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Update
UTC ordered to drop suit
against property insurers

BOSTON-United Technologies Corp.
must drop some 50 property insurers
from its massive hazardous waste cover-

age dispute because it failed to file
claims with those insurers before suing
them, a state court judge has ruled.

Massachusetts Superior Court Judge
John L. Murphy Jr. rejected Hartford,
Conn.-based UTC's request for dismissal
without prejudice, which would have
preserved UTC's right to reinstate the
litigation against its property insurers

Continued bn next page

Risk Retention Act
Is 1986 law a boon to buyers or a bomb waiting to explode?

By JERRY GEISEL

WASHINGTON-On their second anniver-

sary, the 1986 amendments to the federal
Risk Retention Act are viewed by many as
resembling Jekyll and Hyde.

More than 50 employer groups and profes-
sional organizations-ranging from anesthe-
siologists to universities-have established
risk retention groups, the special mui tiple-
owner captive insurers permitted under the

amendments to operate nationwide after
meeting the insurance licensing require-
ments of a single state.

Officials of the new risk retention groups
say that the amendments, signed into law by
President Reagan on Oct. 27, 1986, are ful-

filling the objective promised by their propo-
nents: giving commercial insurance buyers a

new alternative to the volatility of the com--
.mercial liability insurance market.

"The Risk Retention Act is a landmark

piece of legislation. It has given companies a
stable playing field in which to do business
and not be on the commercial liability roller

Risk Retention Act

Amendments

Two ican later

coaster,"said Ralph Engel, president of the
Chemical Specialties Manufacturers Assn., a
Washington-based trade association that
last year helped organize a Vermont-domi-
ciled risk retention group to provide product
liability and general liability insurance for
its members.

'We have gained control
over our own destiny and
are no longer subject to a
market that often was ar-

bitrary," said Mike Doody,
president of Consolidated
Catholic Casualty Risk Re-
tention Group, a Vermont-based risk reten-
tion group owned by 11 Catholic hospital
systems to provide excess professional li-
ability insurance.

Some believe that the potential of the Risk
Retention Act has barely been tapped, and
that dramatic growth is no further away
than the next hard market.

' Risk retention groups will have a tremen-
dous impact on the future of commercial in-
surance," predicts H. Lincoln Miller, chief

Section 89 relief

falls far short

of expectations
By JERRY GEISEL

WASHINGTON-A technical corrections bill passed by Congress
in the waning moments of this years session eases some of Section
89's administrative burdens but falls way short of the relief employ-
ers had sought.

The legislation, primarily designed to correct drafting errors in
the Tax Reform Act of 1986, dears up some of the ambiguities of the
Section 89 non-discrimination rules for welfare plans and elimi-
nates some absurd administrative requirements such as running
daily non-discrimination tests.

But the legislation, now on its way to President Reagan for sig-
nature, fails to include any meaningful "safe harbors" that would
exempt employers that give employees a choice of different health
care plans from running the various, complex non-discrimination
tests on each plan.

"The safe harbor in the legislation is so small you couldn't fit a
rowboat in it," said Richard Raskin, a consultant with The Wyatt
Co. in New York.

Employers, though, are cheering other portions of the legislation,
including provisions that:
• Establish more reasonable penalties for violations of the health

care continuation provisions of the Consolidated Omnibus Budget
Reconciliation Act of 1985.

• Retroactively extend the tax-favored status of employer-pro-
vided educational assistance benefits through Dec. 31 with a $5,250
per employee annual limit.

Continued on page 98

executive officer of Vermont Insurance Man-

agement, a risk retention group and captive
management company in Montpelier, Vt.

"By the end of the next hard market, the
number of risk retention groups could-be
double or triple of what it is now. Risk reten-

tion groups are, and will

continue to be, very much
of the trend of dollars

flowing from traditional to
alternative markets,"

added Arthur Koritzinsky,
a vp with Johnson & Hig-
gins in New York.

But there is another, darker side of the
Risk Retention Act amendments.

The 1986 law has given birth to about 300
risk purchasing groups, mechanisms in
which employers or professionals can buy
commercial liability insurance on a group
basis from an insurance company. Some ex-
perts say about one-third of those purchas-
ing groups are now operating.

Regulators and some other observers be-
lieve that some purchasing groups are a di-

saster in the making, with the future col-
lapse of thinly capitalized insurers that
write business for some of these groups a
virtual certainty.

"Activities of risk purchasing groups
should be better regulated," said Ronald E.
Chronister, deputy Pennsylvania insurance
commissioner.

"The risk purchasing group provisions of
the federal law have been interpreted by
those organizing or insuring such groups to
create a loophole to allow an insurance com-
pany licensed in only one state to operate
without regulation in 49 other states if it
provides insurance to purchasing groups,"
Mr. Chronister explained.

Other observers point out that several ad-
verse court decisions have sharply limited
the appeal for major insurers to underwrite
purchasing group programs.

Unless the legal and regulatory uncertain-
ties surrounding risk purchasing groups are

resolved, purchasing groups' once-promising
potential will never be reached, some say.

Continued on page 84

Property/casualty stocks
trail market performance

By JUDY GREENWALD

An investor who put up $10,000 in July 1986 to buy
commercial property/casualty insurance company
stocks touted by securities analysts would be a poorer
person today.

However, the investor's fortunes would have im-

proved slightly in the 12 months since the Oct. 19,
1987, stock market crash.

Ironically, the investor would have fared better if he
had ignored the analysts' advice and selected his in-
surance company investments at random.

In either case, the performance of his portfolio
would have been dramatically worse than that of the
overall market. And, analysts say there is no guarantee
that insurance stocks' performance will improve.

"I guess I could classify the year in insurance stocks
as a big yawn," said David P. Wells, a vp with Merrill
Lynch Pierce Fenner & Smith in New York.

Yet, analysts still recommend many of the same
stocks they touted two years ago, predicting that these
issues will weather the soft commercial insurance

market better than the group as a whole.
The hypothetical $10,000 invested by Business In-

surance in the BI Model Portfolio-a portfolio of prop-
erty/casualty insurer stocks recommended by a team of
analysts-had shrunk to $9,321.98 on Oct. 26, a 6.8%
decline, even after adding dividends and interest on
leftover cash (see chart, page 97).

However, the Model Portfolio's performance im-
proved slightly in the past year: The portfolio stood

Continued on page 97
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Update
EPA cuts coverage rules

50 UTC insurers off the hook
Continued from pret,2ous page
(BI, Oct 24, Feb l) UTC had sought dismissal without prejudice for underground tanks
to allow the msurers to adjust the losses

UTC last year sued 50 property msurers and 200 liabillty Insurers
for the cost of cleanmg up 138 polluted sites By DEBORAH SHALOWITZ 1989-90 days after its Oct 26 publication in the Fed-

While the suit against the liability insurers remains intact, the eral Register-there is a two-year phase-in period for
complaint against property Insurers was flatly dismissed because "the WASHINGTON-Mar.y owners and operators of un- complying with the rule
insurers were never given notice or details of the potential claims in- derground petroleum storage tanks are breathing a Owners and operators of underground tanks that fail
volving the named 40 sites," Judge Murphy ruled Oct 24 sigh of relief following the release of new financial to comply with the new regulations can be fined up to

"One can only conclude that the plaintiffs' conscious choice to responsibility rules last week by the U S Environmen- $10,000 per day of violation The penalty lS spelled out
begin this pre-emptive suit is an attempt to circumvent non-judi- tal Protection Agency under the Resource Conservation and Recovery Act of

cial procedures required by the policies," the judge said The rules, which are far less stringent than those the 1984, which the Superfund Amendments and Reauth-
A UTC attorney would not comment on the order EPA proposed in April 1987, require the owners and orization Act of 1986 amended to require the per-claii
Judge Murphy's order also lS significant because several other }udges operators of underground petroleum storage tanks requirement of $1 million The 1986 act also estab-

have refused to rule on this 1SSUe with a monthly througnput of more than 10,000 gal- lished a trust fund to pay for cleanup of a site conta-
lons or those used in petroleum procuction, refining minated by a leaking tank when its owner or operator

Hodson, TPF&C Re cancel talks or marketing to buy environmental impairment liabil- is insolvent or cannot be located
ity insurance with limits of at least $1 million per The new EPA regulations are less onerous than those

NEW YORK-Reinsurance mtermediaries G L Hodson & Son Inc claim it proposed in April 1987 Under the earlier pro-
and TPF&C Reinsurance terminated merger discussions Fnday, one of In addition, owners and operators of 100 or fewer posal, owners and operators of underground tanks
the firms confirmed tanks must buy at least $1 million in aggregate limits, would have had to buy EIL insurance with limits of at

Under the terms of the negotiations, which had been under way while owners and operators of more than 100 tanks least $1 million per claim/$6 million aggregate, de-
since August, Hodson's parent, Corroon & Black Corp, would have must purchase $2 million in aggregate limits pending on the number of tanks owned or operated, or
purchased Philadelphia-based TPF&C Re, a unit of Towers, Pemn, Owners or operators of underground petroleum stor- demonstrate equivalent financial responsibility
Forster & Crosby Inc The TPF&( unit, the fourth-largest U S mterme- age tanks with a monthly throughput of less than However, after the EPA received numerous com-
diary, then would have been merged with New Hyde Park, N Y -based 10,000 gallons or those not used in petroleum produc- plaints from owners and operators of underground
Hodson, the eighth-largest Intermediary (see earlier story, page 3) tion, refining or marketing must buy EIL insurance storage tanks about the proposed limits, the agency

limits of $500,000 per claim/$1 million aggregate indicated last spring it would probably lower the

Punitive damage review likely An EIL underground storage tank policy must cover financial responsibility requirements (BI, March 21,
third-party damages and the costs of on-site cleanups April 27,1987)

WASHINGTON-Supreme Court Justice Sandra O'Connor's decision in the event of an underground tank leak Defense The new regulations are "reasonable," said Joe
last week to grant a stay of a $4 milhon punitive damage award against costs cannot be included in policy lim.ts Koach, executive director of the Service Station
Goodyeai Tire & Rubber Co may indicate the high court will review the The regulations also provides owners and operators Dealers of America in Washington "The industry can
constitutionallty of punitive damages m the near future, attorneys say of underground storage tanks several risk financing live with" the rules

"It is a further sign that the Supreme Court will consider the alternatives "The EPA did a good job on the financial responsi-
constitutionality of punitive damages," said Stuart Dalzell an at- While the regulation becomes effective Jan 24, Continued on page 95
torney with Drinker Biddle & Reath in Philadelphia

Chnstma J Imre, an attorney with Kornblum & McBride in Los
Angeles agreed, saying the decision indicates that review of the consti-
tutionality of punitive damages "is entirely possible "

Ex-owner of ICA sentenced
In May the high court sidestepped the issue when it refused to

review Bankers Life & Casualty Co vs Crenshaw (BI, May 23)

Workers safety report criticized to 25 years on fraud charges
SACRAMENTO, Calif -California Senate Office of Research find- By DOUGLAS McLEOD less, Mr Johnson said he was convinced of ICA's legit-

ings that the number of private workplace deaths rose 53% m the first imacy and the authenticity of the purported decisions
six months after a federal agency assumed authority for regulatmg CHARLOTTE, N C -A Virginia man is planning to Informed of Mr Bailes' recent conviction, Peter Fea-

private woikplace safety in the state are overstated, contends Gov appeal his recent conviction on multiple fraud charges man, a Boca Raton lawyer for ICA, said, "Mr Bailes
George Deukmelian stemming from his attempts to sell three allegedly was on trial, not the authenticity of those cases "

Gov Deukmelian criticized proponents of a Nov 8 ballot initia- phony insurance companies, including Insurance Corp The sale of ICA to Mr Johnson was not mentioned in

tive-Proposition 97-that would re-establish the state's own workplace of America Mr Bailes' August 1987 Indictment, which focused on
safety program, for presentmg the "misleading" statistics about the A federal jury in Charlotte deliberated for about Mr Bailes' efforts to sell ICA and the other insurers in
number of workplace deaths since the federal Occupational Safety and three hours before convicting Robert Eugene Bailes, 1983 and 1984
Health Administration took over responsibility for workplace safety in 48, on numerous wire fraud charges related to his ef- Charging Mr Bailes with 24 counts of wire fraud
the state in July 1987 Gov Deukmejian vetoed funding for Cal/OSHA forts to sell ICA, Pocahontas Insurance Co and Ameri- and perjury, the indictment alleged that he tried to sell
m early 1987 (BI, Feb 29, Feb 23, 1987) can Eastern Insurance Co , which prosecutors de- the "virtually worthless insurance companies" by

According to the research report, the number of private sector scribed as virtually worthless paper shells falsely representing their "origins, assets and operat-
deaths rose to 101 between July 1, 1987, and Dec 31, 1987, com- Chief U S District Judge Robert D Potter sentenced ing histories "

pared with 66 deaths during the same period a year ago when Cal/ Mr Bailes to 25 years in prison following the Oct 21 During the tnal earlier this month, prosecutors pre-
OSHA was still m existence lury verdict sented evidence that the alleged 1911 and 1914 Dela-

The governor contends that the report includes deaths unrelated Corporations controlled by Mr Bailes sold ICA in ware court decisions are phony, according to Assistant
to work situations, hke deaths occumng from heart attacks 1986 to A R Johnson, who has operated the insurer U S Attorney Debra Stuart

However, a state researcher said that even when deaths unrelated from offices in Boca Raton, Fla ICA, a West Virginia Witnesses testified, among other things, that no rec-
to workplace tasks are excluded, the numbei of workplace deaths corporation, is not licensed as an insurer in any state ord could be found of the "substitute judge Ben
still climbed 44% to 46 during the first six months of the federal and is unrelated to a Texas-domiciled insurer of the Green," who supposedly issued the ordeis, and that the
program from 32 deaths for the same six-month period in 1987 same name (BI, June 1, 1987) West Virginia secretary of state's office mistakenly al-

Regulators in several states have issued cease-and- lowed Mr Balles to amend a non-existent charter for a

Businesses eye VDT law case desist orders or obtained restraining orders against Pocahontas Insurance Co that had been dissolved
ICA, which claims to be exempt fiom all regulation Mr Bailes amended the charter in 1978 to change

NEW YORK-A New York Supreme Court justice w111 decide on under two purported Delaware federal court rulings Pocahantas' name to ICA
Nov 3 whether to dismiss a suit filed by four Long Island busin- dating back to 1911 and 1914 Mr Bailes, who represented himself, called only two
esses challenging the constitutionality of a Suffolk County, NY, law The decisions describe ICA, 71 ICA subsidiaries, Po- defense witnesses, both psychiatrists who testified that
regulating the use of video display terminals by workers cahontas and numerous other insurers as "grandfath- Mr Bailes suffers from hypercalcemia-an elevated

The suit charges that the law violates the Employee Retirement ered insurance corporations" exempt from federal and level of calcium in the blood-which can cause "delu-
Income Security Act of 1974, which regulates the content of em- state regulation sional conduct," said James Wyatt, a Charlotte lawyer
ployee benefit plans (BI, Aug 15) In an interview last year, Mr Johnson acknowledged who acted as standby counsel to Mr Bailes

Meanwhile, an appellate panel of the Supreme Court in Suffolk that he knew before acquiring ICA that Mr Bailes pre- The jury convicted Mr Bailes on 21 of the 22 counts
County has issued a temporary injunction blocking implementation of viously had been jailed on fraud charges Neverthe- Continued on page 97
several provisions of the law that require employers to pay 80% of the
costs for initial and annual eye examinations as well as any corrective Inside
lenses and basic frames needed as a result of work on VDTs However,

employers still must comply with provisions that require them to pro-
vide VDT work stations that meet specified ergonomic standards and to &0,0 The new joint claims handling facility gives new life to 00 Commercial property/casualty Insurance should not
establish education and training programs for all VDT operators a worthy pursuit, savs this week's editorial PAGE 8 be covered by state guaranty funds, says stock analyst

The law, which became effective July 18, affects businesses in the Myron M Picoult PAGE 99
Continued on page 97 90 To prevent itself from falling into anarchy, the reinsur-

ance industry must return to the basic tenets of pro- Departments
Errors & omissions fessionalism, long-term relationships and the principle of

Class,fieds 94
utmost good faith, say Coopers & Lybrand's LeRoy J

Datebook
• The NervePace Electroneurometer, a carpal tunnel syndrome Simon and John C Narvell in Speaking Out PAGE 53

Insurance services guide Q8
testing device available from Advantage Health Systems of Kansas
City, Mo, costs $2,995 The cost was incorrectly reported in the Oct 1•,0 Laws designed to give corporate directors and offi-

Letters 8

Opinionc24 Products & Services column cers more leeway In resisting hostile takeovers may sub-
ject them to greater D&0 liability exposures, experts say Perspectives K9

Speaking out• A cesarean section typically costs $3,000 more than a normal at a Wyatt Co symposium PAGE 77 .... ......
.53

delivery, or about $7,000 A story in the Oct 24 issue incorrectly Spotlight report
Ticker

stated the cost of the procedure 8,0 Risk managers at health care facilities should get
Q9

more involved in their organiza- - Vol 22, No 43-Business insurance (ISSN 0007 6864) ts published

• Scuba Schools International of Fort Collins, Colo, does pro- tions' nsk-financing deamons, an Amencan Society weekly at 740 N Rush St, Chicago, Ill 60611-2590 Second dass postage
for Healthcare

vide a certification program for both diving instructors and for expert says at the American So- Risk Management ts paid at Chicago, Ill, and at addltional mailing offices Postmaster Send
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Reinsurance
Shift to higher net lines may be permanent

By DOUGLAS McLEOD
and LINDA J. COLLINS

NEW YORK-The significant
changes in the reinsurance buying
habits of many ceding companies over
the past three years may become per-
manent, some reinsurance industry ex-
ecutives say.

For instance, several factors-nota-
bly the withdrawal of cheap reinsur-
ance capacity and rising profitability
of primary business-have caused
many ceding companies to raise their
retentions in recent years.

Most brokers and reinsurers report
little change in these retentions this
year, and many reinsurance industry
executives agree that the shift to
higher retentions probably represents

a "structural" change in the business.
If retentions fall, these executives pre-
diet, they will not fall to the mini-
mal levels maintained during the soft
market of the early 1980s.

However, other reinsurance industry
observers say that the increase in re-
tentions is only a short-term phenome-
non. Factors that could work to reduce

retentions, several executives noted,
include an erosion of ceding insurers'
surplus caused by poor underwriting
results and by the impact of the 1986
Tax Reform Act.

Likewise, reinsurance executives
differ over whether another major
change in buying habits-the shift to
excess-of-loss property reinsurance
from proportional contracts-will be-
come a permanent market practice.

Excess reinsurance allows ceding in-
surers to keep more of their premiums
-an especially attractive feature when
the business is profitable-and while
many reinsurers would like to write
more proportional business, many ced-
ing companies are no longer interested
in the contracts, brokers say.

Meanwhile, other changes that ac-
companied the tightening reinsurance
market in 1985 and 1986 have not

lasted: Reinsurance brokers report a
continued improvement in the terms of
reinsurance contracts, including ex-
tension or elimination of sunset

clauses and aggregate caps on casualty
placements.

Rising reinsurance prices during the
tight market are cited by most reinsur-
ance executives as the initial cause of

higher ceding company retentions: It
made economic sense for insurers to

buy less reinsurance if they could af-
ford to retain the business.

As ceding insurers themselves built
up surplus on profitable business writ-
ten during the tight market, they be-
came increasingly comfortable with
the higher retentions, reinsurance
sources note.

"As the balance sheet gets stronger
and as inflation whittles away the
value of the dollar, naturally reten-
tions increase," noted Michael G. Fitt,
chairman and president of Employers
Reinsurance Corp. of Overland Park,
Kan.

Mr. Fitt added only the largest in-
surers have taken on "massive" in-

Continued on nezt page

Intermediary revenues continue to fall
By LINDA J. COLLINS of the marketplace in 1987 and continues to do so in

1988," said Paul R. Davies, president and chief exec-
utive officer of Reinsurance Agency Inc./Cole,
Booth, Potter Inc. of Chicago, both Aon Corp. units.

High insurer retentions, combined with rate re-
ductions in the primary market, were responsible
for most of the revenue drain felt by reinsurance
intermediaries, brokerage executives agreed.

During the hard market of 1985-1986, reinsurers
forced many insurers to assume higher retentions.
Then, as insurers began to find themselves in
stronger financial positions as a result of increasing
rates, many became comfortable with the higher re-

10 largest U.S. reinsurance brokers

Increased retentions by ceding insurers-com-
bined with somewhat lower reinsurance rates and

low broker commissions-stunted the growth of
most of the large U.S reinsurance brokerages in
1987 and continue to depress revenues in 1988.

Based on reported revenues and Business Insur-
ance estimates, only one of the nation's 10 largest
intermediaries saw gross revenues increase more
than 10% in 1987, compared with six intermediaries
that experienced revenue growth of more than 20%
in 1986 and nine with revenue growth exceeding
20% in 1985.

In fact, the esti-
mated revenues of
four intermediaries
fell more than 5% last

Company
year, while two other

(Parent)
intermediaries report
flat revenues. Guy Carpenter & Co. Inc.

In an effort to re- (Marsh & McLennan Cos. Inc.)
verse this trend, many Sullivan Payne Co.
reinsurance brokers (E.W. Payne Cos. Ltd./Sedgwick Group P.L.C.)
are competing for
business by offering

E.W. Blanch Co.

(Umited partnership)
expanded services,
which has led to some TPF&C Reinsurance

broker consolidations. (Privately held)

However, interme- f Willcox Inc. Reinsurance Intermediaries
diaries report they (Johnson & Higgins and Willis Faber P.L.C.)

have not seen any un- Thomas A. Greene & Co. Inc.
usual movement of (Alexander & Alexander Services inc.)
accounts among them- Reinsurance Agency Inc./Cole, Booth, Potter Inc.'
selves.

(Aon Corp.)
Intermediaries

blame their checked
G.L. Hodson & Son Inc.

(Corroon & Black Corp.)
revenues on the soft-

ening property/ca- intere Intermediaries Inc.

sualty insurance mar- (Privately held)

ketplace. RFC Intermediaries Inc.

''The insurance (The St. Paul Cos. Inc.)

market softened and

brokerage income
(went) down for most

tentions they had assumed.
Because primary insurers now are scrambling for

business in the softer market, they are reluctant to
cede this business to reinsurers, brokerage execu-
tives explained.

"Unless insurers experience a major severity and
frequency of losses in both the property and ca-
sualty fields, I don't think they'll go back to lower
retentions. As a result, in the domestic reinsurance

market there will be less and less premium avail-
able," predicted Robert F. O'Leary, president and
chief operating officer of Willcox Inc. Reinsurance
Intermediaries of New York.

Gross revenues (in millions) Employees Percent treaty

1987 1986 % change 1987 1986 %change 1987 1986

$270' $285' -5.3% 1,377 1,340 2.8% 93' 90'

57' 65' -12.3 425 450 -5.6 90 90

52' 50,2 4.0 331

40' 40'

31-32' 27-28' 14.5

299 10.7 98 99

308 300 2.7 86 81

180 148 21.6 96 96

28.7 27.42 4.7 '225 216 4.2 93 89.82

25.9 23.7 9.3 172 160 7.5 97 96

23 23

20.5' 23.24' 42.8

141 16.1 -13.0

201 . 1922 4.7 81 88.52

208 216 -3.7 100 100

180 225 -20.0 33' 33

' 8/estimate 'Restated 'Reinsurance Agency was acquired by Aon Corp. in September 1988 and its revenuesand employee count have been combined with
Aon subsidiary Cole. Booth, Potter for 1987 and 1986.

London market expecting
confusion during renewals

Some London market excess-of-loss

reinsurance underwriters are quoting
massive premium increases or are pulling
out of the market, which could lead to a

turn in the property/casualty insurance
market by next year. Page 30.

Artificial intelligence aids
reinsurance underwriters

An increasing number of reinsurance
companies are establishing so-called ex-
pert systems that are intended to help
underwriters by taking them through the
logical steps needed to make an under-
writing decision. Page 34.

State regulators hitting
1 ransurance recoverables

] With a growing sense of urgency, state
regulators are engaged in a broadside at-
tack on unrecoverable reinsurance to

prevent further insurer and reinsurer in-
solvencies. The NAIC is spearheading
the attack. Page 40.

"Ceding companies
are comfortable right
now with where they

are," agreed Thomas
A. Greene, president
and chief executive

officer of Thomas A.

Greene & Co. Inc. of

New York.

However, small ced-

ing insurers may

begin retaining less
risk if the reinsurance

market softens fur-

ther, predicted Roger
D. Espe, president and
chief executive officer

of Sullivan Payne Co.
in Seattle.

"One of the big
changes in the last
market cycle was
greater casualty re-
tentions, which in
some cases were

higher than individual
companies' comfort
levels," according
to Mr. Espe. As a re-

sult, some ceding
companies, partic-

Continued on page 14

Health reinsurers feeling
pinch of rising costs

Reinsurance companies that write
group health reinsurance contracts are
feeling the sting of health care cost infla-
tion. In response, they are raising rates
and introducing catastrophic case man-
agement programs. Page 70.
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Reinsurance
Continued from previous page
creases in retentions, while small
and midsized insurers have taken

more modest increases.

In addition to growing accus-
tomed to retaining more of their
business, many ceding companies
also have gotten used to buying
only excess-of-loss reinsurance,
noted Willis T. King Jr., chairman
and chief executive officer of Will-

cox Inc. Reinsurance Interme-

diaries in New York, the fifth-lar-
gest U.S reinsurance

intermediary.

Insurers no longer expect to be
able to buy large amounts of inex-
pensive reinsurance without such
aggregate limitations, as they did
in the early 1980s, he suggested.

Despite a drop in reinsurance
prices in recent renewals-notably
for property coverages-many ced-
ing companies are maintaining
their higher retention levels as a

way of shoring up the erosion of
their premium base.

As primary insurance pricing has
weakened over the last 18 months,
gross written premium volume for
some insurers has stopped expand-
ing, explained Lawrence S. Doyle,
president and chief executive of
New England Reinsurance Corp., a
Boston-based Hartford Insurance

Group unit.
These insurers, he noted, have

taken higher net retentions to pre-
serve net premium volume and off-
set expenses: a trend Mr. Doyle
said he expects will continue.

"We certainly have lost a sub-
stantial amount of business in the

reinsurance industry as a whole
going forward," he said.

Opinions are mixed, however, on
whether the trend toward higher
retentions is likely to reverse itself
in coming renewals, or whether the
change is a permanent one for the
industry.

"I think that's structural," Mr.

Doyle said of the change. "The fact
is that the net retentions that are

currently held have not hindered
(insurers') surplus."

"The industry has undergone a
structural change," concurred
James E. Dwane, president of Pru-
dential Reinsurance Co. in New-

ark, N.J. "We are talking about a
rnatter of degree now, how much
change."

"What I can't answer is to what

degree this structural change will
take place," Mr. Dwane said.

Some ceding insurers, he ex-
plained, feel comfortable with a $5
million retention and will maintain

it, while others may decide to re-
duce their retentions if reasonably
priced reinsurance is available.

"I would say that the idea that
(ceding companies) are going to
come down and start buying very
low-level reinsurance is a thing of
the past for the very large stock
companies," said Paul R. Davies,
president and chief executive offi-

SES
NOTH
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cer of Reinsurance Agency Inc./
Cole, Booth, Potter Inc. in Chicago,
the seventh-largest U.S. reinsur-
ance intermediary.

"Other companies may not have
made some of the moves (toward
very large assumptions) that the
larger companies did," Mr. Davies
said.

"I doubt we will return to the

buying patterns that characterized
the early part of this decade," said
Roger D. Espe, president and chief
executive officer of Sullivan Payne
Co. in Philadelphia, the second-
largest U.S. reinsurance interme-
diary.

"A new generation of buyers has
emerged whose views have been
shaped by the insurance/reinsur-
ance world of the 1980s. Sophisti-
cated, analytical modeling, rather
than 'gut feel,' is the basis of much
decision-making," he said.

Nevertheless, Mr. Espe added
that "one of the big changes in the
last market cycle was greater ca-

Arkwright has one purpose. To help its customers throughout the world minimize their
long-term cost of risk. To do this, we provide a wide range of risk management services,
which we apply in a disciplined and straightforward way. First, working with our custom-
ers to identify, evaluate and reduce risk through engineering. Then, tailoring a program
to protect exposures that cannothe eliminated. With all that's at stake, everyone at
Arkwright must be accountable to the customer. Always. At Arkwright, we try to avoid
surprises. In fact, we're dedicated to preventing them.

¥RIGHT

SM

sualty retentions, which in some
cases were higher than individual
companies' comfort levels. As the
reinsurance market begins to
soften, it is not unlikely that some
ceding companies will more ag-
gressively purchase lower-layer
casualty reinsurance."

Responding to rising primary in-
surance rates and a desire to con-

trol reinsurance costs, many ceding
companies decided during the
tightening market to increase re-
tentions, noted Edmond F. Ronde-
pierre, senior vp and general coun-
sel of General Reinsurance Corp. in
Stamford, Conn.

Unless something happens to
erode insurers' surplus, "that deci-
sion has been made, and we do not
expect it to be changed anytime
soon," Mr. Rondepierre said.

However, ceding companies
might reassess their positions if
they see their surplus being eroded
by-for example-a rising tide of
losses, he added.

"We expect to see some of that.
It's a question of when the losses
materialize," he observed.

Another "wild card," he added,
is the strain tax reform will place
on insurers' bottom lines. A ceding
insurer operating on a break-even
basis, with a 100% combined ratio,
may still face a tax bite that will

come out of its surplus, Mr. Ronde-
pierre said.

"We are a little puzzled about
where they think the tax money is
going to come from," he said of
ceding companies.

"I don't think half the CEOs in

this country realize how punitive
those (tax law) changes are," Mr.
Fitt agreed, though he added that
whether this causes insurers to buy
more reinsurance "depends on the
company and the time of day."

Mr. Fitt suggested that there is
nothing necessarily permanent
about the recent increase in ceding
insurer retentions, noting that it
made economic sense for large in-
surers to retain more in the face of

mounting reinsurance costs in re-
cent years.

While ceding insurers will prob-
ably never return to the retention
levels they maintained 10 years
ago, many may decide to retain less
of their business if reasonably
priced reinsurance were available
from secure reinsurers, he said.

"I think they would be finan-
cially irresponsible if they did
not," he said.

Michael W. Cashman, president
and managing general partner of
E.W. Blanch Co. in Minneapolis,
the third-largest U.S. reinsurance
intermediary, noted indications
that some ceding insurers may be
moving toward lower retentions.

"Some companies were forced to
take higher retentions in 1986 and
are looking at lower retentions in
1988," Mr. Cashman said.

On the other hand, he added, as
more and more insurance company
mergers and acquisitions take
place, there "will be a tendency
for higher retentions" on the part
of the consolidated larger com-
panies. The size of the company "is
a major factor," he said.

Ward B. Gordon, chairman and
chief executive officer of Intere In-

termediaries Inc. in New York, also
said he expects to see some reten-
tions shrink. Intere is the ninth-

largest U.S. reinsurance interme-
diary.

"My personal opinion is that we
are going to see a shift in the mar-
ket as early as 1989," Mr. Gordon
said. "The reinsurance market will

loosen up to the extent that many
buyers will once again fill out their
programs. The problem has been
pricing."

Meanwhile, although some rein-
surers report continued demand
for proportional treaty reinsur-
ance, many reinsurers and brokers
confirm a shift away from propor-
tional, or pro-rata, business to-
ward excess-of-loss coverages.

Continued on page 6

--



Magndibk has electrical equipment in office buildings and factories across the country. They have products in
an estimated 9 out of every 10 households. And they have their business insurance in Wausau.

"We needed an insurer who could step in and supply us with strong loss control support," says Dennis G. Berndt,
Director of Insurance and Risk Management for the Los Angeles-based company.

"Wausau has worked closely with our people: implementing training programs, injury avoidance programs and
ergonomic surveys. Dgether wdve been able to lower losses substantially!'

Controlling losses and the resulting insurance costs takes energy WAUSALJ
and experience. It takes the business insurance experts from Wausau, and BmrE TATSURANCEa committed policyholder like Magndlbk. F 164*n 9 . L,

Wausau Insurance Companies, 2000 West;wood Drive, Wausau, Wisconsin 54401 '161ephone (715) 845-5211 A Member of the Nationwide® Group.
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Reinsurance
Continued from page 4

Under a pro-rata treaty, the
reinsurer shares in a proportion of
the losses and premiums, while in
an excess-of-loss agreement, the
reinsurer agrees to reimburse the
ceding insurer for all losses-or a
large portion of the losses-above
the cedant's net retention.

While under both types of rein-
surance contracts the reinsurer

shares in the ceding company's
premiums, pro-rata reinsurance
often involves a lower layer of cov-
erage where premiums are higher.

In the initial stages of, the hard
market, the move toward excess-
of-loss coverage was precipitated
by reinsurers that wanted to insu-
late themselves from the losses

sustained on unprofitable pro-rata
contracts, observers say.

But as property business became
more profitable, reinsurers were
hoping to regain some of the lost

pro-rata placements, only to find
that ceding insurers showed no in-
terest in such a move, preferring to
keep the larger share of premiums
excess-of-loss contracts allowed

them.

"In 1986, we found that rein-

surers were pushing our clients to
go from proportional to excess-of-
loss coverage," said Philip W. Mit-
chell, senior vp, director and man-
ager-facultative operations for
TPF&C Reinsurance in Philadel-

phia, a unit of Towers, Perrin, For-
ster & Crosby Inc., and the fourth-
largest U.S. reinsurance interme-
diary.

"Now we find reinsurers would

like to write proportional reinsur-
ance, even London, for property,
but the clients are saying, 'No,
we'd like to stay with excess.' They
are all looking to write premium
and don't want to give it away to
reinsurers. They'd rather hold the
business to keep the volume and
because they feel it's adequately

CAN YOUR REINSURER
BE TOO BIG?

Yes and no.

When it comes to meeting com-
mitments, you want a reinsurer with
strength and stability.

And with Hart Re Management
Company, that's exactly what you get.

After all, we're the reinsurance
people of The Hartford and backed
by nearly $25 billion in assets.

On the other hand, you don't
want a reinsurer so big that it's unable
to respond with speed and agility.
Here again, the answer is Hart Re.

Our standard turn-around time

on claims is five days or less.
What's more, our claims staff is

available to answer questions and
help solve problems on a daily basis.

To minimize and balance your

priced business.
"I think the market oversold its

product," Mr. Cashman said, refer-
ring to excess-of-loss covers. "Now
it wants (pro-rata property busi-
ness) back, but can't get it back."

"The only thing that's going to
(change) it is market conditions,"
he added. "If prices drop signifi-
cantly, ceding companies might be
more interested in purchasing re-
insurance on a pro-rata basis."

"Everybody wants tc buy ex-
cess-of-loss. I think reinsurers

would love to see more pro-rata
business. I think it's just the state
of the market now," Intere's Mr.
Gordon concurred.

New England Re's Mr. Doyle
said he does not expect much of the
lost proportional business to be re-
captured.

Ceding insurers with improved
capital and surplus positions do
not need proportional reinsurance
to support the business they write,
he said, noting that ceding insurers

instead have a greater need for
coverage in catastrophe excess
layers.

"I think it's directly in propor-
tion to the strain on surplus," said
Mr. Davies of Reinsurance Agency
Inc. "Companies have not used up
their capacity, so they are not in-
terested in quota-share reinsur-
ance. (Demand) moves with the
cycles of the industry."

Quota-share reinsurance is a
form of pro-rata reinsurance in-
demnifying the ceding company
against a fixed percentage of loss
on each risk covered in the con-
tract.

Faced with a general decline in
reinsurance premium volume, rein-
surers would clearly benefit from
an increased volume of profitable
pro-rata business, Employers Re's
Mr. Fitt observed.

The reinsurance market as a

whole is shrinking for several rea-
sons, including higher ceding com-
pany retentions and a shrinking

potential exposure, our consulting
underwriters will work with your
underwriting team to analyze and
evaluate your existing book of busi-
ness, as well as any new or antici-
pated lines.

Through our Catastrophe Evalu-
ation Program, we can even deter-
mine probable and worst-case
hurricane loss scenarios on a county-
by-county basis.

Add to all this the experience,
expertise, and flexibility that only
Hart Re can provide.

And remember, we won't try to
run your business-just give you help
when you need it.

Don't let the wrong re- ki Ly
insurer threaten your survival. r
Contact your reinsurance in- 
termediary about HART RE =2'El»*
Hart Re today. The Insurance People of ITT
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number of ceding insurers due to
mergers and acquisitions, he noted.
To cope with a shrinking market,
reinsurers must take steps to shore
up their own premium volume, and
one of these steps would be to as-
sume more quota-share business,
he said.

"Pro-rata is much more viable

today, due to stronger (at least
temporarily) primary pricing and
also to reinsurers' desire to in-

crease their writings," added Mr.
Espe of Sullivan Payne. "You see
more markets willing to entertain
pro-rata treaties, and those trea-
ties which we have in effect have

produced excellent results."
"Also, in many cases, risk excess

(excess-of-loss reinsurance con-
tracts) have not been satisfactory
vehicles for generating sufficient
capacity to satisfy buyers and, as
proportional terms have improved,
these buyers have once again
sought out pro-rata capacity," Mr.
Espe said.

The market for property and ca-
sualty reinsurance has continued
to improve to varying degrees since
January, though more will be
known about the state of the mar-

ket after the upcoming Jan. 1 re-
newals are complete, reinsurers
and brokers report.

Property business has seen "fur-
ther erosion" in pricing both on the
primary and reinsurance sides this
year, with excess and catastrophe
reinsurance prices falling roughly
10% to 12% since January, accord-
ing to Michael E. Rothpletz, execu-
tive vp and chief operating officer
with G.L. Hodson & Son Inc., a
Corroon & Black Corp. unit based
in New Hyde Park, N.Y., and the
eighth-largest U.S. reinsurance in-
terrnediary.

Reinsurers also have increased

ceding commissions on pro-rata
property business in some cases,
Mr. Rothpletz said.

Terms and conditions of casualty
reinsurance contracts continue to

improve, though reinsurers so far
this year have offered few price re-
ductions, sources note.

"They're certainly not repeating
the mistakes they made four to five
years ago," Mr. Rothpletz said.
"Whatever softening there is on the
primary side is really not being fu-
eled by treaty reinsurers."

However, sunset clauses, which
phase out coverage over a period of
years, have been extended or eli-
minated in recent renewals, while
loss ratio caps on reinsurance cov-
erages have been raised to more
than 300% in some cases or elimin-

ated, Mr. Rothpletz said.
"Reinsurers are giving primary

companies more latitude in the
business they can write," he added,
explaining that reinsurers are eli-
minating such restrictive treaty
conditions as "hazard group exclu-
sions" that bar coverage for excess
and surplus lines risks.

Separately, while reinsurance
market conditions evolve, one
change that hit reinsurers after the
onset of the hard market is likely
to be permanent: a much higher
profile for the industry than it has
ever had before.

"Reinsurers have been cata-

pulted into a very uncomfortable
limelight," noted Mr. Rondepierre.

Until it was blamed for much of

the disruption caused by the hard
market, the reinsurance industry
was practically invisible to insur-
ance regulators, state legislatures
and Congress, he noted.

Now, however, reinsurers have
been accused of antitrust viola-

tions by several attorneys general,
and the reinsurance industry has
figured prominently. in the debate
over repeal of the antitrust exemp-
tions granted for insurers by the
McCarran-Ferguson Act.

Reinsurance industry regulation
is on the "front burner" for the
National Assn. of Insurance Com-

missioners and in several states,
including New Jersey, Mr. Ronde-
pierrenoted. •
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Not only does Home Insurance accept difficult prop-

erty risks like lumberyards, race tracks, tanneries, vacant
and foreclosed properties.We go out of our way to welcome
thern.

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

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

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

Home Insurance
There's no place like it.
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Financial, finite risk reinsurance scrutinized
By DOUGLAS McLEOD

NEW YORK-The ranks of finan-

cial and "finite risk" reinsurers are

growing, but their reinsurance prod-
ucts will have to clear various regula-
tory and market hurdles if they are to
catch on in the United States, rein-
surance experts say.

A major hurdle facing financial re-
insurance products-including loss
portfolio transfers and other retro-
spective and prospective reinsurance
deals-is whether they qualify as true
risk transfers for tax and accounting
purposes, reinsurers and brokers say.

In a loss portfolio transfer, an in-
surer cedes loss reserves on a dis-

counted basis to a reinsurer, which
then assumes liabilities on that busi-

ness (BI, April 18).
Uncertainty about how the Inter-

nal Revenue Service and accounting
firms will treat financial reinsurance

transactions is making buyers eau-

tious about pursuing such deals, bro-
kers and consultants report.

Finite risk reinsurance-a loose

label f6r contracts in which the rein-

surer's liability is limited through
such features as loss ratio caps-also
may see its growth slowed as a soft-
ening market prompts traditional
reinsurers to remove such features

from their contracts, some brokers

say.

The potential problems have not
stopped new reinsurers from form-
ing to specialize in financial and fi-
nite risk products, however.

The largest, Bermuda-based Centre
Reinsurance Holdings Ltd., capital-
ized at $250 million earlier this year,

expects to meet its first-year pre-
mium goal of $250 million, according
to President and Chief Executive Of-

ficer Steven M. Gluckstern (BI, April
18).

Centre Re's business so far has

been about evenly split between ret-
rospective deals, such as portfolio
transfers, and prospective contracts,
such as financing quota-share and
other finite risk contracts, he said.

One of the reinsurer's larger trans-
actions so far has been an agreement
to run off the U.S. domestic reinsur-

ance business of Boston-based John

Hancock Reinsurance Co., which
withdrew from the market earlier

this year, a Hancock spokesman con-
firmed (BI, June 6).

Mr. Gluckstern is upbeat about
Centre Re's prospects, maintaining
that finite risk reinsurance is a long-
term addition to the reinsurance

marketplace that "provides another
option for insurers that have to cope
with tremendous changes in their re-
tentions or tremendous changes in
the pricmg of their reinsurance."

He acknowledged, though, that fi-
nite risk products-unlike estab-
lished financial reinsurance products
like loss portfolio transfers-will take
time to gain market acceptance. He
also declined to predict whether
Centre Re will reach the $500 million
premium goal it had set for its second
year of operation.

One of the newest financial rein-

surers is Bermuda-based Skandina-

vian Reinsurance Co. Ltd., capital-
ized at $25 million by Sirius
Insurance Group of Sweden last
rnonth.

Skandinavian Re is planning to
write $15 million in premiums in
1989 on funded excess coverages,
portfolio transfers and other con-
tracts with U.S., British and Euro-
pean insurers, according to President
Jens Juul (BI, Oct. 3).

The reinsurer also plans eventually
to start writing financially oriented
direct insurance products for north-
ern European industrial corpora-
tions, according to Mr. Juul, who said
these products could include export
credit stop-loss coverage and aggre-
gate covers for self-insured pro-
grams.

Reinsurers generally agree that fi-
nancial reinsurance products face

fewer regulatory and tax challenges
in European countries than in the
United States.

Such challenges are a significant
concern for U.S. companies, how-
ever.

Reinsurance sources note that sec-

tion 845(b) of the Internal Revenue

Code, added as part of the 1986 Tax
Reform Act, could be used by the IRS
to eliminate financial reinsurance

transactions that have the effect of

deferring taxdble income.
One reinsurance company official

described the section as "a hammer

sitting under the table" for the IRS to
use against ceding insurers.

"845(b) is hanging over everybody's
head as far as anything at all that has
tax consequ€nces. Nobody really
knows the full impact of it," added
Greg Leonard: principal with the Til-

linghast division of Towers, Perrin,
Forster & Crosby Inc. in Simsbury,
Conn.

Another concern is a preliminary
draft of a proposed reinsurance ac-
counting rule being considered by the
American Institute of Certified Pub-

lic Accountants

In its current draft form, the rule

would require reinsurers to assume
underwriting risk and would con-
sider as "financing arrangements"

any contracts that involved only the
transfer of:

• Investment risk, or the risk
that the reinsurer will earn less in-

vestment income than expected on

its reinsurance premium before
losses become due.

• Credit risk, or the risk that
amounts due from other reinsurers

may prove partially or wholly un-

collectible.

• Expense risk, or the risk that
the reinsurer's operating expenses
may be higher than expected when
the reinsurance premium is estab-
lished.

• Timing risk. or the risk that
the reinsurer will have to pay

claims more quickly than expected,
eliminating investment gains on its
up-front reinsurance premium.

The draft AICPA rule is open to

substantial revision during a re-
view process that is expected to
take 12 to 18 months. However,

several observers say they expect
that financial reinsurers will ulti-

mately have to assume more than
timing risk, for example, to pass
the test.

The uncertainty over the tax and
accounting treatment of financial

reinsurance has resul:ed in in-

creasing pressure on the reinsurers
to assume more underwriting risk
in deals with U.S. insurers, and has

made these ceding _nszrers more
cautious about such transactions,
sources say.

Because of the draft AICPA rule,
the last few months have seen "a

movement away from strictly fi-
nancial reinsurance types of deals
with only a timing or .nvestment

risk," said Philip W. Mitchell, se-
nior vp with TPF&C Reinsurance
in Philadelphia.

"As an intermediary, we are con-
cerned about recommending these
things when it is a possibility that
the reinsurance transaction could

be disallowed at a later date, Mr.
Mitchell said.

Continued 01 next page

How Fayrene Feinglas went

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

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

Today, Fayrene is a Field Ma,ket-
ing Manager, responsible for our
marketing staff in Texas, as Ifeli
as a region that spans over s ix
states. The enthusiasm and drive

that made Fayrene an All-State
contender back then are the same

qualities that make her a mcst
valuable player at Kemper now.
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Ward B. Gordon, chairman and chief execu-

tive of Intere Intermediaries Inc. in New York,
also noted that financial reinsurance deals must

comply with state insurance regulatory require-
ments.

"The biggest problem with this coverage is
how the contracts are drawn and accepted by
(state) insurance departments. Great care has to
be taken to comply with the legal require-
ments," he observed.

Mr. Gordon continued, however, that "there
will be a continuing need for" financial reinsur-
ance.

"It's continuing to grow because property/ca-
sualty insurance companies are continuing to
experience financial problems," said Kirk
Roeser, president of Gill & Roeser Interme-
diaries in New York.

While insurer financial problems five years
ago involved mainly an erosion of surplus
caused by poor underwriting results, the prob-
lems today tend to involve underestimations of
liabilities and the discovery of major reserve de-
ficiencies, he explained, noting that various fi-
nancial reinsurance products are useful in
working out these problems.

Some finite risk reinsurance products, mean-
while, face a different challenge posed by the
softening casualty reinsurance market.

Conventional reinsurers generally added fea-
tures to their contracts during the tight market
of 1985 and 1986 to limit their exposure, includ-
ing annual aggregate caps, caps on coverage
after loss ratios exceed a defined percentage
and "loss corridor" provisions. under which a
ceding insurer shares a portion of the risk with
an excess-of-loss reinsurer.

More recently, however, reinsurers have begun
to loosen these restrictions or eliminate them al-

together, leading some brokers to wonder how
intense the demand for finite risk reinsurance is
likely to be in the near term.

"I don't see a greater demand. but I do see a
greater supply," said Paul R. Davies, president
and chief executive of Reinsurance Agency Inc./
Cole. Booth, Potter Inc. in Chicago.

"I see demand for limited liability reinsurance
business diminishing right now. We see aggre-
gate caps being raised or eliminated at this
poin:," added Michael W. Cashman, president
and managing partner of E.W. Blanch Co. in
Minneapolis.

However, brokers also point out that finite

rom All-State to Kemper

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

We serve more than one million

policyholders and have an
exceptional premium-to-surplus
ratio of 1.2 to 1. But our

greatest strength remains the
dedication of our employees.
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risk reinsurance may continue to be a viable al-
ternative for some ceding insurers even in a soft-
ening market.

"Where you have real specialty types of ca-
sualty transactions, such as professional liabil-
ity covers or environmental impairment liabil-
ity, they become necessary to find a market that
will write the business," Mr. Mitchell observed.

Some ceding insurers that are comfortable re-
taini ng more risk under finite risk reinsurance
contracts may choose to do so as a way of con-
taining reinsurance costs, Mr. Roeser suggested.

While finite risk products were imposed on re-
insurance buyers during the tight market,
buyers may choose such contracts as an option
in a soft market, he noted.

Some reinsurers, meanwhile, are actually
"buying back" finite risk limitations in their
contracts, according to Paul Ingrey, president of
F&G Re Inc., a reinsurance unit of United States
Fidelity & Guaranty Co. in Morristown, N.J.

For example, a reinsurer that has imposed an
aggregate cap of 200% on a contract may offer
additional reinsurance limits of 200% excess

of the 200% cap, Mr. Ingrey said, adding that in
some cases, reinsurers have offered this exten-
sion retroactively on prior years' contracts. I

 Our people insure our future
companies
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Reinsurers

now interested
in alternatives

By JUDY GREENWALD

creasingly willing to provide rein-
surance and related services to al-

ternative risk financing vehicles
observers say.

For example, two reinsurers ear-
lier this year set up special units
that offer a range of services to al-
ternative risk-financing vehicles
like risk retention groups, while a
third reinsurer is now establishing
a unit to manage domestic cap-
tives.

However, a fourth reinsurer that

set up a special unit a year ago tc
provide underwriting expertise tc
these risk-financing alternative.
has never used it.

Meanwhile, other reinsurers are
willing to reinsure these risk fin-
ancing alternatives even though
they do not have stand-alone, spe-
cialized units.

"In general, reinsurers seem to
be willing to work with alterna-
tive risk-financing groups on the
same basis as they work with otheI
insurance companies," commented
Chris Duncan, a consultant with
Tillinghast in Stamford, Conn., a
division of Towers, Perrin, ForsteI

& Crosby. "But I don't think
they're doing it on a large scale
yet."

Earlier this year, New York-
based American Re-Insurance Co,

created a new subsidiary, Am-Re
Managers, while Stamford, Conn.-
based General Re Corp. created
Genesis Underwriting Manage-
ment Co. Both provide services to
alternative risk financing mecha-
nisms.

In addition, Skandia American
Reinsurance Corp. plans to begin
operating a Burlington, Vt., cap-
tive management subsidiary by the
beginning of 1989.

But an underwriting unit set up
by Woodland Hills, Calif.-based
Underwriters Reinsurance Co.,

called URC Risk Managers Inc.,
has never been acfive, partly be-
cause it is less needed than it was a

year ago, said Bill Weimer, senior
VP.

Reinsurers that say they are re-
ceptive to reinsuring alternative
risk-financing vehicles include
North American Corp./Swiss Rein-
surance Co., Prudential Reinsur-
ance Co., Transamerica Reinsur-
ance Co. and Trenwick American

Reinsurance Corp.

American Re decided to set up
Am-Re Managers in response to
policyholders' move away from the
traditional commercial insurance

marketplace, said James Pearce,
executive vp.

"We don't want to lose busi-

ness," he said, and if the reinsurer

can retain it by reinsuring alterna-
tive services, "we're doing it." But
American Re wants to retain good
client business, "not just market
share," he stressed.

Conversely, clients that have
dealt with American Re do not

want to give up the services offered
by American Re despite their move
to alternative risk-financing
methods, Mr. Pearce said. "They
want to maintain the quality of the
reinsurance that was behind them

before."

"Am-Re Managers is a vehicle
within American Re-Insurance Co.

that is intentionally structured to
respond to the non-conventional
insurance marketplace," explained
Mr. Pearce.

The purpose of Am-Re Managers
is to, in effect, "unbundle" its ser-

vices, whether they are in the un-
derwriting, claims, actuarial or
data processing areas, Mr. Pearce
said. The unit was created out of a

Continued on net page



IQ / oustness insUTU-·Ce, :Utiouel Ol, 1.100*41 -rnlaalq                .

Reinsurer services
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recognition that the same services
the reinsurer needed internally
ccuic be used by its clients as well,
he explained.

These services would be avail-

abli to standard insurance corn-

par.ies as well as to alternative
risk-financing vehicles, said Mr.
Pearce.

" We will underwrit 2 risk reten-

tion groups," Mr. Peatee said, not-
ing this could involve reinsuring a
standard excess insurer or, in some
cases, reinsuring :he groups
directly.

Id necessary, Am-Re Managers
also could combine elements cf fa-

cul:ative and treaty reirsurance in
one package. For instance, a par-
ticular risk retention group could
nee d treaty reinsurance for the
first $750,000 excess of $250,000

layer, said Mr. Pearce. Above that
layer, though, each individual risk

4/

855*5?n[5EElitBilliN]ramil,rfm(11511MhaME!* ./
S GoffemmiIi}0Ija eip(11188232.,

help answer fhe quesfion: *re fhey-relaining tne
right amount that would be equivalent to.What an -

insurer would be charging them?' .*GA 7 91
1" 'F/1 05- ,4//
./.»1'r '3._.'/ *i,- Pr 8.j

might have to be assessed to deter-
mine exposure End the cost of rein-
surance, which would require fa-
cultative reinsurance.

By using its own specialists, Am-
Re Managers could come up with a
program that combines elements of
both treaty and facultative rein-
surance. A decision would then be

made as to tow much of this pro-
gram American Re would reinsure.

If necessary, Am-Re Brokers, an-
other American Re unit, cculd find

other reinsurers willing to either
co-reinsure the risk or to act as re-

troe€ssionaires.

Aside from reinsurance, Am-Re
Managers offers other services as
part of its "unbundling," said Mr.
Pearce.

For instance, Am-Re Managers
could periodically evaluate the
risks insured by risk retention
groups to see that the groups are
retaining the appropriate amount
of risk and charging members the
proper premium, said Mr. Pearce.

It could help answer the question
of: "Are they retaining the right
amount that would be equivalent
to what an insurance company
would be charging them?" said Mr.

Listen

 Pearce.

In the claims area, a self-insurer

or a risk retention group could pe-
riodically have Am-Re Managers
evaluate its claims and reserves to

certify that its reserves are proper,
said Mr. Pearce.

Am-Re Managers also could help
clients evaluate their financial

statements and provide the use of
its electronic data processing
equipment, said Mr. Pearce.

Another major U.S. reinsurer,
General Re Corp. earlier this year
also formed a new underwriting
management unit, Genesis Under-
writing Management Co., that will
underwrite workers compensation
and general and auto liability cov-
erages through two General Re
subsidiaries, General Reinsurance
Corp. and General Star National
Insurance Co.

General Re Corp. units have been
providing various insurance and
reinsurance coverages to alterna-
tive risk financing vehicles for

It's what an employee benefits man
ager does lou listen to employees asking for
a health plan with lower co payments and
better benefits You listen to management
asking for cost control Then you try and
please everybody

Thats when you need to start talking
to EQUICOR EQUICOR offers a complete
range of employee benefit options all we
need to formulate your benefit plan is to hear
from you

Tell us the numbers you're working with
yourpnonties, management's budgetary goals
and every other important factor to be con
sidered Then let EQUICOR design a unique
customized benefit package for your com
pany based on good hard hstening

Next time someone gives you an earful
think of EQUICOR And remember when
ever you need to talk about a benefits plan
you ve got our ear

The Good Listener

some time, but the growth of those
programs prompted the company
to form Genesis as a separate
group to handle the business, ac-
cording to Genesis President G.
Roger Greiner (BI, April 25).

Mr. Greiner and other Genesis

officials did not return phone calls
seeking information on the unit's
progress.

Assuming it receives approval
from the proper Swedish authori-
ties, Skandia's domestic captive
management unit will start opera-
tions Jan. 1 under the direction of

former state Insurance Superin-
tendent George Chaffee and an-
other administrator, said John En-
gestrom, senior vp and chief
underwriting officer.

The Vermont unit will perform
essentially accounting and admin-
istrative functions, including re-
porting to regulators. And, for a
separate fee, it could perform
functions such as underwriting and
claims handling services as well, he
said.

The unit will operate similarly to
Skandia's Bermuda captive man-
agement operation, Skandia Inter-
national Risk Management Ltd.,
the fifth-largest Bermuda captive
management firm, which now has
90 captives under management,
said Mr. Engestrom.

Skandia International represents
the combined captive operations of
Hanna Insurance Management Ltd.
and Hudson Underwriting Ltd.,
which Skandia acquired in No-
vernber 1987.

In Bermuda, Skandia also has

maintained Hanna Intermediaries,
a company formed last year to pro-
vide brokerage services to captive
clients (BI, April 18).

Vermont was selected as the site

of Skandia's domestic captive op-
eration because "it's certainly the
strongest by far of all the domestic
captive" domiciles, explained Mr.
Engestrorn.

While Mr. Engestrom said it is
difficult to project the operation's
growth, he did say: "I don't expect
it to be a tremendous explosion in

'89 or '90." But "more significant
growth" can be expected as the
commercial insurance market

hardens, he added.

"We're doing it now in order to
be in place for the next hard
cycle," said Mr. Engestrom, ex-
plaining Skandia's decision to
start the Vermont operation. The
move is part of a global strategy to
establish captive managers in all of
the preferred domiciles, he added.

Skandia already has an opera-
tion in Luxembourg and is consid-
ering other options as well, includ-
ing the United Kingdom and Asia.
"We want to have a worldwide net-

work of captive managers," Mr.
Engestrom said.

Underwriters Re's Mr. Weimer

said URC Risk Managers was es-
tablished to sell underwriting
manager contracts to risk retention
groups and captives programs.

It was designed, said Mr.
Weimer, to give Underwriters Re a
"higher comfort level" with the
underwriting manager of alterna-
tive facilities that Underwriters Re

reinsures. Using the subsidiary
was intended to be one of the terms

and conditions for obtaining rein-
surance, Mr. Weimer said.

"We've never really done any-
thing with it, though," said Mr.
Weimer. "The market changed; ca-
pacity kind of came back in" and
fewer risk retention groups were
formed, he explained.

Another, perhaps larger factor, is
that there seems to be more sup-
port for alternative facilities than
there was a year ago, Mr. Weimer
said.

Underwriters Re currently rein-
sures one risk retention group and
another group captive, neither of
which the reinsurer thought
needed to use URC. Underwriters

Re is willing to reinsure other cap-
tives and risk retention groups as

Continued on page 14
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Reinsurer services 1
Continued from page 12
well, though it plans to proceed
very cautiously, Mr. Weimer said.

It is more than likely that any
facilities that it reinsures in the

future will be required to partici-
pate in URC, he said.

"We're interested in providing a
quality reinsurance product to
quality managers," Mr. Weimer
said.

But, too often, there is a ten-

dency to permit poorer risks in the
group to participate in the alterna-
tives.

The pressures they are subjected
to "make it hard to reject the bad
guys," he said.

While other reinsurers have not

established distinct subsidiaries to

market to risk retention groups or

captives, that does not mean they
are shunning this business.

For example, Al Davis, senior vp
at North American Re, said, "We
don't feel we have to set up a sepa-

rate group" becausefor the past
several years the company's exist-
ing structure has been able to ac-
commodate these alternatives.

North American Re is reinsuring
two or three risk retention groups
of the 20 it has considered. Work

with offshore captives is conducted
by its parent, Swiss Reinsurance

Co., through The Reiss Organiza-
tion, which Swiss Re purchased
earlier in the year, said Mr. Davis
(BI, March 28; March 14).

In addition to Reiss' Bermuda

captive operation, International
Risk Management Ltd., the deal
included American Risk Manage-
ment.Inc. in Fort Lee, N.J., and

other Reiss captive management
units in the Cayman Islands, Ire-
land, England and Guernsey.

North American Re may become

more involved with onshore cap-
tives as the result of increased in-

terest in this area, Mr. Davis said.
Thomas J. Gallagher, vp at Pru-

dential Reinsurance Co., said the

company has reinsured alternative

facilities, including captives, for
several years, and may begin offer-

ing related services as well.
"We are right now exploring

these options and could offer some
services in 1989," said Mr. Gal-
lagher.

Underwriting, actuarial and
claims are among the services Pru
Re is considering, he said.

Pru Re now reinsures 22 or 23 al-

ternative risk facilities, including
group captives, pools and risk re-
tention groups, said Robert Capic-

chioni, who is in charge of Pru Re's
risk management and captive area.
He estimates this business gen-
erates $10 million to $15 million in

premiums annually.
Transamerica Reinsurance Corp.

also is willing to reinsure risk al-
ternative facilities, said William G.
Clark, president, and Edwin Mil-
lette, chief underwriter.

Mr. Millette noted among the
factors Transamerica Re considers

before deciding to provide reinsur-
ance is the level of capitalization;
the amount of risk that will be re-

tained; the policy form, which
usually reveals why a group has
come together; the rate to be
charged; other underwriting cri-
teria; the claims operation; and
loss control.

Transamerica now reinsures

about a half-dozen risk retention

groups and group captives, Messrs.
Clark and Millette say.

While Transamerica Re itself es-

sentially focuses on reinsuring
these alternatives, it does have a
facility, Reinsurance Underwriters
Service Co., that will provide pri-

mary underwriting if needed on a
contract basis.

Trenwick American Reinsurance

Co. has "a unit which, among other
things, focuses on the captive, self-
insurance and risk retention group

marketplace," said Jacques Bon-
neau, senior vp.

Trenwick no longer offers the

'We're interested in providing a quality

reinsurance product to quality managers,' says
Bill Weimer of Underwriters Re. But, too often,

there is a tendency to permit poorer risks in the

group to participate in an alternative facility.

array of products, such as rent-a-
captive and captive management
services, it once did, Mr. Bonneau
said. "Our focus is to really try and
offer a reinsurance product."

Trenwick is seeking to establish
long-term risk-taking relation-

ships with alternative markets, he
said, estimating this business ac-
counts for about $15 million in
gross premiums annually.

Meanwhile, other reinsurers con-
tinue to concentrate on the con-

ventional market.

For example, Employers Rein-
surance Corp. has yet to find a

risk retention group it is willing to
reinsure, said Michael G. Fitt,
chairman and chief executive offi-

cer.

When asked if NAC Re Corp.
planned to set up a separate unit to
service risk-financing alternatives,
Mark Mosca, vp-treaty under-
writing, responded: "We haven't
done that at this time. We are not

really considering it.
"It's not an area we're likely to

expand into at this time. We want

to concentrate on doing reinsur-
ance through more convencional,
traditional levels," he said. I

Intermediaries
Continued from page 3
ularly smaller insurers, may opt to purchase lower-layer casualty re-
insurance if the reinsurance prices drop, he predicted.

But, Mr. Espe added: "I doubt (ceding companies) will return to
the buying patterns that characterized the early part of this decade."

Ceding insurers, for the most part, have retained more risk in the
last few years by shifting
from pro rata reinsurance to I
excess-of-loss reinsurance '1 doubt (ceding companies)
(see story, page 3).

Under a pro rata reinsur- will return to the buying
ance contract, a reinsurer patterns that characterized
agrees to accept a specified
percentage of every loss in- the early part of this
curred by the ceding com- decade,' says Mr. Espe.
pany for a specified portion
of the original premium. -

However, excess-of-loss

reinsurance contracts reinsure the ceding company against only losses
that exceed an agreed upon retention. The reinsurer pays up to its limit of
liability and losses above that limit in many cases revert to the cedant.

Intermediaries' revenues also have been hurt by some reinsurance rate

reductions, primarily in the property treaty and casualty facultative
areas.

Continued on next page
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when your company grows bigger or its needs grow bigger or your people start to think
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That all depends on the computer system you choose today.

Enter the IBM' Application System/400™ (AS/400'1.
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One brokerage executive says

that reinsurers are becoming more
competitive than they were in
1985-1986 to compensate for the
reduction in the amount of pre-
mium volume available to them.

"In 1987, the market was getting
competitive...and 1988 is even
more competitive," said Michael
W. Cashman, president and man-
aging partner of E.W. Blanch Co.
in Minneapolis.

But, "while the primary market
is softening-and hence reinsurers
are ending up with less premium-
we do not find the innocent capac-
ity that was in the reinsurance
market in the early 19805 multi-
plying the problem by reducing re-
insurance rates," said Mr. Davies
of Reinsurance Agency/Cole,
Booth, Potter.

There have been some minor rate
reductions in the facultative mar-

ket and in the treaty property area,
intermediary executives acknow-

ledged.
"Current casualty facultative

pricing is decreasing in some cases.
The amount of decrease depends on
class, premium level and attach-
ment. . .but 10% to 15% is not un-
realistic in most cases," said Sulli-
van Payne's Mr. Espe.

And, property treaty rate reduc-
tions are in the neighborhood of
10% to 12%, estimated Michael E.
Rothpletz, executive vp and chief
operating officer of G.L. Hodson &
Son Inc. in New Hyde Park, N.Y.

But, in the treaty casualty mar-
ketplace, negotiations focus on the
elimination of sunset clauses and
the modification or elimination of
loss ratio caps under excess-of-loss
reinsurance contracts. according to
some intermediary executives.

"On the (treaty) casualty side,
rate reductions have been slight,
but there have been fairly dramatic
changes in terms and conditions-
limited reinstatements changed to
unlimited reinstatements, sunset

'Current casualty facultative pricing is decreasing
in some cases. The amount of decrease depends

on class, premium level and attachment. . .but
10% to 15% is not unrealistic in most cases,'

says Sullivan Payne Co.'s Roger D. Espe.

clauses being eliminated and ag-
gregate limits being increased,"
Mr. Rothpletz said.

Overall, rate reductions are
much less dramatic among rein-
surers than primary insurers, said
Robert F. Jones, senior vp and
manager of facultative operations
for Philadelphia-based TPF&C Re-
insurance.

"By and large, reinsurers have
all established 'walk-away' prices.
They will consider writing an ac-
count up to a point': but will walk
away from the business if it would
have to be written for a premium

)utergrowing pains.
)lication System/400.
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they deem is too low, Mr. Jones ex-
plained.

Further hurting intermediaries'
revenues has been their inability to
raise commissions as they had
hoped they could during this mar-
ket cycle, though several brokers
said they were trying to negotiate
increases.

"We haven't seen any increases,
but we'd like to see them," Mr.
Greene said. "In the hard market,
reinsurers wanted to hammer
down commissions" and at that

time indicated they would consider
increasing commission levels when

are specialists, not just in information processing, but in the insurance field as well.
They're called IBM Business Partners and they'll tailor a solution-software, hardware,
everything-just for you.

For added support, every AS/400 comes with two types of help built in. One is a new
kind of on-line training system that adapts to each user's level of speed and skill. The other
gives you timely customer support by connecting you with experts at IBM, or with your
IBM Business Partner.

That's what the IBM Application System/400 is all about. It's based on IBM's leadership
with over a quarter of a million mid-size systems already in place, and it does what growing
insurance companies have told us they want.

It lets you grow into what you need, without outgrowing what you've paid for.
For a free brochure, or to arrange for a detailed discussion about the Application

System/400, call 1-800-IBM-2468, ext. 85.
--==='=
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the market turned, he explained
But, that has not happened.

negotiating brokerage commissions

Cole, Booth, Potter.

ness to competitors.
"We firmly believe the reinsur-

from an intermediary and that
these value-added services will be-
come more of a factor in the rein-

surance buyer's decision-making
process," Mr. Espe noted.

"It's fair to say that the industry
itself is a lot more sophisticated
today; therefore, brokers have to
offer products and services that
were not thought of 10 years ago.
Only full-service intermediaries
will be able to provide these ser-
vices," said TPF&C Re's Mr. Jones.

Buyers today also are much more
interested in "the issue of broker
security and long-term staying
power" than they were in the past,
Mr. Jones stressed.

Long-tail exposures like as-
bestos diseases and environmental

impairment liability have caused
ceding companies to recognize that
they need a broker that is not just
available today but that also will
be around 20 years from now when
long-tail losses surface, Mr. Jones
explained.

Mr. Espe agreed: "A question of
broker security and longevity is
playing an increasingly major role
in the buying decisions of many
major insurers."

"That's why we are seeing some
of the consolidation going on"
among reinsurance intermediaries,
Mr. Jones added.

For example, one of the Top 10
brokers, Reinsurance Agency Inc.,
was acquired by Aon in September
and consolidated with Aon's exist-

ing reinsurance intermediary, Old
Bridge, N.J.-based Cole, Booth,
Potter (see profile, page 24).

As a result, the consolidated bro-
ker moved up two spots to seventh
place in the BI ranking of the lar-
gest U.S.-based reinsurance inter-
mediaries.

Another Top 10 intermediary,
RFC Intermediaries Inc., a unit of
the St. Paul Cos. Inc., was consoli-
dated in August with London-
based intermediary J.H. Minet Re-
insurance Brokers Ltd. following
St. Paul's January acquisition of
Minet Holdings P.L.C. (see profile,
page 27).

RFC's estimated gross revenues,
however, were separated from
those of Minet for the purpose of
inclusion in the U.S. broker rank-

ings.

And, Towers, Perrin, Forster &
Crosby Inc. is currently involved in
negotiations that could lead to the
sale of TPF&C Re to Corrooh &

Black Corp., which would merge
the intermediary with Hodson, its
reinsurance brokerage unit (see
profiles, pages 20 and 24).

A TPF&C Re and Hodson combi-
nation would rank as the second-

largest U.S. reinsurance broker,
based on the intermediaries' 1987
revenues.

In addition to the added clout
with clients that consolidations

produce, "many broker firms are
looking for mergers or acquisitions
in order to get the financial back-
ing" to help them weather current
market conditions, Mr. Jones ob-
served.

However, while most executives
agree that there is some account
switching among brokers, most
view the competition as normal.

"There's always a sort of an ebb
and flow in this business, but it's
not a chronic problem right now.
Things are business as usual-
there's just not as much of it," In-

Continued on next page
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tere's Mr. Gordon said.

"There has always been move-
ment between suppliers, and that
continues. But in my view, both
buyers and sellers have been disci-
plined in their response to the
'softening conditions.' Program
terms and conditions are certainly

being tested, but, in our experi-
ence, buyers have not been re-
sponding to cheap offers, having
learned that lesson all too well,"

Mr. Espe noted.

Although most intermediary ex-
ecutives acknowledged that they
have been contacted by risk reten-
tion groups interested in purchas-
ing reinsurance, none of them says
they have developed a significant
amount of business in this area.

"We have been actively working
with several grcups to develop re-
insurance programs to meet their
needs. However, neither risk reten-

0.

El

ki

)

UX

U.;

1---

1

Buyers have not been

responding to cheap

offers, having learned
that lesson all too

well,' Mr. Espe says.

tion groups nor risk purchasing

groups make up a significant share
of our business," said Mr. Espe.

While Intere has not actively
sought risk retention business,
"some of them have come to us,"
Mr. Gordon noted. However, he
added, there is "not as much as we

might have anticipated."
"We are talking to about a half-

dozen groups right now, but most
have modest reinsurance needs,"

said Willis T. King Jr., chairman
and chief executive officer of Will-

COX.

Executives of the top reinsur-

ance brokerages also have not seen
a marked increase in demand by
ceding companies for financial re-

insurance vehicles that would help
them deal with loss reserve dis-

counting mandated by the Tax Re-
form Act of 1986.

"Most insurers are still trying to
see what their liabilities are, tax-
wise," Mr. Gordon observed. How-

ever, he feels there is potential for
such a demand once insurers de-

termine what their liabilities are.

But Mr. King is not convinced

that there is any advantage to such
financial reinsurance vehicles.

"We have seen a surprisingly large
amount of study work and investi-
gation, but find there is little need
when all is said and done."

He characterizes such an ar-

rangement as a "tax deferral" and
said Willcox discourages insurers
from purchasing reinsurance for
that reason.

Following are profiles of the 10-
largest U.S.-based intermediaries:

ATTENTION:

Guy Carpenter & Co. Inc.
New York-based Guy Carpenter

& Co. Inc., whose estimated 1987
revenues exceed its nearest com-

petitor's by more than $200 mil-
lion, remains the largest U.S.-
based reinsurance intermediary.

However, Guy Carpenter-a sub-
sidiary of Marsh & MeLennan Cos.

Inc.,the world's largest insurance
brokerage-saw its gross revenues

drop about 5.3% to an $270 million
in 1987 from,$285 million in 1986,
according to Business Insurance
estirnates.

Marsh & McLennan consolidates

Carpenter's revenues with those of
London-based reinsurance bro-

kerage subsidiary C.T. Bowring &
Co. Ltd. in its financial statements.

Combined, the revenues of the two

intermediaries-not including in-
vestment income-totaled $318

million in 1987, a 3.3% drop from
$329 million in 1986.

In the first three quarters of

We are actively seeking agents and brokers who currently
control a book of:

ABSTRACTERS, TITLE

INSURANCE AGENTS,
AND ESCROW AGENTS

PROFESSIONAL LIABILITY.

We cover most activities of searchers, abstracters, examiners, escrow

agents, loan closers and opinions (subject to certain exclusions).

Limits from $100,000 to $3,000,000.

Deductibles appropriate to size of risk.

PRIOR ACTS COVERAGE

available to most applicants.

If you control a book of this type of business, please call
Frank Kovacs to start negotiations.

1, rv-*Q P.O. Box 6056
IN 'Lu Indianapolis, IN 46206-6056

Notilt At!,Ii,tic (317) 634-7578
Casti.illy abil 5'truly

In.urarle' Ct,nip.ink If:¢.
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1988, Marsh & MeLennan's conso-

lidated reinsurance brokerage rev-
enues dropped 4.7% to $249 million
from $261.4 million in the corre-

sponding period of 1987, not in-
cluding investment income.

Analyst Michael A. Smith, vp of
Shearson Lehman Hutton Inc. in

New York, said Marsh & McLen-
nan's domestic reinsurance bro-

kerage revenues were off by only
1% in the third quarter from the

comparable quarter in 1987, while
international brokerage revenues
in the third quarter were down 7%

compared with revenues for the
third quarter of 1987.

This may be an indication that
competition is "slackening in the
domestic reinsurance market, but

accelerating in the international
market," according to Mr. Smith.

In 1987, Carpenter's employee
count rose 2.8% to 1,377 from 1,340
in 1986.

The intermediary does not pro-
vide information on its mix of

treaty vs. facultative business, but
some of Carpenter's competitors
estimate that there was a fairly
significant reduction in its per-
centage of facultative business in
1987 due to higher insurer reten-
tions, the greater availability of

treaty reinsurance and competition
in the facultative market.

Because of this presumed drop in
facultative business, BI estimates

that 93% of Carpenter's premium
volume represents treaty business,

up from an estimated 90% in 1986.
Early in 1987, Carpenter and

Morgan Guaranty Trust Co. began
efforts to capitalize a new group of
treaty reinsurers. On Jan. 19, the
group's holding company, Ber-
muda-based Centre Reinsurance

Holdings Ltd., began operations

with $250 million in capital (BI,
April 18).

The three operating units are:
Centre Reinsurance (Bermuda)
Ltd., which writes business for

non-U.S. companies; Centre Rein-
surance (Barbados) Ltd., which
writes business for U.S. com-

panies; and New York-based
Centre Reinsurance Co., licensed in
June, which writes business for
ceding companies seeking a U.S.-
licensed insurer and for distressed

insurers under regulatory supervi-
sion or control.

While Centre Re is strictly a bro-
ker market, it is not a captive mar-
ket for Carpenter, and Carpenter
has no management control of the
reinsurer.

However, Carpenter will receive
a fee of less than 1% of gross pre-
miums written during Centre Re's

first five years of operation and
has a 10-year option to purchase
4.9% of Centre Re's common

shares.

Carpenter has a corporate policy
of not discussing its operations
with the media, but some of its

competitors-on a not-for-attribu-
tion basis-were willing to com-
ment on Carpenter's operations.

''They are obviously suffering
the same sorts of revenue pressures

the rest of us are, but as the biggest
broker on the block, they are prob-
ably affected less than the smaller
brokers," one intermediary execu-

tive pointed out.
While Carpenter continues to do

"a fine job," its clients consist pri-
marily of very large insurers who,
as a rule, have assumed larger net
retentions over the past couple of

years, which is reducing Carpen-
ter's revenues, another executive
said.

He sees Carpenter adapting to
this situation by "trying to concen-
trate more on small to medium-

sized companies than it has in the
past."

A third broker agreed. "Guy

Carpenter's thrust has always been
with the giant stock companies,
and they've never really concen-

trated on local or regional com-
panies. It seems that because of
their shrinking volume-attribut-

Continued on page 18
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At long last,
drugs andalcohol
havemadeit
totheboardroom.

Managing the cost of
substance abuse.

Fbr decades the problem has been
in the closet, shrouded by innuendo,
masked by whispered asides.

And ironically, a disease charac-
terized by denial has itself been denied
by those in a position to help.

But times have changed. Drugs
and alcohol are openly discussed. And
fortunately, with an eye to the future,
management now actively supports
treatment and rehabilitation.

But the stakes are high because
the cost to American business amounts

to well over $15 billion a year. And even
the most compassionate employers
have to take a hard look at the financial

burden caused by substance abuse.
And that's where we can help.
Wehave developed specificManaged

Health Services which can provide you
with fiscally responsible methods to
deal with the problem.

Fbr example, John Hancock's
Medical Case Management program
monitors treatment programs, length
of stays and other factors to provide
cost controls all along the way.

And the good news is that these
cost reductions can be substantial.

In fact, recently we were able to cut
substance abuse treatment costs for

a major computer company by more
than 20%.

The point is, American business
has opened the door for help and there's
no shortage of likely candidates, each
with a hefty price tag.

Our business is to help you balance
your efforts. 'Ib help you manage the

* Costs without compromising the care.And it can be done.

Because at John Hancock, we
4, don't believe that cost control and com-

passion are mutually exclusive.
Fbr more information contact

* Mr. Robert Marra, Vice-President,
. " Group Sales and Marketing, John

r . 9, Hancock T-33, RO. Box 111, Boston,
:  '' MA 02117.

Real life, real answers.

14

./Financial Services

John Hancock Mutual Life Insurance Company and affiliated companies,
Boston, MA 02117.
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able to the higher retentions of
giant companies-they are shifting
to smaller accounts."

But while competitors agreed
that Carpenter is facing the same
market pressures as other intkrme-
diaries, they also agreed that it is a
well-run operation and a formi-
dable competitor in the market.

Because of its size and scope ol
operations, "it's the old question
about where does the gorilla want
to sleep?" another broker quippei.

Carpenter has branch offices in

San Francisco; Los Angeles Chi-
cago; Atlanta; Coral Gables- Fla.
Dallas; Hartford, Conn.; and Min-
neapolis.

Its subsidiary operations in-
clude: Balis & Co. Inc. in Philadel-

phia; Guy Carpenter & Co. (Can-
ada) Ltd. in Toranto; Guk
Carpenter Italia S.r.L. in Milar.
and Trieste, Italy; Guy Carpenter

%

14

& Co. (Asia) Ltd. in Hong Kong;
Guy Carpenter & Co. ApS in Co-
penhagen, Denmark; Guy Carpen-
ter & Co. (Stockholm) AB in
Stickholm, Sweden; and affiliate
Guy Carpenter & Co. S.A. in Brus-
sels, Belgium.

Carpenter also announced earlier
this month that it has acquired a
minority interest in Gradmann &
Holler Reinsurance Brokers in

Munich, West Germany. Under the
joint venture, fhe intermediary will
be renamed G.admann & Holler-

Guy Zarpenter GmbH.
Principal officers and directors

of Carpenter are: Richard H. Blum,
president and chief executive offi-

cer; Michael J. Cody. Robert S.
Constable and Michael S. Cooper,
executive vps; and Clement S.
Dwyer Jr., Edward G. Maher, Ro-
bert J. Rock, Gabriele J. Troiano
and Robin C. Watts, senior vps.

Sullivan Payne Co.
Although gross revenues

1

4,

dropped an estimated 12.3% to $57
million in 1987 from an estimated

$65 million in 1986, Seattle-based
Sullivan Payne Co. retains its
ranking as the second-largest
U.S.-based reinsurance broker.

Sullivan Payne is a subsidiary of
London-based E.W. Payne Co.
Ltd.. which itself is a unit of Lon-

don-based Sedgwick Group PLC.,
the world's second-largest insur-
ance brokerage.

The drop in gross revenues was
no surprise to Sullivan Payne Pres-
ident and Chief Executive Officer

Roger D. Espe, who predicted in
November 1987 that revenues

would be off by 10% to 15% in 1987
due to "softening rates and in-
creasing retentions."

He acknowledged recently that
the intermediary's actual 1987 re-
sults were "almost in the middle of

that range."
"From the standpoint of bro-

kerage income, there is a com-
pounding effect when you combine

RE:

decreasing rates on the current
year with return adjustments from
the prior year," Mr. Espe said.

"For 1988, we expect treaty rev-
enues to be approximately flat,
with new business offsetting de-
clining rates, while facultative rev-
enues will be down," he said.

"Market conditions in faculta-
tive have been more severe than

treaty and, as a consequence, we
have seen a modest decline in fa-

cultative as a percentage of our
total book" of business, Mr. Espe
added.

Of Sullivan Payne's total rein-
surance premium volume, 90% re-
presented treaty business and 10%
facultative business in both 1987

and 1986.

But, while its treaty employee
count remained at 350 in 1987, the
intermediary reported only 75 fa-
cultative employees, down 25%
from 100 in 1986.

This reduction in facultative em-

ployees was due to market condi-

KEEPING

ON THE MOVE.

Tou want someone who

won't let you down.

Someone to share the risks

and the rewards. Someone

who'11 keep pace with you.

Our dedicated reinsurance

professionals. backed by

 $300 million in surplus,
are with you all the way.

Skandia America

Reinsurance Corporation.

1 We'rein this together.

SKANDIA AMERICA GROUP
Headquarters: 280 Park Avenue, New York 10017
Atlanta, Chicago. New York, San Francisco

tions and was accomplished mainly
through attrition, Mr. Espe said.

Sullivan Payne also suffered the
loss of one of its top officers this
summer. "We suffered a great loss
this year and were deeply sad-
dened by the death" in June of
Edwin C. Tollefsen, executive vp
and Philadelphia branch manager,
Mr. Espe said.

Later in the summer, Senior Vp
Michael J. Wybar was promoted to
manager of the Philadelphia office.

A non-compete suit that was
pending against former Sullivan
Payne Chairman W.E. Taylor, who
founded a new treaty reinsurance
brokerage in Seattle after taking
early retirement from Sullivan
Payne (BI, Nov. 16, 1987; Dec. 1,
1986), has been settled out of court,
Mr. Espe said. However, Mr. Espe
would not disclose the terms of

the settlement.

In terms of new client services,

Mr. Espe noted that Sullivan
Payne since 1986 has been "invest-
ing" in services that add value and
benefit clients, including:
• Expanding its technical

claims unit, which has been "very
well-received" by clients and rein-
surance markets, Mr. Espe said.
• Developing reinsurance train-

ing programs for its clients, which
has also been met with enthusiasm.

• Establishing a technical sales
support unit that "currently con-
sists of five personnel with varied
technical backgrounds, including
two actuaries, plus individuals
with specialization in mathemat-
ics, computer science and modeling
techniques," Mr. Espe explained.

While the unit still is "relatively
new, (it) has already developed a
very sophisticated loss forecasting
model" and has provided software
support to clients.

The unit currently is designing
financial models and catastrophe
exposure models for windstorm
and earthquake risks. The expo-
sure modeling programs will be
available exclusively to Sullivan
Payne clients in the first quarter of
1989, "likely at no additional
charge," Mr. Espe said.

He noted that the intermediary
has used outside services to pro-
vide this information to its clients

previously.
Sullivan Payne also is "inter-

viewing candidates to further ex-
pand our capabilities in these
areas," Mr. Espe pointed out.

"We firmly believe the reinsur-
ance buyer has the right to expect
more than marketing expertise
from an intermediary and that
these value-added services will be-

come more of a factor in the rein-

surance buyer's decision-making
process" in the future, he stressed.

Sullivan Payne places business
in the U.S. reinsurance market on
behalf of 10 overseas brokers for

about 200 clients, according to Mr.
Espe. "Approximately 13% of our
direct book-by number of ac-
counts-(represents) overseas ac-
counts," he said.

The intermediary's client base
has experienced "no material
change since last year," Mr. Espe
added, noting that its clients
"range in size across the board."

Sullivan Payne has U.S. branch
offices in Philadelphia; New York;
Dallas; Los Angeles; and Des
Moines, Iowa; and Canadian of-
fices in Toronto, Montreal and
Vancouver, British Columbia.

In addition to Mr. Espe and Mr.
Wybar, principal officers include
Lewis J. Hale, senior vp and chief
operating officer; Robert C.
Holmes, executive vp of Sullivan
Payne and president of subsidiary
Sullivan Payne Co. of Canada;
Rick R. Richman, senior vp and
chief financial officer; and W.
Brian Smith, executive vp.

E.W. Blanch Co.

Limited partnership E.W. Blanch
Co. retains its ranking as the

Continued on page 20
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third-largest U.S.-based reinsur-
ance broker based on estimased

gross revenues of $52 million, a 4%
increase from restated estimased

revenues of $50 million in 1986.
The Minneapolis-based interme-

diary-which is an employee-
owned partnership-does not Eis-
close its financial results, but Pres-

ident and Managing Partner
Michael W. Cashman acknow-

ledged that Blanch's gross reve-
nues grew in 1987.

However, he does not anticipate
revenue growth in 1988 because of
current market conditions.

"We're hoping we can stay fla: in
1988 in terms of revenues," Mr.
Cashman said.

Blanch reported $1.19 billion in
premium volume in 1987, down
17.7% from $1.45 billion in 1986.

Of Blanch's total premium 901-
ume, 98% represented treaty busi-

r im

ness in 1987, compared with 99% in
1986.

In 1987, about 10% of Blanch's

premium volume was placed with
reinsurers outside of the United

States, the "vast majority" of
which was with Lloyd's syndicates.
In 1988, that percentage has grown
to about 12%, still primarily with
Lloyd's, Mr. Cashman said. Blanch
has almost no foreign-based cli-
ents.

Its employee count rose to 331 in
1987, a 10.7% increase from 299

employees reported in 1986.
Blanch reported 315 treaty em-
ployees, compared with 284 in
1986. It also added one facultative

employee, bringing that count to
16.

The intermediary added employ-
ees in the United States and Lon-

don, both in brokerage services
and backroom support areas, ac-
cording to Mr. Cashman.

Blanch currently is interested in
developing facultative business

and has established a facultative

operation within each of its
branches, Mr. Cashman said.

"It is an increasing business area
for us. It has shown growth in a

difficult market," he explained.
Among other highlights in the

past year, London subsidiary E.W.
Blanch (U.K.) Ltd. achieved status
as a Lloyd's brokerage in Febru-
ary. This "is working very well"
for Blanch, Mr. Cashman noted.

"The timing was good from both
our and our clients' standpoint.

London has been a very good mar-
ket-very aggressive," he said.

Blanch also reported success
with its reinsurer financial analy-
sis program, Resource, which it
launched in September 1986 exclu-
sively for its clients, Mr. Cashman
explained. "It provides our clients
with timely, concise and accurate
information on reinsurance mar-

kets."

In addition, Blanch has ex-

panded its catastrophe model pro-

gram. The program-Catalyst-
now projects exposure and loss po-
tential for earthquake as well as
windstorm risks. Catalyst is avail-
able to clients and can be pur-
chased by outside subscribers, Mr.
Cashman said.

Blanch's earthquake catastrophe
analysis program was introduced
last February. "We are now run-
ning our first two programs," he
said. Clients have expressed "a
high degree of interest" in the ser-
vice, he said.

The windstorm catastrophe anal-
ysis program, which was intro-
duced late in 1986, "has really
come into its own. We have done a

number of full (scale) programs for
our clients-35 to 40 so far," Mr.
Cashman noted.

Mr. Cashman explained that the
Catalyst programs and Resource
are services the intermediary pro-
vides to its clients at no additional

charge.
Blanch also is exploring other

1
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WITH GOTTFRIED \N. LEIBNIZ?

Gottfried W Leibniz

the famous philosopher
and mathematical genius
(1646 1716) lived most
of his life in Hannover.

Many epoch-making ideas,
like the world's first viable

calculator, are connected with his name.

This calculatorwas the first to incorporate
the four basic modes of mathematics.

He also pioneered the binary system,
reducing calculations to 0 and 1. His logic
is an indispensable part of today's
computer technology We are dedicated
to this legacy of innovation and excellence.
In the spirit of Leibniz, we aspire to be
in the forefront of advancing computer
application, thus responding effectively
and expeditiously to the increasing
complexities of Reinsurance.

HANNOVER RE · EISEN UND STAHL RE

Karl-Wiechen-Allee 50 · D-3000 Hannover 61 · West Germany
Telephone 011-49-511-5604-0 Telex 8 41-9 22 599 hres

programs and services. "We're
continuing to look at new services.
We're trying to emphasize integra-
tion into overall brokerage ser-
vices," he stressed.

For example, Blanch has been
focusing on identifying clients
with common needs to develop spe-
cific programs that address those
needs.

Its brokers also are meeting with
reinsurers to identify the types of
business they want to develop.

In addition, "We are absolutely
insisting that our top people get
very much involved at the point of
(product) delivery to clients," Mr.
Cashman said.

According to Mr. Cashman,
Blanch has "a pretty good spread"
of clients, both in terms of territory
and mix of business. "We are in

every geographic region of the
country," he said. "We tend to spe-
cialize more in small to medium-

sized insurance companies, but we
have some mega-company clients,"
both stock and mutual.

Blanch has offices in New York;
Chicago; San Francisco; Hartford,

Conn.; Copenhagen, Denmark; and
London.

In addition to Mr. Cashman,

principal officers are: E.W. (Ted)
Blanch Jr., chief executive officer;

Paul S. Mavros, executive vp-pro-
duction and client services; Frank

S. Wilkinson, executive vp-special
products and services; and Donna
Hentges, executive vp-home and
branch office operations.

TPF&C Reinsurance

TPF&C Reinsurance is reviewing
its strategic options, one of which
would significantly expand its op-
erations and make it one of the top
two U.S.-based reinsurance inter-

mediaries.

Philadelphia-based TPF&C Re, a
subsidiary of privately held con-
sultant Towers, Perrin, Forster &
Crosby Inc. in New York, has been
involved in merger discussions
with Corroon & Black Corp. sub-
sidiary G.L. Hodson & Son Inc. of
New Hyde Park, N.Y., during the
past two months, acknowledged
Robert F. Jones, senior vp and
manager of facultative operations
for TPF&C Re (BI, Oct. 17).

If the merger occurs, the com-
bined operations would rank as the
second-largest U.S.-based reinsur-
ance broker based on 1987 reve-
nues.

But, Mr. Jones stressed that a

merger is only one of several op-
tions TPF&C Re is exploring.

Other alternatives include the

parent company selling TPF&C Re
to its shareholders or the parent
company continuing to run the in-
termediary as is.

TPF&C Re maintained its rank-

ing as fourth-largest U.S.-based
reinsurance broker in 1987, with
estimated gross revenues of $40
million, unchanged from 1986.

The estimate was based on a pre-
diction late last year by Mario Leo,
executive vp of the parent com-
pany and chief executive officer-
reinsurance of TPF&C Re, that
revenues would remain flat in
1987.

And, TPF&C Re's revenues con-
tinue to remain "relatively flat" in
1988, according to Mr. Jones.

As a percentage of its total pre-
mium volume in 1987, treaty busi-
ness grew to 86% from 81% in 1986.
The drop in percentage of faculta-
tive business was attributable to

"some softening of rates" in the fa-
cultative market and "dramatic in-

creases in retentions by ceding
companies," Mr. Jones explained.

Philip W. Mitchell, senior vp and
manager of TPF&C Re's Central
Treaty Department, noted that
there was considerable new treaty
business growth.

TPF&C Re's employee count
grew by 2.7% to 308 in 1987 from
300 in 1986. Its treaty employee
count rose by seven to 238, and the
intermediary now employs 70 fa-

Continued on page 22
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cultative employees after adding
one employee in 1987.

Earlier this month, TPF&C Re

opened a Chicago branch office
headed by Thomas Dunn, assistant
vp and manager. Mr. Dunn was
transferred from TPF&C Re's New

York branch office.

The Chicago branch will "ini-
tially be a facultative office, with
treaty added later," Mr. Mitchell
said. TPF&C Re continues -to em-

phasize the importance of our in-
house actuarial and pricing ser-
vices in order to allow us to better

negotiate on behalf of our clients."
The broker focuses on providing

its clients with actuarial services,

pricing models, claims services and
analysis of exposures.

Accuracy is of utmost impor-
tance, he stressed. "We're the pro-
fessional and if we give our clients
a number, regardless of the num-
ber of caveats we place on it, it is
important that we are in the ball-
park. Our clients expect it," Mr.
Mitchell said.

Messrs. Mitchell and Jones es-
timated that about 30% of TPF&C

Re's business-both in 1987 and

1988-was placed with reinsurers
outside the United States. How-

ever, foreign-based clients repre-
sent only about 2% of its total pre-
mium volume, they said.

In describing TPF&C Re's client
base, Mr. Mitchell said: "We prob-
ably have the best cross-section of
clients of any intermediary."

"We have always strived to
maintain long-term relationships
with quality markets and clients,"
rather than specializing in serving
a particular type of client, Mr.
Jones agreed.

In addition to its new Chicago
office, TPF&C Re has branches in
Hartford and Stamford, Conn.;
New York; and San Francisco.

Top officers of TPF&C Re be-
sides Messrs. Leo, Jones and Mit-
chell are Patrick J. Mcfadden, se-

nior vp and manager-Eastern
Treaty Department; and Joseph W.
Hullett, senior vp in charge of pro-
duction and marketing for the
Eastern Treaty Department.

Willcox Inc.

Reinsurance Intermediaries

New York-based Willcox Inc.

Reinsurance Intermediaries for the

second consecutive year ranks as

the fifth-largest U.S.-based rein-
surance broker based on estimated

1987 gross revenues of $31 million
to $32 million, about a 14.5% in-

crease from estimated 1986 gross
revenues of $27 million to $28 mil-
lion.

This estimate was based on last

year's prediction by Chairman and
Chief Executive Officer Willis T.

King Jr. that Willcox would see
"vigorous" growth in 1987.

"We expect more modest growth
in 1988," Mr. King projected. "We
will have our fifth consecutive year

of record revenues, but not as dra-

matic" as the revenue growth Will-
cox experienced in 1987 and 1986.

Of Willcox's premium volume,
96% represented treaty business,
the same as 1986. The 4% of pre-
mium volume generated by facul-
tative business basically is "home/
foreign facultative business we do
for our treaty clients," Mr. King
said, referring to domestic clients
with overseas operations. "We
don't actively pursue facultative
business."

About 15% to 18% of Wiilcox's

premium volume is generated from
non-U.S.-based clients.

Willcox is 51% owned by New

York-based broker Johnson & Hig-
gins and 49% owned by Lloyd's of
London broker Willis Faber PLC.

In 1987, Willcox employed 180
people, a 21.6% increase from 148
in 1986. Of its employees, 176 were
assigned to treaty reinsurance in
1987, compared with 144 in 1986,
and four to facultative reinsur-

ance unchanged from 1986.
Most of the growth in employee

count was due to the October 1987

merger of Johnson & Higgins In-
ternational Reinsurance Division

with Willcox, Mr. Kir:g explained.
There also have been some man-

agement changes at Willcox. At the
beginning of this year, Chief
Operating Officer Robert F.
O'Leary also was named president,
filling a position left vacant since
March 1987, when Fachard Stone

left to join a consulting firm. Peter
Armour was promotel to executive

vp from senior vp.
James Wandzilak, senior vp and

head of the Los Angeles office, who
was hired by Willcox in 1987 to

open its West Coast office, left
Willcox in June to become a senior

officer of The Home Insurance Co.

in L)s Angeles. Mr. King noted
that Mr. Wandzilak formerly had
been an underwriter and made the

decision "to rejoin the under-
writing ranks."

Willcox Vp Thomas Moore, for-

merly head of the property/ca-
sualty unit in New York. was

transferred to Los Angeles in June
to head that office.

Also in June, Willcox hired

George P. Reeth Jr., formerly se-
nior vp and international marine
and aviation of'icer of Sullivan

Payne Co. in New York, as senior

vp and manager of its international
marine and aviation departments.

"We've always had a very strong
position in the international ma-
rine and aviation markets. With

George joining us, we have become
very strong and more active in the

area of retrocessional coverage for

U.S. reinsurers, as well as Lloyd's
and continental reinsurers," Mr.

King said. He stressed that this
area is a "fertile field" for new

business.

In fact, Mr. Reeth pointed out,
Willcox represents "to some of the

U.S. reinsurers their largest source
of income in those particular
areas.''

And Mr. Reeth pointed out that
Willcox also is currently "working
to develop the American market
for specialty classes" of business.

Continued on next page
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Continued from previous page
While Willc ox still places much

marine and aviation business

abroad, "business placed in Lon-
don continues to drop as a per-
centage of oLr overall business,'
Mr. O'Leary said. He estimated
that London and other foreign
markets now write about 20%,
down one-thi-d from 30% in 1987

and one-half from 40% in 1986.

There are two primary reasons
for this, Mr. C'Leary and Mr. King
explained: The domestic market
now is able b write more of the

business ceding companies require,
and London is very reluctant to
look at casualty business

To better service irs clients,
Willcox has accelerated its auto-
mation process for accounting,
claims and data processing, Mr.
King said. "Our brokers are now
doing treaty modeling. 225Ult pro-
jections and most of their other
work on personal computers. In
some cases, we take the models of
the programs and share them with
ceding companies and reins urers."

And, the intermediary's auditors

have provided Willcox with f: nan-
cial models that brokers can use

"to quantify results of tax effects
on ceding insurers," Mr. King said,
referrinE to the Tax Reform Act cf
1986.

Willcox:s clients are "across the

whole base"-large, medium ani
small U.S. stock and mutual insur-

ers. as well as Lloyd's, European
and Japanese insurers, he said

In addition to Messrs. King,
O'Leary: Reeth and Armour. top
officers are senior vps Thomas E.
Hancock and E. Barney Barber.

Chicago 312-346-2189 • Dallas 214-4014066 • Hartford 203-525-2300

Thomas A. Greene & Co. Inc.

New York-based Thomas A.

Greene retains its ranking as the
sixth-largest U.S. reinsurance bro-
ker based on 1987 gross revenues
of $28.1 million, a 4.7% increase
from $27.4 million :n 1985.

The intermediary also reported a
hefty 13.9% jump in 1987 premium
volume .0 $527.5 m.11ion from $444
million in 1986.

Greene is a subsidiary of Alex-
ander & Alexander Services Inc.,
the sec.nd-largest U.S. insurance

broker and third-largest broker
worldwide.

Treaty business grew as a per-
centage of Greene's total premium
volume in 1987 to 93% from 89.8%

in 1986, with a corresponding drop
in facultative business.

President and Chief Executive

Officer Thomas A. Greene noted

that the firm in 1987 placed about
21% of its business in the London

market, and roughly 2% more was
placed with other overseas mar-
kets. The percentage of business
placed overseas has declined
slightly in 1988.

Today Greene places virtually no
business for foreign-based clients.
Greene this summer "got out of the
international reinsurance business

and gave that business over" to
A&A subsidiary Alexander How-
den Reinsurance Brokers Ltd. in

London, he explained. Foreign
business represented only 2% to 3%
of Greene's revenues in 1987.

Greene's client base is "a pre-
ponderance of very large stock
companies," according to Mr.
Greene. However, "over the last

year we have made inroads into
midsized regional stock and mu-
tual companies, mostly property/
casualty companies," he noted.

"We're looking for the business
anywhere we can get it." Greene
"has experts in every area," Mr.
Greene said. "If we stand out, it is

probably in the reinsurance of
surety business. We handle a num-
ber of surety clients."

Of Greene's 225 employees in
1987, a 4% increase from 216 in

1986, 196 were assigned to treaty
reinsurance and 29 to facultative

reinsurance. In 1986, 179 employ-
ees were assigned to treaty busi-
ness and 37 to facultative business.

The intermediary opened a
Stamford, Conn., branch office last
December. "Its mission is New En-

gland-area business expansion,"
Mr. Greene explained. Senior Vp
William R. Coleman relocated from

the home office to Stamford to

head the new facility.
Greene closed its San Francisco

facultative office early this year.
And earlier this month, Obrion

Russell & Co. Inc. in Boston, a for-
mer treaty reinsurance interme-

diary subsidiary of Alexander &
Alexander Inc., A&A's brokerage
division, was consolidated with

Greene. A&A Inc. Vp and Man-
ager-Reinsurance Philip S. Carter
Jr. was named a vp of Greene.
While the office will remain 10-

cated in Boston, Mr. Carter will

now report directly to Mr. Coleman
in Stamford.

At its home office, Greene has

hired two new senior vps in the
past year: Robert T. Mobyed, for-
merly a senior vp with American
Treaty Management Corp.-a New
York-based underwriting manage
for Old Republic Insurance Co.-in
November 1987; and Robert S

Youpa, an executive with E.W.
Blanch Co. in New York, in Au-

gust.
Mr. Greene referred to both Mr.

Mobyed and Mr. Youpa as "power
brokers."

Greene also hired two new vps in
its San Francisco branch office:

Jon P. Kocourek, formerly a treaty
broker with E.W. Blanch in San

Francisco, in July; and Robert F.
Kennedy, formerly vp-treaty un-
derwriting manager of American
Re-Insurance Co. in New York, in
August.

The intermediary also lost foul
senior vps in 1988: Craig Ott and
Paul 0. Dreuth left to become se-

nior vps of Aon Corp. subsidiary
Cole, Booth, Potter Inc. of Old

Bridge, N.J; which was consoli-
dated in September with Reinsur-
ance Agency Inc.; Robert H. Bran-
don, who returned to intermediary
C.T. Bowring & Co. Ltd. in Lon-
don; and R. Patrick Steele, now

president and director of a new re-
insurance brokerage, Cooper, Gay,
Steele & Co. Ltd. in New York.

Continued on next page
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Greene's branch offices are in Chi-

cago, San Francisco and Stamford.
Besides Mr. Greene, Greene's prin-

cipal officers include: John L. Busi,
executive vp and chief financial offi-
cer; Michael G. Bungert, senior vp-
Chicago office; John W. Tornquist,
senior vp-San Francisco office; and
Mr. Coleman, senior vp-Stamford.

Other Greene senior vps include
Messrs. Mobyed and Youpa, Robert
J. Arnold; S. Lennart Barkinge; Neil
W. Hiller; Edward T. Kelley; Frank
L. Kleiner; John F. Langen; John M.
Marek; J.J. O'Connell; and Donald B.
Peat.

Reinsurance Agency Inc./
Cole, Booth, Potter Inc.

The combined operations of re-
cently consolidated Reinsurance
Agency Inc. and Cole, Booth, Pot-
ter Inc. made the expanded Aon
Corp. unit the seventh-largest U.S.-

based reinsurance intermediary.
The two intermediaries combined

reported $25.9 million of gross reve-
nues in 1987, a 9.3% increase from
combined revenues of $23.7 million
in 1986.

Chicago-based Aon completed its
acquisition of Reinsurance Agency in
September and consolidated the fi-
nancial results of the formerly pri-
vately held company with subsidiary
Cole, Booth, Potter (BI, Oct. 3; Aug.
1).

Chicago-based Reinsurance

Agency-ranked as the ninth-largest
reinsurance broker in 1986 based on

$17.5 million in gross revenues--re-
ported 1987 revenues of $19.44 mil-
lion, an 11.1% increase.

Old Bridge, N.J.-based Cole, Booth,

Potter, which did not rank among the
Top 10 reinsurance brokers last year,
reported gross revenues of $6.43 mil-
lion in 1987, up 3.8% from $6.2 mil-
lion in 1986.

The combined operation reported
$418 million in premium volume in

75 MANUFACTURERS
HANOVER

1987, a 1.2% decrease from S423 mil-
lion in 1986.

Of Remsurance Agency's total pre-
mium volume, 95% represented
treaty business in both 1987 and
1986. All of Cole, Booth, Potter's pre-
mium volume in 1987 was attribut-

able to treaty business, compared
with 98% in 1986.

Total employee count for the two
brokerages was 172 in 1987, a 7.5%
increase from 160 in 1986. Of those,

165 were assigned to treaty reinsur-
ance in 1987, compared with 143 in
1986, and seven were assigned to fa-
cultative reinsurance, compared with
17 in 1986.

Both Reinsurance Agency and
Cole, Booth, Potter currently are re-
taining the names and identities of
their respective offices.

"Reinsurance Agency will even-

tually be renamed Aon Reinsurance
Agency" sometime in 1989, according
to Paul R. Davies, formerly president,
chief executive officer and sole share-

holder of Reinsurance Agency, who

retains his responsibilities with the
combined operations.

But "at this point, no decision has
been made about combining the
names of the two organizations," Mr.
Davies said.

However, since both Reinsurance

Agency and Cole, Booth, Potter have
offices in Chicago, they will be com-
bined sometime in 1989, probably in
Aon's home office where Cole, Booth,
Potter's branch office is based, Mr.
Davies said.

The name of the combined office

has not been determined.

Cole, Booth, Potter also maintains
a Boston office.

And, the combined brokerage plans
to open a Los Angeles branch office
-Aon Reinsurance Agency-under
the direction of Reinsurance Agency
Vp Briane G. Bovberg, who will be
appointed vp of the combined opera-
tions.

In addition to Mr. Davies, John

Charles, formerly senior vp and chief
administrative officer of Reinsurance
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other. We service your account
on a one-on-one basis, assigning an
administrator to handle all aspects
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Also, consider the track
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staff has been known for its pro-
fessionalism in servicing collateral-
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the excellence of our perform-
ance over the years has made
Manufacturers Hanover one of the
world's largest providers of these
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Agency, retains his responsibilities

with the combined operations.
Richard E. Cole, former president

and CEO of Cole, Booth, Potter, "has

retired as an active day-to-day em-
ployee but will continue for at least
the next 12 months to handle certain

accounts to make sure the transition

is smoother," according to Mr.
I)avies.

Production and marketing for Cole,
Booth, Potter are now under the con-

trol of Executive Vp Demarest S.
Newman and Senior Vp Thomas Si-
mone, Mr. Davies explained.

And, Senior Vp Paul O. Dreuth,

one of two former senior vps of New
York-based Thomas A. Greene & Co.

Inc. hired by Cole, Booth, Potter last
spring, is now in charge of casualty
facultative business for the combined

operations.
Because of the addition of Mr.

Dreuth, Mr. Davies predicts a growth
in facultative business in 1988,

though he expects that overall 1988
gross revenues will remain flat due to
market conditions.

Senior Vp Craig Ott, also came to
Cole, Booth, Potter last spring from
Greene, where he was a senior vp.

Mr. Davies does not predict much
management restructuring as a result
of the consolidation.

"Cole, Booth, Potter does a unique
type of business and is an established
operation that is going to stay in New
Jersey," Mr. Davies continued.

Clients of both intermediaries are

spread nationally, but there are dif-
ferences in the intermediaries' con-

centration of business, he pointed
out.

For example, Cole, Booth, Potter
places a significant amount of mutual
insurer and property business. How-
ever, Reinsurance Agency has "al-
ways been known as a casualty inter-
mediary specializing in hard-to-place
casualty reinsurance," Mr. Davies
noted.

The two operations will be coor-
dinating their efforts and expertise
to benefit all clients, however, Mr.
Davies stressed.

"We're going to be trying to even-
tually specialize in four areas: small
mutuals, excess/surplus lines com-
panies, niche companies, and large
stock companies and we will be coor-
dinating in those four areas," Mr.
Davies said.

Another plan under way "with the
added financial backing of Aon is the
development of much more expertise
in analytical technical support
areas," such as automated actuarial
and claims services, he said.

"What we want to put together is
an all-service-type intermediary
firm," he explained.

Less than 10% of Reinsurance

Agency's business is placed with
reinsurers outside the United States.

Cole, Booth, Potter places a greater
percentage of its business overseas--
but "probably less than 20%" of its
overall premium volume»-because of
its property catastrophe book, Mr.
Davies said.

G.L. Hodson & Son Inc.

While Corroon & Black Corp. sub-
sidiary G.L. Hodson & Son Inc. re-
ported no revenue growth in 1987,
the New Hyde Park, N.Y.-based in-
termediary remained the eighth-lar-
gest US. reinsurance broker with $23
million in gross revenues in both
1987 and 1986.

And, "in all fairness, 1988 will be
flat or even down," predicted Ronald
J. Taylor, president and chief execu-
tive officer.

While the broker has managed to
hold onto its client base fairly well
and has been successful in new busi-

ness efforts, it is seeing a loss of reve-
nues stemming from "a reduction in
premiums being ceded" and with-
drawals by a couple of its clients
from specific lines of business, he ex-
plained.

However, Hodson currently is "in
the midst of merger negotiations with
TPF&C Reinsurance," the fourth-lar-
gest U.S. reinsurance broker, Mr.
Taylor pointed out. If Corroon &

Continued on page 26
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Black can reach an agreernent with
TPF&C Re parent Towers, Perrin,
Forster & Crosby Inc. to purchase the
intermediary, Corroon & Black will
merge TPF&C Re with Hodson (BI,
Oct. 17).

The combined 1987 gross revenues
of the two intermediaries would

make the merged operation the sec-
ond-largest U.S. reinsurance broker.

Hodson increased its staff by nine
to 201 in 1987, adding five treaty em-
ployees and four facultative employ-
ees.

Unlike many intermediaries, Hod-

son's facultative business grew signi-
ficantly in 1987, even though pre-
mium volume dropped 5.9%. Hodson
reported that 19%, or about $76 mil-
lion, of its total 1987 premium vol-
ume of $400 million was attributable

to facultative business, up from
11.5%, or about $49 million, of $425

million of premium volume in 1986.
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Mr. Taylor attributed Hodson's
growth in facultative premium to "a
combination of treaty revenues going
down and some rate relief in the fa-

cultative market." He noted that
Hodson's home office and its St.

Paul, Minn., and Los Angeles branch
offices had "some exceptional
growth" in facultative business in
1987.

A freestanding facultative reinsur-
ance brokerage subsidiary of Corroon
& Black-Boston-based RGI Inc.-

was incorporated with Hodson's op-
erations in January.

RGI is headed by John W. Furlong,
president and CEO.

While RGI will retain its own name

and officers, it now represents Hod-
son as a Boston office, Mr. Taylor ex-
plained. RGI formerly placed busi-
ness only for Corroon & Black's
brokers.

Hodson also added a "whole new

facultative team in Atlanta" in April
when it hired five former employees
of Associated Intermediaries in At-

A,kwright has one pu,pose. To help its customers throughout the wo,Id minimize thei, long-
tem, cost of risk. To do this, we p,ovide a wide range of risk management services, which
we apply in a disciplined and straightfonvard way. First, working with ou, customers to
identify, evaluate and,educe risk through engineering. Then, tailo,ing a program to pro-
tect exposures that cannot be eliminated. This job requires a sustained effort on every-
one's part, the,e's no room for excuses. Just perfo,mance. We're not saying we're perfect.
Only that at Arkwright, you'll find a bias fo, action you may not have encountered befo,e.

ARI/RIGHT
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lanta, including William M. Allen, vp,
and Vida A. Walden, assistant vp, Mr.
Taylor noted.

Meanwhile, "to provide on a cost-
plus basis to insurance and/or rein-
surance companies such things as se-
curity analysis, runoff handling and
actuarial analysis," Hodson opened a
new subsidiary, GLH Brokerage Ser-
vices, in August, Mr. Taylor said. Its
principals, also executives of Hodson,
include Senior Vp Paul Nedza; Vp
Frederic L. Sklow, head of Hodson's
home office security analysis depart-
ment; and Vp Lawrence G. Frank.

Among management changes,
Chief Operating Officer Michael El
Rothpletz was promoted to execu-
tive vp from senior vp in January.

And, earlier this month, Mr. Roth-
pletz also was named resident man-
ager of Hodson's home office and
manager of service and production
nationwide.

Mr. Taylor explained that two se-
nior vps-administration will now re-
port directly to Mr. Rothpletz on dif-
ferent administrative areas: Mr.

Nedza for contract wording, claims,
personnel and security analysis; and
Patricia A. Donahue for finance, ac-
counting, electronic data processing,
research and development and office
services.

Four Hodson assistant vps were
also promoted in January: Thomas
M. Gunyan to vp-accounting and
Louis V. Pittari to vp in New Hyde
Park; and D. Robert Marsden Jr. to
vp-treaty broker and Thomas B. Per-
kins Jr. to vp in Atlanta.

Last summer, Lawrence P. John-
sen, formerly with E.W. Blanch Co.
in New York, was hired as an as-
sistant vp in charge of Hodson's
home office contract wording depart-
ment.

Hodson also hired three treaty ac-
count executives in its St. Paul

branch office last spring: Vp Richard
D. Wallace, formerly with Guy Car-
penter & Co. Inc. in Minneapolis; Vp
Gregory J. Schreader, formerly with
Guy Carpenter in San Francisco; and
Assistant Vp Michael S. Joyce, for-
merly with E.W. Blanch in Minneap-
olis.

Mr. Taylor described Hodson's cli-
ents as predominantly property/ca-
sualty companies "ranging from big
Eastern stock companies to one-state
operating companies, and including
tough casualty; excess/surplus; a
meaningful amount of aviation; ma-
rine; fidelity and surety; and a little
bit of life business." Hodson also

writes a significant amount of retro-
cession business, he noted.

Hodson, though, "is not actively
involved in placing" business for for-
eign-based clients, Mr. Taylor added.

About 25% to 30% of Hodson's

business was placed with reinsurers
outside of the United States in 1987.

. However, Mr. Taylor expects that
percentage to be "much less" in 1988,
because a client for whom Hodson

had placed a "very significant piece"
of medical malpractice business en-
tirely with London reinsurers with-
drew from that line of business this

year. He declined to name the in-
surer.

Intere Intermediaries Inc.

Intere Intermediaries Inc, drops
two notches to ninth place in the
Business Insurance ranking of the
largest U.S.-based reinsurance inter-
mediaries after a sharp reduction in
its estimated gross revenues and the
consolidation of previously ninth-
ranked Reinsurance Agency Inc. with
Cole, Booth, Potter Inc.

BI estimates the privately held,
New York-based broker's 1987 gross
revenues at about $20.5 million-a
reduction of about 12.8% from esti-

mated revenues of $23 million to $24
million in 1986. BI bases the estimate

primarily on a 1987 prediction by In-
tere Chairman and Chief Executive
Officer Ward B. Gordon that the bro-

ker's gross revenues would be down
in 1987.

Mr. Gordon predicted that Intere's
gross revenues will decline further in
1988. Looking toward the new year,

Continued on nezt page
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G. L. HODSON & SON, INC.
REINSURANCE INTERMEDIARIES

Founded in 1924

New'fork, NY
212-619-7808

New Hyde Park, NY
516-365-9000

St. Paul, MN
612-224-2447

Bosto-1, MA
617-4266110

Atlanta, GA
404-256-9666

Los Angeles, CA
213-487-2910

San Francisco, CA
415-362-1987

Intermediaries
Continued from previous page
he said: "I think 1989 will be al-

most a mirror of 1988-if anything,
tougher."

Mr. Gordon noted that the rein-

surance marketplace in 1988 has
remained relatively unchanged
from 1987.

Intere writes 100% treaty rein-
surance business.

The intermediary reported 208
employees in 1987, down 3.7% from
216 employees in 1986.

In June, Daniel R. Colello was
promoted to executive vp from se-
nior vp, Mr. Gordon noted. And, in
April, Intere hired Michael
McGlinn as a vp in its New York
office. Mr. McGlinn was formerly a
vp of American Independent Rein-
surance Co. in Stamford, Conn.

Intere closed its Dallas offi ce in

July due to depressed economic
conditions in that area. The

branch's book of business is now

al. SICS

handled out of Intere's Atlanta and

New York offices, he said.
The former Dallas office man-

ager, Senior Vp and Director
Thomas J. Williams, was moved to
Intere's New York home office.

Intere represents a "broad range
of clients, depending on where we
are working geographically," Mr.
Gordon said. "We are best identi-

fied with medium-to-large mutual

and stock companies, but we have
some larger clients and many
smaller clients."

The intermediary specializes in

all property, casualty, marine and
aviation reinsurance, both domes-
tic and international. It also places
accident and health reinsurance.

About 15% of Intere's clients are

based outside of the United States,
including "LMX (London market

excess-of-loss) business, foreign-
based accounts and home/foreign
business," Mr. Gordon said.

He estimated that less than 10%

of Intere's business was placed

THE PROVEN, IBM-BASED REINSURANCE SYSTEM

WITH [*1 YEARS OF PRODUCTION EXPERIENCE

66*1 CLIENT COMPANIES (As of July 1,1988)

-AND NOW TWO NEW PRODUCTS FROM 
THE SICS FAMILY

SICS-PC SICS-CEDE
The Mainframe System is now The Professional Reinsurance

on a PC Network System for Primary Insurers

No DP Staff Needed Developed by Professional
Reinsurance Specialists

Low Costs, Easy Installation Full, On-Line Reinsurance

Easy Migration to Mainframe Accounting

At Your Option Multiple Layers, Pro Rata and
Excess of Loss

Leadership and Innovation in
Reinsurance Systems

SICS

WORLD-WIDE

Insurance Software & Systems, Inc.
An Affiliate Company of the Swiss Re Group

For information, please contact:

Vice President, Marketing
Insurance Software and Systems, Inc.
120 White Plains Road

Tarrytown, NY 10591

Telephone (914) 333-9270
Telefax (914) 631-3780

with reinsurers outside of the

United States in 1987 and so far in

1988, with the greatest amount
going to the London market.

Intere has branch offices in At-

lanta, Chicago, San Francisco and
Minneapolis.

In addition to Mr. Gordon and

Mr. Colello, principal Intere offi-
cers include: Roland G. Roth, vice
chairman; Wallace E. Winter, pres-
ident; George A. Edwards, senior

vp and treasurer; Kenneth R.
Fewell, Brian S. Keegan, Thomas J.
Williams, Ronald C. Anderson,
Thomas F. MeGrath III and Mi-

chael G. Woll, senior vps; Robert
L. Mendes, vp and general counsel;

and Ronald C. Fazio, vp and secre-
tary.

RFC Intermediaries Inc.

Atlanta-based RFC Interme-

diaries Inc. remains the 10th-lar-

gest U.S.-based reinsurance inter-
mediary as well as retains its U.S.
identity following consolidation
with J.H. Minet Reinsurance Bro-

kers Ltd.

RFC parent company St. Paul
Cos. Inc. acquired London-based

Minet Holdings P.L.C., the parent
of Minet Re, in January and conso-
lidated RFC and J.H. Minet in Au-

gust (BI, Feb. 1; Dec. 14, 1987).
While RFC will retain its name,

it now reports directly to Minet Re.
In addition, RFC's financial re-

sults "are now handled on a conso-

lidated basis with Minet Re," ex-

plained David L. Cargile, president
and chief executive officer of RFC.

Because of this reorganization,
RFC no longer pfovides BI its fi-
nancial results.

BI estimates that gross revenues

for RFC alone decreased in 1987 by
roughly 13% to $14 million from a
reported $16.1 million in 1986.

The estimate is based on several

factors: Mr. Cargile indicated last
year that he expected a decline in
revenues in 1987; many ceding
companies purchased less faculta-
tive reinsurance in 1987; and
RFC's employee count dropped
20% to 180 in 1987 from 225 in

1986.

Unlike other intermediaries in

the Top 10, RFC specializes in
placing facultative reinsurance for
clients. This business represented
67% of its total premium volume in
1986, and BI estimates that this
mix remained roughly the same in
1987.

But that may change in 1988, Mr.
Cargile acknowledged. "We see
treaty as a real growth area and
are definitely looking to build that
business." He noted that RFC has

"added treaty brokers in New York
and Atlanta" this year but declined
to provide further details about the
additions.

Mr. Cargile also observed that
RFC's St. Paul-based subsidiary
Tailored Awards Inc., a structured

settlement company that opened in
July 1985, represents another
"growing area of business" for the
intermediary.

The services that Tailored

Awards offer are "available to

anyone who needs them" and are
not just limited to RFC clients, Mr.
Cargile pointed out.

"We're probably the only rein-
surance broker that does struc-

tured claims settlements," he
added.

RFC's clients represent "a wide
range of stock and mutual insur-
ance companies and reinsurance
companies in the U.S. and world-
wide," according to Mr. Cargile,

The intermediary has branch of-
fices in: Chicago; Dallas; Hartford,
Conn.; Los Angeles; New York;
and Philadelphia.

RFC's St. Paul, Minn., office was
closed in July. "We now handle
that territory out of our Chicago
office," Mr. Cargile explained.

In addition to Mr. Cargile, prin-
cipal officers of RFC are: Pavittar
S. Safir, executive vp-administra-
tion; and Ronald J. Smith, execu-
tive vp-facultative. •
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or more than 50 years, we've been a dynamo in the

reinsurance business. Currently we're plugged into more than 40 countries worldwide. So certainly we have

the capacity and the experience to seriously participate in reinsuring even the biggest energy projects. With

enough energy left overto devote ourselves to revolutionizing the service aspects ofthe reinsurance business.

Have your broker make contact with us. Let us re-examine your reinsurance. Our state-of-the-art systems,

our super-sophisticated actuarial, underwriting and claims expertise will lead to a program that can be

both more efficient and less expensive. Perhaps shockingly so. Take the risk out of your risk. 8Bm]5g

ST PAUL REINSURANCE MANAGEMENT CORPORATION · 195 BROADWAY. NEW YORK. NY 10007· 212-238-9200
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Renewal confusion to reign in London
By CAROLYN ALDRED price increases vary, in part, de- "The cost has got to be passxl on Lucas, chief under%riter for Nor- have Fery healthy credit balances "

pending on eeding underwriters' somewhere If the retrocession wich Winterthur Reinsurance "The direct U S wiiters are

LONDON-Underwriters and loss experience, Mr Marland said marcet puts prices up reinsurers Corp Ltd looking for reductions on their ca-
brokers in London ate predicting a Marine Ieinsurers dIe anxious to will have to raise rates, which However, many underwriters be- tastrophe reinsui ance programs
confusing reinsurance renewal "see rates go up because they got could stop the direct writers from lieve reirsurers will be unable to The U S has always been a loyal
season so ridiculously low," Mr Marland redicing their prices too much," pass their retrocessional rate _n- market and likely will get 10%-

For example, some of London s poin ed out explained John Emney, chief un- cieases on to their own policyhold- 15% riductions across the board,"
excess-of-loss reinsurance un- In addition, some London rein- dervn iter for Charter Reinsurance ers Mr Emney said
derwriters are quoting ceding in- surei s and syndicates are cutting Co Ltd In particular, underwriters and "Tte interrational propeity
surers massive premium increases back on the amount of LMX busi- "I believe we've hit the bottom of brokers believe 11 will be difficult treaty marke- will remain fairly
for LMX coverage or are pulling ness they will write, market the cycle By the middle of next to force catastrophe Icinsurance competitive with rates under at-
out of the market ln the wake of a souices say year, we will see rates Swinglng late incIeases on primary insur- tick, said one London company
series of major losses during the As a result, reinsurers-faced back up again," said Lloyd's c f ance wri-ers in the United States under.vriter, who did not wish to
last year with eithei higher retrocession London non-marine underwriter because of the lark of catastrophe be named

This action could lead to a turn costs or greatei retentions-will be Richard Hazell, who ur derwrites claims from the Urited States in Howevex, the underwriter said,
in the property/casualty insurance forced to cut back on the amount for syndicate 190, managed by recent years "there will be a pioblem because
market by next year, some maiket of bisiness they write, sources say Three Quays Underwi iting Man- Mr Emney of Charter Reins_ir- Piper Alpha and the October storm
sources say And, a tighter reinsurance mar- agement Ltd ance noted that U S primary in- ( osses) will drive up our own Iein-

However, competition is rife in ket could turn around the soft pri- "The question is how much #1[1 burance companies are "charg_ng suiance protection, leaving us un-
the primary insurance and non- marb property/casualty insurance the nardening of the excess-of-loss _ess prerr turns to their Folicyhold- able o pass those rate increase
LMX reinsurance maikets, pattie- market by the middle of next year, market be translated into direct re- ers and have had a very good loss on "
ularly in the United States a few sources contend insurance rates," said Leslie record for the last five years They Continued on next page

As a result, the marine reinsur-

ance renewal season, for example,
has begun very early this year, 6:

noted Brian Bell, a director of bro- Zapping the client" is a way of life at a lot of well-
ker Steel-Burrill Jones Ltd

"People want to know what their

reinsurance pricing is going to be
•»Tr

There is some concern that capac- t,f'*,1 4
ity will dry up," he said "People -, '47: i
know rates are going up and are
putting their toes in the water , ,-Aff L

early," Mr Bell observed .f>.s,z .,

"There isn't panic, it's a realistic =$1*

approach It's going to be a tough
renewal season, there lS consider-

able change within the market- 4'

place," Mr Bell added . 4
"It's more difficult to read this S.2

renewal season than any other
since 1984," said Stephen Riley, .

manager of non-marine under- '*44, '

writing with Swiss Reinsurance
Co (U K) Ltd

9 I ,
Insurers "have had one or two

years of reasonable profit and the
market has talked the rates down 1#t
But we also have had three major 7

losses, and there's no getting away

from the fact that people should be
looking to maintain or increase the
prices they charge," he said

The three ma]or losses that may
brake the downward slide of rates

are

• The severe windstorm that

swept across southeast England, -

France, Norway and Portugal last
/41 ' I.

October, causing insured losses of
more than 1 5 billion pounds ($2 64

d'.

billion at current exchange rates)
(BI, Oct 26, 1987)
• The explosion of the Piper r .%

Alpha oil platform in the North

Sea in July, which killed 167 peo- '.4 9, d. r ni
ple and likely will cost insurers
well in excess of $1 2 billion (BI,
July 18 July 11) '.4

• Hurricane Gilbert, which de-
vastated Jamaica and the resort

areas of the Yucatan Peninsula in

Mexico in September (BI, Sept 26,
Sept 19) Estimated insured dam-
ages likely will exceed range be-
tween 300 million pounds and 600
million pounds (between $528 mil-
lion and $1 06 billion)

Each of these losses has affected

London underwriters, particularly
catastrophe reinsurers that rein-
sure business written by other
London reinsurance underwriters

Many London market excess-of-
loss underwriters, particularly
those in the marine market, are

reeling badly from the losses,
sources say (see story, page 31)

Rates for high-layer catastrophe
coverage, known as XL on XL re-
insurance, are being hiked dramat-

ically, and as a result, many mar-
ket sources are predicting a
reduction in capacity for catastro-
phe protection

For example, in the marine mar-
ket, XL on XL rates are going up
between 50% and 200% for excess-

of-loss reinsurers with no current

losses, said Jonathan Martand,

director in charge of marine rein-

surance at Lloyd's broker Lloyd
Thompson PLC Loyalty and service are powerful forces. Together, they've made is one of America's fastest-

For accounts notified of losses,



Contznued from orevious page derwi iters must react sensibly and
Mr Marland of Lloyd Thompson try to increase rates gradually, or

predicted that the Piper A pha 1055 they "will force people in the mid- ling LMX market losseslikely will hit some marine syndi- dle to go out of business,'' Mr
tipira

cates very hard He said ,(,me syn- Berry said
dicates may have to make cash "It will take some yedis, but we
calls on theiI members <ind even- went through this after Hurricane
tually may be forced to cease un- to hike rates, shrink capacity

Betsy, " he noted, referring to the
derwriting, he predicted 1965 storm that caused about $715 By CAROLYN ALDRED what could happen in an excess- mittee

"It's a ver., awkward situation million of insured damages in Flor- of-losb spiral suddenly are going to LMX underwriters reinsure ex-

because (marine) underwriters ida, Louisiana and Mississippi LONDON-Spiraling losses in be made aware that they have got a cess-of-loss reinsurance accounts
can't push the extra cosis to poli- In addition, more capacity still iS London's excess-of-loss re.nsur- colossal loss," said leading Lloyd's of other London underwriters In
cyholders," Mr Marl.ind s,id cieeping back into the market from ance market could force some un- of London marine excess-of-loss this way, the LMX market provides

"There is a question m irk about companies buoyed by recent proz- derwriters to pull out of the mar- undez writer David King massive catastrophe reinsurance
who is going to pay for tte increas- its ket, causing a capacity crunch and Already, some managing agents capacity for the world's insurance
ing reinsurance costs The original And, 30 new Lloyd's syndicates massive rate hikes for high-layer are considering reducing their syn- and reinsurance underwriters
rates are not zising despite the ex- die expected to start writing bus_- catastrophe reinsurance, brokers dicates' exposure in the LMX mar- But, the complex and circuitous
cess-of-loss increases, ani if the ness this renewal season, sources and underwriters say ket, according to Mr King retrocessional arrangements of
cirect rates do not inclease, every- say Several major losses currently A lot of agent% are terrified of LMX underwriters, many of whom
thing else wi_1 start to crumble," Casualty capacity is increasing winding through London s retro- the so-called LMX spiral It can do retiocede to one another several
said Mr Bell of Steel-Buri 111 because "the short time (in which) cessional market are bound to tremendous damage, and a few times over, means claims from

"There is going to be a squeeze" people were making profits has at- blow through the top o f several agents are getting cold feet and major catastrophic losses continue
in the marine reinsurance market, tracted new players and (existing) syndicates' and companies' rein- telling theii underwriters to pull to be paid years after the original
agreed Tony BeIry, under·wilter for companies are becoming mole in- surance protection, with losses out," said Mr King, who lS chair- loss, producing paper losses of a
Lloyd's marine syndicate 536, volved in lines they previously looping back to the original ceding man of KPH Underwnting Agen- much greatei magnitude than the
managed bv Cotesworth & Co Ltd weren t involved in,- said Mr underwriters, sources predict cies Ltd and former chairman of original loss

London eccess-of-loss un- Riley of SWISS Re (UK) "Those people who didn't realize the London Excess of Loss Com- For example, five reinsurance
companies, each with a net capac-
ity of $10 million can-by way of

known insurance companies. But not with us. mutual reinsurance-develop a ca-
pacity of $150 million, although
their real aggregate Capacity is
only $50 million

For example, Company A can
2

ip '

produce a gross capacity of $30
A

million by retaining $10 million
and ceding $20 million of business
excess of $10 million to companies
B and C Similarly, company B can

sum='
geneiate a gross capacity of $30

r,

million by retaining $10 million
4 and retroceding $20 million of

business excess of $10 million to
-t ..r .

32'.1.4 .
companies C and D And, com-
panies C, D and E can produce the
same gross capacities by retainingA-.

S' and retioceding the same amounts
6

" as companies A and B
9 Howevei, companies C, D and E

IfI

may purchase retrocessional cover-
'1

age with companies A and B, fur-
ther complicating the matter

*''lb-7.75 As a result, claims in the LMX
I.

23 market continue to pass from com-
, pany to company for years, result-

ing in a much greater sum of
money changing hands than the

e original loss (BI Nov 16 1987)
There is increasing concern

about the mounting level of losses
r 2.,

58,.*. cuirently spiraling in the LMX
market and the ability of un-
derwriters to calculate their expo-
sure

As claims stemming from HUIT 1-
cane Alicia, which hit the Texas
coast in 1983, still lash the marine

LMX market, the market can ex-
pect an even greater hit from
claims from three major losses in
the last 13 months, sources say
• The hurricane-force wind-

storm that swept southeast En-
gland and other parts of western
Europe in October 1987 The loss,
known as October 87J by insurers
likely will be the largest cata-
strophIc loss ever with claims ex-
ceeding 3 billion pounds ($5 28
billion)

• The destruction of the PipeI
Alpha oil platform in the North
Sea in July Total losses likely will
exceed $1 2 billion, making lt the
most expensive loss of a man-made
structure

• Hurricane Gilbert, which de-
vastated Jamaica and hit the resort

areas of the Yucatan Peninsula in

Mexico, causing between 300 mil-
lion and 600 million pounds worth
of insured damage (between $528
million and $106 billion), accord-
ing to eaily estimates

Underwriters and brokers pre-
diet a maior portion of these losses
eventually will be paid by the Lon-
don market

"It's a major fear that a lot of
people in London have--that Lon-
don is becoming too much the mar-
ket of catastrophe loss of last re-
sort," said Hugh Prior, managing
directoi of broker Winchester

Bowring Ltd

...
"There is a greater awareness of

925 Chestnut Street the LMX spiral Excess-of-loss

growing business insurers. The PMA Group Phila, PA 19107, (215) 629-5000 business is a lot less global, and
® Continued on next page

Or contact your local PMA office
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LMX spiral
Continued from preuious page
several international reinsurers

have withdrawn, leaving a much
greater concentration in London,"
he said.

"The entire London market is

much more aware of the problem
but far from finding a solution,"
Mr. Prior said.

Many underwriters and brokers
believe that the concentration of

excess-of-loss coverage in the Lon-
don market "has gotten to an un-
acceptable level. It goes against the
basic principle of spreading the
risk and has reached the stage
where the LMX leaders have got to
do what they can to ensure they are
trading on a commercially sound
basis," Mr. Prior said.

As underwriters reinsure more

among one another, it often means
underwriters are unable to esti-

mate their true exposure in the
event of a catastrophic loss, or pre-

'The Alicia loss is still going round, and reinsurers

are bound to be called upon to pay more for their
retro-covers. For some, renewals will be too

expensive, so they will buy less,' says Lloyd's
non-marine underwriter Richard Hazell.

diet which layers likely will be hit
by a loss, sources say.

However, "one thing is certain if
you add up all the retentions (of
insurers) worldwide for the Piper
Alpha loss, the sum (of those re-
tentions) is nowhere near equal to
the likely total loss," Mr. King
said. The "balance has to be paid
out of the top of some un-
derwriters' protection," he ob-
served.

"There are going to be some ca-
sualties because of Piper Alpha,"
predicted Jonathan Marland, a
director with Lloyd Thompson

1, 1.1

1:: ':, -
''

P.L.C. He also predicted that some
Lloyd's syndicates may be forced
to make cash calls on their under-

writing members and that a few of
these syndicates may even be
forced to cease writing business.

The Piper Alpha loss already has
prompted massive rate increases
for top-layer LMX protection in
the marine insurance market, Mr.
King pointed out.

"XL on XL rates are going up
quite substantially with more than
100% increases on some contracts,:'

noted Tony Berry, underwriter for
Lloyd's marine syndicate 536,

-- -I ' ,- 7,

74
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"Our performance in 1987, which we had designated
a year of stabilization in the Kansa Corporation, -

met all the targets set"

managed by Cotesworth & Co. Ltd.
Mr. King fears that the market

for top layer catastrophe excess-
of-loss protection will "fizzle out
later this year."

Managing agents at Lloyd's now
are looking more closely at what
underwriters write, and many

agency directors "are starting to
look closely at the (LMX) situa-
tion," Mr. King noted. The agency
directors will "get cold feet
quicker because they are not used
to risk taking," he said.

"It's a real possibility that we
will see people withdrawing and
not providing the same LMX ca-
pacity this renewal season," Mr.
Prior agreed.

"Some syndicates are cutting
lines and capacity," Mr. Berry
said.

"I suspect the retrocessional
market is going to shrink. The
Alicia loss is still going round, and
reinsurers are bound to be called

upon to pay more for their retro-

Revenues 1987 (million)
AM US$

Domestic Gross Premiums (excl. Karisa Pension) 724 181 Solvency Ratio 1987: 67%
International Gross Premiums 877 219
Investment Income 545 136 Technical reserves of net premium 1987: 194%

Total

Gross Premium by Area

2,146 536

Distribution of International Premium
Gross Premium by Class of Business

USA 52% -L /

Canada 19%

Europe 12%

Far-East 6% -. , Casualty reinsurance 24%
1 Financial 19%

Latin America 3%

Scandinavia 1% Property 17%

Worldwide& others 7% Casualty direct 14%

 Ute & Health 13%
Auto 9%

Whole account & others 4%

Head Omce

Kansa Corporation Ltd. Hameentie 33, SF-00500 Helsinki, Finland
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covers. For some, renewals will be

too expensive, so they will buy less.
If the LMX market starts to col-

lapse on itself, it will have an im-
pact right the way down," said
Lloyd's non-marine underwriter
Richard Hazell, who underwrites

for syndicate 190, managed by
Three Quays Underwriting Man-
agement Ltd.

"Maybe the latest losses will her-

ald a dramatic change in the mar-
ket," speculated Stephen Riley,
manager of non-marine under-
writing at Swiss Reinsurance Co.
(U.K.) Ltd.

Already some non-marine LMX
underwriters are planning to de-
mand coinsurance levels of about

10%, compared with previously ac-
cepted levels of 5% (BI, Sept. 19).

However, the level of coinsur-
ance demanded may depend on the
ceding underwriter, sources say.
For example, an LMX ceding un-
derwriter probably will be ex-
pected to retain 10% of the losses
whereas a ceding reinsurer not in-
volved in the LMX market proba-
bly may be allowed to retain 5%
coinsurance levels, said Leslie
Lucas, chief underwriter for Nor-
wich Winterthur Reinsurance

Corp. Ltd.
Meanwhile, there are no signs

that marine reinsurance un-

derwriters will increase coin-

surance levels.

However, "if capacity starts to
pull back, there may be another at-
tempt to introduce 5% coinsurance
into the marine market," said
Brian Bell, a director of Steel Bur-
rill Jones Ltd.

In addition, "if rates go up dra-
matically, retentions will go up,
which is a good thing because the
(cedants) are then carrying more of
the risk, which improves their un-
derwriting," Mr. Lucas explained.

Despite the current LMX market
woes, underwriters and brokers

argue that the market provides es-
sential capacity to the world's in-
surance industry, partly by
spreading the payout of catastro-
phe losses over time.

The LMX spiral, and the mar-
ket's consequent instability, is an
inevitable side-effect of such a

high-risk market, some sources
contend.

"You may be able to modify con-
ditions in the market by increased
coinsurance and retentions, but

with the present condition of the
market you cannot remove the spi-
ral," said Mr. Prior of Winchester

Bowring.
"We cannot do anything about

the LMX spiral. To do without the
LMX spiral would so reduce ca-
pacity that the front-line insurers
would be unable to write risks.

There is no alternative to the pres-
ent system," asserted John Emney,
underwriter for Charter Reinsur-

ance Co. Ltd. of London.

"The LMX market is dealing
with reinsurance as a commodity.
The endless exchanging of money
between participants is rather
wasteful, and some brokers draw
disproportionate benefits," ack-
nowledged Mr. Riley of Swiss Re.

"But, it does perform an impor-
tant function. People were predict- -
ing the collapse of the LMX market
two or three years ago, but it is still
there," he said.

"The majority of the LMX mar-
ket has a reasonable idea about its

losses and exposures. But within
any market there are players who
don't understand what they're
doing," The LMX market is
unique. There are always going to
be people who make a lot of money
and those who get burned," said
Mr. Bell of SBJ.

"The LMX spiral has been
around for 30 years and the market
has survived. There is a degree of
instability because it's a high-risk
market: It's not easy money," said
Mr. Berry of syndicate 536.

"If you get amateurs in a profes-
sional market, people will get
burned," he added. I
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Artificial intelligence aids
reinsurance underwriters

By JUDY GREENWALD

NEW YORK A growing number
of U.S. reinsurance companies are

implementing expert systems, a
type of artificial intelligence that
can help underwriters do their jobs
better.

Although observers say the rein-
surance industry has so far lagged
behind primary insurers in intro-

ducing expert systems, an increas-
ing number of reinsurers are likely
to establish these automated un-

derwriting systems over the next

few years.
Expert systems help un-

derwriters by taking the un-
derwriter through the logical steps

needed to make an underwriting
decision. The systems reflect each

company's underwriting philoso-
phy, including the expertise of
their top underwriters (see story,
page 38).

Reinsurers cauticn, however,

that expert systems only help the
underwriter make his or her un-

derwriting decisions; they do not
make decisions for the un-

derwriter. The primary advantage
of the systems, a:ccrding to ob-
servers, is that they ensure that
all the information underwriters

need to make the best possible de-
eision is uniformly communicated
:hroughout the company.

"In no way do we have a desire

. 2. you only look at the pieces,
you may miss the whole picture.

Because sometimes the most valuable pieces are missing
The right reinsurance decision means looking at total value
That means technical expertise and commitment to the market
It means industry knowledge and the willingness to share it.

At Lincoln National, our success depends on being a reinsurance
resource you can count on for capacity and much, much more.
Almost 80 years of experience make us a powerful resource And NATIONAL] UNCOLN
when you're a client, our strengths are yours to draw upon. REINSURANCE
The lowest price doesn't always reflect the highest value. That's as
true in reinsurance as it is everywhere else So when you're The Reinsurance Resource.

considering reinsurance, look at the pieces. Then look carefully 1300 S. Cl nton Street
PO Box 1- 0

at the whole picture. Firt Wayne IN 46801

to have our system reach a deci-
sion," stressed Judy D'Mouth, se-
nior vp at American Re-Insurance
Co. in New York "Our goal is that

we are providing an additional ref-
erence" to American Re's un-

derwriters, she said.
And, reinsurers point out, be-

cause human underwriters will

make the final decisions, expert
systems will not eliminate pricing

swings. However, the observers do
express hope that underwriters
using the systems will be more in
touch with the market and will be

able to discern how far the rein-

surer is straying from its targeted
prices.

Observers warn that reinsurers

that do introduce expert systems
must be sure that they adequately
reflect their underwriters' knowl-

edge and that the staff supports
the use of the systems.

U.S. reinsurers that either now

have an expert system, are in the
process of introducing a system or
are actively exploring the possibil-

ity of establishing a system in-
clude:

• Skandia America Reinsurance

Corp. in New York, which already
has an expert system in place to
help write property pro rata busi-
ness. Skandia America now is

working on another system for its
property excess-of-loss business,

which it plans to introduce by the
end of the year, according to Roger
J. Cunningham, senior vp.

Skandia America also is develo-

ping plans to introduce expert sys-
tems in the underwriting of ca-
sualty business.
• American Re, which plans to

begin operating its system for

property and casualty facultative
business during next year's second
quarter, according to Ms.
D'Mouth.

• Prudential Reinsurance Corp.
in Newark, N.J., which expects to

introduce a system within the next
year, said Joel Sobo, vp-systems
and administrative services.

• North American Reinsurance

Corp./Swiss Reinsurance Co. in

New York, which plans to intro-
duce an expert system for its prop-
erty reinsurance business by the
first of the year and another for its
casualty business by the end of the
first quarter of 1989, said Mike
Blocker, director of corporate in-
forrnation services.

Other reinsurers may be plan-
ning to introduce expert systems as
well, with observers pointing out
that some companies regard the in-
troduction of expert systems as a
closely held trade secret.

Expert systems have a wide
range of applications, reinsurers
say.

At one end, American Re can use

its expert system as a training tool,
said Ms. D'Mouth, who prefers the

term "knowledge-based system" to
expert system. On the other end of
the spectrum, the system can be
used to help an underwriter reach
a decision on whether to write a

piece of business, she said.
"And then there are gradients all

the way in between," Ms. D'Mouth
said.

Underwriters' decision-making
will be improved by the introduc-
tion of the system, she said, both
because underwriters will have

more information about the type of
account they are writing and be-
cause the information will be bet-

ter communicated throughout the
company. There will be a "broad-

ening of the information base
available" with the expert system,
she said.

"The collective wisdom of a

number of underwriting experts
Continued on page 36
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Expert systems
Continued from page 34
becomes available to all un-

derwriters," commented Skandia

America's Mr. Cunningham, dis-
cussing the benefits of his com-
pany's expert systems.

Mr. Cunningham believes an ex-
pert system is particularly valu-
able for writing treaty business,
which, he said, often reflects un-
derwriting experts' intuition.

Treaty underwriting is "most
subject to the eccentricities of un-
derwriters," said Mr. Cunningham.
"It's never been very much ana-
lyzed" and tends to be "very mar-
ket-driven."

By helping to formulate the ex-
pert systems, he said, experienced
underwriters are forced to articu-

late how they reach their decisions,

which helps not only the junior-
level underwriters who later use

the system, but the experts them-
selves by making them more cogni-
zant of their own thought pro-
cesses.

It has "definitely helped our un-
derwriting knowledge," Mr. Cun-
ningham said.

The expert system also is a "tre-
mendous training tool," he pointed
Out.

At Skandia America, he ex-

plained, junior underwriters are
helping to put underwriting infor-
mation into the system. This gets
them involved in treaty under-
writing a year or two before they
might have otherwise. At the same
time, he said, "we will free up se-
nior underwriters from having to
do any of that work."

Another advantage of an expert
system, said Mr. Cunningham, is
that it is a "holistic management
underwriting system." The un-
derwriter or his supervisor still has
the final say on what price to put
on a piece of business.

But Skandia's system is designed
so that an underwriter must at

least be aware of the underwriting
factors that ideally should also be
taken into account, whatever the
current state of the market. "An

expert system ties it all together,"
said Mr. Cunningham.

The system also sees to it that the
information included within the

system itself is consistent. If, for
instance, the system is told that a

primary insurer does not write
utility business and, in another
context, contradictory information
is put into the system, "it's going to
pop up with a warning," said Mr.
Cunningham.

Similarly, the system is also val-
uable in asking questions about the
business that even expert un-
derwriters sometimes forget to ask,
said Mr. Cunningham. "You never
remember to ask all the questions.
An expert system asks all the ques-
tions," he said.

"It's a living underwriting
guide," he said, where a conven-
tional printed underwriting guide
"probably sits on the shelf and
doesn't get looked at."

"It's definitely going to prevent
us from making mistakes," he said.

There is another "selfish corpo-
rate" reason why an expert system
is valuable, said Mr. Cunningham,
somewhat tongue-in-cheek. Un-
derwriters, he said, sometimes

changejobs.
"There are a limited number of

good underwriters, and they can
hurt a company" when they leave.
But, once they put their expertise
in the system, even if they are no
longer there physically, "we have
not lost those underwriters" in one

sense, he said.
North American/Swiss Re de-

cided to introduce its expert sys-
tem to convey expertise to its local
offices and "to help them make
better decisions," said Mr. Blocker.

He said the reinsurer plans to use
its expert systems to focus on more
complex areas.

"It certainly can be useful for
training underwriters," he added.

North American/Swiss Re's par-
ent company, Swiss Reinsurance
Co. in Zurich, has already intro-
duced an expert system for its life
reinsurance operations and is con-
sidering doing the same for its
property/casualty operations as
well, Mr. Blocker noted.

Prudential Re "is in the process
now of identifying and developing
applications" for an expert system,
said Mr. Sobo. He noted the rein-

surer has worked with the Tech-

nology Transfer Center operated
by parent Prudential Insurance Co.
of America.

"Expert systems are an exciting
way of trying to gain consistency
in price," Mr. Sobo said. The Pru
Re system will ensure that if the
price is not consistent, there is a

positive reason for it, he explained.
"It': an excellent training tool," he
added.

However, American Re's Ms.

D'Mouth said that expert systems
will not necessarily have an impag
on the pricing cycle itself. "I think
the forces that cause insurance

cycles are varied," she noted.
"The purpose of this knowledge-

based system effor: is sc help keep
our underwriting focused on what
we need to know" about each par-
ticular type of product, she said.
This enables the reinst.rer to make

the best underwriting decision re-
gardless of market conditions.

An expert system will not keep a
reinsurers' pricing from being af-
fected by a soft market, agreed Mr.
Cunningham "but at -east it will

keep us well-adv.sed" as to the de-
gree of variation between where
the company would like its pricing
to be and "what's actually hap-
pening."

"It will help ensure more stable
underwriting and, we hcpe, a piece
of a much more stable market," he
said.

The observers also note that the

reinsurance industry has been

slower than primary insurers to in-
troduce expert systems.

While only a handful of rein-
surers now are introducing expert
systems. a 1987 Coopers & Ly-
brand survey of 50 property/ca-
sualty insurers fcund that 22% had
applications of expert systems in
active use, while 20% had applica-
tions under develoment and 14%

either had generaltechnical re-
search under way or were in the
process of evaluating applications.

Of the respondents that had ei-
ther introduced or had begun re-
search with plans to introduce ex-
pert systems, 86% said they were
either using, or planning to use,
these systems in connection with
underwriting. The next highest
percentage, 50%, cited claims man-
agement as an application.

There are several reasons why
relatively fewer reinsurers have in-
troduced expert systems to date.

For instance, there probably is
not as great a need for expert sys-
tems in the reinsurance industry as
among primary insurers, which
have more junior-level un-

Continued on next page
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derwriters on staff who are widely
dispersed geographically, said
North American/Swiss Re's Mr.

Blocker.

"I think the reinsurers have

never had the pressure on them to
have the expert systems," said

Greg Reid, a director of Peat Mar-
wick Main & Co.'s insurance prac-
tice in Hartford, Conn.

The reinsurance industry has
been slower overall than primary
insurers in all types of technologi-
cal development, said Mr. Reid.

Also among the factors that have
been discouraging development, he
said, is the delays reinsurers expe-
rience in obtaining information
from ceding companies and the
fact that for many years the rein-

surance industry has operated on a
gentlemen's agreement basis in
their relationships with primary
insurers.

The nature of the reinsurance

business also is a factor, said Mr.
Reid. "It's not as structured, it's

not as predictable as the primary
market," he said. In the primary
market, Mr. Reid said, "there's a

large number of similar-type ac-
tivity." Reinsurance contracts, on
the other hand, tend to differ from
one another more, with relatively
little standard business written.

Others agree that the latter fac-
tor in particular helps explain the
relatively slow introduction of ex-
pert systems into reinsurance.

"In the reinsurance industry,
there is a lot more room for indi-

vidual underwriting judgment"
than there is among primary insur-
ers, said Pru Re's Mr. Sobo.

"The reinsurers tend to handle

the less routine kinds of business,"
said Tom Martin, director of cor-

porate information services at con-
sultant Arthur D. Little Inc. in

Cambridge, Mass. This means "the
expert system itself must be con-
siderably more complex."

Cost is another factor, say ob-

servers. It is easier for a primary
insurer that writes thousands of

automobile policies to recoup the
cost of an expert system than it is
for a reinsurer that is writing rela-

tively few treaties, said Mr. Sobo.
Observers estimate the cost of

expert systems can vary dramati-
cally, from $15,000 up to millions
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of dollars, depending in part on the
amount of hardware that must be

purchased.
Smaller reinsurers in particular

could have problems in devoting
the resources to hire experts in
knowledge-based engineering, who
are necessary to implement such a
system, said Mr. Blocker.

But, he added, "expert systems
are getting cheaper."

Observers say the eventual intro-
duction of a generic software un-

derwriting package for reinsurers
will speed up the use of the sys-
terns.

While an expert system's soft-

ware must reflect the company's
underwriting guidelines, 80% to
90% of these guidelines are fairly
standard among the entire indus-

ince costs in construction is a dangerous chasm.
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try, and software could be readily
customized to meet a particular

company's own standards, said
Rob Elmore, insurance industry

marketing manager for Sunnyvale,
Calif.-based Syntelligence Inc., a
software firm that has worked

with primary insurers in devel-
oping expert systems.

Mr. Elmore said he expects his
company will eventually develop
a software package for reinsurers,
though not before 1989 or 1990.

Smaller reinsurers will join the

larger companies now exploring
expert systems once a better un-
derstanding of expert systems

"permeates the industry," predicts
Mr. Blocker.

"We have lagged behind the pri-
mary industry," said Mr. Blocker,
who estimates the gap is now 18
months to two years. But, "We're

catching up quickly."
Once a reinsurer does decide to

introduce an expert system, there
are several pitfalls to avoid in
order to make the best use of the

system, observers say.
The factor stressed most often is

that the system's success depends
upon the quality of the under-
writing information it reflects.

"We worry about the quality of
the knowledge base," said Ameri-
can Re's Ms. D'Mouth. To alleviate

that worry, American Re has done

two things: It has used for its sys-
tems' knowledge base not only in-
formation from its own un-

derwriters, but information from

other experts in relevant fields as
well.

American Re also has used its

best underwriters to set up the sys-
tem and has given them the time to
do the job properly, she said.

"We are trying to deal with the
highest level of experts in the user
community," agreed Pru Re's Mr.
Sobo.

One common problem is that
often an underwriter who usually
is not busy is asked to work on the

system, and that underwriter is
probably not that good if he is not
busy, said David Shpilberg, direc-
tor of Coopers & Lybrand's Deci-
sion Support Group in New York.
"The system is only going to be as
good as the people who are used as
experts."

A good system will start with the
reinsurers' corporate policy, "so
that your system knows at least as
much as the underwriting man-
ual," noted Mr. Shpilberg. Then, he
said, a reinsurer should start

working with the underwriter.
"That way you make the best use
of his time."

Time can be a problem. For ex-
ample, it took Skandia America
twice the estimated time to input
its underwriters' expertise into the
system, noted Mr. Cunningham.

One way to test the system once
the installation phase is complete

is to present an expert underwriter
and the system with the same

problem, said Tom Roberts, direc-
tor of information technologies at
Gateway Information Services, an
Indianapolis-based subsidiary of
Swiss Re Services.

"It should come to the same de-

cision" as the underwriter, he ex-

plained. If it does not, then the
system must be modified.

Reinsurers should also be aware

that the expert system's knowledge

base must be constantly updated to
reflect changing conditions, said
North American/Swiss Re's Mr.

Blocker. "An expert system re-
quires almost constant mainte-
nance," he said.

"As we think better, it's just

going to evolve with us," com-
mented Mr. Cunningham, noting
that an expert system's program-
ming can be easily modified.

Another major problem is psy-

chological, said Mr. Blocker. Un-
derwriting employees need to be
reassured that the expert system
will not replace their own deci-
sion-making, he said.

Continued on next page
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State regulators crack down
on reinsurance recoverables

By MEG FLETCHER

With a growing sense of urgency,
state regulators are engaged in a
broadside attack on unrecoverable

reinsurance to prevent insurer and
reinsurer insolvencies.

Improving regulatory oversight
over reinsurance-related issues "is

one of our main thrusts," said Illi-
nois Insurance Director John

Washburn, the current presiden: of
the National Assn. of Insurance

Commissioners.

In addition to making policy rec-
ommendations to state regrlators,
the NAIC determines the 'ornat

for the annual statement that in-

surance and reinsurance corn-

panies are required to file with
state insurance departments

Among the NAIC's recens rein-
surance-related moves:

• The NAIC's Blanks Task Force

in October adopted annual repcrt-
Xng form changes that will yequire

ceding companies to identify late-
paying reinsurers and overdue
amounts beginning with 19E9 data
filed in 1990 (BI, Oct. 17).

However, the group deferired ac-
tion on a proposal that would force
ceding insurers to cut their capital
and surplus by 20% of overdue re-
insurance amounts if the reinsur-
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ance is at least 90 days late.
• The NAIC's Reinsurance and

Antifraud Task Force released at a

September meeting exposure
drafts of two new model laws that

would establish minimum capital
and surplus requirements for rein-
surers as well as enhance a Model

Immunity Statute that could pro-
tect regulators investigating fraud
in the insurance industry.

The NAIC as a whole is expected
to consider formally adopting both
measures as a policy recommenda-
tion at its winter meeting Dec. 11-
16 in New Orleans (BI, Oct. 3).

• NAIC officials are discussing
tightening a model law on credit
for reinsurance, requiring rein-
surers to report more data and
clarifying how offsets can be used
to reduce recoverables.

0 On the state level, regulators
-including those in New York and
California-have taken action in

the past year to modify letter of
credit requirements. In addition,
Louisiana enacted legislation that
establishes criteria for acceptable
reinsurers and at least four states

-Virginia, New York, New Jersey
and California-currently are con-
sidering increasing regulatory con-
trol over reinsurers.

"The cloud over the collectibility
of reinsurance is a fairly recent
development," said Charles
Henricks, supervising examiner for
the New York Insurance Depart-
ment.

Everyone in the insurance buy-
ing chain-buyers, brokers, insur-
ers, reinsurers and state overseers
-has become more aware of the

potential risk in reinsurance ar-
rangements.

"Uncollectible receivables are a

problem for all of us and one that
should be addressed," said Michael
Cashman, president and managing
partner of E.W. Blanch Co. in Min-
neapolis, the third-largest U.S. re-
insurance intermediary.

The increased awareness stems

from several factors, observers say.
"Reinsurance is such a major

issue because it represents such a
tremendous percentage of many
(ceding) companies' surplus," said
Robert Solitro, chief examiner of

the New Hampshire Insurance De-
partment, who chairs an NAIC
working group on the credit for
reinsurance issue.

For the property/casualty indus-
try as a whole, two major indus-
try sources agree that reinsurance
recoverables represent at least half
of stated policyholders' surplus,
one of which says the figure may
be as high as 8596.

The Insurance Services Office
Inc. said reinsurance recoverables

represented 85% of the $92.4
billion in policyholder surplus at
year-end 1986, excluding reinsur-
ance transfers within an insurance

group.

Meanwhile, A.M. Best Co. re-
ports that the reinsurance recover-
ables represents 57.3% of the in-
dustry's nearly $104 billion in
policyholder surplus at year-end
1987, including about 4% of recov-
erables from affiliated companies.

The estimates differ, in part, be-
cause ISO estimates about $20
billion more in incurred-but-not-

reported losses than does A.M.
Best, an ISO spokeswoman said.

Many ceding companies' depen-
dence upon reinsurance increased
at the same time that court deci-

sions, like those in landmark pol-
lution cases, lengthened the tail of
claims for which insurers and rein-

surers are being held responsible,
New York's Mr. Henricks said.

The lengthening tail made rein-
surance a more volatile product,
and uncollectible reinsurance be-

came a common thread in recent

insurer insolvencies, including the
Mission Insurance Co. insolvency,
regulators say.

Continued on page 42
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Other cost containment
plans treat these symptoms.

Ours cures the disease.
They're stacking up. Everyday.

More and more of them. For more

and more money. And there's no end

in sight.

One solution might be hiring

a cost containment company armed

with statistical models and computer

programs to assign length of stay.

Or you could hire Cost Care.

We deal with real issues driving

your medical costs higher. Medical

necessitg The appropriateness of

setting. Even alternate care.

And most importantly, we do it

on a case-by-case basis. We never

resort to prescribed formulas.

Our staff physicians, all board-

certified, review every hospital admis-

sion or elective surgical case. They

discuss the case with the patient's

doctor. Working together they reach

a consensus on the best treatment.

The result of this approach is

elimination of unnecessary medical

treatment, the most effective use of

available medical dollars, and maxi-

mum cooperation between physicians.

At Cost Care we also use the

same approach in catastrophic mediml

case management, long-term disabil-

ity, and mental and substance abuse

case management.

The success of our plans can be

seen in the bottom line. Based on our

past performance you can expect a

savings of 13 to 22 percent in health

plan costs.

Not only that, at Cost Care we

provide you with all the necessary

data to pinpoint precisely where and

how you saved money.

Ifyou want to find a cure for your

medical cost containment problem, call

your consultant and ask him about

Cost Care.

Or call Ray Foose, Cost Care

vice president, at 1-800-537-3970.

He can prescribe one for you.

cosr came
THE HARDER YOU LOOK,

THE BETTER WE LOOK
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Regulations
Continued from page 40

In addition, legal uncertainties
caused many reinsurers to with-
draw capacity from high-risk lines,
which exacerbated the last hard

market.

The consumer outcry resulting
from the last tight market caused
other regulators-including state
attorneys general and congressmen
-to launch ongoing examinations
of insurance industry operations
and regulation.

Regulators have responded dur-
ing the past 12 months with "a
great interest in regulating the im-
pact which reinsurance transac-
tions have on the ceding com-
panies' bottom line," said Andre
Maisonpierre, president of the
Washington, D.C.-based Reinsur-
ance Assn. of America.

For example, one goal of the in-
creased reporting requirements
adopted by the NAIC is "to iden-
tify ceding companies that may be
overstating their net worth despite
a body of uncollectible reinsur-
ance," said Kenneth Smith, who
heads the NAIC's Study Group on

Property/Casualty Reinsurance.
The measure also would identify

slow-paying reinsurers.
Eliminating overstated recover-

ables would trim a ceding insurer's
surplus and thereby reduceits
ability to write business because
regulators require an insurer to
maintain an acceptable premium-
to-surplus ratio.

While a 3-to-1 premium-to-sur-
plus ratio is considered the stan-
dard, acceptable ratios may vary
with the risk underwritten.

Regulating reinsurance practices
by controlling a ceding insurer's
ability to take credit for reinsur-
ance is an indirect approach, but a
viable one, according to Illinois'
Mr. Washburn.

Such an approach is practical
because state regulators have
greater access to eeding com-
panies' books, records and execu-
tives because most of those insur-

ers already report to state
regulators, he explained.

That indirect approach also re-
flects state regulators' apprecia-
tion for the fact that "reinsurance

is a worldwide market and we

don't want to cut capacity"
through unnecessary regulation,
Mr. Washburn said.

In addition, industry experts
stress that regulatory protections
customarily afforded the insured
public are not warranted because
of the sophistication of parties to
reinsurance contracts (BI, May 9).

In an effort to deal with reinsur-

ance-related problems, the NAIC
dealt with a number of issues dur-

ing the past year.
For example, the NAIC's Blanks

Task Force took final action in Oc-
tober on behalf of the NAIC to in-

crease the annual statement dis-

closure requirements for prop-
erty/casualty insurers that cede
business to reinsurers (BI, Oct. 17).
The measures will go into effect
for 1989 annual statements that

ceding insurers file in March 1990.
The change requires the ceding

company to disclose disputed rein-
surance recoverables in footnotes,
if the amount is "material." An

amount is considered material "if

the amount or amounts in dispute
exceed 5% of the cedant's surplus,
if one reinsurer, or 10% if more

than one reinsurer," according to
the amendment.

The amendment also would re-

quire ceding insurers to disclose
the length of time undisputed
amounts recoverable from rein-

surers have been outstanding.
The amendment would alter

Schedule F, Part 1 A, Section 1 of
the annual convention statement,
which lists ceded reinsurance, to

include an "aging" schedule that
would categorize reinsurance re-
coverables on paid losses into four
categories: one for recoverables
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currently due; one for recoverables
overdue 30-90 days; one for recov-
erables overdue 90-130 days; and
one for recoverables overdue 180

days.
The determination of when a re-

insurance payment is "due" would
be based on the terms of the con-

tract, said Mr. Smith, who is dep-
uty director for the Illinois Insur-

ance Department's property/
casualty division. Depending upon
the contracts, payments are due
immediately, monthly, quarterly or
even annually.

Regulators generally support the
measure because they expect it to
encourage timely payment of rein-
surance while requiring cedants to
more accurately reflect the actual
amount of recoverables they are
likely to receive.

The measures also have gen-

erated broad-based support from
several segments of the industry,
including the RAA.

As an intermediary, "if I looked

at a prospective. new client" and
saw a lot of recoverable problems,
"I might bow out. The same for
prospective reinsurers," said Ron-
ald J. Taylor, president and chief
executive officer of G.L. Hodson &

Son Inc. of New Hyde Park, N.Y.,
the eighth-largest U.S. interme-
diary.

The requirement also will help
reinsurers determine which ce-

dants to avoid doing business with,
though "most reinsurers are doing
security analysis these days," Mr.
Taylor added.

However, Roger D. Espe, presi-
dent and chief executive officer of

Sullivan Payne Co. in Seattle, the
second-largest U.S. reinsurance
intermediary, pointed out that the
requirement will cost ceding com-
panies time and expense to meet
reporting requirements, and "this
action could place tremendous
strain on ceding companies whose
reinsurance was placed in markets
which are now insolvent, in liqui-

dation, in runoff, etc.

"This is not a major issue if rein-
surers are properly screened. We
have tracked the payment records
of reinsurers for several years now
and find the quality reinsurers eas-
ily pay within 30-45 days," Mr.
Espe said.

At the same meeting, the NAIC's
Blanks Committee deferred action

on a proposal that would require
ceding insurers to cut their capital
and surplus by 20% of overdue re-
insurance amounts. Such a reduc-

tion would be required only if the
reinsurance was at least 90 days
overdue, according to the proposal.

That proposal was referred to the
NAIC's Accounting Practices and
Procedures Task Force for further

discussion, Mr. Smith said.

An earlier version of that pro-
posal called for an increasing per-
centage of the amount to be writ-
ten off, whereby the longer the
reinsurance is delinquent, the

greater the percentage of the

write-off (BI, June 27).
In related action, the NAIC re-

cently amended its accounting
manual to deny a ceding company
credit for reinsurance recoverable

in dispute with an affiliate. This
was done through a proposal ap-
proved by the accounting practices
unit, Mr. Smith said.

And, the NAIC last year adopted
a measure requiring companies
that assume excess-of-loss reinsur-

ance contracts to separately report
loss development for primary as
well as reinsurance business. This

measure, which goes into effect
this year for data filed in March
1989, "will allow regulators to be
able to monitor the extent to which

any insurer which writes both
types of business recognizes the
volatility of its reinsurance losses,"
said Mr. Maisonpierre.

This year, the NAIC also released
an exposure draft of a model law
that would establish minimum

Continued on next page
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capital and surplus requirements
for reinsurers.

The proposal calls for establish-
ing a $10 million policyholders
surplus requirement for domestic
property/casualty reinsurers.

Most states now have no such

minimum requirement, according
to an NAIC representative.

However, the proposed model
would exclude reinsurers writing
coverages required by law or regu-
lation as well as companies that
assume reinsurance as part of a
pooling arrangement among affi-
liated cornpanies.

The proposal also would give
state insurance commissioners au-

thority to exempt a reinsurer from
the requirement.

The minimum surplus proposal
was made after a working group
of NAIC officials explored and re-
jected the idea of creating a sepa-
rate license for reinsurance.

The industry committee that ad-

vises the NAIC on reinsurance

matters opposed separate licensing
in favor of requiring increased sur-
plus, said a report submitted by T.
Darrington Semple Jr., committee
chairman. He is senior vp and gen-
eral counsel of New York-based

American Re-Insurance Co.

The NAIC this year also released
an exposure draft of a model law
that would broaden the NAIC's ex-

isting model Immunity Act.
The new version clearly protects

state investigators and informants
from civil liability while investi-
gating fraud-including reinsur-
ance fraud-in the insurance in-

dustry.
In addition, the NAIC discussed

tightening of a model law on credit
for reinsurance.

The NAIC adopted a model law
on credit for reinsurance in 1984,
corrected it in 1985 and amended it

again in 1987. Eight states have

adopted the model or similar legis-
lation, while 37 states and the Dis-

trict of Columbia have adopted re-
lated legislation or regulations.

The general purpose of the stat-
ute is to evaluate a reinsurer s fi-

nancial stability, require that min-
imum standards be set up within
reinsurance contracts and estab-

lish standards regarding the use of
trust agreements and letters of
credit, according to New Hamp-
shire's Mr. Solitro, who chairs an
NAIC subgroup considering the
topic.

Much of the discussion focuses
on the first section of the model

act, said Daniel J. Conway, vp and
general counsel with the RAA.
That portion of the act allows a
ceding company to take credit for
reinsurance if the reinsurance

company is: licensed in the state in
which the ceding company is do-
miciled; is "accredited" in that

state; or is licensed in at least one
state with substantially similar
credit for reinsurance require-
ments as well as solvency stan-

Late claims payments can wreak havoc on your
company's cash flow. Non-payments can wreck the
bottom line.

But those are risks you don't have to take.
Count on General Re to step forward with personal

service, prompt claims payments and unsurpassed
financial stability.

Stay out front with your reinsurance program.
Reinsure with the leader. Call General Re today.

DU6676666 inSUTURCe, UCLOUel 01, 1300 / 90

dards.

However, regulators face diffi-
culties in trying to implement the
law because of technical deficien-

cies, Mr. Solitro said. Not only is
"accredited" undefined in the stat-

ute, but regulators have difficulty
determining which states have
substantially similar laws, he said.
In addition, most states don't have
solvency standards in writing, he
said.

Although the working group is
still considering several amend-
ments proposed by the industry
advisory committee, an exposure
draft could be released by the
NAIC's December meeting, Mr.
Semple.said.

In addition to NAIC-related pro-
posals, individual regulators in
about half a dozen states have

taken other regulatory actions.
Specifically:
• New York and California have

modified letter of credit require-
ments.

General

0 Re°
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New York's decision to allow

branches of qualified foreign
banks to issue letters of credit on

behalf of reinsurers, which went

into effect at the end of last year,
resulted in a controversy in Cal-
ifornia over the wording of letters
of credit, Mr. Henricks said.

"The major difference was in the

area of liquidations and
who. . .would have the right to
draw on the LOC," he said. Both
states said authorized beneficiaries

should include the ceding com-
panies.

However, New York also wanted

to include any successor or rehabi-
litator, which could allow a New

York ancillary receiver to draw on
an LOC, while California wanted
to limit additional beneficiaries to

the domiciliary liquidator or re-
ceiver, Mr. Henricks said.

A compromise was reached ear-

lier this year that created four dif-
ferent LOC forms. Two factors-

where the insurer is licensed and

where it is doing business-deter-
mine which form must be used.

In addition, New York also

amended its Regulation 114-
which permits an unauthorized
reinsurer to establish a trust ac-

count to show proof of financial
responsibility rather than use an
LOC-to give a liquidator the right
to draw on the account, Mr.
Henricks said.

And, the New York Insurance

Department has a proposed
amendment pending to Regulation
20 that would limit the amount of

credit an authorized life insurer

can take for reinsurance ceded to

an unauthorized reinsurer. The

proposal would limit the credit to
the amount of the reserve the rein-

surer has established for that busi-

ness.

This should prevent the life in-
surers from circumventing reserve

requirements, according to a de-
partment statement.

In addition, California is review-

ing comments from public hear-
ings held late last year on a wide
range of reinsurance matters.
• Virginia's joint legislative

subcommittee is hearing testimony
on the state's antitrust laws, which
Attorney General Mary Sue Terry

wants changed to provide that of-
fice with more power over insur-

ance regulation, according to a
statement from the National Coun-

cil of Insurance Legislators.
Virginia's antitrust statutes now

give blanket immunity to any in-
dustry-like insurance-that is re-

gulated by the state, the RAA's Mr.
Conway said.

In addition, Ms. Terry also is
proposing a model excess reinsur-
ance cost control act that requires
extensive reporting of financial
data about reinsurance transac-

tions so the state's insurance com-

missioner can decide whether rein-

surance premiums or commissions
are excessive.

This measure is considered un-

workable by most industry spokes-
men, Mr. Conway said.
• Louisiana enacted legislation

during the 1988 legislative session
that defines those insurers with

which domestic insurers may enter
into reinsurance arrangements.

Failure to comply with the new
law may result in a ceding insurer
being fined up to $5,000 or having
its certificate of authority su-
spended or revoked.

0 New Jersey Insurance Com-
missioner Kenneth Merin included

a few reinsurance-related measur-

ers in a package of 20 bills he of-
fered in September to the state

Legislature (BI, Oct. 24).
The measures would authorize

Mr. Merin to permit the depart-
ment to establish regulations co-
vering reinsurance, which "cur-
rently is subject to almost no

regulatory control," according to a
department statement. In addition,
another bill calls for licensing and
regulating reinsurance interme-
diaries. I
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Directory of reinsurance intermediaries
A

Agnew International Inc.
77 Tamarack Cirde, Skillman, N.J.
08558; 609-921-0988

1987

Premium volume. $15,000,000
% Treaty. 7%

% Facultative. 93%

Gross revenues. $1,076,000
Total employees. 17

Treaty. 0
Facultative. 17

1986

$20,000,000
10%

90%

$1,400,000
21

4

17

Year founded: 1976.

Principal officers: Patrick J.L.
Agnew, president; W. James Cook,
vp.

Specialties: International rein-
surance

Licensed in: New York.

Alydon International Ltd.
Imperial Hotel Building, Church St.,
P.O. Box HM 2217, Hamilton HM
JX, Bermuda; 809-292-5099

1987 1986

Premium volume. $6,500,000 $2,500,000
% Treaty. 85% 90%

% Facultative. 15% 10%

Gross revenues. NA NA

Total employees. 2 2

Year founded: 1986.

Principal officers: Roy V. Bray,
president/managing director.

Specialties: Property, casualty,
captives, self-funded programs,

risk retention groups.
Licensed in: Bermuda.

Amberco Brokers Corp.-
New York

111 John St., New York, N.Y.
10038; 212-608-9766

1987 1986
Premium volume. * *

%Treaty... 100% 100%

Gross revenues . . * *

Total employees *

* Operations are pooled with other subsi-
diaries of parent company.

Year founded: 1982.

Parent company: Amberco
Holdings Inc.

Principal officers: Julian Grif-
fiths, president; Nigel Twohey and
Ann McSherry, vps.

Licensed in: New York.
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Amberco Inc.

First Floor, Contirental Building,
Church St., Hamilton, Bermuda;
809-295-9191

Premium volume.

% Treaty.
% Facultative.

Gross revenues.

Total employees.

1987

95%

5%

* Operations are pooled with other subsi-
diaries of parent company.

Year founded: 1985.

Parent company: Amberco
Holdings Inc.

Principal officers: Peter F.
Wilson, chairman; Julian M. Grif-
fiths, president; Nigel A. Twohey,
Ann McSherry and Martin Jack-
son, vps.

Specialties: Captives, risk re-
tention groups, financial reinsur-
ante.

Arkw,ight has one purpose. To help its customers throughout the world minimize their
long-term cost of risk. To do this, we provide a wide range of risk management services,
which we apply in a disciplined and straightforward way. First, working with our custom-
ers to identify, evaluate and,educe risk through engineering. Then, tailo,ing a program
to protect exposures that cannot be eliminated. This calls for a fresh perspective and
original thinking. Every time. We're not saying we're perfect. Only that at Arkwright,
you're going to get solutions that are developed for you. Not somebody else.

ARKH/RIGHT
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1986

95%

5%

American Healthcare
Intermediaries Inc.
1000 North Point, Suite 1405, San
Francisco, Calif. 94109;
415-346-5670

1987

Premium volume. $22,000,000

% Treaty. 100%

Gross revenues. $130,000

Total employees. 1
Treaty.. 1

Year founded: 1987.

Principal officers: Donald K.
Anderson, president.

Specialties: Accident and
health.

Licensed in: California, Texas
and Missouri.

American Intermediaries Inc.
1800 Century Park E., Suite 450,
Los Angeles, Calif. 90067;
213-201-6500

1987

Premium volume. $30,000,000
% Treaty... 100%

Gross revenues. NA

Total employees . 21
Treaty. . 21

1986

$38,000,000
100%

NA

16

16

Year founded: 1984.

Parent company: IONA Inc.
Branch offices: New York.
Principal officers: Henry M.

Krueger, chairman; Wolfgang J
Buettner, president.

Specialties: Property, casualty,
accident, life, health, medical pro-
fessional liability, financial.

Licensed in: New York.

American Reinsurance
Intermediaries Inc.

600 Holiday Plaza Drive, Suite 545,
International Office Center,
Matteson, 111. 60443; 312-748-9550

Premium volume.

% Treaty.
% Facultative.

Gross revenues .

Total employees.
Treaty.
Facultative.

Year founded: 1985.

Principal officers: Edward N.
Murray, chairman; John P. Heupel
and John T. Fried, vps; Ann M.
Vance, secretary/treasurer.

Andrew Edwards & Co. Inc.
111 John St., New York, N.Y.
10038; 212-227-1300

1987 1986

Premium volume. $98,000,000 $87,000,000
% Treaty. 100% 100%

Gross revenues. NA NA

Total employees. 15 12
Treaty.. 15 12

Year founded: 1977

Parent company: AANA Hold-
ing Co. Inc.

Branch offices: Woodbury, N.Y.
Principal officers: Andrew

Barile and Edward Mallozzi.
Licensed in: New York.

Membership: National Assn. of
Reinsurance Brokers.

Ashford Reinsurance

Intermediaries Corp.
345 Kinderkamack Road, P.O. Box
218, Westwood, N.J. 07675;
201-664-6677

Premium volume.

% Treaty.
% Facultative.

Gross revenues. .

Total·employees .

Treaty.

1987

$9,000,000

99%

1%

NA

5

5

1987

NA

80%

20%

NA

8

4

2

1986

$9,000,000
99%

1%

NA

5

5

Year founded: 1983.

Parent company: Walshire As-
surance Co.

Principal officers: Henry J.
O'Shea, president; Donald B.
Sharp, executive vp.

Licensed in: New York.

Continued on next page

1986

NA

80%

20%

NA

4

2

2

1986

NA

NA

NA

NA

NA
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1

Associated
Intermediaries Inc.

P.O. Box 1307, Alpharetta, Ga.
30239-1307; 404-664-1122

1987 1986

Premium volume. $65.000,000 $100,000,000
% Treaty. 55% 45%

% Facultative. 45% 55%

Gross revenues . $1,800.000 $2,300,000

Total employees. 47 52
Treaty.... 9 7
Facultative. 38 45

Year founded: 1982.

Principal officers: Alph H.
Browne, president; Stephen C.
Rece, executive vp; Joel J. Knight
III, secretary.

Licensed in: Georgia.

Associated Intermediaries-

S.C. Inc.

1634 Main St., Columbia, S.C.
29201; 803-256-4467

1981 1986

Premium volume. $40,164,713 $34,226,971

%Treaty... 100% 100%

Gross revenues. . NA NA

Total employees. 9 8
Treaty.... 9 8

Year founded: 1983.

Parent company: Preferred Re-
insurance Intermediaries Inc.

Acquisitions: Company was ac-
quired by Preferred Reinsurance
Intermediaries Inc. from Asso-

ciated Intermediaries Inc. on June

13, 1988.
Principal officers: Robert H.

Sanders, president; Karen N.
Basso, senior vp; David L. Coulter
Jr., vp; Kevin M. Elmore and
Veritha W. Lee, assistant vps.

Licensed in: New York.

Membership: National Assn. of
Reinsurance Brokers.

Athlone Intermediaries Inc.
444 Brickell Ave., Suite 450,

Miami, Fla. 33131; 305-577-0552

1987 1986

Premium volume. NA NA

% Treaty. 100% 100%

Gross revenues... NA NA

Total employees.. 4 4
Treaty. 4 4

Year founded: 1984.

Branch offices: Chicago.
Principal officers: Gustavo I.

Chomat, president; Gilbert B.
Tosch, vp; James W. Walker, assis-
tant vp.

Licensed in: Florida and Illi-
nois.

i

Atlantic Security Ltd.
Kitson Building, Reid St., Hamilton,
Bermuda; 809-295-5425

1987 1986

Premium volume. $2,300,000 $2,200,000

%Treaty... 20% 20%

% Facultative. 80% 80%

Gross revenues. NA NA

Total employees.. 10 10

Year founded: 1974.

Principal officers: Hal For-
kush, president; Colin James, vp.

Specialties: Financial reinsur-
ance, surplus relief.

B

BEP International

1140, Blvd. De Maisonneuve, Ouest
Bureau 1200, Montreal, Quebec
H3A 1 M8 ; 514-288-1133

1987 1986

Premium volume. $300.000.000 NA

% Treaty. 95% 95%

% Facultative. 5% 5%

Gross revenues. NA NA

Total employees. 170 170

Treaty.... 145 145

Facultative.. 25 25

Year founded: 1960.

Parent company: Sodarcan Inc.
Branch offices: New York, To-

ronto.

Principal officers: Robert Pari-
zeau, Robert Limoges, Raymond
Gilbert, Peter V. Dale, Christopher
Robey and Peter M. Bennett.

Specialties: Financial reinsur-
ance.

Licensed in: New York.

Membership: National Assn. of
Reinsurance Brokers.

B.R.1. International

Agency Inc.
156 William St., New York, N.Y.
10038; 212-233-7171

1981 1986

Premium volume. $2,200,000 $3,555,000

%Treaty..... 98% 9596

% Facultative. 2% 5%

Gross revenues.. NA NA

Total employees.. 7 8
Treaty.... 6 7
Facultative. 1 1

Year founded: 1981.

Parent company: B.R.I. Hold-
ing Corp.

Principal officers: Bruno Ru-

mignani, president; Fred Ghawi,
Howard Miller and Joseph Zweig,
vps; Burton Matfus, secretary/
treasurer.

Licensed in: New York.

Guide to intermediaries' directory
Information for the sixth annual directory of reinsurance inter-

mediaries was gathered from responses to questionnaires sent to
companies by Business Insurance.

The directory is published as an editorial service; there is no
charge for intermediaries to be included.

Following the name and address of the company, financial and
operational information for 1986 and 1987 is given, including pre-
mium volume related to reinsurance, percent of treaty and facul-
tative business (as a percent of reinsurance premium volume), and
gross revenues related to reinsurance. The number of total em-
ployees and those assigned to treaty and facultative reinsurance is
also given.

Next, the year founded and parent company (if any) are noted,
as well as locations of branch offices and subsidiaries brokering
reinsurance. Acquisitions and mergers in 1987 and so far in 1988
and names of principal officers follow.
If a company specializes in brokering reinsurance for particu-
lar types of risks, it is noted under the specialties heading.
Names of states in which the company is licensed in or does
business as a reinsurance intermediary complete the listings.

When a company is recently founded or refused to provide fi-
nancial information, it is noted in the listings as NA (not avail-
able).

If you wish to locate an intermediary by state you may refer
to the geographic index following the directory (see page 68). Home
offices, branch offices and subsidiaries brokering reinsurance are
included.

Although we make every effort to obtain complete and accu-
rate information, Business Insurance is unable to verify all data
because public documents are rarely available.

Adrian Baker Reinsurance
Intermediaries Inc.

100 S. Brentwood Blvd., Suite 200,

St. Louis, Mo. 63105; 314-721-1372

1987 1986

Premium volume. $18.100.000 $15,800,000

%Treaty..... 80% 80%

% Facultative. 20% 20%

Gross revenues... NA NA

Total employees.. 7 6
Treaty.... 4 4
Facultative. 2 2

Year founded: 1974

Principal officers: Adrian N.
Baker II, president; Richard H.
Chomeau, executive vp; Anthony J.
Sutcliffe, senior vp.

Specialties: Personal accident,
property catastrophe.

Licensed in: New York.

Membership: National Assn. of
Reinsurance Brokers.

Bates Turner Inc.

5200 Metcalf, P.O. Box 2959,
Overland Park, Kan. 66201;
913-676-5920

1987 1986

Premium volume. $204,000,000 $148,000,000

% Treaty. 100% 100%

Gross revenues. . NA NA

Total employees. 11 14
Treaty..... .. 17 14

Year founded: 1982.

Parent company: Employers
Reinsurance Corp.

Principal officers: Michael G.
Fitt, chairman/chief executive of-

ficer; Michael E. Fisher, president/
chief operating officer; James C.
Blanton III, vp; E. Wilson Wyant,
assistant vp.

Licensed in: New York.

Continued on next page
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NOVA
REINSURANCE
INTERMEDIARIES

for

FACULTATIVE
PLACEMENTS

specializing in...
, Primary Liability, Umbrella Placements
. Risk Retention Groups
, S.I.R. Programs
• captives

NOVA
REINSURANCE BROKERS, INC.
230 West Monroe Street
Chicago, IL 60606
Phone 312-621-1777
Telex 25-6231
FAX: 312-621-0262

FORUM REINSURANCE COMPANY LIMITED

«SUCCESS BUILDING ON SUCCESS

Forum Reinsurance achieved impressive growth for the 1988 year.
Following are the highlights from our financial statements.

Net Earned Premium

UndeIwriting Income

Net Income for the Period

Total Assets

Total Capital Funds

Finandal Reinsurance

1988

US$ 000

1987
US; 000

81,196 79,872

6,877 6,643

7,080 6,090

148,756 85,760

34,170 31,590

remains our core business.

During the past operating year The Forum Re Group has expanded its
business base with the acquisition of several specialist Insurers such as Oil
& Gas Insurance Company of Columbus, Ohio, Millers National Insurance
Company of Chicago, Illinois and Aneco Reinsurance Underwriting Limited
of Hamilton, Bermuda.

This unique group of companies gives Forum Re expertise in financial
reinsurance, captive reinsurance placements and multi-state license
capabilities in North American including the oil & gas insurance market.

Forum Re's expanded group of Insurance specialists are available to solve
your insurance problems. Please call or write if we can be of service and
for our financial statements for the period ending January 15, 1988:

CONITNENIAL INSURANCE BUILDING

RO. BOX HM 2504

CHURCH STREET, HAMIIION HM GX
BERMUDA

TELEPHONE: 809 292 2779

BCSIMILE: 809 292 4477

TELEX: 3732 SUMT BA

"



EDWARD LLOYD, LTD.
Reinsurance Intermediaries

Worldwide Treaty and Facultative Reinsurance

55 John Street - 11th Floor

New York, NY 10038

Telephone: (212) 619-5701
Telex: 4944979 E LLOYD NY

Facsimile: (212) 619-5714

A Lowndes Lambert Group Affiliate

Continued from previous page

Bell Nicholson Henderson

(USA) Inc.
123 William St., New York, N.Y.
10038; 212-406-1750

1987 198+

Premium volume. NA NA

4 Treaty. 1009 too'Y.
Gr<,ss revenues. NA NA

Total employees. 16 13
Treaty 16 13

Year founded: 1980

Principal officers: John K.
Witherspoon Jr., president; Robert
L. Mercer, vp; Arthur Myers, secre-
tary/controller.

Licensed in: New York.

J.W. Beresford-Wood & Co.

1450-C Enea Square, P.O. Box
4056, Concord, Calif. 94520;
415-680-8060

19K7 198¢i

Premium volume. $88,640.000 $11{),000.000

9 Treaty. 1009 ,(}1)9,

Gross revenues. $1,400,000 $1,800,000

Total employees. 13 11

0&0

MARKEJ

When it comes to selecting a
special risk broker for your
D&0 business, there's no
substitute for market

knowledge, expertise and
innovation.

At AVRECO, you benefit
from our impressive 25-
year track record in this
specialized field and the
long-standing relationships
we have developed with
many of the industry's largest
carriers. Our in-depth
understanding of underwriting
requirements enables us to move
with speed and agility in finding
the perfect match of risk to
market. It also provides us with
a flexibility unequaled in

developing solutions to complex coverage
problems.

You'll enjoy doing business with us
because we always have your best

interests in mind. Your accounts will

consistently receive prompt
attention and competitive
coverage with a top-rated
insuror. Some of the additional

classes of business we specialize
in include D&0 Liability for
Corporations, Banks and Non-
Profit Institutions; Kidnap and
Ransom; Lawyers Professional
Liability; Trust Department

E&0; Excess D&0 and E&0,
and Miscellaneous Professional

Liability.

Make AVRECO headquarters for
all of your D&0 coverage needs.

AVRECO
CHICAGO OFFICE

Professional Liability Division

Contact Pat Baggot at 312/346-6161
TLX 25-3553 • FAX 312/580-0106

10 S. LaSalle Street, Chicago, IL 60603

 INC.

NEW YORK OFFICE

Contact Deborah DiMarco at 1-800/446-4655

(in NY 212/968-9650)
TLX 640158 • FAX 212/425-1157

19 Rector Street, New York, NY 10006

Treaty..
Facullative

13

0

Year founded: 1980

Parent company: Concord Gen-

eral Corp.
Branch offices: Now York:

Westport, Conn.; Newark, Ohio.
Principal officers: Jeff Beres-

ford-Wood, president; Tom Thie
and Ed Miller, executive vps; Peter

Norton, Bill Haley, Don Salierno
and Ed Lukeo. senior vps; Terry
Quested and Louis Leone, vps.

Specialties: Professional liabil-
ity.

Licensed in: New York.

Membership: National Assn. of
Reinsurance Brokers.

E.W. Blanch Co.

Limited Partnership
3500 W. 80th St., Minneapolis,
Minn. 55431; 612-835-3310

1987 1986

Premium volume $1.2 billion $1.4 billion

4 Treatv 989 99,3

9. Facultative. 2% ]S

Gross revenues,., $52.000.000* 550,1)00,000•

Total pmployres. 331 299

Treaty . 315 284

Facultative. 16 15

*Blestimate

Year founded: 1957

Branch offices: New York; Chi-

cago; San Francisco; Hartford,
Conn.; Copenhagen, Denmark;
London.

Subsidiaries: EW. Blanch

(U.K.) Ltd., London.
Principal officers: E.W Blanch

Jr., chief executive officer/partner;
Michael W. Cashman, president/
managing general partner; Paul S.
Mavros, executive vp-production
& client services/partner; Frank S.
Wilkinson, executive vp-special
products & services/partner;
Donna Hentges, executive vp-home
& branch office operations.

Specialties: Life, accident and
health, professional liability, polit-
ical risk.

Licensed in: New York; does
business in all states.

Guy Carpenter & Co. Inc.
2 World Trade Center, New York,

NY.10048, 212-323-1000

1987 198*1

Premium volume. NA NA

% Treaty. 93%* 90%•

% Facultative. 7%* 10%*

Revenues,. . . $270million* $285 million•
Total employees. 1.377 1,340

*81 estimate.

Year founded: 1923.

Parent company: Marsh &
MeLennan Cos. Inc.

Branch offices: San Francisco;

Los Angeles; Chicago; Atlanta;
Coral Gables, Fla.; Dallas; Hart-

ford, Conn.; Minneapolis.
Subsidiaries: Balis & Co. Inc.,

Philadelphia; Guy Carpenter & Co.
(Canada) Ltd., Toronto; Guy Car-
penter Italia S.r.L., Milan and
Trieste, Italy; Guy Carpenter & Co.
(Asia) Ltd., Hong Kong; Guy Car-
penter & Co. ApS, Copenhagen,
Denmark; Guy Carpenter & Co.
(Stockholm) AB, Stockholm, Swe-
den.

Affiliate: Guy Carpenter & Co.
S.A., Brussels, Belgium.

Principal officers: Richard H.
Blum, president/chief executive of-
ficer/director; Michael J. Cody,
Robert S. Constable and Michael S.

Cooper, executive vps/directors;
Clement S. Dwyer Jr., John Kean
Jr., Edward G. Maher, Robert J.
Rock, Gabriele J. Troiano and
Robin C. Watts, senior vps/direc-
tors; James D. Weaver, director.

Licensed in: New York, Califor-
nia, Illinois, Georgia, Florida,
Texas, Connecticut and Minnesota.

Continued on page 48
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From coast to coast, we're the leader in group Long Term Disability insurance *and a top provider of
Individual Disability protection.But we never forget we're from Maine.You see, finding more than one solution to a problem is a way of life here. By having a different perspective,we're able to introduce income protection plans which are truly innovative and responsive.And by doing this, we enable you to offer your employees disability, group life, retirement and ftexible
benefit programs which meet their needs better.We're UNUM. Ask your insurance professional about all the difFerent ways we can solve your problems.(B UNUM®Or call us directly at 1-800-634-8026 (in Maine 1-800-356-8111). And then Our name means number one.you'll see why our name means number one in income protection.

UNUM Life Insurance Company, Portland, ME 04122 (Pension products available only through this company). UNUM Life Insurance Company of America, Portland,ME 04122 (All states except NY) First UNUM Life Insurance Company, larrytown, NY 10591 (New York State only) *Employee Benefit Plan Review, April 1988
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Mediation?
Come to tbe Iader.

Mediation 0 Arbitration 3 Minitrials 0

Med/Arb 0 Retired Judges El Expedited
Arbitration 0 Specialized Experts 0
Individualized ADR Prcgrams E Publications
El Training El Membership Services.
All are available from the nation's leader in

Alternative Dispute Resolution.

The American Arbitration Association

Program Development
140 West 5lst Street

New York, NY. 10020

<212] 484-4040

-Ar 1-800-353-3303

Offices in 33 cities nationwide.

Write or call for free brochure,
Insurance ADR Procedures

81

Conn,tued from page 46

Cole, Booth, Potter Inc.
100 Metro Park S., Old Bridge, N.J.
08857; 201-290-8000

1987 1986

Prem in Alume. $171,792,976 $101,014,462

T 'r-eaty. 100% 98%

fl Facultative 0% 2%

Gross -evenues. $6,430,678 $6,192,917
Total cmpliyees. 115 104

treaty. 115 93

Facultative.. 0 11

Year founded: 1939.

Parent company: Aon Corp.
Branch offices: Chicago, Bos-

ton.

Acquisitions: Commonwealth
Intermediaries, March 1988.

Principal officers: Paul R.
Davies, president/chief executive
officer; Demarest Newman, execu-

tivE vp; Paul Dreuth, Craig Ott,
Thcrras Simone and John VanFos-

sen senior vps.
Licensed in: New Jersey, Illi-

nois, Massachusetts and New York.

Membership: National Assn. of
Reinsurance Brokers.

Jchn B. Collins
Associates Inc.

3500 Normandale Lake Blvd.,
Uinreapolis, Minn. 55437;
312-921-3933

1987

Premirr volume. $73,000,000
*Treaty. 100%

Gre,ss revenues. NA

Total en*loyees. 8
rreaty._,,. 8

Constitution Re
Professional Reinsurance,
Personal Service..0 1

f '»fl

/A -
al'

Since 1940

Constitution

Reinsurance

Corporation

A XEFOX Financla Services Company

New York • Chicago
Los Angeles • Brussels 2

A.M. Best Rating: A +

1986

NA

NA

NA

NA

NA

.

Year founded: 1987.

Principal officers: John B. Col-
1 ns, James A. Brost, Daniel J.
E urke and Gregory L. Brettingen,
Frincipals; James E. Christianson,
associate.

Specialties: Property, casualty,
crop reinsurance.

Licensed in: New York; does
business in all states.

Combined Intermediaries
of America Inc.

1201 Elm St., Suite 5250, Dallas,
Texas 75270; 214-744-5250

1987 1986

Premium volume. $12,000,000 $10,000,000

% Treaty.... 99% 991*

% Facullative. 1% 14

¢;ross revenues. . $650,000 $191,600

9otal employees. 7 5
Treaty. 6 4

Year founded: 1986

Principal officers: Alan G.
Hardin, president; Nolan Strahan,
executive vp; Avis Johnson, senior
vp; Craig Regan, chief financial of-
ficer.

Specialties: Private passenger,
automobile, homeowners, commer-
cial property.

Licensed in: Texas and New
York.

Contingency Resources Inc.
One Biscayne Tower, Suite 1914,2
S. Biscayne Blvd., Miami, Fla.
33131; 305-372-8220

1987 1986

Premium volume. NA NA

Gross revenues ,, NA NA

Total employees.. 6 6

.

Year founded: 1985.

Branch offices: Chicago.
Principal officers: Norma C.

Sofo president; J. Michael Grif-
fiths exec-itive vp.

Licensed in: Florida and Illi-

no.:.

Cooper Gay Steele
& Co. Ltd.

120 Wai St., New York, V.Y.

10005; 912-248-1150
1987• 1986

PrEmi_tm vol. me. NA NA

* Treaty . 50% NA

5 Facultal:ve. 50. NA

Gnis rever.u as. NA NA

TD.al Employies. R NA
r-eaty. NAZ

Ficullatke, 2 NA

' F gures E refor 1988

Year fcunded: 1988.

Parent company: Cooper Gay

(Eoldings) Ltd.
Principal officers: David A.

Gay, cha.rman; R. Patrick Steele,
president; Douglas G. Slaplehurst,
secretary'treasurer; Toby C Esser,
assistant vp

Licensed in: New York,

Corporate Advisors Inc.
910 Skokie Blvd., Northtrook, 111.
60062; 312-564-5820

1987 1986

Premium wmme. NA NA

G -cs: revenLes. NA NA

T,•ta: emplorees 3 NA

Year lounded: 197C. activated

in 1986.

Principal officers: Louis W.
Eiegler, president; William L.

Continued on next page
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Biegler, vp; C.M. Murphy, vp/sec-
retary.

Licensed in: Illinois.

Cravens & Co. Special
Insurance Services

555 California St., Suite 2920, San
Francisco, Calif. 94104;
415-433-6161

Premium volume.

91 Treaty...
Gross revenues. .

Total employees.
Treaty.

1987

$85,000,000
100%

NA

21

21

1986

$100,000,000
1009

NA

22

22

Year founded: 1978.

Principal officers: Malcolm
Cravens, chairman; Hartley D.
Cravens, vice chairman; Edward

W. Tuescher, president; Leon E.
Button, executive vp; Carol C.
Cravens, Raymond L. Karnofski,
Thomas Kelly, Daniel Murphy and
Mariellen M. Tarnutzer, vps; M.
Mark Cravens, assistant vp.

Licensed in: New York.

Membership: National Assn. of
Reinsurance Brokers.

Crawley Warren Black Inc.
116 John St., Suite 714, New York,
N.Y. 10038; 212-267-3737

Premium volume.

%Treaty...
Gross revenues.

Total employees.
Treaty.. ...

Year founded: 1985.

Parent company: Crawley War-
ren (U.S.A.).

Principal officers: Peter M.
Black, president; Donald E. Ens-
len, vp/treasurer; Donald W.
Brustman, vp; Elizabeth A. Daly,
assistant vp.

Licensed in: All states.

Crump Re Inc.
10 Columbus Blvd., Hartford, Conn.
06106; 203-727-9727

1987 1986

Premium volume. $93,350,000 $75,000,000
% Facultative. 100% 100%

Gross revenues. NA NA

Total employees. 56 52
Facullative.. 56 52

Year founded: 1978.

Parent company: Fred S. Jannes
& Co. Inc./Sedgwick Group P.L.C.

Branch offices: New York; Dal-
las; Marietta, Ga.; Minneapolis.

Acquisitions: Independence In-
termediaries Inc., April 1, 1988.

Principal officers: Salvatore D.
Zaffino, chairman/chief executive
officer; Edmund J. Hanley, vice
chairman; L. Douglas Williams, se-
nior vp/chief financial officer.

Licensed in: New York.

Cypress Creek
Intermediaries Inc.

440 Crown Oak Centre Drive,
Longwood, Fla. 32750;
407-830-9990

1987

Premium volume. $27,500,000
% Treaty. 100%

Gross revenues. $250,000

Total employees.. 4
Treaty.. 4

1986

$26,925,000
100%

$215,000
4

4

Year founded: 1984.

Acquisitions: Formed Westmin-
ster Intermediaries Ltd., Freeport,
Bahamas.

Principal officers: Michael T.
Pyle, president; Peggy B. Pyle, vp;
Laurie Langston, assistant vp;
Christine Sullivan, assistant secre-

tary.
Specialties: Agricultural, acci-

dent and health, medical, property,
risk retention groups, animal mor-
tality, bloodstock.

Licensed in: New York and

Florida.

D

Delaney Offices Inc.
55 John St., New York, N.Y. 10038;
212-267-9339

1987 1986

Premium volume. $25,000.000 $25,000,000

% Treaty. 100% 100%

1987

NA

100%

NA

6

6

1986

NA
1005

NA

5

Gross revenues.

Total employees.
Treaty.

$1,000.000
5

5

$600 000

6

6

Year founded: 1954.

Principal officers: William F.
Delaney Jr., president; Donna
Wright, vp.

Licensed in: New York.

E

Enan & Co.
1440 Chapin Ave., Suite 300,
Burlingame, Calif. 94010;
415-347-2100

1987

Premium volume. $30,000,000
% Treaty. 100%

Gross revenues. . NA

Total employees. . 18
Treaty. 18

1986

$19.000,000

100%

NA
14

14

Year founded: 1979.

Continued on page 58
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Business Insurance gives you total news coverage of loss
prevention, risk financing and benefit management. Every name (please print)

week. Annual subscription (52 issues) in US. dollars.
title telephoneCheck here) Surface Mall By AIr

SA 0 $68 0 $145
Canada 0 $100 0 $155 company

Bermuda (air only) m $150
United Kingdom 0 $140 or £78

nature of business
Europe/Middle East 0 $140
All other foreign 0 $100 Rates on request

0 business or 0 home address
0 new subscription. 0 renewal. 0 payment enclosed.
0 bill me. 0 bill company.

city state/country zip/postal code0 Please send information on your special 20%-off group 0 1 prefer not to receive information or advertising by mail
rate for five or more subscriptions. from companies not affiliated with Crain Communications.

Mail to: Business Insurance, Circulation Dept., 965 E. Jefferson Ave., Detroit, MI 48207 4COUB

Bermuda
Itknot just the world's best captive locale. Ws one of the world's best banks.

Realistic legislative freedom
and a highly developed infra-
structure are two of the benefits

that have brought more than half of
the world's captive insurance
companies to Bermuda.

But Bermuda is more than

a place. It's the name of one of the
world's most respected interna-
tional banks.

The Bank of Bermuda. One

of the few banks that truly under-
stands your captive business needs.

We have been serving

international business clients for

nearly 100 years. Through our
network of offices in Bermuda, New

York, London, Hong Kong, Luxem-
bourg and Guernse we are the
international banking partner to
more than half of the Fortune 500

companies or their subsidiaries.
This experience has given

us the expertise you need in global
asset management.

Our unique Bankline
service lets you tap directly into
our database so that all your cash

management transactions can be
done from your own desk.

We can also offer you our
experience as managers of inter-
national investment portfolios and
act as your custodian in settling
security transactions, anywhere in
the world.

If you would like to find out
more about the advantages we offer
captives, talk to us.

Call John Swain, one of
our captive specialists, at The Bank
of Bermuda at (809) 295-4000.

THE BANKOF BERMUDA LIMITED
Bermuda, NewYork, Lnndon, HongKong, Luxembourg,and Guernsey, Channel Islands



Centre Re

is pleased to
announce

that a gap
in the reinsurance

market

has been filled.

Centre Re (Bermuda)• Hamilton • 809-295-8501 • Centre Re [Barbados) • Bridgetown • 809-429-3974 • Centre Re (New York) • New Y(



The traditional reinsurance market often is unwilling to provide reinsurance where active loss
experience is anticipated. Centre Re fills that gap. Our products provide an innovative com-
plement to your traditional reinsurance programs.

We are a new company with $250 million in surplus, specializing in "Finite Risk" Reinsurance By
this we mean we put a cap on our liability; however, in exchange our clients often share in our
profitability Our products include:

Aggregate Stop Loss Covers • Loss Portfolio Transfers • Quota Share Treaties • Excess of Loss
Covers: Working and Risk Exposed Layers • Surplus Relief Programs • Schedule F Management •
Whole Book Run-off • Financial and Tax Management • Distressed Company Programs • Loss
Development Management • Reinsurance as part of Divestiture and Acquisition Plans

We would appreciate the opportunity to tell you more about Centre Re's business, and how we
might be of benefit to your company.

Contact us through your reinsurance intermediary.

CentreRe
Innovation in Reinsurance

212-809-8880 • Wholly-Owned Subsidiaries of Centre Reinsurance Holdings Limited • Hamilton, Bermuda
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STATE OF THE MARKE T
Basic principles
hold key to future
for reinsurance

By LeRoy J. Simon and John C. Narvell

HERE YOU GO again." This phrase is
reminiscent of Ronald Reagan ridiculing his

political opponents. Just as it is once again election
time in the United States, it is also time for another

soft market in the insurance business.

We carl't avoid elections; they are a periodic
necessity. And unfortunately we do not seem to be
able to avoid insurance and reinsurance market cycles
either. Insurance economists are now confirming that
the elements of an insurance marketplace are such that
they will inexorably produce the cycles we have been
observing. There is no way to prevent them. On the
other hand, however, we can hopefully learn from our
mistakes and develop methods to soften and control
their impact and thus be better able to survive them.
Let's look at some of the disturbing trends that are
present in the reinsurancemarket today.

Countless writers and speakers have lamented the
last severe soft market. It was so deep and long that
some people were predicting that the market would
never return to normalcy. However, that was before
the losses began to rape the fortunes of those
unfortunate investors known as "mnocent capacity." It
was also before the U.S. tax authorities eliminated the

incentive for the offshore captive reinsurers to write
51% of their premium on unrelated risks.

In spite of the length and depth of the soft market,
it did eventually harden. By January 1986, capacity
for excess casualty risks was almost non-existent. Price
increases had gone beyond the elastic limits of the
market to such an extent that buyers were refusing to
pay the exorbitant rates. The marketplace had failed to
provide the very things that encourage risk managers
to buy insurance: stability and security.

As a result, new buyer-created facilities sprung up
to fill the void: "alternative markets" as they have
been popularly called. The size and speed of this
movement were dramatic, continuing even today. Two
companies alone, A.C.E. Insurance Co. Ltd. and X.L.
Insurance Co. Ltd., have permanently removed more

than $350 million of annual premium from the
commercial insurance marketplace. Many may say,
"good riddance," or "let them have it," but this attitude
is myopic and will certainly lead to further retreat and
capitulation.

To paraphrase the late Sen. Everett M. Dirksen of
Illinois: "$350 million here, $350 million there-pretty
soon it adds up to real money."

No, the reinsurance marketplace cannot afford to
lose such mammoth chunks of premium volume if it is
to remain viable. It must learn from its

past mistakes and prevent them from
recurring.

The evolution of the alternative

markets was not the problem before, nor
is it today. The mistake was to fail to

provide stability in pricing; the cure is to
not let prices deteriorate to such a point again. If
enough capacity retires to the sidelines when rates

become inadequate and if that capacity is ready to step
back in as prices begin to firm, we will avoid both the
depth of inadequacy and the violent and over-reacting

snapback in prices. If the industry again fails in this
effort, more premium will be withdrawn from the

standard market, never to return again.
The last market downturn was exacerbated by the

introduction of many new players whom the old timers

derisively referred to as "innocent capacity." The
problem of innocent capacity was not perceived as a

problem by many. In fact, the constant ebb and flow of

Speaking
Out

0

new blood serves to keep the reinsurance industry
healthy and responsive.

However, some supposedly clever companies saw the

introduction of new players as an opportunity to cede
unprofitable reinsurance in a soft market. This
is, of course, one means to ameliorate the

damaging effects of inadequate rates. The
opportunity to make a profit on ceded

reinsurance is one way to separate the
experienced reinsurance professionals from
the new amateurs. Who is the winner and who

is the loser in such a game?
One example that arose in my experience was an

excess-of-loss protection where any loss in excess of

50% of the ceding company's net lines would be
covered by the reinsurer. The premium paid for this
burner was only 20% of the ceding company's net
premium (net after all deductions). This contract was
effectively a 50% quota share for only 20% of the
premium. The ceding underwriter must have thought
he was quite clever. Now he is trying to collect from an
insolvent reinsurer.

It might salve the conscience of the ceding

underwriter to have the reinsurance fraternity agree

rNA ©A*
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that this one treaty was not responsible for the
reinsurer's bankruptcy. Of course it wasn't. In this case
it took hundreds, if not thousands, of bad decisions on
unprofitable treaties to bankrupt the company, or
perhaps the cause was one basic policy decision to
inadequately underwrite the business. In any event, the
underwriter who thought he was outsmarting the
market was the loser. He paid the premium, but he
can't collect his recoveries. It was the most costly
cheap-reinsurance treaty he ever bought.

The National Assn. of Insurance Commissioners

should not be surprised to find some reluctance among
insurers to identify troubled and insolvent reinsurers in
companies' annual statements, as the regulators require
in new accounting rules effective in 1990 (BI, Oct. 17).

Most underwriters individually and most companies
collectively are proud to say that they have strong
reserves; but who would like to highlight the fact that
"I was so clever in placing enormously unprofitable
outgoing reinsurance, that I was a significant factor in
this reinsurer's demise?" Another interpretation is: "I
was so naive in the placement of my outgoing
reinsurance, that I put it with these now-insolvent

Continued on next page
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Responsible reinsurance then have more faith in that underwriter's ability to The only possible resolution to this is for there io
understand the whole Insurance process'> be a greater level of information sharing within

Cont:nued frompremous page Those who would deny an underwnter this level reinsurance companies. Just as actualles have valuable
companies, which is likely to cost us millions of dollars of full knowledge not only show a lack of confidence slalls that can be of great assistance to underwriters,
in uncollectibles " Even if neither statement applies in in him, but also provide him with the very crutch actuaries must recogmze the slall and expenence of
a given case, there is no way to give a detailed needed to rationalize the wntlng of inadequately priced underwriters
explanation business m a soft market Pressure from the buyer, The actuary errs if he feels that the numbers tell

The disturbing trend of the reappearance of Innocent from the broker and self-generated pressure to write him everythmg and the underwnter errs if he thinks

capacity is not as clear as other trends may be It is also business all conspire to force hinn toward marginally that losses never occur on business that is wntten to

counterbalanced by the withdrawal of significant pnced busmess It is then that he "discovers" be loss free The delays Involved m the settlement of

amounts of capital by some relnsurers and the investment income and introduces it into the pricing reinsurance claims are longer than many underwnters

withdrawal of a larger than normal number of names equation, forgetting that it was always there are aware The problem of this double-edged sword is
at Lloyd's of London Let us hope that the Instead, let's give the complete underwriter the not that the remsurer gets to hold the premium dollars

counterbalancing forces contmue to hold sway and complete story Let's give him promptly, uniformly and longer, but rather that the amounts of the ultimate

the fear of over-capitalization and runaway innocent consistently the correct tools he needs to do his job in losses are all too easily underestimated Only when

capacity does not materiallze today's marketplace-mcluding the true story on underwriters are consistently involved in the review of
One of the attractions that drew the innocent collected premiums and Investment Income loss development statistics can they comprehend the

capacity to the reinsurance business was the promise of Among the humorous definitions of the business of danger of prematurely assummg profits based upon
earning mvestment Income with someone else's money reinsurance, one of the more prophetic is that reported or settled claims

When mterest rates are high, there is the natural reinsurance is a business where money passes from Another disturbing trend is that too many of the

temptation to attract premiums to try to earn the hand to hand until it eventually disappears The first underwriters and actuaries in the reinsurance industry
investment income There are two flaws to this corollary of this is that he who holds the cash wms do not have the proper training and the years of
premise First, every other supposedly clever The question of who holds the cash is one of the expenence really necessary for the business to run
underwriter is chasmg the same premium dollar with more troublesome aspects of remsurance accounting efficiently and smoothly This is particularly true for
the same thought in mind, and, secondly, high interest The inadequate identification of reported premiums the primary-company buyers of reinsurance

rates are frequently associated with nsing inflation, and losses vs. settled premiums and losses-that is, Frequently the position of director of ceded reinsurance
which invariably leads to higher losses accrual accounting vs cash accounting-creates an at a direct company will be a normal stop m the

These higher losses do not Just arise out of the illusion of cash flow that may not exist For all the training of a future executive Unfortunately, smce he

 new business being written Inflation also impacts the advantages of accrual accounting, it does mask the fact is not a reinsurance specialist, he may make decisions
, entire portfoho of known pending losses and those that many reinsurers have alarmingly large volumes of that are less than optimal

that are incurred but not reported, as well. Every one unallocated cash While the holding (and investing) A lack of continuity is also apparent at assuming
of these claims will be subject to the upward pressure of cash is desirable, the existence of such unallocated compames where a reinsurance underwriter who moves
from rising inflation cash indicates that uncollected cash is also a problem up the ladder rarely takes his portfoho with him but,

Those who concentrate on rather, leaves his problems
1

property insurance may feel that behind for someone else to

they are safe from inflation We If investment income were credited to the underwriters on a prompt, uniform handle This tends to reward

are sure you realize that and consistent basis in both good times and bad-if every underwriter from superficiallty if the

disputed clalms may take the top management to the desk underwriter knew the full economic effect of bobbmg-and-weavmg buyer or
months, and sometimes years, to reinsurance underwriter can

resolve during which the effects
writing a piece of business at all times--wouldn't one then have more faith in

present a good image and move
of Inflation will impact the final that underwriter's ability to understand the whole insurance process? on fast enough
payment Experience also shows The Lloyd's system of senior
that loss of profits or business underwriters retaining contact
interruption covers, marine hull and cargo, and the If a reinsurer is not certain about what cash it has both as cedants and as reinsurers has been far supenor
U.S winter freeze-type losses are really long-tailed received, then it most certainly is going to be uncertain in this sense because of its continuity
pockets of Inflation-sensitive busmess The narrow about its receivables Once agam, the underwriter Another change in the reinsurance market that has
margins of property business leave httle room for needs to have accurate data in a timely fashion in order compounded the problem of Inadequate underwntlng
tolerance to produce profitable business Consequently, he must data has been the shit away from proportional

Once again the last market cycle provides good also bear a significant part of the responsibility for remsurance to the more comphcated non-proportional
examples When Interest rates were so high in the collecting the company's overdue amounts and seeing business Excess remsurance requires much greater
early '8Os, the competition for Insurance premiums that they get applied to the proper accounts experience, training, and sophistication to master it
was fierce Compames were quoting renewals as 20% of Another problem related to the sublect of complete Those who expect to survive and prosper in today's
prior rates instead of 20% off prior rates One broker Information is m the area of loss reserves Statistical reinsurance market should expect to work very hard
observed that he saw a case renew for a total premium analysis of loss reserves lS more important for and long to master the skills required to compete
that was less than he had been paid in brokerage the reinsurance than for direct msurance for two reasons effectively

previous year First, the time delays for the payment of remsurance As ceding compames become more sophisticated,
The folly of such practices is painfully evident now, losses are greater because the underlying direct losses remsurers must continue to grow with them In fact,

but the pressures to maintain market share then were must be paid first The phenomenon is amphfied in the successful remsurers will stay well ahead of their
quite real Market share is worthless in a soft market, lt case of excess remsurance wherein an underlying clients in technical expertise Traditionally, the services
merely magnifies the problem m the long run retention must be exceeded on a paid basis before the offered by remsurers included assistance in

Interest rates agam are beginning to notch upward a remsurer will start to pay underwriting, claims and technical services Skills in
1 bit around the world and we begin to see the sturbmg The second reason is due to the reduced amount of these areas must be constantly honed and improved

trend toward "cash-flow underwnting" resurfacing data on a case-by-case basis, which limits the abillty of and new areas added to the skill base because those
This, of course, 15 just another name for the a reinsurer to produce accurate case reserves who thmk that they can stand still will very quickly
introduction of investment mcome mto the pricing The requirement for statistical review, analysis and find that the market has moved beyond them
equation It is true that prenuum collected, retained, projection of the loss reserves produces a natural There are plenty of sound, expellenced, competent
and Invested produces mvestment income Note that it conflict The underwnters who accept the busmess and professionals on both sides of the remsurance
is not loss reserves or unearned premium reserves that are responsible for its profitability are not, by nature, transaction However, cedants are not uniformly
earn mterest, it is premiums that are collected, retained statisticians. It is unreasonable to expect underwriters the"sophisticated buyers" that economic
and Invested that do. Yet some persist m trying to to also be actuanes. That does not mean that a theory, law and regulation would hke to make them
credit Investment mcome to various groups of pollcies remsurer can function without actuarial support, it out to be

or pohcyholders on the basis of outstanding loss may as well go without underwriters also Inevitably, In fact, remsurance is often "sold" when most times
reserves This is just plam wrong If there were no someone performs the actuarial function at the it should be purchased on the basis of careful, detailed
premiums collected, the loss reserves would be just company If the position of actuary is not formally analysis of the factual situation by the company
the same, but one would not credit investment Income defined, then it is done by top management, the head management This might lead to more efficient and
to them, would they? underwriter, an accountant, or someone effective buying of reinsurance

So, there unll be a temptation to move toward Frequently compames that do not perform sumcient It might be of value, for example, to evaluate the
cash-flow underwriting again, and why not? The statistical review will suffer from madequate loss potential impact of a change m a remsurance program
investment Income is always there m both soft and reserves and will constantly be chargmg their current m terms of additional rlsk to earnings per share or to
hard markets. The sm is not m considermg investment income with losses due to adverse loss development On return on equity Woul(in't it, at times, be helpful to see
income m a soft market, the problem is rooted in trying the other hand, companies that do perform bona fide how random factors would cause a glven situation to 
to ignore it in a hard market, and throughout the loss reserve analysis are hkely to encounter an internal come out if one were able to hve through 100 years or I
majority of the market cycle If mvestment Income "us vs them" struggle between actual·les and 1,000 years of the possible outcomes? Today's computer 
were credited to the underwriters on a prompt, umform underwriters The underwriters resent being saddled technology makes this feasible, given the nght input
and consistent basis in both good times and bad-if with large IBNR reserves that they neither want nor Unfortunately, some reinsurance brokers, account
every underwriter from the top management to the understand It takes considerable time to prove that the executives and underwnters are not the "sophisticated
desk underwriter knew the full economic effect of "mcredulously high" IBNR of yesterday has become sellers" that theory would hke them to be, either The
wnting apiece of busmess at all times-wouldn't one the "needs strengthenmg" reserve of today. Continued on page 56
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· Treaty Reinsurance Written Through
Intermediaries

f

REINSURANCE AND THE RIGHT FOCUS

When you select a reinsurer, ith important that you get a clear picture
of its financial stability You might start by considering a company's
policyholders' surplus. But don't make it your only f6cus. Todays large
surplus could be compromised by liberal underwriting policies, leading
to overexposure and future instability.

A reinsurerb Best's rating will help sharpen the image. But todayb
rating isn't meant to tell you everything you should know to predict where
the company will be in ten years - when you may need it to pay a claim.
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The clearest picture of a reinsurer's financial stability includes not only
surplus and rating, but people, too. After all, its people who shape the
company's future.

At NAC, you'll find seasoned reinsurance professionals with a wealth
of diversified experience. People whose sound management skills and
judicious underwriting complement a Bestks rating of"A" and a surplus in
excess of $165 million. NAC, a solid, secure company worth focusing on.
Greenwich, Hartford and New York. We 71 be there when you need us.

· Facultative Reinsurance Written Directly

North American Company
for Property and Casualty Insurance

A Member ot the NAC Re Group.
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Responsible reinsurance
Continued from page 54

sophistication of those in the marketplace will ebb and
flow as the cycle brings fresh and inexperienced
players into the reinsurance business and as difficult
times weed them out. Dilettante reinsurers will

continue to appear when the cycle is at its hardest and

dilettante cedants will appear at its softest. Those that
jump in just as the market turns either way may
be knowledgeable enough to escape the "dilettante"
label. However, they may not escape the consequences
of inexperience.

The next disturbing trend we see is that the
increased presence of less sophisticated buyers and
sellers has planted the seeds of destruction for the
preferred long-term relationship between these parties
and the breakdown of the principle of good faith.

For example, we see this in the increased frequency
of litigation over contract terms. Traditionally, treaty
contract wordings were drafted by people who were
knowledgeable about the subject and were comfortable
in their relationships with each other. If there was any
question about the interpretation, it could easily be '
worked out between the parties in spite of what a
literal reading of the contract might say; there had
been a long-term relationship and each party expected
that it would continue for many years into the future.

Today, however, parties are trying to understand
these terms and conditions without the benefit of the

understanding that comes from established,
professional relationships and knowledge of industry
practice.

In addition to the long-term nature of the
relationship, the business was inherently profitable to
the reinsurer; after all, the reinsurer was providing a
valuable service to the ceding company. Losses could
be covered knowing that the long-term profitability
and the continuing nature of the relationship would get
things right in the long run.

In fact, one of the most disturbing developments
in the last cycle was the continued erosion of the
principle of utmost good faith. This principle, which
is inherent in every insurance contract, is even more
applicable to reinsurance. The average consumer of
insurance may not be aware that this principle is
presumed of him in his insurance transaction. On the
other hand, when an insurance company buys
reinsurance, it must be familiar with the principle
and be obliged to honor it. While an average buyer
of insurance may claim ignorance of the principle,
a ceding company has no such defense.

Well, the world has changed!
Profit margins are thin; there is no long-term

relationship; principles cannot stand in the way of
survival; disputes are rampant. Conditions have
deteriorated to the point that one leading insurance
lawyer is espousing the concept of a monetary dollar
threshold for the principle of utmost good faith. He
says that above such a threshold, money will not
change hands without the intervention of legal
assistance. We might hope that this is not true but,
unhappily, the concept has a chillingly familiar ring
and we fear that "utmost good faith" has been
seriously wounded.

How does the reinsurance industry prevent itself
from falling into anarchy? The answer is simple to
state but difficult to apply-return to the basic
principles upon which the industry was founded;
namely, professionalism, long-term relationships, and
the principle of utmost good faith. This does not mean
that reinsurance should be a closed club. On the

contrary, the reinsurance market should be open to all
who are willing to commit their careers and fortunes.

This return to basic principles manifests itself in
the pursuit of professional credentials and continuing
education; it demands similar standards from both
reinsureds and reinsurers; it upholds the principle of
utmost good faith even when the amount of money
involved seems large.

First, those who aspire to call themselves reinsurance
professionals must master the skills required. It is not
enough to learn the specialized jargon. The business of
reinsurance is sufficiently diKerent from insurance that
newcomers should pursue some formalized training.
One is never too young or too old to broaden one's
education. Experience on the firing line is very
valuable, but, while the questions may be the same as

those in the past, the answers today may be different.
There is the old saw about have you had 25 years

of experience, or one year of experience repeated 25

times? Just as it takes new learning to face the
problems of the future, it also requires years of learning
through varied experience with the various facets of
the business to "see it all." It is not enough to be an
ivory tower specialist in a narrow area.

For example, underwriters must master the skills

of rate monitoring to be able to determine when to
decline inadequate rates. There is a point when market
share retention is overshadowed by potential
impairment to a company's capital. Underwriters need
to understand all of the intricacies of the legal and
financial requirements of the business. There is no

standardization of contract wordings in reinsurance as
there is in consumer insurance. Underwriters must

examine every clause to consider the terms of premium
remittance and loss coverage. In addition, if funds are

withheld, technical results must be adjusted to produce
the same bottom line as if the funds were not withheld.

There is no real mystery or magic about investment
income; it contributes to the company's profits and the
funds to invest are produced by underwriting activity.
It's an area of needed underwriting expertise.

The hallmark of an underwriter is to be able to

underwrite. A truism? Perhaps, but does the principle
of "a people-oriented business" entitle one to do
business simply by knowing who to trust, who has a
knowledge of the business and who the long-time
participants have been? There are some who call
themselves "underwriter" and rely only on those
factors plus the concepts that taking a small piece of a
lot of offerings provides spread and no one decision can

One of the most disturbing

developments in the last cycle was the
continued erosion of the principle of
utmost good faith. This principle is

even more applicable to reinsurance.

hurt very much if it goes bad.
True underwriting involves the ability to evaluate

risk, to analyze exposures, to keep current on
developing technology in a host of fields, to understand
financial statements, to be able to discern trends and

project them into the future, to understand losses, the
judicial system, juries and so on and so on.
Underwriting is not just a simple matter of knowing
with whom to do business.

Today, reinsurance underwriting requires a broader
spectrum of quantitative skills than ever before. New
technology permits collection and analysis of
information that was inconceivable even five years ago.
Insurance, and especially reinsurance, is a "numbers
game." Those who do not develop a mastery of
analytical skills will be eclipsed by those who do. This
means that underwriters will have to become adept
with their computers and consult their actuaries and
statisticians more than ever before.

Cash-flow underwriting is with us to stay. It has
been with us all along but now we are opening our
eyes and admitting its existence. The bottom line today
is not measured in technical operating ratios but in
return on equity. Today's reinsurance underwriters
must be able to meet the challenges that will be
brought to the market by new entrants seeking to gain
a foothold through aggressive marketing, innovation or
realistic, bottom-line pricing.

The increased sophistication in the analysis of rates
and rating plans must be mirrored with an increase in
the sophistication of analysis of loss reserves. There are
two facets to this. First, underwriters need feedback to

understand how to determine appropriate rate levels.
Premiums must be sufficient to pay losses no matter
how long the delay for loss settlement. Eventually cash
will be disbursed.

Second, the reinsurer must maintain adequate
reserves not just for the goal of accuracy of financial
statements but primarily to maintain the financial
solidity that is the hallmark of success. A reinsurer that
is constantly playing "catch up" with its reserves will
not be attractive security to a potential reinsured.

Reinsurers should strive to attract, train and retain
the best possible employees. This truism is sometimes

underappreciated. Reinsurance is not a commodity
where employees are interchangeable. Reinsurance
involves long-term personal relationships that should
be encouraged and nurtured. Training and retention of

employees is critical to the proper functioning of the
reinsurance marketplace. Those companies with the
best-educated, motivated and trained people will
consistently produce the best results.

Despite good intentions, disputes about reinsurance
agreements will inevitably arise. Most reinsurance

agreements include an arbitration clause that specifies
disputes must be submitted to arbitration before any
legal action may be commenced. This is in keeping with
the concept of the two parties to the agreement being
equals, acting within the bounds of utmost good faith.
It also recognizes that reinsurance is a specialized
business that is better understood by experienced
arbitrators than by those outside the industry.

While legal action is usually permitted subsequent
to arbitration if either party desires, the preferred
course of action should be arbitration, not litigation.
Arbitration is faster, less expensive and more in
keeping with the goal of long-term security. As an
industry, we must make every effort to make
arbitration work.

CEOs must get into the fray in earnest and may have
to become statesmen in order to make the system work.
It is one thing to get a superficial briefing on a
situation and then back your own staff, it is quite
another to sit down with the antagonist CEO and listen
with open ears and an open mind. Dispute resolution
does not need advocates, it needs statesmen.

As for security, one should not simply "know your
reinsurers." That type of familiarity can be gleaned
by anyone from the pages of the well-known
publications that report on and evaluate companies.
One should know his reinsurers very, very well.

An interesting rule might be to paraphrase Will
Rogers and say "Never cede to an underwriter you
haven't met," and then add: "on his own home

ground." That may seem like an overly ambitious
objective, but is it really? Do your objectives require
a myriad of tiny slivers of cover being placed with
a whole host of miscellaneous companies or would a
few reinsurers, known very, very well do the job?

A rotating program of visiting home offices of
reinsurers could be accomplished in a three-year cycle.
Think of the positive consequences, not only in less
uncollectible reinsurance, but also in times of stress
when you and your reinsurer both need to know each
other very well in order to make the future work.

The reinsurance business has some special privileges
in that it presently enjoys a relatively low degree of
regulation in comparison to consumer insurance. But
this level of regulation demands greater self-regulation
to prevent a breakdown of the market. Market
disruptions will create the opportunity, in fact the
invitation, for oppressive regulation.

The reinsurance industry has a responsibility to
provide security on a long-term basis. Cooperation
both among reinsurers and with client reinsureds is
required for the business relationships to be
productive.

The list of problems and disturbing trends we have
outlined might lead one to think that the reinsurance
industry is in trouble. On the contrary, the very nature
of the reinsurance business willlead to its

strengthening. The underlying qualities of those within
the reinsurance industry will see it through.

The cardinal rule is to know your business-top,
bottom, and all sides. The good old days will never
return, but the new days can be a lot better if we are
all prepared for them.

-     LeRoy J. Simon   -
7--  is an executive
 aidl consultant with
 Coopers & Lybrand Mf, F

el__ 1 1 J
 in New York. John ba//

1 C. Narvell is a

-il/ senior consultant ./
I M Lybrand in

Mr. Simon
Bermuda. This

Mr. Narvell

article is based on a

presentation to the Casualty Actuarial Society
Seminar on Reinsurance, held in Short Hills, N.J.,
earlier this month.



youcano er
youre ployees anj:
insurancd per"
thatwon'tcost AO.54,4,454

youadime
hydon't,n0Jvul

Introducing "Liberty For All'.'
Nowyour employees can pay fortheir auto, home and life insurance through convenient payroll

deductions. All claims or questions regarding coverage or r - - - - - - - I - - - -I..Send to Roland Cote 813 1

services are handled directly between Liberty Mutual  Director of Mass Merchandising, Liberty Mutual 
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Spotlight report
Continued from page 49

Principal officers: H.A. Enan,
chairman, J.E. Webster, president;
P.J. Murphy, executive vp/chief
executive officer; D.N. Hoemke,
executive vp.

Licensed in: New York.

Membership: National Assn. of
Reinsurance Brokers.

Encon Reinsurance

Managerslnc.
141 Adelaide St. W., Suite 1706,
Toronto, Ontario MSH 3LS;
416-865-9640

1987

Premium volume $10,000,000

9 Treaty. 905'

G Facultative. 105

Gross revenues. $841,000
6Total employees.

Treaty..... 2
Facultative. 2

1986

$6,000.000
95%

59

$472,()00
6

Year founded: 1984.
Parent company: Eneon Insur-

ance Managers Inc.
Principal officers: Jeffrey R.

Vannan, president; William A. Sa-
lisbury, vp-treaty; 1Iugh E. Fardy,
vp-facultative

Specialties: Professional liabil-
ity.

Licensed in: Canada

Financial Reinsurance Inc.

140 S. Atlantic Ave., Ormond
Beach, Fla. 32074; 904-677-4453

1987 1986

Premium volunne. $34,463.075 $38,515,221

BE Treaty. 100'4 100%

Gross revenues, NA NA

Total employees. 5 5
Treaty. 2 2

Year founded: 1960.

Parent company: Ormond Re
Group Inc.

Subsidiaries: W.J. Burt & Asso-

ciates, New York.
Principal officers: W. Lock-

wood Burt, president; John B.
Deiner, executive vp; A.L. Di-
Pardo, senior vp-claims; William
T. Long, vp-reinsurance account-
ing.

Specialties: Crop hail.
Licensed in: New York and

Florida.

C.L. Frates Reinsurance

Intermediary Inc.
17 Battery Place, New York, N.Y.
10004, 212-363-8975

1987 1986

Premium volume $17,500,000 $15,()()(),()00

%.Treaty. 95r, 95%

% Facultative. 5% 5%

Gross revenues. $740,000 $680,000

Total employers., 2 2
Treaty. . 2 2

Year founded: 1986

Principal officers:
Amato, senior vp

Licensed in: New York.

G

Albert P.

Arthur J. Gallagher & Co.
(Bermuda) Ltd.
P.O. Box HM 2000, Hamilton HM
HX, Bermuda; 809-292-4654

1987 1 986

Premium volume. $4,500,000 $6,000,000

%Treaty
40%

60% 6()%

% Facultative 40%

Gross revenues $1,250,000 $1,700,000

Total employees. 5 5
Treaty...... 2 9
Facultative. . 2 2

Year founded: 1972

Parent company: Arthur J.
Gallagher & Co.

Subsidiaries: Arthur J. Gal-

lagher & Co. (Cayman) Ltd.,
George Town, Grand Cayman.

Principal officers: John P. Gal-
lagher, president/director; Robert
E. Gallagher, vp/director; C.J.
Noon, managing director; Ronald
L. Hubbard, finance director.

Specialties: Public entities.
Licensed in: Bermuda and Cay-

man Islands.

Arthur J. Gallagher
Intermediaries Inc.

111 John St, Suite 1912, New
Yor<, N.Y. 10038, 212-732-9855

1987

Prem_um vo jume. $12,400,000

9 Treaty. los

% Facultative. 9094

Gross revenues $1,050,000

Total employees. 20
Treaty... 1

Facultative. 19

Year founded: 1987

Parent company:
GallaE{her & Co.

1986

NA

NA

NA

NA

NA

NA

NA

Arthur J.

Branch offices: Cianston,
Rhode Island.

Acquisitions: E&S Interme-
diaries, June 1, 1987.

Principal officers: Joe Deeris-
tofaro, president; Robert J. Cls-
borne Jr., executive vE; Randy
Jensen, Ted Levandowski and Bert

deBont, vps; Kevin Der.ike, assis-
tant vp.

Specialties: Casualty, autcmo-
tive, petrochemical and heavy
manifacturing.

Licensed in: New York ar_d

Rhode Island.

John Gilbert

Intermediary Group
80 Maiden Lane, Suite 22)0, New
York, N.Y 10038; 212-797-9740

198- .983

Premium volume, $20,000,( 00 $25.030 000

% rreaty. 10)5 1)09

Gross evenues. NA NA

Total Employees.. 7 14

Treaty., 7 13

Year founded: 1973.

Principal officers: John L. Gil-
bert, chairman/president.

Gill & Roeser Inc.

535 Fifth Ave., Nen York, N.Y.
10017, 212-972-4880

1987 1986

Premium volume NA NA

9, Treaty . 10 F, 10@%

Gross revenues. NA NA

Tital employees. 9 11
Treaty. 9 11

Year founded: 1983
Subsidiaries: GaR Interme-

diaries Inc., New York.

Principal officers: Ardian Gill,
chairman. Kirk Roeser, president:
James Snedeker, semor vp; David
Roegel, assistant zp; Ondine Holi-
t.an, account manager.

Specialties: Financial reinsur-
Ence

Licensed in: New York; does
business in all states.

AMERICAN RF
YOUR

INSURANCE

I  NY 11/1/87BANKERS TR COMPANY, NEWYORK

Uad0 4
.BOR

Harry W. Gorst Co. Inc.
805 Fairmont Ave., Glendale, Calif.
91203, 818-507-0900

1987 1986

Premium volumr $45.000 $30.000

9 Treaty. 309

% Facultativr 98(; 705

Gross revenues $4,500 $3,0(HO

Total employees . 2 '2

Year founded: 1968

Principal officers: Harry W

Gorst, president; Robert. C. Black-
well, chief financial officers Mi-
ehael Heagerty, senior vp.

Licensed in: California, Ari-
zona, Kansas, Missouri and Texas.

Thomas A. Greene & Co. Inc.
1270 Ave. of the Americas, New
York, N.Y. 10020; 212-408-3700

1987 1986

Premium volume . $527,500,000 $444.()()0.000

% Treaty . 93% 89.8,8

9 Facultative 75· 10.29

Gross revenues . $28,700,000 $27,400.000

Total employres. 225 216

Treaty. 196 179

Facultative. 29 37

Year founded: 1979.

Continued on next page
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Continued from previous page
Parent company: Alexander &
Alexander Services Inc.

Branch offices: Chicago; San
Francisco; Stamford, Conn.

Acquisitions: Certain assets of
Ropner & Arnold Inc., June 26,
1987.

Principal officers: Thomas A.
Greene, president/chief executive
officer; John L. Busi, executive vp/
chief financial officer; Michael G.
Bungert, senior vp-Chicago office;
William R. Coleman, senior vp-
Stamford office; John W. Torn-
quist, senior vp-San Francisco of-
fice; Robert J. Arnold, S. Lennart
Barkinge, Neil W. Hiller, Edward
T. Kelley, Frank L. Kleiner, John
F. Langen, John M. Marek, Robert
T. Mobyed, J.J. O'Connell, Donald
B. Peat and Robert S. Youpa, se-
nior vps.

Licensed in: New York.

Greig Fester
(North America) Inc.
116 John St., Suite 1410, New
York, N.Y. 10038; 212-619-0140

1987

Premium volume. $38,000,000

% Treaty..... 98%
% Facullative. 2%

Gross revenues... $3,206,000

Total employees.. 36
Treaty...... 34
Facultative. 2

Year founded: 1981.

1986

$33,000,000
98%

2%

$2,800,000

30

28

2

Parent company: Greig Fester
Group Ltd.

Principal officers: Charles B.
Penruddocke, vice chairman/chief
executive officer; Irving Bloom,
president/chief operating officer;
Leonard B. Wagner, secretary/
treasurer; Jeffry G. Laupus, vp.

Licensed in: New York.

H

H & H Re-Insurance
Brokers Ltd.
Trott Road, P.O. Box HM 1861,
Hamilton, Bermuda; 809-295-3342

1987

Premium volume. $11,500,000

% Treaty. 95%

% Facultative. 5%
Gross revenues... NA

Total employees.. 8
Treaty.. 8

1986

$9,700,000

95%

5%

NA

6

6

Year founded: 1977.

Parent company: International
Advisory Services Ltd.

Principal officers: Simon C.
Everett, W.H. Outerbridge.

Licensed in: Bermuda.

DU*676666 1766167-UnCe, UCI.OUer 01, 1366 / 03

Frank B. Hall

(Intermediaries) Ltd.
P.O. Box HM 1581, Hamilton,
Bermuda HM GX; 809-295-5454

Premium volume.

%Treaty.....
% Facultative.

Gross revenues..

Total employees.

1987

$25,500,000
40%

60%

NA

5

1986

$22,000,000
40%

60%

NA

5

Year founded: 1982.

Parent company: Frank B. Hall
& Co. Inc.

Principal officers: Stuart H.
Grayston, president/chief execu-
tive officer; Madeline F. Joell, se-
nior vp.

Licensed in: Bermuda.

Harrison & Co.

320 Alvarado Ave., Los Altos, Calif.
94022; 415-941-4419

1987 1986

Premium volume. $8,000,000 $8,000,000
%Treaty. 99% 99%

You can
count thedays

ittakes us
to payyour claims

on onehand.
That's our policy. Five days after confirmation of damages and

coverage, your check is on its way Because we're American Re.
And we make prompt payments a reality.

We've committed a higher percentage of our resources to
claims service programs than any other reinsurer. Exclusive
programs in Arson Identification and Prevention. Massive Injury
Management Catastrophe Management Litigation Management

Come to American Re. We're everything we claim to be.

American Re-Insurance Company
American Re Plaza, 555 College Road East, Princeton, NJ 08543-5241 (609) 243-4200

Atlanta · Boston · Chicago · Columbus · Dallas
Hartford · Kansas City · Los Angeles · Minneapolis · New York · Philadelphia · San Francisco

Bogota · Cairo · London · Melbourne · Montreal · Santiago · Singapore · Sydney · Tokyo · Toronto

% Facultative.

Gross revenues...

Total employees.

1%

$75.000
1

1%

$75,000
1

Year founded: 1977.

Principal officers: John P. Har-
rison, president/treasurer; Ann P.

Harrison, secretary.
Licensed in: New York and Cal-

ifornia.

W.0. Hart & Co. Inc.

2777 Summer St., Stamford, Conn.
06905; 203-357-1714

1987 1986

Premiurn volume. $13,000,000 $10,500,000

%Treaty. 100% 99%

% Facultative. 0% 1%

Gross revenues. $445,000 $360,000

Total employees. 7 8
Treaty. 7 8

Year founded: 1977.

Principal officers: Warren 0.
Hart, president; Sandra B. Hart,
secretary; Francis J. Hamilton III,
assistant vp.

Specialties: Professional liabil-
ity, workers compensation, alter-
native risk financing facilities.

Licensed in: New York.

Heddington Brokers Ltd.
P.O. Box HM 1187, Hamilton,
Bermuda HM EX; 809-295-3063

1987 1986

Premium volume. NA NA

% Treaty. 10%

% Facultative. 90% 9091

Gross revenues... NA NA

Total employees. . 10 E
Treaty...... 1 1

Year founded: 1981.

Parent companies: Heddington
Insurance Ltd. and Willis Fabei

P.L.C.

Subsidiaries: Willis Faber Hed-

dington Ltd., London.
Principal officers: Robert C

Golden, president; Monica Dobbie
senior vp; Mark G. Randall, vp
J.0. Heyliger, assistant vp.

G.L. Hodson & Son Inc.

3333 New Hyde Park Road, New
Hyde Park, N.Y. 11042;
516-365-9000

1987

Premium volume. $400,000,000
% Treaty. 81%

% Facultative. 19%

Gross revenues. $23.000,000
Total employees. 201

Treaty..... 152

Facultative.. 49

1986

$425,000,000
88.5%

11.5%

147

45

Year founded: 1924.

Parent company: Corroon &
Black Corp.

Branch offices: Atlanta; Bos-
ton; Los Angeles; San Francisco;
New York; St. Paul, Minn.

Subsidiaries: RGI Inc., Boston.
Principal officers: Ronald J.

Taylor, president/chief executive
officer; Michael E. Rothpletz, ex-
ecutive vp/chief operating officer.

Licensed in: New York.

Holborn Agency Corp.
90 John St., New York, N.Y. 10038;
212-267-0224

Premium volume.

% Treaty.
Gross revenues..

Total employees.
Treaty....

1987

NA

100%

NA

40

40

Year founded: 1920.

Principal officers: John N. Gil-

bert Jr., president; James A. Cath-
cart III, executive vp; Joseph N.
Gaffney, senior vp.

Specialties: Property, casualty.
Licensed in: New York.

1

IOC Reinsurance

Brokers Ltd.

67 Yonge St., Suite 902, Toronto,
Ontario MSE 1 J8; 416-863-6665

1987 1986

Premium volume. NA NA

%Treaty..... 92% 95%

% Facultative. 8% 5%

Gross revenues.. NA NA

Total employees. 13 13
Treaty. ... 10 10
Facultative.. 3 3

Continued on next page

1986

NA

100%

NA

34

34
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Continued from previous page Principal officers: Nick Row-
Year founded: 1980 ton, president; Alex Karsanidi, vp.1988-89 BUSINESS INSURANCE Principal officers: Joseph I. Specialties: International rein-

O'Connell and H. Robert Inksater, surance.

directors; Frank Cammisuli, vp. Licensed in: New York.DIRECTORY
of Co,po,ate Buyers of Insurance, Benefit Plans and Risk Management Services

Updated and expanded, the 1988-89

Directory includes vital statistics on more

than 2,135 companies of all sizes located
throughout the U.S.

Available in print or on tape.
To order >our copy complete the order card
below cr phone 313/446-0477.

Reserve copies

name
$75 each. All orders must be prepaid.
Make check payable to: title

Business Insurance Directory
compan- phone

Total enclosed: $
address

or charge my E]Visa []Mas-ereard
city state zip

E]American Express E]Optima
- Mail to: BLsiness Insurance Directory

Account # Siagle Copy Sales
Exp. natp 965 East Jefferson Avenue

Detroit MI 48207
Sign/hire

INRE International

(New York) Ltd.

117 Beekman St., Suite 3E, New
York, N.Y. 10038; P.O. Box 948,
Peck Slip, New York, N.Y. 10272;
212-349-9222

Premium volume.

% Treaty.
% Facultative

Gross revenues. .

Total employees.

Treaty.
Facultative.

1987

$1,000,000
20%

80%

$50,000
3

1

2

Year founded: 1982

Parent company: UNEX Re-
sources Ltd.

Claims AreWhat
Reinsurance Is All About

Defore the hurricane strikes, we

ensure that premiums are paid, contracts

are signed and all necessary arrangements
have been made so that claims can be

paid promptly and efficiently.
Each Intere Branch Office has a .

Claims Unit which supervises the '
collection of claims and follows those

reinsurers that participate in reinsurance
contracts to make certain that claims

requests are being met, satisfying Ehe

requirements of the reinsured.

Satisfying the needs of reinsurance

buyers requires a skill cultivated

through many years of experience with

the insurance and reinsurance industry,

and we have been doing it successfully

for 70 years.

-< To find out more about Intere, tbe

Intermediary, and how we can help you

writ your ticket to the world reinsurance

market, please write or call our Corporate

Headquarters: Intere Intermediaries, Inc.,
199 Water Street, New York, NY 10038-

(212) 809-3900.

IR Intere
Thz Intermediary

· Atlanta · Chicago · Minneapolis ·New York.San Francisco

1986

$50,000
10%

90%

$25,000
3

Intere Intermediaries Inc.

199 Water St., New York, N.Y.
10038; 212-809-3900

1987 1986

Premium volume. NA NA

% Treaty, 100% 100%

Gross revenues. $20,500,000* $23,000,000*

Total employees. 208 216

Treaty. 208 216

* Bl estimate.

Year founded: 1919.

Branch offices: Atlanta, Chi-

cago, San Francisco, Minneapolis.
Principal officers: Ward B.

Gordon, chairman/chief executive
officer; Roland G. Roth, vice chair-

man; Wallace El Winter, president;
Daniel R. Colello, executive vp;
George A. Edwards, senior vp/
treasurer; Kenneth R. Fewell,
Brian S. Keegan, Thomas J. Wil-
liams, Ronald C. Anderson,
Thomas F. McGrath III and Mi-

chael G. Woll, senior vps; Robert
L. Mendes, vp/general counsel;
Ronald C. Fazio, vp/secretary.

Specialties: Property, casualty,
marine and aviation, accident and
health.

Licensed in: Georgia, Illinois,
California, New York and Minne-
sota.

International
Intermediaries Inc.

131 E. Main St., Elmsford, N.Y.
10023; 914-592-2072

1987

Premium volume. NA

9 Treaty. 90%

% Facullative 10%

Gross revenues. NA

Total employees. 4
Treaty , 2
Facultalive. 2

Year founded: 1982

Principal officers: Jim Wolo-
soff, chairman; Bud Richman,
president; John Caltabiano,
vp/secretary/treasurer; Marlin
Henning, vp.

Specialties: Excess of loss, fi-
nancial guarantee, credit indem-
nity, credit life and disability.

Licensed in: New York.

International Reinsurance

Services Inc.

10 S. LaSalle St„ Chicago, Ill.
60603; 312-782-9547

1987 1986

Premium volume. $6,324,743 $7,345,169
% Facultative. 100% 100%

Gross revenues . NA NA

Total employees.. 7 8
Facultative. 5 6

Year founded: 1977.

Parent company: Cameron
General Corp.

Principal officers: Fred H. Pea-
son, president; William D. Yurek,
executive vp; Mike Wilken, man-
ager.

Licensed in: Illinois.

Membership: National Assn. of
Reinsurance Brokers.

JBW Connecticut

225 Main St., Suite 204, Westport,
Conn. 06880; 203-454-1400

1987 1986

Premium volume. NA NA

% Treaty. 95% 95%

% Facultative 5% 5%

Gross revenues. . NA NA

Total employees. 2 2

Year founded: 1985.

Parent company: DJ. Salierno
Corp. and J.W. Beresford-Wood &
CO.

Principal officers: Donald J.
Salierno, president.

Licensed in: New York.

Continued on page 62

1986

NA

90%

10%

NA

4

2

2

-



Does It Really Matter
Which Reinsurer YouGet?

7_

9

You pay your money and you take yourchances.

Some insurers got lucky. Others got
stretched out payments or in some cases,
nothing at all.

A surprising amount of reinsurance was
bought this way, with little or no regard for the
quality of the reinsurer.

As part of the worldwide Swiss Re Group
we provide our clients with unmatched stability,
capacity and underwriting experience.,

.

Our innovative approach to non-tradi-
tional reinsurance solutions reflects our ability
to adjust to changing market conditions.

And our pioneering efforts in such
areas as engineered risk and catastrophic
injury are known throughout the industry.

It's important for you to know the
differences between North American Re and
other reinsurers.

- Because while reinsurers may look
alike, some arem worth a plug nickel.

NOmH AMERICAN REINSURANCE CORPORATION 237 PARK AVENUE, NEW YORK, NY 10017 (212) 907-8000
ATLANTA BOSTON CHICAGO DALLAS LOS ANGELES NEW YORK PHILADELPHIA SAN FRANCISQO

9

NOETH AME12ICAN

Choosing A Reinsurer
Shouldn't Be A Risk
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Spotlight report

/0

We can be

your «PASSPORT"
to U.S. and world

reinsurance markets 1

Pearson & Georgi International travels the globe every day
in the marketing and placement of reinsurance. As interna-
tional reinsurance brokers, our expertise and capabilities
extend to both foreign and domestic business.

Through our New York area headquarters we handle a
large and growing book of U.S. accounts as well as provide
foreign ceding companies with direct access to the lucrative
American market. Our expanding international business, on
the other hand, is efficiently serviced by our affiliate Pearson
& Georgi (Europe) Ltd., operating out of Athens, Greece.
Both facilities complement one another and work together
in the best interests of clients.

We specialize in all classes of treaty and facultative
reinsurance, reciprocity reinsurance, formation and man-
agement of captive and offshore insurance companies, and
acquisitions and mergers. You'll also benefit from our over
100 years of international marketing experience, multi-
lingual staff and reputation for finding solutions to large and
complex coverage problems.

SEND FOR YOUR FREE PASSPORT

The Pearson & Georgi "Passport" 
outlines our unique capabilities 
and profilesourkeystaff mem- ll.illll
bers. Write for your compli- -'I--

mentary copy today.

folv
Pearson & Georgi International, inc.

REINSURANCE BROKERS

RO. Box 1597 • 117 Washington St. • Hoboken, NJ 07030
Phone 201/656-0800 • Telex Nos. 668889 & 968017

Facsimile No. (201) 656-3412
Pearson & Georgi (Europe) Ud.-312 Syngrou Ave. • 17673 Athens, Greece
Phone 951-2739 & 951-8125 • Telex 214646 PGRE GR • Facsimile 952-5500

Continued from page 60

J&H Intermediaries Ltd.

Victoria Hall, Victoria St., Hamilton
5, Bermuda; 809-292-4402

- 1987 1986

Premium volume. NA NA

% Treaty . 10% 1()%

% Facultative. 90% 90%
Gross revenues. NA NA

Total employees. 21 18

Year founded: 1978.

Parent company: Jchnson &
Higgins.

Principal officers: Brian Hall,

president; Peter McKenzie, Ri-
chard Rdynell, Cathy Lord and
Roger Gillett, vps.

Specialties: Captive reinsur-
ance programs, portfolio transfer
reinsurance.

Licensed in: Bermuda.

Le Blanc De Nicolay U.S. Inc.
140 E. 45th St., 42nd Floor, New
York, N.Y. 10017; 212-972-7090

1987 1986

Premium volume. $45,000,000 $30,000,000
%Treaty... 100% 100%

Gross revenues. $594,297 $384,330

Total employees 6 5

Treaty.. 6 5

Year founded: 1986.

Parent company: Groupe Le
Blanc de Nicolay Paris.

Principal officers: Gilles

Lorans, president; William Asay,
assistant vp.

Licensed in: New York.

Lincoln National
Intermediaries Inc.

1300 S. Clinton St., P.O. Box 1110;
Fort Wayne, Ind. 46801;
219-427-3290

Premium volume.

% Facultative.

Gross revenues. .

Total employees.
Facultative. .

1987

NA

100%

$3,024,946

13

13

1986

NA

100%

$1,700,753

13

13

Year founded: 1984.

Parent company: Lincoln Na-
tional Corp.

Principal officers: Kenneth J.
Clark, president; Thomas E. Skill-
man and Louis D. Fisher. vps.

Specialties: Financial reinsur-
ance.

Licensed in: New York.

The Specialists for , Run-off& Loss

Portfolio Reinsurance

Edward Lloyd Ltd.
55 John St., New York, N.Y. 10038;
212-619-5701

1987

Premium volume. $16,000,000

% Treaty. 55%

% Facultative. 45%

Gross revenues. NA

Total employees. 9
Treaty... 3
Facultative . 3

1986

$12,200,000
45%

55%

NA

8

3

3

Year founded: 1984.

Parent company: Lowndes

Lambert Group.
Principal officers: Ronald H.

Molatto, president; Kevin R. Ken-
nedy and John M. Mannix, vps.

Specialties: Property, casualty.
Licensed in: New York.

Luvang Insurance
Underwriters Inc.

5757 N.W. 11th St., Suite 220,
Miami, Fla. 33126; 305-264-7614

1987 1986

Premium volume. $2,250,000 $2,500,000

% Treaty . 5% 5%

% Facultative. 95% 95%

Gross revenues . NA NA

Total employees. 4 4
Facultative . 4 4

Year founded: 1982.

Principal officers:
Stewart, president.

Licensed in: Florida.

M

Harold

Madison Intermediaries Inc.

261 Madison Ave., New York, N.Y.
10016; 212-867-4601

1987 1986

Premium volume. NA NA

%Treaty..... 60% NA

% Facultative. 40% NA

Gross revenues. NA NA

Total employees. 103 NA

Treaty...... 40 NA
Facultative. 63 NA

Year founded: 1987.

Parent company: Frank B. Hall
& Co. Inc.

Branch offices: Los Angeles
and San Francisco.

Subsidiaries: Madison Interme-

diaries of California, Los Angeles.
Principal officers: Thomas J.

Kennedy, president/chief execu-
tive officer; Philip L. Parker, se-
nior vp/director-brokering opera-
tions; Allyn F. Hess,
vp-professional liability; R. John

I Prospective Aggregate Covers

I Financial Reinsurance

Pinnacle Reinsurance Company Limited
Barclays International Building

Pinnade Church Street, RO. Box HM 1801
Hamilton HMHX, Bermuda.
Tel: 809-292-8600 Fax: 809-295-5019

Telex: 3572 ASSUR BA

Total Capital and Surplus in excess of US$50 million

Young, vp-facultative; George H.
McMahon, president-Madison In-
termediaries of Calif.; Jose M.
Torres, vp-international; John P.
Carsley, assistant vp-property; Ro-
bert W. Clark, senior vp-marine/
aviation; Robert G. Brookshire,

vp-facultative-Los Angeles office;
Linda Conroy-Nokes, assistant vp-
facultative-San Francisco office;

Clifford D. Babington, assistant
vp-facultative-New York office.

Specialties: Medical profes-
sional liability, marine, aviation,
accident, health, international,
specialty casualty.

Licensed in: New York.

Membership: National Assn. of
Reinsurance Brokers.

Michael Maglaras & Co. Inc.
300 Broad St., Ninth Floor,
Stamford, Conn. 06904;
203-358-9665

Premiurn volume.

% Treaty.
Gross revenues.

Total employees 

Treaty.

1987*

NA

100%

NA

2

2

* 1988 estimates.

Year founded: 1988.

Principal officers: Michael
Maglaras, principal.

Specialties: Medical malprac-
tice, general liability, accident and
health.

Licensed in: New York.

Membership: National Assn. of
Reinsurance Brokers.

Magnant Re
Intermediaries Inc.

181 Harbor Drive, Stamford, Conn.
06902; 203-324-1144

1987 1986

Premium volume. $10,500,000 NA

%Treaty. 99% 100%

% Facultative. 1% 0%

Gross revenues. NA NA

Total employees. 9 12
Treaty. 9 12

Year founded: 1981.

Principal officers: Lawrence C.

Magnant Jr., president; Joan P.
Lupo Neuscheler, treasurer.

Licensed in: New York and

Connecticut; does business in all
states.

Membership: National Assn. of
Reinsurance Brokers.

McCallister Reinsurance
Intermediaries Inc.

200 Perrine Road, Suite 229; Old
Bridge, N.J. 08857; 201-727-5400

1987 1986

Premium volume. $5,600,000 $3,000,000
% Treaty. 90% 90%

% Facultative 10% 10%

Gross revenues. NA NA

Total employees . 4 2

Year founded: 1985.

Principal officers: Thomas
McCallister, president.

Specialties: Accident and
health.

Licensed in: New York, does
business in all states.

Meadowbrook
Intermediaries Inc.

276 Fifth Ave., New York, N.Y.
10001; 212-545-1555

1987 1986

Premium volume. NA NA

90 Treaty. 100% 90%

% Facultative 0% 10%

Gross revenues, , NA NA

Total employees. 5 4
Treaty 5 4

Year founded: 1985

Parent company: Meadow-
brook Insurance Group.

Subsidiaries: Meadowbrook

Risk Management Inc., New York.
Principal officers: Richard J.

Spivak, president; Thomas G. Reid,
vp; Tansukh Maru, assistant vp.

Specialties: Captive reinsur-
ance.

Licensed in: New York.

Continued on next page

1986

NA

NA

NA

NA

NA
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N

Nelson Hurst & Bailey
123 William St., New York, N.Y.
10038; 212-233-9076

1987 1986

Premium volume. $16,600,000 $16,380,000

%Treaty..... 88.6% 92.5%

% Facullative. 11.4% 7.5%

Gross revenues. . NA NA

Total employees. 10 8
Treaty...... 8 8
Facullative.. 2 0

Year founded: 1979.

Principal officers: Brian P.
Marsh, chairman; Robert W. Bai-

ley, president; James W. O'Brien,
senior vp.

Specialties: Ocean marine,
aviation, property, casualty,
surety, international.

Licensed in: New York.

Nova Reinsurance
Brokers Inc.

230 W. Monroe St., Chicago, 111.
60606; 312-621-1777

Premium volume.

% Facultative.

Gross revenues . . .

Total employees. .
Facultative.

Year founded: 1978.

Parent company: Insurance
Brokers Service Inc.

Principal officers: A. Norman
Dubois, chairman; Terrence.J.
Winkler, president; Patrick T.
Meagher, vp; William C. Hare, as-
sistant vp; Michael C. Galeba, sec-
retary/treasurer.

Specialties: Casualty.

1987

Premium volume. $29.500.000

% Treaty. 100%

% Facultative. 0%

Gross revenues... $2,800,000

Total employees. · 26

Treaty... 26
Facultative. 0

PWS (USA) Inc.
90 John St., New York, N.Y. 10038;
212-791-9350

0

1987

$9,250.000
100%

NA

6

6

1986

$11,000,000
100%

NA

6

6

O'Connor Associates Ltd.

299 Market St., Saddle Brook, N.J.
07662; 201-587-1600

1986

$28,000,000

65%

35%

$2,700,000
28

26

2

Year founded: 1975.

Branch offices: Coral Gables,
Fla.

Principal officers: Joseph A.
O'Connor, chairman; Michael J.
Nasert, executive vp.

Specialties: Property, casualty,
surety.

Licensed in: New York.

Membership: National Assn. of
Reinsurance Brokers.

1987

Premium volume. $35.000.000

% Treaty ... 10%

% Facultative. 90%

Gross revenues. $1.869.195

Total employees. 12

Fultiuve I 6

1986

$28,000.000
10%

90%

$1,567.500

I 2

1

5

Year founded: 1974.

Parent company: PWS Holdings
P.L.C.

Principal officers: Robert Mika-
louskas, executive vp.

Licensed in: New York.

Palacio Weinraub
& Foster Inci

7699 Biscayne Blvd., Miami, Fla.
33138; 305-751-6600

1987 1986

Premium volume. $2,630,000 $2,350,000

%Treaty..... 85% 70%

% Facultative. 15% 30%

Gross revenues. NA NA

Total employees. 7 6
Treaty... 4 3
Facullative. . 1 1

Year founded: 1984.

Principal officers: Jack Foster,
president; Alan Weir.raub, vp/gen-
eral counsel; Felipe Palacio, vp/trea-
surer.

Specialties: International, marine,
aviation.

Pearson & Georgi
International Inc.
P.O. Box 1597, 117 Washington St.,
Hoboken, N.J. 07030;
201-656-0800

1987 1986

Premium volume. $48,000,000 $50,000,000

% Treaty. 90% 87%

% Facultative.

Gross revenues.

Total employees.
Treaty...
Facultative.

10%

$1,400,000
24

7

3

13%

$1,500,000
26

7

3

Year founded: 1979.

Branch offices: Athens, Greece;
New York; Chicago.

Subsidiaries: P&G (Europe) Ltd.,
Athens, Greece.

Principal officers: Fred H. Pear-
son, chairman; Ernest G. Georgi,
president; Rodolfo A. Agatep, execu-
tive vp/treasurer; Joseph A. Zaf-
farese, managing director.

Licensed in: New York and New

Jersey.
Member: National Assn. of Rein-

surance Brokers.

Peglar & Associates Inc.
100 Prospect St., Stamford, Conn.
06901; 203-325-0863

1987 1986

Premium volume. NA NA

%Treaty. 100% 100%

Gross revenues. . NA NA

Total employees..
Treaty....

15

15
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Year founded: 1986.

Principal officers: Robb K. Peg-
lar, president; Charles A. Morton,
chief financial officer/secretary/trea-
surer; Peter B. Scanlon, senior bro-
ker.

Specialties: Property, casualty.
Licensed in: New York.

R

RBI Brokerage Inc.
908-A2 Pompton Ave., P.O. Box
308, Cedar Grove, N.J. 07009;
201-857-1466

Premium volume.

% Treaty.
% Facultative.

Gross revenues.

Total employees.

1987

NA

70%

30%

NA

4

1986

NA

70%

30%

NA

4

Year founded: 1978.

Subsidiaries: RBI Brokerage of
Florida, Miami.

Principal officers: Paul Wolf,
president.

Specialties: Life, health, stop
loss reinsurance for health main-
tenance organizations.

Licensed in: New York, New
Jersey and Florida.

RFC Intermediaries Inc.
1117 Perimeter Center W., Suite

N-500, Atlanta, Ga. 30338;
404-392-9541

1987

Premium volume. NA

9. Treaty. 33%*

% Facullative. 67%*

Gross revenues. . . $14,000.000*
Total employees. . 180

1986

$240,000,000
33%

67%

$16,100,000
225

* BI estimate.

Year founded: 1972.

Parent company: The St. Paul
Cos. Inc.

Continued on next page

From the Publishers of the National Insurance Law Service...
1 1

2 References for
the Insurance Professional
Insurance runs on information. That's why-ifyou're a broker, agent, risk manager, or insurance
executive-you need the best information possible. The kind of information you'lljind in...

• Presenting the concepts behind, as well as the current status of,
these new American insurance markets.

• Practical information on how co make an insurance exchange
work for you.

• Featuring the full text of all the statutes and regulations that
establish and govern insurance exchanges.

• The constitutions, operating rules, bylaws, and current lists of
state admissions for the individual exchanges.

• Key financial reports on operating exchanges and their
syndicates. sample exchange forms, and other important details
of exchange procedures.

• Special introductory price: $95-a $30 savings off the regular
$125 price.

• And... your purchase brings you one full year's revision and
update service.

Both of these valuable references are looseleaf and

regularly updated-giving you the most current
information possible. When laws change and
opportunities arise, your volumes will reflect
these changes.
To order, complete the coupon below and return
it tO:

NILS Publishing Company
RO. Box 2507 • Chatsworth, CA 91313-2507

Or, call our Telemarketing Department
TOLL-FREE at

1-800-423-5910
(in California, call 818-998-8830)

30-Day No-Risk Guarantee
Exchange and The Self-insurance Manual" are available
on a 30-Day Trial Examination basis. Use either of these
unique references for 30 days. if you're not satisfied, for
any reason. return the volume(s) and we'll cancel your
invoice...no questions asked.

Emammle
AGUIDE TO AN ALTERNATIVE INSURANCE MAAKET

• The "how-to" book that's become the standard reference for

those involved in, or thinking about, self-insuring.
• Two full volumes of the information you need on self-insurance

requirements, techniques and trends.
• State-by-state analysis of the laws and regulations affecting self-

insurers-how to establish and maintain a successful self-insured

program.
• Workers' compensation, automobile liability, employee benefits

...this definitive reference covers all the important subjects.
• Special offer: $135-a 10% discount off our regular price

of $150.
• And... the $135 price includes one full year's revision and

update service.

900=0000=0ORDER FORM010(COUCCZ]=f

- YES ! 90020408 ;

Please send me the following volume(s). I understand that I have 30 days to review my
book(s), at no risk. If I decide to keep the valuable reference(s), 1 will pay the invoice which
accompanies my order. Or, 1 may return my order within this 30-day period, along with the
invoice marked "CANCEL," and owe nothing.

Exhange

Quantity Special Price Total
(per copy)

$ 95 $-

The Self-Insurance

Manual 135

(two-volume set) Sublotai $-

Sales Tax (California deliveries only)

Total $-
Prices subject to change without notice.

NILS Publishing Company
RO. Box 2507 Chatsworth, CA 91313-2507
I[lili 11 '[ 11 11 // 1/ 11 1/ 11

Name

Title

Company

Department
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2855 S. Church St., Burlington, N.C.
27215; 919-584-0166

Year founded: 1988.

Principal officers: Michael
Woodroffe, president/managing
director.

Specialties: Low-level casualty,
captive and financial reinsurance,
commercial excess of loss.

Licensed in: Bermuda.

Reinsurance Agency Inc.
111 E. Wacker Drive, Chicago, 111.
60601; 312-329-1484

Year founded: 1945.

Parent company: Aon Corp.
Branch offices: Los Angeles.
Mergers: Aon Corp. purchased

Reinsurance Agency Inc. in Sep-
tember 1988.

Principal officers: Paul R.
Davies, president/chief executive
officer; John Charles, senior vp/
chief administrative officer; Mi-
chael Garrity, senior vp.

Licensed in: Illinois and Cali-
fornia.

Membership: National Assn. of
Reinsurance Brokers.

Reinsurance Brokers Co.
2325 Severn Ave., Metairie, La.
70001; 504-837-4646

1986

NA

NA

NA
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Continued from previous page
Branch offices: Chicago; Dal-

las; Hartford, Conn.; Los Angeles;
New York; Philadelphia.

Principal officers: David L.
Cargile, president/chief executive
officer; Pavittar S. Safir, executive
vp-administration; Ronald J.
Smith, executive vp-facultative di-
vision.

Licensed in: Georgia, Illinois,
Texas, Connecticut, California,

New York and Pennsylvania.
Membership: National Assn. of

Reinsurance Brokers.

R/1 Inc.

1987 1986

Premium volume. $86,035,358 $102,720,371
% Treaty. 99.99% 99.99%

% Facullative. .01% .01%

Gross revenues... NA NA

Total employees. 30 24
Treaty. 30 24

Year founded: 1972.

Principal officers: R.W. Edens,
chairman; Jay Johnson, president;
Robert E. Hykes and Neill A. Cur-
rie, senior vps; Bobby W. Bristow,
Ted Johnson and Greg Edens, vps.

Licensed in: New York.

Reid, Woodroffe
International Ltd.

Barclays International Building, 44
Church Street, Hamilton HM JX,
Bermuda; 809-295-5336

Premium volume.

Gross revenues. .

Total employees.

1987

NA

NA

NA

1987 1986

Premium volume. $246,177,872 $322,000,000
% Treaty. 95% 95%

% Facultative. 5% 5%

Gross revenues. $19,442,789 $17,500,000

Total employees. 57 56
Treaty...... 50 50
Facultative.. 7 6

Premium volume.

% Facultative.

Gross revenues.

Total employees.
Facultative.

1987

$5,000,000
100%

$65,000

5

5

1986

$5,000,000
100%

$40,000

5

5

Year founded: 1983.

Parent company: Sherar, Cook
& Gardner Inc.

Principal officers: J. William
Sherar, president; Norman C.
Cook, executive vp; James A.
Gardner, vp; William G. Sherar,
assistant vp.

Specialties: Marine, oil, con-
struction, international, large
property risks.

Licensed in: Louisiana.

5

Saturn Intermediaries Ltd.

200 N. LaSalle St., Suite 2800,
Chicago, 111. 60601; 312-236-4303

1987

Premium volume. $77.250,000

%Treaty.. 100%

Gross revenues. . NA

Total employees. . 11
Treaty.. 11

1986

$60,300,BOO
100%

NA

10

10

Year founded: 1985.

Branch offices: Des Moines,
Iowa.

Principal officers: John J. Nor-

ton, president; R. Charlene Peder-
sen, executive vp; R. Bebe Hayes
and Arne R. Sorensen, vps; Erin
Nancy Doherty, assistant vp; H.
Serafina Peigh, assistant treasurer.

Specialties: Domestic and in-

ternational property, casualty and
crop hail.

Licensed in: New York.

John D. Sayer & Co. Inc.
130 Pennington-Washington
Crossing Road, P.O. Box 326,
Pennington, N.J. 08534;
609-737-1391

1987 1986

Premium volume. $40,000,000 $50,000,000

%Treaty. 100% 100%

--------'mep=**frz:
.: :0.: .

. I .

. ... 1...t ' I
4 4

E .

Gross revenues. .

Total employees.

Treaty.

Sl,350,000
10

10

$1,500.000
10

10

Year founded: 1979.

Principal officers: Johi D.
Sayer, president; John S.
Yeuroukis, executive vp.

Specialties: Surety.
Licensed in: New York.

Smith, Sanford
& Gerard Inc.

133 William St., New York, A.Y.
10038; 212-374-1323

1987 1986

PremiLm volume. $17,000,000 NA

% rreaty. 65% NA

% Facultative. 35% A-A

Gross revenues..

Total employees.
Treaty.
Facultative .

Year founded: lc. 12, began rein-
surance brokerage in 1937.

Branch offices: Coral Gables,
Fla.

Principal officers: Robert L.
Sanford, chairman; Douglas L.
King, president-reinsurance divi-
sion; William K. Brewer, executive

vp; Leonard S. Johnsen_ George E.
McKee and Thomas C. Chiappa, se-
nior vps; Eugene R Melski, senior
vp-Coral Gables office: Geraldine
Froget, executive vp-Coral Gables
office.

Continued o i next page

We tailor policies to fit.
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5
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NA

45
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Continued from previous page
Specialties: Domestic and in-

ternational property and casualty,
boiler and machinery.

Licensed in: New York and

Florida.

Southern Intermediaries Inc.
1321 Lady St., Suite 602, P.O. Box
12367, Columbia, S.C. 29211;
803-748-2400

Premium volume.

% Treaty.
Gross revenues. .

Total employees.
Treaty.

1987

$2,831,668
100%

$429,041

7

7

Year founded: 1987.

1986

NA

100%

NA

NA

NA

Parent company: Seibels Bruce
Insurance Group.

Principal officers: H. Bronson
Smith, executive vp; John L. Sy-
brandt and Ramona A. Richardson,
vps; Jeffrey W Koenig, assistant
vp

Specialties: Property and ca-
sualty.

Licensed in: New York.

G.J. Sullivan Co.
Reinsurance

800 W. Sixth S.., Los Angeles, Calif.
90017; 213-626-1000

1987 1986

Premium volume. $190,000,000 $170,000,000
%Treaty..... 100% 100%

Gross revenues.. $7,020,000 $5,500,000

Total employees.
Treaty...

Year founded: 1980.

Parent company: Gerald J. Sul-
livan & Associates inc.

Branch offices: New York.

Principal officers: Gerald J.
Sullivan, chairman; John F. Sulli-
van Jr., president: R Daniel De-
Palma, executive vp; Julius Fried-
man and Paul G. Wayne, senior
vps; Suzanne Allaway, Theodore
A. Verspyck and Eric VanElkan,
vps; Steven Moccardine and Louise
Sullivan, assistant vps.

Specialties: Medical malprac-
tice, excess and surplus lines.

Licensed in: New York.

At Affiliated FM and Appalachian Insurance We can also make available our engineering
Companies we have the proven experience to resources-resources helpful in reducing or
tailor property policies for companies of different controlling property losses and in satisfying
sizes. That's why brokers are starting to see your clients' needs.
Appalachian and Affiliated from a new perspective. So, if you want insurers who provide capacity,

Affiliated FM and Appalachian are rated A+ by coverage, and service, talk to one of our
Best's. We offer a complete product line for Commercial Property Operations Managers. And
property risks-including an "all risk" policy that's get a new perspective on property insurance.
simple, comprehensive, and flexible. We have a Affiliated FM Insurance Companyproven track record of serving brokers who Appalachian Insurance Companyrequire fast, competitive, and complete service. We Associated with Allendale Mutual Insurance Co.
put you directly in touch with our underwriters A member of the Factory Mutual System.
who can tailor a policy to meet your clients' East Central (216) 524-9300 Midwest (312) 572-0300
needs, then get it out the door quickly. We've even New York (201) 992-9700, (212) 233-8700

Northeast (401) 275-3000been known to hand-deliver a policy in a pinch.
South (404) 955-2700

And, our claims handling is just as fast, just as West (818) 7044133, (213) 8734722
efficient, and certainly, fair. Canada (416) 494-7111, (514) 485-1520

l

f'16

18

i8

22

22 Sullivan Payne Co.
1501 Fourth Ave., Suite 1400,
Seattle, Wash. 98101;
206-223-1200

Premium volume.

%Treaty..
% Facultative.

Gross revenues. .

Total employees..
Treaty.
Facultative.
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1987 1986

NA NA

90% 90%
10% 10%

$57,000,000* $65,000,000*
425 450

350 350

75 100

* BI estimate.

Year founded: 1928.

Parent company: E.W. Payne
Co. Ltd./Sedgwick Group P.L.C.

Branch offices: Philadelphia;
New York; Dallas; Los Angeles;
Des Moines, Iowa; Toronto; Mon-
treal; Vancouver, British Colum-

bia.

Subsidiaries: Sullivan Payne
Co. of Canada.

Principal officers: Roger D.
Espe, president/chief executive of-
ficer; Lewis J. Hale, senior vp/
chief operating officer; Robert C.
Holmes, executive vp/president-
Sullivan Payne Co. of Canada;
Rick R. Richman, senior vp/chief
financial officer; W. Brian Smith,
executive vp; Michael J. Wybar, se-
nior vp.

Licensed in: New York, does
business in all states.

Summit Intermediaries Inc.

354 Eisenhower Parkway,
Livingston, N.J. 07039;
201-740-1700

Premium volume.

% Treaty.
% Facultative.

Gross revenues...

Total employees.
Treaty......
Facultative.

1987

NA

70%

30%

NA

16
6

10

Year founded: 1984.

Parent company: C. Row-
botham & Sons (Insurance) Ltd.

Branch offices: New York, At-
lanta.

Principal officers: Robert C.
Lonsdale, president; Richard C.
Standing, executive vp; James G.
Cerreta, Joseph R. Curcio and Ri-
chard D. Stary, senior vps; Paul
Drescher and Anthony J. Verducci,
vps; John D. Luckey, assistant vp.

Licensed in: New York and New

jersey.

T

T.H.B. Intermediaries Inc.

3333 Wilshire Blvd., Suite 711, Los
Angeles, Calif. 90010;
213-388-6630

1987 1986

Premium volume. $14,570,586 $8,638,216
% Facultative. 100% 1009$

Gross revenues.. $703,625 $329,24E

Total employees. 14 1
Facultative. . 14 1

Year founded: 1984.

Parent company: Thompson
Health & Bond Holdings Ltd.

Branch offices: Chicago, New
York.

Acquisitions: Domestic opera-
tions of Agnew International Inc.
Jan. 1,1988.

Principal officers: Victor H

Thompson, chairman; George R
Jacobbe, president; Richard Dj
Clemente and William Ullmann

vps.
Licensed in: New York.

Tanenbaum-Harber
Reinsurance
Intermediaries Inc.

221 W. 57th St; New York, N.Y.
10019; 212-603-0362

1987 1986

Premium volume. $7,000,000 $3,500,00(

%Treaty. 100% 100%

Gross revenues.. NA NA

Total employees. 6

Treaty... 6

Year founded: 1986.

Principal officers: Robert K
Harris, chairman; Walter L
Harris, president; Ronnie Ellen
Raymond, executive vp.

Specialties: Property, casualty,
life and health.

Licensed in: New York.

Taylor Reinsurance
Intermediaries Inc.

One Union Square, 600 University
St., Suite 3122, Seattle, Wash.
98101; 206-343-5541

1987 1986

Premium volume $107,000,000 NA

%Treaty. 100%

Gross revenues. $1,283,125

Total employees. 7 NA
Treaty.. 7 NA

Year founded: 1986.

Branch offices: New York.

Principal officers: W. Eugene
Continued on next page

1986

NA

50%

50%

NA

16

6

10
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Spotlight report
.

This conference will also focus on new tax and regulatory issues affecting their use

The topics to be discussed include:
• The Current Captive Scene
• The Thx and Regulatory Climate
• GACS (Generally Accepted Captive Standards)
• Case Studies

ingle owner and group
captive business continues
to grow in numbers and
total premium volume. New
captive insurance alterna-
tives are developing in
many areas. 7Ax and

regulatory issues continue
to change the business
climate. Will the offshore

advantage for Barbados
continue?

This conference will look at opportunities in
forming Barbados captive insurance companies

during the current soft market environmer.t so that when the crunch comes a viable
option will be available

Tiningbast
a Towers Perrin company

For additional information: Contact the Conference Director, Tillinghast. 695 East
Main Street, Suite 600, Stamford, CT 06901, (203) 326-5400.

GET ON 6'BASE" WITH RIMS'

ONLINE NETWORK

Your one-stop resourcefor quick, concise
information and communication

Mmagement
Societa Inc

1
Your risk management/
employee benefits
"consultant":

/ • Bulletin board-tap a network

 with all subscribers
• Daily news bureau-scan

abstracts from over 150 news

sources

Electronic mail-send and receive

messages instantly

Risk management database-
keyword-searchable archive of
abstracts

Standard and Poor's Insurance

Rating Service-exclusive online
version

Legislative & regulatory high-
lights-know "what's up" so you
can take action

ACCU-Weather, A.R and U.P.I.

wires. and much more.

Brochure/subscription information from
Brynell Somerville, (212) 286-9292; 205 East
42 Street, New York, NY 10017.

Continued from previous page
Taylor, president/chief executive
officer; George J. Biehl Jr. and Jef-
frey L. Day, vps; Gloria A. Taylor,
vp/secretary.

Specialties: Medical malprac-
tice, lawyers' malpractice, excess
& surplus casualty and property,
financial reinsurance.

Licensed in: New York, Dela-
ware and Washington.

Totsch Enterprises Inc.
6323 N. Avondale Ave., Suite 240,
Chicago, III. 60631; 312-631-1676

1987 1986

Premium volume. NA NA

%Treaty..... 97% 99%

% Facultative. 3% 1%

Gross revenues. NA NA

Total employees. 7 7

Treaty... 6 6
Facultative. . 1 1

Year founded: 1987.

Principal officers: Marvin D.

Totsch, president; Mary Ellen
Totsch, secretary/treasurer; James
M. Totsch, Robert L. Totsch and

William E. Totsch, vps.
Specialties: Crop/hail, excess

property and casualty.

Towers, Perrin, Forster
& Crosby Reinsurance
11 Penn Center, 1835 Market St.,
Philadelphia, Pa. 19103;
215-963-7700

Premium volume.

90 Treaty.
% Facultative.

Gross revenues.

Total employees.
Treaty.
Facultative

1987

NA

86%

14%

HO,000,000*
308

238

70

1986

NA

81%

19%

$40,000,000*

300

231

69

* BI estimate.

Year founded: 1934.

Branch offices: Hartford and

Stamford, Conn.; New York, San
Francisco.

Principal officers: Mario Leo,
executive vp/chief executive offi-
cer; Patrick J. McFadden, Philip
W. Mitchell, Joseph W. Hullett and
Robert F. Jones, senior vps.

Licensed in: Pennsylvania and
New York, does business in all
states.

Membership: National Assn. of
Reinsurance Brokers.

Tretis Group Inc.
One Sansome St; 15th Floor, San
Francisco, Calif. 94104;
415-421-3555

1987 1986

Premium volume $110,000,000 $80,000,000

% Treaty. 100% 100%

Gross revenues . . .

Total employees. .
Treaty..

NA

22

22

Year founded: 1986.

Principal officers: Robert N.
Tremelling II, president; William
A. Klepp, Timothy J. Brophy, Lei-
lani Christophersen and Margaret
Westwater.

Specialties: Property, casualty,
excess and surplus lines, financial
reinsurances.

Licensed in: New York.

V

D.W. Van Dyke & Co. Inc.
95 Rowayton Ave., Rowayton,
Conn. 06853; 203-855-0049

1987 1986

Premium volume. NA NA

%Treaty. 97% 98%

% Facultative. 3% 2%

Gross revenues. NA NA

Total employees. 7 11

Treaty, 7 11

Year founded: 1978.

Principal officers: Donald W.
Van Dyke II, president; Donald K.
Dralich, executive vp; Robert A.
Welke, vp.

Specialties: Life, accident and
health.

Licensed in: New York and

Connecticut, does business in all
states.

W

Western General
Brokers Ltd.

P.O. Box HM 2442, Hamilton,
Bermuda HM JX; Barclays
International building, 44 Church
St., Hamilton, Bermuda HM 12;
809-295-5336

1987 1986

Premium volume. NA NA

Gross revenues ... NA NA

Total employees, . NA NA

Year founded: 1987.

Parent company: Western In-
ternational Financial Group Ltd.

Principal officers: John
Marion, president; Elaine Furbert,
VP.

Specialties: Financial reinsur-
ance.

Licensed in: Bermuda.

Continued on next page
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For information, contact

AGF Reinsurance Corporation of the U.S.
83 Maiden Lane

New York. New York 10038-4887

Phone: 212 422 0380

Facsimile: 212 422 5952

Telex: 645 834 AGF RE US NYK
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Willcox Inc. Reinsurance
Intermediaries

130 John St., 23rd Floor, New York,
N.Y. 10038; 212-952-0650

1987

Premium volume. NA

%Treaty.. 96%

% Facultative. 4%

Gross revenues. . . $31 million*
Total employees.. 180

Treaty...... 176

Facultative. 4

1986

NA

96%

4%

$27 million*

148

144

4

* BI estimate.

Year founded: 1898.

Parent company: Johnson &
Higgins and Willis Faber P.L.C.

Branch offices: Los Angeles.
Subsidiaries: Willis Faber &

Willcox Ltd., London.
Mergers: Johnson & Higgins In-

ternational Reinsurance Division

merged with Willcox Inc. Reinsur-
ance Intermediaries, Oct. 1, 1987.

Principal officers: Willis T.
King Jr., chairman/chief executive
officer; Robert F. O'Leary, presi-
dent/chief operating officer; Peter
M. Armour, executive vp; Thomas
E. Hancock, E. Barney Barber and
George P. Reeth Jr., senior vps.

Licensed in: New York.

Windsor Reinsurance
Intermediaries Inc.
25 S.E. Second Ave.,,Suite 1140,
Miami, Fla. 33131; 305-381-9827

Premium volume.

%Treaty...
% Facultative.

Gross revenues..

Total employees.

Year founded: 1987.

Parent company: Sefton Hold-
ings Inc.

Subsidiaries: MacDuff London
Ltd., London.

Principal officers: Michael D.
Bainbridge, president; Susan Con-
ner, secretary; Laura O'Hanlon,
director.

John P. Woods Co. Inc.
90 William St., New York, N.Y.
10038; 212-785-2500

1987 1986

Premium volume. NA NA

%Treaty. 100% 100%

Gross revenues. . NA NA

Total employees. 59 46
Treaty. 59 46

Year founded: 1978.

Principal officers: John P.
Woods, president; Josephine A.
Hoey, senior executive vp; Thomas
T. Tartaro and Charles M. Wade,
executive vp.

Licensed in: New York.

H.E. Yerkes
& Associates Inc.
127 John St., New York, N.Y.
10038; 212-344-1707

1987 1986

Premium volume. $24,875,000 $20,000,000
9. Treaty. 100% 100%

Gross revenues. NA NA

Total employees. 7 8
Treaty.. 7 8

Year founded: 1979.

Principal officers: Harry E.
Yerkes, president; Ann R. Kaplan,
VP.

Specialties: Ocean marine, energy
risks.

Licensed in: New York.

Z

Zeman Krings Inc.
111 John St., New York, N.Y.
10038; 212-608-7755

1987 1986

Premium volume. $25,000,000 $29,000,000
%Treaty. 100% 95%
% Facultative. 0% 5%

Gross revenues.. NA NA

Total employees. 5 5
Treaty.. 5 5

Year founded: 1983.

Principal officers: Kenneth C.
Krings, president; Roy G. Krings,
vp; Meenu Bhatia, assistant vp.

Y

1987

NA

90%

10%

NA

5

1986

NA

NA

NA

NA

NA

Specialties: Marine. errors and
omissions, property, casualty.

Licensed in: New York.

George G. Zimmerman
& Co. Inc.

Jockey Hollow Professional Park,
P.O. Box 372.5 Cold Hill Road,
Mendham, N.J. 07945;
201-543-3250

1987

Premium volume. $80,000,000

% Treaty. 98%

% Facultative. 2%

Grcss revenues . . . $2,400,000
Total employees. 16

Treaty. 16

1986

$73,000,000
98%

2%

$2,000,000
14

14

Year founded: 1980.

Branch offices: Upland, Calif.
Subsidiaries: U.S. CAP Insur-

ance Co. Ltd.: Tortola, B.V.I.
Principal officers: George G.

Zimmerman, chairman/president/
chief executive officer; Eugene J.
Schiller, executive vp; Charles J.
Sharkey, executive vp-operations;
Thomas D. Kinney, vp/comptrol-
ler.

Specialties: Accident and
health, workers compensation,
nursing homes, professional and
college athletes, student accident
coverage.

Licensed in: New York. •
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1hi,mer
SCHIRMER ENGINEERING CORPORATION

OFFERING FULL LOSS CONTROL ENGINEERING SERVICES

,/ Underwriting & Loss Control Surveys
,/ Fire Protection Engineering
4 Safety & Health Engineering
4 Litigation Support Services
4 Building & Fire Code Consultation
4 Sprinkler System Design
,/ Alarm System Design

SCHIRMER ENGINEERING CORPORATION
707 LAKE COOK ROAD • DEERFIELD. IL 60015 • 312/272-8340

RLIC
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Reinsurance brokers listed by state
Burlingame

Enan & Co.

California

Concord

J.W. Beresford-Wood & Co.

Glendale

Harry W. Gorst Co. Inc.

Los Altos

Harrison & Co.

Los Angeles
American Intermediaries Inc.

Guy Carpenter & Co. Inc.
G.L. Hodson & Son Inc.

Madison Intermediaries Inc.

RFC Intermediaries Inc.

Reinsurance Agency Inc.
G.J. Sullivan Co. Reinsurance

Sullivan Payne Co.
T.H.B. Intermediaries Inc.

Willcox Inc. Reinsurance

Intermediaries

San Francisco

American Healthcare

Intermediaries Inc.

E.W. Blanch Co. Limited Partnership
Guy Carpenter & Co. Inc.
Cravens & Co. Special

Insurance Services

Thomas A. Greene & Co. Inc.

G.L. Hodson & Son Inc.

Intere Intermediaries Inc.

Madison Intermediaries Inc.

Towers, Perrin, Forster

& Crosby Reinsurance
Tretis Group Inc.

Upland

George G. Zimmerman & Co. Inc.

Connecticut

Hartford

E.W. Blanch Limited Partnership
Guy Carpenter & Co. Inc.
Crump Re Inc.
RFC Intermediaries Inc.

66Ther€sadistinction

between being
international and

being global,
and weve built it'.'

David Olsen, JGH President, on UNISON.
Atop insurance broker has to have a

solid international presence. That's a given.
But it's not agiven that you also have the

capability to think and actglobally
That's what wewere after when we

created UNISON with our exclusive

correspondents, something that would put
muscle into the cliche of "offices in principal
cities around the world'.'

Towers, Perrin, Forster
& Crosby Reinsurance

Rowayton
D.W. Van Dyke & Co. Inc.

Stamford

Thomas A. Greene & Co. Inc.

W.0. Hart & Co. Inc.

Michael Maglaras & Co. Inc.
Magnant Re Intermediaries Inc.
Peglar & Associates Inc.
Towers, Perrin, Forster

& Crosby Reinsurance
Westport

JBW Connecticut (J.W.
Beresford-Wood & Co.)

Florida

Coral Gables

Guy Carpenter & Co. Inc.
O'Connor Associates Ltd.

Smyth, Sanford & Gerard Inc.
Longwood

Cypress Creek Intermediaries Inc.

We linked the individual international

network ofeach UNISON member with our

own overseas offices to form a single global
network that is operating on behalf of
multinationals just about anywhere you can
think of in this world.

That's one big reason whyyou'll find
over two-thirds of the top 100 US. multi-
nationals and many foreign multinationals
on our client list.

1OHNSON

JLIGGINS
Innovation Driven by Experience

RISK AND INSURANCE MANAGEMENTSEAVICES: EMPLOYEE BENEFIT CONSUUING WORLDWIDE.

Miami

Athlone Intermedi:ries Inc.

Contingency Resources Inc.
Luvang Insurance Underwriters Inc.
Palacio, Weinraub & Foster Inc.

RBI Brokerage of Florida
Windsor Reinsurance

Intermediaries Irc.

Ormond Beach
Financial Reinsurance Inc.

Georgia

Alpharetta
Associated Intermediaries Inc.

Atlanta

Guy Carpenter & Co. Inc.
Crump Re Inc.
G.L. Hodson & Son Inc.

Intere Intermediaries Inc.

RFC Intermediaries Inc.

Summit Intermediaries Inc.

Illinois

Chicago
Athlone Intermediaries Inc.

E.W. Blanch Co. Limited Partnership
Guy Carpenter & Co. Inc.
Cole, Booth, Potter Inc.

Contingency Resources Inc.
Thomas A. Greene & Co. Inc.

Intere Intermediaries Inc.

International Reinsurance

Services Inc.

Nova Reinsurance Brokers Inc.

Pearson & Georgi International Inc.
RFC Intermediaries Inc.

Reinsurance Agency Inc.
Saturn Intermeidaries Ltd.

T.H.B. Intermediaries Inc.

Totsch Enterprises Inc.
Matteson

Bryant Treaty Brokers Inc.
Northbrook

Corporate Advisors Inc.

Indiana

Fort Wayne
Lincoln National Intermediaries Inc.

Iowa

Des Moines

Saturn Intermeidaries Ltd.

Sullivan Payne Co.

Kansas

Overland Park

Bates Turner Inc.

Louisiana

Metairie

Reinsurance Brokers Co.

Massachusetts

Boston

Cole, Booth, Potter Inc.

G.L. Hodson & Son Inc.

RGI Inc. (G.L. Hodson & Son Inc.)

Minnesota

Minneapolis
E.W. Blanch Co. Limited Partnership
Guy Carpenter & Co. Inc.
John B. Collins Associates Inc.

Crump Re Inc.
Intere Intermediaries Inc.

St. Paul

G.L. Hodson & Son Inc.

Missouri

St. Louis

Adrian Baker Reinsurance

Intermediaries Inc.

New Jersey
Cedar Grove

RBI Brokerage Inc.
Hoboken

Pearson & Georgi International Inc.
Livingston

Summit Intermediaries Inc.
Mendham

George G. Zimmerman & Co. Inc.
Old Bridge

Cole, Booth, Potter Inc.
MeCallister Reinsurance

Intermediaries Inc.

Pennington
John D. Sayer & Co. Inc.

Saddle Brook

O'Connor Associates Ltd.

Skillman

Agnew International Inc.
Westwood

Ashford Reinsurance

Intermediaries Corp.

New York

Elmsford

International Intermediaries Inc.

New Hyde Park
G.L. Hodson & Son Inc.

New York

Amberco Brokers Corp.-New York
American Intermediaries Inc.

Andrew Edwards & Co. Inc.

BEP International

B.In. International Agency Inc.
Bell Nicholson Henderson (USA) Inc.
J.W. Beresford-Wood & Co.

E.W. Blanch Co. Limited Partnership
W.J. Burt & Associates (Financial

Reinsurance Inc.)

Guy Carpenter & Co. Inc.
Continued on next page
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Cooper Gay Steele & Co. Inc.
Crawley Warren Black Inc.
Crump Re Inc.
Delaney Offices Inc:
C.L. Frates Reinsurance

Intermediaries Inc.

G&R Intermediaries Inc. (Gill
& Roeser Inc.)

Arthur J. Gallagher
Intermediaries Inc.

John Gilbert Intermediaty Group
Gill & Roeser Inc.

Thomas A. Greene & Co. Inc.

Greig Fester (North America) Inc.
H.R.G. Intermediaries Inc.

G.L. Hodson & Son Inc.

Holborn Agency Corp.
INRE International (New York) Ltd.
Intere Intermediaries Inc.

Le Blanc De Nicolay U.S. Inc.
Edward Lloyd Ltd.
Madison Intermediaries Inc.

Meadowbrook Intermediaries Inc.

Nelson Hurst & Bailey Inc.
PWS (USA) Inc.

Pearson & Georgi International Inc.
RFC Intermediaries Inc.

Smyth, Sanford & Gerard Inc.
G.J. Sullivan Co. Reinsurance

Sullivan Payne Co.
Summit Intermediaries Inc.

T.H.B. Intermediaries Inc.

Tanenbaum-Harber Reinsurance
Intermediaries Inc.

Taylor Reinsurance
Intermediaries Inc.

Towers, Perrin, Forster
& Crosby Reinsurance

Willcox Inc. Reinsurance
Intermediaries

John P. Woods Co. Inc.

H.E. Yerkes & Associates Inc.

Zeman Krings Inc.
Woodbury

Andrew Edwards & Co. Inc.

Burlington
R/I Inc.

North Carolina

Ohio

Newark

J.W. Beresford-Wood & Co.

Pennsylvania

Philadelphia
Balis & Co. Inc. (Guy Carpenter

& Co. Inc.)
RFC Intermediaries Inc.

Sullivan Payne Co.
Towers, Perrin, Forster

& Crosby Reinsurance

Rhode Island

Cranston

Arthur J. Gallagher
Intermediaries Inc.

South Carolina

Columbia

Associated Intermediaries-S.C. Inc.

Southern Intermediaries Inc.

Texas

Dallas

Guy Carpenter & Co. Inc.
Combined Intermediaries

of America Inc.

Crump Re Inc.-Southwest Division
RFC Intermediaries Inc.

Sullivan Payne Co.

Washington

Seattle

Sullivan Payne Co.
Taylor Reinsurance

Intermediaries Inc.

Bahamas

Freeport
Westminster Intermediaries Ltd.

(Cypress Creek Intermediaries Inc.)

Belgium

Brussels

Guy Carpenter & Co. S.A.

Bermuda

Hamilton

Alydon International Ltd.
Amberco Inc.

Atlantic Security Ltd.
Arthur J. Gallagher & Co.

(Bermuda) Ltd.

H&H Reinsurance Brokers Ltd.

Frank B. Hall (Intermediaries) Ltd.
Heddington Brokers Ltd.
Intere (Bermuda) Ltd.
J&H Intermediaries Ltd.

Reid, Woodroffe International Ltd.
Western General Brokers Ltd.

British Virgin Islands

Tortola

U.S. Cap Insurance Co. Ltd. (George
G. Zimmerman & Co. Inc.)

Canada

Montreal

BEP International

John F. Sullivan Co. of Canada

(Sullivan Payne Co.)

r

Toronto

BEP International

Guy Carpenter & Co. (Canada) Ltd.
Encon Reinsurance Managers 1nc.
IOC Reinsurance Brokers Ltd.

John F. Sullivan Co. of Canada Ltd.

(Sullivan Payne Co.)
Vancouver

John F.Sullivan Co. of Canada

(Sullivan Payne Co.)

Cayman Islands

George Town
Arthur J. Gallagher & Co.

(Cayman) Ltd.

Denmark

Copenhagen
E.W. Blanch Co. Limited Partnership

AVIATION

Guy Carpenter & Co. A.p.S.

England
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London

E.W. Blanch (U.K.) Ltd.
MacDuff London Ltd.

(Windsor Reinsurance
Intermediaries Inc.)

Willis Faber Heddington Ltd.
Willis Faber & Willcox Ltd. (Willcox

Inc. Reinsurance Intermediaries)

Greece

Athens

Pearson & Georgi (Europe)

SAFETY SERIES

Hong Kong

Guy Carpenter & Co. (Asia) Ltd.

Italy

Milan

Guy Carpenter Italia S.r.L.
Trieste

Guy Carpenter Italia S.r.L.

Sweden

Stockholm

Guy Carpenter & Co.
(Stockholm) A.B.

NO. I

INACOCKPITAT41,000 FEET.AN ANTIHISTAMINE
MAYDOMOREHARMTHANGOOD.

C n

/ D YOU PROBABLY KNOW THAT
<lit ANTIHISTAMINES CAUSE DROWSI-

NESS BUT ARE YOU AWARE THAT

THEY AISO MAY AFFECT VISION, COOR-

DINATION, AND ORIENTATION-AND THAT

THE EFFECT IS W-ORSE AT HIGH ALTITUDE?

MANY FATAL ACCIDENTS INVOLVING AIRCRAFT HAVE

OCCURRED AS A RESULT OF PILOTS' UNKNOWING MISUSE

OF SEEMINGLY SAFE NONPRESCRIPTION OR "OVER-THE-

COUNTER" DRUGS. THE FACT IS THAT IN THE COCKPIT,

ALL SELF-MEDICATION IS POTENTIALLY UNSAFE AND

CAN UNPREDICTABLY COMPROMISE YOUR PERFORMANCE.

SO IF YOU'RE NOT FEELING UP TO PAR, SEEK THE

ADVICE OF AN EXPERT-YOUR PERSONAL FLIGHT SURGEON.

HE OR SHE CAN HELP YOU

AVOID A MISTAKE

YOU CAN'T AFFORD

TO MAKE. 649.

J

V

At Associated Aviation Unduwdters, we don't stop at

protecting our clients against unexpected financial loss.

We've taken on the to,tgher assignment of loss preven-

tion. For instance, tbrough our skillful and tborough

Flight Operations Srveys we help oMT clients improve
their efficiency and safety.

Another way AAU is woding to prevent loss is
through our NBAA Membets hip Contribution p/an.

We feel that adherence to National B*siness Aircraft

Association safety standards and access to their member

programs are im- ,·f; 'y
portant elements

in maintatning

So important , 8' < :
-t.

in fact, that

we are helping
our ins*Ted clients pay part of the cost of joining
tbe NBAA. For mon details, contact Ed Williams at

Associated Aviation Underwriters. 51 JFK Padrway,

Short Hills, New Jersey 07078 (201) 379 0800

 Raising Your
7 . Expectations

j ,

.
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Health reinsurers feel inflationary pinch
By DONNA DiBLASE experts in the reinsi ranee industry loss insurance to reduce their max-

'BOt,,R¥enth}ihathdjinsiirer flbfains. thel< f refer to such coverage as ' excess imum liability of health care costs
Like group health insurers rein- ..4 *- -4l /: insurance" rather ttan reinsur- In fact, HMOs are r 2q lired by most

surance companies that write
lifetime#liihit*the irisurer,mal-n6*wa#710-run r ance state regulators to have stop-_oss

ate feehng the sting of health care
Tioup health reinsurance contracts ' -: A ,the risk.ofehaY,Rg:a $1:m)11*49.*sin,g,19ed vs.:*/ .7.& 5741 . I ...24.. I, I - #' I:. Stop-loss insurance provides coverage that also inc_udes insol-

coverage for claims that exceed a vency insurance
cost Inflation <c#le'*dar;**Sifjoultl.**rs_,ri'gcb h*r»= self-insurer's retention Put sim- Insolvency coverage ensures that

In response, some health rein- 'ff, ', h#*,lifdti#«el|rnit;.say#3illi#rh·,Rb,11etiarni*sby,-' ply, it stops the ins irer's financial all health care pr)v de-s will be
urers are increasing their rates, ' 27+Ates, _._tz 1 -_ _ f -> 5*F?4*> 1 loss paid should the HMO become in-

u hile others have developed cata- There are two types of stop-loss solvent, thereby stcpfing providers

trophic case management pro- insurance specific end aggregate from collecting unpalc bills from

grams to better manage costly covers speei fic types of cata- The ins Irer also p-cvides stop-loss Specific stop-loss ccverage kicks enrollees
claims (see story, page 71) strophic claims, like AIDS, prema- co·,erage :o self-insured employers in when an indiv.dual's claims At Prudential, ' we used to get

Contrar> to earlier predictions, ture babies, or head and neck in- wi.h w :ieh it has administrative- reach the self-insurer's retention more involved in irOviding stoo-
claims costs related to acquired Jul les, said George Goodger, services-cnly contracts level--typically between $20,000 loss coverage for Oitsl ie HMCs,
immune deficiency syndrome often directoi of group reinsurance for 'We have been asked tc cover and $100,000 per covered person but now we Just proude it for oir
do not exceed the retention level of the Prudential Insurance Co of AIDS cia ms onlM, m some cases," per year-while aggregate stop- own Prudential HMO B That cover-

7 . 2»: ' th insurer and thus America in Newark, N J said Mr Cross of Employers Re loss insurance covers losses that age involves the st Ituiory require-

It/, :.119 about 1% of rein- While Prudential does not pro- Since s:op-loss =overage is pur- exceed a specified retention for the ments that HMO s-oE - oss also in-
urers' claims, observers say vide reinsurance to other health in- chased by self-inst,red emplohers whole group, said Ms Gantt of clude insolvenci .oz erage to

Rather, claims for premature surers, it does reinsure its own 01 HMOs whose underlying Dozer- Duncanson & Holt protect the individual lives en-

babies, cancer and organ trans- subsidiaries, including its HMOs :ga is •-ct technizally insurance, HMOs also can purchase stop- Contlntec on net page

plants are among reinsurers' cost-
liest

Reinsurance for a group health
insurer's business is underwritten

on an excess-of-loss basis health

reinsurance experts explain
For example "a group medical

underwriter will write a fully in-
sured group policy with lifetime
limits of $1 million per person,"
said William R Merriam, vp-life
and health reinsurance for Minne-

apolis.based Northwestern Na-
tional Life Insurance Co , a leading
health reinsurer

But even though the insurer re-
tains these lifetime limits, the in-
surer may not want to run the risk
of having a $1 million loss in a
given calendar year" should a per-

f .
son covered by the insurer reach
his or her lifetime limit of Sl mil-
hon in one year

So the health insurer will retain
**

1

a certain amount per person per
year and then purchase reinsur- l

" t

ance to attach when a policy-
holder's claims leach the annual

retention level, he said
The current average retention--

or calendar vear deductible, as this
is known in the reinsurance indus- f

try-is $100,000 to $150,000 per i

insul ed person, reinsurers say
.f

Howeverj 'We have seen calen-
:

dar->eai deductibles as low as AL -

550,000 and as high as $500,000,"
------

aid Robert Cross, a vp with Em-
ployers Reinsurance Corp in Over-
land Paik, Kan

r# -ts'- *./

The limits on this t>pe of rein-
surance t>pically are structured so --

that the primary insurer's reten-
tion plus the limits of the reinsur- #**«·.

ance contract are equal to the
group policv's pet -person 11fetime .

limit

Fol example, "if the policy limits
are $1 million in a hfetime and
the calendar year deductible is
$100,000, then the reinsurance
would be $900,000 excess of the
$100,000," explained Karen Gantt,
assistant secretary and manager of
medical reinsurance for Duncan-
son & Holt Inc, a New York-based

manager of three accident and
health reinsurance pools

Ms Gantt added that a $1 mil-
lion per-person lifetime limit is the --

typical group health plan benefit
limit

However, while the majority of
group health reinsurance contiacts
provide coverage up to the $1 mil-
lion limit, "today there is an in- i

creasing frequency in requests for
additional reinsurance limits up to 461
$2 million or $3 million" if the un-
derl>ing plan offers more than $1
million in per-person lifetime
health coverage, noted David

:

Burry, assistant vp-special risks
for Crown Life Insurance Co in -

Toronto

Obviously, the reason for such
requests is that today there are
claims that can reach that level,
Mr Burry added

Along with purchasing excess-
--

of-loss reinsurance, health insurers
also can purchase reinsurance that

-



Continued from previous page
rolled in the HMO," explained Mr. Goodger of
Prudential.

HMO stcp-loss coverage provides insurance
above a specified retention per person. The min-
imum per-person calendar year deductible-or
retention-under HMO stop-loss insurance
usually is about $25,000, said Robert Welke,
a vp with D.W. Van Dyke Inc., a reinsurance
intermediary in Rowayton, Conn.

D.W. Var Dyke markets HMO stop-loss cover-
age underwritten by John Alden Life Insurance
Co. of Miami, which is one of the few insurers
that work with brokers on HMO stop-loss insur-
ance, according to D.W. Van Dyke.

The program arranged by D.W. Van Dyke also
provides insolvency coverage and HMO conver-
sion coverage. Under the conversion coverage
portion, the stop-loss insurer arranges for the
transfer of :he HMO's enrollees into other health

plans should the HMO fail.
Reinsurers use several common underwriting

considerations in providing reinsurance to
health insurers and to self-insureds and HMOs.

These include: the geographic location in which
the health coverage is being provided, since
health care costs vary by region; the under-

writing and claims payment track record of the
insurer or self-insured; the demographics of the
group covered by the health policy; and the
health care cost-containment programs em-
ployed by the insurer or self-insurer.

While health reinsurance facilities have con-
tinually provided these basic reinsurance and
stop-loss products, some pointed to escalating
health care costs as a major problem for the in-
dustry.

"This has been one of the most disastrous

medical cost years the insurance industry has
seen," said Mr. Merriam of NWNL.

And, "the changes in the medical system itself,
as well as increased technology, have greatly af-
fected our costs. We have to be very careful with
the rate increases we deliver because the effect

of inflation on a per-person basis is leveraged
for the reinsurer," said Mr. Burry of Crown
Life.

Reinsurers must set their rates by forecasting
"health care cost trends for the coming six
months, instead of based on the last six months,
which is hard to· do," explained Mr. Cross of
Employers Re.

As a result, if the insurer's or self-insurer's
rates or costs increase 25%, then the reinsurer of
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the health policy would increase its rates to that
insurer or self-insurer by 50%, Mr. CrosB contin-
ued.

Health reir-surance rate increases, like tradi-
tional group ndemnity rates, vary by the size of
the insured group, by geographic location and
past cost experience, among other things. So,
like traditional group health insurance rates,
health reinsurance rates are increasing any-
where from 20% to 50% and more, r€insurers
said.

However, insurers and self-insurers 0Eten mit-
igate these 1 arge rate increases by in.reasing
their own retentions

Reinsurers pointed to claims for premature
babies: cancer and catastroph: c injuries and ill-
nesses as being the costliest claims the> have to
face.

AIDS-related claims "have not proved to be
the bad news they were first thought b be" in
terms of cost, said Mr. Burry.

"We haven't seen AIDS being sign:ficantly
excluded by insurers or reinsurers," said Ms.
Gantt.

In fact, AIDS claims account for only about
1% of claims for Employers Re, Mr. Cross
pointed out. I

Yoo're the one who worked and re-worked the problem,
even while some other people seemed to be backing
away. But you wouldn't let go, and when the deal came
together. the winner's circle was all yours.

Nice going.

And thanks for letting us help.

]8-11-Jere tE'4(60 -ABSDISE
New blood, new spirit. and a new determination to be 
the best, while we serve the best.

THE HARTFORD
* Nme #*.TIrr

60 Batterymarch St.. Boston. MA 02114) 617-357-8400 Telex 944013

Reinsurers

begin using
managed care

By DONNA DiBLASE

Health reinsurers, often left to

cover big-ticket health care claims,
are applying managed care tech-
niques to reduce catastrophic
health claims.

"Catastrophic case management
has been one of the few cost con-

tainment programs that really

works. We feel good that medical
case management has stood out as
a means to control costs and im-

prove care for the patient," said
William R. Merriam, vp-life and
health reinsurance at Northwest-

ern National Life Insurance Co. in

Minneapolis.

As part of its Claims Advisory
Service, NWNL offers its ceding
insurers the Rehabilitation Out-

reach Service to Employees, or
ROSE, program.

The ROSE program includes a
nationwide network of health care

providers, consultants and case
managers of many specialties, such
as cancer, acquired immune defi-
ciency syndrome, transplants and
prenatal care.

'Case management
has stood out as a

means to control

costs,' says William
R. Merriam.

Under the program, NWNL's re-
insurance clients call a toll-free

number when a policyholder be-
comes catastrophically ill or in-
jured. The case manager works
with the attending physician to
choose the most appropriate care
in the best setting for the patient.

NWNL has offered the program
since the early 1980s. "We've felt
pretty good about the ROSE pro-
gram and have been able to retain
and increase the number of our

medical reinsurance clients," Mr.
Merriam said.

New York-based Duneanson &

Holt Inc. offers a similar program
to its reinsurance clients on behalf

of the reinsurers that participate in
the three accident and health re-

insurance pools it manages.
The Program for Rehabilitation

of Injured or Disabled Employees
was introduced by the reinsurance
intermediary in late 1985, said Ro-
derick E. Kerr Jr., a vp with Dun-
canson & Holt.

PRIDE is administered by Craw-
ford & Co. in Atlanta.

Crawford has more than 155 of-

fices nationwide staffed by an ex-
tensive network of registered
nurses who coordinate the case

management process with consul-
tant4 and attending physicians, he
said.

"The objective of PRIDE is to
provide the best care possible for
the patient while managing cata-
strophic claims," Mr. Kerr said.

"The program stems from the
claims management process in

workers compensation, where em-
ployers have insurance coverage to
pay for health care for employees
injured on the job," he added.

When a health plan policyholder
suffers a catastrophic illness or in-

jury, his or her employer notifies
its health insurer, who in turn no-
tifies Duncanson & Holt.

Duncanson & Holt then notifies

Crawford, which assigns a medical
consultant to manage the case.

Both NWNL and Duncanson &

Holt provide their case manage-
ment programs to their reinsurance
clients at no extra cost as a claims

management service.



Efforts to launch the first pro-
fessional designation recognizing
expertise in reinsurance is gaining
steam at the Malvern, Pa.-based
Insurance Institute of America.

Meanwhile, two recently formed
reinsurance associations spent the
past year working tc improve ser-
vices for members. And, the older

and larger of the two reinsurance
groups-the Olympia Fields, Ill.-
based Broker & Reir.surance Mar-
kets Assn.-is involved in the IIA's

professional designation project.
Peter Kensicki, a vp with the IIA,

said that BRMA, the reinsurance
section of the Society of Chartered
Property & Casualty Underwriters
and the Independent Reinsurance
Underwriters have all contributed
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Reinsurance designation tests slated for '91
By MARK A. HOFMANN

Examinations for the ARe designation should begin
in early 1991, instead of during the typical IIA testing

in December. 'We will fall out of the normal IIA

pattern of testing,' Mr. Kensicki says, because
reinsurance renewals tend to occur in December.

their expe rtise to the preparation
of texts f)r the IIA's reinsurance

courses.

The reinsurance section decided

during the Society of CPCU's an-
nual mee:ing earlier this month
that the new professional designa-
ticm will be known as ARe, or Xs-
soeia:e in Reinsurance, said Mr.
Kensicki. Achieving the reinsar-
ance designation will require :he

completion of tour courses.
Two of the iourses-''Insurance

Company Operations ' and "Ac-
counting and Finance"-are amcng
the 10 required for the CPCU des-
ignation. The other two are "The
Principles of Reinsurance" and
"The Practice ef Reinsurance."

About five chapters lor each of
the reinsurance books. which will

probably contain 13 chapters each,

have been w:itten, Mr. Kensicki
said. Each chepter is being re-
viewed by as many as 10 reinsur-
ance prac-it.oners representing
buyers, brokers and reinsurers, he
said.

Reviewers have made "tremen-

dous imprivements" by suggesting
concrete illustrations of abstract

reinsurance information, said Mr.
Kensicki

Examinatien: for the reinsur-

ance portions )f the curriculum
should beg.n .n early 1991, instead
of during the typical IIA testing in
December.

"We will f:11 out of the normal

IIA pattern cf testing," Mr. Ken-
sicki said, because reinsurance re-
newals tend tc occur in Decem-

ber.

BRMA Presicient William J. Gil-
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martin said that participation in
the development of an IIA reinsur-

ance designation is simply one of
the group's ongoing projects. Some
of the more significant of the asso-
ciation's projects involve standar-
dizing reporting forms and con-
tract wording, he said.

Standing BRMA committees

spent much of 1988 dealing with
the standardization question, Mr.
Gilmartin said. No model forms

have been published yet, though
the association hopes to have
claims and accounting forms ready
for the printer next year, he said.

"We hope next year-and we

may be optimistic-to publish a
contract wording manual," he
said.

Mr. Gilmartin, who is a former

senior vp of CNA Financial Corp.
in Chicago, stressed that the re-
commended forms would be avail-

able to everyone in the reinsurance
business, not just BRMA members.

Mr. Gilmartin added that he has

conducted a few lobbying activi-
ties on behalf of BRMA during the
past year. He presented the asso-
ciation's case against a California
proposal to require a state license
for reinsurance intermediaries at

hearings called by the California
Department of Insurance. Cur-
rently only one state-New York-
requires intermediaries to be li-
censed, Mr. Gilmartin said.

If licensing is deemed necessary
in other states, requirements
should be uniform rather than de-

cided on a state-by-state basis, he
told the hearing.

Mr. Gilmartin also met infor-

mally with officials of the New
Jersey Insurance Department to
discuss a similar proposal pending
in the Garden State.

In Virginia, the BRMA president
appeared before a select committee
of the General Assembly to speak
against proposals that would re-
quire the filing of reinsurance
treaties for approval by the state
Insurance Department and require
primary insurers, when filing rates
in Virginia, to show not just the
gross experience on a specific pol-

icy form in Virginia but also the
reinsurance ceded experience on
that form in the state.

"That would be very impracti-
cal," he said. "You can't break re-

insurance ceded experience by
state and policy form."

Membership in BRMA is open to
both intermediaries and reinsur-

ance companies, Mr. Gilmartin
said. BRMA currently consists of
19 companies and 12 brokers. An-
nual membership dues are $15,000.

Reinsurance companies that
wish to join BRMA must:
• Have $50 million in capital

and surplus.
• Have $50 million in annual net

written premiums.

• Not be owned directly or in-
directly by a foreign government.
• Not be an affiliate, subsidi-

ary or sister company to a direct
writing company.
• Have at least a B-plus rating

from A.M. Best Co.

Underwriting members that are
also underwriting managers must
also be at least 80% owned by their
policy-issuing company and must
write 90% of their U.S. business

through reinsurance brokers.
Broker members must:

• Have a minimum net worth

of $2.5 million.
• Be domiciled in the United

States.

• Have more than 50% of their

total brokerage income come from
U.S. treaty business.
• Not be controlled by a for-

eign government.
• Be licensed by the state of

New York or substantially meet
those requirements.

Continued on next page-
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• Not be part of a holding com-

pany system that includes an ac-
tive insurance or reinsurance com-

pany unless 75% of the broker's
business is not affiliated business;
and must not be part of a holding
company that includes an active
reinsurance company that assumes
more than 25% of its business on a
direct basis.

BRMA's current chairman is Ri-

chard H. Blum, president and chief
executive officer of Guy Carpenter
& Co. in New York. Other officers
include Vice Chairman David B.

Mathis, chairman and chief execu-
tive officer of Kemper Reinsurance
Co. of Long Grove, Ill.; and Secre-
tary/Treasurer Ward B. Gordon,
chairman and chief executive offi-
cer of New York-based Intere In-
termediaries Inc.

Unlike BRMA, the National
Assn. of Reinsurance Brokers

allows only reinsurance brokers to
join. NARB has about 20 members,
said Robert Z. Rose, a Rosemont.
Pa.-based independent consultant
who is advising the group.

NARB's major accomplishment
during the past year has been to
lay the groundwork for a profes-
sional liability insurance program
for NARB members.

Mr. Rose stressed that the pro-
gram was still very preliminary but
is envisioned as having two layers
of limits to provide maximum cov-
erage of $5 million.

The existence of such a program
"could interest other brokers in

joining the association," Mr. Rose
said.

NARB also plans to issue a regu-
lar newsletter and hold periodic
seminars on the reinsurance busi-

ness, he noted.
Mr. Rose said that membership

requirements have not changed
since the association was founded

last year. Membership is open to
all reinsurance intermediaries that

derive at least 75% of their income

from the reinsurance brokerage
business.

In addition, members must be li-
censed in at least one state-al-

though New York currently is the
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Reinsurance seminar

Courts differ on intermediaries' status
By STACY ADLER

CHICAGO-Although the rein-
surance intermediary historically
has been viewed as an agent of the
ceding insurer by the courts, there
is an emerging trend to view the
intermediary as the dual agent of
both the ceding company and the
reinsurer, one attorney says.

"It is a long-established princi-
ple that an insurance broker is
prima facie the agent of an in-
sured, not the insurer, so by the
same token the principal of a rein-
surance broker is the ceding in-
surer and not the reinsurer," said

John W. Morrison, an attorney
with Altheimer & Gray in Chicago,
quoting from R.L. Carter's book

"Reinsurance."

However, there are instances in
which a reinsurer hires an inter-

mediary to seek out markets for its
product, said Mr. Morrison, who
discussed "Recent Developments
Involving the Role of the Reinsur-
ance Intermediary" at a seminar
earlier this month in Chicago
sponsored by Executive Enter-
prises Inc.

"Consequently a broker may find
himself in a position where he has
two principals in respect of the
same transaction," he said.

In the next three to four years,
more and more courts will begin
viewing the reinsurance interme-
diary as the dual agent of both
the ceding insurer and the rein-

surer, Mr. Morrison predicted.

The foremost case concerning
dual roles is a 1980 decision by the
U.S. District Court for the North-

ern District of New Jersey.
In the Matter of Prichard &

Baird, the court ruled that the re-
insurance broker was the agent of
the ceding insurer because:
• The ceding insurer hired the

intermediary to find reinsurance.
• The intermediary was author-

ized to negotiate for and on behalf
of the ceding insurer.
• The ceding insurer controlled

the decisions of the intermediary
with regard to the reinsurance
contract's terms.

• The ceding insurer sent its
premium payments to the interme-

diary who in turn paid the rein-
surer.

• The reinsurer made its loss

payments payable directly to the
ceding insurer even though they
were sent through the interme-
diary.

rhe case stemmed from the in-

solvency of Prichard & Baird, a
large reinsurance intermediary.
Both a ceding insurer and a rein-
surer that worked with the inter-

mediary claimed they were owed
mor.ey. And, both the ceding in-
surer and the reinsurer claimed

Prichard & Baird was acting as the
agent of the other party.

'Most discussions of agency and
the reinsurance intermediary begin
ard end with Prichard & Baird,"
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said Mr. Morrison.

The court's decision was a "law-

yer's heyday" and has met staunch

criticism, he explained.
The court's decision has been

criticized on the grounds that the
court made its determination that

Prichard & Baird was an agent of
the ceding insurer based on the
fact that the intermediary submit-

ted policy terms to the ceding in-
surer for approval and, once ap-
proved, the policy terms were sent
to the reinsurer for execution.

"The commentators correctly
point out that the reinsurer had the
option of rejecting the terms sub-

mitted by the intermediary and
submitting its own clauses and to
that extent exercises the same

amount of control over the forma-

tion of the contract as the rein-

sured," said Mr. Morrison.
Other critics point out that since

neither the ceding insurer nor the

reinsurer was responsible for the
insolvency of Prichard & Baird,
they should "split the baby"-or
divide the losses evenly.

Their argument in many ways is
similar to the recent trend in

courts to move away from the con-

cept of total liability in tort cases
and toward the idea of compara-
tive fault.

These critics say the court that
decided the Prichard & Baird deci-

sion should not have determined

who controlled the intermediary
but rather how much each party
was at fault for its insolvency.

"While the fairness concept (of
comparative fault) has a certain
appeal, it ignores the fundamental
premise that the party who ini-
tiates a chain of events should be

responsible for their conse-
quences," said Mr. Morrison.

He said that since only the ced-

ing insurer can terminate the re-
insurance intermediary's relation-

ship, it is unfair to hold the
reinsurer responsible for monitor-
ing the intermediary's activity.

The Prichard & Baird decision

has been influential to many other
courts that have looked at the role

of the reinsurance intermediary.
For example, later in 1980, a

U.S. District Court in Nebraska

found that the misrepresentations
of an intermediary concerning un-

derwriting management and pre-
mium volume in the placement of
reinsurance entitled the reinsurer

to recision of the contract because

the intermediary was the agent of

the ceding insurer.
Similarly state legislators and

the National Assn. of Insurance

Commissioners have been in-

fluenced by the Prichard & Baird
decision.

In New York, the state Legis-

lature passed a law that imposes
on the reinsurance intermediary
the duty "to inquire into the finan-
cial condition of the assuming un-
authorized reinsurer and. . .dis-

close such findings to the ceding
insurers and make available. .a

copy of the (reinsurer's) most re-
cent financial statement."

Clearly, New York views the in-
termediary as an agent of the ced-
ing insurer, Mr. Morrison said.

The NAIC, following the Pri-
chard & Baird decision, inserted
into its Commissioner's Handbook

this provision: "Credit will not be
granted a ceding company for rein-
surance. .which by its terms re-
quires payments to an interme-
diary unless the reinsurance
agreement includes a provision
whereby the reinsurer assumes all
credit risks of the intermediary re-
lated to payments to the interme-
diary."

As a result of this provision,
many treaty and facultative rein-

Continued on next page



Despite negatives,
arbitration has merit

By STACY ADLER

CHICAGO-Reinsurance arbitrations today are adversarial in
nature, time-consuming, expensive and more often than not lead to
litigation, according to several reinsurance experts.

However, despite its flaws, the arbitration process does have its
benefits, including the fact that the proceedings are private, do not
create adverse case law and can help preserve the business rela-
tionship between the reinsurer and the ceding insurer, the experts
add.

"Arbitrations are getting more difficult," said William C. McIl-
wain Jr., who has been involved in more than 100 reinsurance arbi-
trations, including the recent arbitration involving six reinsurers
and Pacific Reinsurance Management Corp., the defunct reinsur-
ance pooling subsidiary of Los Angeles-based Mission Insurance
Group Inc. (BI, Oct. 17; July 18; May 2).

Mr. McIlwain, who acted as the umpire in the PRMC arbitration,
Continued on nert page

Intermediaries
i Continued from previous page

surance contracts now provide:
"All payments made by the reas-
sured to the intermediary shall be
deemed paid to the reinsurers. All
payments made by the reinsurers
to the intermediary shall be
deemed paid to the reassured only
to the extent that such payments
are actually received by the reas-
sured."

"Thus, the industry has by con-
tract reversed the ultimate finding
of the Prichard & Baird court as
to who bears the loss from an in-

termediary's infidelity or insol-
vency," said Mr. Morrison.

The view that the reinsurance

intermediary is the agent of the
ceding insurer is changing in other
ways too, noted Mr. Morrison.

"In the real world the facts are

not as clear as in these court

cases," he explained. "The emerg-
ing trend by courts is to find rein-
surance intermediaries act as a

dual agent."
In today's reinsurance market it

is now fairly common for a rein-
surer to hire a reinsurance inter-

mediary to seek out markets for its
product or to truly act as an un-
biased conduit between the ceding
insurer and the reinsurer, Mr. Mor-
rison said.

"There will be an awful lot more
case law in this area in the next

three to four years," said Mr. Mor-
rison.

Insurers and reinsurers that are

concerned with the changing role
of the intermediary can do several
things to protect themselves, ac-
cording to Mr. Morrison.

The ceding insurer can protect
itself by inquiring into the finan-
cial condition of the intermediary,
by obtaining indemnity agree-
ments from the intermediary that
would protect the ceding insurer in
the event of insolvency and by
making sure the intermediary has
errors and omissions coverage, said
Mr. Morrison.

In addition, he suggested the re-
insurance intermediary sign the re-
insurance contract and be included
in the standard arbitration clause

in most reinsurance policies.
Courts will not always permit

the reinsurance intermediary to be
included in the arbitration process
when the intermediary has not
signed the reinsurance contract,
explained Mr. Morrison.

"Where the reinsurance brokers

are involved, they should be sub-
ject to the same dispute resolution
processes as the reinsured and the
reinsurers with whom they inter-
act," he said.

If the reinsurance intermediary
is not included in reinsurance ar-

bitration proceedings, the ceding
insurer runs the risk of conflict-

ing rulings emerging out of the ar-
bitration panel and the courtroom,
as well as the expense of multiple
proceedings, said Mr. Morrison. I
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Arbitrations
Continued from previous page
said parties to reinsurance arbitra-
tions are using delaying tactics
more frequently and the losers are
attempting to have every award re-
versed by the courts.

"Arbitrations are not always ef-
ficient or expedient," agreed Jon-
athan F. Bank, an attorney with
Buchalter, Nemer, Fields & Youn-
ger in Los Angeles, who represents
PRMC.

Mr. McIlwain, Mr. Bank and Ri-

chard C. Waterman, president of
Northwest Reinsurance Services

Inc. in Minneapolis, discussed the
pros and cons of reinsurance arbi-
trations at a symposium titled
"Recent Developments in Insur-
ance and Reinsurance Disputes in
the Property/Casualty Industry"

on Oct. 19 in Chicago. The pro-
gram was sponsored by Executive
Enterprises Inc.

While the speakers acknow-

ledged that reinsurance arbitra-
tions are plagued with problems,
they also said that the process does
have its benefits.

"The most attractive thing about
arbitration is that it is a private
thing and you don't create law,"
said Mr. McIlwain.

Mr. Bank agreed, saying "arbi-
tration leaves no trail."

But, as a result, reinsurance ar-

bitrations have "no precedential
value" and the same issue can be

arbitrated over and over again, Mr.
Bank noted.

"Since the mid-1970s reinsur-

ance arbitration has become

vogue," according to Mr. McIl-

wain. "There are too many prob-
lems arbitrated that shouldn't be."

Mr. Bank pointed out that some
80% to 85% of the reinsurance con-

tracts on the market today contain
mandatory arbitration clauses.

However, Mr. Waterman said
more and more reinsurers are

dropping the standard arbitration

clause from their contracts.

"There is a great deal of ques-
tioning of arbitration in reinsur-

ance," agreed Mr. McIlwain.
"Many reinsurers are taking arbi-
tration clauses out of their reinsur-

ance agreements."
One of the foremost problems of

reinsurance arbitration is that it

has become an adversarial process
rather than a joint attempt at dis-
pute resolution, according to the
speakers.

Most reinsurance arbitration

panels consist of two arbitrators
acting as advocates for the two
parties in arbitration and an um-
pire, which is very similar to two
attorneys standing before a judge,
Mr. Waterman explained.

"The arbitration process today is
very similar to litigation," he as-
serted.

As a result, in some instances

reinsurers are substituting manda-
tory mediation clauses in place of
mandatory arbitration clauses,

said Mr. Waterman.

Under mediation, the reinsurer

and the ceding insurer ask an un-
biased third party to help them
solve their differences. Unlike ar-

bitrati6n, the decisions of a media-
tor, in most instances, are not
binding on the parties.

"If arbitration is two advocates

picking a judge, why not just start
out with the judge?" asked Mr.
Waterman, who is a promoter of
mediation.

"Unless we change the arbitra-

tion process so that the (members
of the arbitration panel) are neu-
tral, mediation is a good alterna-
tive," he continued.

"If the issues can't be mediated,

then litigation is a better alterna-
tive than arbitration," he said.

In looking at the other problems
of reinsurance arbitration, the
speakers pointed out that reinsur-

ance arbitration can be very time-
consuming.

The PRMC arbitration, for ex-
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ample, lasted almost 41/2 years be-
fore the panel issued its award
earlier this month.

That arbitration, like many other
reinsurance arbitrations, was re-

peatedly stalled by delaying tactics
used by the six reinsurers, who
were found to owe PRMC nearly
$100 million.

"The party interested more in
delay than in arbitration is usually
the party with the money," said
Mr. McIlwain. He predicted there
will be greater use of escrow ac-
counts and trust accounts, whereby
the party accused of owing money
is forced to set it aside until the

arbitration proceedings are final.
Choosing the arbitration panel

often is the most time-consuming
aspect of the process, according to
the speakers. For example, the
PRMC arbitration was well into its

third year before Mr. McIlwain
was selected to be the umpire.

The easiest way to speed the se-
lection process is for each party to
select experienced arbitrators, who
in turn will be able to quickly
agree on an umpire, Mr. Menwain
said.

A strong umpire who is willing
to set firm deadlines can stream-

line the arbitration proceedings,
said Mr. Bank.

In addition to being very time-
consuming, reinsurance arbitra-
tions are also very costly, accord-
ing to the speakers.

A simple, eight-month reinsur-
ance arbitration can cost more

than $300,000, while longer, more-
complex arbitrations can cost mil-
lions of dollars, according to Mr.
Waterman.

"It is a lot of money and it is big
business," he said.

The costs of the arbitration pro-
ceedings are shared by the parties.
However, in some instances the

losing party may be forced to reim-
burse the other party for its share
of the expenses.

A final problem with reinsurance
arbitration is that although it is
designed to prevent litigation, in
the end the parties often find
themselves in court.

"Theoretically, arbitration is
supposed to be final and binding,"
said Mr. McIlwain. But "that is be-

ginning to erode and disappear.
There is an increased incident of

attempts to vacate awards."
However, "courts are very sup-

portive of arbitrations and have
been holding that the decisions of a
panel are final," he said.

Mr. Bank agreed: "An award (of
a reinsurance arbitration panel) is
final and binding on the parties,
and courts are reticent to re-ex-

amine arbitration awards unless

the umpire is guilty of fraud or
bias."

In addition, as an umpire, Mr.
McIlwain says he tries to write the
decision of an arbitration panel as
briefly as possible to avoid grounds
for appeal.

"We try to write the decision
with two words if we can-three

words and you begin to wander,"
he said.

In addition to attempting to have
arbitration awards reversed by
courts, some parties attempt to
avoid arbitration by going to
court.

Reluctant parties that are bound
by mandatory arbitration clauses
can go to court and claim they do
not have to arbitrate their dispute.
Among the tactics used by these
reluctant parties are claims that
the arbitration clause is too narrow

and does not encompass a particu-
lar dispute, that the clause was
fraudulently induced or that the
other party waived its arbitration
rights.

However, courts are not inclined
to accept any of these arguments
and often force the parties to arbi-
trate rather than litigate their dis-
pute, said Mr. Bank.

"Federal courts reflect a very
strong public policy favoring arbi-
tration," he added.



Courts, laws change
boundaries of liability
for corporate officers

By MARK A. HOFMANN

CHICAGO-Laws designed to
give corporate directors and offi-
cers more leeway in resisting hos-
tile takeovers may subject them to
greater D&0 liability exposures,
experts say.

But without the benefit of a time

machine, harried corporate offi-
cials attempting to fend off un-
wanted advances may not know
whether they will have to justify
their actions in court for the better

part of decade.
The impact of anti-takeover laws

was one of several legal develop-
ments discussed during a two-day
D&0 symposium presented by The
Wyatt Co.'s Chicago office earlier
this month.

William E. Knepper, a partner in
the Columbus, Ohio, law firm of
Arter & Hadden and co-author of

the recently published fourth edi-
tion of "Liability of Corporate Of-
ficers and Directors," noted that
about 30 states have enacted some

sort of law designed to discourage
the hostile takeover of publicly
held corporations.

"In virtually every one of these
new state statutes, the directors
are given discretion to vote the
shares of the target corporation,"
he explained.

However, he added that wher-
ever such discretion exists, so does

potential liability.
Part of the exposure confronting

directors stems from the amount of

time involved in resolving D&0
suits. Directors make decisions on

how to respond to hostile takeovers
in a high-pressure atmosphere.
They have to move quickly, and
they might not have the benefit of
all of the information they need to
make a decision that will later

withstand a D&0 liability suit, Mr.
Knepper said.

He noted that a court may exam-
ine the directors' decision three,
five or even seven years after it was
made. The court, with benefit of
hindsight, may rule that what ap-
peared to be a reasonable action at
the time it was made actually
worked against the interests of
stockholders, and the court may
hold the directors liable for that

action.

Adding to the uncertainty is the
fact that the constitutionality of
many anti-takeover laws remains
undetermined as well.

Mr. Knepper pointed out that the
U.S. Supreme Court ruled in 1982
that an Illinois anti-takeover law

interfered with interstate com-

merce. That ruling appeared to
void nearly 40 other state
anti-takeover statutes and ushered

in a period of relatively unregu-
lated hostile takeovers.

Despite that Supreme Court rul-
ing, many states responded with
new anti-takeover laws.

In April 1987, the Supreme Court
held that an Indiana statute did

not violate the Constitution. But

only a few months later, a U.S.
District Court found an Oklahoma

law similar to the Indiana statute

to be unconstitutional.

Thus far this year, federal dis-
trict courts have considered at

least seven state anti-takeover

laws, ruling three to be constitu-
tional and four to be unconstitu-

tional.

Mr. Knepper did not predict
what the ultimate effect of the

anti-takeover laws will be. He said

that as long as there are reasons to
launch hostile takeovers, corporate
raiders will find a way to attack
companies. And, as long as the tar-
gets have boards of directors, those
directors will have to make judg-

ments that will be subject to judi-
cial review that could result in

personal liability for the directors.
Despite their prevalence, take-

over-related exposures are far
from the only major reasons for the
D&0 litigation explosion, Mr.
Knepper said.

The misuse of inside information

is another significant exposure
facing corporate directors and offi-
cers, he pointed out. However, he
noted that the law of insider trad-

ing "is currently in a state of un-
certainty and change."

"The courts haven't defined 'in-

sider trading.' Nobody has," he
Continued on next page

11

1.JU66,666.3 176*U/U/CCE, VCLOUer 01, 1366 / id

PHIL PARKER'S FOUND A

GREAT NEW PLACE FOR LUNCH.

hil Parker's really found something to get histeeth into. Now he's at Madison Intermediaries
as Senior Vice President in charge of broking opera-
tions. And like the rest of Madison's top manage-
ment, he's out to establish a direct working relation-
ship with every reinsurance client. We're uniquely
structured to offeryou that kind of responsive service,
and from an experienced team. So to discuss your
treaty or facultative
requirements, call Phil at
(212) 867-4601. Who ADISON

INTERMEDIARIES, i..knows, he might even
offer to buy you lunch. REINSURANCE

261 Madison Avenue, New York, NewYork 10016

NOill your catastrophe
reinsuranceprogemstand up to

hurricanes, tornadoes and earthquakes?
An effective catastrophe reinsurance Co. brokers can help you design a cost-effective

program needs a solid foundation. This founda- catastrophe reinsurance program with appro-
tion is a thorough understanding of your priate retention, limit and coverage features.
Company's catastrophe exposure. And that's what That is why with CATAIYSTasthe founda-
makes CATAIYST® so valuable. tion of your catastrophe program and EW. Blanch

CADAIYS]; only from EW,Blanch Co., can Cds access to worldwide markets, you do not
estimate the frequency as well as severityof losses have to sacrifice program effectiveness Ex
due to hurricanes and tornadoes. Now CATALYST capacity
can also analyze your exposure to Calibmia EW. Blanch Co., 3500 West 80th Street,
earthquakes.With these Minneapolis, MN 55431
analyses, EWBlanch E.W. BLANCH CO. (612) 835-3310.

Chicago Hartibtri NewYork San Frandsco

© EW Blanch Co. 1988

Copenhagen London



78 / Business Insurance, October 31, 1988

D&0 liability
Continued from previous page
said. The confusion surrounding
the area requires action on the part
of corporations, he said.

"A compliance manual is recom-
mended for distribution to all

directors, officers and employees.
Such a manual should explain the
insider trading laws and spell out
the strong and explicit policies
adopted by the corporation in this
area," Mr. Knepper said.

Another major D&0 exposure
stems from the Racketeer In-

fluenced and Corrupt Organiza-
tions law, said Mr. Knepper. The
law originally was designed to
combat organized crime, but it has
become particularly attractive to
those suing corporate officers for
an alleged "pattern of racketeering

activity" because a plaintiff in a
successful RICO case can recover

treble damages plus attorneys'
fees.

"RICO hasmany good features,
but it has gone far beyond what it
was intended to. It has brought
racketeering into the corporate
boardrooms where there had only
been garden-variety state law
fraud" exposures, Mr. Knepper
said.

Because of the stigma of being
branded a racketeer and the possi-
bility of having to pay out huge
sums of money, very few D&0
RICO cases have gone to judgment,
Mr. Knepper said. Instead, most
D&0 RICO cases are settled with-

out a verdict for considerably more
money than might be expected
simply because they do stem from
RICO allegations.
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The Supreme Court has held that
a prior criminal conviction of the
defendant is not necessary to hold
the defendant liable for a RICO

violation. Although the court noted
that RICO has evolved into a tool

that is used against legitirnate
business more so than against or-
ganized crime, the majority of the
justices held in a 1985 ruling that
if that is not Congress' intent, then
Congress, and not the courts,
should clarify the statute.

Directors and officers also need

to be aware of the possibility of
third-party suits, Mr. Knepper
said. He cited last year's Wyatt
survey of directors and officers lia-
bility that showed about 60% of re-
ported D&0 claims were brought
by people other than shareholders
or the corporation.

Employment-related suits com-
prise one of the most significant
growth areas for third-party suits,
Mr. Knepper noted. The two most
common of these suits involve

wrongful firing and employment
discrimination.

A number of state courts have

rejected the "employment at will
doctrine," which gives employers
great latitude in dismissing em-
ployees, Mr. Knepper said. Em-
ployees who feel they have been
unjustly fired are using federal and
state employment and discrimina-
tion laws to seek redress from

directors and officers, he said.
Employment discrimination no

longer refers only to racial or sex-
ual discrimination, Mr. Knepper
pointed out. "Sexual harassment,
sexual abuse by management and
other types of harassment are now
called employment discrimina-
tion," he said.

Another speaker cited the in-
creasing D&0 exposures as symp-
toms of an ongoing -restructuring
of corporate America."

John P. Coonan, assistant man-

ager of Chubb Corp.'s Executive
Prote'ction Department, which un-
derwrites the D&0 liability insur-
ance offered by the Warren, N.J.-
based insurer. stressed that one of

the most important facets of this
restructuring is the boom in corpo-
rate takeovers.

"Litigation has become the pre-
dominant defensive and offensive

tactic" in takeover battles, he said.
But although the takeover game

may look the same, the players may
change, Mr. Coonan said. The num-
ber of suitors for U.S. firms is

likely to increase as non-tradi-
tional players begin shopping for
corporate bargains. Japanese and
European investors, buoyed by fa-
vorable currency exchange rates,
are looking for places to put their
money. Some Europeans are even
more anxious to invest in North

America because they have become
jittery about the forthcoming elim-
ination of national trade barriers

among the 12 members of the Eu-
ropean Community.

In addition, domestic takeovers
have resulted in what Mr. Coonan

called "the debt bomb." Highly le-
veraged buyouts have led to a
mountain of corporate debt, not all
of the highest quality. "We're kind
of betting the nest egg" on the na-
tion's future economic health, he
said. When the inevitable economic

slowdown comes, many businesses
that have been expecting contin-
ued healthy cash flow to service
debt will fail, Mr. Coonan pre-
dicted.

Like Mr. Knepper, Mr. Coonan
emphasized that D&0 claims take
a long time to adjudicate, generally
three to seven years. For un-
derwriters, the lag means that "you
will not know your loss costs for
quite a few years," he said.

Underwriters facing this sort of
uncertainty delve carefully into
corporate prospects, he said. They

want to underwrite coverage for
the industry leaders, not com-
panies likely to fall by the wayside
amid a flurry of lawsuits. "We're
trying to underwrite defendable
people," he said.

Underwriters also track the per-
formance of a company's stock, Mr.
Coonan said. There appears to be a
direct correlation between the vol-

atility of a company's stock and
the frequency of being sued, he
said. There is also a direct correla-

tion between earnings volatility
and frequency of suits, he noted.

The reason for the relationship,
Mr. Coonan said, is simple: Inves-
tors not only want to earn money;
they want to make sure they do not
lose money. A wildly fluctuating
stock might signal a company in fi-
nancial trouble, as would roller-
coaster earnings performance.

Mr. Knepper, noting that in-
creasing frequency of D&0 suits
and the conflicting interpretations
federal and state courts have given
to what a particular D&0 policy
does or does not cover, offered
what he called "Knepper's First
Commandment." The command-

ment states: "In writing an insur-
ance policy, the insurer should say
what it means and say what it ex-
cludes."

Ken Wollner, a consultant in
Wyatt's Chicago office, noted sev-
eral changes D&0 insurers have
made in policy language and ex-
clusions that demonstrate how well

they have honored the spirit of that
commandment.

D&0 forms tend to reflect the

frequency and severity of expo-
sures faced at any given time, he
explained. For example, language
dealing with mergers and acquisi-
tions began appearing in D&0 po-
licies in the mid-1980s when take-

overs became rampant.
The merger and acquisition ex-

Continued on next page
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D&0 experts suggest directors' guidelines
CHICAGO-A board of directors should create statements

of policy for officers, directors and employees as part of its
legal duty to the company, say legal D&0 experts.

William E. Knepper, a partner in the Columbus, Ohio, law
firm of Arter & Hadden, and Dan A. Bailey of Arter & Had-
den drew on their expertise to develop the directors and offi-
cers guidelines.

Mr. Knepper is the author of "Liability of Corporate Offi-
cers and Directors," which was first published in 1968. Mr.
Knepper, along with Mr. Bailey, recently completed the
fourth edition of the book (BI, Oct. 10).

According to the guidelines, which were discussed at a re-
cent symposium on D&0 liability presented by she Chicago
office of The Wyatt Co., the board and its members should:
• Learn the peculiar statutory and regulatory prohibit-

ions applicable to the board and the corporation. The board
obviously is incapable of assuring compliance with rules that
it does not know exist. Inside or outside counsel should peri-
odically review with the board current legal developments, as
well as fundamental legal parameters.
• Establish an audit committee of independent outside

directors. This committee should select the outside auditors

who are truly independent, as well as competent; determine

D&0 liability
Continued from previous page
clusion denies coverage for actual
or alleged wrongful acts that arise
out of opposition to takeover at-
tempts. Mr. Wollner noted that al-

though some insurers have modi-
fied the exclusion to apply only
when certain tactics are used or

have even eliminated it if the ac-

tion is based on advice obtained

from outside legal counsel or in-
vestment advisers, the exclusion
can still restrict the freedom of

directors to act in what they con-
sider the best long-term interests
of shareholders and employees.

Another significant change in
D&0 policy forms was the inser-
tion of the so-called "insured vs.

insured" exclusion, which Mr.
Wollner called probably "the most
notorious" set of limitations added

to D&O policies during the 1980s.
The insured vs. insured exclusion

is designed to prevent the insurer

from having to pay claims result-
ing from companies suing their
own directors and officers in order

to collect from the insurer.

Before 1985, the typical D&0
policy contained no such exclu-
sion, said Mr. Wollner. But he

added that he cannot recall having
seen a policy issued during the past
two years that does not contain
some form of the exclusion.

But, although the exclusion is
designed to eliminate an insurer's
exposure to claims rising from col-
lusion, the exclusion's wording
"removes from, the company the
option to independently pursue de-
fensive litigation in appropriate
cases," he said.

' Yet another tightening of terms
that has taken place during the
past few years concerns the ad-
vancement of defense costs. Before

1985, typical policy wording did
not contain an advancement of de-

fense costs clause and did not limit

time when action could be taken

against the insurer.
Many insurers clarified and

strengthened their policy language
in the wake of the soft market, Mr.

Wollner said. The policies spell out
that the insurer has no duty to de-
fend and must consent to the selec-

tion of defense counsel, expenses
and settlement. Some added an ad-

vancement of defense costs clause

and stipulated that the insurer is

not responsible for reimbursing
any defense expense until the
claim is disposed of.

Such changes strengthen the in-
surer's position in refusing con-
temporaneous reimbursement and
also give the insurer more control
over defense activity.

Also speaking at the symposium
were Chicago attorney Keith A.
Hanson of Peterson, Ross, Schloerb

& Seidel; Christopher J. Cavallaro,
a principal in Mineola, N.Y.-based

ARC Excess & Surplus Inc., and
Chicago-based Wyatt consultant
Ronald R. Boggs. I

the scope of the audit; review the results of the audit before
the final statements are published: implement the recom-
mendations of the auditor for eliminating weaknesses in the
accounting system or for effecting other improvements; insist
on direct, frank and full communication with the outside
auditors in the absence of management; and use the internal
auditors' outside the chain of command for specific investi-
gative tasks.
• Formulate for officers, directors and employees state-

ments of policy in sensitive areas. One of the board's princi-
pal responsibilities is the establishment of general poli-
cies, most particularly in areas that frequently generate
litigation like conflicts of interest, trading on inside infor-
mation, employment practices, etc. These statements should
be in writing; distributed to all directors, officers and con-
cerned employees; and kept up-to-date.
• Establish procedures by the board to determine the

separate functioning of board and management, for example,
what items of business must be presented to the board; the
timely submission to the board of enough information to
form a reasonable judgment as to whether to approve a rea- .
sonable transaction; and the specific limitations of manage-
ment's authority with respect to contracts, loans and other

transactions.

• Receive and review monthly operational reports and
financial statements and all securities law and ither regula-
tory filings. The board should be sensitive to developments
and occurrences with the corporation that may give clues to
problem areas. Among other things, all litigation against the
corporation and its officers and employees shoild be closely
reviewed and monitored, with frequent reports to the board
by outside counsel.

• Diligently attend and participate in boarc meetings. If
absence is occasionally required, information of what hap-
pened at the meeting should be furnished to the absent direc-
tor. Carefully review all board minutes to assure they ac-
curately reflect the actions that transpiFed and the
involvement of each director. Any dissent by a director
should be noted in the minutes since silence may be tanta-
mount to assent.

• Be alert.for any indications that all is not well. The
board should scrutinize the materials furnished it with a

questioning eye. If it is not furnished sufficient information,
the board should demand it. If members do not understand

some of the information, they should find out what it means.
-By Mark A. Hofmann
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ASHRM conference

Risk managers' role
should grow: Rogers

By GLENN HUNTLEY

PHOENIX, Ariz.-Risk managers at hospitals and other health care
facilities should get more involved in their organizations' risk-financing
decisions, an expert says.

roo often risk management is "a kind of fifth wheel" that is not in-
tegrated into the overall management structure of a hospital, said William
E. Rogers, director of risk management services at The Gleason Agency
Inc. in Johnstown, Pa. Mr. Rogers was a member of the Business Insurance
Risk Management Honor Roll in 1986, when he was director of community
h€alth services and risk management at Conemaugh Valley Memorial Hos-

pital in Johnstown (BI, April 14, 1986).
While health care risk managers traditionally have been responsible

for issues related to professional liability, insurance purchasing deci-
sit)ns too often are handled by a chief financial officer who may not
have the expertise to determine the
effectiveness of insurance coverages, 
Mr. Rogers said.

m Americaii Society Risk managers, not financial offi- for Healthcare
cers, should make risk-financing de- 1 Risk Managementcisions, Mr. Rogers asserted during a
session on "Improving the Effective- 10th annual conference*'saittahlettlltnn:gaoet  Phoenix
ference of the American Society for
Healthcare Risk Management, held Oct. 12-15 in Phoenix, Ariz.

"I think too often (health care) risk managers have looked only at
the issue of professional liability and not gone beyond it," he said.

Mr. Rogers suggested that health care risk managers seek broader
responsibilities, such as taking charge of workers compensation, employee
safety, fire protection and other risk-related issues at their facilities.

He urged risk managers to "make yourselves indispensable to manage-
ment, make yourselves indispensable to the medical staff."

By working closely with an institution's management and staff, risk
managers can emphasize the role they play and ensure it will remain an
integral part of the organization, he said.

Mr. Rogers also urged health care risk managers to work closely
with brokers to assure the organization is getting the most appro-
priate coverages.

Many hospitals are reluctant to question their broker or consider
risk financing alternatives, such as risk retention groups or self-insur-
ance, he added.

But, uby being so conservative, hospitals aren't getting their money's
worth," Mr. Rogers said.

Putting the risk manager in charge of the insurance program will give
the hospital clout with brokers and eventually pay off with better rates
and programs, he said.

"Any of the brokers can do a good job if you stay on them, but
many of them will let things slip if you don't stay on them," Mr.
Rogers said.

Mr. Rogers advised health care risk managers to be specific when
communicating to brokers the objectives and deadlines for their · or-
ganizations' insurance programs.

"I know they tend to ignore you if you don't do that. It's the squeaky
wheel theory," he said.

But, health care risk managers who take on these additional responsi-
bilities will find they must delegate more duties, he said.

Continued on next page
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Nurse shortage is threat for risk managers
By GLENN HUNTLEY

PHOENIX, Ariz.-Risk managers at hospi-
tals and other health care facilities are at the

mercy of the nursing shortage, an expert
says.

The lack of nurses is a risk management
issue because inadequate staffing can in-
crease a health care facility's exposure to li-
ability claims, warned Scott A. Saurbier, an
attorney with Kitch, Saurbier, Drutchas,
Wagner & Kenney in Detroit.

At hospitals, for example, a shortage of
nurses may pose a choice between providing
substandard care or "the highly undesirable
alternative of closing beds," he said.

The most health care risk managers can do
to minimize the shortage's impact is to work
with their institution's management to en-
sure that available nurses are involved in

caring for patients and not other duties, Mr.
Saurbier told those attending the 10th an-
nual conference of the American Society of

Risk managers
Continued from previous page

"More and more you are moving
to pure management, so you have
to learn to delegate," he said.

That can be especially difficult
for risk managers who have be-
come used to a "hands on" ap-
proach to the job, he said.

As part of their expanding role,
risk managers also have the re-
sponsibility to seek further educa-
tion, according to Mr. Rogers.

Because risk managers in the
health care industry typically come
from the nursing or legal profess-
ions, many need more expertise on
financial matters as a means to get
the attention of senior manage-
ment, Mr. Rogers said.

But once the risk manager starts
talking in financial terms, top
managers are more likely to re-
spond to ideas and plans, he said.

Mr. Rogers urged risk managers
in the health care industry to fur-
ther their education and work to-

ward the Associate in Risk Man-

agement designation available

Risk managers have

the responsibility
to seek further

education, according

to Mr. Rogers.

through the Insurance Institute of
America. Other educational oppor-
tunities such as conferences also

should be utilized, he said.

"In this day and age, there's no
such thing as standing still. You
are either moving forward or drift-
ing backwards," Mr. Rogers said.

Risk managers usually fit into
one of two categories: those who

"do everything management ex-
pects and nothing else," and those
who analyze problems and seek so-
lutions.

He suggested several measures
that any risk manager can take to
improve his or her expertise:
• Get to know risk managers in

other industries.

Even though other risk managers
may face issues very different from
those in the health care industry,
their ideas can stimulate thought
about approaches to health care
problems, he said.
• Get involved in a local chapter

of the Risk & Insurance Manage-
ment Society Inc.

RIMS meetings are an ideal way
to meet other risk managers and
share ideas, he said.

• Read insurance trade publica-
tions to keep informed about new
developments and regulations in
the field.

• Meet frequently with brokers
to assure that the insurance pro-
gram is meeting the goals set by
the risk manager. I

Healthcare Risk Management earlier this
month in Phoenix.

Projections based on nursing school en-
rollment indicated that the country will be
short 1 million registered nurses-or about
25% of the needed supply-by the year 2000,
he said. "If we are 1 million nurses short,
either our health care is going to change ra-
dically for the worse or we are going to de-
velop a system to better use our nurses."

Meanwhile, nursing school enrollment has
remained stable, although the number of ap-
plicants has decreased 41% in recent years,
according to Mr. Saurbier. This indicates
that training institutions now are accepting
nursing applicants that may not have been
accepted earlier, he said.

In addition to a static workforce, the nurs-

ing shortage is aggravated by increased de-
mands on nurses in health care facilities. For

example, in 1972 the average hospital re-
quired 50 nurses per 100 patients but, by
1986 that same rate had risen to 91 nurses

per 100 patients, according to Mr. Saurbier.
Eventually, the need for more patient ser-

vice may result in a nurse-to-patient ratio
that is 2-to-1, he said.

Nurses' workloads are compounded by in-
creased utilization of outpatient surgeries, in
which testing, surgery, paperwork and dis-
charges must be completed more quickly,
Mr. Saurbier said.

And, hospitalizations increasingly involve
more severe illnesses, such as acquired im-
mune deficiency syndrome, he said.

"Nurses have to be free to be nurses. What

has happened is nurses have picked up more
non-nursing duties because they are so ver-
satile," he said.

To ensure that nursing talent is appropria-
tely assigned, thereby minimizing the risk of
claims from patients alleging they received
inadequate care, Mr. Saurbier urged that:
• Registered nurses report to assigned

areas "in a timely manner" so that patients
receive continuous care.
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• RNs inform their superiors of their
knowledge of procedures and type of care
provided in an assigned area.
• If the experience and skill level of an

RN is not appropriate to the assignment, the
nurse's supervisor should be notified.

In all instances, nursing care should match
the level of care needed, he said.

To free up nurses, hospitals and other care
facilities will have to seek alternative pro-
viders for services currently performed by
RNs, Mr. Saurbier said. For example, it does
not take a highly educated and experienced
nurse to help a patient go to the bathroom,
he said.

In most cases, health care facilities will
have to change their staffing patterns to
make use of existing staff or find supple-
mental help, Mr. Saurbier said.

The future of health care likely will in-
clude assistance from registered care techni-
cians, more licensed practical nurses or other
providers, he said. m
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Rules aid in liability insurer search
By GLENN HUNTLEY

PHOENIX, Ariz. A few ' golden
rules" can help make the process of
finding a liability insurer for a
hospital or health care facility ea-
sier, one broker says.

The first rule: Only buy insur-
ance from insurers that have an A

rating or higher from A.AI. Best
Co., advises Michael Maglaras,
president of Michael Maglaras &
Associates, a brokerage firm in
Stamford, Conn. The Oldwick,

N.J.-based agency assigns ratings
ranging from from C to A +

"If it's A-rated you are on the
way to first base, but you are not
there yet," he said.

Mr. Maglaras prc,vided his
"golden rules" during a session on
-Eow to Evaluate Insurance Com-

panies" held during the 1 (th an-
nual conference of the American

Society for Healthcare Risk Man-
agement earlier this month in
Phoenix.

If insurers don't have

sufficient cash on

hand, 'they are not

playing the game
right': Maglaras.

While the Best's rating is a start,
Mr. Maglaras advised insurance
buyers at health care facilities to
look for other indications of an in-

surer's stability.
For example. any insurer that

has a (w) notation. indicating it is
on the National Assn. of Insurance

Commissioners' watch list, "should
be shown the door,'' he said.

Insurance buyers also should
seek out insurers that are willing
to underwrite both primary and
excess coverage, Mr. Maglaras
said. If the company writes many
level's of liability coverage, it indi-

Hospital risk managers meet
PHOENIX, Ariz. Yes, ·. does rain in the Valley of the Sun, as

members and guests of the American Society for Healthcare Risk
Management found out this month.

More than 700 at.tendees participated in ASHRM'. 10th annual
meeting and educational conference Oct. 12-15 at the Pointe at
Squaw Peak reson in Phoenix, Ariz.

A downpour, which dumped more than 2.3 inches of rain on
desert visitors on the third day of she conference, was the talk of the

conference for a day. It put a damper on some outdoor activities
and forced at least one working session to mcve when water
flooded part of the hotel's Grande Ballroom.

Several Phoenix-area residents said the rainfall was the most

they had seen there in years.
ASHRM represents risk and insurance managers at hospitals and

other health care facilities and is a unit of the American Hospital
Assn.

In addition to educational sessions, the conference featured a

business meeting that included submission of the first report from
an expanded legislative c=mmittee. The committee monitors state
and federal reform measures that affect risk managers in the health
care industry.

For more information about ASHRM, contact Trudy Goldman,
Division of Quality Control Management, American Hospital Assn.,
840 N. Lake Shore Drive, Chicago, Ill. 60611; 312 230-6425.

cates that it understands the scope
of the health care industry's pro-
fessional liabilities, he said.

Another good "rule of thumb" is
to remember that while there are

many good surplus insurers, an ad-

mitted insurer is always preferred,
he said.

Buyers also need to be aware of

the insurer's adjusted policyholder
surplus, or all of its assets less its
liabilities, he said.

An even more telling factor may
be the net line, or the actual

amount of risk an insurer retains,
Mr. Maglaras said. If the net line is

more than 1% to 2% of adjusted
surplus, the insurer may be retai-
ning too much risk, he said.

Also, check to see how the com-
pany handles claims. If the claims
telephone number is different from
that of the insurer's home office,

ask why, he recommended. "The
matter of fact is claims paying is
the essence of insurance. It's the

meat and potatoes."
The "golden rules" of evaluating

an insurer also take into account

financial information from the

standard annual statement filed

with state regulators.
Mr. Maglaras advises buyers to

look at the insurer's five-year his-
torical data, which shows the

trends in capital and surplus. The
best companies will show a steady
rise in capital and surplus, exhi-
biting "controlled growth," he
said.

If the numbers rise quickly then
drop, it usually indicates the in-
surer undertook a line of insurance

it did not understand and then suf-

fered losses, Mr. Maglaras said.
Loss reserves, if they fell signifi-

cantly at any time, may show if the
insurer transferred an entire line

of business, also indicating the
company may not have shown good
judgment, he added.

The amount of losses reported in
the annual statement should in-

crease in proportion to premium

growth, he said. If losses follow
premium growth it demonstrates
consistency from new business.

Likewise, reserve growth should
keep track with increases in premi-
ums, he said.

"The question is whether they
are professional underwriters,"

Mr. Maglaras said. Consistent re-
serve growth indicates the insurer
"guessed right" when taking on
new business.

Also, underwriting ratios should
demonstrate if the company has
made money on its underwriting
rather than on investments, he
said. The preference is to select an

insurer that profits on under-
writing, though even the best in-
surers may not make an under-
writing profit, he said.

The expertise of the prospective
insurer can be measured in part by
looking at the lines of insurance it
handles. It's usually best to pick an
insurer that does a large volume of
business in the lines a risk man-

ager wants to purchase, he said.
"Cash on hand," or the amount

of short-term investments, can tell

buyers if the insurer can pay
claims promptly, he said. Available
cash, often invested in short-term

bonds, should be equal to about
half of the insurer's net line, he
said.

If insurers don't have sufficient

cash on hand, "they are not play-
ing the game right," he said.

Where investments are placed
can be telling, he added. Heavy re-
liance on common stocks can raise

the issue of ability to pay claims,
he said.

Finally, check the insurer's
board of directors, he recom-

mended. If many of them have been
on the board for a short time, the
company may have been acquired
recently or serious losses may have
forced some or all of the directors

to resign, he said.



Informed consent suits avoidable: Lawye r
By GLENN HUNTLEY

PHOENIX, Ariz.-Physicians
and other health care providers
should explain their treatment rec-
ommendations in layman's terms
rather than just furnishing consent
forms to patients to minimize med-
ical professionals' liability, says a
health care attorney.

Health care professionals have
erroneously assumed that they are
absolved from liability for subse-
quent problems after a patient has
signed an informed consent form,
said Fay A. Rozovsky, a health at-
torney and president of LEFAR
Health Associates Inc., a hospital
consulting firm in Halifax, Nova
Scotia.

But health care professionals
generally are not thoroughly in-
forming patients about the alter-
natives to recommended proce-
dures or the possible side-effects of
recommended treatments before

patients sign informed consent
forms, which is leading to more lit-
igation against health care profes-
sionals, she said.

"We are awful at it in the health

care industry," she said. "That's
why we are getting (informed) con-
sent litigation-not because some-

American Society
for Healthcare

Risk Management
10th annual conference

Phoenix

one didn't get the blasted piece of
paper signed."

Informed consent litigation is a
type of medical malpractice action
in which a patient claims he or she
was not adequately informed about
a procedure before consent was
given.

Informed consent is when a

physician discloses information to
a patient about the risks of injury
that may result from a course of
treatment. By weighing the possi-
ble risks of recommended treat-

ment against the possible benefits,
a patient may choose to follow the
treatment, select an alternative
treatment or forgo treatment, ac-
cording to Black's Law Dictionary.

However, a patient's consent to a
health care provider to submit to a
medical procedure does not consist
of only a written approval, Ms. Ro-
zovsky said during her speech on
"Informed Consent and Risk Man-

agement" during the 10th annual
conference of the American Society
of Healthcare Risk Management in
Phoenix earlier this month.

"Consent is a process. It is not,
not a form. I can't say that loud
enough," she said.

Liability problems are surfacing
for many health care professionals
because they have not talked
directly with patients about their
conditions or recommended treat-
ment, she said. Health care profes-
sionals must present information
clearly to patients and allow them
the opportunity to ask questions,
she said.

Patient consent can be either ex-

plicit or implied, she said. Explicit
consent means the patient specifi-
cally approves a procedure. Im-
plied consent would include, for
example, voluntarily seeking a
publicly offered vaccination.

The legal criteria for valid con-
sent for medical care includes sev-
eral factors.

For instance, the law presumes
an adult individual is capable to
grant consent unless otherwise in-
capacitated.

Mental capacity is assumed un-
less a person is severely injured
or shows other impairment that in-
dicates the individual cannot un-
derstand the circumstances or

make an informed choice. In those

"judgment calls," medical profes-
sionals are allowed to act first to

save or maintain life, then inform
the patient or the family of the
treatment provided, she said.

In cases in which a patient is not
able to make his own decisions, Ms.
Rozovsky recommends designating
one health care professional to
work with one family member to
decide treatment.

Another legal standard measures
whether enough information was
presented to the patient to allow
him to make an informed decision,
Ms. Rozovsky said.

But, just as importantly, the pro-
vider needs to respond fully to
questions from the patient and
seek consent for the recommended

procedure, she said.
Rulings in previous informed

consent cases have relied on

whether patients received enough
information, based on what a "rea-

sonable" person would require to
make a judgment, Ms. Rozovsky
said.

But recent cases are not consid-

ering the "reasonable person"
standards and instead are consid-

ering what the individual in each
case needed to know to make an

informed decision, she pointed out.
To protect themselves against

medical malpractice claims, phys-
icians should tell patients the na-
ture and purpose of a test or treat-
ment; probable risks; any
reasonable alternatives if avail-

able; the risks of forgoing tests or
treatment; and the probable degree
of pain, disability or disfigurement
that would result from the recom-

mended treatment or from forgoing

the treatment.

Health care professionals' poten-
tial liability for not fully informing
patients about the possible ramifi-
catiobs of submitting to or forgo-
ing recommended treatment was
illustrated in a California case in

which a doctor repeatedly urged a
female patient to have a Pap
smear. The patient refused the test
and later developed medical com-
plications that could have been de-
tected by the test, Ms. Rozovsky
said.

The physician was found negli-
gent because he had failed to in-
form the patient about the possible
consequences of not having the
test, she said.

One of the more delicate situa-

tions a health care provider may
face is when a patient refuses to be
informed, usually out of fear, she

said.

But all patients, no matter how
reluctant, should be fully informed
about their treatment, Ms. Ro-

zovsky stressed.
In most cases the physician must

be persistent in presenting the in-
formation-despite patient objec-
tions-in a rational, calm manner,

Ms. Rozovsky said.
"A lot of it is overcoming fear

and getting to know the patient,"
she said.

There are some legal precedents,
however, determining the type of
information that medical profes-
sionals are not obliged to tell pa-
tients.

For instance, a physician is not
required to inform a patient about
remote risks of a recommended

procedure unless the risks involve
paralysis or death, she said. •
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Risk Retention Act
Continued from page 1

"The borders in which risk pur-
chasing groups can operate in need
to be redrawn. The parameters are
not clear," said Victor Schwartz, a

partner with the Washington law
firm of Crowell & Moring and a
former Commerce Department of-
ficial who in the late 1970s helped
draw up the original legislation
that led to the Risk Retention Act.

While many issues relating to
purchasing groups remain to be
settled (see stories, beginning page
89), the growth of risk retention
groups has been dramatic and
largely without controversy.

Even state regulators, who have
warned of an upcoming collapse of
insurers providing coverage to
purchasing groups, have made it a
point to distinguish between risk
retention groups and purchasing
groups.

"I have significantly fewer con-
cerns about risk retention groups.
Their members are :he owners.

They are big, often sophisticated
folks," said William Hager, com-
missioner of the Iowa Division of

Insurance in Des Moines.

Others, especially commercial
insurers, are more cautious about

the staying power of risk retention
groups over the long term.

"Will risk retention groups be fi-
nancially responsible and able to
honor their claims? That is too
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soon to say after only a two-year
time frame," said George Klotz-
baugh, counsel with the American
Insurance Assn., a property/ca-
sualty insurance trade association
in Washington.

While more time may be needed
to determine the long-term viabil-
ity of risk retention groups, there is
no denying that the groups' growth
has been impressive.

Indeed, the 50 or so risk reten-
tion groups that have been licensed
during the two-year span of the
Risk Retention Act amendments

stand in sharp contrast to the sin-
gle risk retention group-a Dela-
ware-chartered group providing
product liability coverage to ho-
mebuilders-stablished under the

unamended Risk Retention Act of

1981.

While the 1981 law only allowed
risk retention groups to write
product liability and completed
operations coverage, the 1986
amendments gave the groups au-
thority to write all commercial lia-
bility coverages, except workers
compensation, to member-owners.

This expansion has opened up
the use of risk retention groups to
such diverse industries as attor-

neys, governmental entities, health
care providers, financial institu-
tions and transportation firms,
which were shut out by the restric-
tions of the 1981 law.

Already, these new groups are
generating significant premium
volume.

Some 44 risk retention groups
recently surveyed by The Risk Re-
tention Reporter, a Pasadena,
Calif.-based newsletter, reported
1988 premium volume-as of Sept.
15-of $183.1 million. These same
groups estimate that premium vol-
ume will hit about $270 million by
year-end.

"Many (survey) participants who
provided high year-end estimates
anticipated substantial premium
inflow between (Sept. 15) and
year-end due to renewals and the
number of quotes currently pend-
ing," the newsletter reported.

While 50 risk retention groups
and a $270 million premium vol-
ume seem minuscule in compari-
son with the $186.9 billion in
earned premium by the nation's
property/casualty insurers last
year, some contend that the num-
ber of risk retention groups and
their premium volume are im-
pressive statistics.

"A $270 million premium volume

is an impressive number. It indi-
cates that there are gaps in the
commercial liability insurance
market, and that risk retention

groups are ,filling that gap," said
Edward' Barrett, a U.S. Depart-
ment of Commerce staffer and co-

author of a report issued last year

by the Commerce Department on
the impact of the 1986 amendments
to the Risk Retention Act (BI, Oct.
5, 1987).

"The fact that there have been 50

risk retention groups established
during a relatively soft market is
remarkable," said Jon Harkavy,
director of governmental affairs
for the New York-based Risk & In-

surance Management Society Inc.,
which was one of the prime back-
ers of the 1986 amendments.

Others, though, say the growth of
risk retention groups has not lived
up to expectations.

"I would have thought there
would have been a greater rush to
set up risk retention groups," said
Felix Kloman, a principal and vp
in the Stamford, Conn., office of
Tillinghast, the risk management
and actuarial consulting division
of Towers, Perrin, Forster &

Crosby Inc.
He noted, however, that the cur-

rent competition among commer-
cial insurers-which began soon
after the amendments were ap-
proved-has slowed formation of
the groups.

"The growth has been a lot
slower than everyone thought,'
said Richard Grayson, a vp with
J&H of Georgia in Atlanta, the
program manager of Financial In-
stitutions Reserve Risk Retention

Group Inc., a former Bermuda cap-
tive that now is a Vermont-based

risk retention group that provides
directors and officers liability in-
surance to 17 major banking insti-
tutions.

While many companies are
"mad" at the commercial insurers

about erratic market conditions,
they are "not mad enough to put
up" the capital needed to establish
a risk retention group, he said.

Observers point out that there
has been a common impetus that
led to the formation of the groups:
the desire of members to obtain

stable, long-term liability cover-
age.

"Coverage was being emascu-
lated by the commercial carriers,
with premiums increasing 1,000%.
There was a need for a competitive

Continued on next page
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alternative," said Mr. Grayson.

"We wanted a long-term alter-
native to a capricious market,"
said Mr. Doody, president of the
Consolidated Catholic Casualty
Risk Retention Group.

Indeed, the most striking charac-
teristic of some risk retention

groups is that they are holding out
the promise of being a long-term
source of stable coverage rather
than as vehicles offering cut-rate
coverage.

"Stability of coverage is the key.
We never marketed ourselves as

offering the least expensive cover-
age," said David Bossman, vp and
treasurer of the American Feed In-

dustry Assn., an Arlington, Va.-
based trade group that last year
helped organize a Iowa-based risk
retention group to provide general
liability coverage to animal feed
manufacturers.

"There is widespread under-
standing that stability-in good
times and bad-is the whole point
of establishing a group program,"
said Tomas Russell, a partner at
the Chicago law firm of Hopkins &
Sutter and general counsel to ISBA
Insurance Risk Retention Group
Inc., a newly licensed, Illinois-
based risk retention group that
will provide professional liability
insurance to members of the Illi-
nois State Bar Assn.

The commitment to make risk

retention groups a long-term
source of coverage is underscored
by the substantial capital contri-
butions policyholders are making
when establishing their groups.

For example, the 17 initial mem-
bers of Financial Institutions Re-
serve, the banking risk retention
group writing D&0 coverage, each
contributed $2.5 million in capital,
while the Catholic hospitals' risk
retention group started with $11
million in capital.

"That was $11 million in cold,
hard cash," said Mr. Doody said.

In other cases, it is the speed in
which capital was raised that is
striking.

For example, the risk retention
group for members of the Illinois
State Bar Assn. reached its capita-
lization goal of $3.5 million just 70
days after the start of an offering
period.

Still, not every risk retention
group has been able to get off the
ground.

Some false starts have been
well-publicized. For instance, C-
PAC-0, the first risk retention
group established after the 1986
amendments were enacted, had its
license suspended several months
later by the Delaware Insurance
Department after it was unable to
raise sufficient capital (BI, Sept.
14,1987).

Many other potential risk reten-
tion groups never made it past the
feasibility stage. By some esti-
mates, for every risk retention
group that was launched, three or
four failed to get off the ground.

"Well over 200 groups were well
along and had to give up," esti-
mated Jane Rastallis, a senior con-
sultant with Betterley Risk Con-
sultants Inc. in Worcester, Mass.

A theme common to the demise

of many fledgling risk retention
groups has been the failure of the
organizers to understand how
much capital can be needed to
launch a group, Ms. Rastallis said.

For example, while a state's
minimum capital and surplus re-
quirement for a risk retention
group may be $1 million, the state
insurance department may require
at least several times that amount
before it is satisfied that the group
has a financial base sufficient to
enable it to meet future claims.

"How much capital has to be
raised has proved to be a sobering
education for some groups," said
Wyatt's Mr. Boggs.

Some risk retention groups, with
a view toward the long term, are
very conservatively capitalized.

For example, Victor O. Schin-

nerer & Co. Inc. is the under-
writing manager of several risk re-
tention groups whose net
premium-to-surplus ratio does not
exceed 1-to-1.

"We adhere to a more conserva-
live financial structure as addi-
tional evidence that risk retention

groups are long-term solutions
that are soundly conceived and fin-
anced," explained Douglas C.
Dolan, a senior vp in Schinnerer's
Chevy Chase, Md., office.

Some risk retention groups, also
looking at the long term, are de-
signed to make it difficult for poli-
cyholders-lured by temporarily
lower premiums in the commercial
insurance marketplace-to pull
Out.

For example, members of the
banking companies' risk retention
group have made commitments to
purchase D&0 coverage through
the program for five years, while
they cannot withdraw capital con-
tributions for at least 10 years, said
Mr. Grayson.

Some experts are convinced that
policyholders' commitments to
their risk retention groups will re-
main strong during the current soft
market.

-While people tend to have
short-term views of insurance,
once they are in a group insurance
program they tend to stay," said
Mr. Boggs.

"The buyers are better-educated
today. They know a soft market
can quickly turn hard tomorrow,"
said Max Clay president of The
Planning Group, a Reston, Va.-
based broker that helped organize
Petroleum Marketers Mutual In-
surance Co. Risk Retention Group,
a Tennessee-chartered group pro-
viding environmental impairment
liability insurance for petroleum
rnarketers.

Still, the soft market has slowed
the formation of new risk retention
groups from last year:s pace, ob-
servers concede.

"We have seen less general inter-
est" recently, said Mr. Boggs, not-
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ing, however, that those groups
now exploring whether to form a
risk retention group tend to be
more serious than those that in-
quired shortly after the 1986
amendments were enacted into
law.

"There is somewhat of a lull
right now," said Ms. Rastallis.

However, this lull may be bene-
ficial to buyers. For example, trade
association officials now have the
time to decide whether risk reten-
tion groups make sense for mem-
bers in their industry before the
commercial insurance market
again hardens and members are
faced with a coverage crisis.

"Association officials are being
brought up to speed. This is a time
of careful consideration and ex-
ploration," Ms. Rastallis said.

A soft commercial insurance
market also means that risk reten-
tion groups have a better chance of
establishing ties with reinsurers.

"Because of the soft market,
more reinsurers are looking at risk

I f it's in Business Insurance, it's in theEditorial Index. Uncover the issues.

Track the trends. Follow the changes and
developments in risk management,
employee benefits and the commercial
insurance industry - with topics such as
self-insurance, cost control, captives, plan
design & administration, systems and
analysis, surplus lines, insurance
exchanges, reinsurance, market
conditions, financial developments, claims
settlements. government regulations and
legislations, and more.

 he fee for the 1988 Editorial IndexService from Business Insurance is
$100. Take advantage of this cost effective
resource tool and fill out the coupon
today.

name

title

retention groups," said Joseph Pe-
loso, a vp with American Re-Insur-
ance Co. in Princeton, N.J.

For example, at a conference this
month sponsored by the Washing-
ton-based National Risk Retention
Assn., several reinsurers made a
point of saying they are interested
in reinsuring risk retention groups.

"A risk retention group knows
the risks far better than we would.
We find that extremely valuable as
a reinsurer," said Paul Feldsher, a
senior vp with Trenwick America
Reinsurance Corp. in Stamford,
Conn. Trenwick has reinsured
about a dozen risk retention
groups.

"We are looking for risk reten-
tion groups" that are structured
for the long term, said William
Hurlman, director of Continental
Retention & Specialty Managers in
New York, a Continental Corp.
unit that provides reinsurance and
other services to risk retention
groups.

Continued on next page
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Risk Retention Act
Continued from previous page

Risk retention groups have used a wide variety of arrange-
ments to lay off risk. For example, the American Feed Indus-
try Insurance Co. Risk Retention Group, which provides up
to $5 million in coverage, assumes the first $250,000 of risk
and purchases reinsurance in three separate layers from more
than a dozen reinsurers.

In addition, FIRG, the banking companies' risk retention
group for D&0 coverage, has a reinsurance arrangement in
which FIRG retains the first $5 million and then reinsures
the $15 million layer excess of $5 million with National
Union Fire Insurance Co. of Pittsburgh, Pa., an American
International Group Inc. unit, under a quota-share arrange-
ment.

"There is real reinsurance behind this group," said Mr.
Grayson.

Still, even in a soft market, finding reinsurance for risk
retention groups is not a cake walk.

For example, Jay Colmer, a vp in Schinnerer's Chevy
Chase, Md,, office, said it took him 18 months in one case to
put together a reinsurance program for a risk retention
group.

While that amount of time is unusual, risk retention groups
can't expect reinsurance to be secured overnight, Mr. Colmer
said, noting that three to six months may be needed to put a
reinsurance program in place.

Challenge #1

Candy Hanett, VP- Underwriting,
when asked what LDG does best, said

"Just about anything to do with people
insurance or reinsurance. " Come now,
"Candy, that coven a lot ofground.

Can you back it up?"

701 7 9

Sure. Start with the fact that we're

experienced underwriters for m#jor domestic
and overseas markets. Then consider the

unusual product/capabilities mix we offer
our clients: we're underwriting managers for

people-related insurance and reinsurance
(Corporate Travel, Workers' Compensation,

Special Risk, Medical Excess IDss, High Limit
Disability, Marine P&I); we're active in

the facultative and treaty markets, both
as a lead underwriter and a reinsurance

intermediary. Add to that the fact that we
thrive on the tough ones. We're running
this case history ad series to suggest the

range and scope of our capabilities.
We calmly await your challenge.

Lockwood, Dipple & Green Incorporated
300 Unicorn Park Drive, Woburn, MA 01801 • Phone (617) 938-9010

561 Seventh Avenue, New York, NY 10018 • Phone (212) 921-5689

1730 Clifton Place, Minneapolis, MN 55403 • Phone (612) 870-9284

In addition, some reinsurers are not interested in very
small risk retention groups.

For example, Trenwick generally will rot' reinsure a risk
retention group unless the group can cede at least $300,000
and preferably $500,000 in premiums, Mr. Feldsher said.

In contrast to risk purchasing groups, risk retention groups
say they have had few major run-ins with state regulators.

And, where there have been problems, those problems have
been administrative rather than substantive and usually have
been cleared up with an explanatory letter.

Still, there are concerns that prcblems could develop. For
example, risk retention groups and their advisers are con-
cerned that a large number of states may impose special reg-
istration fees on risk retention grlups that oparate within
their borders.

"A central purpose of the Risk Retention Act was to remove
the burdens of compliance with multiple state licensing laws.
The registration forms and fees introduce through the back
door the very burdens that the act was intended to elini-
nate," according to a paper presented by Mr. Mullen at fhe
NRRA conference.

Other potential risk retention group regulatory problems
Mr. Mullen identified in his paper include:
• Letters of credit. Several state insurance jepartments

have questioned whether a risk retention group's capital and
surplus is adequate if all or a substan:ial portion of those
funds are in the form of letters of credit.

• Premium taxes. While states can require risk retention

griups to pay premium taxes, there is some division among
states on whether groups should pay the same rate as admit-
ted insurers or the rate applicable to surplus lines insurers in
cases where there is a difference.

• Fronting. While the Risk Retention Act amendments are
silenl on whether a commercial insurance company can issue
policies on behalf of a risk retention group through a fronting
arrangement, some insurance commissioners have questioned
the legality of such arrangements.

While the amendments specify that a risk retention group
can write business on a nationwide basis, some groups have
chosen to use fronting arrangements for a variety of reasons,
including improved access to reinsurance markets.

-f states take divergent positions on these regulatory issues,
risk retention grcups eventually could be in the forefront of a
drive to create federal regulation of the industry.

"If groups run into roadblocks set by states, they could
become supporters of national (insurance) legislation and
regulation," observed Tillinghast's Mr. Kloman.

In fact, at the recent NRRA conference, some risk retention
group experts, like Washington attorney Beth Kravetz, sug-
gested that risk retention group regulation might be more
efficient and smoother if the Risk Retention Act were ad-
ministered by a federal agency.

But Mr. Barrett, the Commerce Department official, said
federal regulation of the act would cause a political uproar.

*'The problems of state regulation can be overcome," Mr.
Barrett said.

1986 law lures captives onshore
As many as 10% of :he risk retention groups organ-

.zed in the last two years have offshore origins.
For example, MEE,MARC insurance Co. Risk Reten-

.ion Group Inc. began operations in 1979 as a Ber-
muda-based, group-owned captive-MEDMARC Ltd.
-that wrote product liability insurance for medical
equipment manufacturers.

MEDMARC came ashore tc Vermont on the final day
of 1986 as a risk retention group and has emerged as
one of the nation's largest risk retention groups with a
premium flow that could hit $25 milion this year.

"Moving from Bermuda eliminated many of the com-
munications difficulties that are inherent wilh an off-

shore location," said MEDMARC President Jaxon
White.

In addition, moving to the United States enhanced
MEDMARC's standing with its members, said Mr.
White.

Other former offshore captives also cite administra-
tive difficulties as a reason for coming ashore as a
risk retention group.

"Marketing and administration were the two driving
fcrces behind coming ashore,' said Richard Grayson, a
vp with J&H of Georgia in Atlanta, the program man-
ager of Financial Institution Reserve Risk Retention
Group Inc., a former Bermuda captive that now i:
a Vermont-based risk retention group.

It is much more convenient -0 operate onshore Mr.
Grayson said, adding that changes laid down by the
Tax Reform Act of 1986 vir.ually wiped oul any tax
advantages for group-owned captives operating off-
shore.

Enactment of the 1986 amendments to the Risk Re-

tention Act caused some organizations to change their
focus from establishing an offshore captive to starting
an onshore risk retention group.

For example, Mike Doody, oresident of Consolidated

Catholic Casualty Risk Retention Group, a Vermont-
based risk retention group owned by 11 Catholic hos-
pital systems, said the hospitals were strongly consid-
ering establishing an offshore group captive when the
19E 6 amendments were passed.

"We stopped and made the decision to use the Risk
Retention Act," Mr. Doody said, citing such onshore
advantages as easier administration and management.

Others point out that the Risk Retention Act allows
risk retention groups to operate nationwide after
meeting the licensing requirements of one state. As a
result, a risk retention group does not have to purchase
a fronting arrangement from an admitted insurer to
avcid regulatory problems in states where it is not ad-
mitted or authorized.

"By not using a front, we save at least" 10% of the
premium amount, said J&H's Mr. Grayson, the pro-
gram manager for the bankers' risk retention group.

"Coming ashore has enabled risk retention groups to
market directly and save on fronting fees," said Ron
Boggs, a consultant in the Chicago office of The Wyatt
CO.

While experts agree that more offshore captives will
relocate in the United States as risk retention groups,
it is unlikely that there will be a mass exodus from
offshore.

And, popular offshore domiciles, such as Bermuda,
will continue to attract group captives because of
such attractions as low capitalization requirements
and an accessible reinsurance market, experts say.

In addition, risk retention groups are not allowed to
write workers compensation or property insurance,
ancther impediment to their achieving dominance over
offshore captives in the near future, said Felix Klo-
man, a principal and vp in the Stamford, Conn., office
of Tillinghast, the risk management and actuarial con-

Continued on next page
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NRRA attempting to strengthen its clout
WASHINGTON-Risk retention and pur- It elected, a new 17-member board of during the next congressional session-to re- Other NRRA goals include

chasing groups have a new voice in Washing- directors composed of risk retention group move obstacles interfering with the Risk Re- • Establishing a speaker's bureau that
ton officials, insurers and reinsurers, service tention Act's implementation other organizations could tap when they

Last year, the National Risk Retention providers and trade association executives "We hve to get Risk Retention Act reform need an expert to discuss issues relating to
Assn was organized in Crystal Lake, Ill, to The NRRA's president is Robert Larsen, on the radar screen of Congress A grass- risk retention and purchasing groups
serve as a national trade association to rep- who also is president of Insurance Adminis- roots effort can begin now," said Jim Ander- • Conducting regional seminars next year
resent risk retention and purchasing groups ttration Center of Park -son, NRRA treasurer and -tentatively set for Atlanta, Chicago, Los

But the NRRA, run largely by volunteers, Ridge, Ill, and insurance NAW senior director of Angeles and New York-in which buyers and
floundered because it lacked professional consultant to the National Risk Retention Act

government affairs insurers could discuss issues of mutual inter-
management, its organizers said Assn of Wholesaler-Dis- Amendments "We want to get a run- est, such as tapping the reinsurance market

This summer, a professional management tributors in Washington ning start with a major • Publishing a membership directory in
firm was hired to manage the association, Mr Larsen was one of nro #'can latcr clarification bill" in Jan- January that will be free to NRRA members
while the NRRA's operations were moved to the few insurance execu- uary, said Mr Mullen and available to non-members f6r $50
Washington from Crystal Lake tives who strongly sup- The NRRA also plans to Currently, the NRRA has 153 members

In addition, the NRRA retained Michael ported the original Risk Retention Act He work with other groups, such as the New Annual dues are $750, though a $500 initia-
Mullen, a former Senate Commerce Commit- also played a key role m helping the NAW York-based Risk & Insurance Management tion fee has been eliminated Members who
tee staffer who helped draft the original establish a purchasing group Society Inc,in developing and lobbying for previously paid the initiation fee will receive
1981 Risk Retention Act, as its Washington "Our intent lies in fully developing the re- reform legislation a $250 credit to be applied toward their dues
counsel Mr Mullen is an attorney with the sources of the NRRA This group will be In addition, the NRRA may take a more during each of the next two years
Washington law firm of Crowell & Mormg proactive rather than Just reactive," Mr active role when risk retention and purchas- For more information, contact the NRRA,

At its second annual meeting, held Oct Larsen pledged at the NRRA's meeting ing groups lock horns with regulators For 3299 KSt NW, Seventh Floor, Washington,
17-18 in Arlington, Va , the NRRA took other The NRRA plans to develop comprehensive example, m key court cases, the NRRA may D C 20007, 202-965-7510
steps to increase its effectiveness amendments-to be considered by legislators file friend-of-the-court briefs -By Jerry Gezsel

Domiciles
Cont:nued from previous page
sulting division of Towers, Perrin,
Forster & Crosby Inc For lost souls.-

Just as Vermont is the domestic

captive insurance company domi-
cile champion with some 135 cap-
tives, Vermont also is the risk re-

tention group kingpin
Some 20-or 40%-of the 50 risk

retention groups that have been 6

chartered since 1986 are domiciled f

in Vermont, no other state has a

half-dozen risk retention groups Y

The overwhelming popularity of *

Vermont as a risk retention group
domicile is not a surprise Its cap- ,i
tive statute, coupled with an insur-
ance department with years of ex- :

perience in regulating captives and 1
a large network of captive manage-
ment companies, has made it a nat-

IF

ural risk retention group domicile . 4,/ '4
"Vermont had a captive law and 1

an infrastructure in place to at- '.f
tract risk retention groups," said 1
Michael Mullen, an attorney with J,l

Crowell & Moring, a Washington
law firm that has provided legal t

assistance to many risk retention
4 9 1 7

1 f '. ''
£ t

groups t

"The services in Vermont are
Ilit r

first-rate with an poutstanding in-
surance department," added Ralph - f

1

./

. 7,; 1 ./6Engel, president of the Chemical
Specialties Manufacturers Assn, a
Washington-based trade associa-
tion that last year helped organize
a Vermont-domiciled risk reten-

tion group
Some states with captive statutes and unfound sources

have yet to win a significant num-
ber of risk retention groups

For example, Delaware, whose
insurance commissioner pro-
claimed in 1986 that the state B USINESS IN S URAN C E DIRECTORIES
would be a national center for

quality risk retention groups, Our in-publication directories make
hasn't come anywhere near meet- Issue Ad

ing that objective access to services and suppliers Directory Feature issue date close

Currently;lust one risk retention easy. Providing comprehensive SAFETY CONSULTANTS Workers Comp Jan 11 Dec 29
group-a program providing pro- listings in specialized areas, they CLAIMS ADMINISTRATORS Self Insurance Jan 25 Jan 12fessional liability coverage to ar- give readers a direct route to betterchitects and engineers-is domi- UTILIZATION REVIEW Benefits' Cost Control Feb 15 Feb 2
ciled in Delaware How Insurance management techniques,

RISK MGMT CONSULTANTS Risk Mgmt Services Mar 7 Feb 23Co, the first risk retention group eliminating frustrating hours
chartered under the 1981 Risk Re-

researching lost souls and unfound CAPTIVE MGMT FIRMS Captives Apr 18 Apr 5
tention Act, recently moved from
Delaware to Virginia, while C- sources. BENEFITS INFO SYSTEMS Benefits' Plan Design May 30 May 17
PAC-0, the first risk retention

Business Insurance readers and AGENTS AND BROKERS AgenUBroker Profiles Jun 20 Jun 7
group established after the 1986 RISK MGMT INFO SYSTEMS Risk Mgmt Systems Jul 18 Jul , 5
amendments were enacted, had its advertisers alike benefit from our

license suspended several months directones - the issues and SURPLUS LINES Surplus Lines Aug 8 Jul 26
later by the Delaware Insurance directories listed here are valuable PROPERTY LOSS CONTROL Specialty Risks Oct 10 Sep 27
Department after lt was unable to
raise sufficient capital tools offering repeated use and INTERMEDIARIES Reinsurance Oct 31 Oct 18

While Vermont is the dominant lasting power. BENEFIT CONSULTANTS Benefits' Market Report Dec 19 Dec 6
risk reterition group domicile,

HMO's & PPO's
other states are sharing in the When it comes to finding the HMO's & PPO's Dec Nov' 16
movement Some 17 states have li- unfound, the choice is crystal clear
censed risk retention groups, says
the Risk Retention Reporter

Future risk retention group
growth is expected to be more
evenly distributed among the

Directory information Marilou Jones 312-649-5279
Business

states, but with Vermont, Tennes-
see, Illinois and Colorado-all Advertising information Don Walsh 212-210-0133 Insurance
states with captive laws-in the Circulation Information Customer Service 800-992-9970 a publication of Crain Communications inc
lead, experts say

-By Jerry Geisel
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Risk Retention Act traces roots to 1979
By JERRY GEISEL

WASHINGTON-The Risk Re-

tention Act has its origins in Room
5027 of the U.S. Department of
Commerce building in Washington.

It was in that office that a fed-

eral task force-investigating the
nation's product liability crisis of
the 19705-developed the first risk
retention proposal.

The proposal, unveiled in 1979,
was intended to give insurance
buyers alternatives to the commer-
cial market when insurers "panic-
priced" product liability cover-
ages.

The proposal envisioned the for-

mation of special multiple-owner
insurance captives, known as risk

retention groups. What made risk
retention groups different from
traditional group captives were the
regulations by which the groups

would operate.
As initially drafted, risk reten-

tion groups, which could only
write product liability and com-

pleted operations coverages for
their member-policyholders, would
be chartered and regulated by the
Commerce Department.

After receiving a Commerce De-
partment license, a risk retention
group would be free to operate na-
tionwide without having to meet
individual state capitalization and
other licensing requirements.

By contrast, a traditional off-

sm

shore captive either has to conduct
all business outside the United

States, which can create adminis-
trative difficulties, or purchase a

"fronting" arrangement in which
an admitted, commercial insurer
agrees to directly issue policies on
behalf of a captive to enable the
captive to avoid run-ins with state
regulators. Such fronting arrange-
ments, though, can be expensive
and difficult to obtain during tight
markets.

The Commerce Department pro-
posal also called for pre-empting
state laws that made it difficult for

buyers to band together to pur-
chase product liability insurance
on a group basis. Commerce De-
partment officials believed that
small employers would have much
more clout in the marketplace if
they could buy insurance as a
group rather than as individual
companies.

Insurance trade groups blasted
the Commerce Department propos-
als and conducted a powerful lob-
bying campaign to kill the propos-
als or force changes.

The insurers' chief objection was

Commerce Department regulation
of risk retention groups. They de-
cried Commerce Department in-
volvement as the first step toward
federal regulation of the insurance
industry.

That proposal was stalled in
Congress until Michael Mullen,

THE COLLECTION AGENCY
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STA - Stanley Tulchin Associates - is a national commercial
credit and collection service, bonded for $500,000. With 34
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As initially drafted,
risk retention groups
would be regulated

by the Commerce

Department.

then a Senate Commerce Commit-

tee staff member, and Leslie Cheek

III, the Washington lobbyist for
Crum & Forster Inc., developed
compromise legislation aimed at
diffusing insurer opposition.

That legislation, introduced in
July 1980 by Sen. Howard Cannon,
D-Nev., then-chairman cf the
Commerce Committee, eliminated
all direct federal involvement with

risk retention groups.
Instead, after receiving a charter

in any state or foreign country, a
risk retention group could provide
coverage to members in all states.

While the Cannon proposal re-
duced industry opposition, _in-
gering opposition and a crowded
congressional calendar ccmbined

to kill the proposal in 1980.
But the risk retention legisla:ion

got off to a flying start in 1981
when Sen. Cannon reintroduced

the proposal on the second day of
the new congressional session.

Additional refinements to the

legislation further reduced opposi-
tion. For example, an amendment
added to the legislation proposed
that a risk retention group char-
tered offshore also would have to

meet the licensing requirements of
at least one domestic state before it

could operate.
That offshore provision later was

changed to limit potential offshore
risk retention group domiciles to

Bermuda and the Cayman Islands.
And, under a sunset provision, the
ability to set ip a risk retention
group offshore would come to an
end on Jan. 1, 1985.

As industry cpposition faded and
buyer support increased, the legis-
lation sailed through Congress and
was signed by President Reagan on
Sept. 25, 1981.

But by the time the Risk Reten-
tion Act became law, the climate in
the commercial insurance market-

place had changed dramati.ally
The crisis of the mid- and late

1970s, in which product liability
insurance prices skyrocketed, was
long over. Instead, coverage be-
came cheap and plentiful.

That may explain why the Risk

Retention Act was something of a
dud during the first few years the
law was on the books.

Between 1981 and 1985, just one
major risk retention group and one
purchasing group were formed in
the Ur_ited States. The risk reten-

tion group was a Delaware-char-
tered program for homebuilders,
while the pur=hasing group was
established by the National Assn.
of Wholesaler-Distributors, a

Washington-based trade associa-
tion.

A new push to expand the Risk
Retention Act began in 1986 as
buyers once again faced soaring
prices and coverage availability
problems in the commercial liabil-
ity insurance market.

In March 1986, legislation was
introduced in the Senate by Sens.
John Danforth R-Mo., and Robert
Kasten, R-Wis., and later in the

House by Rep. James Florio, D-
N.J., to allow risk retention groups
to write all types of commercial li-
ability insurance, except workers
compensation. In addition, pur-

chasing groups could be estab-
lished to buy all forms of liability
coverage except workers compen-
sation.

This expansion would open up
risk retention and purchasing
groups to enable employers and
professionals to cover such expo-
sures as medical malpractice,
directors and officers liability and
environmental impairment liabil-
ity.

During the summer months, the
legislation worked its way through

Congress while a coalition of busi-

Risk Retention Act

Amendments

rs.

1 )1'0 VCal'X later

ness groups and representatives of
the National Assn. of Insurance

Commissioners met to fine-tune

the legislation.
Passage of the legislation was

assured after the business groups
and the NAIC agreed on a series of
changes to reduce the possibility of
fraud and insolvency involving
risk retention and purchasing
groups.

Final congressional approval oc-
curred in October 1986 and Presi-

dent Reagan signed the expanded
act-known as the Liability Risk
Retention Act of 1986-into law on

Oct. 27,1986.

Unlike in 1981, employers and
professional groups flocked to take
advantage of the new ways to cover
their liability exposures.

At least 50 risk retention groups
have been established since 1986,
while as many as 100 purchasing
groups may be operating (see story,
page 1). I
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RIMS may launch
section for captives,
risk retention groups
NEW YORK-The Risk & Insurance Management Society Inc.

will sponsor a seminar next month in Chicago to explore establish-
ing a new industry section, or common interest group, exclusively
devoted to risk retention group and trade association captive insur-
ance company issues.

"There is an increased need to establish an information network

to keep risk retention groups and captives informed of various
issues affecting them," said Jon Harkavy, RIMS director of govern-
mental affairs.

"There is a need for more networking," he said.
Topics and speakers at the Nov. 15 meeting, to be held at the Chi-

cago O'Hare Hilton Hotel, include:
• "Organizational Discussion." Assessment of industry interest

in forming a new risk retention group/captive section.
Speakers will be Mr. Harkavy; RIMS Executive Director Ron

Judd; H. Lincoln Miller, chief executive officer of Vermont Insur-

ance Management Inc., a Montpelier, Vt.-based risk retention group
and captive manager; and Jaxon White, president of MEDMARC In-
surance Co. Risk Retention Group Inc., a Vermont-domiciled RRG.
• "Regulators Panel-Forging a Working Relationship with State

Regulators."
Speakers will be Edward Meehan, director of financial examina-

tions at the Vermont Department of Banking and Insurance; David
Thornberry, a member of the Texas State Board of Insurance; and

Fohn Washburn, Illinois Department of Insurance director.
* • "Risk Retention Act Update."
10 Speakers will be Jeffrey Altman, a partner with the law firm of
»'McKenna, Conner & Cuneo in Washington, D.C:; and either Ed-
Ward Barrett or Jane Molloy, the co-authors of a 1987 Commerce

epartment report on the Risk Retention Act (BI, Oct. 5, 1987).
*' • "The Role of Legal Counsel" in working with risk retention
"groups and captives.

Speakers will be P. Bruce Wright, a partner with the law firm
,»of LeBoeuf, Lamb, Leiby & MacRae in New York; and James Ca-
<meron, a partner with the law firm of Baker & McKenzie in New

*York.
» • The role of reinsurance in risk retention groups and group eap-

etives.

» Roger Greiner, president of Genesis Underwriting Management
fto. in Stamford, Conn., will be a speaker. RIMS now is lining up
Isseveral other speakers for the reinsurance session.
=St The cost of the seminar is $125. For more information, contact
=the RIMS Governmental Affairs Department, 205 E. 42nd St., New
F York, N.Y. 10017; 212-286-9292.
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Potential for abuse clouds

purchasing groups' future
By JERRY GEISEL

WASHINGTON-Risk purchasing groups are gen-
erating a growing cloud of uncertainty.

While risk retention groups generally are thriving on
the second anniversary of the 1986 amendments to the
Risk Retention Act, some observers are having second
thoughts about the wisdom of purchasing groups.

About 300 purchasing groups have been established
since the Risk Retention Act amendments were ap-
proved, but only about one-third of these are actually
operating, observers say.

Some large trade associations-like the American
Public Gas Assn., the National Assn. of Broadcasters
and the National Assn. of Wholesaler-Distributors-

have formed purchasing groups to provide members
with better and less costly liability insurance than
members could obtain on their own.

"It is almost as if the Risk Retention Act was tailor-

made for us," said Peggy Lambert, director of in-
surance programs for the Washington-based NAB, the
nation's largest broadcasting trade group, which last
year helped organize a purchasing group to provide
libel/slander insurance to members.

In addition, major insurers-like units of American
International Group Inc., CIGNA Corp., Fireman's In-
surance Cos., SAFECO Corp. and Transamerica Insur-
ance Co.-are writing coverage for purchasing groups.

"Risk purchasing groups allow us to meet the needs
of consumers" in a more cost-efficient way, said Doug
Boyce, an assistant vp with Chicago Insurance Co., a
Fireman's Fund unit that writes liability insurance for
12 purchasing groups with more than 100,000 members'
altogether.

However, regulators and others are concerned by the
proliferation of "entrepreneurs," a widely used euphe-

mism to describe insurers and agents that set up pur-
chasing groups as a vehicle to market insurance writ-
ten by thinly capitalized insurers (see stories, page 90
and 93).

And, regulators are alarmed at the high percentage
of risk purchasing groups-perhaps as much as
609-that are insured with companies that either are
not listed or rated by A.M. Best Co.

"We will have a number of failures" of risk purchas-
ing group insurers, William Hager, director of the Iowa
Division of Insurance, said this month at the annual

meeting of the National Risk Retention Assn.
Even the strongest congressional backers of the Risk

Retention Act say some risk purchasing groups are
headed for trouble.

"States have said that there are too many opportuni-
ties for fraud. There is a question about the dura-
tion" of some of the insurers writing purchasing group
programs, said Rep. James Florio, D-N.J., who, as
chairman of the House Commerce, Consumer, Protec-

tion and Competitiveness Subcommittee, helped push
the 1986 amendments through Congress.

Meanwhile, insurers and others connected with pur-
chasing groups are fightihg efforts by regulators to
exert more scrutiny over purchasing groups. They
point out that two recent judicial decisions, if widely
adopted by other courts, could cripple the risk pur-
chasing group concept. '

In New York, federal district and appellate courts
have ruled that states have the power to require risk
purchasing group insurers to file rates and forms, in-
creasing administrative costs for purchasing group in-
surers and making it more difficult for an insurer to
set national rates for a purchasing group (BI, June 27;
Oct. 5, 1987).

Continued on next paae
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Purchasing groups the amendments are not without which the group is "located " amendments were approved, also groups) doing business in their
problems Purchasing group supporters have thrived state about which they know noth-

Continued from prevzous page "There has been strong opposi- have argued that "located" refers For example, the NAB purchas- ing It is a legitimate concern,"
Complying with separate state tion from regulators They ob}ect to where the group or its insurer is ing group program, underwritten said Mr Barrett

policy form and rate filing require- to insurers (writing coverage for domiciled But state regulators by General Insurance Co of But, in trying to stop or curb the

ments "is an extensive administra- risk purchasing groups) about maintain that "located" refers to America, a SAFECO unit, has pro- ability of thinly capitalized insur-
tive burden," said Carol Newman, which they know nothing It is a every state in which the group has vided 1,400 broadcast stations ers to write purchasing group busi-
general counsel with Chicago In- legitimate concern," commented members with less costly libel/slander cov- ness, the regulators have triggered
surance Co Edward Barrett, a Commerce De- The purchasing group provisions erage a legal battle that some say could

In Iowa, a federal court has up- partment staffer and a co-author of the Risk Retention Act were in- For example, a small radio sta- put dozens of purchasing groups
held Commissioner Hager's post- of a 1987 report on the Risk Reten- tended to pre-empt state restric- tion would pay a $750 premium for out of business or scrambling for
tion that a state can require an in- tion Act (BI, Oct 5, 1987) lions that made it difficult to buy a $1 million policy under the pur- new insurers
surer providing coverage to Congressional staffers, sympa- liability insurance on a group chasing group program, compared And, insurers are protesting the

purchasing members in the state thetic to state regulators' concerns basis with the $ 1,500 to $2,000 premium regulators' actions
to be either an admitted or author- about possible fraud as well in- Theoretically, members of a pur- it would expect to pay in the com- For example, while Iowa's Mr

ized surplus lines insurer in the surer and buyer complain-s that chasing group would have more mercial market, estimates Ms Hager says that states should be
state (BI, May 9, Aug 3, 1987) states may be overreaching in their clout and gain better policy condi- Lambert able to require that an insurer

"If other states follow Iowa, you regulatory efforts, are opening the tions and terms from commercial "The program has worked very writing coverage for a purchasing
nullify the intent of the Risk Re- door to hearings next year insurers by banding together and well I'm glad the vehicle (a risk group be admitted or authorized
tention Act," said Greg Breyfogle, Some purchasing groups are buying coverage as a group rather purchasing group) was there," she in their states, Ugly Duckling's Mr
risk manager for Tucson, Ariz - being "nickeled and dimed" by than as small, individual custom- added Breyfogle notes that Swanco, the

based Ugly Duckling Rent-A-Car state regulators, said Kevin Curtin, ers Similarly, a risk purchasing insurer of the purchasing group for
System, whose franchises are in- a staffer on the Senate Commerce Underwriting purchasing group group program underwritten by rental car franchises, simply can-
sured through a purchasing group Committee business was supposed to be at- Ranger Insurance Co and offering not become admitted in all states
underwritten by Ugly Duckling af- A broader perspective is tractive to insurers because lt general liability coverage to mem- overnight
filiate Swanco Insurance Co , needed," Mr Curtin said at the would allow them to write big bers of the American Public Gas "We are trying to accommodate

which lS not admitted in many NRRA meeting earlier this month blocks of business with greater Assn also has been a boon to the regulators and become admit-
states He added that legislators also are economies of scale APGA members, said Robert Cave, ted where that 15 a possibility." he

With so much uncertainty sur- likely to look at whether regilators That theory has become reality executive director of the Vienna, said But some states, he says, do
roun(ling purchasing groups, lt lS have enough information to protect for the National Assn of Whole- Va -based association not want more insurers within

likely that Congress during the purchasing group members saler-Distributors, which estab- "The main thrust of the program their borders "You go to the bot-
next legislative session will take The controversy over purchasing lished a risk purchasing group lS safety, with Ranger providing tom of the pile It can take three
another look at the purchasing groups-which erupted less than a under the original 1981 Risk Re- various loss control services years to become admitted "
group provisions of the Risk Re- year after enactment of the 1986 tention Act that limited the types Things have worked out very In the New York decision, which
tention Act amendments-is somewhat sur- of insurance a purchasing group well," Mr Cave said of the pro- involved a purchasing group for

Already, the National Risk Re- prising in view of the simple struc- could buy to product liability and gram, which was launched in July nurse practitioners whose coverage
tention Assn, a Washington-based ture that risk purchasing groups completed operations coverage But, while some risk purchasing lS underwritten by AIG unit Insur-
trade group representing risk re- were supposed to take (The 1986 amendments allow pur- groups are highly touted by mem- ance Co of the State of Pennsylva-
tention and purchasing groups, Under the Risk Retention Act chasing groups to buy all types of bers and insurers, the problems nia, federal appellate and district
says it will be in the forefront of amendments, a group of persons or commercial liability insurance ex- with purchasing groups may out- courts ruled that the Risk Reten-
those seeking change (see story, businesses can form a purchasing cept workers compensation ) weigh the advantages tion Act does not pre-empt state

page 87) group to buy commercial liability The NAW purchasing group pro- When the 1986 amendments to regulation of rates and forms of
"We will put forth a strong legis- insurance on a group basis from an gram, underwritten by Pacific Em- the Risk Reten tion Ac t were purchasing group policies

lative package I truly think we can insurer ployers Insurance Co, a CIGNA passed, lt had been expected that Since the decision, other states

make logical improvements that A purchasing group, for exam- unit, slashed product liability rates trade associations would take the have asked insurers of purchasing
Congress can accept," said insur- ple, could be a trade association or by at least 25% when the program lead in establishing purchasing groups to file rates and policy
ance consultant and NRRA Presi- a group of businesses in the same began, said Mr Larsen, who also is groups and then find insurers to forms
dent Robert Larsen, who added industry president of Insurance Adminis- underwrite the coverages "We are being required to file

that the NRRA lS still working on Under the amendments, pur- tration Center in Park Ridge, Ill, "It had been Intended that em- more and more The burden is tre-

the package chasing groups cannot buy insur- and insurance adviser to the NAW ployers would be forming these mendous There is a real need for
Federal officials also point out ance from an insurer not admitted As important as price savings groups," said the Commerce De- relief," said James Kilkenny Jr , vp

that the purchasing provisions of or not authorized in the state in has been the stability the program partment's Mr Barrett and division counsel with National

has offered since it was launched While that has happened, a big Union Fire Insurance Co of Pitts-
in 1983 (BI, Nov 15, 1982) block-no one knows exactly how burgh, Pa , an AIG unit

Because CIGNA agreed to under- many-has been organized by in- If insurers have to file rates and

write coverage for five years, surers And, some of these insurers forms ln every state in which a
wholesalers and distributors that, may lack the resources to survive purchasing group has members,
because of their small size, often over the long term, experts say purchasing groups become a lot

The case for have little clout in the market, had "There are unscrupulous opera- less attractive to insurers because
a secure source of coverage during tors out there," said Tom O'Day, of the higher administrative costs,
the market crunch of the mid- associate vp in the Washington of- said Michael Mullen, an attorney
1980s fice of the Alliance of American In- with the Washington law firm of

strumired semements CIGNA lS satisfied with the surers Crowell & Moring and counsel to
NAW program as well, describing Some risk purchasing group in- the NRRA
it as one of their more profitable surers may not be well-capitalized "It is an unfortunate decision,

group programs, according to Mr to honor their obligations, Mr Mr Mullen said, adding that the

opensand doses
Larsen Barrett said NRRA will be seeking a legislative

Other purchasing group pro- "Regulators are concerned about remedy in the next congressional
grams, established since the 1986 insurers (of risk purchasing session .

with MISS. Regulators fear insolvency
MLSS, one of the country's top rated settlement services of purchasing group insurers
companies simplifies the settlement process by offering.

By MEG FLETCHER implementation of the Risk Retention Act amendment.

0 Creative settlement design submitted to Congress in September 1987 by the U S

Two years after their approval, the 1986 amend- Department of Commerce

Il Complete document preparation
ments to the Risk Retention Act still are giving state Regulators point out they still are emphasizing thi
insurance regulators headaches, despite two federal need for proper monitoring of both purchasing anc
court decisions that have affirmed the officials' au- risk retention groups to ensure proper pricing anc

0 Settlement conference attendance thority to regulate insurers of risk purchasing groups practices They also are striving to develop appropriate
Regulators fear that "a tremendous" solvency prob- rules on several topics including

0 Training plans and seminars lem will pervade purchasing groups m the early 19905 • Minimum capital and surplus for risk retentior
because up to 60% of these programs currently are un- groups

0 Admmistrative follow-through derwritten by insurers not listed or rated by A M Best • The use of coverage issued by risk retentior

Co, pointed out Iowa Insurance Commissioner Wil- groups and purchasing groups to meet state financia

0 Competitive costs liam Hager responsibility requirements
These insurers either cannot meet Best's financial • The practices used by agents and brokers market

standards or have not been in operation long enough to ing coverage written by risk retention groups and pur
All services are performed with painstaking attention be considered for a Best's rating, he said (see story, chasing groups
to detail and your interests always m mind. page 92) Yet, the scope of regulators' concerns is somewha

And, even though risk retention groups so far have narrower than the officials believed it would be twc
caused little trouble for state regulators, "we won't years ago when the amendments were approved
know if there are problems for several years," said With the general softening of the commercial prop

VII*
Illinois Insurance Director John Washburn, and presi- erty/casualty insurance market, "the Risk Retentior

First and foremost. dent of the National Assn of Insurance Commission- Act has not been used as much as regulators antici
in structured semements ers pated," Mr Washburn said

ML SETTLEMENT SERVICES, INC However, commissioners hope a strong, pro-active In addition, regulators feel some satisfaction tha

approach to Risk Retention Act regulation, coupled others in the industry have joined in the call fo
. 1-800-327-MLSS (6577) with the favorable court decisions, will help prevent increased disclosure of financial information by insur

1-800-548-1557 on caitom,a) many of their worst fears ers that underwrite purchasing group programs
.

..
Those worries include "exploitation of group mem- "At the beginning, regulators had broad concern,

bers by fraudulent entrepreneurs, the use of unquali- and now they are focused and addressing specifi,
fied insurers, management by those persons with con- problems rather than being obstructionist," said H
flicts of interest, fraud and a general lack of Lincoln Miller, president of Vermont Insurance Man
accountability," according to a massive report on the Continued on next pag,



Continued from previous page
agement Inc., which manages Ver-
mont-based risk retention groups.

"They have gone through an
education process, as we all have,"
he added.

However, some observers-in-

cluding Jon Harkavy, director of
governmental affairs for the Risk
& Insurance Management Society
[nc.-think regulators have unnec-
essarily overstepped their bounds
in some areas to protect their regu-
tatory "turf."

In addition, Mr. Harkavy urges
state insurance regulators to do
more to facilitate the formation of

risk retention and purchasing

groups, for example, by having the
NAIC develop standardized forms
for the groups to file in every state
where they plan to operate.

The most controversial regula-
tory aspect of the Risk Retention
Act amendments has been the right
of an individual state to regulate
insurers of purchasing groups
operating within its borders, even
if the group is not based in the
state.

Under the Risk Retention Act

amendments, purchasing groups
cannot buy insurance from an in-
surer not admitted or not author-

ized in the state in which the group
is "located," but the word "10-
cated" was not defined.

The act states: "A purchasing
group may not purchase. . .from an
insurer not admitted to the state in

which the purchase group is 10-
cated, unless the purchase is ef-
fected through a licensed agent or
broker acting pursuant to the sur-
plus lines laws and regulations of
that state."

The act also requires that pur-
chasing groups intending to do
business in a state notify the insur-
ance commissioner. However, the
act also states that purchasing

groups are exempt from most state
insurance laws and regulations.

Indeed, a statement by the New
Jersey Insurance Department in
the Commerce Department's report

noted that "the act permits insur-
ers which meet only the minimum
standards in the weakest jurisdic-
tion to conduct business nation-

wide."

Two months after the amend-

ments were signed into law by
President Reagan, the NAIC
adopted its own Model Risk Reten-
tion Act to regulate risk retention
and purchasing groups (BI, Dec.
15,1986).

Ironically, at that time, the com-
missioners appeared more con-
cerned with the solvency of risk
retention groups than purchasing
groups. Most observers assumed
that buyers would form their own
purchasing groups and then seek
out a reputable insurer to under-
write their coverage, while they
worried that thinly capitalized risk
retention groups would spring up
and later become insolvent.

However, the NAIC amended the

model law just six months later to
encourage states to exert more au-
thority over purchasing as well as
risk retention groups (BI, June 29,
1987).

One controversial change in the
NAIC model law emphasized the
authority of individual states to re-
quire prior approval of purchasing
groups' rates and forms. In addi-
tion, NAIC officials incorporated
state standards for the licensing of
agents and brokers who place cov-
erage with purchasing and risk re-
tention groups.

David Thornberry, a member of
the Texas State Board of Insurance

who chaired the working group
that hammered out the amend-

ments to the model law, said that
at the time NAIC officials believed

the amendments were within "the

scope and spirit" of the Risk Re-
tention Act.

However, critics said that the
new amendments added to the al-

ready confusing patchwork of state

regulations that purchasing groups
-and to a lesser extent risk reten-

tion groups-must face before they
can operate in different states.

Thus far, 33 states have adopted
the NAIC's model or similar legis-
lation, while seven additional

states have adopted related legisla-
tion.

The confusion over ambiguities
in the federal act and the NAIC's

interpretation of regulators' au-
thority over purchasing group in-
surers set the stage for court tests
that observers considered inevita-

ble.

The most significant court deci-
sion was rendered in April of this
year by a U.S. District Court for
the Southern District of Iowa (BI,

May 9). The court ruled that the
federal act does not pre-empt a
state from requiring that insurers
be admitted or authorized in that

state before selling insurance to
members of a purchasing group
that are located in the state.

The Iowa ruling was the first

Risk Retention Act

Amendments
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that directly dealt with the issue of
what the act meant when it stated

that purchasing groups cannot buy
insurance from an insurer not ad-

mitted or not authorized in the

state in which the purchasing
group is "located."

Frontier Insurance Co. of Monti-

cello, N.Y., unsuccessfully argued
that "located" referred to the state

in which a group is domiciled,
while the Iowa Insurance Depart-

ment prevailed in its interpretation
that a group is "located" in every
state in which it has members.

Frontier filed the lawsuit in Jan-

uary 1988 after the Iowa Insurance

Division ruled that a purchasing
group is located in each state in
which it has members. Under that

interpretation, Iowa regulators
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said they required Frontier to be
formally admitted or authorized in
Iowa before it could sell insurance

to Iowa members of a purchasing
group that was formally domiciled
in another state.

The Insurance Division initiated

the controversy' by summoning
Frontier and 22 other insurers that

had intended to write insurance for

purchasing groups with members
in Iowa to an administrative hear-

ing in September 1987 to deter-
mine whether they should be fined
for violating the state's Unauth-
orized Insurers Act (BI, Aug. 17,
1987; Aug. 3, 1987; July 27, 1987).

Most of the insurers-including
Frontier-have since agreed not to
sell insurance to purchasing group
members in Iowa, have been ad-

mitted in Iowa or have been ap-
proved as eligible surplus lines in-
surers in the state.

However, a similar verdict ren-

dered by the Iowa federal court in
a nearly identical case is currently
being appealed by Swanco Insur-

If you knew then...

ance Co. of Tucson, Ariz., to the

8th U.S. Circuit Court of Appeals.
Although the Iowa decision is

not binding outside the court's

jurisdiction, regulators across the
nation have been encouraged by
the ruling to adopt-or continue-
policies of returning purchasing
group filings that cited use of an
insurer that was not licensed or

approved in the respective state.
At least seven other states report

they have returned more than 500

notices filed by purchasing groups
that informed regulators the pur-
chasing groups planned to do busi-
ness in those states, according to a
Business Insurance survey of state
insurance departments.

In addition, the Florida Insur-

ance Department is citing the Iowa
decision in a suit it filed in U.S.

District Court in Tallahassee

against St. Louis-based Bel-Aire
Insurance Co. over the insurer's

plans to write coverage for the Na-
tional Amusement Purchasing

Continued on next page
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structured differently?
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With what you knew then, and what
you know now, the choice is crystal
clear.

*Includes pass-along

Business
insurance

a publication of Crain Communications Inc



Regulators purchasing group proponents point I Rather than take the matter to chasing group," Texas' Mr Thorn-
out that the rulings will hinder the 'The full force of court, Mr Miller arranged for Tra- berry wrote in a letter to Mr Bar-

Continued from previous page formation of purchasing groups, velers Insurance Co to issue poll- rett that was included in the
Group The lawsuit, which was which was the original intent of regulators' fury has cies for the risk retention group Commerce Department's report
filed in August 1987, 15 still pend- the Risk Retention Act amend- been on purchasing The program currently is operating "The insurance commissioners are
ing, said Rick Thornburg, depart- ments in at least six states, he said unable to adequately regulate the

ment attorney "Those decisions have gutted the groups,' says New York's concern about risk solvency or market practices of
In addition, Oklahoma, New purchasing group part of the act," Mr. Harkavy.

retention groups resulted in recent such an entity and consumer pro-
Mexico and Colorado report refus- said Edward T Barrett II, a Com- legislation, effective Dec 10, that tection may be minimal," he said

ing a total of more than 180 pur- merce Department official who co- _ prohibits any state agency from However, Mr Harkavy suggests

chasing groups' operating requests authored the report on the imple- accepting as proof of financial re- that state insurance regulators
because of other reasons, Including mentation of the Risk Retention while, in contrast, Iowa requires $2 sponsibility an insurance policy could use the NAIC's existing fi-
failure to pay required fees, ac- Act amendments million, Mr Hager said, adding written by a risk retention group nancial evaluation operations to
cording to the BI survey "Both decisions took away ad- that he would like to increase that that is not chartered m New York, assess the financial health of such

In the other key decision af- vantages of the act," which he in- requirement to $5 million said Michael Moriarity, associate allen insurers

fecting purchasing group regula- terprets as facilitating the develop- The focus of most controversies insurance examiner with the New In addition, Mr Barrett said one

tion, the 2nd U S Circuit Court of ment of purchasing groups by between state regulators and risk York Insurance Department solution that would allow regula-

Appeals in New York in June ruled exempting them from regulatory retention groups has been over the In another type of risk retention tors to be better-informed about
in favor of the New York Insurance scrutiny outside their state of dom- refusal of some state agencies- group controversy, the Florida In- the solvency of purchasing group
Department by finding that Con- Knle, according to Mr Barrett often not the insurance department surance Department is continuing insurers would be to require the
gress did not intend to pre-empt all "The full force of regulators' itself-to accept coverage written its scrutiny of Physicians National insurers to file full financial infor-
state policy form and rate approval fury has been on purchasing by a risk retention group as meet- Risk Retention Group, which is mation in all states in which they
of purchasing groups (BI, June 27, groups," Mr Harkavy noted ing a state's financial responsibil- based in Baton Rouge, La (BI, plan to operate
Oct 5, 1987) However, the NAIC's Mr Wash- ity requirements (BI, Aug 3, 1987) June 15, 1987) Under the Risk Retention Act,

The appellate ruling upheld a burn views the decisions as merely Those requirements are designed to In mid-1987 the department ob- risk retention groups must file
September 1987 lower-court deci- affirming states' authority to regu- ensure that certain types of busi- tained a court injunction to pre- such information in the states in
sion late purchasing group insurers like ness can pay for damages or in- vent Physicians National from in- which they operate

The department's policy of re- any other insurer and thereby deal Juries resulting from their opera- suring Florida physicians because However, NAIC officials have

quiring a New York-based pur- with "some real problems that reg- tions its rates were inadequate, said the not been receptive to that sugges-
chasing group, the Nurse-Practi- u_ators face, we think, for very real For example, American Inter Fi- department's Mr Thornburg How- tion in the wake of the court deci-
tioners Professional Liability reasons " delity Exchange, a risk retention ever, a settlement was reached sions that give them greater au-
Purchasing Group Inc , to meet Regulators acknowledge they group formed in Indiana by motor after the group increased its rates thority over purchasing group
rate and form requirements was have had fewer problems with risk carriers, filed suit against the Wis- and made other structural changes, insurers writing risks in their
challenged by Insurance Co of the retention groups consin Insurance Department and like requiring higher capital con- state, he said
State of Pennsylvania, a unit of However, risk retention groups the Kentucky Insurance Depart- tributions from members, he said While Mr Harkavy recognizes
American International Group Inc face "an awesome temptation to ment and Transportation Cabinet However, some Florida physic- the regulators' legitimate concerns,
that 15 authorized to conduct busl- underprice coverage," warned after the two states refused to ac- lans, who want to withdraw from he said they are "sitting fat and
ness in New York Iowa's Mr Hager cept AIF insurance certificates the group, now complain that they happy" with the court decisions

The group planned to offer on a And, that pressure is exacer- presented by motor carriers The have been unsuccessful in getting and failing to take steps that could
nationwide basis professional lia- bated by the current competition state agencies maintained that AIF Physicians National to return all of encourage the formation of finan-
bility coverage to nurse practition- m the commercial insurance mar- was not an authorized insurer in their capital contributions, which cially sound risk retention and
ers in the purchasing group ketplace, he added those states (BI, Feb 29) the risk retention group had pro- purchasing groups

The insurer decided to let the de- Mr Hager also points out he lS AIF reached an agreement with mised to do, Mr Thornburg said For example, he would like to see

cision stand rather than ask the concerned that some risk retention both states in March (BI, March Representatives of the department the NAIC develop uniform filing
U S Supreme Court for review, ac- groups may be undercapitalized 21) and the risk retention group are forms and uniform minimum fi-
cording to an AIG attoiney Some states require a risk reten- Under the Wisconsin settlement, scheduled to meet today to discuss nancial standards for purchasing

While regulators hail the New tion group to be formed with only AIF must maintain $2 million of those complaints, he said group insurers

York and Iowa court decisions, $250,000 in capital and surplus, net surplus, maintain a $250,000 In an effort to cope with these He also suggested that state ln-
cash deposit and file quarterly re- and other problems, state insur- surance regulators consider ac-
ports with the state Transportation ance regulators urged Congress a cepting risk retention groups' fi-
Department Under the Kentucky year ago to approve new amend- nancial reports stated in generally
settlement, AIF agreed to maintain ments to the Risk Retention Act accepted accounting principles
net surplus of $2 million, maintain that would rather than requiring more conser-
a cash deposit of $225,000 in Indi- • Require the risk retention vative statutory accounting princi-
ana, where it is based, provide the groups to provide better notice to pals, if the state where the risk re-
Kentucky department with 1nfor- members that the groups are not tention group is chartered accepts
mation on the group's reinsurance covered by state guaranty funds GAAP statements

arrangements upon request, and • Require a risk retention group Mr Harkavy also proposes that
file annual financial statements to file annual financial statements the law be amended to let full-time
with the Kentucky department and in each state in which it seeks to employees and officers and direc-
flle quarterly financial statements do business before transacting tors of risk retention and purchas-
if requested business ing groups send out literature to

In addition, regulators in New • Add language to clarify the group members without being re-
York State and some California "location" of risk purchasing quired to be licensed as agents or
cities refused to accept insurance groups for the purposes of taxation brokers
written through TranServe Risk and regulation NAIC officials acknowledged

Retention Group Inc , which is "In addition, the NAIC believes their willingness to hear industry
managed by Vermont Insurance that it is not advisable for a pur- spokesmen air their views about
Management's Mr Miller, as proof chasing group to be allowed to use regulatory questions and said they

V of financial responsibility for taxi- an unadmitted offshore insurer as are sympathetic to the request for
V

cab risks a source of insurance for the pur- standardized forms
V

1

1 -r 7
1Ir 7 Regulatory wate rs muddied
1

VI - by amendments: Expert
1

.B j 1]i) 7
Disputes over regulatory issues stemming from forms and coverages specifically designed for mem-

the 1986 amendments to the Risk Retention Act are bers of the group," Mr Myers said
"inevitable" because of the confused way in which There 15 conflict "pervasive throughout the act-

a ,. the amendments deal with state regulation, says an the desire for adequate consumer protection that
attorney who represented the National Assn of In- may not be consonant with the desire to provide for

D - -. . a. . . ..... surance Commissioners when the amendments were enhanced, nationwide freedom of operation" for
drafted risk retention and purchasing groups, according to

The 1986 act "strengthens state regulatory au- Mr Myers
thority in some instances, pre-empts in others, Historically, he pointed out, state insurance regu-

Innovators Of Programs And Unique Products... leaves regulation untouched in some cases and cre- lators generally oppose congressional initiatives,

. . . Serving Agents And Brokers Nationwide! ates a regulatory void in others," Robert H Myers like the Risk Retention Act, due to the "unhappy
Jr, a partner with the Washington, D C -based law experience" of regulators following approval of the

Wetcholz Management Corporation firm of Heron, Burchette, Ruckert & Rothwell, said Employee Retirement Income Security Act of 1974,
Managing Underwriters in a September 1987 article in the NAIC's Journal which standardized regulation of employee benefit

Britamco Underwriters Inc of Insurance Regulation plans on a nationwide basis

A Syndicate on the Illinois Insurance Exchange
For risk retention groups, the 1986 act empha- By taking the regulatory scrutiny of benefit plans

sizes the primacy of the regulatory authority of the away from the states, ERISA led to the establish-
Preferred National Insurance Company groups' state of domicile, he pointed out in a recent ment of self-funded multiple employer trusts Many

A Multiple line Properly & Casualty Insurance Company interview However, that state cannot require the of these METs, under which many employers
United American Acceptance Corporation risk retention group to participate in the state guar- banded together to self-insure their health care

Premium Financing anty fund or require compliance with countersigna- plans, failed in the regulatory vacuum created by
ture laws And, Mon-chartering states have even less ERISA, leaving behind millions of dollars in unpaid

CALL OR WRITE FOR COMPLETE DETA/LS regulatory authority over risk retention groups medical bills

WEICHOU In contrast, purchasing groups are exempt from In late 1982, Congress passed a law that forced
NANCIAL GROUP

specific state laws under the 1986 act in connection self-funded METs to abide by the insurance laws,
with "the formation and operation of a group and including reserve requirements, of the states in

National - (800) 845-0004 - Florida - (800) 331-1222 the insurance which 11 may purchase, particularly which they operate (BI, Dec 27, 1982)
1750 University Drive -Coral Springs, Florida 33071 the t'erms of that insurance regarding rates, policy -By Meg Fletcher



Business Insurance, October 31, 1988 / 93

By JUDY GREENWALD

Some of the poorly capitalized insurers
that are now writing coverage for risk pur-
chasing groups can be expected to become
insolvent over the next few years, industry
observers warn.

And, some point out that under some in-
terpretations of the 1986 amendments to the
Risk Retention Act, little can be done to re-

move these insurers from the marketplace.
"We are aware that the purchasing groups

have been using insurers of questionable fi-
nancial strength and are concerned about
their staying power in the industry," said
Tom Vanneman, financial manager in broker
Alexander & Alexander Inc.'s Baltimore of-

fice.

"I think there's an awful lot of opportunity
for it to be a major problem," said Tom West,
senior vp in A&A's Dallas office.

Some of the companies now writing busi-
ness for purchasing groups have small
amounts of surplus and, in some instances,
questionable assets. "They're certainly sus-
ceptible to becoming insolvent," Mr. West
said.

"Unscrupulous people or firms can take a
good thing and create problems, and there's
the potential of that happening," said Ken
Pinkston, executive vp of Corroon & Black
Corp.'s Benefits and Specialty Sales Group
in Nashville, Tenn.

The National Assn. of Professional Surplus
Lines Offices Ltd. is "certainly concerned"
about the the problems facing purchasing
groups, but "there's not a lot we can do,"
pointed out Richard Bouhan, executive
director of the Kansas City, Mo.-based orga-
nization.

While virtually no one will discount the
potential problems associated with purchas-
ing group programs underwritten by finan-
cially shaky insurers, observers disagree
over how serious of a risk these insurers

pose.

Any time substantial amounts of money

Risk Retention Act

Amendments

7'„'o #'carx later

are involved, "there's always the risk that
you're going to get fly-by-night types who
are going to take advantage of that situation.
There has been some of that," said Dirk Van
Dongen, president of the Washington, D.C.-
based National Assn. of Wholesaler-Distrib-

utors, which has operated a purchasing
group program underwritten by CIGNA
Corp. since 1982.

However, Mr. Van Dongen added that he
has not seen evidence of widespread abuse,
fraudulent activity or "very, very" lightly
capitalized insurers writing purchasing
group programs.

"We don't see a great deal of that," agreed
Robert L. Larsen, president of the National
Risk Retention Assn. and adviser to the

NAW's purchasing group.
Given a choice between

no coverage and coverage
available through a pur-
chasing group under-
written by a lightly capi-
talized insurer, "I would
have to come down on the

side of having them still available," he said.
However, one observer who asked not to be

named estimated that between six and 10 fi-

nancially suspect insurers are writing pur-
chasing group business, each of which is in-
suring 10 to 15 purchasing groups.

While these may not necessarily represent
a majority of the purchasing groups that
have been formed, they do account for a
"great proportion of them, certainly the plu-
rality," she said.

About 300 purchasing groups have been
established in the past two years, with about
100 actually issuing policies, other observers
say.

Questionable insurers will not become in-

solvent immediately, the observer added.
"You're not going to see instant failures.
What you're going to see is failures down the
road."

She noted that she has no problem with
the well-established insurers that are linked

with purchasing groups. "It's the ones who
have formed on Oct. 1 and on Oct. 2 have 27

purchasing groups" that are a problem, she
said. She noted that these insurers often

write high-hazard types of coverage.
However, Karen Cutts, editor of the Risk

Retention Reporter, a newsletter based in
Pasadena, Calif., said that court decisions in

Iowa and New York earlier this year that
give regulators more authority over purchas-
ing groups have apparently discouraged
more-established insurers from writing pur-
chasing group programs (see story, page 90).

Between June and September, 20 purchas-
ing groups were formed that were insured by
insurers that were listed and rated by A.M.
Best Co.; 20 were formed by insurers that

were listed by Best but not
rated; and 45 were formed
by insurers that were nei-
ther rated nor listed in

Best, she said.
Ms. Cutts warned,

though, against assuming
that insurers in that final

category would by definition run into diffi-
culties, noting that companies that have
been highly rated by Best later became in-
solvent.

It is the lower-quality companies that are
are more willing to test the insurance de-
partments over purchasing group regulation,
said A&A's Mr. Vanneman, referring to the
impact of the New York and Iowa decisions.

The proliferation of unrated insurers is "a
valid concern," said M. Renwick Severance,

vp-special services for broker Republic Hogg
Robinson Inc. in Boston. He noted that major

brokers, including RHR, have beefed up
their security committees that monitor in-

surance companies' financial solvency.
"All you can do is watch it like a hawk,"

he said.

"There's definitely a problem, and the Risk
Retention Act has brought it into sharper
focus with the ability of carriers to function
now in a way they had not been able to be-

fore," Ms. Cutts said.
A&A's Mr. West noted that rather than

groups of businesses forming purchasing
groups and searching for an insurer, as was
intended by backers of the 1986 amend-
ments, often insurers create purchasing
groups and search for policyholders. "They
feel there's a need there" and they cater to
that need, he said.

"I would say there are more (purchasing
groups) that are put together by companies
trying to artificially form a purchasing
group" than the other way around, said an-
other broker who did not wish to be identi-

fied.

"A lot of these have been kind of forced

down the throat of the businesses out there,"
he said.

He added that it is questionable whether a
majority of these insurers will be viable ove
the long run.

Observers also disagree over how much
additional regulation purchasing groups re-
quire and whether this regulation should b€
carried out on the federal or state level.

Ms. Cutts said she favors "fine-tuning" the
Risk Retention Act so that purchasing grouT
insurers would have to fulfill the same re-

quirements that risk retention groups musl
meet. "I think that makes a lot of sense."

She noted that references in the act tc

purchasing group insurers are vague.
Others, however, say a solution on the fed-

eral level should be avoided.

"Our concern is that the federal govern-
ment may try and step in and try and provide
some national regulation for purchasinE
groups," said A&A's Mr. Vanneman.

He said he instead favors a coordinated ef-

fort involving the National Assn. of Insur-
ance Commissioners. "I think there needs tc

be a better coordination at the NAIC level,'
he said.

A&A's Mr. West suggested one solution tc
the concern over the number of insurance

companies that have been formed solely tc

Continued on next pagE
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Concerns 1 think they've put some tougher regulations
ln "One observer says he believes that any problems with

Continued from previous page "I don't know how much more they could
insure purchasing groups is to issue a regu- purchasing groups will be alleviated by the soft market, not regulate it," he added
lation or provision that a purchasing group One observer said he believed any prob-regulation. 'In a soft market, there's probably less necessity' forinsurer must be m business at least two to lems with purchasing groups will be alle-
three years before becoming eligible to in- purchasing groups, he says, since coverage availability viated by the soft market, not regulation
sure a group "That way, you would have

is greater and rates are more affordable. "In a soft market, there's probably less ne-
some track record to look at," he said cessity" for purchasing groups, he said, since

Some states, he added, already have simi- I coverage availability is greater and rates are
lar provisions for surplus lines insurers more affordable

Michael Mullen, an attorney with Wash- lent or financially shaky insurers writing insurance departments' authority in dealing Hopefully, he said, the weaker companies
ington, D C -based Crowell & Moring and purchasing group programs with these problems, he said will leave as a result of the competition,
counsel to the National Risk Retention Assn , But, if there is concern that this not clear "I don't think they need to regulate (pur- while stronger companies will remain "It
said he believes the states now have the au- under existing law, -I don't think there chasing groups) any further," said another doesn't do any of us any good to have weaker
thority to take action to respond to fraudu- would be oblections" to clarifying the state broker, who asked not to be identified companies out here," he pointed out
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and SALES OPPORTUNITIES
• We are Insurance Specialists in Program (XSOCIATES * Weekly, property/casualty in- RISK MANAGER

The City of Carrollon is seeking quah-
Eighth largest national broker has im- surance Newsletter 31 Years

Logical Placement, Development and Comrol fied applicant for Risk Manager posi-
mediate openings in its Miami/Ft Recruiters and Search Consultants Annual Income $95,000 lion Position will be responsible for
Lauderdale/Tampa cff,ces for 2 ag- • We also have binding facilities to meet t) Insurers Reinsurers and Brokers the management, development, imple-Approach your every need in commeAcal property & casualty SMART's
gressive, career-minded commercial

mentation and administration of the

to
producers with proven track records Contact Box 2401. Business Insurmce 15 Third St Stamford CT 06905 Darrell Heppner 415/632-2200 City's casualty, property and admints-

Risk 740 Rush St. CNcago, IL 60611-2590 (203)964 8185 FAX(203)964 1365 trative insurance program, to include
m a P&C agency or direct writing co risk analysts and identification, treat-
1 "Heavy Hitler' with five years, ment of risk determinations, imple-

Managennent menting loss control/safety proce-plus, experience in developing & FLORIDA AGENCY
selling medium to large volume OFFERS WANTED dures/programs, and claims

Recruiting P&C accounts FOR SALE administration Qualified applicantVery profitable, independently CAROLYN DAVIS should possess Bachelor's degree in
2 Three years, plus, expenence with owned Texas Lloyds Insurance Com Tampa Bay Area Property and Casualty public or business administration and

potential for becoming a suc- agency tor sale Annual revenues approx,- three to five years of experience in the

LOGIC cessful "Heavy Hitler" pany wishes to expand writings Will ASSOCIArES, INC. mately $500,000 Good company represen- administration of risk management,
tation Stable book of business Information claims administration and insurance

Assigned book of business and ex- consider proposals for fronting or available to qualified purchasers programs with three years supervisory
cellent comprehensive package in- rlsk taking If interested, please re STAFFING CONSULTANTS Box 2471, Business Insurance experience Starting salary $JO-37 K

Associates, Inc cludes salary, commissions, expense spond, detailing brief outline of pro
TO THE INSURAINCE INDUSTRY 740 Rush St , Chicago, IL 606112590 annually Send reDlies to Kathryn

account, car allowance, liberal em- Usrey, Director of Kersonnel, City of

EXECUTIVE SEARCH ployee benefits package gram coverages, rates and loss his 701 Westchester Avenue Corrollton, P O Box 110535, Carrollton,
TX 75011-0535

Send resume to tory, if applicable Will consider Suite 317W

CONSULTANTS Tony Abella annual premiums in $1,000,000 to White Plains, N Y 10604
Area VP, Arthur J G

$4,000,000 range Please reply to 91*682-7040 . England exec furnished modern apt -
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170 Broadway
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BENEFITS MGMT dinate start-up, establish & imple-

penses and insurance, profit sharing, group health and maJor
scription, send your resume, writing

CALL ment procedures, hire personnel, Executive and research samples, and salary re-
communicate with Ins Dept, li- quirements to Independent Insurancemedical, disability income insurance, good vacation and holt- BILL KELLY

(LIFE & HEALTH AND censees, surplus lines companies, Search Agents of Texas, P O Box 1663, Austin
day package and a dynamic peer group TX 78767

EMPLOYEE BENEFITS) legislature Qualified candidates
Send resume to ANDREW DAVIS should be motivated self-starter Brokerage

(PROPERTY/CASUALTY with admin background, company Underwriting POSITIONS WANTED
Maguire Insurance Group AND RISK MGMT ) and E&S experience
308 East Lancaster Avenue For prompt and confidential con- Risk Management

Wynnewood, PA 19096
don HOWARD

siceration send salary reqs and re- Claims
PROPERTY & CASUALTY CFO

AVAILABLE
PERSONNEL Sume to

Attn. Betty Ann McFadden Tel (212) 867-3310 Strong expertise in all areas of man-
135 WILLIAM STREET ELA of New York agement including loss reserve analy
NEW YORK, N Y 10038 P O Box 1745 Fax (212) 986-6015 sis Ready to relocate Call (303) 779-

(212) 227 9000 Pearl River, NY 10945 0080 or Fax (303) 220-1320

41 E 42 St, Rm 920, NYC 10017

BUSINESS OPPORTUNITIES

Pension and HELP WANTED
SALES REPRESENTATIVE LET THE GOVERNMENT FINANCE your

new or existing small business GrantsOur Company provides specialized and general insurance to thL leasing/renul INSURANCE ADMINISTRATOR and loans up to $500,000 00 yearlyRisk Manager Industry and financial institutions, banks, savings & loinS. credit unions, etc Seeking an experienced individual to Free recorded message 707-448-0270
We have wles openings m New York, Michigan, Ohio, Mmnesota, Wisconsin design, establish and administer the (PAR)Cooperative's property, casualty and
and the Mid-South Lies responsibilmes include nianagement of existing ac- bond insurance program Requires a
counts ,ind the development of new business knowledge of property and casualty in-

Nestlf knterprises, inc , the U S arm of the internationally surance, claims adjustment and risk
CONSULTING

Compensation includes salary, company au omobile including expenses and
known food company, has a career opportunity for a Manager. analysis at a level normally acquired

insurance, profit sharing program, 401 K plan group health and major medical, through completion of a four-year de-
Pension and Risk/Insurance in its headquarters office m Solon, STRUCTURED SETTLEMENT LAWYER

disability income insurance, life insurance, good vacation and hohday package gree in management or a business re- AVAILABLE TO CONSULT
()hio lated field, and five years of related ex-and a dynamic peer group perience Applications for employment Former ranking officer and Genl

If you are an expenenced sales professional scnd your confidential resume to will be accepted through November 14,
Couns of natl structured settlement

The qual,hed candidate must have significant expertence in 1988 Resumes will not be accepted as
broker lo consult on transactions and

MAGUIRE INSURANCE GROUP disputes, provide tax opinions or ex-
pension management or risk/insurance management Expen- an application Excellent salaries and

308 East Lancaster Avenue benefit package If interested, please pert testimony LLM (Tax), 7yr
exper ins defense W L Winslow (213)ence in both is preferred Responsibilities would include manag- call 701/223-0441, ext 2430 An EqualWynnewood, PA 19096 826-1533 11812 San Vicente, Los An-Int! pension assets, actuarial reviews, and coordinating Insur- Employment Opportunity Employer M/

Attention: BettyAnn McFadden F/H/V Basin Electric Power Coopera- geles, CA 90049

ance and pension efforts between various Nestle companies tive, 1717 East Interstate Avenue, Bis-
This position demands an individual with excellent communica- marck, ND 58501

tion skills and the abillty to provide central guidance while
delegating the maJor part of plan implementation

REGIONAL DIRECTOR EXPERIENCED PRODUCERS WANTED TheNestle Enterprises offers an attractive salary commensurate by malor Bay Area Firm Preferably
This top 20 P&C brokerage seeks executive o be responsible for multi office with five years minimum experience in

with background and experience as well as a comprehensive locations throughout the USA Candidates must have a minimum of 10 years insurance sales, with or wilhout exist-

benefits package Our headquarters are located ill an attractive ing book of business Desire to develop
Professional

brokerage experience with at least three of those years as bran-h manager extensive clientele important Our eli-residential suburb southeast of Cleveland with bottom line' responsibilities for P&L picture Must have ability to man ents and influence cover the entire

age and motivate people as well as implement management goals and philos state of California Our chents and in- Marketplace
Please submit your resume, in confidence to Linda L. Brown, fluence cover the entire state of Cali-

ophy Requires solid communication skills and a stable employment record fornia Our support staff and flexibilityNestli Enterprises, Inc., 5757 Harper Road, Solon, Ohio Degree preferred Candidate will have worked through the ranks within a sales are second to none and Include special TARGETS
44139 An equal opportunity employer, m/f/h/v environment and must be results oriented Superb opportunity with a growth underwriting departments for prop-

oriented and aggressive broker seeking top level executive Starting salary will
erty, casualty, workers comp, personal
lines, employee benefits, life, disabil-

be in the range of $125/$150,000 plus bonus incentives and perks your BEST
ity, bonds, and aviation Our aggressive

Nestle Enterprises, Inc. approach to new business combined
GILBERT - HAFNER & CO. with a professional marketing depart- JOB

Insurance Staffing Consultants ment have earned us the position as the

6060 N Central #470, Dallas, TX 75206, (214) 361-9341
West's largest producer for numerous
major U S A+XV insurance carriers Candidates
Please send resumes to Cindy Nowak,
P O Box 5922, San Mateo, CA 94403
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States take action against some groups
By DOUGLAS McLEOD Massachusetts, Michigan, Minne- plained Meanwhile, 12 purchasing

sota and Ohio Risk Retention Act Bel-Aire 15 arguing that lt has groups supposedly insured by Vic-
State insurance commissioners, In addition, Florida Insurance Amendments not been properly served with a toria withdrew from Hawaii in

who are clamoring for more au- Department officials still ques- complaint in this case, Mr Gold June after the Hawaii Insurance
thority over risk purchasing tioned Dyna Span's status as a 7,0'0 rear# later said Department was unable to confirm
groups and their insurers, can purchasing group Separately, a California Insur- that they were actually domiciled
point to several groups that have The 1981 Risk Retention Act, ance Department cease-and-desist in the state or that they had cover-
run afoul of regulators since 1986, while unclear on the point, might therefore could be considered an order lS Still in effect against Bel- age with Victoria
when the tight liability insurance have required purchasing groups admitted asset under Missouri in- Aire in connection with coverage Purchase Group Management
market heightened interest in the to buy their coverage from a 11- surance law it wrote for a purchasing group for Corp of Oklahoma City, which re-
federal Risk Retention Act censed insurer, department offi- Risk Retention Service Corp, taxi and limousine operators (BI, presented the purchasing groups,

In several cases-most notably cials said In addition, Dyna Span Bel-Aire's management company, May 9) filed declarations with the Hawaii

that of Boca Raton, Fla -based was engaged less in buying insur- also repaid the loan from ICA, set- And, the Florida department has department listing Victoria as an
Dyna Span Corp -state officials ance for its members than in sell- tling ICA's claim to Bel-Aire stock filed suit in US District Court in insurer for all 12 groups and show-
have found that purchasing groups ing insurance to its members, an In addition, Bel-Aire canceled ltS Tallahassee against Bel-Aire over ing a Honolulu address for the
were not complying with provi- activity not contemplated by the reinsurance agreement with ICA, the insurer's plans to write cover- groups, a Hawaii department offi-
sions in the original 1981 act or its federal law, officials complained replacing it with a contract with age for the National Amusement cial said
1986 amendments After the 1986 amendments to Independence Insurance Co Ltd Purchasing Group The lawsuit, The Hawaii department later

In other cases, insurers from the Risk Retention Act made lt of Bermuda, a unit of London- which was filed in August 1987, lS found that the Honolulu address
which purchasing groups have clear that insurers underwriting a based Hill Samuel Group PLC still pending, said Rick Thornburg, was a rented mail box from which
bought coverage-including Vic- purchasing group program had to The Missouri Insurance Division a department attorney mail for the groups was forwarded
loria Insurance Co Ltd, Bel-Aire be admitted or authorized in the settled ltS complaint against Bel- Meanwhile, the Georgia Insur- to PGMC in Oklahoma City, ac-
[nsurance Co and Stone Mountain state in which the purchasing Aire in December after Bel-Aire's ance Department last month su- cording to the official The groups
[nsurance Co -have themselves group was domiciled, Dyna Span management agreed to spended the license of Victoria In- would have to maintain a physical
run into financial or other regula- ceased operating and is no longer • The renegotiated reinsurance surance Co Ltd , an Atlanta-based presence in Hawaii to be consid-
tory problems active, according to Peter M Fea- program with Independence insurer originally licensed in May ered domiciled in the state, the of-

One of the first alleged abuses of man, a lawyer with the Boca Raton 0 Realign its operations to make 1987 that also has specialized in ficial explained
the Risk Retention Act to draw firm of Marchbanks & Feaman, Risk Retention Service Corp a purchasing group coverages (BI, The Insurance Department sub-
widespread regulatory attention which represents Dyna Span subsidiary of Bel-Aire rather than Oct 3) sequently was informed by Alan
involved Dyna Span, which Before lt became inactive, Dyna an independent management com- The Georgia department entered Teale, a Victoria representative,
claimed to operate as a purchasing Span shifted much of ltS purchas- pany under contract its suspension order after finding that Victoria had not agreed to in-
group exempt from state regula- ing group business to Bel-Aire, an • File quarterly financial re- that only $307,540 of Victoria's sure the groups
hon under the original 1981 Risk insurer licensed in Missouri in May ports with the Missouri Insurance $25 3 million in reported assets Mr Teale-a former Victoria ex-

Retention Act (BI, May 26, 1986, 1987 Division were located in the state ecutive vp who has produced busi-
March 3, 1986) Bel-Aire had entered into two Bel-Aire, which has since can- Under Georgia law, insurers ness for the insurer through TRT

In early 1986, the Florida Insur- agreements with Boca Raton-based celed business produced through must maintain a minimum of $12 Associates Inc and Fenmar Inter-
ance Department charged that Insurance Corp of America, an in- Dyna Span, continues to specialize million in assets in the state national Insurance Services in At-

Dyna Span was, in fact, operating surer headed by Dyna Span Pres- in purchasing group programs and The bulk of Victoria's assets lanta-said in an interview that he
as a risk retention group without ident A R Johnson, that claimed to has capital and surplus of roughly were bemg held by Goldman Dol- wrote the Hawaii department de-
being licensed in at least one state operate free of state regulation $3 5 million, according to Mr Blu- lar Securities Inc, an investment nying any connection with the 12
as required by the federal law under two purported turn-of-the- meyer firm in Paris purchasing groups

Florida department officials century federal court decisions (see The insurer also continues to Additional assets are expected to Mr Teale said he had never

noted that Dyna Span was issuing story, page 2) battle ICA and Dyna Span in be transferred to an Atlanta bank heard of the purchasing groups
policies m its own name-the poli- Under the agreements, Bel-Aire court to meet the state's capitalization until he was contacted by the Ha-
cies were headed, "Dyna Span was to assume business produced ICA sued Bel-Aire in US Dis- requirements, a Victoria official wan department and that Victoria
Corp, a Risk Retention Group"- b> Dyna Span while ceding rein- trict Court in Fort Lauderdale, has said had never agreed to insure them
and retaining a portion of each of surance to ICA Fla, last year, charging that Bel- As of Thursday, however, the In- Joyce Smith, a PGMC vp who
the risks it wrote In a November 1987 administra- Aire breached its reinsurance surance Department had not been filed the purchasing group decla-

Dyna Span steadfastly denied tive complaint, the Missouri Insur- agreement with ICA notified of any additional funds rations in Hawaii, said in an inter-
operating as a risk retention group, ance Division charged that Bel- Bel-Aire, meanwhile, filed a being received by Victoria, which view that the filings had been
but a Dyna Span executive con- Aire was in danger of being taken counterclaim charging that ICA, has 60 days from the Sept 28 sus- made "with the understanding"
firmed that the company retained over by ICA, which held Bel-Aire operating without a license under pension order to correct the prob- that Victoria would be the insurer
$4,000 per occurrence on each risk stock certificates as security for a the purported turn-of-the-century lem, an insurance department -Victoria withdrew from their
and bought reinsurance above the $400,000 loan that had been used court decisions, iS not a valid in- spokesman sail agreennent to insure the purchas-
retention from New England Inter- to capitalize the Missouri insurer surer, said Alan C Gold, a South The Florida Insurance Depart- ing groups" after the Hawaii de-
national Surety Inc, a Panamanian (BI, Dec 7,1987) Miami lawyer representing Bel- ment hit Victoria with a cease- partment objected that the groups
insurer operating out of Brussels, The complaint also charged that Aire and-desist order in March after were not properly domiciled in the
Belgium Bel-Aire was statutorily insolvent The case is Still in discovery, Mr finding that Victoria-which is not state, Ms Smith said After the de-

New England International, on the grounds that a $499,500 Gold said admitted or approved as a surplus partment informed Ms Smith that
which was not licensed anywhere promissory note from Bel-Aire In addition, Bel-Aire has filed lines insurer in the state-had been it was unable to confirm the Vic-
in the United States, also was hit President Arthur A Blumeyer III- suit against Dyna Span and others writing equine mortality risks, toria coverage, PGMC withdrew
with an administrative complaint which represented more than half in Palm Beach County Circuit supposedly through a purchasing the filings for the groups
oy the Florida department, which of the insurer's initial capital and Court for return premiums still group program (BI, July 25) MeanwhileY another Georgia-do-
charged it with selling insurance surplus-was a non-admitted owed on business produced The equine mortality business miciled insurer of purchasing
without authorization asset through Dyna Span and canceled was written for North American groups has run into regulatory

In an attempt to "clarify" its sta- In addition, the complaint la- by Bel-Aire, according to Mr Fea- Producers Assn Inc , purportedly a problems Stone Mountain Insur-
tus as a purchasing group, Dyna beled Bel-Aire's management "so man That the case is still pending, purchasing group, through Sand- ance Co was ordered into rehabili-
Span later eliminated its retention incompetent or untrustworthy" he said lyn Heaths Ltd Inc, an Ocala, tation earlier this year
and started issuing policies in the that further operation of the com- Dyna Span, meanwhile, has sued Fla, agency Stone Mountain-headed by
name of New England Interna- pany would be "hazardous to the Bel-Aire in Palm Beach circuit Richard W Thornburg, a Florida James L Bentley Jr , a former
tional, which insured 100% of the insurance-buying public " court for intentionally interfering Insurance Department lawyer, Georgia insurance commissioner
Dyna Span risks Bel-Aire, however, argued that with ltS business relationships, al- pointed out that the Risk Retention and a former director of Victoria-

By that time, though, Dyna Span Mr Blumeyer's promissory note leging that Bel-Aire reinstated Act empowers purchasing groups was listed as the insurer of at least
had been hit with cease-and-desist was collateralized with a combina- coverage for Dyna Span-produced to buy liability coverage, a cate- three--and possibly many more-
orders in numerous states, includ- tion of U S Treasury notes, cer- business after canceling the Dyna gory that does not include equine purchasing groups domiciled in
ing Alaska, Arizona, Colorado, tificates of deposit and stock and Span programs, Mr Feaman ex- mortality insurance Nebraska and Utah

Underground tanks
Continued from page 2 clude an adverse auditor's opinion or disclaimer of opinion port released earlier this year that some of these options are
bility rules," said Jeffrey L Leiter, an attorney with Collier, Under the second test, a firm must meet several conditions not suitable for many underground tank owners or operators
Shannon, Rill & Scott in Washington, which represents the a tangible net worth of at least $10 million, a tangible net for various reasons Some of the alternatives are more ex-
Society of Independent Gasoline Marketers of America and worth of at least six times the amount of aggregate coverage pensive than insurance, others do not transfer the risk as
the National Assn of Convenience Stores "On the whole that it is required to demonstrate, U S assets that account insurance does, and others do not establish an organized sys-
we're relatively pleased" with the rules for at least 90% of the firm's total assets or at least six times tem for providing damages to third parties

But, while the new regulations are "better than they were," the required aggregate financial responsibility limits, and Firms must comply with the new EPA rule over a two-year
the $1 million per-claim requirement is "of real, real con- net working capital of at least six times the required aggre- period, depending on their size and the number of tanks
cern" to the Petroleum Marketers Assn of America in Wash- gate financial responsibility limits owned or operated
ington, a spokesman said In addition, the firm must have a bond rating of AAA, AA, All petroleum marketing firms that own 1,000 or more un-

EIL insurance for underground storage tanks is -prohibiti- A or BBB from Standard & Poor's Corp or Aaa, Aa, A or Baa derground storage tanks and other underground storage tank
vely expensive" and could drive some small, independent pe- from Moody's Investors Service Inc The firm also must have owners or operators with a net worth exceeding $20 million
troleum marketers out of business, he explained audited financial statements that do not include an ad- must comply with the new rules by Jan 24

Alternatively, owners and operators of underground petro- verse auditor's opinion or disclaimer of opinion Petroleum marketing firms that own between 100 and 999
leum storage tanks can choose to fulfill the financial respon- • A corporate guarantee from a parent company, an up- underground storage tanks must comply with the financial
sibility requirements through several other mechanisms, in- stream company, an affiliate or other firm with which the responsibility rules by October 1989
cluding owner or operator has a substantial business relationship Petroleum marketing firms that own between 13 and 99
• Satisfying one of two financial tests designed by the The firm providing the guarantee must pass one of the fi- underground storage tanks that are located at more than one

EPA nancial tests facility must comply with the rules by April 1990
Under the first test, a firm must have a tangible net worth • A surety bond Petroleum marketing firms that own 12 or fewer under-

of at least 10 times the amount of aggregate coverage the firm • A letter of credit ground storage tanks, or petroleum marketing firms owning
must demonstrate The firm must file annual financial state- • A fully funded trust fund. fewer than 100 tanks located at one facility must comply
ments with the Securities and Exchange Commission or an- • A state fund or pool established to pay for the cleanup with the rules by October 1990
nually report the firm's tangible net worth to The Dun & costs of an underground storage tank leak, if such a fund Other underground tank owners or operators with a net
Bradstreet Corp and receive a rating of 4A or 5A The firm exists in the state where an owner or operator is located worth of less than $20 million and local governments also
also must have audited financial statements that do not in- However, the U S General Accounting Office says in a re- must meet the rules by October 1990
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surance Conference m Dallas, sponsored by seminar in Herndon, Va, sponsored by Orga- DEC 7 Society of Insurance Accountants'
Datebook the International Risk Malagement Institute nizational Safety Services, $285, $260 each for Quarterly Meeting m New York City, $30 for

Inc , $630, $235 for Nov 14 only, $498 for Nov three or more attendees from the same organiza- SIA members, $60 for non-membens (includes
15-17 only International Risk Management In- tion Organizational Safety Services, 11831 membership fee) Robert Bauer, Society of In-
Stitute, 12222 Merit Drlve, Suite 1660, Dallas, Rothbury Drive, Richmond, Va 23236, 804-794- surance Accountants, P O Box 61, Hollowville,
Texas 75251-2217, 214-960-693 0691 NY 12530,518-851-9780

NOV 4 FOJP Service Corp's Sixth Annual Domicile of Choice m Chicago, sponsored by
Conference on Medical Malpractice Insur- the Tillinghast division of Towers, Pemn, For- NOV 14-18. Fundamentals of Industrial Hy- NOV 21-22. Remsurance Accounting Work- DEC 7 Investment Strategy for Lloyd's
ance Issues in New York City, $215 for non- ster & Crosby, $50 for Basics of Captives se- ilene Monitoring course in Long Grove, Ill, shop in London, sponsored by Insurance & Re- Syndicates seminar in London, sponsored by
FOJP members FOJP Service Corp, 130 E 59th minar, $550 for Illinois Captive Conference sponsored by National Loss Control Service insurance Research Group Ltd , $380 pounds Insurance & Reinsurance Research Group Ltd ,
St, New York, N Y 10022, 212-891-0700 Conference Director, Tillinghast/TPF&(, Finan- Corp, $500 National Loss Control Service ($635) plus VAT Joy Bambrough, Insurance & 190 pounds ($317) plus VAT Caroline Atkinson,

cial Centre, Suite 600, 695 E Main St , Stam- Corp , K-3, Long Grove, Ill 60049-0075 Reinsurance Research Group Ltd , Bridge Insurance & Reinsurance Research Group Ltd,
NOV. 5. How to Handle Workers Compen- ford, Conn 06901-2138, 203-326-5400 House, 181 Queen Victoria St, London, England Bridge House, 181 Queen Victorla St, London,
sation Medical Bills and Liens seminar in NOV 14-18. Practical Risk Management EC4V 4DD, phone 01-236-2175, fax 01-489- England EC4V 4DD, phone 01-236-2175, fax
Universal City, Calif, sponsored by The Work- NOV 9-10 Current Tax Isues for Property- course in London, sponsored by the Insurance & 1487 01-489-1487

ers Compensation Co , $225, 10% discount for Casualty Insurance Companies seminar in Reinsurance Research Grouo Ltd, 725 pounds
two or more persons from the same organiza- New York City, sponsored by Executive Enter- ($1,211) Joy Bambrough, Insurance & Reinsur- NOV 24 Strategic Planning in the Insur- DEC. 7-9 Techniques of Risk Management
tion Workers Compensation Institute, P O Box prises Inc, $990, $895 for each additional regls- ance Research Group Ltd, Bridge House, 181 ance Industry Toward 1992 conference m course in Atlanta, sponsored by the Risk & In-
11448, Glendale, Calif 91206, 818-247-8224 trant from the same organization Executive Queen Victoria St, London, EC4V 4DD, phone London, sponsored by Insurance & Reinsurance surance Management Society Inc, $540 for RIMS

Enterprises Inc, 22 W 2lst St, New York, 01-236-2175, fax 01-489-1487 Research Group Ltd , $190 pounds ($317) plus members, $640 for non-members Risk & Insur-
NOV 8-10 1988 Casualty Actuarial Society N Y 10010-6904, 800-831-8333, 212-645-7880 VAT Caroline Atkinson, Insurance & Reinsur- ance Management Society, 205 E 42nd St, Suite
Fall Meeting m Montreal, $250 for members of within New York NOV 15 The Second Annual International ance Research Group Ltd, Bridge House, 181 1504, New York, N Y 10017, 212-286-9292
the American Academy of Actualles, $300 for Reinsurance Forum. Reinsurance Security, Queen Victoria St, London, England EC4V
non-members of the AAA Kathy Spicer, Ca- NOV. 10 Expert Systems seminar "n London, Solvency and Insolvency in Hamilton, Ber- 4DD, phone 01-236-2175, fax 01-489-1487 DEC 8. Update of Future of Lloyd's Under-
sualty Actual'ial Society, 1 Penn Plaza, 250 W sponsored by Insurance & Reinsurance Research muda, co-sponsored by Hawksmere Ltd and writing Agencles semlnar in London, spon-
34th St, New York, N Y 10019, 212-560-1901 Group Ltd , $190 pounds ($317) plus VAT Coopers & Lybrand, $600 for Bermuda resi- NOV 30-DEC 2 Understanding Property-Ca- sored by Insurance & Reinsurance Research

Caroline Atkinson, Insurance & Reinsurance dents, $650 for non-Bermuda residents, 360 suatty Statutory Financial Statements se- Group Ltd , 190 pounds ($317) plus VAT Caro-
NOV 9 Directors and Officers Liability Research Group Ltd, Bridge House, 181 Queen pounds ($601) for U K residents Hawksmere minar in New York City, sponsored by Execu- line Atkinson, Insurance & Reinsurance Re-
workshop in Boston, sponsored by the Society of Victoria St, London, England EC#V 4DD, Ltd, 12-18 Grosvenor Gardens, London, En- tive Enterprises Inc , $990, $895 for each search Group Ltd, Bridge House, 181 Queen
Chartered Property & Casualty Underwriters, phone 01-236-2175, fax 01-489-1487 gland SWIW ODH, 01-824-8257 additional registrant from the same organiza- Victoria St, London, England EC4V 4DD,
$130 for Society of CPCU members, $160 for tion Executive Enterprises Inc , 22 W 2lst St , phone 01-236-2175, fax 01-489-1487
non-members Also Dec. 6 in Stamford, Conn NOV. 10-11 Occupational Health Nursing NOV 15 Professional Insurance Wholesal- New York, N Y 10010-6904, 800-831-8333, 212-
Man Jennings, Professional Services Coordina- Principles and Certification Review course ers Assn of New York State's 10th Annual 645-7880 within New York DEC 8-9. Financial Analysis For Risk Man-
ton Society of Chartered Property & Casualty m San Rafael, Calif, sponsored by Fireman's Convention in New York City, $125 for PIWA agement seminar in San Francisco, sponsored
Underwriters, Kahler Hall, 720 Providence Fund Risk Management Services Inc 's Occupa- members, $165 for non-members Professional DEC 1 Directors and Officers Liability se- by The College of Insurance, $595 for College of
Road, CB#9, Malvern, Pa 19355, 215-251-2741 tional Health Consulting & Ergonomics divi- Insurance Wholesalers Assn of New York State minar in London, sponsored by Insurance & Re- Insurance sponsors and Insurance Services Of-

mon, $295 Also Dec 1-2 in Schaumburg, Ill, Inc, Old Route 9W, P O Box 997, Glenmont, Insurance Research Group Ltd , 190 pounds fice Inc members, $695 for non-sponsors and
NOV 9 Electronic Networks in Insurance Jan 12-13 in Atlanta, Feb, 9-10 m Torrance, N Y 12077-0997 ($317) plus VAT Caroline Atkinson, Insurance non-members of ISO The College of Insurance,
seminar in London, sponsored by Insurance & Calif, Feb 23-24 m Denver, March 9-10 in & Reinsurance Research Group Ltd, Bridge 1 Insurance Plaza, 101 Murray St, New York,
Reinsurance Research Group Ltd , $190 pounds Cambridge, Mass, and March 30-31 in Arling- NOV 16-17. Quantitative Techniques for House, 181 Queen Victoria St, London, England N Y 10007, 212-962-4111, extension 201
($317) plus VAT Caroline Atkinson, Insurance ton, Va Annette B Haag, Director, Occupa- Risk Management seminar in Manila Del Ray, EC4V 4DD, phone 01-236-2175, fax 01-489-
& Reinsurance Research Group Ltd, Bridge tional Health Consulting, Fireman's Fund Risk Calif, sponsored by Tillinghast, a division of 1487 DEC 12-13. Environmental Insurance Liti-
House, 181 Queen Victoria St, London, England Management Services Inc, PO Box 777, No- Towers, Pemn, Forster & Crosby, $750 Confer- gation Institute in New York City, sponsored
EC4V 4DD, phone 01-236-2175, fax 01-489- vato, Calif 94998-9002, 415-899-2423 ence Director, Tillinghast/TPF&(, 722 Post DEC 1 CAOHC Approved Recertification by Executive Enterprises Inc , $990, $895 for
1487 Road, Danen, Conn 06820, 203-655-9791 Course in Occupational Hearing Conserva- each additional registrant from the same organi-

NOV 11-12 Non-profit Sector Risk & Insur- tion in Kansas City, Mo, sponsored by Impact zation Executive Enterprises Inc, 22 W 2 lst
NOV 9 Controlling Your Workers' Compen- ance Forum in Chicago, sponsored bl the Non- NOV 16-17 3rd Annual Employers Council Hearing Conservation Inc, $150 in Kansas City, St, New York, N Y 10010-6904, 800-831-8333,
sation Costs workshop in Chicago, sponsored profit Sector Risk & Insurance Task Force, $70 on Flexible Compensation Conference in Mo Impact Hearing Conservation Inc, 406 W 212-645-7880 within New York

bythe Illinois State Chamber of Commerce Cen- Mari Crispin, University of Nebraska College of Boston, $535 for ECFC members, $585 fornon- 34th St, Suite 400, Kansas City, Mo 64111.
ter for Business Management, $100 for ISCC Law, 402-472-1258 members Sarah Fleming, Employers Council on 800-346-2139, 816-531-4848 JAN. 17. Park and Recreation Risk Manage-
members, $150 for non-members Also Nov 15 Flexible Compensation, 927 _5th St NW, Suite ment Seminar in Denver, sponsored by the
in Springfield, Ill ISCC Center for Business NOV. 14-15 How to Design and Implement a 1000, Washington, D C 20005, 202-659-4300 DEC. 1-3 Fundamentals of Bankruptcy Law Public Risk Management Assn, $150 for PRIMA
Management 20 N Wacker Dnve, Chicago, Ill Program m Risk Communications seminar in seminar in Scottsdale, Ariz, sponsored by the membens, $200 for non-members Also Jan 19
60606-3083, 312-372-7373 Los Angeles, sponsored by the Center for Energy NOV. 16-18* Workshops for a New Age of Re- American Law Institute-American Bar Assn in Tampa, Fla Lynne Armstrong, Public Risk

and Environmental Management, $595 CEEM, tirement Planning in New York City, spon- Committee on Continuing Professional Eduea- Management Assn , 1120 GSt NW, Suite 40,
NOV 9-10 Managlng Risk Communications P O Box 200, Fairfax Station, Va 22039,703- sored by Retirement Advisors, $495 Retirement tion, $400 Reglstrar, American Law Institute- Washington, D C 20005, 202-626-4650
seminar in Baltimore, sponsored by E I du Pont 250-5900 Advisors, 919 Third Ave, New York, N Y 10022, American Bar Assn, 4025 Chestnut St, Phila-
de Nemours & Co , $925, $795 each for two or 212-421-2400 delphia, Pa 19104, 800-253-6397, 215-243-1661 The Datebook 13 compiled from notices sent to
more registrants from same company Also Dec NOV 14-16. Environmental Regulation within Pennsylvania Business Insurance Not;ces should be sent at
1-2 in Wilmington, Del, Jan. 25-26 in New Or- course in Washington, DC, sponsored by Exec- NOV 16-18. Claims Management course in least eight weeks m advance to Datebook, Bus*-
leans, Feb 15-16 in Denver, March 30-31 in utive Enterpises Inc, $995 for flrst registrant, Atlanta, sponsored by the Risk & Insurance DEC 5-7 Fundamentals of Insurance course ness Insurance, 740 N Rwh St, Chicago, m
Houston, and April 26-27 m Philadelphia Du $895 for each additional registrant from the Management Society Inc , $595 for RIMS mem- in Charlotte, NC, sponsored by the Risk & In- 60611-2590 Please include the pnce, if any, of
Pont, Room X51430, P O Box 4500, Greenville, same organization Executive Entervrlses Inc, bers, $695 for non-members Risk & Insurance surance Management Society Inc, $540 for the meet:ng and mformation on registration for
Del 19807, 800-532-7233, 302-999-6982 within 22 W 2lst St, New York, NY 100104904,800- Management Society, 205 E 42nd St , Suite RIMS members, $640 for non-members Risk & interested readers Bus:ness Insurance reserves
Delaware 831-8333, 212-645-7880 within New York 1504, New York, N Y 10017, 212-286-9292 Insurance Management Society, 205 E 42nd St, the nght toselectmeet:ngs of mostinterest toits

Suite 1504, New York, N Y 10017, 212-286- readers and cannot guarantee that notices wil
NOV. 9-10 Illinois Captive Conference The NOV 14-17. Eighth Annual Construction In- NOV 21-22, Advanced Safety Management 9292 be pnnted
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Bi random portfolio Update
July 25,1986

No. of purchase Oct. 22,1987 % Oct. 26,1988 %
Stock shares price Total price Total change price Total change Businesses eye VDT law case
Chubb 37 $72.13 52,668.63 $60.00 $2,200.00 (17.5)% $57.50 $2,127.50 (20.3)96 Continued from page 2
General Re 33 61.88 2,041.88 49.88 1,645.88 (19.4) 57.63 1,901.63 (6.9) Long Island county with 20 or more VDTs (BI, June 20, June 13)
AIG 301 134.25 2,013.75 66.38 1,991.25 (1.1) 67.75 2,032.56 0.9 If the busmesses' case is not dismissed, an appellate panel of the

Supreme Court is scheduled to meet Dec 12 in Brooklyn, NY,to decideFireman's Fund 28 38.13 1,067.50 31.50 882.00 (f7.3) 31.00 868.00 (18.7)
whether to extend the injunction

USF&G 15 40.00 666.06 34.13 511.88 (14.7) 30.75 461.25 (23.1)
Ohio Casualty 142 81.00 567.00 37.63 526.75 (7.m 36.50 511.00 -(9.8) London insured sunk vessels
American General 13 41.63 541.13 32.00 416.00 (23.1) 34.63 450.13 (16.8)

LONDON-London-based marine underwriters face millions of dol-CNA 8 55.00 440.00 51.00 408.00 (7.3) 64.50 516.00 17.3

Cash' lars in claims following two sea tragedies
56.11 218.37 289.1 463.97 709.1

London-based Steamship Mutual Underwriting Assn Ltd wrote-Total 10,000.00 8,800.13 (12.0) 9,321.98 (6.8) habihty coverage for a Fihpmo ferry, the Dona MaI·ilyn, which sank in a
S&P 500 240.22 249.81 4.0 282.38 17.5 typhoon near the Philippines last Monday As of Friday, 77 bodies had
8/ Stock Index 513.10 399.90 (22.0) 454.60 (11.4) been found, 161 people were missing and 205 had been rescued

If compensation payments reach the Athens Convention limit of'Shares after 2-1 spiiton Nov 17,1986 25hares after 2-1 spht on Jan 23, 1587 4ncludes dividend payments
$50,000 per victim, total liability costs could reach about $16 9 mil-
lion However, Steamship Mutual would not comment on the amount of
compensation the owner of the ferry, Philippmes-based Sulpicio Lines,Bl model portfolio would offer victims' families

July 25,1986 The hull is insured for about $1 36 million by Prudential Guarantee of
No. of purchase Oct. 22,1987 96 Oct. 26,1988 % Manila and remsured m London through Wlills Faber PLC

Stock shares price Total price Total change price Total change In a separate incident Oct 21 near Piraeus, Greece, two crew
members and two passengers died when the educational cruise ship

-CIGNA 40 $62.50 $2,500.00 $55.25 $2,210.00 (11.6)96 $51.75 $2,@6.66 (17.2)56 - Jupiter sank after collidmg with the Itahan vehicle camer Adige
CNA 40 55.50 2,200.00 51.00 2,040.00 (7.2) 64.50 2,580.00 17.3 The Jupiter, owned by Greece-based Epirotiki Lines, has hull cover-
Aetna 35 60.50 2,117.50 51.00 1,785.00 (15.7) 50.88 1,780.80 (15.9) age totaling $11 25 milhon, placed through London broker Hogg Robin-

son & Gardner Mountain PLC More than 90% of the Insurance is
Continental 40 46.63 1,865.00 39.00 1,560.00 (16.4) 39.63 1,585.00 (15.0) placed in London Jupiter's liabillty Insurance is written by the United
Home Group 40 23.75 950.00 14.50 580.00 (38.9) 11.13 445.00 (53.2) Kingdom Mutual Steamship Assurance Assn
Cash' 347.00 690.28 98.9- 1,052.54 203.3 Liability coverage for the Adige, owned by Sicula Oceanica SPA

of Italy, is written by Steamship Mutual About $4 milhon in hull limitsTotal 10,000.00 8,865.28 (11.3) 9,513.34 (4.9)
S&P 500 240.22 249.81 4.0 282.38 17.5

are placed by Wlills Faber The vessel suffered mmor damages

8/ Stock Index 513.16 339.90 (210) 454.60 ¢11.4) _ Briefly noted
'Includes dividend payments

Wilson H Taylor officially becomes chief executive officer of CIGNA
Corp. tomorrow Mr Taylor, who remains president, succeeds Robert D

Property/casualty stocks commercial insurance market increased, he said Kilpatrick, who will remam chairman until November 1989 Rich-
But, at the end of the second quarter, an ''oversold" mond, Va -based A.H. Robins Co. has begun paying money to women

Contznued from page 1 position was created m which more shares had been sold who were injured by the Dalkon Shield intrauterine device A trust fund
at only $8,800 13 on Oct 22, 1987, shortly after the crash than the stocks' value justified estabhshed under Robms' reorganization plan has paid 14 women a

The BI Random Portfoho-which was estabhshed with That, combined with lower Interest rates and better- total of $851,968 smce Oct 7 President Reagan signed the amend-
another hypothetical $10,000 in July 1986 by picking than-expected Insurer earnmgs m the first half, boosted ments to the 1973 HMO Act that will increase the flexibllity and
names of Insurers from a hat-fared slightly better In- the pnce of the stocks, said Mr Lewis, who nevertheless competitiveness of federally qualified health maintenance organizations
cludmg dividends and mterest, the Random Portfolio had believes the improving pnces will be short-lived because (BI, Oct 17) The Occupational Safety and Health Administra-
a value of $9,513 34 on Oct 26, a 4 9% deelme from the of the deterioratmg fundamentals tion last week proposed some $43 million m fines agamst John Morrell
original investment Investors' movement to property/casualty stocks was to & Co for "willful safety and health violations" at the meatpacker's

The Model Portfoho's value Increased 7 3% m the past some extent a reflection of their disillusionment with Sioux Falls, SD, facihty OSHA said Morrell knew conditions at the
year from $8,865 28 on Oct 22, 1987 "high-tech" stocks, commented Mr Seller plant were causing cumulative trauma injuries but did not act to change

But, the performance of both portfolios pale in compari- Among the individual stocks recommended by analysts, the conditions Morrell said the fme is unfair and unjustified The
son with the broader market The Standard & Poor's 500 Gen Re and AIG-which have fared better than any of the Massachusetts Insurance Division has filed an administrative com-
stock mdex increased 175% to 28238 on Oct 26 from other stocks m the Model Portfolio-still are among the plaint against Balboa Insurance Co. seeking to fine the insurer $1
240 22 on July, 25, 1986 And, the S&P 500 increased 13% most frequently mentioned nulhon and revoke its hcense for allegedly unfair and deceptive bum-
in the past year These msurers are "the perennial favontes," commented ness practices related to four auto and general habillty insurance pro-

Analysts say the future holds mixed promise for prop- Mr Wells, who added that "these companies will contmue grams
erty/casualty insurer stocks to show fairly good results in the soft market' and have

While the expected continuing deterioration in msurers' relatively low price-to-earnings ratio as well
earnmgs because of the competitive msurance market will Gen Re and AIG have the best managements, are Bailes convicted
hurt property/casualty stocks, the issues are expected to strongly capitallzed and are in the best position to sustain
benefit from the predicted dechne in interest rates and a their value in the current deteriorating cycle, said Herbert Contmued from page 2 parent falsification" in the 1914
weaker economy E Goodfriend, senior vp at Prudential-Bache Securities in in the Indictment, acquitting him of order

In general, if the group of stocks does well over the New York, who recommends the two companies one count of perjury for allegedly • The Delaware "substitute

next year, it is not likely to be because of improvement m "I think they've got a more disciplined situation than lying under oath that he was licensed judge" has purportedly bound in-
msurers' fundamental business, said Mr Wells others" and will be early beneflcianes when the insurance to practice law in Virginia Prosecu- surance departments in all states

However, property/casualty stocks tend to do well m market turns m the early 1990s, said Mr Selfer toI's had withdrawn two of the m- and territories to his decision by
declining interest rate environments, he said "People Mr Anthony said AIG 15 among his recommendations dictment's original 24 counts before serving copies of the order on the
view them as bond proxies " because of its large amount of foreign business, which trial governors of all states However,

There always is the "vague possibility" of a takeover as traditionally does better than domestic busmess, and be- Mr Bailes will appeal the convic- federal courts in 1914 had no
well, said Mr Wells While this is probably unhkely at this cause of its "prowess in certain selected commercial hnes," tion to the *th U S Circuit Court of power to serve process outside
pomt, "that's always looming out there, particularly if the as well as its strong reserve position Appeals on the grounds that one of their jurisdictions without con-
dollar is weak," he said And Mr Branche said Gen Re is among his favorites the government's witnesses was "m- gressional approval

"If interest rates are lower, then I think the group will because "I think the increased retention by the primary competent and preludicial and de- • The Delaware judge's order
be modestly above-average performers," said David companies has largely run its course " Other reasons he prived Mr Bailes of a fair trial," Mr was issued at Beckley, W Va, and
Seifer, vp at First Boston Corp in New York But if inter- recommends Gen Re include his belief that reinsurance Wyatt said "there is no evidence whatsoever
est rates move higher, "I think the industry's stock perfor- prices will not be depressed and the fact that Gen Re Mr Balles currently is being held that a federal court in one lurisdic-
mance will be more average " stock has "lagged the group " at a federal pnson at Butner, N C tion would Sit in another jurisdic-

Generally, he said, most property/casualty stocks will be Chubb Corp also is among the property/casaulty stocks Separately, a federal appellate tion and issue orders "
average performers relative to the market as a whole most frequently recommended by analysts court order m Callforma also has cast • The use of the term "grand-

"We're still assuming a highly cautious investment pos- Dean Witter continues to recommend Chubb 'as it basi- doubt on the authenticity of the fathered" in the 1914 order is an
ture to the group" because operating results are expected cally comes out from under the drought fiasco," Mr Lewis turn-of-the-century ICA decisions anachronism Dictionaries place
to deteriorate over the next 12 months, said Mlchael A said, referrmg to Chubb's controversial drought insurance ICA filed suit in US District Court the first use of the word no earlier

Lewis, first vp at Dean Witter Reynolds in New York program, which forced the insurer to take charges against In Los Angeles last year seeking to than 1968, and a computer data
Jeffrey Cohen, vp with Goldman Sachs & Co in New earnings in the second and third quarters (BI, Oct 24) bar the Callfornia Insurance Depart- base search of older federal court

York, said while his firm recommends American Interna- Chubb 15 a highly disciphned company with an estab- ment from regulating it and asking cases did not find a single use of
tional Group Inc and General Re Corp as long-term se- lished record of underwriting results whose stock de- for a declaratory judgment of its the word
lections, it has no short-term buy recommendations among serves to sell at a premium over the market, Mr Lewis rights under the 1911 and 1914 decl- In an Oct 18 order, the appellate
property/casualty stocks said sions court remanded the case against

"I think the stocks are overpnced," he said "On a valu- But Mr Selfer said Chubb lS not on his recommended Without ruling on the authenticity the ICA lawyers to the district
ation basis, the stocks don't look attractive " 11st "We thought there'd be enough confusion surrounding of the decisions, a federal judge court for a hearing on the authen-

Glona Vogel, associate director at Bear Stearns & Co, is the drought problem that would get m the way of the found m the Insurance Department's ticity of the Delaware rulings,
more optimistic Regardless of the fundamentals, "I'm not stock," he said favor The 9th U S Circuit Court of after which the court said it would
so sure that relative to the market that this group is not Other companies most frequently recommended by ana- Appeals later affirmed the decision rule on whether disciplinary action
going to look good," she said, citing the prospect of lower lysts Include Continental Corp, USF&G Corp, Aetna Life The appeals court also ordered iS warranted
interest rates & Casualty Co and CIGNA Corp ICA's two Callfornia lawyers to show Meanwhile, regulators in Flor-

Robert Branche of the Branche Research Group m Mor- Also cited were Travelers Corp, Ohio Casualty Co, cause why they should not be disci- ida, Wisconsin, Connecticut, Iowa
nsville, Pa, was optimistic for a different reason American General Corp, Lincoln National Coi p, The plined for violating a federal rule re- and West Virginia am also await-

"I believe very strongly that this down cycle in pricing Hartford Steam Boiler Inspection & Insurance Co and quiring them to make a "reasonable ing a Delaware federal magis-
will be over much earlier" than most observers expect, he Kemper Corp mquiry" into the authenticity of ma- trate's ruling on the authenticity of
said "I'm very strongly recommending the property/ca- terial they present as evidence the two orders A hearing on the
sualty group " Business Insurance does not recommend the stocks m While noting that the ICA lawyers, issue was held in July in a suit ICA

Analysts say the stocks have been performing fairly well the Model Portfoho and the Random Portfolzo BI re- in their defense, presented expert filed against the five insurance de-
as a group since about May or June Before then, prop- porters and editors do not mvest in insurance industry testimony that the Delaware court partments last year for an injunc-
erty/casualty stocks underperformed the market because stocks Readers should contact a hcensed srockbroker orders are genuine, the appellate tion barring them from taking any
mvestors were selling their stocks as competition in the or investment adv;ser before makmg any mvestment court noted several "badges of ap- action against ICA .
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Section 89 ference committee) That did not lines of business the non-discrimination rules Some April 1986
happen The progression of im- Without testing by line of bum- experts have interpreted that to Under the new legislation's

Continued from page 1 provements did not continue," Mr ness, a company could easily fail mean that non-discrimination tests COBRA provisions
But, the legislation permanently Butterworth said the non-discrimination tests be- would have to be run daily • Penalties generally would be

will increase the federal excise tax Indeed, the compromise bill cause, for example, not enough To the disappointment of benefit waived if a violation was inadver-
on most pension reversions to 15% hammered out by the conferees and non-highly compensated employ- experts, the conferees did not ap- tent and corrected within 30 days
from the current 10% level approved Oct 22 Includes most of ees would be eligible for its most prove a meaningful safe harbor to • Employers would be subject to

The failure to approve signifi- the Section 89 changes and im- generous plan exempt some companies from the a $100 per day excise tax per each
cant Section 89 changes lS a disap- provements cleared months ago by • Allowing employers to use one Section 89 compliance burden violation involving a COBRA bene-
pointment to 'benefit experts, who the Senate Finance Committee of two alternatives to aggregate For example, a coalition of em- ficiary But, when violations in-
noted that legislators had been However, the conferees did not different plans as one plan for ployers this summer proposed a volve a family, such as a former
moving toward easing the adminis- significantly expand on any of the non-discnmination testing safe harbor for companies that employee with a spouse and two
trative burdens changes, including safe harbors Under one alternative, such ag- offer employees the freedom to children, the maximum penalty

For example, shortly after em- "There is very little that lS to- gregation would be allowed as long choose between different health would be $200 a day, $100 for the
ployers began to mount a lobbying tally new," said Steven Ferruggia, as the least valuable plan has a care options, like employee and employee and $100 total for the
campaign seeking Section 89 re- director of group actuarial practice value of 90% of the most valuable family coverage, and different dependents
form, the House Ways and Means at Buck Consultants Inc in Se- plan and the aggregated plans plans, like an indemnity plan and a • For violations discovered by
Committee and later the full House caucus, N J cover 80% of non-highly compen- health maintenance organization the Internal Revenue Service that

approved some modest changes The Section 89 changes Include sated employees But the safe harbor approved by were not corrected before the em-
(BI, July 4) • Clarifying when a geographic The other alterna:ive allows ag- the conferees is virtually meaning- ployer received notice of an IRS

The Senate Finance Committee unit may be treated as a separate gregation as long as the least valu- less Generally, an employer could audit, employers would be subject
later broadened the Section 89 re- line of business for purposes of able plan has a value of 80% of the qualify for the safe harbor only if to a $2,500 penalty per affected
forms when lt passed a technical running the non-discrimination most valuable plan and the aggre- the difference in costs for employ- beneficiary or the excise tax that
corrections bill, which was subse- tests individually on those units' gated plans cover 90% of the non- ees between the least expensive would be due based on the length
quently approved by the Senate welfare plans Under the legisla- highly compensated employees plan and the most expensive plan of the violation, whichever is less
(BI, Aug 1) tion, employers are allowed to These alternatives are an im- does not exceed $100 annually For violations discovered by the

"There was an evolution in the treat facilities that are at least 35 provement over the current Section "If you have a high-option medi- IRS considered more than "de
Section 89 provisions from the miles apart as separate geographic 89 provision that a_lows such ag- cal plan and a low-option plan, minimus," which is not spelled out
1986 tax law (which includes the units, and thus as separate lines gregation only if the aggregated the safe harbor wouldn't do you in the legislation, employers would
Section 89 non-discrimination of business An employer then can plans' values are within 95% of any good," observed Edward D be subJect to a $15,000 fine
rule), to the House technical cor- run the non-discrimination tests each other and cover 80% of non- Davey, a principal with A Foster • Penalties would be capped an-
rections bill and to the Senate Fi- individually on each separate highly compensated employees Higgins & Co Inc of New York nually at $500,000 or 10% of the
nance Committee bill," said Tom unit's welfare plans • Non-discrimination testing The COBRA changes under the employer's prior year health care
Butterworth, a consultant with This is important to companies The legislation allows non-dis- technical corrections legislation costs, whichever is less
Hewitt Associates in Rowayton, with many different units that crimination testing once a year on would remove the threat of mas- For most employers, that penalty
Conn offer welfare plans with widely a date of the employer's choosing sive tax penalties that have been would be a vast improvement over

"There was some expectation for differing values because of varying Section 89 now requires plans to hanging over employers' heads the current automatic COBRA pen-
a significant advance (in the con- competitive pressures in different be in continuous compliance with ever since that law was enacted in alty loss of the employer's annual

tax deduction for health care ex-

penses for a single violation
The new penalties "are a step in

Insurance services guide the right direction They bring a
greater degree of rationality to this
area of the law," said Henry Sa-
veth, a managing consultant with
Foster Higgins in New York

-

Medical Plan • Workers' Comp. ENVIRONMENTAL CLAIM AUDITS Meanwhile, the conferees ac-

MEDICAL ACCESS MANUAL & CASUALTY ACTUARIES, INC. cepted the Senate provision calling
RISK ASSESSMENTS · Loss Reserve and Rate Evaluations for Use The Insurance

for the retroactive extension of
Reduce cost and improve relations with Insurance Companies and Selt-Insureds
• Doctors • Problem Cases • Workers' Comp. ACTUARIAL CONSULTING Services Guide educational assistance benefits to

· Statutory letters of opinion on loss and
Dec 31, which marks the thirdIndustrial Medical Access Financial Evaluation ol Environmental Losses loss expense reserves To Reach Your

P 0. Box 1426 Winchester, VA 22601 TILLER CONSULTING GROUP INC 12115 Lackland Road, Suite 370 time in recent years Congress has

1-800-942-9666 (Ask For Ext 501) St. Louis, Missouri 63146-4012 Best Prospects taken such action The House bill
2833 N Geyer Road/St Louis MO 63131 3320 314/67 7480

(314) 878-5002 proposed reducing the maximum
I limit to $1,500

GRANT CONSULTING INC. Section 127 of the IRS code,
which had allowed employers toREINSURANCE & INSURANCE CLAIM SPECIALISTS

PTS CORPORATE ADVISORS INC. provide tax-free educational assis-
• 70 years of combined claim experience tance benefits to employees ex-

(/1
• Claim Reviews PreAcquisition & Follow-up Pacdic Technical Services 910 Skokie Boulevard

Northbrook. IL 60062
pired Dec 31, 1987 The limited

• Aggregate Reviews Software extension means that Congress
-L (312) 564-5820• Reserve Adequacy Reviews Solutions next year once again will have to

• IBNR & Loss Development Reviews for: • Pnmary Products decide the future of the tax-fa-
EXPERIENCE • Commutations vored status of these benefits

• Workers' Compensation • Professional Liability
INTEGRITY • Reinsurance Recoverables Finally, the technical corrections

• General Liability • Events - Participant and
EXPERTISE • Service tailored to Special Projects legislation would increase the cost

• Accounting Spectator Liability of terminating an overfunded pen-Newton Wellesley Office Park Single or multi-user • Excess Umbrella sion plan by raising the current
70 Walnut St., Wellesley MA 02181

Call 10% excise tax to 15% Generally,
(617) 239-8079 Telex: 323717 FAX (617) 239-8005 Louis W. Biegler

(415) 351-9095
the higher tax would apply on re-

President
versions received after Oct 20,

.
1988

This 15% tax is a compromise ofTemvorarv Claims Examiners
 the Senate bill, which called for

Qualified, experienced medical & dental claims examiners are available a temporary 60% excise tax on re-
nationwide to assist you with claims processing RISKMASTERTM Software versions, and the House bill, which

On-site or off-site staff is available during regular hours, after hours and on by lacked a comparable provision
• GENERAL CLAIMS

Coinciding with the passage ofweekends Examiner skills are exactly matched to your requirements on
manual or on-line systems Tillinghast • WORKERS' COMP

the higher excise tax, reversion op-
m VEHCLE ACCIDENTS

ponent Sen Howard Metzenbaum,
As the leading national firm devoted exclusively to temporary assistance in I TowershrrancoI,PIny •CHECK WRITING

D-Ohio, was bragging of success-
claims processing, we have been the proven answer to claim backlog • EXP. MODIFICATION F*CTORS

ONSITE TRAINING fully "pressuring" the administra-
problems for over500 companies Call us tofindout about how we can be a • ACTUARIAL REPORTN,G

ONGOING SUPPORT tion to adopt a policy that will
part of your solution FOR PCfMINIIMAINF temporarily slow down pension re-

Claim Services Resource Group, Inc. Installed in Over 38 States & Canada versions

800-331-5039 • 214-701-0606 (In Texas) For Marketing Questions or to Attend a Free Seminar, Call (313) 567-6616 The Treasury will not issue de-
-   termination letters for applications

to terminate overfunded pension
plans filed between Oct 24 and

PROW ADMINISTRATORS - WORKERS' COMPENSATION AISM MANAGEMENT SVST€M May 1, 1989 The halt will not af-
feet applications for determina-

We have the AFFORDABLE system FOR SCU INSURIDS, TPR'S, ASSOCIATIONS RND CARRICRS tions that the Treasury Depart-
ment already has received

CLAIMS
for Self Administrators and TPA's

• PREPARESSTATEREGULATORYREPORTS& FORMS • TRACKS RESERVES However, benefits experts say
• HANDLES MULTIPLE EMPLOYERS

PROCESSING • PROCESSES CLAIMPAYMENTS &CHECKS the temporary halt in determina-• Processes: Medical, Dental,
• CALCUlATES BENEFIT AMOUNTS • PERFORMS ON LINE INQUIRIES tion letters means little

SYSTEM Disability, FLEX and COBRA
• ADJUSTS BILLSAGAINSTMEDICAL FEE SCHEDULES •MANAGEMENT & AD HOC REPORTS Sen Metzenbaum had warned

• runs on IBM PS/2, COMPAQ, • PROVIDES SAFETY AND OSHA REPORTS • MONITORS CLAIMS DUE REVIEW that he otherwise would block on

DEC ... and compatibles the Senate floor a tax treaty be-
VALUE LEADERS IN RISK MANAGEMENT SOFTUIRR€ tween the United States and Ber-

$14,999 for a complete in-house INSTALLATIONS FROM COASTTOCOAST • CALL FORAFREE DEMO DISKETTE muda, that, among other things,
walves until Jan 1, 1990, exciseClaims Administration System INSURANCE SOFTUJRRE PRCHAGES, INC. taxes on direct insurance and rein-

Call Pro*Systems (216) 731-2323 5118 N. 56TH ST, TAMPA, Fl 33610 800-237-8133 (US) 813-621-6069 (Fl) 212-608-1674 CNN surance premiums paid to Ber-
muda insurers, said an aide to Mr
Metzenbaum

The treaty was approved by theFor advertising information in the INSURANCE SERVICES GUIDE Contact: Margaret Hikido, Senate in the closing moments of
740 N. Rush Street, Chicago, illinois 60611. Telephone (312) 649-5340 the session, House approval of

treaties is not required
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Guaranty funds exceed Bl Insurance Index

466

original cove rage intent 454

452

By MYRON M. PICOULT anty funds to which solvent companies pay as- solvencies and the dollar amounts mvolved re- 450

Special to Business Insurance
sessments as needed The assessments are based late to a combination of cash-flow problems,
on premium volume and cannot exceed a stated underreserving, reinsurance collectible prob-

448
TT IS THE SEASON of pumpkms, witches, percentage of the assessed insurers' capital lems, some fraud, incompetence and overex-
1skeletons, ghosts and headless horsemen The base The percentage varies by state but gen- pansion 61*10 40**DH *AmfNnwwooZo,noslatter also could be viewed as a proxy for mis- erally ranges between 1% and 2% The higher cost of the more recent insol- 446

managed property/casualty insurance com- The assessments can be used as an offset to vencies as compared to the hquldations in the
panies Hence, it makes sense to review the ma- premium taxes or be Included in ratemaking 19705 is due to the fact that the companies that
cabre and bring up the ghoullsh topic of the Insurers are exempted from assessments if it went into hquidation m the 19805 were nation-

444

Insurance guaranty funds once agam would cause financial difficulties Notwith- wide m scope and wrote much more than Just
At the heart of this dis- standing the offsets, there is still a near-term automobile msurance A considerable amount

cussion is the perspective cash-flow Impact and clearly an opportunity of general hability and workers compensation
that the property/casualty cost impact The industry is not in a position insurance also was written
Insurance mdustry's abihty to absorb either at this juncture The onglnal mtent of the guaranty funds-to Insurance industry stocks tripped last week, as
to do dumb things is clearly There has been a marked mcrease m both cover problems m the auto insurance area-has the Business insurance index fell 2.7 points to
underrated Some observers the number of insolvencies and the dollar given way to a much broader scope There lS 452.1 on Oct. 27 from 454.8 on Oct 20. Ad-
believe that the current amounts mvolved m recent years From guar- httle that can be done about the reported prob- vancing issues were led by Sears, Roebuck &
spate of price cuttmg and anty funds' mception m 1969 through 1983, the lems, but a redefmition of what msurers should Co. (Allstate), up 7.4%; Seibels Bruce Group
the subsequent under- mdustry averaged 58 insolvencies a year Be- be covered is in order Inc., up 6.3%; AVEMCO Corp., up 5.996; Provi-
wrltmg downdraft w11 not tween 1984 and 1987, 69 insolvencies were re- Two recent federal appeals court decisions dent Life & Accident Insurance Co., up 5.4%;
end unt a major pubhc or corded This represented 45% of the 153 re- could also have a matenal impact on the guar- SCOR U.S. Corp., up 4.8%; and Nobel Insurance

Mr. P,coult mutual insurance company corded msolvencies that have been covered by anty funds The court decisions gave the federal Ltd., up 4.2%. Declining issues were led by
goes belly up We agree with guaranty funds government first call on the assets of msolvent Frank B. Hall & Co., down 7.7%; SAFECO Corp.,

the concept, but disagree on the timing In fact, From inception through 1987, net cumula- Insurers, whether there is a claim or for taxes down 7.3%; Belvedere Corp, down 5.4%; Fire-

insurance prices wlll hkely reverse before the tive contributions to the pools, mclu(ling the owed The latter factor has much more meaning man's Fund Corp., down 4.790; and American
insolvency is clearly evident But, if prices con- New York preassessment fund, aggregated today given the changes m the industry's tax International Group Inc., down 4%. Issues
tmue to tilt down at their current pace, the m- about $2 4 billion Between 1984 and 1987, position due to the 1986 Tax Reform Act showing the most activity during the period
solvencies of the 1991-1993 period could make assessments equaled about $1 88 billion, or It is our belief that commercial insurance were: Farmers Group Inc., 5 million shares
the 1985-1987 expenence look like kids' stuff more than 75% of the total assessments Viewed should not be covered by the guaranty funds traded; Sears, Roebuck & Co. 4 million shares

All 50 states, the Distnct of Columbia and another way, guaranty fund assessments in Commercial insurance buyers are considered traded; and ITT Corp. (Hartford Insurance
Puerto Rico have estabhshed procedures under 1987 (excludmg New York) amounted to almost mformed buyers Hence, they should have a Group), 1.9 million shares traded. The Business
which solvent msurers would absorb losses of $910 milhon This compares with $532 5 milhon clear understanding of the consequences of insurance index dropped 0.6% for the period,
claimants agamst insolvent msurance entities m 1986 and $344 2 milhon m 1985 From 1969 seekmg out "low-ball" prices from msurance performing ahead of the leading market indica-
New York state has a preassessment fund, to 1979, total assessments amounted to $2703 companies with mediocre financial underpm- tors: The Standard & Poor's 500 fell 1.9%; and
whereas other lurisdictions have set up guar- milhon nings and/or questionable reinsurance backing the Dow Jones 30 Industrials and the New York

Recent insolvencies including that of Mis- It is absolutely unconscionable that well-run in- Stock Exchange Composite each lost 1.8%.

mon Insurance Co probably W111 help to echpse surance companies should have to make up for j
Myron M Picoult ts sentor up and senior the $1 88 bilhon figure in short order When the the inefficiencies and strategic mistakes of British issues
insurance analyst wzth Oppenhetmer & Co California Insurance Department decided to other msurers 1 Week

in New York He ts the past president of the hquidate Mission in February 1987, the cost of Indeed, the msurance buyer that grabs a nde Oct 27 Price P/E Div Yield High--Low

Assn Of Insurance & Financial Analysts and the hquidation was estimated at $520 milhon from the headless horseman should bear the Companies pence pence % penrepence

a member of the New York Society of The most recent estimate is $1.5 bilhon consequences The cry of "caveat emptor" rings Comml Union 336 96 253 74 341-334

Secunty Analysts Sharp increases m both the number of m- well Genl Accident 870 79 580 67 870-866

Gdn Royal Exch 187 101 131 70 187-183

ISO to suspend some data distributions in California
Royal 386 80 300 78 386-883

Sun Alliance 1031 78 54 7 53 1031-1025

Brokers
NEW YORK-The Insurance Services Office Inc plans to tempo- ISO will suspend dissemination Nov 4 of California-specific man- Bradstock 222 120 80 36 222-221

rarily suspend some California-specific products and services start- uals and actuarial reports, premium comparison reports, rating CE Heath 448 145 345 76 455-448

ing Friday until California voters decide the fate of two propo- plans, state filing handbook data, forms and endorsements, micro- HoggRobinson 151 128 80 53 153-151

sitions that would roll back insurance rates in the state fiche with prospective loss costs, blanket average rate quotations, Uoyd Thompson 209 165 80 38 211-209

"The temporary suspension is a precaution to ensure that we and ISOTEL loss cost disks Distribution of commercial property PWSHoldings 135 193 60 39 143-135

will have been in continuous compliance with the law, whatever that rating information, data base products, network services and brush Sedgwick Grp 236 19 7 16 0 68 236-233

turns out to be," an ISO spokesman said
Steel Brrl Jones 223 199 133 60 230-220

fire surveys will halt Nov 7 ISO will continue to provide information
Willis Faber 243 136 160 66 245-240

If approved on Nov 8, Proposition 103 would immediately roll back on non-California or multistate risks, but California locations will be
Source Philip Olsen/Alan Clifton, Insurance Industry

automobile, property and liability insurance rates to 80% of Nov 8, excluded from blanket average rates after Nov 4 Specialists Kitcat & Aitken Stockbrokers,

1987, rate levels, while Proposition 100 would, starting Jan 2, reduce If neither proposition passes, or if they are stayed by legal action, London

good driverrates to 80% of the Jan 1,1988, level (BI, Oct 24) ISO plans to promptly resume services .

1

Bl Industry Stock Report OCTOBER 27,1988 10/21/88 THRU 10/27/88

Weekb Year to Date Annut MI(Vek Weekly Year to Date Annual Mktak

Price % change % change High Low Vol (000) $ Drv % Yeld P/E Book value value Price % change % change High Low Vol (000) $ Div % Yield P,E Book value value

Forum Re Group OTC 0.69 00 242 119 063 0 0.00 00 12 051 135

BROKERS Fremont Gen Corp OTC 1088 33 130 1350 8.75 32 0.60 55 12 1624 067

General Re Corp NYSE 56.63 02 13 59.38 45.50 781 120 21 122 2621 216

Alexander & Alexander Svcs NYSE 24.75 25 394 28.13 1775 367 100 40 177 3.71 667 Home Group Inc NYSE 11.00 33 74 1438 10.75 141 0.20 18 26 17.76 062

Baldwin & Lyons Inc OTC 1725 15 438 1800 1200 0 020 12 68 1831 094 Hanover Ins Co OTC 26.75 00 151 27.75 20.50 40 036 13 56 25.10 107

Corroon & Black Corp NYSE 2975 37 53 34 75 28.00 62 108 36 45 5.43 5 48 Harleysville Group Inc OTC 1525 17 162 16.38 1338 11 048 31 65 1665 092

Gallagher Anhur J & Co NYSE 1700 15 63 1888 1388 123 048 28 117 516 329 Hartford Steam Bollef OTC 3100 00 348 3275 2250 125 1.20 39 106 1065 2.91

Hall Frank 8 & Co NYSE 3.00 77 42 550 288 107 000 00 117 0.00 14/A Kans C,ty Lili Ins OTC 2925 17 114 32.00 2525 0 0.00 00 106 2960 099

Hilb Rogal & Hamilton OTC 1325 19 359 1350 9.75 29 0.00 00 117 0.00 14/A Kemper Corp OTC 25.00 38 220 27.50 20.75 355 0.72 29 78 2650 094

Marsh & McLennan Cos Inc NYSE 58.25 11 177 59.38 45.25 456 250 43 142 6.74 8.64 Lawrence Ins Group AMEX 1050 23 1333 1163 4.50 0 0.24 23 172 290 3.62

Poe & Assoc Inc OTC 8.25 00 179 9.25 6.75 0 0.40 48 12 7 0.27 30.56 Liberty Corp S C NYSE 3963 06 116 47.25 34.50 2 080 20 141 1740 2.28

BROKERS AVERAGE 13 21 3 26 112 Lincoln Nat i Co,p NYSE 49.50 25 233 53.50 40 25 114 236 48 96 3662 135

NAC Re Corp OTC 3000 00 690 31 25 18.50 54 0.00 00 153 1992 151

CONGLOMERATES & HOLDING COMPANIES Nobel Ins Ltd OTC 6.25 42 286 950 450 35 0.44 70 298 937 067

Nonhwestern Nat I Lili OTC 33.75 11 47 5 34.50 22.63 181 112 33 79 35.05 096

Oh,0 Cas Corp OTC 35.88 04 10 38.25 32.25 143 188 52 67 27.86 129

Berkley W A Corpi OTC 2925 26 219 29.50 23.50 233 036 12 63 1763 166
Old Rep Int 1 Corp OTC 24.75 00 238 25.88 19.13 128 0.74 30 59 27.82 0.89

Befksh/e Hathaway Inc DEL OTC 477500 16 61 9 500000 2755 00 90 000 00 211 6938 1293

Orion Cap Corp NYSE 1600 08 185 1763 1313 9 076 48 51 934 171

ITT (Hartford Group) NYSE 52.00 23 15 6 54.88 43.25 1947 125 24 65 52.23 100
Phoenix Re Co,p OTC 1013 39 558 10.75 6.75 138 0.00 00 59 1108 091

Sears Aoebuck & Co (Allstate) NYSE 43.38 74 290 4600 32.25 3980 2.00 46 113 34.74 125
Protective Life Cmp OTC 13.75 00 122 15.13 1225 167 0.70 51 14 9 1725 080

CONGLOMERATES AVERAGE 23 321 21 113
Re Capital Corp AMEX 900 00 14 3 1175 788 188 0.00 00 281 1149 0.78

Provident L,le & Acc Ins Co OTC 22.13 54 770 2500 1563 307 067 30 186 21 96 101

INSURERS/REINSURERS St Paul Cos Inc OTC 4375 17 49 5100 38.25 814 2.00 46 63 35.83 122

SAFECO Corp OTC 25.25 73 90 3000 22.75 649 108 43 80 21 39 118

Aetna ble & Cas Co NYSE 5038 26 113 52 50 39.50 738 276 55 78 5356 094 SCOR US Corp NYSE 838 48 94 950 6.63 44 0.10 12 58 9.39 0.89

American General Com NYSE 3375 32 63 36.38 27.50 530 140 41 91 2804 120 Se,bels Bruce Group Inc OTC 1275 63 13 3 1425 1100 280 0.80 63 85 1251 1.02

Amer Heritage Life Invt NYSE 2688 24 108 27.00 24.00 1 108 40 117 2098 1 28 Selective Ins Group Inc OTC 2600 10 368 26.25 19.25 20 124 48 58 1952 133

Amer Indty Fin ICom OTC 9.75 25 83 1200 8.25 2 0.56 57 171 1526 064 Statesrnan Group Inc OTC 3.38 00 27 9 556 313 31 0.05 15 58 3.48 097

American Int I Group NYSE 6600 -40 100 68.75 49.00 1000 0.40 06 10 3 3356 197 Tok,0 Marine & Fire Ins OTC 8325 12 264 8588 6325 41 0.22 03 743 0.00 N/A

Aon Corp NYSE 28.38 05 240 28.75 21 88 168 1.28 45 97 15.13 188 Torchmark Corp NYSE 3138 12 281 33.50 24 50 164 120 38 102 1224 256

Argonaut Group OTC 4350 39 46 2 49.00 29.50 242 0.00 00 60 29.19 1 49 Transamerica Corp NYSE 3425 25 151 3675 2975 221 188 55 72 24.94 137

AVEMCO Corp NYSE 24.88 59 267 28.75 17.88 28 0.34 14 116 774 3 21 Travelers Corp NYSE 36.38 23 36 4000 33.00 757 2.40 66 125 45.28 0.80

Belvedere Com AMEX 438 54 00 6.00 4.00 3 004 09 61 7.87 0 56 Trenw,ck Group Inc OTC 1350 19 317 1350 9.75 15 016 12 105 1541 0.88

BMACorp OTC 2975 08 112 36.75 25.50 10 120 40 275 2445 122 United Fire & Cas Co OTC 28.50 00 96 2950 2400 6 108 38 51 22.56 126

Chubb Corp NYSE 57.50 11 29 6338 51 25 264 2.16 38 66 46.13 125 United States Fld & Gty NYSE 3050 16 70 34.38 28.88 536 2 64 87 76 1953 156

CIGNA Corp NYSE 5038 38 148 5538 4275 356 2.96 59 82 49.19 102 UNUM Corp NYSE 24.88 -05 345 2575 1788 164 0.48 19 113 28.53 087

CNAFinl Corp NYSE 62.00 24 115 6613 5100 173 0.00 00 92 46.40 1 34 USLIFE Corp NYSE 3638 10 27 6 40.13 28.00 277 136 37 96 46.77 0.78

Continental Corp NYSE 40.00 06 32 4163 3475 315 260 65 83 4210 095 Washington Nat ICorp NYSE 27.25 -09 141 28.75 24.00 44 108 40 127 32.33 084

Durham Corp OTC 35.50 -07 651 36.75 21 50 11 0.92 26 335 2600 137 Zenith Nail Ins Corp NYSE 1750 00 167 2388 1500 27 080 46 84 1253 140

Farmefs Group Inc OTC 71 75 07 783 7250 4050 4984 144 20 168 22.02 326 INSURERS/REINSURERS AVERAGE 05 191 32 143

Fireman s Fund Corp NYSE 30.50 47 173 33.50 25.75 724 050 16 1326 2617 117 ALL COMPANIES AVERAGE 04 202 31 13 8
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