coverage is triggered under
long-term care policies under-
written by Aetna—and by most
other LTC insurers—when it has
been determined that a covered in-
dividual can no longer perform at
least two of the five basic activities
of daily living: walking, mobility
from one place to another; eating,
dressing and using the restroom.

nlcka
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stretchi
group.

We'll squeeze every cent out of your group benefit
programs from Mutual of Omaha with state-of-the-art
cost-containment procedures and a management analysis
and reporting system that’s the standard of the industry.

Director of National Accounts, Muitval of Omaha Group

pinching,

Companies
Group Operation

The Managed-Cost Professionals.™

For more information on Mulual of Omaha’s pioneering cost-containment ideas, send your business card fo Tom Mciellar,

Mutval of Omaha Plaxa, Omaha, NE 68175

This assessment method, which
has “‘been around in the public
sector for years, has been very ef-
fective and has been cited as the
most efficient and effective way of
measuring actual need for long-
term care,” she said.

Typically, employer-sponsored
group long-term care programs are
offered to active and retired em-
ployees and their spouses, as well
as to the parents of employees or
retirees and their spouses, accord-
ing to Ms. Mathieu.

Although employees pick up the
entire tab for long-term care pro-
grams, they benefit from lower
group plan rates.

The programs usually provide
fixed daily indemnity benefits,
ranging from $40 to $120 a day,
and employers can establish from
one to four benefit levels. The ben-
efits paid are based on the en-
vironment in which a covered indi-
vidual is receiving care—either a
nursing facility or at home.

For example, individuals elect-
ing nursing home coverage would
generally be eligible to receive the
full daily benefit, while those
choosing some type of home health
care may receive 50% of the maxi-
mum benefit.

Home care benefits typically
cover both custodial services and
adult day care, she said.

While many long-term care pro-
grams only cover care adminis-
tered by professionals, ‘‘(Aetna's)
program folds in an informal sup-
port network and will provide the
benefit even if a family member is
rendering the care,” Ms. Mathieu

Custodial care is now
a central focus of
Aetna’s long-term

care products, says
Ms. Mathieu.

said.

Benefits for most long-term care
programs begin after a 90-day
waiting period, and they typically
are payable for a range of five to 10
years. Maximum benefits vary
based on limits set by employers.

Some LTC programs include pre-
mium waiver and/or inflation
guard features, Ms. Mathieu said.

Under a premium waiver feature,
a policyholder who has been re-
ceiving benefits for 90 days or
longer is not required to make pre-
mium payments for as long as he or
she is under long-term care, she
explained.

The inflation guard is basically
an automatic benefit increase pro-
vision usually tied to increases in
the medical care component of the
Consumer Price Index.

Premiums for long-term care
coverage are based on the age of
the covered individual at the time -
of enrollment, Ms. Mathieu said.
Employees pay their premiums
through payroll deductions,
while retirees and covered parents
are billed directly by in-
surers.

Many long-term plans are porta-
ble should an employee change em-
ployers.

While the long-term care plans
written by Aetna only have at-
tracted an average of 7% to 14% of
an employer's workforce, with an
average enrollee age of 41, Ms.
Mathieu is not disappointed in em-
ployee response.

Long-term care programs are
still new, she pointed out. “We
have a long way to go with regard
to the communications/educational
effort, and I truly believe those
numbers are going to increase.

“There isn't any one-size-fits-all
solution, but both the public and
the private sectors must continue
to work together to define and to
implement the most appropriate
role for each of them," she
said. s
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Berwind seeks to move suit to Bermuda

HAMILTON, Bermuda—Ber-
wind Corp., parent of the insol-
vent Norad Reinsurance Co. Ltd. of
Bermuda, is asking a Pennsylvania
Commonwealth Court to dismiss a
suit brought against it by Norad's
largest creditor, claiming the state
court is not a proper forum.

In a brief filed with the court,
Philadelphia-based Berwind
argues that the suit brought by the
rehabilitator of Mutual Fire, Ma-
rine & Inland Insurance Co. should
be dismissed on the grounds of
forum non conveniens and should
be refiled in Bermuda courts (BI,
Oct. 16).

This is the same strategy that
currently is being used by defen-
dants named in a suit brought by
the liquidators of Bermuda-based
Mentor Insurance Ltd., which also
is in liquidation.

The liquidators have since filed
suit against the defendants, which
include Mentor parent Ocean
Drilling & Exploration Co., in Ber-
muda court after a U.S. court dis-
missed the original suit (BI, Oct.
9).

The 5th U.S. Circuit Court of
Appeals last summer upheld a de-
cision by a U.S. District Court
judge in New Orleans to dismiss
the Mentor case on the grounds of
forum non conveniens. And, the
U.S. Supreme Court recently re-
fused to review the case.

Mutual Fire, Marine—which is in
rehabilitation in Pennsylvania—
filed suit against Berwind in Au-
gust, seeking to pierce the corpo-
rate veil and hold Berwind respon-
sible for the liabilities of the
insolvent reinsurer.

The suit seeks at least $25 mil-
lion from Berwind, according to
Mutual Fire, Marine attorneys.

However, Berwind's brief count-
ers that by filing suit in Pennsylva-
nia rather than in Bermuda, where
Norad is based, Mutual Fire, Ma-
rine has attempted to capitalize on
the fact that evidence that will
demonstrate that Norad existed in-
dependently from Berwind is lo-
cated in Bermuda and, therefore,
would be unavailable for Berwind
to use in its defense.

The Berwind brief states: “Criti-
cal non-party witnesses, including
Norad’s Bermudian officers and
directors, employees of manage-
ment companies that operated
Norad on a day-to-day basis and
Norad's auditors who audited the
financial statements alleged in the
complaint to be fraudulent are
subject to subpoena for trial in
Bermuda, but not in Pennsylvania.

“*Most documentary evidence is
also in Bermuda,” the brief points
out.

By bringing the litigation in
Pennsylvania, Mutual Fire, Marine
was ignoring the fact that Ber-
muda had a compelling regulatory
and economic interest in the reso-
lution of the conflict, according to
the brief.

“It is also probable the Bermuda
law will apply to the substantive
allegations of the complaint,” the
brief says.

“The doctrine of forum non con-
veniens was created to prevent
plaintiffs from engaging in pre-
cisely this sort of litigation by
venue. This is a classic example of
a situation where a defendant’s
ability to present evidence to its
defense is severely impaired by the
plaintiff's choice of forum,” the
brief says.

“Justice requires that the case be
dismissed in favor of trial in Ber-
muda.”

Berwind in its brief says that it is
willing to agree to comparable
stipulations made by the defen-
dants in the Mentor case if the liti-
gation is refiled in Bermuda.

The defendants in the Mentor
case agreed to waive statute of lim-
itations defenses if the action were

I Bermuda |

refil=d in Bermuda, the Berwind
brief says.

The Mentor defendants also sti-
pulatad that any final judgment
that was obtained by the plaintiffs
in the Bermuda court would be ac-
corded full faith and credit in
courts in the United States, the
brief points out

The brief goes on to argue that
Mutual Fire, Marine's complaint
against Berwind on other grounds,
including negligence, breach of

contract and negligent representa-
tion should be dismissed. Thea right
to bring an action for these zlleged
offenses belong to Morad’s liquida-
tor, not to Norad's creditors, the
brief states.

. Norad, which stopped under-
writing in 1985, entered liquida-
tion in October 1983.

Norad liquidator Chris Whittle,
a partner with accountant Ernst &
Young, announced _ast maonth that
Norad's creditors sre expected to

receive a first and final cash pay-
ment from the insurer’'s estate in
April 1990.

However, based on current esti-
mates of assets and liabilities, the
50 creditors will receive only about
10 cents on the dollar.

—By Meredith Ebbin

White-collar crime

Bermuda Attorney General Saul
Froomkin will hire a special prose-
cutor to be responsible for all
fraud cases, computer crimes and
other white-collar offenses against
banks and other companies, in-

cluting insurers.

The prosecutor will be the first
special st of its kind to be ap-
pointed by the nation's attorney
general.

Businass leaders, who saw fraud
caszs in Bermuda double last year
—ta 1,142—welcomed the appoint-
ment.

The growth of white-collar crime
in SHermuda already has led one
local insurance company to hire a
Llovd's of Londeon underwriter to
price lozal insurance policies co-
vering employee theft and com-
putsr fraud.

— By Roger Scotton

Between global insurance needs and the ability tc

The complexities of insurance
change dramatically from country to
country. And if your insurance bro-
ker is not established everywhere
you operate, you may find your

company and its assets in jeopardy.

Beyond its more than 90 offices
nationwide, James, through the net-
work of the Sedgwick Group, can
cerve multinational clients through

300-plus offices in 64 countries.
James cffers clients this global net-
work of s2asoned insurance profes-
sionals—in place, in touch with each
other, and ready to respond to what-



National health plan debated

Myriad state rules seen as obstacle

By ADRIENNE C. LOCKE

WASHINGTON—A national
health care policy can succeed only
if myriad state and local regula-
tions governing health plans are
pre-empted, asserts a lobbyist for a
group representing multiemployer
health and pension plans.

If the Emplovee Retirement In-
come Security Act of 1974 does not
pre-empt state benefit laws, em-
playees eventually will end up with
unwanted benefits, the lobbyist
says.

However, a U.5. representative
who supports House legislation re-

quiring employers to offer mini-
mum health care benefits tional
says that states should be given
some authority to mandate health
care coverage that meets the par-
ticular needs of its citizens.

The debate over state-mandated
health benefits was one of the
topics discussed earlier this month
at a hearing by the House Labor-
Management subcommittee.

A national health care policy,
added to state health care require-
ments, would force many employ-

ers to comply with “crazy-quilt”
regulations “imposing unnecessary
costs and unwanted benefits™ on
insured health plans, testified
James Ray, working committee
member of the National Coordin-
ating Committee for Multiem-
ployer Plans.

“Virtually every state now has
enacted mandated benefit laws,”
said Mr. Ray, who was repre-
senting NCCMP Chairman Robert
A. Georgine.

“There are literally hundreds of

eet them 15 a gaping expanse.

ever clients need no matter where

they need it.

When it comes to genuine global
service, James and Sedgwick cover

the world.

A

L Lles)

state and local laws mandating in-
surance plans to cover specific ill-
nesses or treatment methods, to
pay for services by certain types of
providers, to cover particular de-
pendents, to use a particular coor-
dination of benefit methods, or to
provide continuation coverage and
conversion rights,” he said.

This situation, he said, developed
after a 1985 Supreme Court ruling
—in Metropolitan Life Insurance
Co. vs. Commonwealth of Massa-
chusetts—that said that states may

James builds the bridge.

America’s premier insurance broker. A Sedgwick Group Company

wrikiele, JCLODLC 3

require group health insurance po
licies to offer certain benefits (BI
June 10, 1985).

As a result, insured health care
programs must be tailored to com:.
ply with benefil requirements fol
each state in which employees are
covered, Mr. Ray said.

In many cases, plans end up pay
ing for benefits that employees dc
not want or need, he said.

Coverage becomes more expen
sive and employers then may be
unable to afford other benefit
they do want to provide, Mr. Ra:
explained.

However, Rep. Jim McDermoit
D-Wash., testified that “there wil
probably be some sort of mandated
benefits, but the question is ho
specific they will be.”

He agreed that under a nationa
health care program Congress
would be responsible for setting
standards.

Benefits included in most healt
care policies, such as hospitaliza
tion, could more easily be incor
perated into a national healt
plan, Rep. McDermott said.

National health care legislatio
should give each state authority tc
mandate benefits its citizens de
mand, said Rep. McDermott, a
supporter of H.R. 1845, the Basic
Health Benefits for All Americans
Act, which was introduced by Rep
Henry A. Waxman, D-Calif,, i
April.

Rep. Waxman’s bill is essentiall
identical to S. 768, introduced b
Sen. Edward Kennedy, D-Mass.
which would require employers tc
offer benefits including hospita

In many cases, plans
must pay for benefits
that employees do
not want or need,
says Mr. Ray.

and physician services, diagnostic
tests, pregnancy and well-baby
care and limited mental health
care.

The subcommittee also heard
testimony on whether plaintiffs
should be able to recover punitive
damages from defendants that vio-
late ERISA regulations.

Allowing these types of awards
could encourage ‘“‘numerous’ em-
ployers to consider terminating
their benefit plans because plan
sponsors, as well as insurers,
would risk exposure to huge losses,
said Duncan B. Blair of Lange,
Simpson, Robinson & Sommerville
in Birmingham, Ala., counsel for
Blue Cross & Blue Shield of Ala-
bama.

However, allowing punitive
damages would deter insurers that
do not now fulfill coverage prom-
ises or pay claims on time, said
Kathy 5. Abascal, an attorney with
Manuel Glenn Abascal in Berkeley,
Calif.

Insurers now can hide behind the
ERISA pre-emption of litigation
for breach of contract and fraud
involving charges of improperly
processing claims, she said.

Designed to ensure workers min-
imum benefits, ERISA now *“‘in-
stead ensures that the worker will
under no circumstances receive
more than the bare minimum con-
tract benefits, no matter how much
suffering the worker undergoes as
a result of being wrongfully re-
fused promised benefits,”” Ms.
Abascal said.

In several cases, she said, policy-
holders have been harmed finan-
cially and emotionally by insur-
ance companies’ misconduct
involving legitimate claims and
had no means to recover any of



Numberone
in disability now has
- twice the ability:

UNUM, the nation’s #1 choice in long term disability;
has joined with Thomas L. Jacobs and Associates,
one of the nation’s leading disability experts.

Together, we are uniquely positioned to meet the
needs of employers and employees.

With the combination of our two comprehensive
disability data bases—encompassing over 28,000
employers and 4.8 million employees—we now offer

-the most powerful risk management capability
available anywhere.

And this new combination provides UNUM with
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Cost concerns spur EBIS/RMIS merger

AST MONTH, I described the

merger of employee benefit and risk
management information systems as a
necessary next step in software evolution
for the risk manager and benefit
manager (BI, Sept. 25). The reason for
the combined system, which I have
dubbed ERIS, is a mandate from senior
management to contain medical costs
arising from health care plans and
statutory workers compensation
obligations.

This senior management directive,
now quite apparent in larger
organizations like Fortune 500
companies, will gain momentum as
health care expenditures continue to
rise. For example, in 1988 the money
spent on health care was 11.2% of the
U.S. gross national product.

As we all know, one of the
fundamental objectives of both a risk
management information system and an
employee benefit information system is
to assist the risk and benefit manager to
identify and analyze problem clzim
areas and formulate proper risk control
strategies to effectively deal with them.
Those problems may range from a high
frequency of workers comp claims,
generated by an unsafe plant or lax
adherence to safety guidelines by
employees; to being charged more for
medical services than
usual-and-customary fee schedules
allow; or to “double-dipping” between
group health benefits and workers
compensation.

How, then, would one design the
ERIS? As with all discussions of
information systems, the foundational
step is the data base. From there, the
basic claims monitoring/adjudication
system module would be designed. And
lastly, decision support/analytical
modules would be designed.

A properly designed data
base—containing accurate and
comprehensive information—is crucial to
the success of an ERIS. Ideally, the data
base should contain pertinent employee
data (i.e.: age, date of employment,
medical history, claims history, job
function, ete.).

Secondly, it should have a sub-data
base of usual-and-customary medical
fees (medical fee schedules) that are
integrated with generally accepted
medical reimbursement ground rules and
guidelines. These have been long used by
the health insurance industry and now
are increasingly being applied to the
workers compensation arena.

Unfortunately, one problem is that
there is a lack of consistency among
state and federal workers compensation
programs on what is meant by a fee
schedule. Some are very restrictive in
that they only allow a specific dollar
amount for a certain medical treatment
while others adopt the generally
accepted/usual-and-customary fee
schedules used by the health insurance
industry.

Regardless, the variance in the “fee’
schedules” is an obstacle that must be
overcome by the ERIS vendor. Most
RMIS vendors are making strides in this
area.

There are two ways to construct the
ERIS data base. One is complete
integration, which is how California

Interactive Computing Inc. designed its
GenView system. Both property/casualty
modules and group health care modules
draw from a common data base.

The other option is the bridge format.
In this option, group health care data
and workers comp data are linked by a
common element, such as employees’
Social Security numbers. Any changes
made to an employee’s file, be it a
workers compensation or employee
benefit claim, would automatically
update the entire file.

Some of the vendors utilizing this
approach are Travelers Corp., Corporate
Systems, Risk Sciences Group Inc. and
Insurance Software Packages Inc. I am
sure that there are more vendors offering
a bridge format, and apologize to those
unintentionally omitted.

These vendors approach the ERIS
design in a similar fashion:

® Travelers’ Risk Management
Information Services utilizes its existing

EBIS and RMIS to allow the risk
manager and benefit manager to easily
access and extract data.

If the bridge programs are successful,
one would not need to eliminate a system
or systems in favor of an all-inclusive
ERIS. As we have seen in past columns,
scrapping or significantly upgrading
systems can be very time consuming and
costly.

Another reason for a well-designed
link between the two separate data bases
resides in the nature of the data being
collected by both benefit managers and
risk managers.

There are significant differences in the
data collected by the two types of data
bases, notes Robert T.C. Cone, director
of property/casualty development for
Consolidated Healthcare Inc. in
Richmond, Va.

Insurers, with their focus on
regulatory compliance and loss control,
traditionally concentrate on gathering
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RMIS
Commentary

By David A. Tweedy

“Inform” and “Group CARMA” software
for policyholders with both group health
and workers compensation exposures.
Reports are based on the dual data bases
and losses are broken out for either
exposure in one report.

® Corporate Systems has initiated a
joint venture with Republic-RSB Cos.
Inc., a hospital bill audit firm. Utilizing
each firm’s respective strength in the
RMIS and EBIS area, the joint
venture—called Diagnostic Profiles
Inc.—will focus on merging the two
disciplines.

® Risk Sciences Group is working
with several key clients in the bridge
format to combine workers
compensation/group health care data for
cost containment purposes.

@ Insurance Software Packages
combines workers compensation
modules with group health care
management modules, again focusing on
merged respective data bases through a
common link.

There are distinctive advantages to
both the complete integration and bridge
approaches.

The completely integrated data base’s
advantages are a single set of commands
and codes for both systems. Learning
two different systems is time-consuming,
especially when extracting information
from either the EBIS or RMIS involves
radically different command procedures.
Then, obtaining the data may mean
deciphering a completely different set of
codes within the systems.

Hopefully, the bridge format would
allow an easy transition between the

worker training and experience data. For
example, on what shift an accident
occurred, where it occurred and any
other variable that contributed to the
accident.

Conversely, the health insurer gathers
data on precise diagnostic classifications
or precise statement of the medical
procedures utilized in an episode of care
and so forth.

Whether one pursues a dual EBIS and
RMIS approach with a well-linked data
base or a completely refurbished and
designed ERIS with a common data
base, it is imperative that the claims
module for monitoring and, in some
cases, paying claims be upgraded.

The ERIS claims module must be able
to extract relevant data from both group
health and workers comp data bases to
perform analyses and generate reports.
According to Mr. Cone, the primary
benefit of a merged system lies in the
elimination of improper classification
and duplicate payments. The extent of
the problem of duplicate claims
payments—when an employee files both
a workers comp and group health claim
for a single injury—varies depending
which vendor you ask.

Ken Martino, assistant director of
Travelers’ Risk Management Information
Service, says he does not see many
fraudulent duplicate claims. Instead, he
says duplicate claims usually are an
honest mistake. The injured party sends
bills to the wrong provider, genuinely
not knowing whether it is a workers
comp or group health claim.

Whether they are intentional or honest

mistakes, identifying duplicate claims is
an important cost containment measure
that an ERIS can provide.

Misclassification and double dipping
can also result when a new episode or
injury is related to a compensable
pre-existing condition. The health
insurer may receive the claim without
any knowledge of a pre-existing workers
comp claim.

Claims analysis can also be brought to
bear on the medical component of either
a workers compensation or group health
care claim.

This is where the inclusion of an
integrated data base—composed of
generally accepted/usual-and-customary
medical fee allowances—to ascertain the
accuracy of the medical treatment is
paramount in cost containment.

If medical bills submitted under
workers compensation programs are
subject to the same degree of scrutiny
that health insurers employ in gauging
the accuracy and necessity of medical
treatment, great amounts of money can
be saved. Other cost containment
strategies, long a part of the employee
benefit manager’s arsenal, can be

-applied in conjunction with an ERIS.

For example, according to Don St.
Jacques, director of new products
development for Corporate Systems,
when medical bills arrive at the claims
administrator’s office, the adjuster enters
the bill into the system. From there, the
system evaluates the bill for
reasonableness, performs a utilization
review, checks medical fee schedules,
and submits the bill to a utilization
review firm for its input. -

Finally, the system would cut the
check. Because of the heavy analysis
done by the system, there is much less
potential for duplicate payment,
unnecessary payment either by amount
or by frequency, etc.

I know that I have just scratched the
surface of this very intriguing issue. I
have not even spoken of the decision
support modules that an ERIS might
employ.

And, though merging the data bases
and claim modules of an RMIS and EBIS
sounds like “Star Wars” to some, 1
believe the merger of these two systems
1s imminent.

Whether it occurs on a fully
integrated basis or on the linked data
base fashion is almost irrelevant. The
fact remains that the ERIS will gain in
importance as senior management .
increasingly emphasizes cost
containment.

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
4 and vendors. Mr.
¥ Tweedy’s column on
risk management
information systems
usually appears the
third Monday of the
month.




Contractual transfer of risk

By The Insurance Institute
of America

The following question and answer are drawn
from the curriculum for the Associate in Risk
Management designation awarded by the Insurance
Institute of America. They represent the type of
question asked—and the possible answers—in one of
the three examinations for the A.R.M. designation.

This month’s material focuses on basic
distinctions among the various types of contracts,
including insurance policies, through which one
party may transfer to another either an exposure
to loss before it occurs or the financial burden of a
loss after it occurs. The following question and
answer are drawn from a recent national
examination in ARM 55-Essentials of Risk Control.

Q: A contractual transfer for risk
control is an agreement under which a transferor
shifts to another—the transferee—the loss exposures
associated with a designated asset or activity by
requiring the transferee to perform certain activities
and, in so doing, to assume certain exposures
and bear any losses arising out of those
exposures.

® Explain how subcontracting the assembly of a
product component by a manufacturer is an
application of contractual transfer for risk control.
As part of your explanation, identify the transferor,
the transferee and the exposure(s) transferred.

® Next, describe two circumstances in which
subcontracting the assembly of a product
component may create new loss exposures for the
primary manufacturer of that product.

® And, finally, distinguish between contractual
transfer for risk control and exposure avoidance
and contractual transfer for risk financing.

Shifting exposures
with basic contracts
A.RM. excercises "

A: e The manufacturer is using contractual
transfer for risk control by obligating the
subcontractor to deal with all the exposures to loss
arising from the assembly activity. The
subcontractor thus becomes responsible for all loss
prevention, as well as all risk financing, associated
with these exposure. The manufacturer is the
transferor and the subcontractor is the transferee.
As long as the subcontractor fulfills all its duties,
the manufacturer faces no exposure to loss from the
subcontracted activity.

® By subcontracting the assembly work, the
manufacturer relies upon or becomes dependent on
the subcontractor to do its part in fulfilling the
manufacturer’s business obligations to the
manufacturer’s customers.

However, the manufacturer’s right to rely on the
subcontractor for the assembly work does not
relieve the manufacturer of its obligations to these
customers.

Thus, if the subcontractor is not dependable—if it
does not complete the assembly work or if its
performance is substandard—the manufacturer is
exposed to liability to customers that it probably
would not face if it had done the assembly work
directly.

Furthermore, the subcontracior’s operations may
be temporarily shut down because of some peril or
legal order halting its activities. Consequently, the

manufacturer may find that some risk management
aspect of its contract with the subcontractor is
unenforceable, thus making its attempted transfer
to the subcontractor of no value.

® Contractual transfers for risk control—such as
through subcontracting activities, leasing property
or entering into surety contracts—obligate the
transferee to protect the transferor from loss by
performing some act (such as the assembly work in
this example) other than paying money to indemnify
the transferor for loss.

Contractual transfers for risk control—unlike
exposure avoidance, which completely eliminates a
possible exposure to loss for all parties
concerned—only shifts specified exposure from the
transferor to the transferee. Contractual transfer
does not eliminate exposures.

Contractual transfers for risk
financing—including insurance policies—are
agreements under which the transferee agrees to pay
money to or on behalf of the transferor once the
transferor has suffered a loss. In contrast,
contractual transfer for risk control shifts to the
transferee an asset or activity, together with
associated loss exposures. The transferee agrees to
perform some act other than paying for the
transferor's losses and, in so agreeing, actually
assumes these exposures and becomes responsible
for managing them.

The sample questions and answers used in this
column are taken from the Associate in Risk
Management designation curriculum of the IIA. For
more information on the content of the A.R.M.
program, write Dr. G.L. Head, Vp, Insurance
Institute of America, P.O. Box 314, Malvern, Pa. -
19355.

Excess insurer not required to drop down

A Missouri appellate court has ruled
that an excess insurer had no obligation
to pay any loss that was within the
policy limits of an insolvent primary
insurer.

Billy and Dorothy Coleman were the
owners of a shopping center when
Prudence Pettus slipped and fell on ice
and snow in the center’s parking lot.

Ms. Pettus and her husband sued the
Colemans for $500,000.

At the time of the injury, the Colemans
were covered by a primary insurance
policy with a limit of $500,000 issued by
North-West Insurance Co. They also
carried an excess policy issued by U.S.
Fire Insurance Co. for $1 million excess
of the primary policy limits.

In December 1984, North-West
declared bankruptcy and was later
declared insolvent. The Colemans had
timely filed their claim with North-West.
They also notified U.S. Fire of the
personal injury action and of
North-West's insolvency and requested
indemnification.

U.S. Fire declined and then brought
this suit seeking a declaration that it
had no duty to defend. The trial court
ruled for U.S. Fire.

The appellate court concluded that the
policy terms were unambiguous and that
the insolvency of the primary insurance
company did not require the excess
insurer to drop down and provide
primary coverage.

U.S. Fire Insurance Co. vs. Coleman,
Missouri Court of Appeals, Aug. 16, 1988
(BI/01/May-$10).

 Legal briefs

Street killing not compensable

An employee’s death during a meal
break as a result of a random street
killing did not arise from a “special
hazard” connected to employment, the
Supreme Court of Minnesota ruled.

The court denied the dependents
workers compensation benefits.

On the evening of Aug. 26, 1985,
Raymond Gibberd, an employee of
Control Data Corp., was shot and killed
during the course of an apparent random
street assault while walking alone on a
public street some distance from his
employer’s facility. The evidence
indicated that he had checked out from
his employer’s premises for a meal break.

The place of employment was in a
so-called “depressed” inner city that was
ranked 19th in crime at the time of the
shooting, according to national statistics
presented in court.

The employer provided a cafeteria on
its premises for employees; however, it
closed at 3 p.m. The employer had no
implied or expressed policy that required
employees to leave the employer’s
premises to eat out.

As an “exempt” employee, Mr.
Gibberd had considerable latitude in
setting his working hours. Because of
demand for computer time, he had been
working on a project at night and on
weekends.

- His dependents filed for benefits.
A compensation judge denied benefits

but was overruled by an appellate
court.

On appeal to the state Supreme Court,
the dependents argued that Mr.
Gibberd's death was compensable
because the manner in which his
death occurred arose from a “‘special
hazard,"” even though such hazard was
physically separate from his employer’s
premises. '

The court concluded that there was
no “special hazard” here as the evidence
demonstrated that reported incidents of
crime were comparable to other areas of
the city. Furthermore, the court
concluded that Mr. Gibberd was not
peculiarly exposed to an external hazard
that subjected him to a greater personal
risk than one has when pursuing
ordinary personal affairs.

Gibberd by Gibberd vs. Control Data
Corp., Supreme Court of Minnesota, May
20, 1988 (BI/02/May-$10)

Parking lot injury compensable

An employee injured in a far corner
of a mall parking lot, where she was
required to park, was injured at the
“employer’s place of employment,” thus
entitling her to workers compensation
benefits, according to the New Jersey
Supreme Court.

Marlene Livingstone worked for a
branch of Abraham & Strauss Inc. in a
shopping mall. She parked in a far
corner of the mall’s parking lot where

all employees were directed to park. As
she proceeded from her car to the
employees’ entrance, Ms. Livingstone
was struck by a car driven by a fellow
employee, sustaining injuries for which
she sought compensation.

The state compensation department
denied benefits. The trial court
reversed.

On appeal, the New Jersey Supreme
Court noted that the principal issue here
was whether compensation was
precluded by a bar on coverage for
injuries occurring in areas not under the
control of the employer. The court
concluded that Ms. Livingstone’s
workday commenced when she arrived
in her car at the section of the mall lot
adjacent to the employer’s premises and,
therefore, was in the course of
employment when the accident occurred.

“The fact that Abraham & Strauss
neither owned nor maintained, nor had
the right exclusively to use this area of
the lot does not, in our view, render her
injuries non-compensable,” the court
concluded.

Livingstone vs. Abraham & Strauss
Inc., Supreme Court of New Jersey, June
30, 1988 (BI1/01/July-$10).

These abstracts were prepared by
Cases Unlimited Inc. Copies of these
decisions are available by sending a
$10 check payable to Cases Unlimited
to Business Insurance, 740 N. Rush St.,
Chicago, Ill. 60611-2590. List the
number for each opinion.
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Many wﬂlmg
to pay price
for LTC cover

I' Washington |

By ADRIENNE C. LOCKE

WASHINGTON—Almost hailf of
the individuals responding to a re-
cent survey say they are willing to
pay $100 a month to guarantee
coverage for long-term care.

Of 1,000 people surveyed, 43%
said they were willing and able to
pay $100 a month—either in the
form of insurance premiums or
new taxes—for long-term care cov-
erage, while 53% would not pay
this amount and 4% did not know.

However, of those who said they
would not pay $100 a month for
long-term care coverage, 30% were
willing to pay $50 in either premi-
ums or increased taxes to cover the
cost of LTC coverage. In addition,
5% of these respondents did not
know if they would be willing to
pay $50, while 65% were not will-
ing to pay.

A majority of respondents be-
lieve that the government should
play a role in making long-term
care available to all, according to
the survey, ‘‘Public Attitudes on
Long-Term Care,” conducted in
July for the Employee Benefit Re-
search Institute in Washington,
D.C., by The Gallup Organization
Inc, of Lincoln, Neb.

Sixty-four percent say the fed-
eral government should help peo-
ple purchase long-term ¢are cover-
age, even if it means a tax in-
crease, while 32% opposed federal
involvement in long-term care cov-
erage and 5% were not sure.

According to the survey, respon-
dents in lower income groups were
less willing to pay extra amounts
for long-term care.

For example, 37% of respondents
with annual incomes of less than
$20,000 were willing to pay $100 a
month, compared to 47% of those
in the $20,000-$74,999 range and
56% of those earning $75,000 or
more.

Most respondents expect fo pay
for their own long-term care, the
survey found.

A third would use their personal
savings to cover long-term care
costs; a quarter would rely on pri-
vate long-term care insurance; 7%
would use medical insurance; 5%
would depend on a government
program; and 3% would rely on
their families to pay, the survey
said.

Only 1% said they would rely on
either Social Security and Medi-
care, get a loan, sell their home or
any assets, or rely on their pension
benefits to pay for care. Another
1% would not be able to pay for
any needed long-term care, the
survey said.

Two percent had other means to
cover long-term care costs and 19%
didn’t know how they would fi-
nance long-term care, according to
the report.

Of those who said they would
pay for their long-term care costs

with private insurance, 64% cur--

rently have private insurance,
while 25% do not and 11% did not
KNOW.

Employers provided long-term
roverage to 61% of those who said
hey had insurance; 27% purchased
coverage directly from an insurer;
10% received coverage through an
association; 1% received coverage
from other sources; and another
1% didn't know the source of their
COvVerage.

Just under half the respondents
said they feel that they are as

likely as the average person to
need long-term care at some point;
39% said they were less likely than
average to need long-term care; 9%
believed they were more likely
than average to need long-term
care and 4% were unsure, the sur-
vey said.

Twenty-three percent of respon-
dents said an immediate family
member received long-term care

Continued on next page
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within the last five years, though only
5% of respondents said they them-
selves had.

Copies of the survey are available
for $275 from Laura Bos or William
Custer at EBRI, 2121 K St. N.W,,
Suite 600, Washington, D.C. 20037;
202-775-6318 or 202-775-6328.

Aviation liability

A produect liability reform bill li-
miting lawsuits against general avia-
tion manufacturers has been ap-
proved by the Senate Commerce
Committee.

The bill, S. 640, introduced ear-
lier this year by Sen. Nancy Kasse-
baum, R-Kan., was passed earlier
this month on a voice vote.

The bill applies to aircraft that seat
fewer than 21 passengers and would:

e Allow punitive damages only in
cases of clear and conscious negli-
gence.

® Restrict aircraft manufacturers’
liability for their products to 20 years
after an airplane was built or after
any replacement parts were used.

® Shield manufacturers from lia-
bility if they can show that an ac-
cident was avoidable through com-
pliance’ with a Federal Aviation
Administration airworthiness di-
rective, a statement that dictates re-
pairs on aircraft, or with a service
bulletin from the manufacturer.

® Limit complaints to two years
after an accident.

However, under the bill, manufac-
turers would remain jointly and se-
verally liable for damages related to
their products. The bill would not
cap damage awards or attorneys’
fees.

THE AMERICAN CENTER
27777 FRANKLIN ROAD
SUITE 420
SOUTHFIELD, MI 48034

- . . . - °
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A similar bill, H.R. 1307, intro-
duced in the House by Rep. Dan
Glickman. D-Kan,, cleared the Public
Works and Transportation Commit-
tee in July (BI, Sept. 11, 1989), but
has yet to be considered by the Judi-
ciary or Energy and Commerce com-
mittees.

AIDS claims

Payments on AIDS-related health
and life insurance claims continued
to increase in 1988, but still comprise
orly a fraction of overall claims re-
ported, a new survey says.

The survey released by the Wash-
ington, D.C.-based American Council
of Life Insurance and Health Insur-
ance Assn. of America reports pay-
ments for individual life insurance
claims related to acquired immune
deficiency syndrome rose to an esti-
mated $:35.5 million last vear, up
3.6% from $130.8 million in 1987 (BI,
Feb. 27).

And, AIDS-related group life in-
surance claims paid by insurers -o-
taled an estimated $155.5 million in
1988, up 17.4% from $132.5 million
the previous year.

Individual accident and health in-
surance claims paid by irsurers also
soared to an estimated $50.3 million,
up 40.1% from $35.9 millicn, while
group accident and health claims
rose to an‘estimated $248.6 million in
1988, up 32.2% from $188 million in
1987, the survey said.

Figures are based on reports of
274 insurers responding to the ACLI-
HIIA survey. Researchers extrapo-
lated from these to est:mate pay-
ments for the entire life and health
insurance industry.

Among responding companies,
AIDS-related claims wer2 only 1.1%
of all individual life insurance claims
paid in 1988; 1.6% of all group life
insurance claims paid; 0.9% of all in-
dividual accident and health insur-
ance claims paid; and 0.8% of all

group accident and health insurance
claims paid.

That is slightly higher than in 1987,
when the comparable figures were
1.2% for individual life; 1.4% for
group life; 0.7% for individual acci-
dent and health; and 0.6% for acci-
dent and health.

However, the ACLI-HIIA survey
notes that 1987 and 1988 figures are
not exactly comparable because some
companies responding in 1938 did
not participate a year earlier.

The rate of increase for AIDS-re-
lated claims is slowing down, the
survey reports.

For example, the life and health
insurance industry as a whole paid
an estimated $589.9 million in AIDS-
related claims in 1988, up 21.1% from
an estimated $487.2 million paid in
1987. Between 1986 and 1987 total
life and health claims had risen
66.7%, up from $292.2 million.

The survey also found that the av-
erage size of AIDS-related claims
paid by insurers has changed for two
types of life insurance.

The average size of an AIDS-re-
lated 1988 group life insurance claim
increased to $32,400, compared with
$28,700 in 1987, and $27,300 in 1986.

But the size of individual life in-
surance claims related to AIDS has
steadily decreased to $19,600 in 1988,
from $23,500 in 1987, and $30,500 in
1986.

Increased use of AIDS testing in
life insurance underwriting could ac-
count for the decrease in AIDS-re-
lated individual life claims, HIAA
and ACLI officials suggest.

The ACLI-HIIA survey cautions,
though, that the number of AIDS-re-
lated claims paid by insurers may be
significantly greater than the survey
found because the diagnoses are
sometimes misstated.

The survey is based on claims that
are known to be AIDS related, but
some AIDS claims may no: be re-
ported as such, the survey notes.

Death certificates, for example,
may list the cause of death from an
AIDS-related illness as ‘‘occurred
due to disease,” or—like many New
York City death certificates—as
“natural” or “external” causes.

Other claims may be misclassified,
the survey contends, because the dis-
ease may not be recognized as being
AIDS-related, a diagnosis or cause of
death may not be precisely stated to
signal that a claim is AIDS-related or
a diagnosis may not have been made .
at the time of the claim.

And some claims are purposely
misstated for insurance purposes, the
survey said.

Copies of the 1988 “ACLI/HIAA
AIDS-Related Claims Survey” are
available from either Judy Finney,
Health Insurance Assn. of America,
1025 Connecticut Ave., N.W., Wash-
ington, D.C. 20036; 202-223-7786; or
Debbie Randolph Chase, American
Council of Life Insurance, 1001
Pennsylvania Ave, N.W., Washing-
ton, D.C. 20004; 202-624-2414.

New Labor official

The Labor Department has ap-
pointed a new chief of its fiduciary
division.

Bette J. Briggs is the new chief of
the division of fiduciary interpre-
tation of the Pension and Welfare
Benefits Administration.

As head of the division, she will
assist the director of the Office of
Regulation and Interpretation in
developing regulations that affect
the operation of employee benefit
plans under the Employee Retire-
ment and Income Security Act.

Previously, Ms. Briggs was a se-
nior appellate attorney at the De-
partment of Labor.

She has a bachelor’s degree from
the University of Wisconsin at
Madison, and a doctorate of law
degree from the University of Wis-
consin Law School. ]
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Vesting changes

Continued from page 3.

Regardless of the new vesting .

schedule adopted by employers,

the overall cost increases to em-- .

ployers and plans will be no more
than 5% in the first year, benefit
consultants estimate.

And, for employers with high
employee turnover, cost increases
will be virtually nil because most
employees still would not be fully
vested under the accelerated vest-
ing schedules. =

“Most employers are kind of ho-
hum about all this. It won't raise
costs that much because the bulk

of their terminations take place

before five years,"” explained Steve
Vernon, a consultant' with The
Wyatt Co. in Sherman QOaks, Calif:’

“Companies with younger work-
ers who have quick turnover will
see no increased costs because
most of their people weren't vested
anyway,”’ said Fred Rumack,
director of tax and legal services
with Buck Consultants Inc. of New
York.

Generally, the additional cost to
employers with defined benefit
plans will climb. between 0.5% to
2%, consultants estimate.

“Financially, this is a non-
issue,’
c1pai in the Atlanta office of A.
Foster Higgins & Co. Inc. ‘It won’t.
cost a company more than a couple

of percentage points in their an-'

nual contributions;”
Hewitt Associates in Lincoln-

shire, 111, estimates that for an em- .

ployer with many defined 'benefit

plan participants already fully

vested, employers' ‘costs will in-
crease only by about 0.5%, said
T'ed Weldon, a consultant.

And, employers with a signifi-
cant number of employees who
leave with between five and 10
years of service would have to in-
crease contributions about 2%, Mr
Weldon said.

Harper L. Garrett, managing
director-and chief-actuary with the
Alexander & Alexander Consulting
Group in Lyndhurst, N.J., esti-
mates that employers’ contribu-
tions to defined benefit plans
would increase about 0:5% under
the faster vesting schedules.

Mr. Weldon also pointed out that
employers with fully funded de-
[ined benefit pension plans will not
be affected by the faster vesting

schedule because the employers .

were not making annual contribu-
Lions anyway.

However, the costs to def:nedr

contribution plans and fully
funded defined benefit pension
vlans probably will increase 1% to
3%—and possibly as much as 5% if
many plan participants with five to
10 years of service leave—becatise
of the faster vesting schedule, Mr.
Weldon said. )

However, consultants and em-
ployers agree that confusion over
now to integrate pension plan ben-
fits with Social Security will be
2 more costly and.greater adminis-
irative headache.

Integration with Social Security
nermits employers to reduce re-
lirees’ pension benefits by a por-
lion of Social Security benefits for
which retirees are eligible. Without
ntegration, low-wage earning re-
lirees could conceivably receive
more income during retirement

through a combination of pension

and Social Security benefits than
hey earned while working (BI
Dec. 5, 1988).

To contain adiinistrative costs,
he majority of employers are opt-
ng for five-year cliff schedules,
under which plan participants are
not vested at all until the fifth
year, when they become 100%
vested, according to benefits con-
sultants. ‘

Consultants and benefit manag-
2rs agree that five-year cliff vest-
ing is the simplest and least-ex-

pensive way administratively to

vest employees.
Even thourch emplovers mav opt

' said Andy Stratton, a prin- .

to fully vest plan participants over
seven years rather than five years,
the cost advantages to the plan or
‘the employer may not outweigh the
administrative costs of processing
terminations of plan participants

who are only partially vested, con-"

sultants say.

A five-year graded -vesting
schedule poses the same adminis-
trative headaches as a seven-year
program, consultants added.

However, under a five-year cliff

- vesting schedule, employers would

not face such administrative diffi-
culties because plan participants
are not gradually vested over the
five-year period.

“With everything that has hap-

concurred. il

‘He zlsc noted that some employ—

ers thet cffered either defined con- -
. tribution or defined benefit plans

with 10-year graded or cliff vesting
schec&les just scaled down to five-
year schedules without much cost
impact.

For example, Barnett Banks
switched to a five-year cliff vesting
schieduale- from a lﬂtyear schedule
for itz overfunded Clefmeci benefit
pensien plan.

Uncer the faster vesting sched-

ule, 3,200 of the overall 18,000 plan
participants are fully vested, up
from 1,890 fully vested partici-
pants uncer the previous schedule,
accord:ng to Mr. Garner.

pened regarding-benefits, you
don’t want to create more hassles’
with vesting,” observed Warren:
Field, a principal in the Kansas
City, Mo., office of William M.
Mercer Meidinger Hansen Inc.

“So the normal choice among our’

clients is to change over to a five-.

year cliff vesting schedule without
much fanfare,” Mr. Field said.

Mr: Garrett -of A&A said that -

among the consulting group’s cli-
ents, all .companies that had 10-
year cliff schedules before are ¢on-
verting to five-year cliff schedules
now.

* And, “‘some: companies that had

- graded schedules, especially for

defined benefit plans, are moving
to cliff vesting-schedules simply
because they are understood to be
the easiest to administer,” Mr.
Garrett pointed out.

For example, Becton Dickinson
& Co., a health care products man-
ufacturer in Franklin Lakes, N.J:,
switched to a five-year cliff sched-
ule from a 10-year graded schedul-

“ing for its defined benefit pension

plan because cliff vesting is easier

- to administer; said Thomas Ken-
_ ney, benefits manager for Becton

Dickinson & Co.

As a result, 12,000 plan parhcx—
pants out of a total of 20,000 par-
ticipants now are fully v'ested, up
from 9,000 participants that had
been fully vested.

Becton’s plan contributions will
increase only 1% under the acce-

lerated vesting schedule, according -

to Mr. Kenney. "
Mr. Kenney also noted that Bec-

ton plans to modify its five-year.
 graded vesting schedule for the,
company’s 401(k) defined contri-

bution savings plan.

Under the modified schedule,_‘
“plan participants will be 50%" |
vested after two years, 75% vested

after three years and 100% after
four years.

But, in a move to check émployee.
turnover, a plan participant must.

have five years’ service with the.

company before terminating em-
ployment to receive:100% of con-.

tributions.

Under the old schedule, planf

participants were fully vested after
five years, but had to have six
years’ service with the company
oefore terminating employment to
receive full benefits.

The faster vesting schedule will

increase plan costs about 1%, Mr.
Kenney estimated. ;

“This is not real dramatlc, he
said. “We already had fairly liberal
vesting to begin with. But we still
don't really like to be told what to
do.”

Meanwhile, graded schedules are

- still fairly common for defined

contribution plans because those
plans are designed for portability
and today’s mobile workforce, ob-
served A&A’s Mr. Garrett.

Mr. Rumack 6f Buck Consultants

‘Financially, 'this is a non-issue. It won’t cost’
~a company more than a couple of percentage
points in their annual cantributions,”
says Andy Stratton, a principal in the
Atlanta oﬁnce of A. Foster, nggms & Co

The fas-er vesting schedule in-
creased tke plan's costs 8.5%, ac-
cordinz to Mr. Garner.

He explained that the plan costs
jumped by a relatively high per-
centage because of changes in pen-

sion acccunting required by the Fi--
“nancial Accounting Standards

Board’'s Statement 87.
Potlaich Corp., a San Francisco-
based wood products company,

- dropped its 10-year vesting sched-
- ule for its defined benefit pension
. plan in zavor of a five year cliff -

vesting with no projected contri-
bution increases because the plan

is fullr funded, accordmg to Sue

adtbolicCos Lo/ WML, ULLWOUDCL 29, 1909 / &

Staudu'};af'

‘manager.

The Potlach Corp. plar covers
about 1,800 salaried employees,
she said. :

Ms. Stauduhar said the compzany

~will not' change the five-year
graded vesting schedule for its -

401(k) savings plan; in which about
1,700 salaried employees sartici-

_pate.

And, Greenwich, Conn.-based
Pittston Co., a diverse manufac-
turing company that specizlizes in
coal mining, clianged to a five-year

cliff schedule in January from a

10-year cliff for its fully funded
defined benefit pension plan, said

Frank Lennon, vp-corporate ad~

ministration.

Pittston, which made ro plan
contributions last year, will not
have to make any contributions
again this year, Mr. Lennon said.

Mr. Lennon expects ‘“‘totally in-

~ significant” plan cost increzses.

‘‘No significant costs aze pre-

~dicted due to the change in vesting
“Most of our-

schedules.”" he said.
employees leave in the first three
years. The chances are that if they
stay for five years they would have
stayed for 10 years,” he said.

‘However, the company only cal-

culates benefits at year-end.
Therefore, the increase in the num-
ber of full_y vested participants is
not currently available.

He added that the compaay WIH
not change the five-year sraded
vesting schedule for its 401(k)

plan, in which there are 3,364 par-.

ticipants. ;
Meanwhile, some employsrs are

holding off informing plan partici-

pants about the vesting schedule

changes until they are prepared to

also explain more complicated

empiovee kenefits.

benefit issues, such as the new
rules on the integration of pension
plans with Social Security, accord-
ing to benefit experts.

For example, Mr. Kenney of Bec—
ton Dickinson said the changes in
vesting schedules for the com-
pany’'s defined benefit pension
plan and the defined contribution
saving$ plan have not yet been
communicated to employees.

Mr. Kenney explained that when

the company does formally com-

municate the changes, it probably
will use an internal memo as well
as add the changes to the com-
pany’s interactive touch-activated
computerized beneflts communica-
tions system.

However, Pittston Co. put out a
memorandum on the vestmg

_schedule change for the company’s

pension plan and expects “it to be
reinforced at Social Security inte-
gration time,” Mr. Lennon said.
“But we had very positive feed-
back from our employees. They
seem to be pleased knowing they
are vested in some sort of pension
plan after only five years,” he said.
And, Ms. Stauduhar of Potlatch
said the change in Potlatch’s pen-
sion plan's vesting schedule was
communicated through an announ-
cement. :
"She said a memo was distributed
to each employee along with infor-
mation about changes in other
benefits. om

'é"_“ EXCESS &

SURPLUS

COONEY, RIKARD & CURTIN; INC.
P. O. Box 59689 (205) 870-7790
Birmingham, AL 35259-9689 ©  1.800-824-1709 US
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Self-administration works: Employer
TPA ‘buffer’ called not necessary

By MICHAEL SCHACHNER

SAN DIEGO—Self-insurzd em-
ployers do not nezd the “buffer” that
a third-party administrator provides
from employee complaints concern-
ing group health care claims han-
dling, an employer says. i

“This buffer concept is pure an-
tiquated nonsense,” said Allen Bas-
suk, vp-risk management for La
Quinta Motor Inns in San Anton:o,
Texas.

“You need an honest relationship
with employees,” said Mr. Eassuk
during a session on the advantages
of using a TPA to administer health
care claims vs. self-administration at

the ninth annual Sel:-Insurance In-
stitute Conference, he.d Oct. 10-13 in
San Diego.

“The shrinking labor pool is not

going to improve, and benelits are

a key to retaining and attracting
good employees,” said Mr. Bassuk.

However, a third-oa-ty adminis-
trator told the audience that health
care claims zdministration is too
complicatad for most emplcyers to
handle in-hougse

While szlf-zdministration is not a
panacea for rising healzh cace costs

end rapid employee turnover, it can
gid in improving the rmorale and
comnitmert of employees by creat-
ing a team atmosphere, said La
Quintzs's Mr. Bassuk.

La Quinta, which started admin-
istering its emplcyee health care
claims a year ago, did rot make its
dec:sicn based on potent.a. cost sav-
ings, kut rather to foster a more co-
hesive relazionship between amploy-
ees ard management, according to
Mr. Bessuk.

“There are cost savings irvolved”

NOVEMBER
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with self-administration, he said.
“But it is not the reason to make the
switch because cost savings are not
significant when compared with rev-
enues.” :

Mr. Bassuk said that the costs
saved by eliminating TPA fees will
more than likely be eaten up by the
increased costs of hiring and train-
ing additional personnel required to
administer claims in-house.

“You will have to pay claims pro-
cessors and examiners and there may
be training costs, too,” he explained.

In addition, Mr. Bassuk pointed
out that because self-administration
is a long-term commitment—as is
self-insurance in general—hefty capi-
tal investments are required to begin
a self-administration program.

“You have to make an initial capi-
tal investment in computer hardware
and software. The purchasing price
can be amortized over time, but you
can guarantee that it will have bugs
and it takes time to fine-tune your
program,” he said. -

Careful planning is the key ingre-
dient to a successful self-adminis-
tered program, Mr. Bassuk said.

Since it takes a tremendous
amount of paperwork to process just
one claim, it is vital that an employer
have a free-standing system staffed
with competent
people, he said.

“TPAs want
you to believe
that they have
all the talent,’” W=
he said. “That’s
simply not true. You can find good
people who are well-trained. TPAs
have the same turnover problem we
all do.”

Mr. Bassuk also suggests that em-
ployers that want to administer
health care claims in-house keep the
design of their health care plan sim-
ple and make sure that claims per-
sonnel are involved in determining
the design of the plan.

In calculating the cost of a self-ad-
ministered program, employers must
make sure they consider all asso-

ciated expenditures, like hardware
and software costs; salaries for the
claim processors and examiners, ben-
efit costs; the cost of additional
equipment; and consulting costs, in-
cluding the cost of both legal and
data processing advice, said Mr. Bas-
suk.

But the paramount concern of a
self-administered employer—and
often the biggest problem for com-
panies that administer health care
claims in-house—is employee com-
munications, he said.

“You must bring everyone into the
program,” Mr. Bassuk said. “Tell
them how they can utilize their bene-
fits and let them know that what is
saved today can come back to them
later in the form of more benefits.”

Thomas J. O'Neill, executive vp
and chief operating officer with Mass
Insurance Consultants & Adminis-
trators Inc. in Chicago, a TPA firm,
disagreed with Mr. Bassuk's assess-
ment of self-administration.

Administering health care claims
in-house is often too complicated to
be handled properly by an employer,
Mr. O'Neill maintained.

“TPAs used to just process paper
and pay. claims. Now it's more com-
plex,” he said. “CEOs and CFOs are
now involved. . .because it does af-
fect the bottom line. TPAs provide
needed specialization.”

Employers that self-administer
claims too often focus the bulk of
their resources on simply processing
claims, which Mr. O'Neill termed a
mistake. “Only 4% of overall admin-
istration costs go here. You need to
focus on the remaining 96%."

TPAs, according to Mr. O'Neill, are
invaluable for assessing and selecting
support services. He said qualified
TPAs know who the top reinsurers
and utilization review firms are. They
can help a client select the proper
case management firm, and some
TPAs are able to provide UR and case
management services themselves, he
said.

Companies that use TPAs to ad-
minister their self-insured health
care plans do not lose control of the
program and are free to be involved
at the level they choose, Mr. O'Neill
insisted. [ ]
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Data needed before self-funding begins

By MICHAEL SCHACHNER

SAN DIEGO—Before a company consid-
ers self-insuring its liability exposures, it
should have a thorough data base of loss
information to project future losses, says a
risk management consultant.

“Without this data base, I suggest you defer
until you have at least three or four years of
solid data,” said James V. Davis, chairman
and chief executive officer of Corrocn & Black
Corp.’s Advanced Risk Management Services
division in Nashville, Tenn.

Mr. Davis spoke to an audience of risk
managers and insurance consultants during
a session on self-funding liability exposures at
the ninth annual Self-Insurance Institute of
America conference, held Oct. 10-13 in San
Diego.

For loss forecasting to be specifie, it must
be based on actual data from the company’s
loss history, he said. If forecasts are ‘oo vague,
they will be invalid, he added.

“¥ou must have a feel for how variable
your loss estimates are,” Mr. Davis said. “You
must also know whether your firm can deal
with this variability when it occurs. It's an
important part of the process.

“You must also calculate what vour paid

losses will be because this will affect your
cash-flow,” he said. “Once you have assem-
bled a data base to estimate your ultimate in-
curred losses, you can use that to measure dif-
ferent forms of self-insurance.”

This data will be useful as risk managers
in the 1890s increasingly self-insure all or a
portion cf their liability risks, Mr. Davis pre-
dicted.

Risk managers may wish to establish quali-
fied self--nsurance programs for workers com-
pensation and automobile liability coverage,
he said.

In addition, companies that do not want
to meet all the requirements of qualified self-
insurance but still wish to retain a larger por-
tion of their liabilities, may turn to deductible
programs for auto liability and general liabil-
ity insurance coverage, Mr. Davis said.

Under such a program, a company buys
an insurance policy with a very high deduct-
ible so that the majority of its claims will fall
within the deductible, he explained.

Ir. addition, through an agreement in the
policies, if the policyholder should become
unable to pay claims that fall within its de-
ductible, the insurer will take responsibility
for them, according to Mr. Davis.

Once a risk manager decides to pursue a

qualified self-insurance program, he or she
must decide on a per-occurrence retention,
at what point excess insurance coverage will
attach and whether aggregate reinsurance is
necessary, Mr. Davis said.

“To establish a cut-off point you should
search the data base” to determine where the
majority of liability claims fall, he said.

“The basis of self-insurance is to recognize
that you don’t want to trade dollars with a
insurance company,” he said, explaining the
importance of setting an appropriate attach-
ment point for excess coverage.

Qualified self-insurance, compared with
other risk financing options, offers the risk
manager three basic benefits, according to
Mr. Davis:

® Increased flexibility.

Risk managers can coordinate claims pay-
ments and cash flow with a self-insurance
program. Risk managers may vary their com-
pany’s retentions and can change support ser-
vice companies without changing excess in-
surers, he said.

® Increased stability.

“I've only seen one firm that has begun
qualified self-insurance and has gone off of
it,” Mr. Davis noted.

Stability is enhanced because self-insurance

permits the company to be less reliant on
commercial insurers, and “many of our clients
want to wash their hands of the industry after
the last hard cycle. Insurance is supposed to be
a stabilizing factor and if doesn’t do that it's
worthless,” he said.

Increased stability also comes from tailoring
loss control programs to a company’s specific
needs and from having the ability to handle
claims previously paid by an insurance com-
‘pany, he said.

® Greater overall control.

Self-insurers can set their own retention
levels, Mr. Davis noted, though excess in-
surers do influence the size of retention a
company selects.

Also, because the risk manager is steering
the insurance program, he or she can re-
ceive much more direct information about
the company’s risks, rather than rely on an
insurer to provide that information, he said.

Another benefit of self-insurance is that
a company pays only its own claims, Mr.
Davis noted. Never will it risk paying for
another company’s losses, either directly or
mndirectly, he said.

Vicki Gron, vp of Royal Insurance Service
Corp., a consulting and claims processing firm
in Charlotte, N.C., moderated the session.

Work comp self-insurance
increases employer control

By MICHAEL SCHACHNER

SAN DIEGO—The primary ob-
jective of a self-insured workers
compensation program is to give
an employer complete authority
over claims costs and loss control,
says a risk financing specialist.

In addition, self-insuring work-
ers comp risks insulates a company

You maintain the
highest stemdcards
of quality and
look where it gets you.

With 25% higher surplus them this time last yecar.
You know, we started this company a couple of
years ago with the notion thet

nues it 1s important that a self-in-
surer’s assets be at about 140% of
its liabilities, or at least 1-to-1.

“This offers the self-insurer the
ability to weather downturns. And
a net worth equal to 10% of sales
and equity of at least 140% of
long-term debf will enhance bor-
rowing power,” said Mr. Clouser.

® Companies should be able to

support of management and man-
agement's willingness to provide
administrative and financial re-
sources.

If a company considering self-in-
suring its workers comp risks
meets Mr. Clouser's criteria, it
should then conduct a feasibility
study.

Another panelist, Douglas Hart-

% > 2 4 Allionce Genereal it e
from increases in commercial sustain a single loss of $100,000 or man, senior manager with Ernst & & Alliance Syndicate providing Surplus Lines
workers compensation rates that more per occurrence. he said. Whinney in New York, detailed the Consolidated Basls Coverages reflecting the

® A local thizd-party claims ad-
ministrator
should be
available be-
cause service
personnel will
ke familiar
with the types

typically have exceeded the rate of
inflation, according to E. Randall
Clouser, senior vp and director of
business development with Alex-
ander & Alexander of Missouri in
St. Louis.

Mr. Clouser, speaking at a ses-
sion at the ninth annual Self-In-

feasibility study process. gl Ty

A company should begin its AT ]
analysis by compiling at least four
to six years of back payroll, loss
and financial history, he said. In
addition, statistical claim reports
should be collected for that same
period.

irdustry's highest stan-
dards of excellence
would give us this
tremendous feeling
| of accomplishment
and keep our
clients extremely

($ Million)

surance Institute of America con- of claims the company faces and To judge whether self-insurance hcxppy'cxll at the
ference in San Diego Oct. 10-13, will provide better service. is appropriate, the company should scme time.
said that a company can find a ® Risk managers must contract project ultimate losses by using ac- We were

with an excess workers comp in- right.
surer that will stay for the long run
because although “there are a lot
of writers of excess right now, how
about when the market eventually
turns?”’

¢ A well-defined safety program
is vital. “It is critical to define and
implement loss control standards.
Otherwise, costs won't be managed
and the self-insurer will pay for it.
Safety programs and incentives do
work,” he said.

Mr. Clouser said a key element of
moving to a self-insured workers
compensation program is the full

tuarial loss development tech-
niques, Mr. Hartman said.

Risk managers should also iden-
tify and quantify all of the other
costs of a self-insured program,
such as TPA fees, surety bond pre-
miums, letters of credit, salaries
for additional personnel needed to
implement and manage a self-in-
sured program, eXcess insurance
premiums and required state as-
sessments, he said.

Harvey Nolen, president of Total
Group Services Inc., a third-party
administrator in Grand Rapids,
Mich., moderated the session. m

multitude of reasons to self-insure
its workers compensation risks.

By not purchasing primary
workers comp insurance, employ-
ers can avoid having their workers
comp experience inaccurately
characterized and being subject to
premiums and expense modifica-
tions based on improper analyses,
Mr. Clouser said.

“In theory, self-insurance allows
you to pay only for your losses.
There are no insurance charges,
commissions or premium taxes,”
he said.

Finally, a self-insurer can im-
prove cash-flow through deferred
claims payment. “‘An average
workers comp claim stretches nine
years. Therefore, if you self-insure,
the cash is kept within your orga-
nization and can be reapplied to
the operations.”

He said there are several rules of
thumb an employer should follow
when considering whether to self-
insure its workers comp program:

® An employer should be paying
annual work comp premiums of at
least $300,000, of which $100,000
should be generated in one state.

““This allows you enough of an
exposure base to spread the risk
across enough dollars,” he ex-
plained.

® An employer should have a
strong loss history and an equally
strong loss forecast because self-
insurance is a long-term commit-
ment and not a quick fix.

Mr. Clouser said that because
losses are paid out of current reve-

84 85 86 87 88
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The professional marketplace

RATES AND CLOSING TIME:

Rates: Display classified is $108.50 per column inch, minimum of one inch. Straight classified is
$9.00 per line, minimum of 5 lines. Count 34 characters per line (include each spece and
punctuation as a character). Additional $17.50 charge for all blind box ads. Only those reponses
which fit into a business size envelope will be forwarded. Responses are forwarded daily.

Closing: Published every Monday. Copy must be in typewritten form by noon Tuesday, 6
days preceding publishing date. No verbal phone copy accepted. Prepayment required for
straight advertisements. Mail ads to Margaret Hikido, Classified Advertising, 740 N. Rush

7
(&

St. Chicago, IL 60611. For more information call 312-649-5340. FAX 312-280-3189.

SURETY BOND MANAGER
Old large Southern Ohio con-
tractor oriented independent
agency seeks person w/man-
agement, underwriting & sales
skills. Salary, fringes, bonus,
car, move included, plus ow-
nership potential. Need de-
gree, at least 5 yrs. surety
exper. Send resume, refer-
ences & salary history to:

The
Professional
Marketplace

TARGETS
your BEST

Box 2486 J O B
Business Insurance : .
740 Rush St. Candidates

Chicago, IL 60611-2590

CALL COLLECT (305) 421-0122, OR FAX: (305} 421-5751
1191 E. NEWPORT CENTER DRIVE, SUITE 206, DEERFIELD BEACH, FL 33442

INTERNATIONAL INSURMNCE ALL REPLIES HELD CONFIDENTIAL

CONSULTANTS, INCORPORITED EQUAL OPPORTUNITY AGENCY

DIVERSIFIED EXECUTIVE SEARCH SERVICES COMPANY FEE PAID
CALL — RAY J. CROWLEY

SENIOR ACCOUNT EXECUTIVE INTERNATIONAL — Top insurer with aggressive
growth posture needs strong outside oriented person 1o spearhead regional represen-
Lation in multi-national business. Ability in technical areas and famniliarity with interna-
lional brokers will help you excel. Great visibility to senior management as well as
brokers and insureds, $70's
CASUALTY UNDERWRITING OFFICER — Exclusive role in this Nalional Accounts
division for major competitor. Strong technical accumulation in sophisticated programs
(refros, deductibles, paid loss, etc.) along with ability to work with major brokers
needed. Use your domestic large account skills to fully round out your experience by
working with fortune multi-national accounts. This division is on culting edge of the
‘globalization’ of the industry. Any internalional background a plus but not a necessity.
90's + + :
SENIOR INTERNATIONAL OFFICER — Major broker has exclusive opportunity
available for a superior international professional. Take an active role in the archilec-
tural design and continued growth for this reputable firm. Ability in production/service
and marketing for multi-nationals and the desire for conspicuous success could qualify
you. If you have the desire to have input on the future of the firm and your career, lake
advantage of this unique opportunity. $100K +
REGIONAL CASUALTY UNDERWRITING MANAGER — Strong A+ Class 15 ca-
sualty operation needs #1 underwriting professional. Position has great visibility. Will
be groomed directly for #1 Regional Officer position. Ability with major accounts.
brokers and proven skill in management necessary. $80's
SENIOR ACCOUNT EXECUTIVE — National firm has need for strong A/E with
proven ability in large fortune tyre accounts, Your reputation in quality service and
ability lo make penetration into fortune accounts will be greatly rewarded. This is a
prestigious pesition working on very visible accounts, $80K + incentives

VICE PRESIDENT UNDERWRITING

Houston based insurance company/agency group spe-
cializing in Medical Professional Liability programs seeks
experienced underwriter for senior management posi-
tion. Individual will be responsible fer establishing under-
writing policy and management of all underwriting func-
tions including pricing, risk selection and placement of
reinsurance. Opportunity to have significant impact on a
profitable and growing company. Excellent benefit pack-
age and salary potential commensurate with experience.
Send complete resume to:
President
Western Indemnity Insurance Company
P.O. Box 79519
Houston, Texas 77279-9519

DIRECTOR-
INSURANCE AND
RISK MANAGEMENT

A supermarket company with sales in ex-
cess of $1 billion and has an excellent op-
portunity for a results-oriented insurance
professional.

The Director will be based in Florida and
report directly to the CFO and have overall
corporate responsibility for risk manage-
ment, insurance, and loss control.

The ideal candidate will have a Bachelor’s
degree and five plus years related experi-
ence. Strong analytical ability and excel-
lent interpersonal skills required.

Our outstanding compensation and benefits
package includes relocation expenses,
medical/life/dental, company-paid retire-
ment program, 401K and much more.

For confidential consideration, send re-
sume including salary history to: P.O. Box
331878, Dept. U-35, Miami, FL 33233-
1878. Attn: VP/Human Resources. We are
an equal opportunity employer. (No agen-
cies please.)

RETAIL PRODUCERS WANTED

SPECIALTY PROGRAMS ARE NOW AVAILABLE
Target States

. AL, DE. GA. ID. IL. IN. KS. LA. M. MO.
MS. NE. OH. OK. SD. TX. WA. WL WV. WY.
Target classes for Liability Coverage
Campgrounds Riding Academies & Stables

Rooters

Service Stations (Pollution)
Rental Car Agencies
Special Events

Strategy Games

Taxi Cabs

Trade Contractors

Water Parks & Water Slides

Contractors' Bonds

Day Care Centers

Go Kart Tracks

Insurance Agents
Limousines

Mini Golf Courses

Real Estate Agents

Refuse Haulers

Restaurants & Bars (Liquors)

For more information regarding these Programs call:

Toll Free 1-800-272-7230
In Missouri 1-314-997-3666

Or Write To:
A. B. Carter Inc.
10420 Old Olive Rd., P.O. Box 66842
St Louis, MO 63166

SALES

ACCOUNT

EXECUTIVE
SALES & MARKETING

-
-l ANGELES, PHOENIX
OR SAN FRANCISCO LOCATIONS

Leading claims administration firm seeks an experienced and
educated individual to join our national contract sales division.

The duties of this pesition include identifying and making
marketing calls on brokers, risk managers and other prospective
sources of business throughout an assigned multi-state territory
in the West. Analyzing service needs, formulating account pro-
cedures, negotiating contracts and making formal presentations
are integral aspects o* the position.

Qualified candidates will possess a successful track record of
sales and marketing, a minimum of 3 years. A warking knowledge
of insurance, risk management and claims administration is
desirable. Regular overnight travel is expected.

As compensation, GAB offers a base salary plus commission pro-
gram. We provide a comprehensive benefits program including
a savings plan,

To be considered for local interview, please send resume to:

H.R. MANAGER

-

Business Services. Inc

3230 East Imperial Highway,
Suite 250

Brea, California 92621

An Equal Opportunity!
Affirmative Action Employer

HOUSTON BROKERAGE

National brokerage seeks individual to manage their
Houston facility. Will be responsible for commercial
P&C sales, service. and marketing functions plus
total P&L picture, Requires current PAC agency/
brokerage exp. Compelitive industry compensation
package to include salary plus BONUS incentives,

GILBERT—HAFNER & COMPANY
Insurance Staifing Consullants
6060 N. Central #470, Dallas, TX 75206
AC214-361-9341

FOR SALE

FULLY ADJUDICATED CLAIM SYSTEM
Used Rims Qic Claims System. 10 te-
minal; 512K memory, two 310MB disc
drive, Magnetic tape, 300 LPM Printer,
1200 baud modem. Price right, Box
2560, Business Insurance, 740 Rush
St, Chicago, IL 60611-2590

TRUCK AGENTS

Stop Wasting Your Time
Improve Your Hit Ratio
Increase Your Market Share
We Sell Truckers X-Dates
“NATIONWIDE"
800-288-XDATES (9328)
Not Available In All States

il Fora \
Concise

and

Logical

i\pproach
(1]

Risk
Management
Recruiting

LGSIC

Associates, Inc.

EXECUTIVE SEARCH
CONSULTANTS

170 Broadway

New York; N.Y. 10038
(212) 2278000

\ J

LEGAL SERVICES

IN THE CIRCUIT COURT OF COOK COUNTY, ILLINOIS
COUNTY DEPARTMENT. CHANCERY DIVISION
IN THE MATTER OF THE LIQUIDATION OF
(AMALGAMATED LABOR LIFE INSURANCE
COMPANY) NO.89 CH.3565

NOTIC E

PLEASE TAKE NOTICE, that on July
4, 1989 an Order of Liquidation with
Finding of Insolvency was entered against
Amalgamated Labor Life Insurance Com-
pany (“Amalgamated”) by the Honorable
Albert Green, Judge of the Circuit Court
of Cook County, Illinois, Zack Stamp,
Director of Insurance of the State of 1li-
nois, is the Statutory and court affirmed
Liquidator of Amalgamated.

TAKE FURTHER NOTICE that pur-
suant to the Order of said court, all rights
and liabilities of Amalgamated and its
creditors, policyholders and all other per-
sons interested in its assets are fixed as of
July 5, 1989, unless otherwise provided by
such other Order of the Court.

TAKE FURTHER NOTICE thal any
and all persons, partnerships, corpora-
tions, associations, estates, trusts and pov-
ernmental units having or claiming lo
have any accounts, debls, claims or de-
mands against Amalgamated or claiming
any right, title or interest in or lo any
funds or prﬂ;)c‘ny of Amalgamated in the
possession of the Liquidator are required
to file a Proof of Claim with the Liguida-
tor on or before 4:30 p.m. Chicago Time,
July 5, 1990.

TAKE FURTHER NOTICE, that the
form of and required content of all proofs
of claim arce described in the 1linois Re-
vised Statutes, 1987, Chapter 73, Pura-
graph 821. Proofs of claim, topether with
supporting documents, if any are to be
filed with and may be secured from the
Special Deputy Liquidator, Amalgamated
Labor Life Insurance Company, In Ligui-
dation, 446 East Ontario Street, Suite 700,
Chicago, Illinois 60611, Filing shall oceur
upon the receipt of Proof of Claim by
the Liguidator. The Liquidatoer rescrves
the right to require such additional infor-
mation with respect to any claims as he
may deem necessary, The Liquidator fur-
ther reserves all rights to any and all de-
fenses of Amalgamated concerning such
claim, All Proofs of Claim must be duly
sworn Lo before an Officer authorized to
take oaths.

THE LAST DATE FOR THE FILING OF PROUES

OF CLAIMS WITH THE LIQUIDATOR AT HIS ABOVE
MENTIONED OFFICE I8 JULY 5. 18900 AT 30 1M

CHICAGO TIME. NO PERSON HAVING OR CLAIM-
O HAVE ANY CLAINS AGAINST ANMALGA-

E INSURANCE COM

OR BEFORE JULY 5, 1990 AT 4230 1" M

James W. Schacht, Special Deputy Lig-
uidator, Office of the Special Deputy, 446
East Ontario, Suite 700, Chicago, lilinois
60611, (312) 915-4700.

POSITIONS WANTED

INSURANCE AGENCY
UNDERWRITER/MARKETER
Property-Casually background,
thoroughly experienced; desires down-
town Chicago or Western Suburbs,
Reasonable Salary. Reply to: Box 2493,
Business Insurance, 740 Rush St., Chi-

cago, IL 60611-2590

BUSINESS OPPORTUNITIES

LET THE GOVERNMENT FINANCE
your new or existing small business
Grants and loans up to $500,000.00.
Free recorded message: 707-448-0270.
(PAB)

HELP WANTED

RISK MANAGER

Oktahoma City-based company with
three manufacturing subsidiaries seeks
experienced Risk Manager to adminis-
ter comprehensive loss control program
al various manufacturing locations
across the U.S. and Canada, Responsi-
bilities include: insurance negoliation,
premium and rating analysis, loss con-
trol, group insurance analysis, and ad-
ministration of W/C and P&C. Travel
required. Submit resume with salary
history to: CPl, ATTN: John B. Frick,
1601 Northwest Expressway, Suite
2210, Oklahoma City, OK 73118.

RISK MANAGER DIRECTOR
Asheville, North Carolina, population
60.000. New position under the general
supervision of the City Manager. Re-
sponsible and ac¢countable for the
planning, development. implementa-
tion and management of a comprehen-
sive risk management program com-

prised of all insured and self-insured
areas of liability. MINIMUM RE-
QUIR INTS: BA and five (5) years of

progre responsible experience in
the administration of casualty and
[Jrnp(\rl),' risk programs, or any equiva-
ent cambination thereof. Candidates
must alse possess excellent oral/writ-
ten communication, interpersonal and
management skills. Municipal experi-
ence and ARM certification preferred.
Annual salary range: $32.219-547.819
DOE. Send detailed resume to; Person-
nel Director, P.O. Box 7148; Asheville,
NC 28802, by November 3, 1989. An Af-
firmative Action Employer - minorities
and females are encouraged Lo apply

NOTICES

NOTICE INVITING BIDS

Sealed bids are invited by the City of
Los Angeles, California for furnishing
PROPOSAL FOR INSURER REPRE-
SENTATIVE FOR CITY OF L.A. in ac-
cordance with BID #F5076 and specifi-
cations available in Room 850, City
Hall East, 200 North Main Street, Los
Angeles, CA 90012. Bids to be opened
on Nov, 30, 1989 at 11:00 A M. at above
address. Bids are subject to acceptance
within three months unless otherwise
stipulated by bidder. The provisions of
the Los Angeles City Administrative
Code, Sections 10.8 and 10.31 will be a
part of any contract awarded pursuant
to this notice. Date: Oct. 12, 1989 L.D.
RANDALL BACON, General Manager
and City Purchasing Agent.

Business Insurance

Circulation Breakdown*
Commercial Consumers

Administrative:
CEO's qusidemséand Owners . ...

. 2.6
Vice-F eneral M, and Other
Administrative Personnel . .. ... .. 4,
Financial:
Chiel Financial Officers and Vice-presidents
ALEENEE, ca et o e 2,795

Secretaries. Treasurers, controllers and other
Financial Personnel . ... ....... 3.842
Risk/Employee Banefits:

Vice-presidents, directors, managers, and
other related depariment persannel of: insur-
ance. risk, employee benefils, persannal,

compensation, pension. safaety, security, in-
dustrial relations, human resources and em-
ployea/labor relalions . ... ... ... 10,719
Bubstotal Jiooas oS e 24,021
ABSOEBNONT 1< o fisy A R ahs 554
Gavernment, Unions and Educational Instilu-
TR oy o el e et oy SR & R 5310 1.417
Commercial Consumers

SuB-1olsl ... cak ase S e 25,992
Insurance Agents and Brokers . . . . . 10,515

Insurance Companies .. ........7673
Acluaries, Consullants, Altarneys, Adjusters,
Appraisers and Third Party Administiaiors

Others Allied to the Field . . . . , -
FOTAL oo ity wiydiirarah 50,751

Source Business/Occupational breakdown
ot qualified circulation, May 29, 1989 issue, as
submilted to BPA for June1983 BPA Pub.
lisher's Statement.

AR R R R R R R ORR R R T



Lo Litbon ditowribinie, JLLLDCTL 4o, 1J0J 7 O

Comp insurers

Continued from page 1
will continue to service.

Observers say the proposed sus-
pensions are unusual because they
stem from market conduct prob-
lems, rather than solvency con-
cerns.

Most states do not suspend in-
surers for breaking non-solvency-
related regulations, relying instead
on fines, cease-and-desist orders
and negative publicity.

However, the suspensions are
part of Oregon’s new and “‘more
strident” approach to dealing with
insurers that do not respond in
good faith to regulatory sanctions,
Mr. Hennessee said.

Insurance Department Director
Theodore Kulongoski last month
issued the proposed orders sus-
pending the six AIG insurers’ au-
thorization to issue guaranty con-
tracts, which an employer is re-
quired to receive from its workers
compensation insurer to certify
that the employer has purchased
workers comp coverage.

The orders, which were stayed by
the appeals, were to go into effect
Oct. 20.

The orders affect six of the eight
AIG insurers writing workers com-
pensation coverage in Oregon:
American Home Assurance Co.;
Birmingham Fire Insurance Co. of
Pennsylvania; Commerce & Indus-
try Insurance Co.; Insurance Co. of
the State of Pennsylvania; Na-
tional Union Fire Insurance Co. of
Pitisburgh, Pa.; and New Hamp-
shire Insurance Co.

The six companies currently
write workers comp coverage for
about 800 Oregon businesses with

Hurricane Jerry

more than 33,000 employees, ac-
cording to Mr. Hennessee.

Two other AIG companies—
Granite State Insurance Co. and
AIU Insurance Co.—do not face
suspension orders because they
each had been penalized only twice
in the past five years.

Together, the eight AIG units
wrote $14.3 million in workers
comp premiums in the state in
1988.

The suspensions were ordered
after an audit of departmental rec-
ords found that the division had
levied 181 civil penalties against
the eight AIG units since 1984, the
department said in a statement.

In 1988 alone, the AIG units re-
ceived more than 80 of the 678
civil penalties assessed against
workers comp insurers and self-in-
surers in the state, according to
departmental figures.

The department has issued fines
totaling more than $104,000
against the eight AIG units since
1984.

Fines against the six units facing
the proposed suspension range
from $6.100 against New Hamp-
shire to $32,200 against National
Union, according to departmental
records.

“Despite being notified of audit
results that showed continuing
problems and having paid an un-
precedented number of penalties,
these insurers have failed to cor-
rect their deficiencies,” Mr. Hen-
nessee said in a statement. Only
one of the fines against the six in-
surers was contested, according to
department records.

“From our perspective, it ap-
pears these insurers simply re-
garded penalties as a cost of doing

business,” he said in a statement.

“They ignored the fact the penal- -

ties are intended to obtain eompli-
ance with the Oregon workers
compensation laws and regula-
tions,"” he said.

The fines resulted in part from
failures to:

® Make timely payment of bene-
fits to injured workers and their

" beneficiaries.

® Promptly file, record and

resolution of the issues you have
raised prior to the hearing.”

Although Mr. Foley declined to
discuss the pending case, he em-
phasized that “‘the proposed orders
do not affect our current policies of
workers compensatioh insurance
in any way. We will continue to
serve and protect our Oregon poli-
cyholders and claimants under the
policies we have issued.”

The department expects that a

‘Despite being notified of audit results
that showed continuing problems and having
paid an unprecedented number of penaities,
these insurers have failed to correct their
deficiencies,’ says Matt Hennessee.

maintain notices of employers’
workers compensation coverage
with the state.

® Maintain records within Ore-
gon of guaranty contracts, policy
cancellations and endorsements.

® Resolve information errors in
guaranty contracts.

® Maintain records required by
law, including premiums due and
collected, employer assessments
and employee contributions.

All six AIG companies responded
to the department’s suspension no-
tices by writing letters requesting
hearings on the proposed orders,
said Patrick J. Foley, AIG’s vp and
associate general counsel in New
York, in an interview.

In those letters, representatives
for the insurers also requested pre-
hearing conferences with the de-
partment “so that we may discuss a

Continued from page 3

The insurer will pay about $154
million on 50,000 claims from Hur-
ricane Hugo, he said.

Fireman’s Fund Insurance Cos.
of Novato, Calif.,, was all but un-
touched by Jerry, according to a
spokesman. “We have one awning
loss and that's it,”’ he said last
week.

The Texas Catastrophic Property
Insurance Assn., a pool of un-
derwriters offering windstorm cov-
erage to businesses in 14 coastal
counties, will pay some storm-re-
lated claims, said Buddy Rogers,
TCPIA’s loss manager.

But “it’s a little too early to tell”
how many, he said. “We’re getting
conflicting stories. Some say it's
catastrophic and others are saying
it’s light.”

Tae pool’s maximum exposure
along the coast is about $4.5
billion, he said.

Galveston businesses suffered
mostly broken windows and roof
damage, according to Paula Gavin,
an assistant to the city manager.

“One small store by the airport
was heavily damaged and the west
end of the island had quite a few

aouses with roof damage and win-
dows out,” she said.

A statement released by city of-
ficials last week said “the bulk of
damage is to hotels, motels, apart-
ments, condominiums, residential
roofs, fences, etc.”

Damage to the Hotel Galvez on
she island was “fairly minimal,”
with 300 to 500 feet of gutters
down and some window and roof
damage, said George Van Etten,
general manager.

Galveston’s Seaside Pointe hotel
suffered extensive roof damage,
according to a spokeswoman.

Because damage was lighter than
first suspected, Galveston did not
request faderal disaster aid.

The hurricane did “relatively
minor” damage to a cooling tower,
fans and metal sheeting at Sterling
Chemical, a Texas City plant that
operated throughout the storm,
said Ray Wheeler, the company’s
Houston-based risk manager.

“Our property coverage does
apply, but we have a large deduct-
ible and this won’t come close to
it," he added.

In downtown Texas City busin-
esses had windows blown out and

roofs damaged, but ‘‘we came out
of it in good shape,” said George
Stapleton, director of public works
and emergency management coor-
dinator.

Texas City saved some time and
money because “a few old build-
ings that were about to fall down,
fell down. Now we don’t have to
tear them down,” said Mr. Staple-
ton.

In Baytown ‘“‘there were a lot of
trees down and cosmetic damage to
things like siding and decorative
panels. I don't know of any busi-
ness that was demolished,” said a
city spokesman.

Although damage from Jerry was
relatively light, some insurers were
caught shorthanded by the second
hurricane to strike the U.S. main-
land in less than a month.

“We were running thin on ad-
justers already,” said Bud Trice,
assistant vp-catastrophic services
with adjuster Crawford & Co. in
Atlanta.

“We were able to round up some
adjusters, but not the typical force
because we still have everybody on
the Carolina coast,” Mr. Trice com-
mented. [ ]

referee from its hearings division
will expedite AIG’s appeal by
holding a hearing within 120 days
rather than the customary 180
days, Mr. Hennessee said.,

Pending the outcome of the hear-
ings, the AIG units can write new
and renewal policies in Oregon.

If the suspensions are upheld,
the insurers would be unable to
write workers compensation poli-
cies for new policyholders for 18
months. However, the companies
could renew existing policies as
long as they did not lapse, Mr.
Hennessee said in an interview.

In addition, the division planned
to audit the performance of the six
insurers near the end of the sus-
pension period. Those that failed to
meet minimum standards during
the period could face permanent
revocation of their authority to un-
derwrite workers compensation in-
surance in the state.

Other state regulators and repre-
sentatives of insurance trade asso-
ciations noted that the proposed
suspensions of the AIG units for
claims payment and record-keep-
ing violations is an unusual and
severe penalty, especially because
it is being applied to workers com-
pensation insurers.

The suspension of any type of in-
surer for non-solvency-related rea-
sons is “unusual,”’ said Joseph Ed-
wards, superintendent of the
Maine Bureau of Insurance.

“lowa has never suspended an
insurer for other than financial
reasons,” said Commissioner Wil-
liam Hager of the Iowa Insurance
Division. The Iowa division instead
relies on fines and cease-and-de-
sist orders, he added.

However, Towa regulators sup-
port “aggressive” regulation to

.protect insurance buyers, Mr.

Hager said. In this case, it appears
“that suspension was the next logi-
cal step because obviously the
lower sanctions did not work,” he
added.

Suspension is “‘a very severe
penalty,” agreed a spokesman for
the New York Insurance Depart-
ment, New York relies primarily on

substantial fines and negative pub-
licity to obtain compliance with its
regulations, the spokesman said.

However, the department might
consider suspensions if problems
with an insurer persist, he added.

“It’s a pretty stiff reaction” by
the regulators, especially against a
company the size of AIG, said an
insurance industry observer who
asked not to be named.

Suspension of a workers com-
pensation insurer is particularly
unusual, observers said, noting
that Oregon’s unique work comp
regulatory system paved the way
for the suspensions.

In most states, the agency regu-
lating the state’s workers compen-
sation system is separate from the
insurance department, which regu-
lates the conduct of insurers, ob-
servers point out.

“Most work comp agencies have
registering or licensing authority
over companies but unclear au-
thority to suspend or fine,” ex-
plained J.T. Noblin, a Mississippi
attorney who is executive director
of the International Assn. of Indus-
trial Accident Boards & Commis-
sions. Such authority usually rests
with the insurance regulator in a
state, he said.

However, a 1987 law put the ad-
ministration of Oregon’s workers
compensation system under the In-
surance Department’s purview,
noted Steve Millikan, vp and direc-
tor of workers compensation for
the Alliance of American Insurers.

Oregon also is noteworthy be-
cause of its reputation for making
heavy ‘“‘paperwork’ demands on
insurers, an industry observer
pointed out.

However, there has been a trend
in several states to emphasize en-
forcement of timely payment re-
quirements for workers comp
claimants, said Eric Oxfeld, coun-
sel to the American Insurance
Assn.

Although insurers need time to
investigate unusual claims to en-
sure they are bona fide, routine
claims should be paid promptly so
injured workers do not have to hire
an aitorney to obtain benefits, he
said.

In addition to examining the AIG
units, Oregon is reviewing the rec-
ords of other companies that write
workers compensation coverage to
determine whether their actions
warrant suspension, Mr. Hennessee
pointed out.

“We penalize employers who fail
to carry workers’ compensation in-
surance, and workers suspected of
abusing our system are under
greatly increased scrutiny,” he
said. “Just as employers and work-
ers are bound by the law, insurers
and other vested interests must
take note that the workers com-
pensation laws and rules apply to
them as well.

“We will take whatever legal
steps we have at our disposal to
obtain compliance,” Mr. Hennessee
said. : ]

The professional marketplace

THE FACT
THAT YOU’RE READING THIS
DEMONSTRATES
THE POWER OF ADVERTISING

'PROPERTY FACULATIVE UNDERWRITER

HARTFORD, CONNECTICUT

Old Republic Insurance Company's Reinsurance Unit, Old Re-
public Re Inc., is seeking a property underwriter, officer level
position, with a minimum of 8 years experience in property to
underwrite for its property faculative operations, Hartford branch
office. The individual selected will be responsible for underwriting,
administration and production for the New England region. The
ideal candidate should have property background with experience
in both primary and faculative reinsurance and a proven track rec-
ord as respects underwriting profitability. Th2 individual should pos-
sess sound technical and communication skills as well as market
contacts in both Hartford and Boston areas. An undergraduate de-

and insurance matters

ACTUARIAL AND LEGAL POSITIONS

Tokio Marine Management (TMM) is the growing US. Branch of
The Tokio Marine and Fire Ins. Co., Ltd — the largest p/c Com-
pany worldwide by measurement of assets and surplus. Li-
censed in all 50 states, TMM seeks competent specialists for
positions of:

ASSOCIATE ATTORNEY
= 2-3 years pfc industry experience
+ Will Handle corporate, real estate

« Bar Admission required,
prefer N.YS,
* Familiar with State Ins. Laws

+ Good research and writing skills necessary

ASSISTANT OR ASSOCIATE ACTUARY

A L A i * 5-10 years p’c experience « 5-8 exams (CAS)
IN gree is required. Compensation wil be corrmensurate with experi- + Ratemaking experience prelerred » Broad range of responsibilities
ence. To be considered for this position please send your resume * Pasilion open duc 10 expansion

(including salary history) in confidence to:
James G. McAloon, Vice President
Old Republic Re Inc.
90 William Street, 8th Floor
New York, New York 10038

We offer a solid employee benefit and competitive salary package. Please send
curent resume and salary requirements to:
Tokio Marine Management, Inc.
101 Park Avenue
New York, N¥ 10178
Atin: Director « Human Resources

BUSINESS INSURANCE.




36 / Business Insurcnce, October 23, 1989

Miro investigation

Continued from pcge 2

million in ¢laims mad? by the Lou-
isiana company, tze official testi-
fied.

Mr. Miro also ccllected $720,00€
in salary and expenses from
Anglo-American’s parent company
in 1988.

The subcommittze’s letter to the
Justice Department echoes the
charges leveled at Mr Miro during
the April hearing.

Regarding his years as a Trans::
MGA, the letter says: “‘Mr. Miro
engaged in apparent frauduler:
underpricing. self-dealing and im:-
proper record kzeping to write
over $100 millior of premiums in
only three years Abdproximately
70% of this morey was kept cr-
controlled by Mr. Miro for his own
benefit through Fis wholly owned
Texas agency and his purported
offshore reinsurance company."

After an 18-mo=th stay in Lon-
don following thc Transit debacle,
Mr. Miro returned tc form Anglo-
American and s-veral affiliated
companies.

“*“The Anglo-Amer:can empirz
was financed ent:rely by custome:
premiums,” the _etter says. “Thz
capital (and) surplus Sehind the in-
surance company was an account-
ing illusion created :hrough a se-
ries of intercompany loans and
transactions that substituted
worthless prom.sscry notes for
cash taken from tae ccmpany.

“Mr. Miro's rezl skill appears 15
be finding comple» methods t»
evade regulation, * thz letter adds.

After trying wizhcut success 1>
locate Mr. Miro t» subpoena docu-

Miro re-entered the country, ac-
cording to the leter.
On Aug. 28, Mr Miro enterec the

Unitad States st Lewiston, N.Y.,
near Niagara Falls, and was fourd
by immigration officials to have
cominitted numerous violations of
imm grazion law, according to the
letter.

Mi. Miro first misrepresented
himself as a U.S citizen, according
to subcommittee documents. He
then told an immigration official
that he was a -esident alien but
that he had lost his green card and
that his attornev, Mr. Kroemer,
was in the process cf applying for a
replacement.

However, Mr. Kroemer wrote to
the INS two weeks later saying
that Mr. Miro hed given up his res-
ident al:en statis and voluntarily
turned in his green card in 1933
but .hat the INS had failed to rec-
ord this change because of a “bua-
reaucratic snafu.”

M:. M:ro had =laimed {o be a res-
ident alien to the Lewiston inspec-
tor because he knew INS com-
puters incorrectly listed him tkis
way and did nct want to give in-
formation that would conflict with
INS records, Mr Kroemer ex-
plaized,

A search of Mr. Miro's briefcase
at Lewiston also turned up a Mexi-
can passport that Mr. Miro had
been using for three years to enter
the Unived States as a visitor, sc-
corcing to the subcommittee docu-
ments.

An immigration official photoco-
piec the passport and allowed Mr.
Miro to enter the United States as
a resident alien

A subsequent examination of the
passport, though, found that Mr.
Mir>y had misrepresented his birth-
place as a city in Mexico and that
the passport its2lf may have been a
forgery, accordirg to subcommit-
tee Jocuments.

Ir its letter to the Justice Die-
parment, the tubcommittee notes
thar some or a.l cf the actions of

Mr. Miro and his associates may
involve violations of ma:1 and wire
fraud statutes and other federal
laws.

In addition to Mr. Kroemer, the
Miro associates named in the letter
are Mario J. Mendiola, former
Anglo-American treasurer; Shel-
don H. Irion, a formzr Anglo-
American president; and David
Vaughn, 2 Baton Rouge, La., attor-
ney who worked for Mr. Miro dur-
ing the Transit and Anglo-Ameri-
can periods and also briefly served
as president of Anglo-American.

Mr. Mendiola and Mr. Irion
could not be reached for comment.

ment office tha invastigation is
being referred, he will “make a
beeline rigat for their >ffice and
give them whatever information
they want.”

“As a lawver I don’'t irtend to be
found guil.y by association,” he
said.

Mr. Kroemer's statement dis-
putes several specific allegations in
the subcommittee's letter, includ-
ing that Mr. Miro wrote $100 mil-
lion in premiums for Transit and
kept 70% of this amount.

The statoment put Mr. Miro's
writings a- $71 mil.ion, most of
which wert to pay claims, bro-

Anglo-American’s capital and surplus ‘was an
accounting illusion created . . . (by) transactions
that substituted worthless promissory notes for
cash taken from the company,’
the House subcommittee alleges.

Mr. Vaughn said in an interview
that he is “‘furious’” about being
nama2d in the letter but said he
planned to cooperate with a Justice
Department investigaticn.

M. Vaughn also denied any role
in the Anglo-American failure,
saying that he was assured when
he joined the company that it was
solvent.

“We couldn't afford to even look
wrong in this case and (Mr. Miro)
undarstood that,”” Mr. Vaughn
said. “He had one more chance in
the :nsurance business in life and
he was going to make sure it was
done right. I believed him."

“Carlos was a friend of mine,”
Mr. Vaughn said. “You den't go to
work for someone you don't trust"
unti. he breaks that trust.

M:. Vaughn added that when he
finds out to which Justice Depart-

kerage commissiors, Transit's
fronting fees ard reinsurance pre-
miums. Most of the rast of the
money wes used to pay the operat-
ing expenses of Mr. Mira's agency,
according to Mr. Kroemer’s state-
ment.

The stetement did not address
the Anglo-American zllegations
directly, noting that the allegations
are the sutject of litigation be-
tween Mr. Mirc and the Louisiana
Insurance Department.

Mr. Kroemer kac earlier ob-
jected to the subcommit .ee investi-
gation of h:mseif and M>. Miro in a
Sept. 27 letter to Rep D.ngell.

In that letter, Mr. K-oemer ac-
cused the subcommittee of “abu-
sive tactics,” objecting, among
other things, to '

® Subpoenas of Mr. Mira's and
Mr. Krocirer's American Express

charge records.

® Visits by subcommittee staff
members to the Dublin office of
Anglo-American International ear-
lier this vear, calling the trip a
“boondoggle.”

“Apart from the fact that there
are other federal agencies clearly
more competent to undertake
whatever prosecutorial activities
your subcommittee staff members
seemed to have arrogated to them-
selves, it scems to me that vour
staff is engaged in both a ¢olossal
and expensive waste of time.” Mr.
Kroemer wrote.,

Rep. Dingell replied to Mr.
Kroemer in an Oct. 11 letter.

“Mr. Miro's businesses have been
c¢loaked in secrecy and confusion,
but they have obviously resulted in
huge transfers of money and a lav-
ish lifestyle for the benefit of Mr.
Miro. The subcommittee’s efforts
to document these payments and
expenditures has been very reveal-
ing as to the ways in which premi-
ums paid for insurance have been
used for decidedly non-insurance
purposes, while state guaranty
funds and policyholders are left to
bear the cost,” Rep. Dingell wrote.

“Your criticism of the subcom-
mittee staff's trip to Europe as a
‘boondoggle’ is ironic¢ in view of
the extensive domestic and inter-
national travel by Mr. Miro and
vou on chartered jets, the Orient
Express and regular airlines, as
well as the lavish accommodations
enjoyed at the finest hotels, which
have been financed by polieyhold-
ers and the publie,” the represen-
tative continued.

Regarding the visit to the Dublin
reinsurer, Rep. Dingell noted that
“other than a brass name plate on
the door of an office serving many
businesses, (subcommittee staff
members) found no personnel or
business activity by the reinsur-
ance company.” [ ]
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Market impact

Continued from page 1

trophe “has got to have an impact”
»n property catastrophe rates, said
[an Haynes, director of the property
division of Lloyd’s of London broker
C.T. Bowring & Co. Ltd.

“There will not be any rate re-
luctions on American catastrophe re-
nsurance covers” during this year-
end renewal season, said a London-
hased property/casualty underwriter.

“Considering there have been two
large catastrophic events together,
wve feel there has to be an overall ef-
fect on the balance sheets of com-
panies,” agreed a spokesman for
Munich Reinsurance Co. in West
sermany. “So we think it should
1ave some effect on the market.”

“It's now a double whammy, and
t is, in my opinion, going to have a
major impact. I think it may be the
thing that starts the change,” said
Michael W. Cashman, president and
managing general partner of reinsur-
ance broker E'W. Blanch Co. Limited
Partnership in Minneapolis.

However, Mr. Cashman said that
ne believes the change will be con-
[ined to the property reinsurance
market and will not reach the ca-
sualty market, which has not sof-
enied to the same extent. “The ca-
sualty market has remained fairly
stable,” he observed.

Underwriters with no losses on
their programs could be paying up
o 25% to 30% more for catastrophe
reinsurance, and those with losses
will be paying much more, predicted
one Lloyd's underwriter.

Policyholders “obvicusly will have
to pay as much or more for insurance
or reinsurance,” said the London-
hased underwriter.

“l see a lack of capacity next year
and an increase in rating for catas-
irophe treaties,” said Roy B. Oddy,
chairman of Dallas-based surplus
ines broker Maclean, Oddy & Asso-
ciates.

The earthquake “plus Hugo, plus
$2.5 billion of loss in the marine
market could affect capacity” next
year, he said, referring to marine
losses like the explosion of the $1.4
villion Piper Alpha drilling platform.

The earthquake “is likely to be the
turning point,” agreed a spokesman
for London-based reinsurance bro-
kerage E.W. Payne Cos. Ltd.

“At the moment (the earthguake
damage) is not big enough to lead
to an immediate turn in the direct
market, but it will have an imme-
diate impact on the reinsurance mar-
set, which will filter through (to the
direct market) fairly quickly, leading
fo increased rates during next year,”
said Andrew Goodwin, a director and
stock analyst with UBS Phillips &
Drew of London.

In addition, some primary insur-
ers, like State Farm Mutual Auto-
mobile Insurance Co., that are not
purchasing catastrophe reinsurance

“may now decide to come back to the
market (for reinsurance) and will feel
the upward pressure of reinsurance
rates,”” Mr. Goodwin noted.

As a result, he predicts “a turn-
ing in U.8. direct rates during 1990.”

However, Michael J. Segal, pres-
ident of Near North Insurance
Agency Inc. in Chicago, said he ex-
pected to see primary property in-
surance rates increase within 30 days
because of the earthquake and Hugo.

Insurers that do not have an earth-
quake exposure “will seize the op-
portunity’” to increase prices, Mr.
Segal said.

“One would hope that this will be a
sufficient jolt to one’s appreciation of
risk. Although only a substantial loss
usually turns the market, there is a
good possibility of the market turn-
ing (after this), and at least it proba-
bly will arrest it,” said Jonathan
Pryke, chairman of Cuthbert Heath
Underwriting Ltd. in London.

"*Our opinion is this is just one
more brick on the load that will be
instrumental in reversing the trends”
of softer pricing, said Keith Like, ex-
ecutive vp-commercial lines for
Kemper Group's national property/
casualty companies in Long Grove,
1.

“This is enough to turn the mar-
ket. It isn't the ‘Big Loss,” but it is
the last in a string of losses during
the last three years,” said one Lloyd’s
of London non-marine underwriter.

At least six previous losses—Hurri-
canes Alicia, Gilbert and Hugo, the
Piper Alpha explosion, the October
1987 European windstorm and the
U.S5. winter weather losses of
1983—are spiraling in the London
excess-of-loss reinsurance market,
and the addition of the quake will be
enough to shrink catastrophe rein-
surance capacity considerably, he
szid.

‘“We hope we will see better
(kigher) rates” at year-end renew-
als, said Peter Hugle, head of the
irvestment department at Swiss Re-
irsurance Co. in Zurich. “The market
might get firm a little bit, but that is
the expectation we always have,”
whether there is a catastrophe or not.

Swiss Re announced last week that
the loss from the earthquake to the
company will not be more than 100
million Swiss francs ($61.7 million),
which will be paid out of reserves.
Claims from a catastrophe like the
earthquake have been anticipated,
Mr. Hugle added.

Some of the property treaties Swiss
Ke writes have earthquake exclu-
sions, he said.

However, some observers are pessi-
mistic about the changes that the
earthquake and Hugo will cause in
the market.

“This won’t affect the general rat-
ing structure, but it will hit earth-
cuake rating,” predicted Geofirey
Kennedy, senior vp of New York-

. based Fred S. James & Co. Inc.

One U.S. broker said the earth-

quake and Hugo would just be
“blips” on the insurance scene and
would not have an impact on the
market “compared to the billions of
dollars of premiums which are writ-
ten.”

“We don't see good prospects for
the near term” that the market will
turn, said Joseph W. Brown Jr., presi-
dent of Fireman’s Fund Insurance Co.
in Novato, Calif.

Glenn Thomas, vp and director of
commercial property insurance at
Transamerica Insurance Group in
Woodland Hills, Calif., said: “I don't
see the earthquake having much of
an impact on the property market at
large.” However, earthquake cover-
age probably will become more ex-
pensive, he said.

Edmond F. Rondepierre, senior v
and general counsel for General Re-
insurance Corp. in Stamford, Conn.
observed that changes in the market
are the result of a maze of circum-
stances rather than a single event.

Decisions by insurers and rein-
surers to raise rates are made com-
pany by company and are seen
clearly as a change in the market
only in rezrospect, he explained.

Regarding the impact of the re-
cent disasters, he noted that “you
don't know how many companies
will react and which ones will react,”
making a prediction about the mar-
ket’s course difficult.

One immediate effect of the earth-
quake—coming on the heels of Hur-
ricane Hugo—has been to send many
insurers and reinsurers scrambling to
line up reinstatements of their catas-
trophe reinsurance and retrocessional
coverages, reinsurance brokers and
others report.

Many brokers were standing in
long lines at Lloyd’s last week trying
to buy extremely expensive reinsur-
ance reirstatements for their clients
that otherwise would be left without
reinsurance until year-end renewals.

Reinsurance contracts commonly
offer ceding companies coverage for
one evert, with one free reinstate-
ment for a second event, brokers re-
port. An additional premium is
usually due for more than one reir-
statement.

Because Hurricane Hugo wes
treated as two events under the 7:-
hour clause contained in many cz-
tastrophe reinsurance contracts, U.5.
ceding irsurers have already sought a
second reinstatement and the quake
may send them back to reinsurers for
a third (BI, Oct. 9). '

“The companies are uader a great
deal of pressure to do those quickly.”
said James P. Snedeker, senior ip
with G&R Intermediaries Inc. in New
York. “It's very clear that a lot of
people are scrambling to get covers n
place.” )

The reinstatements are not com-
ing cheaply, he noted. In some cases,
a reinstatement—good for anothar
nine weeks on a program that renews
Jan. 1—is costing as much as a full-

Personal injury suits likely

Government entities and construction and engi-
reering firms likely will be sued for deaths and
injuries caused by the collapse of highways and
bridges during last week’s California earthquake,

attorneys predict.

A 1963 state law abrogated blanket immunity
from liability for the state and municipalities, said
Mary Belgrade, an attorney with the Alliance of
American Insurers in Schaumburg, Ill.

However, some immunities may protect defen-

dants in quake-related suits.

wrongful death can be awarded.

wins."

California law does not allow a plaintiff to re-
cover non-economic damages from a government
entity, she said, though punitive damages for

“There is no doubt in my mind that there are a lot
of people. . .whose minds have been working on
who they can sue,” said David A. Bakst, an attorney
with Morrison, Mahoney & Miller ir. Boston.

Mr. Bakst predicted “plenty of lawsuits and few

State law “may or may not” provide immunity to
government agencies in suits alleging design flaws
in collapsed bridges and freeways, said Ignazio J.
Ruvolo, an attorney with the San Francisco firm

said.

noted.

Bronson, Bronson & McKinnon. “It depends on the
facts and how things shake out in discovery,” he

He explained that if a design was approved by a
government body and a court determines the agency
acted reasonably in approving the design, the
agency would be protected from suits charging the
design contributed to the accident,

Private companies that worked on designing a
bridge or freeway that fell during the quake could
be protected from lawsuits as well, Mr. Ruvolo

A contractor is generally protected if it followed a
government-approved building plan, he said.

“If the design is not obviously unsafe, the con-
tractor will not be held liable for building it in ac-
cordance with the specifications, even if building it
that way causes an accident,” he noted.

California law may also protect engineers in-
volved in the design of a bridge or freeway that was
damaged, said Mr, Ruvolo.

“If, at the time the design was made, he was doing
work consistent with what any firm would do,
he would not be liable,”” Mr. Ruvolo explained.

—By Michael Bradford and Laura Mazzuca

1988).

director.

Tremor revives interest
In earthquake facility

NEW YORK—Several corporations called Marsh & MecLennan
Cos. Inc. after the California earthquake to discuss dusting off
Quake Holdings Ltd., a proposed policyholder-owned earthquake
insurance facility shelved in 1988.

Quake, a Cayman Islands holding company for a proposed Bar-
bados-based captive, Earthquake Loss Fund Insurance Co. Ltd.,
was to provide limits of $75 million excess of $25 million.

Although 45 Fortune 500 companies initially expressed interest,
Quake was mothballed last year when earthquake coverage became
available as commercial property markets softened (BI, June 20,

Several companies last week asked M&M if the California earth-
quake would likely lead to a contraction of commercial earth-
quake capacity that would once again make Quake Holdings viable,
said William Schneider, a Marsh & McLennan Worldwide managing

After an advisory board with representatives of about 12 cor-
porations decided in May that the Quake idea was worth pursuing,
M&M began studying what coverages the facility should offer and
how the coverage should work, Mr. Schneider said.

The California quake forced cancellation of a follow-up meeting,
he said. No new date has been set,

Meanwhile, M&M is re-evaluating its study of the facility’s poten-
tial coverages in light of last week’s disaster, Mr. Schneider said.

~—By Douglas McLeod

year of coverage, he said.

“Some companies are so desper-
ate for coverage they are paying a
premium to get that coverage in
place,” he observed, adding that this
is more prevalent in the London ex-
cess-of-loss reinsurance market—
known as the LMX market—than in
the U S. reinsurance market.

London sources agree that UK.
underwriters offering reinstatements
for nine weeks of coverage are charg-
ing premiums equal fo between 75%
and 100% of the 12-month premium.

“‘We are thinking of buying an-
other reinstatement cover, but the
rates are unbelievable,” said one
Londen non-marine underwriter.
“The market is prepared to write an-
other reinstatement but only until the
year-end for 75% of the premium of a
12-month policy.™

Reinsurers also are using various
mechanisms to adjust pricing on re-
instatements, including profit com-
missions and no-claims bonuses to
ceding insurers, Mr. Snedeker said.

Under another mechanism, the cost
of a second or third reinstatement is
figured by charging the ceding com-
pany a base premium plus an added
premium calculated by applying a
rate to the limits used up in the un-
derlying reinsurance layer, he said.

With this mechanism, the cost of
the reinsurance coverage rises as the
reinsurer’s exposure to loss increases,
he explained.

One Lloyd's underwriter who is
writing these reinstatements faced a
line of 30 to 40 brokers the day after
the earthgquake.

“The market is extremely jittery
at the moment,” said the E.W. Payne
spokesman. Because of Hurricane
Hugo last month, “some reinstate-
ments may not be in place. We are
trying to corral capacity which is
not usually involved to get the cov-
erage for the last 10 weeks of the
year. A lot of reinsurance programs
have blown.”

“Lloyd’s (excess-of-loss reinsur-
ance) syndicates already are under
some pressure,” said Mr. Goodwin of
UBS Phillips & Drew. “Some more
Lloyd’s syndicates are going to blow
through their reinsurance protection
and have to make cash calls on
names. There will be quite a tighten-
ing for the XL renewals in January.”

The LMX market is “is in abso-
lute turmoil,” reported one London-
based claims manager. Brokers al-
ready have been busy in the last few
weeks trying to get reinstatements
for insurers following Hugo and now
are out in the market in droves again
“facing a very grave shortage” of ca-
tastrophe coverage.

The LMX market “is in an ex-
tremely sick state” and excess-of-loss
reinsurance ‘‘prices are going to be
sky-high,” he predicted.

Retrocessional capacity “seems to

be getting more and more limited,
and it's becoming very much a sup-
ply-and-demand issue whereby the
price is increasing because the supply
is decreasing,” Mr. Snedeker said.

At the same time capacity is be-
coming limited, the combined impact
of the earthquake and the hurricane
is likely to cause ceding insurers to
seek more reinsurance, reinsurers
and brokers say.

“Now it has been clearly illustrated
that you can have three bad ones in a
60-day period, so I think people will
be looking for higher catastrophe
limits,"” observed Michael G. Fitt,
president and chief executive officer
of Employers Reinsurance Corp. of
Overland Park, Kan.

“Whether it will be affordable re-
mains to be seen,” Mr. Fitt added.

Ceding insurers generally set a
minimum acceptable limit for their
catastrophe covers, and whether they
buy additional limits depends in part
on how much they can afford and
their perception of the likelihood that
the added limits will be needed, he
explained.

“The perception of what can hap-
pen has been greatly enlarged by this
60-day period,” Mr. Fitt said.

Blanch's Mr. Cashman agreed that
the combined effect of the earth-
quake and hurricane losses will
prompt insurers to try to limit their
exposures in the future.

He noted that ceding companies
may do this by buying additional
catastrophe reinsurance, reducing re-
tentions or buying various types of
stop-loss reinsurance coverage to
limit their exposure to an aggrega-
tion of occurrence retentions.

Mr. Cashman added that heavier
use of reinsurance by ceding com-
panies coupled with reinsurance
losses generated by the two disas-
ters may result in a tightening re-
insurance market.

While Hurricane Hugo by itself
probably would not have had such
an impact on the reinsurance mar-
ketplace, the earthquake may have
tipped the scales toward a tightened
market, he suggested.

For companies that have been hit
hard by the earthquake and the hur-
ricane, Mr. Snedeker said he would
propose renewal reinsurance con-
tracts that include “some form of
amortization of the loss over a rea-
sonable period of time so that the hit
is spread out.”

Such an amortization of losses
could take place over a period of
six years or more, Mr. Snedeker said.

O

This story is based on reports by
Carolyn Aldred and Stacy Shapiro
in London; Douglas McLeod and
Judy Greenwald in New York; and
Mark A. Hofmann in Chicago. It was
written by Managing Editor James
M. Burcke.
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Quake losses

Continued from page 1

However, the amount of insured
damage throughout the Bay Area will
not even approach the amount of
overall losses because relatively few
property owners purchase earth-
quake insurance. Observers estimate
that no more than 20% of California
homeowners purchase the coverage,
while the percentage of businesses
with the coverage is roughly the same
or smaller.

The high cost of earthquake cov-
erage, combined with mandatory de-
ductibles ranging from 5% to 10% of
policy limits, prompts many busin-
esses to self-insure their earthquake
exposures, said Bernard H. Mizel,
president and chief executive officer
of broker American Business Insur-
ance Inc. in San Francisco.

Statewide, “I would be very sur-

prised if over 5%" of commercial pol-
icyholders purchase earthquake in-
surance, said Scott Hauge, president
of Cal Insurance & Associates in San
Francisco.

Charles L. Ruoff, senior vp and
director of strategic planning for
Fred S. James & Co. Inc. in New
York, said that although he could
not be specific, total damage from
the earthquake will be less than dam-
ages from Hurricane Hugo, and that
insured earthquake losses definitely
will be even lower.

“The major difference between
Hugo and the earthquake is that
windstorm is a basic peril covered
under property policies and earth-
quake is not. Normally, 75% of total
damage in a hurricane is insured,
compared with 25% of total damage
being insured in an earthquake,” Mr.
Ruoff said.

Jon Ingenthron, risk manager for
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the city of Oakland, said that only a
few city-owned buildings are covered
for earthquake damage.

“Because quake and flood insur-
ance is prohibitively expensive, we
only purchased (the coverage) for
properties funded through bond
issues,” he explained. *‘It appears
that only four structures are insured
for quake damage and, unfortuna-
tely, the deductibles are 5% of
value.”

Three of the structures that are
covered “are in good shape,” Mr. In-
genthron added, “pending analysis
by a structural engineer.”

But, “we lost a City Hall annex
building,” he said. The 76-year-old
structure valued at around $12 mil-
lion was heavily damaged by the
quake. “It was very brittle and sus-
tained the most damage,” he said.
“It's still being evaluated.”

The other facilities insured for
earthquake damage are the $60 mil-
lion main City Hall building, the $30
million Henry J. Kaiser Convention
Center and the $40 million Scotland
Memor:ial Convention Center.

Mr. Ingenthron said the aggregate
value of municipal buildings in Oak-
land is about $550 million. While
damage to most of the facilities does
not appear to be major, “it feels like
no structure is undamaged.”

Mr. Ingenthron said the four build-
ings with earthquake coverage were
not insured to their full value, al-
though he could not provide specific
policy limits. The coverage is spread
among several insurers including
Utica Mutual Insurance Co.; RLI In-
surance Co.; Allianz Insurance
Group; and Associated International
Insurance Co.

Although the commercial damage
in the Bay Area is likely to be huge,
businesses appear to have fared much
better than residences.

In San Francisco, damage to city-
owned buildings was ‘‘relatively
minor,” said Keith Grand, risk man-
ager for the city of San Francisco.
“We’ve had some plaster off the wall
and cracks,” he noted.

“By and large, we're self-insured
for property risks in general, whether
or not the peril is an earthquake,”
said Mr. Grand. He was unable to say
how much money is available to pay
for damages, pointing out that the
city does not have a separate budget
to cover uninsured property damage.

Mr. Grand estimated city property
is valued at around $4 billion.

The state of California also is fac-
ing loss of revenue from tolls from
the damaged San Francisco-Oakland
Bay Bridge and will have to foot re-
pair bills for the bridge.

While $76 million in “use and oc-
cupancy” insurance will cover some
of the lost toll revenues, there is no
coverage to repair damage to the
bridge caused by the earthquake,
said Ralph Maurer, risk manager for
the state of California. Media reports
have said the bridge may be out of

Cleanup coverage ruling

Continued from page 2

rather a “coercive demand letter”
compelling the policyholder to
clean up the site.

The letter is “sufficiently adver-
sarial to constitute a suit under
New York law and within the
meaning of the policy,” the court
ruled.

Furtnermore, the court said it is
in the public's, the policyholder’s
and the insurer’s best interests to
treat these types of demand letters
as lawsuits because the earlier the
cleanup process begins, the less
expensive it will be.

The court also struck down Tra-
velers’' argument that the insurer
had no duty to defend Avondale
against the Louisiana agency’s
order.

“Travelers can be excused from
its duty to defend only if it can be
determined as a matter of law that
there is no possible basis in law or
fact upon which the insurer might
be held tc indemnify Avondale.”

The court went on to say that
there is not enough evidence to

following a quake.

surers.

said.

for Allstate in San Jose.

rium.

company spokesman.

confidence,” Mr. Snyder said.

Insurers again write
new quake policies

At least two California insurers last week quickly lifted the tradi-
tional moratorium on writing new earthquake insurance policies

The customary moratorium, which has lasted up to 30 days, is
viewed as a prudent measure by insurers because of the likelihood
of aftershocks, said James Snyder, president of the Personal Insur-
ance Federation of California, an association of personal lines in-

“The idea is you don't insure a burning building,”" Mr. Snyder

For example, virtually all insurers imposed such a moratorium
following the 1987 quake centered in Whittier, Calif., he said.

However, Allstate Insurance Co. and Fireman's Fund Insurance
Co. said late last week that they had resumed writing new personal
and commercial earthquake business after imposing a brief morato-
rium following Tuesday's catastrophe.

Although Allstate has resumed writing new earthquake coverage,
it will not write new coverage in 17 counties surrounding the epi-
center of last week’s quake until agents inspect the property to be
insured, said Susan Francesconi, territorial underwriting manager

Likewise, a spokesman for Novato, Calif.-based Fireman's
said that new earthquake coverage written statewide by the com-
pany won't be binding until the premises are inspected.

Other insurers said they may follow suit and drop the morato-

For instance, Farmers Insurance Co. last week imposed the typi-
cal 30-day moratorium in 20 counties affected by the quake, but "it
could change. It's not a magic number,”
could be altered once we go in and reassess the situation.”

State Farm Mutual Automobile Insurance Co. has imposed a 30-
day moratorium within 100 miles of the quake’s epicenter, said a

Mr. Snyder noted that insurers may be lifting the moratorium be-
cause of competition among insurers and in response to “insurer
bashing"” in California, as represented by Proposition 103.

It shows that “insurers are grappling with how to regain trust and

Fund

said a spokesman. “It

—By Louise Kertesz

service for three weeks and repair
costs could total $1 million.

The coverage, written in two layers
with limits of $38 million each, is
spread among about 10 insurers, Mr.
Maurer said. While he couldn’t name
the underwriters, Mr. Maurer said
the coverage was placed by Marsh &
McLennan Cos. Inc. in Los Angeles
and Jardine Emett Chandler Inc. in
San Francisco.

Mr. Byrne said Fireman’s Fund
wrote a portion of the state's cov-
erage. He estimated that his com-
pany's share of the loss would be
$2 million to $3 million.

The coverage carries a “one-week
deductible,” said Mr. Maurer, mean-
ing insurance will not cover toll reve-
nue lost during the first week the
bridge is out of service.

The bridge was valued at around
$350 million for the purpose of pur-
chasing coverage, he said.

Mr. Maurer said his office had no
estimates on how much it would take
to repair damage to other bridges and
freeways in the Bay Area. He added
that there is no coverage available to

pay for freeway repairs.

Possibly the most costly freeway
damage ocecurred on Interstate 880
in Oakland, where a mile-long sec-
tion of the upper level of the dou-
ble-deck freeway fell onto the lower
deck. The death toll from the freeway
collapse originally was estimated at
more than 200, but officials said late
last week that the number of fatali-
ties could be much lower.

Businesses and homes sustained
heavy damage nearer the epicenter
of the quake.

Robert Palmer, personnel director
for the city of Santa Cruz, said early
estimates put total damages in that
city at around $350 million. He said
201 residences and 72 businesses had
been damaged by the quake, includ-
ing much of the downtown Pacific
Garden Mall.

Around 30% of the commercial
structures damaged will have to be
torn down, he said.

Robert Shepherd, finance director
for the city of Santa Cruz, said lost
property taxes and sales taxes from

Continued on next page

“clearly negate” the possibility of
coverage. “Travelers, therefore,
has a duty to defend the private ac-
tions," the court ruled.

Travelers attorney Mary Kay
Vyskocil of Simpson, Thacher &
Bartlett in New York said.the in-
surer will attempt to appeal the
case to the U.S. Supreme Court on
procedural rather than substantive
grounds.

If the insurer is successful in
proving the procedural posture of
the case was improper, both the
2nd U.S. Circuit's ruling and an
underlying district court’s ruling
would be voided.

However, Supreme Court review
is highly unlikely, Ms. Vyskocil
conceded.

Meanwhile, attorneys say the
2nd Circuit's decision will be enor-
mously influential on litigation na-
tionwide over coverage for govern-
ment-mandated pollution
cleanups.

“The 2nd Circuit has always
been thought of as a junior Su-
preme Court,” said Mr. Fryer,

Avondale’s attorney.

Attorneys note that the ruling
will weaken insurers’ claim that
the only two federal circuit courts
to have ruled on coverage for gov-
ernment-mandated pollution
cleanup have favored insurers.

“It blunts the suggestion that
carriers have been making that the
federal appellate courts favor their
point of view,” said policyholder
attorney Robert Sayler of Coving-
ton & Burling in Washington, D.C.

Furthermore, “the overwhelming
number of state courts and federal
district courts favor the policy-
holder,” Mr. Sayler said.

Pointing out that many prop-
erty/casualty insurers are based in
Connecticut and New York and
that the 2nd Circuit includes those
states as well as Vermont, Mr.
Sayler noted that the decision was
handed down from a federal appel-
late court in the “backyard of the
insurance community.”

“When their own federal court
speaks, it would seem to speak
louder,” he observed. u
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businesses that are destroyed will be “horren-
dous™ and could amount to $2 million to $3 mil-
lion, There is no insurance coverage to make up
those revenues, he said.

Damage in Santa Cruz will amount to “hun-
dreds of millions,” he said. “The downtown area
is devastated. All those buildings were built be-
fore the earthquake codes.” He said it is un-
likely that commercial property owners in
Santa Cruz have earthquake coverage.

However, city property held up well, Mr.

Shepherd pointed out. “Damage was not that
heavy. We had a lot of equipment broken and
broken water mains, that kind of thing. What's
above ground was not that bad.”
* Mr. Shepherd said he believes the city’s prop-
erty insurance excludes damage from earth-
quakes, although he had not examined the pol-
icy late last week.

Vince Pisani, general manager of the CSAC
Zxcess Insurance Authority, a Sacramento-
based underwriting pool that offers “substantial
limits” of earthquake coverage to counties in
the state, said he did not expect damage to faci-
lities in Santa Cruz County to be significant.

Damage also was heavy in the downtown
area of Los Gatos, north of Santa Cruz. Around
100 homes and commercial buildings were left
uninhabitable by the quake, said Marilyn Ras-
mussen, executive assistant to the town clerk.

Retail shops, boutiques and restaurants in
Los Gatos were housed in old buildings that
crumbled during the quake, Ms. Rasmussen
said. No damage estimates were available there.

However, in the Silicon Valley, a commu-
nity of computer makers and other high-tech
businesses, damage was relatively light.

Mark St. John, director of risk management
at Intel Corp. in Santa Clara, said: “If you just
drove around Silicon Valley, you would see no
signs of the earthquake. If you go next door into
Los Gatos, suddenly you see the signs.”

Mr. St. John said Intel was “very, very for-
tunate. All our damage was cosmetic. . . .I
would say the impact of the earthquake was
negligible.”

He said Intel's losses shouldn’t come close
to $1 million, unless yet-to-be discovered dam-
ages are found.

Intel carries $110 million of earthquake cov-
erage written by CIGNA Corp.; an American
International Group Inc. unit; The Home Insur-
ance Co.; and Royal Insurance Group, according
fo Mr. St. John.

Intel’s deductible on the coverage is 5% of
the value of a damaged building or $5 mil-
Hon, whichever is less, Mr. St. John explained.
In no case is the deductible less than $250,000.

Other cities and businesses in the Bay Area
also escaped serious damage.

Doug Byrd, risk manager for the city of Mon-

terey, said the quake left power outages and “an
occasional broken window.”

Damage at San Francisco-based Chevron
Corp.’s scattered properties around the Bay
Area was largely cosmetic, reported Dave
Barksdale, manager of corporate programs-In-
surance Division.

“I have heard of no damage of a catastrophic
nature’” to Chevron properties, he said.

A spokesman for Pacific Gas & Electric Co.
said the San Francisco-based utility had no
dollar estimate of damage to the utility’s fa-
cilities.

However, he reported substantial damage to
distribution systems in the Marina district of
San Francisco—the site of a spectacular fire
after the earthquake—and a few other areas.

In addition, PG&E’s Moss Landing power
plant in Monterey County was being inspected
for damage, which could be substantial, he said,
adding that the switchyard at the plant needed
extensive repair.

The spokesman said PG&E purchased in-
surance to cover the damage, but could not
elaborate.

Many risk managers, especially those whose
companies suffered serious damages, could not
be reached because their facilities were closed
or telephone lines were severed.

Risk managers at businesses and municipal-
ities that believe they weathered the earthquake
reasonably well noted that undiscovered dam-
age could lead to future problems.

“The insidious thing about assessing earth-
quake damage is the invisible or yet-to-be dis-
covered damage that can only be found through
tedious structural inspections,” said Mr. In-
genthron, Oakland’s risk manager.

And, he stressed, there is a danger that such
inspections will not be thorough.

“One serious risk that must be managed is
the risk of the instant expert in quake analy-
sis,” Mr. Ingenthron remarked. “Those are the
people who take a look and make an analysis
based on their own personal experience.”

Hugh Strawn, director of catastrophe ser-
vices for the insurance industry-supported
Property Loss Research Bureau in Schaumburg,
Ill, said that as the quake area becomes more
accessible; insurers and public offices will face
the problem of “standing rubble”—buildings
that appear whole but that have suffered exten-
sive structural damage. Public officials may
raze the buildings before adjusters can assess
the damage, he said.

“Damage to buildings will be more severe
than it appears externally,” said Herbert Tie-
demann, a consultant engineer with Swiss Rein-
surance Co. of Zurich, Switzerland.

Jeffrey Pettegrew, risk manager of the Contra
Costa County Municipal Risk Management In-
surance Authority, said that although Contra

Costa “escaped the wrath of the earthquake,”
his counterparts with municipalities in the Bay
Area face the thorny problem of keeping build-
ing occupants out of structures until the facili-
ties are declared safe.

“One of the major issues you will see un-
folding involves public safety vs. the demand
by people to get back into their buildings,”
said Mr. Pettegrew.

Few insurers last week could give any esti-
mate of their losses.

Fireman’s Fund estimated Wednesday that
the quake will cost the insurer no more than
$50 million after taxes and reinsurance reco-
veries.

Fireman’s Fund expects 2,000 to 5,000 claims
from the quake, Mr. Byrne said. About 22% of
the company's homeowners policyholders in the
Bay Area buy earthquake insurance, he said.

“We expect to pay out between $150 mil-
lion and $200 million on a direct primary basis,”
he said.

While many insurers said they did not ex-
pect major losses because they did not write
a great amount of earthquake coverage in the
Bay Area, some insurers have considerable
earthquake exposures.

For example, Bloomington, Ill.-based State
Farm Mutual Automobile Insurance Co. has
written about 116,000 earthquake policies in
the Bay Area, said a company spokesman.

Factory Mutual Engineering Assn. in Nor-
wood, Mass., which provides technical services
for insurer members of the Factory Mutual Sys-
tem, had 85 calls from policyholders reporting
losses by last Thursday morning, said Tom Hol-
lowell, vp and adjustment division manager.

None of the calls reported total losses, he
said, adding that most reports concerned
cracked walls and broken glass.

Last week’s disaster could attract attention
to the Earthquake Project, an insurance in-
dustry-supported proposal to establish a fed-
eral program that would provide both primary
earthquake coverage and excess-of-loss earth-
quake reinsurance (BI, Oct. 12, 1987).

Franklin W. Nutter, president of the Alli-
ance of American Insurers and chairman of
the Earthquake Project, pointed out that, his-
torically, Congress has not often acted until a
noteworthy disaster to put an insurance pro-
gram in place, citing the federal crime insurance
program that sprang from the urban unrest of
the mid-1960s as an example.

“Hopefully, the consciousness of Congress
will be raised by this earthquake,” he said.

o

This story is based on reports by Michael Brad-
ford and Louise Kertesz in Los Angeles; Mark
A. Hofmann and Laura Mazzuca in Chicago;
and Michael Schachner in New York. It was

‘written by Managing Editor James M. Burcke.
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Pushed down by the Oct. 13 stock market
slump, insurance industry stocks declined dur-
ing the five-day period ending Oct. 19, despite
large gains following the California earthquake.
The Business Insurance Index fell 8.0 points to
617.5 from 625.5 on Oct. 12. Advancing issues
were led by Phoenix Re Corp., up 19.5%; Tren-
wick Group Inc., up 13.01%; and Arthur J. Gal-
lagher & Co., up 12.97%. Decliners followed
HMO America Inc., down 19.1%; Pacificare
Health Systems, down 11.7%; and Selective In-
surance Group, down 8.0%. The Bl Index lost
1.3% last week; the Dow Jones 30 Industrials
fell 2.6%; the New York Stock Exchange Com-
posite dropped 2.4; and the Standard & Poor's
500 lost 2.3%.

British Issues

1 Weak

Oct. 19 Price PE Div. Yield High—Low
Companies pence pence % pencepence
CommiUnion 442 184 203 66 442435
Genl Accident 1013 100 680 67 1013-991
GdnRoyalExch 222 141 157 7.1 222212
Royal 465 142 340 73 465—438
Sun Alliance 289 85 170 59 280—287
Brokers

Bradstock 195 134 100 51 195175
CE Heath 473 135 345 73 476456
HoggRobinson 145 101 97 66 145129
Uoyd Thompson 227 151 93 44 227—210
PWS Haldings 43 108 27 &2 438
SedgwickGrp 265 187 167 63  265—241
StesiBmJones 231 144 153 66  231—215
Willis Faber 244 172 153 €3 245222

Source: Philip Olsen/Alan Clifton, Insurance Industry
Specialists Kitcat & Aitken Stockbrokers,
London

Bl Industry Stock Report

OCT. 19, 1989 10/13/89 THROUGH 10/19/89
Wesekly Year 1o Date Annual Mkv/Bk. Weekly Year lo Date Annual kyBk

BROKERS Prce % change % change High Low Vol{0o0) $ Div. % Yield P/E  Book value value Prite % change % change High Low Vol(000) § Div. % Yield P/E Book value value
Alexander & Alexander NYS 3238 077 39.25 3325 2283 1140 1.00 309 18 290 11.16 R e ASE 7.8 484 781 1075 663 2 028 380 7 318 241
Coiroan & Black NYS 3850 300 2126 3763 2913 569 124 322 17 762 505\ niCoi, NS el aar Say anho 99Ed ST R S 18 .17 i
Gallagher Anthur J. & Co. NYS 2613 1297 5368 2475 1588 74 05 199 1] 533 aBnl NYS SeEd oma o e e i = o A
Eranul Hok i S Bag. A8y 25 86 000 000 2 R NA  NaC Re Gorp. ate 2000 400 8672 3875 1950 420 020 051 s 2281 171
Hilo, Rogal & Hamilion oTC 2426 899 7494 2300 1188 240 020 082 21 450 527 vkl Saop ot be 75, eA s561 2795 1880 BE e = s 1
Marsh & McLennan NYS 7975 493 4369 7650 5500 1771 250 313 19 sdB e S s e e i X 3 5 i o
Poe & Associates oTC 900 588 2.86 875 800 1 040 444 9 143 629, Whi Companics ore Si1y and R R o 503 joo) am 6 A750 coh
HROKERS AYEHAGE G <o = W Ohio Casually Corp oTe 5225 048 4615 5250 3325 287 208 398 7 3330 157
Old Republic intl orc 2926 130 2065 000 000 193 @74 253 14 26.60 1.10

CONGLOMERATES & HOLDING COMPANIES Grion Capital Corp. NYS 2550 467 5998 2850 1388 241 084 329 7 1293 107
Phoenix RE Carp. orc 13.00 1954 3333 1100 875 gl 000 0.00 6 12.99 1.00
Barkiey W.R. Corp. o1C 4400  4.76 4852 4325 2875 225 040 09 9 2128 207  Prowctive Lile Gorp, ore MBI 354 038 1625 1288 §1 070 479 36 14.54 1.01
Berkshire Hathaway Inc, - NYS 8425.00 s Pravident Life aTc 2738 519 41.29 2938 1775 534 058 248 10 12.60 217
212 81,18 8900.00 700.00 2 000 000 11 2469.63 341 ReCapilal Carp, ASE 175 208 2703 1288 863 1M 000 000 1" 10.71 140

ITT (Hanlord Group) NYS 59.50 -3.84 18.70 6450 47.75 3743 148 249 10 56.33 106  RUCop. NYS B25 313 8.20 938 713 831 040 485 8 23.24 0.35
Sears (Alistate) NYS 050 442 031 4813 3850 5667 200 494 13 36,09 112 St Paul Companies o1C 60.00 083 3953  61.75 4050 2080 220 367 8 a2.00 1.88
CONGLOMERATES AVERAGE 0.3 ar2 21 1 SAFECO Corp. o1C 3463 453 4B.13 3475 2313 2022 120 247 5 24.88 1:39
SCOR U.S. Corp. NYS 1263 000 46.38 1288 688 89 020 158 9 10.35 1.22

Seibeis Bruce Group o1C 1.3 349 SR 1363 10.25 82 080 7.9 1" 13:42 0.83

INSUHERS’HEINSUHERS Selective Ins, Group oTc 1725 -800 25.00 19.50 14.50 75 096 5.57 B 2233 orr
Aeina Lile & Casualty NYs s963 064 2720 6043 4600 1975 276 483 g s 1w ?ﬁﬁ?:ﬁﬁ:‘c 8}2 75':: ‘;‘x l‘;';g 9‘;% 52 z ": g'gg ;g? ;? i}‘g ‘:‘J:
Ambase Corp. NYS 1500 -4.76 2483 1638 1050 800 020 133 5 18.66 0.80 i e e S e cre i & i T
pREicas Gl M8 B i Ie Loer S LS QR 0 5 H =l 2] Transamerica i NYS 43-33 5- 14 3 -46 4.5‘00 3uj38 1972 v:92 a8 10 30.70 143
American Horlags Ui £1 002 T i i EERE ol = 10 Trenwick Group Inc (0] (o] 20l63 13-01 44'74 |9‘so 13.25 115 036 175 11 16.91 1.22

American indemnitgFint oTC 900 -7.69 -14.29 1300 850 1 056 622 12 17.38 0.52 i , ’ : i i ¢ : !

; : United Fire & Casualty oTC 350 -219 984 3450 2850 12 120 358 7 22.56 1.48
American intemational NYS 106.63 228 60.04 10825 61.75 2936 048 045 13 33.55 318 USFAG o G S Ay A e oaee el = S i
£ E0p ol S Mes e i e SLUE Ml " 1651 21b UNUM Corp. NYS M8 080 5561 4200 2475 560 060 144 13 30.64 1.36
Argonaut Group ore 6625 -3.99 5230  69.50 42.25 122 100 151 8 36.83 1.80 e Cu:)‘ e 44'50 e Sae  adia 32‘ A S S e W i e
NEMCR GO, L S bR i 2 ESE Impr.dalimal NYS 2750 000 328 213 2400 6 108 383 63 3233 085
Bt LR e 28 ooy 24 BUASL 38 20/ R 7 12t e zmxr?ﬂamr\al ins. NYS 18-50 -3-2? 4'96 21 '50 55:00 29 084 454 8 13561 1.36
Beivedere Corp. ASE 450 -5.28 0.00 650 425 11 0p4 089 7 B.43 053 fretiedenip R e o e : i o5
Chandier Insurance orc 1088 645 4500 1225 625 159 000 000 7 953 1.14 : 2 : .

Chubb Corp. NYS 8225 123 4242 8250 5375 1481 232 282 9 53.50 1.54

CIGNA Cu:n. NYS 6325 078 3676 6438 4575 687 206 468 11 53.08 11s  HEALTH MAINTENANCE ORGANIZATIONS

CNA Financial Corp. NYS 91,75 291 56.17 G488  56.00 349 000 000 10 5452 168

Continenial Corp. NYS 34.13  -285 664 4500 31.50 837 280 762 73 42.10 o.81 FHP Intamational orc 48.00 101 31702 5113 L088 898 000 000 24 854 1384
Ourham Corp oT1C 3200 323 000 ° 3300 31.00 9 o092 288 27 2632 1.22 HMO America ing. o1C 688 -19.12 BI2.94 1063 081 563 000 000 -15 1.2 6.4
Fireman's Fund NYS 3675 547 2618 4075 2838 2523 060 1.63 10 3274 112 Pacificare Health Sys. oTc 2650 -1167 11200 3038 5853 378 000 000 32 635 417
Fremont General Corp. o1C 1550 000 2400 1825 1063 151 080 5.16 53 17.61 0.88  Saleguard Health Enter. o1C 1138 -1.09 1163 1250 450 122 000 000 18 299 3.80
Froniier Insurance Group NYS 19.00 256 7063 2175 963 90 000 000 10 753 252  Siera Health Services ASE 725 178 346.15 825 1285 331 000 000 7 1.59 456
General RE Corp. NYS 8963 272 6296 8750 5313 2285 136 152 15 29.04 309  United Healthcare Carp. o1C 11.00 638 15882 1263 388 1116 000 000 -5 0.31 35.48
Hanover Insurance Co. o1c 3150 -3.08 1887 3300 2550 160 044 140 7 31.47 1.00  United Medical Corp. ASE 675 -182 26.58 725 413 21 000 000 24 ai 1.64
Harleysville Group [s}1¢] 2263 -1.09 2746 2413 1488 39 080 285 8 18.94 119 US. Healthcare oT1C 1438 088 15556 1488 526 1240 023 160 6 2487 501
Hartlord Steam Boiler oTC 5400 649 4595 5875 3063 307 160 296 15 13.04 4.14  Western Health Plans ASE A NA NA 125 0.3 - 060 MA 0 0.82 NA
Kansas City Lila Ins. o1C 3450 417 073 3950 2925 4 14 3ot 14 39.22 0.88 HMOs AVERAGE 43 206.6 0.2 13

Kemper Corp. NYS 4800 -1.29 10426 5188 2275 388 084 175 it 28.91 1.66 ALL COMPANIES AVERAGE 02 49 25 10

System design: Nordby International lnc.



very reinsurer wants good, safe, secure insurers with a good track record and a history NORTH AMERICAN
‘Main Street” business. of sound claims management.
But not many reinsurers will venture off In fact, North American Re and our
the straight and narrow in order to underwrite  parent, Swiss Re are among the most skilled
the riskier business further afield. underwriters for this type of reinsurance.
North Amrer can Re has the technical So if you've got some risks that aren't too
expertise to go off Main Street. . .for those far off the beaten path, call North American Re.  Shouldnt Be A Risk

Choosing A Reinsurer

NORTH AMERICAN REINSURANCE CORPORATION 237 PARK AVENUE, NEW YORK, NY 10017 (212) 907-8000
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